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Corporate Profile:

UICI (headquartered in North Richland Hills, Texas) through its subsidiaries offers insurance (primarily health and life) to niche
consumer and institutional markets. Through its Self-Employed Agency Division, UICI provides to the self-employed market health
insurance and related insurance products, which are distributed primarily through the Company’s dedicated agency field forces, UGA-
Association Field Services and Cornerstone America. Through its Group Insurance Division, UICI provides tailored health insurance
programs for students enrolled in universities, colleges and kindergarten through grade twelve and markets, administers and underwrites
limited benefit insurance plans for entry level, high turnover, hourly employees. Through its Life Insurance Division, UICI offers life
insurance products to selected markets. In 2002, UICI was added to the Standard & Poor’s Small Cap 600 Index. For more information,
visit www.uici.net.

Annual Report on Form 10-K

A copy of UICI's Annual Report on Form 10-K for the year ended December 31, 2003 as filed with the Securities and Exchange
Commission may be obtained without charge upon request directed to:

UICI

9151 Grapevine Highway

North Richland Hills, Texas 76180
Attn: Investor Relations

Phone No.: 817-255-5200

Fax No.: 817-255-5390

Email address: ir@uici.net

Shareholders may view or retrieve copies of the Company’s Annual Report on Form 10-K and other filings made with the Securities
and Exchange Commission on the Internet at http://www.uici.net or http://www.sec.gov.

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

This annual report may contain certain statements relating to future results, which statements are forward-looking statements
within the meaning of the Private Securities Litigation Reform Act of 1995. 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. For a more
detailed description of the risks and uncertainties that may affect forward-looking statements, please see the discussion in Item 7 —
Management’s Discussion and Analysis of Financial Condition and Results of Operations — Safe Harbor Statement under the Private
Securities Litigation Reform Act of 1995, appearing on Page 54 of the Company’s Annual Report on Form-10K for the year ended
December 31, 2003 attached to and made a part of this Annual Report.




Fellow Agents, Employees, and Shareholders:

As this is my first annual letter to UICI’s agents, employees, and shareholders, I hope you will find it informative
and beneficial. I am by nature and habit not a letter writer. And when I do construct a letter, it is my style to be
short and, hopefully, concise. It is with this bias that I write this letter.

Aot of change took place at UICI in 2003. It is my feeling that these changes will make UICI a better company as
we move forward. Only time will tell if I am right. But one thing is certain: Yogi Berra could have easily been
talking about UICI when he said, “The future ain’t what it used to be.”

UICI was a much different company at the end of 2003 than when the year began. To start, we had a change at the
top, as I assumed the role of CEO on July 1, 2003. Also, we made some significant changes to the mix of our
businesses. At the beginning of 2003, several non-insurance businesses were included in our portfolio of assets.
During the year, UICI decided to focus on its basic business — insurance. As of the beginning of 2004, UICI's
portfolio of continuing operations includes only insurance-related businesses. Some might say this is a move
back to our roots. I would not disagree with those who would make this statement.

Today, UICI is primarily a health insurance company focused mainly on serving three niche markets. The Self-
Employed Agency Division (SEA) is a leader in marketing health insurance to self-employed individuals. Student
Insurance is the leader in providing tailored health insurance programs to individual students at colleges and
universities. Star HRG is the leader in the marketing and administration of limited benefit health plans for
companies with entry-level, high-turnover, hourly employees. We think that each one of these markets provides
outstanding growth opportunities for UICI.

In addition to the health insurance business, UICI offers life insurance products to individuals through its Life
Division, and during 2003 we began to underwrite, administer, and issue accident insurance, both on a primary
and reinsurance basis, through a newly formed unit, ZON Re.

I have confidence that the changes we made in 2003 have the Company traveling on the right track. But as
Will Rogers said, “Even if you are on the right track, you'll get run over if you just sit there.” It is our intention not
to be a couch potato in our markets, but to aggressively pursue market share in all of the lines of business in
which we compete.

2003 — An Overview

While 2004 is shaping up to be a very good year financially, UICI did not perform up to its standards in 2003. Net
income was $14.3 million in 2003 compared to $46.9 million in 2002. On a per share basis this equated to $0.30 in
2003 compared to $0.96 in 2002, a decrease of 69%. The major contributing factor to the decrease in net income
was the losses we took in our discontinued operations. These losses totaled $(73.0) million in 2003 compared to
less than $1.0 million in income in 2002. The majority of the losses recognized in 2003 were related to the problems
that we encountered at our Academic Management Services Corp. (AMS) subsidiary, which was sold in late 2003.

While one could attribute the decline in our earnings to financial problems at AMS, the truth is that even if one
ignores the AMS issues, we still did a poor job in 2003 in running our business overall. UICI’s Insurance Group,
which consists of the Self-Employed Agency Division, Group Insurance Division, and the Life Division, performed
as a whole below expectations in 2003.




The bright spot for UICI in 2003 was our Self-Employed Agency (SEA) Division. This operation reported a record
operating profit of $109.1 million in 2003, representing a 30% increase over the $84.2 million operating profit
reported for this division in 2002. The results of the SEA Division included a $(25.0) million charge associated
with the reassessment of loss accruals established for certain pending litigation. As this letter is being written,
UICI continues to be actively engaged in discussions with respect to possible settlement of a significant portion of
its pending association group litigation.

The seeds that created the record earnings reported in our SEA Division in 2003 were planted in 2001 and 2002
when our two sales agencies, UGA and Cornerstone America, reported over 60% annual growth in submitted
annualized new business premium. In 2003, the volume of submitted annualized new business premium decreased
about 4% compared to 2002 levels. This decrease can be partly attributed to UICI’s decision to spend a significant
amount of time in 2003 training our independent agents and also to an increase in competition from other
carriers. As we move forward, our agent training program will be an on-going and continuous process. UICI is
committed to being the leader in our industry in agent training. While we do not anticipate our new business
annualized volume to be impacted by our agent training program in the future, competition from other carriers
will continue to be one issue we will have to contend with. However, we feel UICI can realize positive growth in
new annualized volume in the future.

Our Group Insurance Division, which consists of UICI’s Student Insurance and Star HRG business units, reported
an operating loss of $(7.9) million in 2003, compared to an operating profit of $13.2 million in 2002. Operating
losses for the Group Insurance Division were attributable to the operating losses at the Student Insurance Division.
In the third quarter of 2003, we recorded a $(13.1) million pre-tax charge, the majority of which was related to
unfavorable claims experience at the Student Insurance Division. Although the Company also experienced
disappointing results at its Star HRG unit, this unit still reported positive earnings for the year. We believe that the
combination of the implementation of stronger underwriting rules and a leadership change within the Student
Insurance Division, both of which occurred in late 2003, will correct the problem at Student Insurance for the
2004-2005 school year. Unfortunately, we will not begin to realize the financial benefits of these changes until the
fourth quarter of 2004. Because policies issued by the Student Insurance unit are issued on a single school-year
basis and the 2003-2004 school year commenced in August 2003, Student Insurance will be limited in its ability to
reprice its overall book of business until August 2004.

The Life Insurance Division reported an operating loss of $(2.4) million in 2003, compared to an operating profit
of $8.1 million in 2002. That is the bad news. The good news is that the factors that created the loss — claims
accrual increases and settlement of litigation associated with the Company’s former workers’compensation business
(which was closed down in 2001) and the costs associated with the closing of the Company’s College Fund Life
Division operations — should be behind us. Adding to the good news is that steps taken in this division in 2002
and 2003 to increase profitability seem to be paying off. Our efforts to increase new business annualized volume
are producing terrific results. During 2003, new business annualized volume increased from $2.5 million in 2002
to $14.4 million in 2003. We see this trend continuing in 2004. Also, the management team at the Life Division
has worked very hard to lower the administrative costs associated with running this business. Our cost per policy
decreased by over 30% in 2003 compared to 2002, and we expect the 2004 cost per policy to be reduced further.

In September 2003, UICI partnered with a team of experienced underwriters to establish a new company, ZON
Re, which is 82.5% owned by UICI and focused exclusively on providing accident reinsurance to the primary
accident insurance market. The accident reinsurance market has been capacity-constrained in recent years, and
UICI feels an opportunity has been created for us to capture a significant piece of this niche market. It is too early
to determine the overall impact to UICI that this unit will have going forward, but it is our intention to support
the management team at ZON Re with the resources necessary to build this business.




UICI’s historic philosophy regarding corporate overhead is that it must be kept “lean.” Over the last few years
UICI has strayed away from this philosophy. I intend to make sure we re-adopt our historical philosophy as
it pertains to corporate overhead. I spent a considerable amount of time during my first months in office focused
on lowering the corporate overhead. I am very proud of the progress made thus far. In 2003 our corporate overhead
costs increased compared to 2002. In 2004 we expect corporate overhead to be below the levels of both 2002
and 2003.

In summary, while UICI did not perform in 2003 up to the standards we had come to expect in the past, we
remain a strong, financially sound company. For this I want to thank our agents and employees, for it is these
groups who are solely responsible for UICI’s success.

When I assumed the role of CEO, I saw as my first task and, I might add, my most important task the need to
reestablish the historical business culture that was responsible for UICI’s past success. This culture, which was
created by Ron Jensen, UICI’s Chairman and founder, has as its foundation a simple principle, which is to build a
company that generates wealth for its agents and employees.

I am a firm believer that if we are to be successful in our goal of reestablishing our historical business culture, we
must first understand the philosophy behind the culture. It is for this reason that I felt it was important that I
spend a portion of my first letter to UICI’s agents, employees, and shareholders communicating the philosophy
behind UICL There is no better person to communicate this philosophy than the person who created it. Therefore,
I have chosen to reprint portions of Ron Jensen’s 1997 Annual letter to UICI's then agents, employees, and
shareholders, in which he described the philosophy behind UICI. I know you will find it informative.

“When UICI went public on March 6, 1986 its entire business consisted of a Coinsurance contract with AEGON
USA, Inc. AEGON was the underwriter and administrator of health insurance sold by UGA, an agency which I
owned personally. UICI had no agents or employees nor did it possess underwriting facilities. There was no
historic record to assess its greatest asset which was a DREAM to build a company that would produce extraordinary
financial results to be shared with agents and employees. On that date it would have been a huge leap of faith to
convince someone that the future financial success of UICI would unfold as it has. The believability of the UICI
story is comparable to that faced by the little boy who went to Sunday School for the first time. His teacher taught
about the bondage of the Israelites during the days of Moses. When he returned home his Mother asked him
what he had learned. He dramatically described the lesson, ‘She told us about a bunch of good people and a
bunch of bad people. She told about them Egyptians and about Moses and a lot of others. Well them Egyptians
was chasin’ the good ones and Moses just up and built a pontoon bridge across the Red Sea and the good ones
ran over to the other side. Then Moses got in his dive bomber and blew up the bridge and drowned all the bad
ones.” His Mother paused, then asked, ‘Do you mean your teacher really taught you that?’ The little boy, seeing
that his Mother wasn’t exactly pleased with his story took his moment to pause, and then said, ‘Well, Mother, she
didn't teach it exactly like that, but if I told you what she really said you wouldn't believe that story either!”




“UICI’s outstanding financial record leads many people to think we launched UICI based upon some grand
strategy backed by a sophisticated long-term planning process. We had neither. What we did have was a thorough
understanding of our business based on personal involvement. We knew our business well! Knowing and
understanding one’s business is the principal driver in any success story. In addition, we considered our passion
to produce outstanding wealth-creating results to share with the agents and employees who would build UICI as
amajor plus.That passion evolved into a cause and remains so today. And today’s cause is backed by a commitment
to DREAM OF THE POSSIBLE. That DREAM inspires and energizes us to seek continued superior financial
results. It gives purpose.

“Wall Street analysts love when a company delineates strategic plans to increase market share, to gain advantages
by synergy, to position themselves for advantages over their competition, etc., etc., etc. At UICI, we believe superior
results are achieved by the combined effort and talents of our people. They don't get all fired up about those Wall
Street objectives, but they will join in a DREAM to create wealth for themselves and their associates. We believe
people work hard for three things; for money; for a leader; and for a cause. But, the weight of these three differs.
A leader motivates more powerfully than money, and a cause motivates more powerfully than a leader. At UICI,
the overarching purpose is our cause. It brings UICI people together. That’s what UICI’s shared DREAM is all
about. It’s an essential part of UICI’s culture. For many of us the DREAM has evolved to take on the proportions
of a crusade. It’s a cause to go forward. That’s what Martin Luther King meant when he shouted, ‘I have a
DREAM.” Would he have motivated people by saying, ‘I have a strategic plan’? At UICI we expect our DREAM to
be realized. This is a Company for people who expect success. The world wasn’t conquered by Alexander the
Average, Ivan the Bland or Attila the Ho Hum!

“Fortunately, UICI agents and employees do understand that each of them can make a difference to UICI as a
whole. I directly attribute UICI’s success record to their collective and cumulative efforts. And I am surrounded by
key personnel who are ingrained with the spirit and the DREAM of wealth creation. They seek opportunity at
every turn. They do not stop thinking when evaluation confronts them with the risk inherent in a new project.
UICI’s good ideas to expand a current business niche, or to enter an entirely new niche, have come from individuals
within the organization. In this regard I compare their help to me to playing bridge. I don’t have to bid my hand
alone but can anticipate the power in my partner’s cards. While I don’t get to see those cards until the hand is
played, I can trust their strengths will bring the right long-term result to UICL

“UICI’s overall business goal remains constant . . . to create wealth for agents and employees. To create the wealth
desired, UICI must seek to create or acquire new business ventures. It’s redundant to say no one should sponsor
new business niches (especially start-ups) who is afraid of looking dumb or feels compelled to spend time making
excuses for mistakes. At UICI we seek leaders of our business Divisions who are mavericks that have the ability to
stand on their own but who will also be supportive of UICI’s overall DREAM no matter what."No matter what'is
important as football Coach Bear Bryant found out when lecturing his University of Alabama team about the
importance of going to class.’I dont want no dumbbells on my team,”Bryant warned. If there is a dumbbell in this
room, [ wish he would stand up.” At which point, his quarterback, Joe Namath (now famous in NFL history), rose
to his feet.”Joe, how come you're standing up?”asked Bryant,“You're not dumb.”Namath answered, I know, Coach,
I just hate to see you standing there by yourself.”

“UICI does follow certain criteria to plan for its future. The absolute first criterion is to thoroughly understand
each business niche in which UICI chooses to operate. This includes making judgments as to the fundamental
conception of society as it relates to politics and underlying social drives. This is an important aspect when evaluating
any business and particularly so in the niches of the health industry UICI has chosen to serve. We know our future
in certain health insurance niches will be partially dictated by bureaucratic regulations. The simple fact is
that the intrusion of the Federal Government in the health industry will not disappear and as a matter of fact will
probably increase.




“"

Second, we are not big on corporate planning methods that get numbers bound. Our opinion is that numbers
projected by a long range planning department are guesses by people who give advice rather than make decisions.
Striving to hit their projected numbers is a dangerous practice. It has led many companies to ‘reach’ to achieve
their projected numbers by taking on new products or ventures that are not suitable to their culture. Striving to
reach ‘straight line up’ projected results is desirable but not dominant in our thinking.

“Third, we will take the risk of a start-up venture that we believe has a potential huge return, i.e., a founder’s
profit. We are well aware that the ultimate outcome of the assumption of this type risk may affect UICI’s daily
‘“valuation quote” and that it may temporarily affect the attitudes of UICI agents and employees. We do seek to
involve agents and employees in UICI’s direction so they better commit to our cause and buy into the DREAM to
build a company that meets their long-term wealth creation goals.

"

Fourth, we will acquire established businesses that we believe fit our business direction and culture. When a
new company is acquired we need to believe that the purchase price has a built-in acceptable margin for error,
i.e., don't fly an airplane with just enough fuel to reach your destination based on perfect weather conditions.
While we believe in and like synergy, an acquired niche business must be able to stand on its own and not look
for help from one of UICI’s existing businesses to achieve its goals. Our policy will be to continue to sponsor free-
standing business Divisions.

“To summarize criteria three and four, UICI will only take on ventures that have some reasonable margin for error
and where synergy is ‘nice to get’rather than ‘must have’ to be successful. Margin of error includes the premise
that UICI will not borrow funds to enter into a start-up venture. As to acquiring established niche businesses,
leverage has not been an historic UICI business practice. However the current strength of UICI’s Balance Sheet
and its diversified cash flow cause us to consider some modest leverage in the future. We will not get ourselves in
a position where the operational cash flow of the acquired business Division is necessary to retire debt assumed
at the time of acquisition. We are reluctant to issue common stock for acquisitions. If we do, it will be only after
comparing anticipated future results of the acquired company, both short and long-term, with our perspective of
UICT’s future results.

“Fifth, we will enforce the basic business culture that we believe has been responsible for UICI’s outstanding
financial record. That culture encompasses:

®  Employee and agent ownership of UICL They have the DREAM. They take responsibility for results.
®  Entrepreneurial leadership is a responsibility not a privilege.

B Jdentifiable market niches for individual, free-standing business Divisions.

B Opportunistic . . . Look for a“Founders Profit’ potential in each business Division.

®  The potential ownership by business leaders in the Division they lead.

®  UICI financial strength and stability.

“Sixth, we sincerely believe that the strongest foundation of UICI’s future is, and will be, that its agents and
employees share in the DREAM by participating in the stock ownership plans.”




Closing Thoughts
[ it et |

In the pages that follow, you will see an insert that recognizes the men and women of UICI, along with their
family members, who are currently serving or have served our country as members of the Armed Forces. I have a
special place in my heart for the military. Growing up an”Army brat,”I witnessed first hand the sacrifices that are
made by our military men and women and their families. It is with great pride that I, on behalf of UICI, get to say,
“Thank you”to these brave individuals, especially to those who are currently protecting our freedoms. You are in
our hearts and our prayers.

Very truly yours,

227

Willia J. Gedwed

President and Chief Executive Officer




Five Year Selected Financial Data

Year Ended December 31,

2003

2002

2001

2000

1999

Income Statement Data:

(In thousands, except per share amounts of operating ratios)

Revenues from continuing Operations ..............cc.eceereeeeeneuerereeenns $1,813,205 $1,375,704 $967,924 $867,190 $851,668
Income from continuing operations
before INCOME tAXES ......oveveeieeeeeeeeeeeeeeeeeee e 131,916 76,759 73,163 98,059 77,353
Income from continuing Operations .............cccccoevceeiriniiniecincincnnns 87,324 51,054 49,484 64,128 57,682
Income (loss) from discontinued operations ............ccccceevcuecincnane (72,990) 953 (6,592) (58,395) (203,564)
Net INCOME (I0SS) ..vvvvvereieieieieieiete et $14,334 $46,863 $42,892 $5,733 ($145,882)
Per Share Data:
Earnings per share from continuing operations:
Basic earnings per cCommon Share ...........coocoeereeereeneioernneenne $1.88 $1.08 $1.06 $1.37 $1.24
Diluted earnings per common Share ...........c.cccoeeoeerceercenrenen. $1.82 $1.05 $1.03 $1.34 $1.21
Earnings (loss) per share from discontinued operations (1):
Basic earnings (loss) per common Share ...........cc.oceeeoreveinreenne ($1.57) $0.02 ($0.14) ($1.25) ($4.39)
Diluted earnings (loss) per common share .............c.cccceceerueen. ($1.52) $0.02 ($0.13) ($1.22) ($4.26)
Earnings (loss) per share:
Basic earnings (loss) per common Share ...........cc.oceeeoreeeernceenee $0.31 $0.99 $0.92 $0.12 ($3.15)
Diluted earnings (loss) per common share .............c.ccceceruen. $0.30 $0.96 $0.90 $0.12 ($3.05)
Operating Ratios:
Health Ratios:
LOSS TAtIO (2) oottt 65% 63% 64% 64% 69%
Expense ratio (2) .... 34% 34% 34% 31% 29%
Combined health ratio ..........ccoooviiieveiceeeeeee e 99% 97% 98% 95% 98%
Balance Sheet Data:
Total investments and cash (3) ......ccccceveveveveverereeieceeeeeee e $1,579,131 $1,355,918 $1,231,860 $1,073,885 $1,073,850
Total assets .......ccccvvvvveerevenenee. 2,140,250 1,915,188 1,676,711 1,460,777 1,529,079
Total policy liabilities ... 1,184,984 1,028,969 891,361 824,632 841,398
Total debt ......ccoeveee.e. 18,951 7,922 23,511 66,782 120,637
Student loan credit facilities ...........ococvoveeierieeeeceeeeeee e 150,000 150,000 100,000 — —
Stockholders” €QUILY ......c..cvuiuieiiiiiiciciccc e 587,568 585,050 534,572 447,105 407,434
Stockholders’ equity per share (4) ..o $12.15 $11.76 $10.81 $9.74 $9.44

(1) For all periods presented, the results of the Company’s former Academic Management Services Corp. subsidiary (for 2003, the period ended on the date
of sale, November 18, 2003), its Senior Market Division, its Special Risk Division, its former sub-prime credit card business and its third party adminis-
tration business unit have been classified as discontinued operations for financial reporting purposes.

2) The health loss ratio represents benefits, claims and settlement expenses related to health insurance policies stated as a percentage of earned health
p p p p g
premiums. The health expense ratio represents underwriting, policy acquisition costs and insurance expenses related to health insurance policies stated

as a percentage of earned health premiums.

(3) Does not include restricted cash.

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




Shareholder Information

Common Stock Information

The Company’s shares are traded on the New York Stock Exchange (“NYSE”) under the symbol“UCI”. 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 the NYSE.

Fiscal Year Ended December 31, 2002 High Low
1st Quarter $18.95 $12.90
2nd Quarter 21.22 16.65
3rd Quarter 20.25 16.00
4th Quarter 17.18 12.79
Fiscal Year Ended December 31, 2003

1st Quarter $16.41 $8.42
2nd Quarter 15.65 9.78
3rd Quarter 17.43 11.80
4th Quarter 16.20 12.90

As of February 26, 2004, there were approximately 13,000 holders of record of Common Stock.

Transfer Agent
Stockholder address changes and inquiries concerning stock transfers and lost securities should be directed to:

Mellon Investor Services, LLC
Stock Transfer Department

85 Challenger Road
Overpeck Centre

Ridgefield Park, NJ 07660
Phone No. (800) 635-9270
www.melloninvestor.com

Annual Meeting
The Annual Meeting of the Stockholders of UICI will be held at the Harvey Hotel DFW Airport, 4545 West John Carpenter Freeway,
Irving, Texas on Wednesday May 19, 2004, at 10:00 a.m., Central Daylight Time




We proudly salute the members of the UICI family who
have served and are currently serving our country.

Employees & Agents Currently Serving

Cornerstone America

UICI Insurance Center

Joseph Batchelder

Regina Luckey

UGA
Cliff Dillion

Michael Freeman

Bill Miller

Army Reserves

Army

Army

Marine Corps
Air Force Reserves

Gerald Leigh

Marine Corps

Student Insurance Division
Army Reserves

Jacob Dorisca

Star HRG
Ryan Ghan
Matt Murphy

Army Reserves
National Guard

Employees & Agents with Family Members Currently Serving

EMPLOYEE
UICI Insurance Center

Andrea Ansell
Dee Bailey
Linda Byington
Sara Carrasco
Lydia Cervantez

Paige Clark
Sarah Cobb
David Cochrane

Judy Couch
Krystal Cox
Millie Cox
Elodia Crain
Jenny Dailey
Virginia Davis
John Dearing
Teri Dees
Betty Dodson
James Duble
Latonda Earle
Debbie Espinosa

Crystal Ewing

Steve Exner
Delories Fitzgerald
Katrina Flegal
Christine Glaspell
Chad Graham
Renetta Green
Mark Grossman
Kim Hairrell

Patsy Harrison
Daniel Hohmann
Melissa Horner

Jennifer Hunt

Shelley Jackson

Wade Jennings

Susan Johnson

Kevin Keils

Elizabeth Klassy

Tedi Kramer

Deborah Lee

Jamie Luckey

Michelle Madden-Kemp

RELATION

Nephew
Niece

Son
Son-in-Law
Nephew
Nephew
Brother-in-Law
Husband
Cousin
Brother-in-Law
Nephew
Brother

Son
Daughter-in-Law
Cousin
Daughter
Grandson
Cousin

Son

Brother
Sister-in-Law
Nephew
Brother
Brother
Sister-in-Law
Brother

Son

Nephew
Father

Son

Brother
Brother
Brother

Niece
Nephew
Son-in-Law
Brother
Cousin

Sister
Husband
Cousin
Brother

Son

Nephew
Sister-in-Law
Brother
Nephew
Sister
Nephew

J

BRANCH

Navy

Navy

National Guard
Navy

Army

Marine Corps
Army Reserves
Marine Reserves
Air Force
Army

Navy

Marine Corps
Marine Corps
Air Force
Navy

Navy

Marine Corps
Marine Corps
Air Force
Marine Corps
Air Force

Air Force
Marine Corps
Air Force

Air Force

Air Force

Air Force
Marine Corps
Army

Army

Navy

Army

Army

National Guard
National Guard
Air Force
Navy

Army

Navy

Army

Army

Air Force
Army

Army

Air Force
Army

Air Force
Army

Air Force

EMPLOYEE

UICI Insurance Center (cont.)
Jan Martin
Lisa Martin

Stephanie Martinez

Janet May

Elizabeth Mazariegos
Shannon McKeown
Carrie Miller

Tommie Nichols
Rochelle O’Neil
Jessica Pablo

Chrystal Pacheco
Vita Pagan

Emily Perez
Susan Phillips
Sam Phillips
Michelle Ponce
Ronnie Rahe

Martha Rettberg
Marta Richardson
Kimberly Riley
Richard Roberts
Vicki Shawl
Wendy Simpson
Ericka Smallwood
Betty Smith

Troy Snider

Lisa Sproles
Shannon Stine
John Stone

Sissy Summa
April Tate

Paki Tavo

Linda Taylor
Edna Tolsdorf
Carolyn Trussel
Caryl Underwood
Lea Varelans
Phylis Virattanajun
Ryan Wade
Nancy Walden
Stephanie Weed
Noel Widdowson
Sherri Williams
Cynthia Wills
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RELATION

Son

Nephew
Nephew
Brother-in-Law
Cousin
Nephew
Nephew
Nephew
Brother
Brother-in-Law
Niece

Son
Brother-in-Law
Brother-in-Law
Husband
Nephew
Son-in-Law
Nephew
Brother

Son

Brother

Cousin
Brother-in-Law
Brother
Brother
Brother
Nephew
Brother
Brother
Nephew
Cousin

Son
Brother-in-Law
Sister-in-Law
Son

Stepfather
Nephew
Nephew
Son-in-Law
Granddaughter
Nephew

Son
Brother-in-Law
Brother
Nephew
Brother-in-Law
Brother-in-Law
Brother

Cousin

BRANCH

Army

Army

Air Force
Marine Corps
Navy

Army Reserves ‘
Air Force
Marine Corps
Army

Navy

Army
National Guard
Army

Army

Navy

Marine Corps
Air Force

Air Force

Air Force
Army

Air Force
Navy

Army

Air Force

Air Force
Marine Corps
Army

Navy

Army

Army

Army

Army

Army

Navy

Navy

Army

Marine Corps
Army

Army

Army

Navy

Army

Army

Navy

Army

Marine Corps
British Royal Navy
Marine Corps
Army




Employees & Agents with Family

Members Currently Serving (cont.)

EMPLOYEE

UICI Insurance Center (cont.)

Mary Wilson
Joy Wilson

Mitzi Wingert
Yvonne Yanez

UGA

Alynn Babcock
Pam Barker
Don Benton
Laughn Berthiaume
Rondy Boley
TJ Cappom
Kory Cochran
Joe Ewers
Kevin Ferrell
Lucy Ferrell
Walter Garff
Haydee Gaytan
Karie Graves
Renee Gray
Barbara Greco
Edward Harris
Larry Huffman
Steven Isreal
Kenny James
Phil Knope
Terry Lindsey
Christina Lopez
Les Lorcher
Tony Loschiavo
Jerry Mayhew
Chet Mazur
John Melson
Marty Null
Marc Pelletier

Eric Perez
Denny Powell

James Pummill
Diana Ritenour
Ron Rowton
Oscar Saenz

Louella Selph
Steven Shears

Jeffery Smith

Alynn Snyder

Harry Stewart
Karen Trent

Mike Twedell
Dennis Wiechman
Michael Wiesemann

Cornerstone America

Roger Anglesey
Mike Baker

Jim Besel
Steve Boyer
Jack Cook
Mark Croucher
Pat Gaston

Michael Harmon
John Hipwell
Mark Mann
Nicole Margiotti
David Mourning

Chris Mumfrey
David Poh

RELATION

Nephew
Cousin
Nephew
Cousin

Son
Nephew
Brother
Cousin
Nephew
Cousin
Cousin
Brother
Brother
Brother
Nephew
Husband
Brother-in-Law
Husband
Grandson
Son
Cousin
Brother
Son

Son
Brother
Brother
Brother
Brother
Son
Niece
Nephew
Son
Nephew
Brother-in-Law
Brother
Son

Son

Son

Son
Daughter
Nephew
Nephew
Grandson
Nephew
Son
Sister
Nephew
Daughter
Husband
Son
Nephew
Brother

Son
Grandson
Brother
Nephew
Son

Son
Nephew
Son-in-Law
Nephew
Son

Cousin
Husband
Son-in-Law
Son

Cousin
Brother

BRANCH

Marine Corps
Marine Corps
Army

Marine Corps

Navy

Marine Corps
Army

Army

Marine Corps
Air Force
Army

Marine Corps
Marine Corps
Marine Corps
Air Force
Navy
National Guard
Army

Army

Army

Army

Army

Army

Marine Corps
Army

Navy

Navy

Navy

Air Force
Army

Air Force
Marine Corps
Army

Army

Marine Corps
Army

Army

Air Force
Marine Corps
Navy

Navy

Air Force
Navy
National Guard
Army

Air Force
Navy

Navy

Navy

Army

Air Force
Marine Corps

Navy

National Guard
Navy

Army

Army

Marine Corps
Air Force
Army Reserves
Army

Air Force
Marine Corps
Army

Air Force
Army

Army

Marine Corps

UICI

EMPLOYEE

Cornerstone America (cont.)
Tami Regnitz

J.P. Russell

Kathy Stroup

Martin Vander Velde

Paula Wood

UICI Marketing

Siobhan Flowers
Amy Sargent

Student Insurance Division
Lynn Brooks

Diane Clemmons
Patricia Finley

Emma Garza

Doris Jepsen
Paula Keng
Melanie Larsen
Janet McBride

Iris Melgoza
Lisa Nichols
Raun Savage

Deanna Sparks

Regina Walton
Janice Woodards

Star HRG

Susam Bango
Tanisha Daniels
Sheila Haverish
Heather Haveron
Linda Herrington
Suemeree Irvin
Gail Luna

Betty McKee
Tina Millican
Talyn Munn
Christine Powell

Life Insurance Division
Judy Coleman

Beverly Curtis
Kellye Graham

Cassondra Lambert
Julie Owens

Alicia Sturtz

RELATION

Nephew
Cousin
Son-in-Law
Brother
Nephew

Brother
Nephew

Daughter-in-law
Niece
Brother

Son

Nephew
Sister
Nephew
Niece

Niece
Nephew
Husband
Sister
Cousin
Daughter
Daughter
Son

Cousin
Father
Stepmother
Niece
Brother
Stepsister
Nephew
Nephew
Brother-in-law
Brother
Sister-in-law
Niece

Son

Son-in-Law
Brother
Son
Brother
Son-in-Law
Husband
Son

Son

Son
Husband
Brother
Husband

Son
Daughter-in-Law
Sister

Cousin

Cousin

Cousin
Brother-in-Law
Brother-in-Law
Husband
Stepfather
Sister-in-Law

BRANCH

Marine Corps
Air Force
National Guard
Army Reserves
Coast Guard

Army
Marine Reserves

Marine Corps
Marine Corps
Air Force

Army

Marine Corps
Air Force
Marine Reserves
Air Force

Air Force

Army

Navy Reserves
Army

Marine Corps
Air Force

Air Force

Army Reserves
National Guard
Army

Naval

Army

Naval Reserves/Air Force
Coast Guard
Air Force

Air Force

Air Force

Coast Guard
Army

Air Force

Army Reserves

Air Force
Army
Army
Air Force
Navy
Air Force
Marine Corps
Air Force
Air Force
Air Force
Air Force
Navy

Air Force

Air Force
National Guard
Army

Army

Air Force
Army

Army

Army

Air Force
Navy Reserves




Salutes

Employees & Agents with Family
Members Currently Serving (cont.)

EMPLOYEE

Life Insurance Division (cont.)

Robyn Tennill
Shelia Watts

[dell White

ZON Re
Irene Beckech

UICI Corporate

Sue Brewer
Tom Leverenz
Beth Tomsic

RELATION

Nephew
Husband
Brother-in-Law
Son-in-Law

Nephew

Nephew
Nephew
Daughter

BRANCH

Army

National Guard
National Guard
Air Force

National Guard

Army Reserves
Army
Army

Employee & Agent Veterans

EMPLOYEE
UICI Insurance Center

Linda Alvarado
Mike Box

Terry Box

Gene Cannedy
Luther Carmichael
Kim Cook

Eddie Corbin
Shelly Corporan
David Delgado
Johlen Dixon
James Duble
Tommy Duvall
Brenda Epps
Cecil Erickson
Elbert Franklin
Aubrey Gabrysch
Ray Gilbert
Chad Graham
David Haun
David Henson
Wade Holt

Earl Huffman
Bud Jensen
Bryan Jobe
Doug Kelcey
Eddie Lai
Richard Mason
Lou Matuska
Jena McGaha
Daniel McGough
Stan Morris
William Muirhead
Phil Myhra
Chris Pepperling
Elizabeth Rivera
Fred Rogers
Valeta Sango
Patricia Sisco
Jim Slater

Dick Sommers
David Street
Wayne Thacker
Pat Townsend

BRANCH

Navy
Army

National Guard/Reserves

Army Reserves
Army

Army

Army

Air Force

Air Force Reserves
Marine Corps
Navy

Marine Corps
Coast Guard
Navy/Navy Reserves
Navy

Air Force

Air Force

Army

Navy

Navy

Navy

Army

Merchant Marine
Coast Guard
Marine Reserves
Air Force
Navy/Navy Reserves
Navy

Army

Army

Navy

Air Force

Air Force

Navy

Marine Corps
Army Reserves
Navy

Marine Corps
Air Force

Army

Air Force

Army

Marine Corps
Marine Corps

SERVICE

72-89
87-90
90-92
97-98
60-63
56-58
80-91
49-56, 02
90-98
72-75
98-99
88-92
79-84, 02
94-99/99-03
43-46
78-98
70-79
65-67
97-02, 02
79-82
68-75
67-72
42-45, 02
42-46
88-98
66-69
84-88,88
83-96
75-78, 02
87-89
93-97
55-77
70-72, 02
87-91
67-77
84-94
54-57, 02
86-91, 02
71-75, 02
86-92
69-74
72-76
74-94
63-83
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SERVICE

64-70
81-85
69-71
78-95
55-57
94-95

76-98
63-92
85-93
64-67
65-68
57-60
65-67
71-77
75-93
95-99
56-58
93-02
65-68
74-01
67-71
70-74
83-87
69-76
88-94
69-74
71-73
88-96
82-87
79-82
60-65
84-87
63-65
87-91
67-69
58-60
84-89
83-93
99-01
68-70
75-79
61-65
69-71
65-71
65-68
87-89
66-68
68-78
67-71
85-94
82-88
69-71
74-T7
86-96
66-68
71-78
89-97
65-69
71-75
66-68
68-76
66-71
57-60
70-98
59-81
64-67
52-56
87-89
63-72
72-77
69-73

Employee & Agent Veterans (cont.)
EMPLOYEE BRANCH
UICI Insurance Center (cont.)

Bernie Vanderleest Army

Jow Velez Air Force

Jim Walsh Army

Sallie Williams Air Force
Charlie Wilson Army
Jennifer Wiltshire Army

UGA

Ken Albright Army

Roy Anderson Marine Corps
Mike Arel Air Force
Gene Azhill Army

Frank Barchak Marine Corps
Cliff Bauer Marine Corps
Edward Beardsley Army

Allan Becker National Guard
Don Benton Army
Rodney Boswell Marine Corps
Steve Brand Army

Khris Bryan Navy

Steve Cale Army

Don Caudell Jr. Navy

Glen Cokonougher Air Force
Ken Cole Air Force

Joe Corley Navy

Dean Corliss National Guard
Charles Countryman Army

Mike Cowley Coast Guard
Sam Dean Army

Tony DiDenedetto Army

Chris Dill Army

Tom Drehfal Navy

David Dubeck National Guard
Jeffrey Eagle Navy

Bob Estvanko Air Force
Joe Ewers Air Force
Fred Favia Army

Nolan Ferrier Army

Dean Fetro Army

Mike Fitzpatrick Army

Robert Fox Air Force

Bill Friend Army

Galen Gaither Air Force
Bruce Gary Air Force
Mike Goodson Marine Corps
Jim Graves Army
Edward Harris Army
Michael Hauke Navy

Phil Hess Army

Bob Hick Army

Vern Hurley Air Force
Steve Isreal Army

Kenny James National Guard
Stuart Johnson Army
Douglas Johnson Army

Theo Jones Marine Corps
Danny Kennedy Marine Corps
George King Navy

Mike Lacy Army

Harry Landsiedel Air Force

JK Lanz Air Force
Don Lawson Army

Bob Laywell Navy

Paul Levesque Air Force
Jerry Levine Navy

Terry Lindsey Air Force

Les Lorcher Marine Corps
Harris Marx Coast Guard
Bernie Matlock Navy

Helen Meacham Navy

Eric Means Army
Rodger Morrison Army

Paul Murphy Air Force




EMPLOYEE
UGA (cont.)
Mike Murphy
Carrol Nast
Warren Nichols
Richard Nye
Kevin O’Donnell
George Olney
Mike Olvey

John Paul

Eric Perez

Lee Porter
James Pummill
Chuck Ream
Bret Rodenz

Ron Rowton
Wayne Russell
Lonnie Russell
Oscar Saenz
Rick Sampsel
John Sanders
Jim Schrader
Arthur Scmidt Jr.
Harry Sechrest
David Smith
Gary Smyth
Matthew Snell

Al Snyder

Stu Stahl

Chet Taylor
David Thompson
Tommy Thompson
Charles Todorich
Mike Tucker

Ken Vance Jr.
Dave Vaughn
Larry Wajda
Richard Walker
Richard Walker
Dick Whitfield
Dennis Wiechman
Troy Williams
Fred Witzeling
Robert Wodicker
Zachary Woodard

Cornerstone America

Jim Besel
Russell Burroughs
Jack Cook

Colle Davis

Jim Dawson
Pierre Debbaudt
Jerry Dimond

Joe Feeney
Richard Freeman
Robert Gohsman
Chuck Grace
Larry Greenfield
David Hamilton
Gene Henderson
John Hipwell

Troy Holder
Donnie Klien
Ronald Lister
Richard Mathis
Wayne Morris
Dennis Morris
David Mourning
Chris Mumfrey
Jim Nelson
Michael Noble
Niven Noll
Kenneth Price
Terry Riggs

Terry Risch

BRANCH

Army

Air Force
Navy
Army

Air Force
Army
Army
Army
Navy

Navy
Army
Marine Corps
Navy
Marine Corps
Air Force
Navy
Marine Corps
Army
Army

Air Force
Navy

Air Force
Army

Air Force
Army
Navy

Air Force
Navy
Army
Navy

Navy
Army
Army

Air Force
Army

Air Force
Army

Air Force
Army
Navy/Army
Army
Marine Corps
Army

Army

Army

Navy

Navy

Navy

Army

Marine Corps
Army

Navy

Navy

Air Force

Air Force
Navy

Air Force
Army

Navy

Army

Navy

Army

Marine Corps
National Guard
Army

Army

Army

Marine Corps
Army

Air Force
Navy

Marine Corps

\

Employee & Agent Veterans (cont.)

SERVICE

67-69
69-79
55-66
62-62
70-72
71-92
69-71
66-69
95-98
82-86
64-68
65-71
88-92
69-75
67-71
84-90
61-67
66-69
81-86
82-90
60-65
67-79
73-93
72-T7
00-04
68-72
66-72
89-93
76-82
69-73
70-78
70-73
65-67
74-76
98-03
64-68
82-02
69-74
70-74
92-93/94-02
60-62
81-90
90-98

83-86
68-71
59-62
64-67
78-82
64-65
66-96
80-84
64-67
45-47
45-47
79-03
63-73
50-54
68-71
85-91
88-91
64-78
79-83
65-68
67-73

90-94
67-79
91-95
65-68
86-90
58-62
89-91

EMPLOYEE

Cornerstone America (cont.)

Vince Roazzi

Ken Scally

Pat Smith

Richard Stewart
Samuel Thompson
Manuel Tkaczuk
Crystal Tweeten
Bob Vernon
William Waggoner
Steve Wike

Dave Young

UICI Marketing
Rick Ornberg

Student Insurance Division

Bob Brandt

Don Buchanan

George Christensen
Robert Fox

Ruthie Jackson

Nicholas Munoz Trovada
Curtis Switzer

Kurt Westenhoefer
Donald Wotipka

Jerome Yeager

Star HRG

Jorge Chacon
Timothy Cook
Alvin Crane
Brenda Ford
Michael Horne
Angela Robinson
Rodd Russow
Keith Tularaksa

Life Insurance Division

Thomas Goolshy
Bob Jessie

Julie Monson
Demetra Oakes
Barbara Osburn
Jim Plato

James Roberts

UICI Corporate

Bill Gedwed

Tom Leverenz
Steve Pritschow
Bob Vlach
Dennis Wegehoft
Jim Whitchurch

BRANCH

Marine Corps
Army

Marine Corps
Air Force

Air Force
Army

Army

Navy

Navy

Army

Air Force

Air Force

Air Force

Marine Corps
Army/National Guard
Air Force

Army

Air Force

Air Force

Navy Reserves
Navy

Navy

Coast Guard
Army

Army

Navy

Air Force
Air Force
Army

Air Force

Navy

Air Force
Army
Navy/Reserves
Navy

Marine Corps
Army

Army
Army/National Guard
Army
Army
Army
Army

SERVICE

69-70
54-55
80-84
72-80
86-89
87-95
84-91
74-03
66-70
67-77
86-98

86-90

68-77
74-80
63-69
68-72
63-66
81-85
62-72
93-99
85-89
93-97

97-01
70-74
64-66
81-01
76-95
82-86
85-89
79-94

89-98
65-65
94-96
94-02
83-88
69-71
64-68

76-79
68-71, 72-78
71-73
66-70
70-73
87-96
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PART I

Item 1. Business
Introduction

UICI is referred to throughout this Annual Report on Form 10-K as the “Company” or “UICI” and may
also be referred to as “we,” “us” or “our.

’»

We offer insurance (primarily health and life) to niche consumer and institutional markets. Through our
subsidiaries we issue primarily health insurance policies, covering individuals and families, to the self-
employed, association group, voluntary employer group and student markets. During 2003, 2002 and 2001, we
generated health insurance premiums in the amount of approximately $1,564.6 million, $1,181.0 million and
$776.3 million, respectively, representing 86%, 86% and 80%, respectively, of our total revenues in such
periods.

Through our Self-Employed Agency Division, we offer a broad range of health insurance products for
self-employed individuals and individuals who work for small businesses. Our basic hospital-medical and
catastrophic hospital expense plans are designed to accommodate individual needs and include traditional
fee-for-service indemnity (choice of doctor) plans and preferred provider organization (“PPO”) plans, as well
as other supplemental types of coverage. We market these higher deductible products to the self-employed
and individual markets through independent contractor agents associated with UGA-Association Field
Services (a wholly-owned marketing division of the Company) and Cornerstone America (a wholly-owned
marketing division of the Company), which are our “dedicated” agency sales forces that primarily sell the
Company’s products.

We have classified as our Group Insurance Division the operations of our Student Insurance business unit
(based in Tampa, Florida) and the operations of our Star HRG business unit (based in Phoenix, Arizona).
For the student market, we offer tailored health insurance programs that generally provide single school year
coverage to individual students at colleges and universities. We also provide an accident policy for students at
public and private schools in kindergarten through grade 12. In the student market, we sell our products
through in-house account executives that focus on colleges and universities on a national basis. We believe
that we provide student insurance plans to more universities than any other single insurer.

Our Star HRG unit specializes in the design, marketing and administration of limited benefit health
insurance plans for entry level, high turnover, and hourly employees. We market and sell these products
directly to our employer clients through our dedicated sales force of Star HRG employees.

Through our Life Insurance Division, we also issue universal life, whole life and term life insurance
products to individuals in four markets that we believe are underserved: the self-employed market, the middle
income market, the Hispanic market and the senior market. We distribute our products directly to individual
customers through our UGA and Cornerstone agents to individuals in the self-employed market and through
marketing relationships with two independent managing general agents (MGAs).

During 2003, through a newly formed company, ZON Re USA LLC (a 82.5%-owned subsidiary) we
began to underwrite, administer and issue accidental death, accidental death and dismemberment (AD&D),
accident medical and accident disability insurance policies, both on a primary and on a reinsurance basis. We
distribute these products through professional reinsurance intermediaries and a network of independent
commercial insurance agents, brokers and third party administrators (“TPAs’). To date, the results of this
business have not been material to our consolidated results of operations.

We conduct our insurance businesses through our 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,
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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, Mid-West and Chesapeake are each currently rated “A— (Excellent)” 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, 2003, 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).

Our operating segments for financial reporting purposes include (a) the Insurance segment, which
includes the businesses of the Company’s Self-Employed Agency Division, the Group Insurance Division, the
Life Insurance Division and Other Insurance; and (b) Other Key Factors, which includes investment income
not otherwise allocated to the other segments, realized gains and losses, interest expense on corporate debt,
general expenses relating to corporate operations, variable stock compensation, goodwill amortization and
other unallocated items.

Over the past three years we have actively endeavored to simplify our business by closing and/or
disposing of assets and operations not otherwise related to our core health and life insurance operations. We
have separately classified as discontinued operations for financial reporting purposes the operations of our
former Academic Management Services Corp. (“AMS”) subsidiary, our Senior Market Division, our Special
Risk Division, our former sub-prime credit card operations, and our third party administration business. See
Discontinued Operations discussion below.

Our principal executive offices are located at 9151 Grapevine Hwy, North Richland Hills, Texas
76180-5605, and our telephone number is (817) 255-5200.

Our periodic SEC filings, including our annual reports on Form 10-K, quarterly reports on Form 10-Q,
current reports on Form 8-K, and if applicable, amendments to those reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Securities Exchange Act of 1934 are available through our web site at
www.uici.net free of charge as soon as reasonably practicable after such material is electronically filed with, or
furnished to, the SEC.

Insurance Segment
Self-Employed Agency Division

Market. Through our Self-Employed Agency Division, we offer a broad range of health insurance
products for self-employed individuals and individuals who work for small businesses. According to the Bureau
of Labor Statistics, there were approximately 12 million self-employed individuals in the United States at the
end of 2002. We currently have in force approximately 349,000 basic health policies issued or coinsured by the
Company. We believe that there is significant opportunity to increase our penetration in this market.

Insurance Products. Our basic health insurance plan offerings include the following:

 Our Basic Hospital-Medical Expense Plan has a $1.0 million lifetime maximum benefit for all injuries
and sicknesses 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 visits, 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, as a result, we expect
that future premium increases for this policy will be less than on our catastrophic policy.
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« Our Catastrophic Hospital Expense Plan provides a $2.0 million lifetime maximum for all injuries and
sicknesses and a lifetime maximum benefit for each injury or sickness ranging from $500,000 to
$1.0 million. 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 expenses has been reached, the remaining expenses are reimbursed at 100% for the
remainder of the period of confinement per calendar year. The benefits for this plan tend to increase as
hospital care expenses increase and, as a result, premiums on these policies are subject to increase as
overall hospital care expenses rise.

e Our Preferred Provider Plan incorporates managed care features of a “preferred provider organization,”
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 we have negotiated lower fees for
the services to be provided. The savings from these negotiated fees reduce the costs 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 our basic insurance policies is available with a “menu” of various options (including various
deductible levels, coinsurance percentages and limited riders that cover particular events such as outpatient
accidents, and doctors’ visits), enabling the insurance product to be tailored to meet the insurance needs and
the budgetary constraints of the policyholder. We offer as an optional benefit an Accumulated Covered
Expense (ACE) rider that provides for catastrophic coverage on our Scheduled/Basic plans for covered
expenses under the contract that generally exceed $75,000 or, in certain cases, $100,000. The ACE rider pays
benefits at 100% after the stop loss is reached up to the aggregate maximum amount of the contract.

We have also developed and offer new ancillary product lines that provide protection against short-term
disability, as well as a combination product that provides benefits for life, disability and critical illness. These
products have been designed to further protect against risks to which our core self-employed customer is
typically exposed.

The Self-Employed Agency Division generated revenues of $1.332 billion, $1.036 billion and $713.3 mil-
lion (73%, 75% and 74% of our total revenue) in 2003, 2002 and 2001, respectively.

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

Our agents are independent contractors, and all compensation that agents receive from us is based upon
the agents’ levels of sales production. UGA — Association Field Services (“UGA”) and Cornerstone
America (“Cornerstone’) (the principal marketing divisions of MEGA and Mid-West, respectively) 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 leadership of other agents).

UGA and Cornerstone are each responsible for the recruitment and training of their field leaders and
writing agents. UGA and Cornerstone generally seek persons with previous sales experience. The process of
recruiting agents is extremely competitive. We believe 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 sales 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 with respect to product
content is required and made available to the agents under the direction of our regulated insurance
subsidiaries.

We provide health insurance products to consumers in the self-employed market in 44 states. A
substantial portion of such products is issued to members of various independent membership associations that
act as the master policyholder for such products. The two principal membership associations in the self-
employed market for which we underwrite insurance are the National Association for the Self-Employed
(“NASE”) and the Alliance for Affordable Services (“AAS”). The associations provide their membership
access to a number of benefits and products, including health insurance underwritten by us. Subject to
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applicable state law, individuals generally may not obtain insurance under an association’s master policy unless
they are also members of the associations. UGA agents and Cornerstone agents also act as enrollers of new
members for the associations, for which the agents (in their capacity as enrollers) receive compensation.
Specialized Association Services, Inc. (a company controlled by the adult children of Ronald L. Jensen,
UICI’s Chairman) provides administrative and benefit procurement services to the associations. One of our
subsidiaries (“UICI Marketing, Inc.”, a wholly-owned subsidiary and our direct marketing group) generates
new membership sales prospect leads for both UGA and Cornerstone for use by the enrollers (agents) and
provides video and print services to the associations and to Specialized Association Services, Inc. See Note K
of Notes to Consolidated Financial Statements. In addition to health insurance premiums derived from the
sale of health insurance, we receive fee income from the associations, including fees associated with the
enrollment of new members, fees for association membership marketing and administrative services and fees
for certain association member benefits. The agreements with these associations requiring the associations to
continue as the master policyholder for our policies and to make our products available to their respective
members are terminable by us and the associations upon not less than one year’s advance notice to the other

party.

In December 2002, the National Association of Insurance Commissioners (NAIC) convened a special
task force to review association group coverage, and we are aware that selected states are reviewing the laws
and regulations under which association group policies are issued. We and our insurance company subsidiaries
are also parties to several lawsuits challenging the nature of the relationship between our insurance companies
and the membership associations through which we market our insurance companies’ health insurance
products. See Note L of Notes to Consolidated Financial Statements. While we believe that we are providing
association group coverage in full compliance with applicable law, changes in our relationship with the
membership associations and/or changes in the laws and regulations governing so-called “association group”
insurance (particularly changes that would subject the issuance of policies to prior premium rate approval
and/or require the issuance of policies on a “guaranteed issue” basis) could have a material adverse impact on
our financial condition, results of operations and/or business.

UICI Marketing, Inc. generates sales prospect leads for UGA and Cornerstone for use by their agents.
UICI Marketing administers a call center (located in Oklahoma City, Oklahoma) staffing approximately 140
tele-service representatives. UICI Marketing has developed a marketing pool of approximately nine million
prospects from various data sources. Prospects initially identified by UICI Marketing that are self-employed,
small business owners or individuals may become a ‘“qualified lead” by responding through one of UICI
Marketing’s traditional and internet lead channels and by expressing an interest in learning more about health
insurance. We believe that UGA and Cornerstone agents, possessing the qualified leads’ contact information,
are able to achieve a higher “close” rate than is the case with unqualified prospects.

Policy Design and Claims Management. Our 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 serving as a control on administrative expenses. We seek to price our products in a manner that
accurately reflects our underwriting assumptions and targeted margins, and we rely on the marketing
capabilities of our dedicated agency sales forces to sell these products at prices consistent with these
objectives.

We maintain administrative centers with full underwriting, claims management and administrative
capabilities. We believe that by processing our own claims we can better assure that claims are properly
processed and can utilize the claims information to periodically modify the benefits and coverages afforded
under our policies.

We have also developed an actuarial data warehouse, which is a critical risk management tool that
provides our actuaries with rapid access to detailed exposure, claim and premium data. This analysis tool
enhances the actuaries’ ability to design, monitor and adequately price all of the Self-Employed Agency
Division’s insurance products.



Preferred Provider Products. In order to further control health care costs, in 1995 we incorporated into
certain of our health plans managed care features of a preferred provider organization (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 value of the network discount is reflected in the form of lower premium rates and discounts on
covered charges.

Coinsurance Arrangement. Prior to 1996, a substantial portion of the health insurance policies sold by
UGA agents were issued by AEGON USA, Inc. (“AEGON”) and coinsured by the Company. Under the
terms of the coinsurance agreement, AEGON agreed to cede (i.e., transfer), and the Company agreed to
coinsure, 60% of the risk associated with health insurance policies sold by UGA agents and issued by
AEGON.

Commencing in May 2001, and in accordance with an Assumption Reinsurance Agreement with
AEGON, the Company began novating the remaining policies (i.e., canceling the AEGON policies and
rewriting as Company policies) as approvals were received from state regulatory authorities. On the policies
that had been novated, the Company ceded 40% of the health insurance business back to AEGON in
accordance with the terms of the Assumption Reinsurance Agreement. As of December 31, 2003, approxi-
mately 90% of the remaining in-force policies had been novated by the Company, with the balance of the in-
force policies remaining on AEGON “paper” and subject to the original coinsurance agreement.

Effective December 31, 2003, (a) the Company cancelled the 40% coinsurance agreement with AEGON
on the policies that had been previously novated and (b) the Company assumed from AEGON all of the risk
previously borne by AEGON associated with the in-force policies that had not been novated. As a result of
this transaction, UICI has reflected on its books 100% of the business originally issued by AEGON.

Acquisition of Health Blocks. Historically, the Company from time to time acquired and may continue
to acquire closed (i.e., no new policies) blocks of health insurance policies or companies that own such blocks.
These opportunities were pursued on a case-by-case basis, and revenues from such blocks have generally not
represented a material portion of Self-Employed Agency Division revenue.

Group Insurance Division

We have classified as our Group Insurance Division the operations of our Student Insurance Division
(based in Tampa, Florida) and our Star HRG business unit (based in Phoenix, Arizona).

Student Insurance Division

For the student market, we offer tailored health insurance programs that generally provide single school
year coverage to individual students at colleges and universities. We also provide an accident policy for
students at public and private schools in kindergarten through grade 12.

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, our marketing efforts have been focused 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 2,100 four-year universities and
colleges in the United States, which have a combined enrollment of approximately 9.5 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. We believe that we have been authorized by more
universities to provide student health insurance plans than any other single insurer.

Products. Our student insurance programs are designed to meet the requirements of each individual
school. The programs generally provide coverage for one school year (which generally runs from August
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through the succeeding July) and the maximum benefits available to any individual student enrolled in the
program range from $10,000 to $1.0 million, depending on the coverage level desired by the school.

Our Student Insurance Division underwrites, manages and pays claims and administers policies for
substantially all of its school clients. Selected school clients have elected to administer and pay claims through
independent third party administrators (TPAs) with respect to student insureds attending their schools.

Our Student Insurance Division had revenues of $249.1 million, $167.4 million and $126.1 million in
2003, 2002 and 2001, respectively, representing approximately 14%, 12% and 13% of our total revenues in each
such year.

Marketing and Sales. We market our student insurance products 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 if we are selected, we are
endorsed as the provider of health insurance for students attending that school.

The kindergarten through grade 12 business is marketed primarily through third party agents and brokers
in Washington, Florida, Arkansas, Louisiana, Oklahoma, Texas, Kansas, Oregon, North Carolina and South
Carolina.

Star HRG

Effective February 28, 2002, we acquired the business of Star Human Resources Group, Inc. and STAR
Administrative Services, Inc. (which we refer to as our “Star HRG” unit), a Phoenix, Arizona based business
specializing in the development, marketing, and administration of limited benefit plans for entry level, high
turnover, hourly employees. Commencing March 1, 2002, the Star HRG unit became an operating division of
MEGA, and since March 1, 2002 the majority of the health insurance policies offered under the Star HRG
program has been issued by MEGA.

The Star HRG unit reported revenues of $118.2 million in the year ended December 31, 2003 and
revenues of $84.2 million in the ten months ended December 31, 2002 representing approximately 7% and 6%
of our total revenues in each such year.

Market. Star HRG focuses its marketing efforts on three distinct market segments: small companies
employing 10-99 eligible employees, mid-size companies employing 100-999 eligible employees and larger
employers with 1,000 or more eligible employees. Star HRG’s Starbridge program (sales of which account for
approximately 98% of its revenues) is marketed to large and mid-size companies and constitutes an affordably
priced group of limited benefit plans designed to meet the needs of entry level, high turnover, hourly
employees. The plans are designed to meet the needs of full or part-time employees and are predominantly
used for non-benefited classes of employees and newly hired individuals who are not yet eligible for full-time
benefits. Target industries include national and regional restaurant chains, retail and convenience stores,
service stations, call centers, and various other outlets of the service/hospitality industries.

Star HRG also offers an affordably priced group of limited benefit plans designed to meet the needs of
workers in smaller businesses with 10 — 99 eligible employees and larger size businesses that utilize contract
workers. The plans are designed to meet the needs of full or part-time workers and are predominantly used for
non-benefited classes of employees, the trucking industry’s owner/operators, and temporary/contract workers.
Star HRG markets these products for the smaller company market under the brand names “Fundamental
Care,” “ProDrivers Choice,” “HealthAssist,” and “TempAssist.”

Products. Product offerings under Star HRG programs include affordable limited benefit medical,
dental, term life, accidental death benefits, and short-term disability, as well as access to discounted
prescription, vision, and other health care related services.

Marketing and Sales. Star HRG markets its products in all 50 states. Star HRG markets directly to its
employer clients through its dedicated sales force of 23 Star HRG employees. Clients often retain independent
insurance agents, brokers, or consultants to facilitate the sales process.
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Star HRG’s sales efforts are supplemented by a full-service enrollment center located in Phoenix,
Arizona. To increase plan participation, the enrollment center utilizes direct mail pieces, interactive voice
response technology and an in-bound/out-bound call center enrollment team.

Life Insurance Division

Our Life Insurance Division (formerly the Company’s OKC Division, which included the Company’s
former College Fund Life Division) offers life insurance products to individuals. At December 31, 2003, the
Life Insurance Division (which is based in Oklahoma City, Oklahoma) had over $3.06 billion of life insurance
in force and approximately 265,000 individual policyholders. The Life Insurance Division, which grew
historically through acquisitions of closed blocks of life insurance and annuity policies, has more recently
shifted its focus and has begun to build new distribution channels and to market and sell newly designed life
insurance products. In 2003, 2002 and 2001, the Life Insurance Division generated revenues of $62.2 million,
$74.4 million and $94.9 million, respectively, representing 3%, 5% and 10%, respectively, of our total revenue
in each such year. Included in 2002 and 2001 revenues for the Life Insurance Division were revenues of
$6.3 million and $22.9 million, respectively, generated by the Company’s workers’ compensation business,
which the Company exited in May 2001.

Markets Served. The Life Division offers its life insurance products to demographically growing market
segments that we have identified as underserved, including the self-employed market, the middle-income
market, the Hispanic market and the senior market.

Products. The Life Insurance Division’s products are tailored to meet the specific needs of customers in
each of its targeted markets. We offer universal life insurance and a 10-year term insurance product to
individuals in the self-employed market. We offer other term plans (10, 15, 20 or 30-year terms), as well as
two universal life products, to meet the needs of individuals in the middle-income market and the Hispanic
market, as well as other ethnic market niches. We also offer a whole life product, a graded whole life and a
modified whole life product to assist seniors in meeting their needs to cover final expenses.

Distribution. The Life Insurance Division distributes its products primarily through two distribution
channels. Commencing in the second quarter of 2002, our UGA and Cornerstone agents began to market our
universal life and term products to individuals in the self-employed market. In 2003, the Life Insurance
Division entered into new marketing relationships with two independent managing general agents (MGAs) to
distribute our products. One MGA offers universal life and term products to middle-income buyers, as well as
through agencies that specialize in sales to Hispanic buyers. The second MGA offers our whole life product
line exclusively for seniors.

Marketing and Sales. With the help of UGA and Cornerstone, the Life Insurance Division seeks to
leverage our significant health insurance customer base by positioning itself to offer those customers (self-
employed individuals) universal life and term life products designed to fit their changing needs. The Life
Insurance Division has also developed a needs analysis software selling system, “Blueprint for Life TM.” This
selling tool allows the agent to accurately and quickly identify the amount of insurance that should be carried
by an individual. The tool generates a “Blueprint” that helps our customers plan for the distribution of life
insurance proceeds and other assets. We believe that the Blueprint for Life selling tool provides a much
needed and valuable service to the middle-income buyer, who has often been overlooked or underserved by
other distributors of life insurance products.

Former College Fund Life Division. Through our former College Fund Life Insurance Division, we
previously offered an interest-sensitive whole life insurance product that was generally issued with an annuity
rider and a child term rider. The child term rider included a special provision under which we committed to
provide private student loans to help fund the named child’s higher education if certain restrictions and
qualifications are satisfied. Student loans were available in amounts up to $30,000 for students attending
undergraduate school and up to $30,000 for students attending graduate school. Loans made under this rider
are not funded or supported by the federal government.
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Effective May 31, 2003, we closed our College Fund Life Division and discontinued offering the College
Fund Life product, including the child term rider that committed us to provide private student loans to help
fund the named child’s higher education. Despite the close of the College Fund Life Division, we continue to
have outstanding commitments to fund student loans for the years 2004 through 2024 with respect to policies
previously issued. See Notes H and L of Notes to Consolidated Financial Statements.

Other Insurance

Through our 82.5%-owned subsidiary, ZON Re USA LLC (“ZON Re”), during 2003 we began to
underwrite, administer and issue accidental death, accidental death and dismemberment (AD&D), accident
medical and accident disability insurance policies, both on a primary and on a reinsurance basis. To date, the
results of this business have not been material to our consolidated results of operations.

ZON Re underwrites and manages accident reinsurance programs on behalf of MEGA for primary life,
accident and health and property and casualty insurers that wish to transfer risk for certain types of primary
accident programs. Accident reinsurance provides reimbursement to primary insurance carriers for covered
losses resulting from accidental bodily injury or accidental death. For its reinsurance programs, ZON Re
targets regional and middle market insurers in the United States and Canada. ZON Re distributes accident
reinsurance products through a network of professional reinsurance intermediaries. ZON Re underwrites on
behalf of MEGA both treaty and facultative accident reinsurance programs, which may be offered on either a
quota share or excess of loss basis.

ZON Re also underwrites and distributes a limited portfolio of primary accident insurance products
issued by Chesapeake. These products are designed for direct purchase by banks, associations, employers and
affinity groups and are distributed through a national network of independent commercial insurance agents,
brokers and third party administrators (TPAs).

Discontinued Operations

Over the past three years we have actively endeavored to simplify our business by closing and/or
disposing of assets and operations not otherwise related to our core health and life insurance operations. See
Item 7-Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Academic Management Services Corp.

In July 2003 we announced that we had uncovered collateral shortfalls in the type and amount of
collateral supporting two of the securitized student loan financing facilities of AMS and the failure to comply
with reporting obligations under the financing documents at seven of those facilities. We subsequently entered
into waiver and release agreements requiring us in July 2003 to contribute $48.25 million in cash to the capital
of AMS. Following the collateral issues at AMS, we determined to dispose of our interest in the subsidiary,
and on November 18, 2003 we completed the sale of our entire equity interest in AMS.

Senior Market Division

Our Senior Market Division formerly specialized in the development of long-term care and Medicare
Supplement insurance products for the senior market. In May 2003, we determined to exit the businesses of
our Senior Market Division by sale or wind-down, and as a result we designated and have classified the Senior
Market Division as a discontinued operation for financial reporting purposes.

Special Risk Division

Our former Special Risk Division specialized in certain niche health-related products (including “‘stop
loss”, marine crew accident, organ transplant and international travel accident products), various insurance
intermediary services and certain managed care services. In December 2001, we determined to exit the
businesses of our Special Risk Division by sale, abandonment or wind-down, and we designated and have
classified the Special Risk Division as a discontinued operation for financial reporting purposes.
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Sub-Prime Credit Card Operations

In March 2000, our Board of Directors determined, after a thorough assessment of the unit’s prospects,
that we would exit from the sub-prime credit card business and, as a result, the unit was reflected as a
discontinued operation for financial reporting purposes effective December 31, 1999. On September 29, 2000,
we completed the sale of substantially all of the non-cash assets associated with the operation, 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, we completed the voluntary liquidation of our
special purpose national bank, in accordance with the terms of a plan of voluntary liquidation approved by the
Office of the Comptroller of the Currency. The credit card operations results in 2003 and 2002 included
income associated with a release of reserves in the amount of $6.8 million and $7.4 million, respectively,
resulting from the Company’s assessment of certain favorable events related to credit card litigation matters
and ultimate resolution and settlement of ongoing litigation. At December 31, 2003, there were no remaining
assets associated with its sub-prime credit card operations.

Third Party Administration Business

Prior to 2002, we provided underwriting, claims management and claims administrative services to third
party insurance carriers, third party administrators, Blue Cross/Blue Shield organizations and self-adminis-
tered employer health care plans. We formerly classified as our Third Party Administration Division the
operations of our subsidiaries, 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 engaged in the business of marketing third party benefits administration services)
and Barron Risk Management, Inc. (a company engaged in the business of administration of workers’
compensation and non-subscriber plans).

On January 17, 2002, we completed the sale of UICI Administrators, Inc. (the major component of the
Third Party Administration Division), and on September 30, 2002, we sold to an unaffiliated third party all of
the capital stock of Barron Risk Management Services, Inc. (the sole remaining component of the Third Party
Administration Division). For financial reporting purposes, the results of operations of UICI Administra-
tors, Inc. have been reflected in discontinued operations for all periods presented.

Reinsurance

Our 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 us on
one individual in the case of life insurance is $200,000. We use reinsurance for our health insurance business
only for limited purposes. We do 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 we, through coinsurance,
assume risks under policies issued by AEGON, and we have occasionally used assumption reinsurance to
acquire blocks of insurance from other insurers, we have not historically regularly assumed risks of other
insurance companies. See ‘“‘Business — Health Insurance-Coinsurance Arrangements.”

Competition

Our insurance subsidiaries operate in highly competitive markets. The 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 do we. 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.
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Regulatory and Legislative Matters
Health Care Reform; Privacy Initiatives

The health care industry is one of the largest industries in the United States and 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 our business, financial condition or results of operations.

Legislation and regulations governing the use and security of individuals’ nonpublic personal data by
financial institutions, including insurance companies, has had and will continue to have a significant impact on
our business and future results of operations. See ‘“Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Privacy Initiatives.”

Insurance Regulation

Our insurance subsidiaries are subject to extensive regulation in their states of domicile and the other
states in which they do business under statutes that 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 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 require-
ments; 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 insurance 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 policyholders rather than investors.

Our insurance subsidiaries are required to file detailed annual statements with the state insurance
regulatory departments and are subject to periodic financial and market conduct examinations by such
departments. The most recently completed financial examination for MEGA in Oklahoma (MEGA'’s
domicile state) was completed as of and for the three-year period ended December 31, 2001. The most
recently completed financial examination for Mid-West in Tennessee (Mid-West’s domicile state) was
completed as of and for the five-year period ended December 31, 1999. The most recently completed financial
examination for Chesapeake in Oklahoma (Chesapeake’s domicile state) was completed as of and for the
three-year period ended December 31, 2000.

State insurance departments have also periodically conducted and continue to conduct market conduct
examinations of UICI’s insurance subsidiaries. As of December 31, 2003, either or both of MEGA and Mid-
West were subject to ongoing market conduct examinations and/or open inquiries with respect to marketing
practices in 11 states. State insurance regulatory agencies have authority to levy monetary fines and penalties
resulting from findings made during the course of such market conduct examinations. Historically, our
insurance subsidiaries have from time to time been subject to such fines and penalties, none of which
individually or in the aggregate have had a material adverse effect on our results of operations or financial
condition.

In December 2002, the National Association of Insurance Commissioners (NAIC) convened a special
task force to review association group coverage, and we are aware that selected states are reviewing the laws
and regulations under which association group policies are issued. We and our insurance company subsidiaries
are also parties to several lawsuits challenging the nature of the relationship between our insurance companies
and the membership associations that make available to their members our insurance companies’ health
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insurance products. See Note L of Notes to Consolidated Financial Statements. While we believe that we are
providing association group coverage in full compliance with applicable law, changes in our relationship with
the membership associations and/or changes in the laws and regulations governing so-called ‘“‘association
group” insurance (particularly changes that would subject the issuance of policies to prior premium rate
approval and/or require the issuance of policies on a “guaranteed issue” basis) could have a material adverse
impact on our financial condition, results of operations and/or business.

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 (i.e., 10% or more) in the insurance holding company. Our insurance subsidiaries are subject to such
laws, and we believe 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 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, losses 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 it is not designed to rank
adequately capitalized companies. At December 31, 2003, the risk-based capital ratio of each of our domestic
insurance subsidiaries significantly exceeded the ratio for which regulatory corrective action would be
required.

The states in which our insurance subsidiaries are licensed have the authority to change the minimum
mandated statutory loss ratios to which they are 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 our insurance subsidiaries write
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 our subsidiaries. We are unable to predict the impact of
(i) any changes in the mandatory statutory loss ratios for individual or group policies to which we 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 adversely affect our business and results of
operations. We have not been informed by any state that our insurance subsidiaries do not meet mandated
minimum ratios, and we believe that we are in compliance with all such minimum ratios. In the event that we
are not in compliance with minimum statutory loss ratios mandated by regulatory authorities with respect to
certain policies, we may be required to reduce or refund premiums, which could have a material adverse effect
upon our business and results of operations.

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 our insurance business.

Employees

We had approximately 2,500 employees at February 17, 2004. We consider our employee relations to be
good. Agents associated with our UGA and Cornerstone field forces constitute independent contractors and
are not employees of the Company.

Item 2. Properties

We currently own and occupy three office buildings in Tarrant County, Texas (including our executive
offices located at 9151 Grapevine Hwy, North Richland Hills, Texas 76180-5605) comprising in the aggregate
approximately 250,000 square feet of office space. In addition, we lease office space at various locations.
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Item 3. Legal Proceedings

See Note L 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 73  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.

William J. Gedwed .. President and Chief 48  Mr. Gedwed has served as a director of the
Executive Officer Company since June 2000 and as President and
Chief Executive Officer of the Company since
July 1, 2003. He served as Vice President of the
Company from August 1999 until May 2000 and
as Executive Vice President of the Company
from May 2000 until December 31, 2000, when
he resigned to become President and CEO of
NMC Holdings, Inc., in which capacity he
served until May 2002. Mr. Gedwed has served
as a Director of NMC Holdings, Inc. since July
2000. He also served as Chairman, President and
CEO of National Motor Club of America, Inc.
from January 2001 until May 2002. From May
2002 until January 2003, Mr. Gedwed served as
Chairman of National Motor Club and currently
serves as a Director. From July 2002 until July
2003, Mr. Gedwed served as President and CEO
of Landen Bias Corporation (d/b/a Coach-Net)
and has served as a Director since July 2002.
Mr. Gedwed also served as a Director and
President and CEO of DirectoryNET, LLC from
February 2002 until June 2003. Mr. Gedwed
currently serves as Chairman and Director of The
MEGA Life and Health Insurance Company,
Mid-West National Life Insurance Company of
Tennessee, The Chesapeake Life Insurance
Company and Fidelity First Insurance Company
(subsidiaries of the Company).

Glenn W. Reed .. ... Executive Vice 51  Mr. Reed has served in his current position since
President and General July 1999. Prior to joining UICI, Mr. Reed was a
Counsel partner with the Chicago, Illinois law firm of

Gardner, Carton & Douglas. He also serves as
Director and Vice President of the Company’s
insurance subsidiaries.

13



Name of Officer Principal Position Age
Phillip J. Myhra. . ... Executive Vice 51
President — Insurance
Group
Mark D. Hauptman .. Vice President and 46

Chief Financial Officer
and Chief Accounting
Officer

James N. Plato...... President — Life 55
Insurance Division

PART II

Business Experience
During Past Five Years

Mr. Myhra has served as an executive officer of
the Insurance Group since December 1999 and
as Executive Vice President — Insurance Group
of the Company since February 2001. He serves
as a Director, President and Chief Executive
Officer of the Company’s insurance subsidiaries.
Prior to joining the Company, Mr. Myhra served
as Senior Vice President of Mutual of Omaha.

Mr. Hauptman joined the Company in 1988 as
Controller of the Company’s former OKC
Division. He has served as the Company’s Chief
Accounting Officer since June 2001 and has
served as Chief Financial Officer since May
2002. He also serves as Director and Vice
President of the Company’s insurance
subsidiaries.

Mr. Plato has served as an executive officer and
director of the Company’s insurance subsidiaries
since June 2001. During the five years prior to
joining the Company, Mr. Plato served as an
executive officer and/or director of Ilona
Financial Group, 1st Variable Life Insurance
Company, Interstate Assurance, Mutual of
Omaha, and United Presidential Life Insurance
Company.

Item 5. Market for Registrant’s Common Stock and Related Stockholder Matters

The Company’s shares are traded on the New York Stock Exchange (“NYSE”) under the symbol
“UCT”. 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 the NYSE.

Fiscal Year Ended December 31, 2002

IstQuarter ...t
2nd Quarter ........ ..
3rdQuarter. ...
dth Quarter. ...

Fiscal Year Ended December 31, 2003

IstQuarter ...t
2nd Quarter ........ ..
3rdQuarter. ...t
4th Quarter.........oooiiiniiiiiin.

High Low

...................... $18.95  $12.90

....................... 21.22 16.65
....................... 20.25 16.00
....................... 17.18 12.79
....................... $16.41 $ 8.42
....................... 15.65 9.78
....................... 17.43 11.80
....................... 16.20 12.90

As of February 26, 2004, there were approximately 13,000 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
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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 Company’s domestic insurance subsidiaries to the Company out of
earned surplus in any year that are in excess of limits set by the laws of the state of domicile require prior
approval of state regulatory authorities in that state. See Note J of the Notes to Consolidated Financial
Statements included herein.

During the year ended December 31, 2003, the Company issued 61,182 shares of unregistered common
stock pursuant to its 2001 Restricted Stock Plan.

Item 6. Selected Financial Data

The following selected consolidated financial data as of and for each of the five years in the period ended
December 31, 2003 have been derived from the audited Consolidated Financial Statements of the Company.
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.

Year Ended December 31,
2003 2002 2001 2000 1999
(In thousands, except per share amounts and operating ratios)

Income Statement Data:
Revenues from continuing

operations . ................. $1,813,205  $1,375,704 $ 967,924 $§ 867,190 $ 851,668
Income from continuing

operations before income taxes 131,916 76,759 73,163 98,059 77,353
Income from continuing

operations .................. 87,324 51,054 49,484 64,128 57,682
Income (loss) from discontinued

operations . ................. (72,990) 953 (6,592) (58,395) (203,564)
Net income (loss) ............. $ 14334 $ 46,863 $ 42,892 § 5,733  $ (145,882)

Per Share Data:

Earnings per share from
continuing operations:

Basic earnings per common

share ............... ... $ 188 § 1.08 § 1.06 $ 1.37  § 1.24
Diluted earnings per common
share .................. $ 182 § 1.05 § 1.03 § 1.3 § 1.21

Earnings (loss) per share from
discontinued operations(1):

Basic earnings (loss) per

common share .......... $ (L.57) $ 002 $ (0.14) $ (1.25) $ (4.39)
Diluted earnings (loss) per
common share .......... $ (1.52) $ 002 $ (0.13) $ (1.22) $ (4.26)

Earnings (loss) per share:
Basic earnings (loss) per

common share .......... $ 031 $ 099 §$ 092 §$ 012 $ (3.15)
Diluted earnings (loss) per
common share .......... $ 030 $ 096 $ 090 $ 012 §$ (3.05)
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Year Ended December 31,
2003 2002 2001 2000 1999
(In thousands, except per share amounts and operating ratios)

Operating Ratios:
Health Ratios:

Loss ratio(2) ............. 65% 63% 64% 64% 69%
Expense ratio(2) .......... 34% 34% 34% 31% 29%
Combined health ratio. ..... 99% 97% 98% 95% 98%

Balance Sheet Data:
Total investments and cash(3) ... $1,579,131  $1,355918  $1,231,860  $1,073,885 $ 1,073,350

Total assets ................... 2,140,250 1,915,188 1,676,711 1,460,777 1,529,079
Total policy liabilities .......... 1,184,984 1,028,969 891,361 824,632 841,398
Total debt .................... 18,951 7,922 23,511 66,782 120,637
Student loan credit facilities . . . .. 150,000 150,000 100,000 — —
Stockholders’ equity............ 587,568 585,050 534,572 447,105 407,434
Stockholders’ equity per share(4) $ 1215 $ 11.76 $ 10.81 § 974 § 9.44

(1) For all periods presented, the results of the Company’s former AMS subsidiary (for 2003, the period
ended on the date of sale, November 18, 2003), its Senior Market Division, its Special Risk Division, its
former sub-prime credit card business and its third party administration business unit have been classified
as discontinued operations for financial reporting purposes.

(2) The health loss ratio represents benefits, claims and settlement expenses related to health insurance
policies stated as a percentage of earned health premiums. The health expense ratio represents
underwriting, policy acquisition costs and insurance expenses related to health insurance policies stated as
a percentage of earned health premiums.

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

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

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion of our historical results of operations and of our 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.

Overview

We offer insurance (primarily health and life) to niche consumer and institutional markets. Through our
subsidiaries we issue primarily health insurance policies, covering individuals and families, to the self-
employed, association group, voluntary employer group and student markets, and life insurance policies to
markets that we believe are underserved.

The Company’s revenues consist primarily of premiums derived from sales of its indemnity, PPO, student
group and voluntary employer group health plans and from life insurance policies. Revenues also include
investment income derived from its investment portfolio and other income, which consists primarily of income
derived by the Self-Employed Agency Division from ancillary services and membership marketing and
administrative services provided to the membership associations that make available to their members the
Company’s health insurance products.

Premiums on health insurance contracts are recognized as earned over the period of coverage on a pro
rata basis. Premiums on traditional life insurance are recognized as revenue when due.
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Set forth in the table below is premium by insurance segment for each of the past three fiscal years:

Year Ended December 31,
2003 2002 2001
(In thousands)

Premium:
Self-Employed Agency Division .................... $1,210,034 $ 930,983  $628,926
Group Insurance Division ......................... 354,002 243,055 121,513
Life Insurance Division ........... ... ... . ... ...... 30,366 38,557 60,537
Other Insurance ............ ... .. i .. 150 — —
Total premium. ...............oouiiiiiiaa.... $1,594,552  $1,212,595  $810,976

The Company’s expenses consist primarily of insurance claims expense and expenses associated with the
underwriting and acquisition of insurance policies. Claims expenses consist primarily of payments to
physicians, hospitals and other health care providers under health policies and include an estimated amount
for incurred but not reported or paid claims. Underwriting, policy acquisition costs and insurance expenses
consist of direct expenses incurred across all insurance lines in connection with issuance, maintenance and
administration of in-force insurance policies, including amortization of deferred policy acquisition costs,
commissions paid to agents, administrative expenses and premium taxes. The Company also incurs other
direct expenses in connection with generating income derived by the Self-Employed Agency Division from
ancillary services and membership marketing and administrative services provided to the membership
associations that make available to their members the Company’s health insurance products.

The Company establishes liabilities for benefit claims that have been reported but not paid and claims
that have been incurred but not reported under health and life insurance contracts. These claim liabilities are
developed using actuarial principles and assumptions that consider a number of items, including historical and
current claim payment patterns, product variations, the timely implementation of appropriate rate increases
and seasonality. See discussion below, “Critical Accounting Policies and Estimates — Claim Liabilities”and
Note F of Notes to Consolidated Financial Statements.

In connection with various stock-based compensation plans that we maintain for the benefit of our
employees and independent agents, we record non-cash variable stock-based compensation expense in
amounts that depend and fluctuate based upon the market performance of the Company’s common stock. See
discussion below “Variable Stock-Based Compensation” and Note M of Notes to Consolidated Financial
Statements. The accounting treatment of the Company’s agent plans will continue to result in unpredictable
stock-based compensation charges, primarily dependent upon future fluctuations in the quoted price of UICI
common stock.

Our business segments for financial reporting purposes include (a) the Insurance segment, which
includes the businesses of the Company’s Self-Employed Agency Division, the Group Insurance Division, the
Life Insurance Division and Other Insurance (consisting of the Company’s accident insurance/reinsurance
business, which commenced operations in the third quarter of 2003); (b) Other, which included the
Company’s investment in Healthaxis, Inc. until sold on September 30, 2003, and (c) Other Key Factors,
which includes investment income not allocated to the other business segments, realized gains or losses on sale
of investments, interest expense on non-student loan indebtedness, general expenses relating to corporate
operations, the operations of the Company’s AMLI Realty Co. subsidiary, minority interest, variable stock-
based compensation, operations that do not constitute reportable operating segments and amortization of
goodwill (with respect to periods ended prior to January 1, 2002). Effective January 1, 2003, the Company
began to allocate to the Company’s operating business segments certain general expenses relating to corporate
operations (consisting primarily of technology related expenses and expenses associated with the operations of
the Company’s insurance company subsidiaries), which expenses had been formerly reflected in the Other
Key Factors segment. The Company believes that this allocation of certain general expenses relating to
corporate operations results in a more accurate portrayal of the financial results of its core insurance and other
operations. All prior periods presented have been adjusted to reflect this allocation.
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Over the past three years we have actively endeavored to simplify our business by closing and/or
disposing of assets and operations not otherwise related to our core health and life insurance operations. We
have separately classified as discontinued operations for financial reporting purposes the operations of our
former Academic Management Services Corp. (“AMS”) subsidiary (engaged in the student loan origination
and funding business, student loan servicing business, and tuition installment payment plan business, which we
sold in November 18, 2003), our Senior Market Division (through which we formerly developed and
marketed long-term care and Medicare supplement insurance products for the senior market), our Special
Risk Division (through which we formerly provided various niche health insurance related products, including
“stop loss”, marine crew accident, organ transplant and international travel accident products and various
insurance intermediary services and managed care services), our former sub-prime credit card operations, and
our third party administration business (through which we formerly provided underwriting, claims manage-
ment and claims administrative services to third party insurance carriers, third party administrators, Blue
Cross/Blue Shield organizations and self-administered employer health care plans).

Results of Operations — Overview

During 2003 the Company’s financial condition, cash flow and results from operations were impacted by
several key factors and developments:

» Academic Management Services Corp.

In July 2003 we announced that we had uncovered collateral shortfalls in the type and amount of
collateral supporting two of the securitized student loan financing facilities of Academic Management
Service Corp. (“AMS”) (our former subsidiary engaged in the student loan origination and funding
business, student loan servicing business, and tuition installment payment plan business) and the failure
to comply with reporting obligations under the financing documents at seven of those facilities. We
subsequently entered into waiver and release agreements requiring us in July 2003 to contribute
$48.25 million in cash to the capital of AMS.

Following the collateral issues at AMS, we decided to dispose of our interest in the subsidiary, and
on November 18, 2003 we completed the sale of our entire equity interest in AMS. We generated from
the sale net cash proceeds of approximately $27.8 million. At closing, we also received uninsured student
loan assets formerly held by one of AMS’ special purpose financing subsidiaries with a face amount of
approximately $44.3 million (including accrued interest). In anticipation of the sale of AMS, in the third
quarter of 2003 the Company wrote down the carrying value of these loans to fair value, which was
significantly less than the face amount of the loans. As part of the transaction, the purchaser agreed to
assume responsibility for liquidating and terminating the remaining special purpose financing facilities
through which AMS previously securitized student loans.

We classified AMS as a discontinued operation for financial reporting purposes as of September 30,
2003. Our recorded results in 2003 included a pre-tax loss at AMS in the amount of $(76.0) million
($(64.2) million net of tax), reflecting the loss upon disposal of AMS and AMS’ operating loss during
the year.

e Association Group Litigation

Commencing in late 2002, the Company and/or its insurance company subsidiaries were named as
defendants in several lawsuits challenging the nature of the relationship between the Company’s
insurance companies and the membership associations that have made available to their members our
health insurance products. See Note L of Notes to Consolidated Financial Statements. Results at our
Self-Employed Agency Division in the twelve months ended December 31, 2003 included a $25.0 million
charge (of which $17.5 million was taken in the fourth quarter) associated with the reassessment of loss
accruals established for this and other litigation. The Company continues to actively engage in discussions
with respect to possible settlement of a significant portion of its pending association group litigation.
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 Closedown of Senior Market Division

During 2003 we completed the wind down of our former Senior Market Division, which the
Company established in 2001 to develop long-term care and Medicare supplement insurance products for
the senior market. In 2003 the Company reported losses associated with the former Senior Market
Division in the amount of $(9.2) million (net of tax), compared to losses in the amount of $(5.0) million
(net of tax) in 2002. The losses in 2003 were primarily attributable to a loss of $(5.5) million (net of tax)
recognized in the second quarter of 2003 upon sale of the Company’s interest in the agency through
which the Company formerly marketed and distributed insurance products to the senior market, a write
off of impaired assets, operating losses incurred at the Senior Market Division through the close-down
date and costs associated with the wind down and closing of the operations.

 Sale of Healthaxis, Inc. Equity Stake

Effective September 30, 2003, we sold to Healthaxis, Inc. (HAXS: Nasdaq) (“HAI”) our entire
48.27% equity interest in HAI for a total sale price of $3.9 million, of which $500,000 was paid in cash at
closing, and the balance was paid by delivery of a promissory note payable to us in the amount of
$3.4 million. We recognized a nominal loss for financial reporting purposes in connection with the sale.
Prior to the sale, we had previously accounted for our investment in HAI utilizing the equity method and
recognized our ratable share of HAI income and loss. See Note B of Notes to Consolidated Financial
Statements.

 Closedown of College Fund Life Division

We determined that, effective May 31, 2003, we would no longer issue new life insurance policies
under our College First Alternative Loan Program, through which we historically offered an interest-
sensitive whole life insurance product issued with a child term rider requiring us to provide private
student loans to help fund the named child’s higher education if certain restrictions and qualifications are
satisfied. In connection with the closedown, the Company incurred exit costs (consisting primarily of
employee severance and relocation expenses and lease termination costs) in the amount of approximately
$1.1 million, which costs were expensed as incurred in 2003.

The Company continues to have outstanding commitments made under the College First Alterna-
tive Loan Program to fund student loans for the years 2003 through 2024. See Notes H and L of Notes to
Consolidated Financial Statements.

o Sale of AMLI Residential Properties Trust Equity Stake

In the fourth quarter of 2003, we recognized a pre-tax gain in the amount of $40.4 million
($26.2 million, or $0.55 per diluted share, net of tax) associated with the sale of a substantial portion of
the Company’s stake in AMLI Residential Properties Trust (a publicly-traded (NYSE: AML) real
estate investment trust) (“AMLI Residential”). Prior to the sale, we held approximately 11.9% of the
issued and outstanding shares of beneficial interest of AMLI Residential. We determined to sell the
securities to diversify our portfolio and to generate taxable capital gains that could be used to offset
capital losses generated from other investments.

e Losses at Our Group Insurance Operations

Our Group Insurance Division (consisting of the Company’s Student Insurance and Star HRG
business units) reported operating losses of $(7.9) million for the year ended December 31, 2003
compared to operating income in the amount of $13.2 million in 2002. These operating losses were
primarily attributable to operating losses at the Company’s Student Insurance Division and, to a lesser
extent, to disappointing results at the Star HRG unit. In the third quarter of 2003 the Company recorded
a $(13.1) million ($(8.5) million net of tax, or ($0.18) per diluted share) charge, substantially all of
which was attributable to unfavorable claims experience at the Company’s Student Insurance Division.
Because Student Insurance policies are issued on a single school year basis and the 2003-2004 school year
commenced in August 2003, the Student Insurance Division will be limited in its ability to reprice its
overall book of business until August 2004.
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o Adjustments to SEA Claim Liability Estimates

Effective January 1, 2003, our Self-Employed Agency (“SEA”) Division made certain refinements
to its claim and future benefit liability estimates, the net effect of which decreased claim and future policy
benefit liabilities and correspondingly increased operating income reported by the SEA Division in the
amount of $4.8 million in the first quarter of 2003. See discussion below under the caption “Change in
Reserving Estimates — Self-Employed Agency Division” and Note F of Notes to Consolidated Financial
Statements.

Results of Operations

The table below sets forth certain summary information about our operating results for each of the three

most recent fiscal years:
Year Ended December 31,

Percentage Percentage
Increase Increase
2003 (Decrease) 2002 (Decrease) 2001
(Dollars in thousands)
Revenue
Premiums:
Health......................... $1,564,579 32%  $1,181,046 52% $776,297
Life premiums and other
considerations. ................ 29,973 (5)% 31,549 (9% 34,679
Total premium: ............... 1,594,552 32% 1,212,595 50% 810,976
Investment income .................. 77,661 (4)% 80,831 2% 79,349
Otherincome....................... 101,281 15% 87,876 21% 72,434
Gains (losses) on sale of investments. . . 39,711 NM (5,598) NM 5,165
Total revenues: ............... 1,813,205 32% 1,375,704 42% 967,924

Benefits and Expenses
Benefits, claims, and settlement

CXPENSES .« v v vt 1,039,593 34% 774,492 46% 530,969
Underwriting, policy acquisition costs,
and insurance expenses. ............ 563,574 30% 432,468 50% 288,363
Stock based compensation expense
(benefit) ............ ... ... ..., (459) NM 16,312 NM 6,110
Other expenses ..................... 73,354 19% 61,886 16% 53,459
Interest expense .. ................... 3,016 (27)% 4,148 21)% 5,263
Losses in Healthaxis, Inc. investment. . . 2,211 (77)% 9,639 (9)% 10,597
Total expenses: ............... 1,681,289 29% 1,298,945 45% 894,761
Income from continuing
operations before income taxes 131,916 72% 76,759 5% 73,163
Federal income taxes .................. 44,592 74% 25,705 9% 23,679
Income from continuing operations. . ... 87,324 71% 51,054 3% 49,484
Income (loss) from discontinued
operations (net of income tax benefit) .. (72,990) NM 953 NM (6,592)
Income before cumulative effect of
accounting change................... 14,334 (72)% 52,007 21% 42,892
Cumulative effect of accounting change
(net of income tax benefit) ........... — (100)% (5,144) NM —
Netincome .................. $ 14,334 (69)% $ 46,863 9% $ 42,892

NM: not meaningful
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2003 Compared to 2002

UICI reported revenues and income from continuing operations in 2003 of $1.813 billion and $87.3 mil-
lion ($1.82 per diluted share), respectively, compared to 2002 revenues and income from continuing
operations of $1.376 billion and $51.1 million ($1.05 per diluted share), respectively.

The Company reported net income in 2003 in the amount of $14.3 million ($0.30 per diluted share),
compared to net income of $46.9 million ($0.96 per diluted share) in 2002. Reported net income included
income (losses) from discontinued operations in 2003 and 2002 in the amount of $(73.0) million ($(1.52) per
diluted share) and $953,000 ($0.02 per diluted share), respectively. Overall results in the full year ended
December 31, 2002 also included a goodwill impairment charge in the amount of $(5.1) million (net of tax)
($(0.11) per diluted share), which was reflected as a cumulative effect of a change in accounting principle in
accordance with Financial Accounting Standards Board (“FASB”) Statement No. 142, Goodwill and Other
Intangible Assets.

Continuing Operations

Revenues. UICI’s revenues increased to $1.813 billion in 2003 from $1.376 billion in 2002, an increase
of $437.5 million, or 32%. The Company’s revenues were particularly impacted by the following factors:

e The Company generated a significant increase in health premium revenue (to $1.565 billion in 2003
from $1.181 billion in 2002, an increase of $383.5 million, or 32%) which resulted from new business as
well as increased renewal business derived from new health business originally written in 2001 and
2002.

 Life premiums and other considerations decreased by 5% to $30.0 million in 2003 from $31.5 million in
2002. This decrease resulted primarily from reduced premiums and other considerations from closed
blocks of life and annuity business and the termination of sales (in May 2003) of the Company’s life
policies through its former College Fund Life Division.

» Despite a 16.8% increase in invested assets over the year ended December 31, 2003, investment income
remained relatively constant ($77.7 million in 2003 compared to $80.8 million in 2002) due to a
decrease in yield on invested assets resulting from lower prevailing market interest rates.

¢ Other income (consisting primarily of income derived by the SEA Division from ancillary services and
membership marketing and administrative services provided to the membership associations that make
available to their members the Company’s health insurance products) increased by 15% to $101.3 mil-
lion in 2003 from $87.9 million in 2002. Other income is directly related to sales of health insurance by
the SEA Division and, as a result, the Company benefited from strong renewal income from health
business originally written 2001 and 2002.

e The Company recognized gains on sale of investments of $39.7 million in 2003 compared to losses of
$(5.6) million in 2002, which increase resulted primarily from a $40.4 million (pre-tax) gain generated
in the fourth quarter of 2003 on the sale of a substantial portion of the Company’s stake in AMLI
Residential. Results in 2002 reflected impairment charges for certain fixed income securities in the
amount of $(14.7) million. The impairment charges were partially offset by realized gains associated
with other securities in the portfolio.

Expenses. UICI’s total expenses increased to $1.681 billion in 2003 from $1.299 billion in 2002, an
increase of $382.3 million, or 29%. The Company’s expenses were particularly impacted by the following
factors:

« Benefits, claims and settlement expenses increased by 34% to $1.040 billion in 2003 from $774.5 mil-
lion in 2002. Benefits, claims and settlement expenses grew faster than premium revenues primarily as
a result of less than favorable experience in our Group Insurance division and charges related to
increases in claim liabilities and final resolution of certain litigation in the Life Division.
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« Underwriting, policy acquisition costs and insurance expenses increased by 30% to $563.6 million in
2003 from $432.5 million in 2002, consistent with the increase in premium revenue.

e The Company maintains for the benefit of its employees and independent agents various stock-based
compensation plans, in connection with which it records non-cash variable stock-based compensation
expense (benefit) in amounts that depend and fluctuate based upon the market performance of the
Company’s common stock. In 2003 the Company recognized a stock based compensation benefit in the
amount of $459,000, compared to stock based compensation expense of $(16.3) million in 2002,
principally due to the lower average price of UICI shares in 2003 compared to the average share price
in 2002.

e Other expenses (consisting primarily of direct expenses incurred by the Company in connection with
providing ancillary services and membership marketing and administrative services provided to the
membership associations that make available to their members the Company’s health insurance
products) increased by 19%, to $73.4 million in 2003 from $61.9 million in 2002.

« Total interest expense decreased by 27%, to $3.0 million in 2003 from $4.1 million in 2002, primarily
due to a decrease in interest expense associated with student loan borrowings (consisting of borrowings
incurred to fund student loan obligations under the Company’s College Fund Life Division program —
see Note H of Notes to Consolidated Financial Statements), which decrease resulted from a decline in
prevailing market interest rates.

Operating Income. Income from continuing operations before federal income taxes (“operating in-
come”) increased by 72%, to $131.9 million in 2003 from $76.8 million in 2002. As discussed more fully
below, the Company’s 2003 results from continuing operations benefited from a 30% year-over-year increase
in operating income at its SEA Division (from $84.2 million in 2002 to $109.1 million in 2003) and a pre-tax
gain in the amount of $40.4 million ($26.2 million or $0.55 per diluted share, net of tax) recognized in the
fourth quarter of 2003 associated with the sale of a substantial portion of the Company’s stake in AMLI
Residential. These favorable factors were offset by operating losses in 2003 at the Company’s Group Insurance
and Life Insurance operations.

The Company’s business segments for financial reporting purposes include (a) the Insurance segment,
which includes the businesses of the Company’s Self-Employed Agency Division, the Group Insurance
Division, the Life Insurance Division and Other Insurance; (b) Other, which included the Company’s
investment in Healthaxis, Inc. until sold on September 30, 2003, and (¢) Other Key Factors, which includes
investment income not allocated to the other business segments, realized gains or losses on sale of investments,
interest expense on non-student loan indebtedness, general expenses relating to corporate operations, the
operations of the Company’s AMLI Realty Co. subsidiary, minority interest, variable stock-based compensa-
tion, operations that do not constitute reportable operating segments, and amortization of goodwill (with
respect to periods ended prior to January 1, 2002).
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Operating income (loss) for each of the Company’s business segments and divisions in 2003 and 2002

was as follows:

(1)

(2)

(3)

(4)

Year Ended December 31,
2003 2002
(In thousands)

Operating income (loss) (1)

Insurance:
Self-Employed Agency Division. .. ... ... $109,079 $ 84,195
Group Insurance Division . ........ ... .. i (7,873) 13,155
Life Insurance Division . ...ttt (2,350) 8,097
Other Insurance(2) . ....oviiiii i e e (705) —
Total Insurance ............ i 98,151 105,447
Other(3) .ot (2,211) (9,639)

Other Key Factors(4)

Investment income on equity, realized gains and losses, general
corporate expenses and other (including interest on non-student loan

indebtedness) .. ... 35,517 (2,737)
Variable stock-based compensation .............. ..., 459 (16,312)
Total Other Key Factors . .......... ... .. .. i, 35,976 (19,049)
Total operating iNCOMe . .. ..ottt $131,916 $ 76,759

Effective January 1, 2003, the Company began to allocate to the Company’s operating business segments
certain general expenses relating to corporate operations (consisting primarily of technology related
expenses and expenses associated with the operations of the Company’s insurance company subsidiaries),
which expenses had been formerly reflected in the Other Key Factors segment. The Company believes
that this allocation of certain general expenses relating to corporate operations results in a more accurate
portrayal of the financial results of its core insurance and other operations. All prior periods presented
have been adjusted to reflect this allocation.

Reflects results of a subsidiary (ZON Re USA LLC) established in the third quarter of 2003 to
underwrite, administer and issue accidental death, accidental death and dismemberment (AD&D),
accident medical and accident disability insurance policies, both on a primary and on a reinsurance basis.

Reflects the Company’s share of losses associated with its former investment in Healthaxis, Inc., which
the Company disposed of in the third quarter of 2003.

The Other Key Factors segment includes investment income not allocated to the other business
segments, realized gains or losses on sale of investments, interest expense on non-student loan
indebtedness, general expenses relating to corporate operations, the operations of the Company’s AMLI
Realty Co. subsidiary, minority interest, variable stock-based compensation, operations that do not
constitute reportable operating segments (consisting primarily of the remaining portion of the Company’s
former third party administration business, until sold by the Company in September 2002) and
amortization of goodwill (with respect to periods ended prior to January 1, 2002).
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Self-Employed Agency Division. Set forth below is certain summary financial and operating data for the
Company’s Self-Employed Agency (“SEA”) Division for each of the three most recent fiscal years:

Self-Employed Agency Division Year Ended December 31,

Percentage Percentage
Increase Increase
2003 (Decrease) 2002 (Decrease) 2001
(Dollars in thousands)
Revenues:
Earned premium revenues .... $1,210,034 30% $ 930,983 48% $628,926
Investment income(1) ....... 31,230 16% 26,978 21% 22,359
Other income . .............. 91,173 17% 77,946 26% 62,062
Total revenues . ........... 1,332,437 29% 1,035,907 45% 713,347
Expenses:
Benefits expenses............ 736,101 29% 571,814 47% 387,801
Underwriting and acquisition
EXPENSES . .t ee e 428,403 29% 333,058 50% 221,916
Other expenses(1) .......... 58,854 26% 46,840 20% 38,894
Total expenses . ........... 1,223,358 29% 951,712 47% 648,611
Operating income ......... $ 109,079 30% $ 84,195 30% $ 64,736
Other operating data:
Loss ratio(2) ............... 60.8% (1.0)% 61.4% (0.5)% 61.7%
Average number of writing
agents in period . .......... 2,551 (0.5)% 2,563 49.5% 1,714
Submitted annualized
volume(3) ............... $ 895,159 3.7)% $ 929,256 60.6% $578,451

(1) Allocations of investment income and certain general expenses are based on a number of assumptions and
estimates, and the business segments’ reported operating results would change if different methods were
applied.

(2) Defined as total benefits expenses as a percentage of earned premium revenue.

(3) Submitted annualized premium volume in any period is the aggregate annualized premium amount
associated with health insurance applications submitted by the Company’s agents in such period for
underwriting by the Company.

The SEA Division’s 30% year-over-year increase in operating income (to $109.1 million in 2003 from
$84.2 million in 2002) was driven by a 30% increase in earned premium revenue (to $1.21 billion in 2003 from
$931.0 million in 2002). The increase in earned premium revenue in 2003 was primarily attributable to earned
premiums associated with renewals of business originally written in 2001 and 2002. Submitted annualized
premium volume decreased in 2003 to $895.2 million from $929.3 million in 2002. As a result of this decrease
in submitted annualized premium volume, the Company anticipates that the 2004 over 2003 growth rate for
earned premium revenues for the SEA Division will be less than the 2003 over 2002 growth rate in earned
premium revenues.

Results at the SEA Division in 2003 included a $(25.0) million charge associated with the reassessment
of loss accruals established for certain pending litigation. See Note L of Notes to Consolidated Financial
Information. The Company continues to actively engage in discussions with respect to possible settlement of a
significant portion of its pending association group litigation.

Operating margin (operating income as a percentage of earned premium revenue) remained constant at
9.0% in each of 2003 and 2002.
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Group Insurance Division. Set forth below is certain summary financial and operating data for the
Company’s Group Division (consisting of the Company’s Student Insurance and Star HRG business units)
for each of the three most recent fiscal years:

Group Insurance Division Year Ended December 31,

Percentage Percentage
Increase Increase
2003 (Decrease) 2002 (Decrease) 2001
(Dollars in thousands)
Revenues:
Earned premium revenues . ...... $354,002 46%  $243,055 100%  $121,513
Investment income(1) .......... 5,703 29% 4,422 33% 3,315
Otherincome.................. 1,579 84% 4,125 215% 1,311
Total revenues . .............. 367,284 46% 251,602 99% 126,139
Expenses:
Benefits expenses. . ............. 276,461 63% 169,940 86% 91,293
Underwriting and acquisition
expenses(l) ................. 98,696 44% 68,507 113% 32,172
Total expenses . .............. 375,157 57% 238,447 93% 123,465
Operating income (loss)....... $ (7,873) (160)% $ 13,155 392% $ 2,674

Other operating data:
Lossratio(2) ..........coovunn.. 78.1% 11.7% 69.9% (6.9)% 75.1%

(1) Allocations of investment income and certain general expenses are based on a number of assumptions and
estimates, and the business segments’ reported operating results would change if different methods were
applied.

(2) Defined as total benefits expenses as a percentage of earned premium revenue.

Operating losses at the Group Insurance Division in 2003 were attributable to operating losses at the
Company’s Student Insurance Division. The Company also experienced disappointing results at its Star HRG
unit. In the third quarter of 2003, the Company recorded a $(13.1) million ($(8.5) million net of tax, or
$(0.18) per diluted share) charge, substantially all of which was attributable to unfavorable claims experience
at the Company’s Student Insurance Division. Because Student Insurance policies are issued on a single
school year basis and the 2003-2004 school year commenced in August 2003, the Student Insurance Division
will be limited in its ability to reprice its overall book of business until August 2004.
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Life Insurance Division. Set forth below is certain summary financial and operating data for the
Company’s Life Insurance Division for each of the three most recent fiscal years:

Life Insurance Division
Year Ended December 31,

Percentage Percentage
Increase Increase
2003 (Decrease) 2002 (Decrease) 2001
(Dollars in thousands)
Revenues:
Earned premium revenues.......... $30,366 (21)% $38,557 (36)% $60,537
Investment income(1) ............. 30,610 (1)% 34,207 6% 32,176
Other income .................... 1,236 (25)% 1,655 24)% 2,185
Total revenues ................. 62,212 (16)% 74,419 (22)% 94,898
Expenses:
Benefits expenses . ................ 26,971 (18)% 32,738 (37)% 51,876
Underwriting and acquisition
expenses(l) ................... 35,678 15% 30,903 (10)% 34,275
Interest expense . ................. 1,913 (29)% 2,681 12% 2,398
Total expenses ................. 64,562 (3)% 66,322 (25)% 88,549
Operating income (loss) ......... $(2,350) (129)% $ 8,097 28% $ 6,349

(1) Allocations of investment income and certain general expenses are based on a number of assumptions and
estimates, and the business segments’ reported operating results would change if different methods were
applied.

The operating losses at the Company’s Life Insurance Division in 2003 were primarily attributable to a
claim accrual increase associated with the Company’s former workers compensation business, a charge
associated with the final resolution of litigation arising out of the closedown in 2001 of the Company’s former
workers compensation business, costs associated with the closedown of the Company’s College Fund Life
Division operations, and a decrease in investment income allocated to the segment.

The Company determined that, effective May 31, 2003, it would no longer issue new life insurance
policies under the College Fund Life Division program and, effective June 30, 2003, it ceased all operations at
the Company’s Norcross, Georgia facility. In connection with such closedown and relocation to the
Oklahoma City office, the Company incurred exit costs (consisting primarily of employee severance and
relocation expenses and lease termination costs) in the amount of approximately $1.1 million which costs were
expensed as incurred in 2003.

Other Insurance. In the third quarter of 2003 the Company established a subsidiary (ZON Re USA,
LLC) to underwrite, administer and issue accidental death, accidental death and dismemberment (AD&D),
accident medical and accident disability insurance policies, both on a primary and on a reinsurance basis. To
date, results of the start up operation have not been material to the consolidated results of operations of the
Company.

Other. The Company has classified its former investment in Healthaxis, Inc. (HAXS: Nasdaq)
(“HATI”) as its “Other” business segment. Effective September 30, 2003, the Company sold back to HAI its
entire 48.27% equity interest in HAI for a total sale price of $3.9 million, of which $500,000 was paid in cash
at closing, and the balance was paid by delivery of a promissory note payable to the Company in the amount of
$3.4 million. The Company recognized a nominal loss for financial reporting purposes in connection with the
sale.

Prior to disposal, the Company accounted for its investment in HAI utilizing the equity method and,
accordingly, recognized its ratable share of HAI income and loss. See Note B of Notes to Consolidated
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Financial Statements. The Company’s carrying value of its investment in HAI at December 31, 2002 was
$4.9 million. Through the date of sale (September 30, 2003), the Company’s share of HAI’s operating losses
(computed prior to amortization of goodwill associated with HAI’'s 2000 merger with Insurdata) was
$(2.2) million. For the year ended December 31, 2002, the total HAI segment loss in the amount of
$(9.6) million reflected the Company’s share of HAI’s operating losses of $(3.1) million plus a $(6.5) million
impairment charge related to the adjustment to the carrying value of the Company’s investment in HAI taken
in the second quarter of 2002.

Other Key Factors. The Other Key Factors category includes investment income not allocated to the
other business segments, realized gains or losses on sale of investments, interest expense on non-student loan
indebtedness, general expenses relating to corporate operations, the operations of the Company’s AMLI
Realty Co. subsidiary, minority interest, variable stock-based compensation, operations that do not constitute
reportable operating segments (consisting primarily of the remaining portion of the Company’s former third
party administration business, until sold by the Company in September 2002) and amortization of goodwill
(with respect to periods ended prior to January 1, 2002).

For the year ended December 31, 2003, Other Key Factors reported operating income of $36.0 million,
compared to an operating loss of $(19.0) million in 2002. The increase in operating income for the year ended
December 31, 2003 was attributable to various factors, including a gain in the amount of $40.4 million realized
in the fourth quarter of 2003 upon the sale by the Company of a substantial portion of its stake in AMLI
Residential and non-cash stock-based compensation income attributable to the Company’s stock accumula-
tion plans in the aggregate amount of $459,000 (see discussion below). These favorable factors in 2003 were
offset by a decrease of $5.3 million in investment income not allocated to other segments (which in turn
resulted from a decrease in yield on invested assets).

Discontinued Operations

The Company’s reported results in 2003 and 2002 reflected income (loss) (net of tax) from discontinued
operations (consisting of the Company’s AMS unit, its Senior Market Division, its Special Risk Division, its
former sub-prime credit card unit and its third party administration (TPA) business) in the amount of
$(73.0) million ($(1.52) per diluted share), and $953,000 ($0.02 per diluted share), respectively. Results
from discontinued operations in 2003 included significant losses (net of tax) from AMS in the amount of
$(64.2) million (which included a $(61.2) million expense reflecting the estimated loss on disposal recorded
in the third quarter of 2003) and the costs associated with the close down of the Company’s former Senior
Market Division.

For the year ended December 31, 2003 and 2002, AMS reported earnings (losses) (net of tax) in the
amount of $(64.2) million and $5.3 million, respectively. Reflecting the anticipated sale of AMS, the
Company recorded during the third quarter of 2003 an estimated loss upon disposal of AMS in the amount of
$(61.2) million.

In 2003 the Company reported losses associated with the former Senior Market Division in the amount of
$(9.2) million (net of tax), compared to losses in the amount of $(5.0) million (net of tax) in 2002. The
losses in 2003 were primarily attributable to a loss of $(5.5) million (net of tax) recognized in the second
quarter of 2003 upon sale of the Company’s interest in the agency through which the Company formerly
marketed and distributed insurance products to the senior market, a write off of impaired assets, operating
losses incurred at the Senior Market Division through the close-down date and costs associated with the wind
down and closing of the operations.

2002 Compared to 2001
General

UICI reported revenues and income from continuing operations in 2002 of $1.376 billion and $51.1 mil-
lion ($1.05 per diluted share), respectively, compared to 2001 revenues and income from continuing
operations of $967.9 million and $49.5 million ($1.03 per diluted share), respectively.
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The Company reported net income in 2002 in the amount of $46.9 million ($0.96 per diluted share),
compared to net income of $42.9 million ($0.90 per diluted share) in 2001. Reported net income included
income (losses) from discontinued operations in 2002 and 2001 in the amount of $953,000 ($0.02 per diluted
share) and $(6.6) million ($(0.13) per diluted share), respectively. Overall results in the full year ended
December 31, 2002 also included a goodwill impairment charge in the amount of $(5.1) million (net of tax)
($(0.11) per diluted share), which has been reflected as a cumulative effect of a change in accounting
principle in accordance with recently adopted Financial Accounting Standards Board (“FASB”) Statement
No. 142, Goodwill and Other Intangible Assets.

Continuing Operations

Revenues. UICI’s revenues increased to $1.376 billion in 2002 from $967.9 million in 2001, an increase
of $407.8 million, or 42%. The Company’s revenues in 2002 and 2001 were particularly impacted by the
following factors:

e The Company generated a significant increase in health premium revenue (to $1.181 billion in 2002
from $776.3 million in 2001, an increase of $404.7 million, or 52%), which increase was primarily
attributable to an increase (from $578.5 million in 2001 to $929.3 million in 2002) in submitted
annualized premium volume at the Company’s SEA Division.

« Life premiums and other considerations decreased by 9%, to $31.5 million in 2002 from $34.7 million
in 2001, which resulted primarily from reduced premiums and other considerations derived from closed
blocks of life and annuity business.

» Despite a 10% increase in invested assets over the year ended December 31, 2002, investment income
remained relatively constant ($80.8 million in 2002 compared to $79.3 million in 2001) due to a
decrease in yield on invested assets resulting from lower prevailing market interest rates.

e Other income (consisting primarily of income derived by the SEA Division from ancillary services and
membership marketing and administrative services provided to the membership associations that have
made available to their members the Company’s health insurance products) increased by 21%, to
$87.9 million in 2002 from $72.4 million in 2001.

e The Company recognized losses on sale of investments of $(5.6) million in 2002 compared to gains of
$5.2 million in 2001. During 2002 and 2001, the Company recorded impairment charges for certain
fixed income and equity securities in the amount of $14.7 million and $3.5 million, respectively. The
Company’s 2002 impairment charges included a $6.1 million impairment charge associated with the
Company’s WorldCom, Inc. bond holdings, which was recorded in the second quarter of 2002 as a
result of previously announced accounting irregularities at WorldCom, Inc. The impairment charges
were partially offset by realized gains associated with other securities in the portfolio.

Included in 2001 gains was a $5.3 million gain related to the Company’s investment in AMLI
Commercial Properties Trust (“ACPT”) and $3.4 million in other gains from the Company’s investment
portfolio, which gains were offset by impairment charges for certain investments in the amount of
$3.5 million. During 2001, ACPT, an equity method investee in which the Company held a 20% equity
interest, sold substantially all of its assets for an aggregate sale price of approximately $226.3 million. In
connection with such sale, the Company recognized a gain in the amount of $5.3 million. See Note C of
Notes to Consolidated Financial Statements.

Expenses. UICT’s total expenses increased to $1.299 billion in 2002 from $894.8 million in 2001, an
increase of $404.2 million, or 45%. The Company’s expenses were particularly impacted by the following
factors:

 Benefits, claims and settlement expenses increased by 46%, to $774.5 million in 2002 from $531.0 mil-
lion in 2001. Benefits, claims and settlement expenses grew primarily as a result of a significant
increase in premium revenue at the SEA and Group Divisions (including the incremental benefits,
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claims and settlements expenses associated with the Company’s Star HRG unit, which was acquired in
February 2002).

« Underwriting, policy acquisition costs and insurance expenses increased by 50%, to $432.5 million in
2002 from $288.4 million in 2001. The increase in such expenses was primarily due to the increase in
first year premium revenue from the SEA Division (with respect to which the Company records a
higher commission expense than with respect to premium revenue in policy renewal years) and
premium growth at the Group Division (including the incremental underwriting, acquisition and
insurance expenses associated with the Company’s Star HRG unit, which was acquired in February
2002).

e Other expenses (consisting primarily of direct expenses incurred by the Company in connection with
providing ancillary services and membership marketing and administrative services provided to the
membership associations that make available to their members the Company’s health insurance
products) increased by 16%, to $61.9 million in 2002 from $53.5 million in 2001, primarily due to the
increase in SEA Division expenses.

» The Company maintains for the benefit of its employees and independent agents various stock-based
compensation plans, in connection with which it records non-cash variable stock-based compensation
expense (benefit) in amounts that depend and fluctuate based upon the market performance of the
Company’s common stock. In 2002 the Company recognized stock based compensation expense in the
amount of $(16.3) million, compared to stock based compensation expense of $(6.1) million in 2001,
due to the higher average price of UICI shares in 2002 compared to the average share price in 2001.

e Interest expense on corporate borrowings decreased to $1.4 million in 2002 from $2.9 million in 2001,
primarily due to the decreased level of borrowings outstanding during 2002 compared to 2001. Interest
expense on student loan obligations (consisting of borrowings incurred to fund student loan obligations
under the Company’s College Fund Life Division program — see Note H of Notes to Consolidated
Financial Statements) increased to $2.7 million in 2002 from $2.4 million in 2001, primarily as a result
of the completion of an additional $50.0 million securitization in April 2002.

Operating Income. Income from continuing operations before federal income taxes (“operating in-
come”) increased to $76.8 million in 2002 from $73.2 million in 2001. As discussed more fully below, a 43%
increase in operating income from its insurance segment (to $105.4 million in 2002 from $73.8 million in
2001) was offset by a decrease in yield on invested assets, losses on sale of investments (losses of
$(5.6) million in 2002 compared to gains of $5.2 million in 2001) and a significant increase in stock based
compensation expense associated with various stock-based compensation plans maintained by the Company
for the benefit of its employees and independent agents.
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Operating income (loss) for each of the Company’s segments and divisions in 2002 and 2001 was as

follows:

(1)

(2)

(3)

Year Ended December 31,
2002 2001
(In thousands)

Operating income (loss) (1)

Insurance:
Self-Employed Agency Division. ..............ccoviiiieiiinnn... $ 84,195 $ 64,736
Group Insurance Division . ........ ... .. i 13,155 2,674
Life Insurance Division . ............. .ot 8,097 6,349
Total InSurance ........... ...t 105,447 73,759
Other(2) .ot (9,639)  (10,597)

Other Key Factors(3)

Investment income on equity, realized gains and losses, general
corporate expenses and other (including interest on non-student loan

indebtedness) . ...t (2,737) 16,641
Variable stock-based compensation .............. ... ... ... ... ... (16,312) (6,110)
Goodwill amortization .. ...t — (530)

Total Other Key Factors . .......... ... .. .. i, (19,049) 10,001
Total income from continuing operations before income taxes. . . .. $ 76,759 $ 73,163

Effective January 1, 2003, the Company began to allocate to the Company’s operating business segments
certain general expenses relating to corporate operations (consisting primarily of technology related
expenses and expenses associated with the operations of the Company’s insurance company subsidiaries),
which expenses had been formerly reflected in the Other Key Factors segment. The Company believes
that this allocation of certain general expenses relating to corporate operations results in a more accurate
portrayal of the financial results of its core insurance and other operations. All prior periods presented
have been adjusted to reflect this allocation.

Reflects the Company’s share of losses associated with its former investment in Healthaxis, Inc., which
the Company disposed of in the third quarter of 2003.

The Other Key Factors segment includes investment income not allocated to the other business
segments, realized gains or losses on sale of investments, interest expense on non-student loan
indebtedness, general expenses relating to corporate operations, the operations of the Company’s AMLI
Realty Co. subsidiary, minority interest, variable stock-based compensation, operations that do not
constitute reportable operating segments (consisting primarily of Barron Risk Management Ser-
vices, Inc., the remaining portion of the Company’s former TPA Division, until sold by the Company in
September 2002), and amortization of goodwill (with respect to periods ended prior to January 1, 2002).

Self-Employed Agency Division. Operating income at UICI’s SEA Division increased by 30%, to

$84.2 million in 2002 from $64.7 million in 2001.

In the 2002 period, the SEA Division continued to experience significant increases in submitted

annualized premium volume ($929.3 million in 2002 compared to $578.5 million in 2001), which increase was
due primarily to a 49.5% increase in the average number of writing agents in 2002 compared to 2001 and a 6%
increase in annualized premium volume submitted per writing agent in 2002 compared to 2001. Total revenue
at the SEA Division increased from $713.3 million in 2001 to $1,035.9 million in 2002 (a 45% increase).
Operating income as a percentage of SEA Division premium in the year ended December 31, 2002 was 9.0%
compared to 10.3% in the prior year. The lower operating margin during the 2002 period was attributable to
higher effective commission rates due to the increase in first year premium (which carries a higher
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commission rate compared to renewal commissions), and lower investment and other income as a percentage
of total revenue. These factors were partially offset by lower administrative expenses as a percentage of total
premium in 2002 and a slightly lower loss ratio in 2002 compared to the loss ratio in 2001.

Group Insurance Division. For the year ended December 31, 2002, the Group Insurance Division
reported operating income of $13.2 million compared to operating income of $2.7 million in 2001. This
increase in operating income was primarily attributable to the incremental operating income associated with
the Company’s Star HRG unit, which was acquired by the Company on February 28, 2002. An increase in
earned premium revenue and decrease in administrative expenses as a percentage of earned premium (offset
by a nominal increase in the loss ratio) at the Company’s Student Insurance Division also contributed to the
increases in operating income at the Group Insurance Division in the 2002 period.

Life Insurance Division. For the year ended December 31, 2002, the Company’s Life Insurance
Division (which includes the results of the Company’s OKC life insurance operations and its College Fund
Life Division) reported operating income of $8.1 million compared to operating income of $6.3 million in
2001. The increase in operating income in the year ended December 31, 2002 compared to 2001 reflected the
close down in May 2001 of the Company’s workers’ compensation business, in connection with which the
Company incurred in the second quarter of 2001 a charge of $(8.7) million associated with a strengthening of
claim liabilities.

Results at the Company’s Life Insurance Division in 2001 also reflected a $(1.3) million charge in the
fourth quarter of 2001 associated with the Company’s share of an assessment to all workers’ compensation
insurance carriers. Reflecting a subsequent repeal of the assessment, in the first quarter of 2002 the Company
reversed the $1.3 million charge and strengthened claim liabilities in an equivalent amount. The charges in
2001 were partially offset by a $5.2 million benefit resulting from an increase in the carrying value of student
loans generated by the College Fund Life Division. These factors favorably affecting the 2002 results
compared to 2001 results at the Life Insurance Division were offset somewhat by increased administrative
expenses associated with the OKC operations in 2002 as compared to 2001.

Other. The Company has classified its former investment in Healthaxis, Inc. (“HAI”) as its “Other”
business segment. Prior to its disposal in 2003, the Company accounted for its investment in HAI utilizing the
equity method and, accordingly, recognized its ratable share of HAI income and loss (computed prior to
amortization of goodwill recorded by HealthAxis.com in connection with the January 7, 2000 merger of
Insurdata Incorporated (formerly a wholly-owned subsidiary of UICI) with and into HealthAxis.com). See
Note B of Notes to Consolidated Financial Statements.

The Company’s carrying value of its investment in HAI was $4.9 million at December 31, 2002. During
the year ended December 31, 2002, the Company’s share of HAI’s operating losses (computed prior to
amortization of merger related goodwill) was $(3.1) million, compared to its share of operating losses of
$(10.6) million in 2001. For the year ended December 31, 2002, the total HAI segment loss in the amount of
$(9.6) million reflected the Company’s share of HAI’s operating losses $(3.1) million plus a $(6.5) million
impairment charge related to the adjustment to the carrying value of the Company’s investment in HAI taken
in the second quarter of 2002.

Effective June 15, 2002, UICI and HAI terminated an information technology services agreement,
amended and restated as of January 3, 2000 (the “Services Agreement”), pursuant to which HAI formerly
provided information systems and software development services (including administration of the Company’s
computer data center) to the Company and its insurance company affiliates. See Note K of Notes to
Consolidated Condensed Financial Statements. As part of the termination arrangement, UICI made a one-
time payment to HAI in the amount of $6.5 million and tendered 500,000 shares of HAI common stock to
HALI. Substantially all of HAI’s technical personnel formerly supporting UICI under the Services Agreement
were hired by UICI on June 17, 2002. Following the transaction, UICI continued to hold approximately 45%
of the issued and outstanding shares of HAI. Because UICI constitutes a significant shareholder of HAI, the
aggregate amount of consideration paid to HAI by UICI for the early termination of the Services Agreement
(approximately $6.5 million) was reflected for financial reporting purposes as a contribution by UICI to the
capital of HAI, the effect of which was to increase the Company’s carrying value of its investment in HAI.
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Effective June 30, 2002, UICI determined the carrying value in its investment in HAI was impaired in the
amount of $6.5 million and therefore the investment was written down to an estimated realizable value. In
determining the estimated realizable value of its investment in HAI at June 30, 2002, the Company gave due
consideration, among other things, to HAI’s recognition of an extraordinary gain in July 2002 in the amount of
$16.4 million associated with the early extinguishment of indebtedness, which extraordinary gain was recorded
by HAI in connection with the exchange of $27.5 million aggregate principal amount of HAI’s convertible
debentures for $4.0 million in cash and shares of a newly authorized series of HAI 2% convertible preferred
stock.

Other Key Factors. The Other Key Factors category includes (a) investment income not allocated to
other business segments, (b) realized gains or losses on sale of investments, (c) interest expense on non-
student loan indebtedness, (d) general expenses relating to corporate operations, (e) the operations of the
Company’s AMLI Realty Co. subsidiary, (f) minority interest, (g) variable stock-based compensation,
(h) operations that do not constitute reportable operating segments and (i) amortization of goodwill (with
respect to periods ended prior to January 1, 2002).

For the year ended December 31, 2002, Other Key Factors reported an operating loss of $(19.0) million,
compared to operating income of $10.0 million in 2001. The increase in operating loss for the year ended
December 31, 2002 was attributable to various factors, including a $7.6 million decrease in investment income
not allocated to other segments (which in turn resulted from a decrease in yield on invested assets), a
$5.6 million realized loss on sale of investments resulting primarily from a $6.1 million impairment charge
taken in the second quarter of 2002 associated with the Company’s WorldCom, Inc. bond holdings compared
to a realized gain of $5.2 million in the corresponding period in 2001, and an increase in variable stock-based
compensation expense of $10.2 million (see discussion below). These factors contributing to the increase in
Other Key Factors operating loss in the year ended December 31, 2002 were offset by the positive impact of
the non-amortization of goodwill as required by Statement No. 142 for all periods commencing after
January 1, 2002. In the year ended December 31, 2001, the Company recorded goodwill amortization in the
amount of $530,000.

During 2001, AMLI Commercial Properties Trust (“ACPT”), an equity method investee in which the
Company held a 20% equity interest, sold substantially all of its assets for an aggregate sale price of
approximately $226.3 million. In connection with such sales, the Company recognized a gain in the amount of
$5.3 million.

Effective June 30, 2001, the Company changed its method for accounting for its investment in AMLI
Residential from the equity method to the investment method. The effect of the accounting change was to
increase the carrying value of AMLI Residential on the consolidated balance sheet of the Company at
June 30, 2001 from $22.6 million to $62.8 million. As a result of the accounting change, the Company no
longer recorded its share of AMLI Residential’s gains and losses but, rather, marks-to-market its investment
in AMLI Residential. Accordingly, increases (or decreases) in the Company’s carrying value of its investment
in AMLI Residential are now recorded as unrealized gains (or losses) with corresponding increases (or
decreases) to the Company’s stockholders’ equity (net of tax). At December 31, 2002 and 2001, the
Company’s carrying value of its investment in AMLI Residential was $54.3 million and $64.3 million,
respectively.

Discontinued Operations

The Company’s reported results in 2002 and 2001 reflected income (loss) (net of tax) from discontinued
operations (consisting of the Company’s AMS unit, its Senior Market Division, its Special Risk Division, its
former sub-prime credit card unit and its third party administration business) in the amount of $953,000
($0.02 per diluted share) and $(6.6) million ($(0.13) per diluted share), respectively. Results from
discontinued operations in 2001 included losses (net of tax) of $(9.2) million, $(3.8) million and
$(1.4) million from the Company’s Special Risk Division, third party administration business and Senior
Market Division, respectively. These losses were slightly offset by income of $4.1 million and $3.7 million
from the Company’s AMS and sub-prime credit card operations, respectively.

32



Variable Stock-Based Compensation

The Company maintains for the benefit of its employees and independent agents various stock-based
compensation plans, in connection with which it records non-cash variable stock-based compensation expense
in amounts that depend and fluctuate based upon the market performance of the Company’s common stock.
For financial reporting purposes, the Company reflects all variable stock based compensation in its “Other Key
Factors” business segment. See Note M of Notes to Consolidated Financial Statements.

In the year ended December 31, 2003, the Company recorded non-cash stock-based compensation
income attributable to the Company’s stock accumulation plans established for the benefit of its independent
agents in the aggregate amount of $459,000. In the year ended December 31, 2002, the Company recorded
non-cash stock-based compensation expense in the aggregate amount of $(16.3) million, of which $(5.7) mil-
lion was attributable to the ESOP feature of the Company’s Employee Plan, $(9.2) million was attributable to
the Company’s stock accumulation plans established for the benefit of its independent agents and $(1.4) mil-
lion was attributable to other stock-based plans. In the year ended December 31, 2001, the Company recorded
non-cash stock-based compensation expense in the aggregate amount of $(6.1) million, of which $(2.3) mil-
lion was attributable to the ESOP feature of the Company’s Employee Plan, $(2.8) million was attributable to
the Company’s stock accumulation plans established for the benefit of its independent agents and $(1.0) mil-
lion was attributable to other stock-based plans. The significant decrease in non-cash variable stock-based
compensation expense in 2003 compared to 2002 was primarily attributable to the lower average share price in
2003 compared to the average share price in 2002. The significant increase in non-cash variable stock-based
compensation expense in 2002 compared to 2001 was attributable to the higher average share price in 2002
compared to the average share price in 2001.

During the year ended December 31, 2002, the amount classified as stock appreciation expense with
respect to the Employee Plan represented the incremental compensation expense associated with the
allocation during the year of 630,000 shares previously purchased in 2000 by the Employee Plan from the
Company at $5.25 per share (“$5.25 ESOP Shares”) to fund the Company’s matching and supplemental
contributions to the ESOP. As and when the Company made matching and supplemental contributions to the
ESOP by allocating to participants’ accounts these $5.25 ESOP Shares, the Company recorded additional
non-cash compensation expense equal to the excess, if any, between the fair value of the shares allocated and
$5.25 per share. As of December 31, 2002, all $5.25 ESOP Shares had been allocated to participants’
accounts. Accordingly, in 2003 the Company did not, and in future periods the Company will not, recognize
any additional variable stock-based compensation associated with the ESOP feature of the Employee Plan.
The allocated $5.25 ESOP Shares are considered outstanding for purposes of the computation of earnings per
share.

The Company also sponsors a series of stock accumulation plans established for the benefit of the
independent insurance agents and independent sales representatives associated with its independent agent field
forces, including UGA — Association Field Services and Cornerstone America. The agent plans generally
combine an agent-contribution feature and a Company-match feature. The Company has established a
liability for future unvested benefits under the plans and adjusts the liability based on the market value of the
Company’s common stock. For the year ended December 31, 2003, the Company recorded total compensation
expense associated with these agent plans in the amount of $10.0 million, of which $459,000 represented the
non-cash stock based income associated with the adjustment to the liability for future unvested benefits. For
the years ended December 31, 2002 and 2001, the Company recorded total compensation expense associated
with these agent plans in the amount of $16.3 million and $6.6 million, respectively, of which $9.2 million and
$2.8 million, respectively, represented the non-cash stock based compensation expense associated with the
adjustment to the liability for future unvested benefits. See Note M of Notes to Consolidated Financial
Statements.

The accounting treatment of the Company’s agent plans will continue to result in unpredictable stock-
based compensation charges, primarily dependent upon future fluctuations in the quoted price of UICI
common stock. These unpredictable fluctuations in stock based compensation charges may result in material
non-cash fluctuations in the Company’s results of operations. Unvested benefits under the agent plans vest in
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January of each year; accordingly, in periods of general appreciation in the quoted price of UICI common
stock, the Company’s cumulative liability, and corresponding charge to income, for unvested stock-based
compensation is expected to be greater in each successive quarter during any given year.

Change in Reserving Estimates — Self-Employed Agency Division

Effective January 1, 2003, the Company’s SEA Division made certain refinements to its claim and future
benefit liability estimates, the net effect of which decreased claim and future policy benefit liabilities and
correspondingly increased operating income reported by the SEA Division in the amount of $4.8 million in the
first quarter of 2003. Set forth below is a summary of the adjustments and changes in accounting estimates
made by the Company.

ROP Liability Changes

The Company has issued certain health policies with a “return-of-premium” (ROP) rider, pursuant to
which the Company undertakes to return to the policyholder on or after age 65 all premiums paid less claims
reimbursed under the policy. The ROP rider also provides that the policyholder may receive a portion of the
benefit prior to age 65. Historically, the Company has established a liability for future ROP benefits, which
liability has been calculated by applying mid-terminal reserve factors (calculated on two-year preliminary
term basis, using 5% interest, 1958 CSO mortality terminations, and level future gross premiums) to the
current premium on a contract-by-contract basis. A claim offset was applied, on a contract-by-contract basis,
solely with respect to an older closed block of policies, utilizing only claims paid to date, with no assumption of
future claims. The ROP liability is reflected in future policy and contract benefits on the Company’s
consolidated balance sheet.

The Company records an ROP liability to fund longer-term obligations associated with the ROP rider.
This liability is impacted both by the techniques utilized to calculate the liability and the many assumptions
underlying the calculation, including interest rates, policy lapse rates, premium rate increases on policies and
assumptions with regard to claims paid. The Company has previously utilized a simplified reserving technique
(described above) that it believed generated an appropriate ROP liability in the aggregate. However, the
Company reviewed its ROP reserving technique in order to determine if refinements to the technique were
appropriate. As a result of such review, and as more particularly described in the paragraph below, effective
January 1, 2003, the ROP reserving technique was refined to utilize new mid-terminal reserve factors
(calculated on a net level basis, using 4.5% interest, 1958 CSO mortality and, assuming 10% annual increases
in future gross premiums) and to apply these factors to the historical premium payments on a contract-by-
contract basis.

The net premium assumption was revised from two-year preliminary term to net level in order to produce
a more appropriate accrual for the liability of the ROP benefits in relation to the premiums. The interest rate
assumption was reduced from 5% to 4.5% to reflect current investment yields. Since the ROP rider is primarily
attached to attained-age rated health insurance products that are subject to periodic rate adjustment, the
Company has determined as part of its ongoing review of the ROP reserving technique to increase its ROP
liability to cover reasonably foreseeable changes to the future gross premium. Based on Company experience,
the revised reserve factors incorporate an assumption of 10% average annual increase in future gross premiums
on such products. The reserve technique was also refined to use historical premiums and anticipated future
premium increases in the calculation of future benefits rather than calculating the reserve only from the
current gross premium. Finally, a claim offset for actual benefits paid through the reporting date is now applied
to the ROP liability for all policies on a contract-by-contract basis. In the original simplified reserve technique,
the intent was to balance the offsetting effects of applying the two-year preliminary term factors to the current
gross premiums, since the historical premium information was not available. Changes to the technique were
made in 2003 when sufficient historical premium information was available to refine the reserve calculation.
Substantially all of the effect of this change in estimating the liability for future ROP benefits was attributed to
the refinement of adding the assumption of a 10% average annual increase in future gross premiums.
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As a result of these changes, the liability for future ROP benefits increased by $12.9 million during the
first quarter of 2003.

Claims Liability Changes

The SEA Division utilizes the developmental method to estimate claims liabilities. Under the develop-
mental method, completion factors are applied to claim payments in order to estimate the ultimate claim
payments. These completion factors are derived from historical experience and are dependent on the incurred
dates of the claim payments.

Prior to January 1, 2003, the Company utilized the original incurred date coding definition to establish
the date a policy claim is incurred under the developmental method. Under the original incurred date coding
definition, prior to the end of the period in which a health policy claim was made, the Company estimated and
recorded a liability for the cost of all medical services related to the accident or sickness relating to the claim,
even though the medical services associated with such accident or sickness might not be rendered to the
insured until a later financial reporting period.

Due to the continual favorable development in the Company’s reserve estimates and the anticipation of a
future increase in this level of favorable development associated with the growth in business, the Company
undertook an analysis of the reserve estimation process. The Company believes that the developmental
method is the standard methodology within the health insurance industry and therefore re-evaluated the key
assumptions utilized under this method. As the Company gained more experience with the older blocks of
business, the original incurred date coding assumption was re-examined. This re-examination resulted in the
decision to utilize a new incurred date definition instead of the original incurred date definition for purposes of
estimating claim liabilities for the SEA Division.

Effective January 1, 2003, the Company determined to utilize a new incurred date coding definition to
establish incurred dates under the developmental method in the SEA Division. Under this new incurred date
coding definition, a break in service of more than six months will result in the establishment of a new incurred
date for subsequent services. In addition, under this new incurred date coding definition, claims for services
provided more than thirty-six months after the original incurred date will result in the establishment of a new
incurred date for subsequent services. This change in the incurred date definition assumption resulted in a
reduction in the estimated claim liabilities at the SEA Division in the amount of $12.3 million during the first
quarter of 2003.

Other Changes in Estimate

Several refinements in the claims liability calculation, all of which were treated as changes in accounting
estimates, resulted in a further reduction of the claims liability in the amount of $5.4 million during the first
quarter of 2003. This reduction in the claims liability was attributable primarily to the effects of a change in
estimate of the reserve for excess pending claims. This change was necessary to maintain consistency with the
historical data underlying the calculation of the new completion factors used in the claim development reserve.
These completion factors are based on more recent experience with claims payments than the previous factors.
This more recent experience has a greater number of pending claims. As a result, the new completion factors
have built in a higher level of reserves for pending claims. The release of a portion of the excess pending claims
reserve reflects the additional pending claims included in the completion factors.
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Quarterly Results

The following table presents the information for each of the Company’s fiscal quarters in 2003 and 2002,
as adjusted to reflect the sale of the Company’s AMS subsidiary and the Senior Market Division as
discontinued operations. The results of operations of AMS, and the Senior Market Division (together with the
results of operations of Company’s Special Risk Division, the Sub-prime credit card operations and the Third
Party Administration business) are reflected in discontinued operations for all periods presented. 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 for any quarter are

not necessarily indicative of results for any future period.

Quarter Ended

December 31,  September 30, June 30, March 31, December 31,  September 30, June 30, March 31,
2003 2003 2003 2003 2002 2002 2002 2002
(In thousands except per share amounts)
Income Statement Data:
Revenues from continuing
operations. ............. $517,707 $453,567 $430,748 $411,183 $403,801 $362,256 $324,088 $285,559
Income from continuing
operations before federal
income taxes ........... 59,730 20,802 20,387 30,997 29,732 23,676 8,002 15,349
Income from continuing
operations. ............. 40,014 13,806 13,294 20,210 18,993 15,800 5,430 10,831
Income (loss) from
discontinued operations . . (273) (67,101) (6,509) 893 (1,017) 422 256 1,292
Net income (loss) ........ $ 39,741  $(53,295) $ 6,785 $ 21,103 $ 17,976 $ 16222 § 5686 $ 6,979
Per Share Data:
Basic earnings (loss) per
common share:
Income from continuing
operations. ........... $ 08 $ 030 $ 029 § 043 $§ 040 $ 033 $ 012 $§ 023
Income (loss) from
discontinued operations (0.00) (1.45) (0.14) 0.02 (0.02) 0.01 0.00 0.03
Cumulative effect of
accounting change .. .. — — — — — — — (0.11)
Net income (loss) ...... $§ 08 $ (115 $ 015 § 045 $§ 038 $§ 034 $§ 012 § 0.15
Diluted earnings (loss)per
common share:
Income from continuing
operations. ........... $ 08 $ 029 $ 028 § 042 $§ 039 $ 032 $ 012 $§ 022
Income (loss) from
discontinued operations (0.00) (1.40) (0.14) 0.02 (0.02) 0.01 0.00 0.03
Cumulative effect of
accounting change .. .. — — — — — — — (0.11)
Net income (loss) ...... $ 083 $ (1.11) $ 014 $§ 044 $ 037 $§ 033 § 012 $ 0.14

Computation of earnings (loss) per share for each quarter is made independently of earnings (loss) per

share for the year.
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Liquidity and Capital Resources
Consolidated

On a consolidated level, the Company’s primary sources of liquidity have been premium revenues from
policies issued, investment income, fees and other income, and borrowings to fund student loans. The primary
uses of cash have been payments for benefits, claims and commissions under those policies, operating
expenses, stock repurchases and the funding of student loans. During 2003, the Company generated net cash
from operations on a consolidated basis in the amount of $291.2 million, compared to $266.0 million in 2002
and $189.7 million in 2001.

The Company’s consolidated short and long-term indebtedness (exclusive of indebtedness secured by
student loans) increased from $7.9 million at December 31, 2002 (all of which constituted indebtedness of the
holding company) to $19.0 million at December 31, 2003 (all of which constituted indebtedness of the
holding company).

At each of December 31, 2003 and 2002, the Company, through its College Fund Life Division, had an
aggregate of $150.0 million of indebtedness outstanding under a secured student loan credit facility, which
indebtedness was issued by a bankruptcy-remote special purpose entity. At December 31, 2003 and 2002,
indebtedness outstanding under the secured student loan credit facility was secured by alternative (i.e., non-
federally guaranteed) student loans and accrued interest in the carrying amount of $111.8 million and
$102.7 million, respectively, and by a pledge of cash, cash equivalents and other qualified investments in the
amount of $40.4 million and $48.2 million, respectively. At December 31, 2003, $32.5 million of such cash,
cash equivalents and other qualified investments was available to fund the purchase from the Company of
additional student loans generated under the Company’s College First Alternative Loan program, which
purchases may be made in accordance with the terms of the agreements governing the securitization until
February 2006. All such indebtedness issued under the secured student loan credit facility is reflected as
student loan indebtedness on the Company’s consolidated balance sheet; all such student loans pledged to
secure such facilities are reflected as student loan assets on the Company’s consolidated balance sheet; and all
such cash, cash equivalents and qualified investments specifically pledged under the student loan credit
facilities are reflected as restricted cash on the Company’s consolidated balance sheet.

Holding Company

UICI is a holding company, the principal assets of which are its investments in its separate operating
subsidiaries, including its regulated insurance subsidiaries. The holding company’s ability to fund its cash
requirements is largely dependent upon its ability to access cash, by means of dividends or other means, from
its subsidiaries. The laws governing the Company’s insurance subsidiaries restrict dividends paid by the
Company’s domestic insurance subsidiaries in any year. Inability to access cash from its subsidiaries could
have a material adverse effect upon the Company’s liquidity and capital resources.
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Set forth below is a summary statement of cash flows for UICI at the holding company level for each of

the three most recent years:

(1)

(2)

(3)

(4)
(5)

Cash Position — Parent Company Only
Year Ended December 31,

2003 2002 2001
(In thousands)
Cash on Hand Beginning of Year...................... $ 22429 $ 57,277 $ 17,009
Sources of Cash:
Dividends from domestic insurance subsidiaries(1) ..... 5,000 20,000 40,000
Dividends from offshore insurance subsidiaries ......... 23,385 5,900 4,000
Dividends from non-insurance subsidiaries ............ 14,475 6,203 28,871
Proceeds from financing activities(2) ................. 20,744 12,413 23,622
Proceeds from Sun Litigation agreement .............. — 15,600 —
Proceeds from sale of AMS. ........................ 27,773 — —
Proceeds from stock option activities ................. 10,966 12,616 —
Tax treaty net payments from subsidiaries............. 18,535 17,406 17,773
Total sources of cash ............................ 120,878 90,138 114,266
Uses of Cash:
Cash to operations . .............ccoiiiniinnennnn.. (14,974) (10,203)  (14,519)
Contributions/investment in subsidiaries(3) ........... (2,278) (19,043) (6,917)
Contribution to AMS . ... ... ... ... . (48,250) — —
Acquisitions (Star HRG and SeniorsFirst) ............ — (33,000) —
Discharge of common stock put obligation ............ — (11,906) —
Financing activities(4) .. ..., (17,369) (17,725)  (38,599)
Purchases of UICI common stock(5) ................ (19,596) (30,609) (13,963)
Other investment activities ......................... (3,000) (2,500) —
Total usesof cash ............. ... ... iviin. .. (105,467)  (124,986)  (73,998)
Cash on hand atend of year . ......................... $ 37840 $§ 22,429 $ 57,277

Consists of dividends paid to the parent by The MEGA Life and Health Insurance Company, Mid-West
National Life Insurance Company of Tennessee and Chesapeake Life Insurance Company.

Includes borrowings from and/or repayments on loans from subsidiaries and proceeds from subsidiaries
related to agent stock plans.

Includes purchase of and investment in non-insurance subsidiaries and funding of discontinued
operations.

Includes repayment of loans payable to subsidiaries and advances to subsidiaries.

Includes repurchase of UICI common stock under the Company’s stock repurchase program in the
amount of $5.1 million (349,200 shares), $29.3 million (2,000,000 shares) and $8.8 million
(980,400 shares) in 2003, 2002 and 2001, respectively. Also includes in 2003, 2002 and 2001 the amounts
of $14.5 million, $1.3 million and $5.2 million, respectively, representing repurchases of UICI common
stock for agents stock accumulation plans and purchases from employees and officers of the Company.

See Note R of Notes to Consolidated Financial Statements for additional information regarding parent-only
cash flow.

At December 31, 2003 and 2002, UICI at the holding company level held cash and cash equivalents in

the amount of $37.8 million and $22.4 million, respectively. The Company currently estimates that, through
December 31, 2004, the holding company will have net operating cash requirements in the amount of
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approximately $18.2 million, which will consist primarily of currently budgeted operating expenses at the
holding company level. The Company currently anticipates that these cash requirements at the holding
company level will be funded by cash on hand, dividends to be paid from insurance subsidiaries and non-
insurance subsidiaries and tax sharing reimbursements from subsidiaries (which will be partially offset by
holding company operating expenses). There can be no assurance that the cash requirements at the holding
company level will not exceed current estimates, or that the holding company will be able to raise sufficient
cash to fund cash requirements on a timely basis.

Prior approval by insurance regulatory authorities is required for the payment by a domestic insurance
company of dividends that exceed certain limitations based on statutory surplus and net income. During the
fourth quarter of 2003, Mid-West paid dividends in the amount of $5.0 million to the holding company. The
MEGA Life and Health Insurance Company did not pay any dividends in 2003.

Historically, the Company has not caused its regulated domestic insurance subsidiaries to declare and pay
dividends in the full amount that such subsidiaries could otherwise pay without prior regulatory approval, and
during 2004 the Company intends to continue to adhere to that policy. During 2004, the Company’s domestic
insurance companies could pay, without prior approval of the regulatory authorities, aggregate dividends in the
ordinary course of business to the parent company of approximately $49.2 million. However, as it has done in
the past, the Company will assess the results of operations of the regulated domestic insurance companies to
determine the prudent dividend capability of the subsidiaries, consistent with UICI’s practice of maintaining
risk-based capital ratios at each of the Company’s domestic insurance subsidiaries significantly in excess of
minimum requirements.

Sources of Cash and Liquidity

During 2003 and 2002, the Company’s cash at the holding company level was impacted by the following
factors and developments:

e On November 18, 2003, the Company sold its AMS unit, generating net cash proceeds to UICI of
approximately $27.8 million (which amount is reflected as “Proceeds from sale of AMS” in the table
above). At closing, UICI also received uninsured student loan assets formerly held by AMS’ special
purpose financing subsidiaries with a face amount of approximately $44.3 million (including accrued
interest). The Company is actively marketing the portfolio of uninsured loans. See Note Q of Notes to
Consolidated Financial Statements and Uses of Cash below.

e At August 15, 2002, all remaining options initially granted to agents and employees in August 1998
under the UICI 1998 employee and agent stock option plans vested and became exercisable. All such
options were exercisable at an option price of $15.00 per UICI share and remained exercisable during
the period ended on January 13, 2003. During the year ended December 31, 2002 and the interim
period that commenced on January 1, 2003 and ended January 13, 2003, the Company at the holding
company level derived cash proceeds in the amount of $10.7 million and $8.9 million, respectively,
from the exercise of stock options granted under the 1998 plans (which amounts are reflected as
“Proceeds from stock option activities” in the table above). See Note M of Notes to Consolidated
Financial Statements.

» The Company and Mr. Jensen (the Company’s Chairman) were formerly defendants in litigation (Sun
Communications, Inc. v. SunTech Processing Systems, LLC, UICI, Ronald L. Jensen, et al) concerning
the distribution of the cash proceeds from the sale and liquidation of SunTech Processing Systems,
LLC (“STP”) assets in February 1998 (the “Sun Litigation™). Effective April 2, 2002, the Company
and Mr. Jensen entered into an Assignment and Release Agreement, which, among other things,
transferred UICI’s financial and other rights and obligations in STP to Mr. Jensen and effectively
terminated the Company’s active participation in, and limited the Company’s financial exposure
associated with, the Sun Litigation. In accordance with the terms of the Assignment and Release
Agreement, on April 2, 2002 Mr. Jensen made a total payment to UICI of $15.6 million (which
amounts are reflected as “Proceeds from Sun Litigation agreement” in the table above) and granted to
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UICI various indemnities against possible losses which UICI might incur resulting from the Sun
Litigation. See Note K of Notes to Consolidated Financial Statements.

On January 25, 2002, UICI entered into a three-year bank credit facility with Bank of America, NA and
LaSalle Bank National Association. Under the facility, UICI may borrow from time to time up to
$30.0 million on a revolving, unsecured basis. Loans outstanding under the facility will bear interest at the
option of the Company at prime plus 1% or LIBOR plus 1%. The Company intends to utilize the proceeds of
the facility for general working capital purposes. Effective December 17, 2003, LaSalle Bank assigned its
rights and obligations under the bank credit facility to JP Morgan Chase Bank. The Company has not to date
borrowed any funds under the facility.

Through the Company’s former College Fund Life Division, the Company previously offered an interest-
sensitive whole life insurance product issued with a child term rider, under which the Company committed to
provide private student loans to help fund the named child’s higher education if certain restrictions and
qualifications are satisfied. The Company has historically funded its College Fund Life Division student loan
commitments with the proceeds of indebtedness issued by a bankruptcy-remote special purpose entity (the
“SPE”). See Note H of Notes to Consolidated Financial Statements. At December 31, 2003, $32.5 million of
cash, cash equivalents and other qualified investments held by the SPE were available to fund the purchase
from the Company of additional student loans generated under the Company’s College First Alternative Loan
program, which purchases may be made in accordance with the terms of the agreements governing the SPE
until February 2006. If market conditions permit, the Company anticipates that it will cause the SPE to issue
additional indebtedness during 2004, the proceeds of which may be used to fund the balance of its expected
student loan fundings under the College Fund Life Division program.

Uses of Cash

During 2003 and 2002, the Company’s principal uses of cash at the holding company level were the
following:

e In July 2003 we announced that we had uncovered collateral shortfalls in the type and amount of
collateral supporting two of the securitized student loan financing facilities of AMS unit and the failure
to comply with reporting obligations under the financing documents at seven of those facilities. We
subsequently entered into waiver and release agreements with all of the financial institutions that were
parties to the securitized student loan financing facilities, which agreements required us in July 2003 to
contribute $48.25 million in cash to the capital of AMS (which amount is reflected as “Contribution to
AMS?” in the table above). See Note Q of Notes to Consolidated Financial Statements.

e During 2003, UICI utilized approximately $5.1 million to repurchase 349,200 shares of its common
stock pursuant to its previously announced share repurchase program, which was reconfirmed by the
Board of Directors of the Company at its July 31, 2002 meeting. During 2002, UICI utilized
approximately $29.3 million to repurchase 2,000,000 shares of its common stock pursuant to its share
repurchase program. Such amounts are reflected as “Purchases of UICI common stock™ in the table
above

e On July 1, 2002, UICI discharged an obligation to purchase from an affiliated party 369,174 shares of
common stock at a put price of $32.25 per share, or $11.9 million in the aggregate (which amount is
reflected as “Discharge of common stock put obligation” in the table above). See Note K of Notes to
Consolidated Financial Statements.

» Effective June 15, 2002, UICI and HAI terminated a Services Agreement, pursuant to which HAI
formerly provided information systems and software development services (including administration of
the Company’s computer data center) to the Company and its insurance company affiliates. As part of
the termination arrangement, UICI made a one-time payment to HAI in the amount of $6.5 million
(which amount is reflected as “Contributions/investment in subsidiaries” in the table above) and
tendered 500,000 shares of HAI common stock to HAI. See Note K of Notes to Consolidated
Financial Statements.
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o Effective February 28, 2002, UICI acquired Star HRG for an initial cash purchase price of
$25.0 million (which amount is reflected as “Acquisitions (Star HRG and SeniorsFirst)” in the table
above), plus additional contingent consideration based on the future annualized premium of Star HRG
measured over the three-month period ended May 31, 2003. In full payment of all contingent
consideration payable, on November 10, 2003, UICI delivered to the sellers UICI’s 6% convertible
subordinated notes in the aggregate principal amount of $15.0 million, together with cash interest in
the aggregate amount of approximately $1.5 million. See Note H of Notes to Consolidated Financial
Statements.

e On January 17, 2002, UICI completed the purchase, for a cash purchase price of $8.0 million (which
amount is reflected as “Acquisitions (Star HRG and SeniorsFirst)” in the table above), of a 50%
interest in an agency specializing in the sale of long-term care and Medicare supplement insurance
products. In the second quarter of 2003, the Company completed the sale of its 50% interest in this
agency for a nominal price.

Set forth below is a summary of the Company’s contractual obligations at December 31, 2003:
Payment due by period

Less than 1-3 3-5 More than
Total 1 Year Years Years 5 Years
(In thousands)
Long-term debt obligations ........... $168,951 $ 3,951 § 8,850  $23,100 $133,050
Capital lease obligations.............. 2,360 1,207 1,153 — —
Operating lease obligations ........... 34,703 6,210 9,159 6,463 12,871
Total......... .. $206,014  $11,368  $19,162  $29,563  $145,921

Off Balance Sheet Arrangements

The Company’s off balance sheet arrangements consist of commitments to fund student loans generated
by its former College Fund Life Division and letters of credit.

Through the Company’s former College Fund Life Division, the Company previously offered an interest-
sensitive whole life insurance product issued with a child term rider, under which the Company committed to
provide private student loans to help fund the named child’s higher education if certain restrictions and
qualifications are satisfied. At December 31, 2003, the Company had outstanding commitments to fund
student loans under the College Fund Life Division program for the years 2004 through 2025. The interest
rates on these commitments vary as described below. Loans are limited to the cost of school or prescribed
maximums. These loans are generally guaranteed as to principal and interest by a private guarantee agency
and are also collateralized by either the related insurance policy or the co-signature of a parent or guardian.
The total student loan funding commitments for each of the next five school years and thereafter, as well as
the amount the Company expects to be required to fund based on historical utilization rates and policy lapse
rates, are as follows as of December 31, 2003:

Total Expected
Commitment Funding
(In thousands)

2004 . $ 99,744 $12,168
2005 L 102,110 10,523
2000 . . 106,697 8,653
2007 105,008 6,866
2008 L 99,287 5,019
2009 and thereafter ... ... . .. 253,752 8,175
Total . .. $766,598 $51,404




Interest rates on the above commitments are principally variable (prime plus 2%).

The Company has historically funded, and intends to continue to fund, its College Fund Life Division
student loan commitments with the proceeds of indebtedness issued by a bankruptcy-remote special purpose
entity. See discussion above and Note H of Notes to Consolidated Financial Statements. At each of
December 31, 2003 and 2002, the Company had $7.1 million and $7.2 million, respectively, of letters of credit
outstanding relating to its insurance operations. At February 28, 2004, the Company had outstanding letters in
the amount of $5.1 million.

Investments

General. The Company’s Investment Committee monitors the investment portfolio of the Company
and its subsidiaries. The Investment Committee receives investment management services from external
professionals.

Investments are selected based upon the parameters established in the Company’s investment policies.
Emphasis is given to the selection of high quality, liquid securities that provide current investment returns.
Maturities or liquidity characteristics of the securities are managed by continually structuring the duration of
the investment portfolio to be consistent with the duration of the policy liabilities. Consistent with regulatory
requirements and internal guidelines, the Company invests in a range of assets, but limits its investments in
certain classes of assets, and limits its exposure to certain industries and to single issuers.

Investments are reviewed quarterly (or more frequently if certain indicators arise) to determine if they
have suffered an impairment of value that is considered other than temporary. Management’s review considers
the following indicators of impairment: fair value is significantly below cost; the decline in fair value is
attributable to specific adverse conditions affecting a particular investment; the decline in fair value is
attributable to specific conditions, such as conditions in an industry or in a geographic area; the decline in fair
value has existed for an extended period of time; downgrades by rating agencies from investment grade to non-
investment grade; the financial condition of the issuer has deteriorated and dividends have been reduced or
eliminated or scheduled interest payments have not been made. Management monitors investments where two
or more of the above indicators exist and investments are identified by the Company in economically
challenged industries. If investments are determined to be impaired, a loss is recognized at the date of
determination.

Set forth below is a summary of the Company’s investments by category at December 31, 2003 and 2002:

December 31, 2003 December 31, 2002
% of Total % of Total
Carrying Carrying Carrying Carrying
Amount Value Amount Value

(Dollars in thousands)

Securities available for sale —
Fixed maturities, at fair value (cost:

2003 — $1,370,093; 2002 — $1,051,710) ... $1,405,092 89.8%  $1,088,126 81.2%
Equity securities, at fair value (cost:

2003 — $13,754; 2002 — $52,526) ... ..... 16,612 1.1% 81,240 6.1%
Mortgage and collateral loans . ............. 5,411 0.3% 7,322 0.5%
Policy loans . ........... ... ... ... ... ... 18,436 1.2% 19,191 1.4%
Investment in Healthaxis, Inc. ............. — — 4,929 0.4%
Short-term and other investments .......... 119,566 7.6% 138,854 10.4%

Total investments . ................... $1,565,117 100.0%  $1,339,662 100.0%
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Fixed maturity securities. Fixed maturity securities accounted for 89.8% and 81.2% of the Company’s
total investments at December 31, 2003 and 2002, respectively. Fixed maturity securities at December 31,
2003 consisted of the following:

December 31, 2003

% of Total
Carrying Carrying
Value Value

(Dollars in thousands)

U.S. Treasury and U.S. Government agency obligations .............. $ 57,920 4.1%
Corporate bonds . ...... ...t 916,847 65.3%
Mortgage-backed securities issued by U.S. Government agencies and

AUTNOTITIES . . . oot 247,367 17.6%
Other mortgage and asset backed securities. . ....................... 182,958 13.0%

$1,405,092 100.0%

Included in the fixed maturity portfolio is a concentration of mortgage-backed securities, including
collateralized mortgage obligations and mortgage-backed pass-through certificates. To limit its credit risk, the
Company invests in mortgage-backed securities that are rated investment grade by the public rating agencies.
The Company’s mortgage-backed securities portfolio is a conservatively structured portfolio that is concen-
trated in the less volatile tranches, in the form of planned amortization classes, sequential payment and
commercial mortgage-backed securities. The Company seeks to minimize prepayment risk during periods of
declining interest rates and minimize duration extension risk during periods of rising interest rates. The
Company has less than 1% of its investment portfolio invested in the more volatile tranches.

As of December 31, 2003 and 2002, $1,382.9 million (or 98.4%) and $1,058.7 million (or 97.3%),
respectively, of the fixed maturity securities portfolio was rated BBB or better (investment grade) and
$22.2 million (or 1.6%) and $29.4 million (or 2.7%), respectively, of the fixed maturity securities portfolio was
invested in below investment grade securities (rated less than BBB).

A quality distribution for fixed maturity securities at December 31, 2003 is set forth below:
December 31, 2003

% of Total
Carrying Carrying
Rating Value Value
(Dollars in thousands)
U.S. Government and AAA ... ... . . $ 531,500 37.8%
A A e 61,260 4.4%
A 460,700 32.8%
BB B . 329,396 23.4%
Lessthan BBB .. ... ... .. e 22,236 1.6%

$1,405,092 100.0%

Investment accounting policies. The Company has classified its entire fixed maturity portfolio as
“available for sale.” This classification requires the portfolio to be carried at fair value with the resulting
unrealized gains or losses, net of applicable income taxes, reported in accumulated other comprehensive
income as a separate component of stockholders’ equity. As a result, fluctuations in fair value, which is
affected by changes in interest rates, will result in increases or decreases to the Company’s stockholders’

equity.

During 2003, 2002 and 2001, the Company recorded impairment charges for certain fixed and equity
securities in the amount of $5.1 million, $14.7 million and $3.5 million, respectively. The Company’s 2002
impairment charge included a $6.1 million impairment charge associated with the Company’s
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WorldCom, Inc. holdings, which was recorded in the second quarter of 2002 as a result of previously
announced accounting irregularities at WorldCom, Inc.

Following is a summary of the Company’s gross unrealized losses in its fixed maturities as of
December 31, 2003:

Unrealized loss Unrealized loss
Less than 12 months 12 Months or longer Total
Unrealized Unrealized Unrealized
Description of Securities Fair Value Losses Fair Value Losses Fair Value Losses

(In thousands)

US Treasury obligations
and direct obligations

of US Government
agencies ............ $ 7,259 $ 250 $ — $ — $ 7,259 $ 250

Mortgage backed
securities issued by
U.S. Government
agencies and

authorities .......... 54,414 460 — — 54,414 460
Other mortgage and
asset backed securities 65,581 1,437 12,209 2,109 77,790 3,546
Corporate bonds ....... 212,191 6,228 11,731 1,164 223,922 7,392
Total securities .... $339,445 $8,375 $23,940 $3,273 $363,385 $11,648

At December 31, 2003, the Company had $11.6 million of unrealized losses in its fixed maturities
portfolio. Approximately 70% ($2.3 million) of the twelve (12) months or longer unrealized loss ($3.3 mil-
lion) is concentrated in three securities. The $8.4 million in unrealized losses of less than twelve (12) months
includes $8.1 million that is attributable to numerous securities with an unrealized loss of less than 10%.

Following is a summary of the three securities that comprise 70% of the unrealized twelve (12) months
or longer loss:

December 31, 2003

Amortized Fair Unrealized
Cost Value Loss

(In thousands)

Other mortgage and asset backed securities (manufactured

housing industry) ..........c.coiiiiiiinii i, $3,033 $1,950 $1,083
Other mortgage and asset backed securities (airline industry) . .. 1,674 1,321 353
Corporate bonds (industrial revenue bond) .................. 3,668 2,808 860

$8,375 $6,079 $2,296

The largest unrealized loss ($1.1 million) is represented by a security issued by a corporate borrower
secured by manufactured housing. The security carries an A+ rating from Standard & Poor’s and, in terms of
repossession inventories and delinquencies, is currently performing better than both the industry index and
other securities of the issuer.

The second largest unrealized loss ($860,000) is represented by a special obligation bond issued by the
New York City Industrial Development Corporation. The principal amount and interest on the bond are
payable solely from and secured by a pledge of lease payments by the issuer derived from a lease of office
space located in Brooklyn. The space is currently occupied by a government agency under a lease with a
remaining term of 17 years.
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The third largest unrealized loss ($353,000) is represented by a security issued by an airline and secured
by a pledge of a single aircraft manufactured in 1991. The Company believes that the realizable value of the
collateral for this security is sufficient to retire the debt.

The Company continually monitors these investments and believes the unrealized loss in these
investments is temporary.

The Company regularly monitors its investment portfolio to attempt to minimize its concentration of
credit risk in any single issuer. Set forth in the table below is a schedule of all investments representing greater
than 1% of the Company’s aggregate investment portfolio at December 31, 2003 and 2002.

December 31,

2003 2002
% of Total % of Total
Carrying Carrying Carrying Carrying
Amount Value Amount Value

(Dollars in thousands)
Equity investments:
AMLI Residential Properties Trust ............. $16,584 1.1% $ 54,285 4.1%
Universal American Financial Corp. ............ $  — — $ 15,131 1.1%
Short-term investments:
Fidelity Institutional Money Market Fund ....... $91,392 5.8% $107,165 8.0%

The Fidelity Institutional Money Market Fund is a diversified institutional money market fund that
invests solely in the highest quality United States dollar denominated money market securities of domestic
and foreign issuers.

The Company recognized a pre-tax gain in the fourth quarter of 2003 in the amount of $40.4 million
associated with the sale of a substantial portion of the Company’s stake in AMLI Residential. The Company
effected such sales to diversify its portfolio and to generate taxable capital gains that could be used to offset
capital losses recognized from other investments. The Company through its various subsidiaries continues to
hold 618,815 AMLI Residential shares with an aggregate cost basis of $13.8 million ($22.22 average cost per
share). These remaining AMLI Residential shares are subject to various resale restrictions imposed by federal
and state securities laws.

During 2003, the Company sold its interest in Universal American Financial Corp., in connection with
which it recognized a $2.5 million gain.

Share Repurchase Program

At its regular meeting held on February 11, 2004, 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 UICI common stock from time to time in open market or private transactions. Through
February 2004, the Company had purchased an aggregate of 3,527,600 shares (aggregate cost of $47.8 million;
average cost of $13.55) pursuant to the program and has remaining authority pursuant to the program to
repurchase an additional 972,400 shares. 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.

Critical Accounting Policies and Estimates

The Company’s discussion and analysis of its financial condition and results of operations are based upon
the Company’s consolidated financial statements, which have been prepared in accordance with accounting
principles generally accepted in the United States of America. The preparation of these financial statements
requires the Company to make estimates and judgments that affect the reported amounts of assets, liabilities,
revenues and expenses, and related disclosure of contingent assets and liabilities. On an on-going basis, the
Company evaluates its estimates, including those related to health and life insurance claims, bad debts,
investments, intangible assets, income taxes, financing operations and contingencies and litigation. The
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Company bases its estimates on historical experience and on various other assumptions that are believed to be
reasonable under the circumstances, the results of which form the basis for making judgments about the
carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may
differ from these estimates under different assumptions or conditions.

The Company believes the following critical accounting policies affect its more significant judgments and
estimates used in the preparation of its consolidated financial statements.

Claims Liabilities

The Company establishes liabilities for benefit claims that have been reported but not paid and claims
that have been incurred but not reported under health and life insurance contracts. The Company calculates a
single best estimate of the liability developed using actuarial principles and assumptions that consider a
number of items, including but not limited to historical and current claim payment patterns, product
variations, the timely implementation of appropriate rate increases and seasonality. The Company does not
develop ranges in the setting of the claims liability reported in the financial statements. However, to the extent
not already reflected in the actuarial analyses, management also considers qualitative factors that may affect
the ultimate benefit levels to determine its best estimate of the claims liability. These qualitative considera-
tions include, among others, the impact of medical inflation, utilization of health services, exposure levels,
product mix, pending claim levels and other relevant factors.

The Company uses the developmental method to estimate claim liabilities. This method applies
completion factors to claim payments in order to estimate the ultimate amount of the claim. These completion
factors are derived from historical experience and are dependent on the incurred dates of the claim payments.

An extensive degree of judgment is used in this estimation process. For health care costs payable, the
claim liability balances and the related benefit expenses are highly sensitive to changes in the assumptions
used in the claims liability calculations. With respect to health claims, the items that have the greatest impact
on the Company’s financial results are the medical cost trend, which is the rate of increase in health care costs,
and the unpredictable variability in actual experience. Any adjustments to prior period claim liabilities are
included in the benefit expense of the period in which adjustments are identified. Due to the considerable
variability of health care costs and actual experience, adjustments to health claim liabilities usually occur each
quarter and are sometimes significant.

The Company believes that its recorded claim liabilities are reasonable and adequate to satisfy its
ultimate claims liability. Each of the Company’s major operating units has an actuarial staff that has primary
responsibility for assessing the claim liabilities. The Company uses its own experience as appropriate and relies
on industry loss experience as necessary in areas where the Company’s data is limited. Our estimate of claim
liabilities represents management’s best estimate of the Company’s liability as of December 31, 2003.
Assuming a hypothetical 1% difference in the loss ratio (i.e., benefits, claims and settlement expenses stated as
a percentage of earned premiums) for the year ended December 31, 2003, net income would increase or
decrease by approximately $10.4 million and diluted net earnings per common share would increase or
decrease by approximately $0.22 per share.

Prior to January 1, 2003, the Company utilized the original incurred date coding definition to establish
the date a policy claim is incurred under the developmental method. Under the original incurred date coding
definition, prior to the end of the period in which a health policy claim was made, the Company estimated and
recorded a liability for the cost of all medical services related to the accident or sickness relating to the claim,
even though the medical services associated with such accident or sickness might not be rendered to the
insured until a later financial reporting period.

Due to the continual favorable development in the Company’s reserve estimates and the anticipation of a
future increase in this level of favorable development associated with the growth in business, the Company
undertook an analysis of the reserve estimation process. The Company believes that the developmental
method is the standard methodology within the health insurance industry and therefore re-evaluated the key
assumptions utilized under this method. With the aging of the older blocks of business, the original
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incurred date coding assumption was re-examined. This re-examination resulted in the decision to utilize a
new incurred date definition instead of the original incurred date definition for purposes of estimating claim
liabilities for the SEA Division.

Effective January 1, 2003, the Company determined to utilize a new incurred date coding definition to
establish incurred dates under the developmental method in the SEA Division. Under this new incurred date
coding definition, a break in service of more than six months will result in the establishment of a new incurred
date for subsequent services. In addition, under this new incurred date coding definition, claims for services
provided more than thirty-six months after the original incurred date will result in the establishment of a new
incurred date for subsequent services. This change in the incurred date definition assumption resulted in a
reduction in the estimated claim liabilities at the SEA Division in the amount of $12.3 million during the first
quarter of 2003.

The SEA Division also estimates various additional claim liabilities as appropriate. The additional claim
liabilities estimate liabilities for situations, such as excess pending claims inventory and disputed claims.

The Group Insurance Division assigns incurred dates based on the date of service. This definition
estimates the liability for all medical services received by the insured prior to the end of the applicable
financial period. Appropriate adjustments are made in the completion factors to account for pending claim
inventory changes and contractual continuation of coverage beyond the end of the financial period.

Set forth below is a summary of claim liabilities at each of December 31, 2003, 2002 and 2001 by
business unit:

At December 31,

2003 2002 2001
(In thousands)
Self-Employed Agency Division ......................... $455,140  $363,679  $266,003
Group Insurance Division ........... ... ... ... ..., 93,979 59,120 31,076
Life Insurance Division ............. ... ... i .. 13,866 18,096 25,910
Other Insurance ............. .. ... 60 — —
Subtotal . ... ... 563,045 440,895 322,989
Reinsurance Recoverable .. ............................. 12,428 25,400 31,022
Total claim liability.................................. $575,473  $466,295  $354,011
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Activity in the claims liability is summarized as follows:

Year Ended December 31,
2003 2002 2001
(In thousands)

Claims liability at beginning of year, net of related

reinsurance recoverables ... ..... ... $ 440,895 $322,989  $278,211
Add:

Claims liability on acquired business.................. 12,783 — —

Incurred losses, net of reinsurance, occurring during:

CUITENT YEAT .+« vttt 1,067,951 787,444 536,643

Prior years. . ...t (54,392)  (31,484)  (20,458)

1,013,559 755,960 516,185

Deduct payments for claims, net of reinsurance, occurring

during:
CUIrent Year . . ... .vui ettt e 616,939 410,365 272,640
Prior years. ..ot 287,253 227,689 198,767

904,192 638,054 471,407

Claims liability at end of year, net of related reinsurance
recoverables (2003 — $12,428; 2002 — $25,400; 2001 —
$31,022) ..o $ 563,045 $440,895  $322,989

Set forth below is a summary of the claims liability development experience (favorable) unfavorable by
business unit in the Company’s Insurance segment for each of the years ended December 31, 2003, 2002 and
2001:

Year Ended December 31,

2003 2002 2001
(In thousands)
Self-Employed Agency Division ......................... $(54,009) $(30,729) $(27,276)
Group Insurance Division .............................. (2,334) (3,753) (1,655)
Life Insurance Division ............... ..., 1,951 2,998 8,473
Other Insurance .......... ..., — — —
Total favorable ......... ... .. ... ... .. ... . ..., $(54,392) $(31,484) $(20,458)

The above table shows incurred losses developed in amounts less than originally anticipated due to better
than expected experience on the health business in the SEA Division in 2003, 2002 and 2001. The
$54.0 million of favorable experience in the SEA Division for 2003 includes the effect of the $17.7 million
decrease in claims liability due to the refinements made to the claims liability calculation ($12.3 million) and
changes in estimate described above ($5.4 million). Excluding the impact of these refinements, the favorable
experience in 2003 in the claims liability was $36.3 million. As a percentage of total claim liabilities
established for the SEA Division at December 31, 2002, 2001 and 2000, the total favorable claims liability
development experience for 2003 (excluding the effects of the refinements discussed above), 2002 and 2001
was 10.0%, 11.6% and 11.5%, respectively. Over time, the developmental method replaces anticipated
experience with actual experience, resulting in an ongoing re-estimation of the claims liability. Since the
greatest degree of estimation is used for more recent periods, the most recent prior year is subject to the
greatest change. Recent actual experience has produced lower levels of claims payment experience than
originally expected.

The products of the Group Insurance Division (consisting of the Company’s Student Insurance business
unit and the Star HRG business unit) consist principally of medical insurance. In general, medical insurance
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business has a “short tail,” which means that a favorable development or unfavorable development shown for
prior years relates primarily to actual experience in the most recent prior year. The favorable development
reflected in the Group Insurance Division is from better than expected experience and is not unusual for a
medical line of business. The majority of the favorable development experienced for 2003 related to the Star
HRG business unit. Since the Star HRG business was new to the Company (acquired in 2002), an expected
loss ratio was used to set the claims liability at December 31, 2002.

The adverse experience for the Life Insurance Division is attributable to its workers’ compensation
business. The Life Insurance Division previously wrote workers’ compensation insurance and similar group
accident coverage for employers in a limited geographical market. In May 2001, the Company made the
decision to terminate this operation, and all existing policies were terminated as the policies came up for
renewal over the succeeding twelve months. The closing of new and renewal business starting in July of 2001
had the effect of concentrating the claims experience into existing policies and eliminating any benefits that
might accrue from improved underwriting of new business or liabilities released on newer claims that might
settle more quickly. The effect of closing a block of this type of business is difficult to estimate at the date of
closing, due to the longer claims tail usually experienced with workers compensation, and the effect of the
closure itself on that claims tail.

Accounting for Health Policy Acquisition Costs

The Company incurs various costs in connection with the origination and initial issuance of its health
insurance policies, including underwriting and policy issuance costs, costs associated with lead generation
activities and distribution costs (i.e., sales commissions paid to agents). The Company defers those costs that
vary with production. The Company defers commissions paid to agents and premium taxes with respect to the
portion of health premium collected but not yet earned, and the Company amortizes the deferred expense over
the period as and when the premium is earned. Costs associated with generating sales leads with respect to the
health business issued through the SEA Division are capitalized and amortized over a two-year period, which
approximates the average life of a policy. For financial reporting purposes, underwriting and policy issuance
costs (which the Company estimates are more fixed than variable) with respect to health policies issued
through the Company’s SEA and Group Divisions are expensed as incurred. See Note A of Notes to
Consolidated Financial Statements.

With respect to health policies sold through the Company’s SEA Division, commissions paid to agents
with respect to first year policies are higher than commissions paid to agents with respect to policies in renewal
years. Accordingly, during periods of increasing first year premium revenue (such as occurred during 2002),
the SEA Division’s overall operating profit margin will be negatively impacted by the higher commission
expense associated with first year premium revenue.

The Company monitors and assesses the recoverability of capitalized health policy acquisition costs on a
quarterly basis.

Goodwill and Other Identifiable Intangible Assets

The Company adopted Statements 141 and 142 on January 1, 2002. In accordance with Statement
No. 142, the Company tested for goodwill impairment effective January 1, 2002. As a result of the transitional
impairment testing, completed during the quarter ended June 30, 2002, the Company determined that
goodwill recorded in connection with the acquisition of Academic Management Services Corp. (“AMS”) and
Barron Risk Management Services (‘“Barron”) was impaired in the aggregate amount of $6.9 million
($5.1 million net of tax). The Company reflected this impairment charge in its financial statements as a
cumulative effect of a change in accounting principle as of January 1, 2002 in accordance with Statement
No. 142. During 2003 and 2002, the Company sold AMS and Barron, respectively. Statement 142 prohibits
the amortization of goodwill and intangible assets with indefinite useful lives. Statement 142 requires that
these assets be reviewed for impairment at least annually, or more frequently if certain indicators arise. The
Company has determined that it will review goodwill and intangible assets for impairment as of November 1
of each year or more frequently if certain indicators arise. An impairment loss would be recorded in the period
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such determination was made. The Company’s annual review in 2003 of the goodwill related to continuing
operations indicated no impairment.

Accounting for Agent Stock Accumulation Plans

The Company sponsors a series of stock accumulation plans (the “Agent Plans”) established for the
benefit of the independent insurance agents and independent sales representatives associated with UGA —
Association Field Services, New United Agency and Cornerstone America. The Company has established a
liability for future unvested benefits under the Agent Plans and adjusts the liability based on the market value
of the Company’s Common Stock. The accounting treatment of the Company’s Agent Plans will result in
unpredictable stock-based compensation charges, dependent upon fluctuations in the quoted price of UICI
common stock. These unpredictable fluctuations in stock based compensation charges may result in material
non-cash fluctuations in the Company’s results of operations. See discussion above included in the section
captioned ‘“Variable Stock Based Compensation” and Note M of Notes to Consolidated Financial
Statements.

Investments

The Company has classified its investments in securities with fixed maturities as available for sale.
Investments in equity securities and securities with fixed maturities have been recorded at fair value, and
unrealized investment gains and losses are reflected in stockholders’ equity. Investment income is recorded
when earned, and capital gains and losses are recognized when investments are sold. Investments are reviewed
quarterly to determine if they have suffered an impairment of value that is considered other than temporary. If
investments are determined to be impaired, a loss is recognized at the date of determination.

Testing for impairment of investments also requires significant management judgment. The identification
of potentially impaired investments, the determination of their fair value and the assessment of whether any
decline in value is other than temporary are the key judgment elements. The discovery of new information and
the passage of time can significantly change these judgments. Revisions of impairment judgments are made
when new information becomes known, and any resulting impairment adjustments are made at that time. The
current economic environment and recent volatility of securities markets increase the difficulty of determining
fair value and assessing investment impairment. The same influences tend to increase the risk of potentially
impaired assets.

Investments are reviewed quarterly (or more frequently if certain indicators arise) to determine if they
have suffered an impairment of value that is considered other than temporary. Management’s review considers
the following indicators of impairment: fair value is significantly below cost; the decline in fair value is
attributable to specific adverse conditions affecting a particular investment; the decline in fair value is
attributable to specific conditions, such as conditions in an industry or in a geographic area; the decline in fair
value has existed for an extended period of time; downgrades by rating agencies from investment grade to non-
investment grade; the financial condition of the issuer has deteriorated and dividends have been reduced or
eliminated or scheduled interest payments have not been made. Management monitors investments where two
or more of the above indicators exist and investments are identified by the Company in economically
challenged industries. If investments are determined to be impaired, a loss is recognized at the date of
determination.

The Company seeks to match the maturities of invested assets with the payment of expected liabilities.
By doing this, the Company attempts to make cash available as payments become due. If a significant
mismatch of the maturities of assets and liabilities were to occur, the impact on the Company’s results of
operations could be significant.

Deferred Taxes

The Company records deferred tax assets to reflect the impact of temporary differences between the
financial statement carrying amounts and tax bases of assets. The Company establishes a valuation allowance
when management believes, based on the weight of the available evidence, that it is more likely than not that
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some portion of the deferred tax asset will not be realized. Realization of the net deferred tax asset is
dependent on generating sufficient future taxable income. The amount of the deferred tax asset considered
realizable, however, could be reduced in the near term if estimates of future taxable income during the
carryforward period are reduced.

During 2002 the Company determined that it was more likely than not that it would be able to realize its
deferred tax assets, which related primarily to operating losses in prior years at the Company’s AMS
subsidiary. Accordingly, in 2002, the Company released and recognized as income the then remaining
valuation allowance of $4.0 million.

During 2003 the Company realized $59.3 million of net capital losses for federal tax purposes. The capital
losses were generated in 2003 from the sale of AMS, Healthaxis and SeniorsFirst LLC and were partially
offset by the gain from the sale of a substantial portion of the Company’s equity stake in AMLI Residential.
To the extent not utilized to offset capital gains generated in prior years, the net capital losses generated in
2003 will be carried forward to future years, with the ability to utilize the remaining capital losses in 2004
through 2008. During 2003, the Company determined that it was more likely than not that it would not be able
to realize its deferred tax assets related to a portion of the capital loss carryforwards generated in 2003.
Accordingly, the Company established a valuation allowance of $19.8 million associated with the carryfor-
wards at December 31, 2003.

In the event that the Company was to determine that it would be able to realize all or part of its net
deferred tax asset in the future, the valuation allowance would be adjusted to reflect its deferred tax assets at
the amount that the Company believes is more likely than not to be realized. Increasing the valuation
allowance would result in a charge to income in the period such determination was made. The Company will
consider future taxable income and ongoing prudent and feasible tax planning strategies in assessing the need
to change the valuation allowance. In the event the Company was to determine that it would be able to realize
its deferred tax assets in the future in excess of its net recorded amount, an adjustment to the deferred tax
asset would increase income in the period such determination was made.

Loss Contingencies

The Company is subject to proceedings and lawsuits related to insurance claims and other matters. See
Note L of Notes to Consolidated Financial Statements. The Company is required to assess the likelihood of
any adverse judgments or outcomes to these matters, as well as potential ranges of probable losses. A
determination of the amount of accruals required, if any, for these contingencies is made after careful analysis
of each individual issue. The required accruals may change in the future due to new developments in each
matter or changes in approach, such as a change in settlement strategy in dealing with these matters.

Privacy Initiatives

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 future results of operations.

Gramm-Leach-Bliley Act and State Insurance Laws and Regulations

The business of insurance is primarily regulated by the states and is also affected by a range of legislative
developments at the state and federal levels. The Financial Services Modernization Act of 1999 (the so-called
Gramm-Leach-Bliley Act, or “GLBA”) includes several privacy provisions and introduces new controls over
the transfer and use of individuals’ nonpublic personal data by financial institutions, including insurance
companies, insurance agents and brokers and certain other entities licensed by state insurance regulatory
authorities. Additional federal legislation aimed at protecting the privacy of nonpublic personal financial and
health information is proposed and over 400 state privacy bills are pending.

GLBA provides that there is no federal preemption of a state’s insurance related privacy laws if the state
law is more stringent than the privacy rules imposed under GLBA. Accordingly, state insurance regulators or
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state legislatures will likely adopt rules that will limit the ability of insurance companies, insurance agents and
brokers and certain other entities licensed by state insurance regulatory authorities to disclose and use non-
public information about consumers to third parties. These limitations will require the disclosure by these
entities of their privacy policies to consumers and, in some circumstances, will allow consumers to prevent the
disclosure or use of certain personal information to an unaffiliated third party. Pursuant to the authority
granted under GLBA to state insurance regulatory authorities to regulate the privacy of nonpublic personal
information provided to consumers and customers of insurance companies, insurance agents and brokers and
certain other entities licensed by state insurance regulatory authorities, the National Association of Insurance
Commissioners has recently promulgated a new model regulation called Privacy of Consumer Financial and
Health Information Regulation. Some states issued this model regulation before July 1, 2001, while other
states must pass certain legislative reforms to implement new state privacy rules pursuant to GLBA. In
addition, GLBA requires state insurance regulators to establish standards for administrative, technical and
physical safeguards pertaining to customer records and information to (a) ensure their security and
confidentiality, (b) protect against anticipated threats and hazards to their security and integrity, and
(c) protect against unauthorized access to and use of these records and information. The privacy and security
provisions of GLBA will significantly affect how a consumer’s nonpublic personal information is transmitted
through and used by diversified financial services companies and conveyed to and used by outside vendors and
other unaffiliated third parties.

Due to the increasing popularity of the Internet, laws and regulations may be passed dealing with issues
such as user privacy, pricing, content and quality of products and services, and those regulations could
adversely affect the growth of the online financial services industry. If Internet use does not grow as a result of
privacy or security concerns, increasing regulation or for other reasons, the growth of UICI’s Internet-based
business would be hindered. It is not possible at this time to assess the impact of the privacy provisions on
UICT’s financial condition or results of operations.

Health Insurance Portability and Accountability Act of 1996

The federal Health Insurance Portability and Accountability Act of 1996 (“HIPAA”) contains
provisions requiring mandatory standardization of certain communications between health plans (including
health insurance companies), electronic clearinghouses and health care providers who transmit certain health
information electronically. HIPAA requires health plans to use specific data-content standards, mandates the
use of specific identifiers (i.e., national provider identifiers and national employer identifiers) and requires
specific privacy and security procedures. HIPAA authorized the Secretary of the federal Department of
Health and Human Services (“HHS”) to issue standards for the privacy and security of medical records and
other individually identifiable patient data.

In December 2000, HHS issued final regulations regarding the privacy of individually-identifiable health
information. This final rule on privacy applies to both electronic and paper records and imposes extensive
requirements on the way in which health care providers, health plan sponsors, health insurance companies and
their business associates use and disclose protected information. Under the new HIPAA privacy rules, the
Company is required to (a) comply with a variety of requirements concerning its use and disclosure of
individuals’ protected health information, (b) establish rigorous internal procedures to protect health
information and (c) enter into business associate contracts with other companies that use similar privacy
protection procedures. The final rules do not provide for complete federal preemption of state laws, but, rather,
preempt all contrary state laws unless the state law is more stringent. The Company believes that it was in
material compliance with the privacy requirements imposed by HIPAA and the rules thereunder as of
April 14, 2003, the date the rules became effective.

Sanctions for failing to comply with standards issued pursuant to HIPAA include criminal penalties of up
to $250,000 per violation and civil sanctions of up to $25,000 per violation. Due to the complex and
controversial nature of the privacy regulations, they may be subject to court challenge, as well as further
legislative and regulatory actions that could alter their effect.
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In August 2000, HHS published for comment proposed rules related to the security of electronic health
data, including individual health information and medical records, for health plans, health care providers, and
health care clearinghouses that maintain or transmit health information electronically. The proposed rules
would require these businesses to establish and maintain responsible and appropriate safeguards to ensure the
integrity and confidentiality of this information. The standards embraced by these rules include the
implementation of technical and organization policies, practices and procedures for security and confidential-
ity of health information and protecting its integrity, education and training programs, authentication of
individuals who access this information, system controls, physical security and disaster recovery systems,
protection of external communications and use of electronic signatures. The final HIPAA security rules were
issued by the HHS in February 2003, and the compliance date for HIPAA covered entities is April 21, 2005.

UICI is currently reviewing the potential impact of the HIPAA privacy and security regulations on its
operations, including its information technology and security systems. The Company cannot at this time
predict with specificity what impact the recently adopted final HIPAA rules governing the privacy and
security of individually-identifiable health information may have on the business or results of operations of the
Company. However, these new rules will likely increase the Company’s burden of regulatory compliance with
respect to its life and health insurance products and other information-based products, and may reduce the
amount of information the Company may disclose and use if the Company’s customers do not consent to such
disclosure and use. There can be no assurance that the restrictions and duties imposed by the recently adopted
final rules on the privacy and security of individually-identifiable health information will not have a material
adverse effect on UICTI’s business and future results of operations.

Other Matters

The state of domicile of each of the Company’s domestic insurance subsidiaries imposes minimum risk-
based capital requirements that were developed by the NAIC. The formulas for determining the amount of
risk-based capital specify various weighting factors that are applied to financial balances and premium levels
based on the perceived degree of risk. Regulatory compliance is determined by a ratio of a company’s
regulatory total adjusted capital, as defined, to its authorized control level risk-based capital, as defined.
Companies’ specific trigger points or ratios are classified within certain levels, each of which requires specified
corrective action. At December 31, 2003, the risk-based capital ratio of each of the Company’s domestic
insurance subsidiaries significantly exceeded the ratios for which regulatory corrective action would be
required.

Dividends paid by domestic insurance companies out of earned surplus in any year are limited by the law
of the state of domicile. See Item 5 — Market for Registrant’s Common Stock and Related Stockholder
Matters and Note J of Notes to the Consolidated Financial Statements.

Inflation

Inflation historically has had a significant impact on the health insurance business. In recent years,
inflation in the costs of medical care covered by such insurance has exceeded the general rate of inflation.
Under basic hospital medical insurance coverage, established ceilings for covered expenses limit the impact of
inflation on the amount of claims paid. Under catastrophic hospital expense plans and preferred provider
contracts, covered expenses are generally limited only by a maximum lifetime benefit and a maximum lifetime
benefit per accident or sickness. Thus, inflation may have a significantly greater impact on the amount of
claims paid under catastrophic hospital expense and preferred provider plans as compared to claims under
basic hospital medical coverage. As a result, trends in health care costs must be monitored and rates adjusted
accordingly. Under the health insurance policies issued in the self-employed market, the primary insurer
generally has the right to increase rates upon 30-60 days written notice and subject to regulatory approval in
some cases.

The annuity and universal life-type policies issued directly and assumed by the Company are significantly
impacted by inflation. Interest rates affect the amount of interest that existing policyholders expect to have
credited to their policies. However, the Company believes that the annuity and universal life-type policies are
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generally competitive with those offered by other insurance companies of similar size, and the investment
portfolio is managed to minimize the effects of inflation.

Recently Issued Accounting Pronouncements

On March 14, 2003, the AICPA’s Accounting Standards Executive Committee issued an exposure draft
Statement of Position (SOP), Accounting by Insurance Enterprises for Deferred Acquisition Costs on Internal
Replacements Other Than Those Specifically Described in FASB Statement No. 97. The exposure draft
provides guidance on accounting by insurance enterprises for deferred acquisition costs (DAC) on internal
replacements other than those specifically described in FASB Statement No. 97, including definition of an
internal replacement, determining “not substantially different” internal replacements, accounting for internal
replacements that are substantially different, accounting for internal replacements that are not substantially
different, sales inducements offered in conjunction with an internal replacement, costs and assessments related
to internal replacements, and recoverability.

A final SOP would be effective for internal replacements occurring in fiscal years beginning after
December 15, 2003, with earlier adoption encouraged. Restatement of previously issued annual financial
statements is not permitted. Initial application of this SOP should be as of the beginning of an entity’s fiscal
year (that is, if the SOP is adopted prior to the effective date and during an interim period, all prior interim
periods of the year of adoption should be restated). The impact of implementation of the SOP, Accounting by
Insurance Enterprises for Deferred Acquisition Costs on Internal Replacements Other Than Those Specifically
Described in FASB Statement No. 97 on our financial position or results of operations is not expected to be
material.

On July 7, 2003, the AICPA issued SOP 03-1, Accounting and Reporting by Insurance Enterprises for
Certain Nontraditional Long-Duration Contracts and for Separate Accounts. This SOP provides guidance on
accounting and reporting by insurance enterprises for certain nontraditional long-duration contracts and for
separate accounts. This SOP requires, among other things, the following: separate account presentation,
interest in separate accounts, gains and losses on the transfer of assets from the general account to a separate
account, liability valuation return based on a contractually referenced pool of assets or index, determining the
significance of mortality and morbidity risk and classification of contracts that contain death or other insurance
benefit features, accounting for contracts that contain death or other insurance benefit features, accounting for
reinsurance and other similar contracts, accounting for annuitization benefits, sales inducements to contract
holders and related disclosures.

This SOP is effective for financial statements for fiscal years beginning after December 15, 2003, with
earlier adoption encouraged. This SOP should not be applied retroactively to prior years’ financial statements.
Initial application of this SOP should be as of the beginning of an entity’s fiscal year. The impact of
implementation of the SOP, Accounting and Reporting by Insurance Enterprises for Certain Nontraditional
Long-Duration Contracts and for Separate Accounts on our financial position or results of operations is not
expected to be material.

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.
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Changes in mandated benefits, utilization rates, demographic characteristics, health care practices, provider
consolidation, inflation, new pharmaceuticals/technologies, clusters of high-cost cases, the regulatory environ-
ment 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. In addition, the Company faces
competitive and regulatory pressure to contain premium prices. Fiscal concerns regarding the continued
viability of government-sponsored programs such as Medicare and Medicaid may cause decreasing reimburse-
ment 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 insurance subsidiaries are subject to extensive regulation in their states of domicile and
the other states in which they do business under statutes that typically delegate broad regulatory, supervisory
and administrative powers to state insurance departments and agencies. State insurance departments have also
periodically conducted and continue to conduct financial and market conduct examinations and other inquiries
of UICT’s insurance subsidiaries. State insurance regulatory agencies have authority to levy monetary fines and
penalties resulting from findings made during the course of such examinations and inquiries. Historically, the
Company’s insurance subsidiaries have from time to time been subject to such regulatory fines and penalties.
While none of such fines or penalties individually or in the aggregate have to date had a material adverse effect
on the results of operations or financial condition of the Company, the Company could be adversely affected
by increases in regulatory fines or penalties and/or changes in the scope, nature and/or intensity of regulatory
scrutiny and review.

The Company provides health insurance products to consumers in the self-employed market in 44 states.
A substantial portion of such products is issued to members of various independent membership associations
that act as the master policyholder for such products. The 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 benefits and products, including health insurance underwritten by the
Company. Subject to applicable state law, individuals generally may not obtain insurance under an
association’s master policy unless they are also members of the associations. UGA agents and Cornerstone
agents also act as enrollers of new members for the associations, for which the agents receive compensation.
Specialized Association Services, Inc. (a company controlled by the adult children of Ronald L. Jensen. the
Chairman of the Company) provides administrative and benefit procurement services to the associations. A
subsidiary of the Company generates new membership sales prospect leads for both UGA and Cornerstone for
use by the enrollers (agents) and provides video and print services to the associations and to Specialized
Association Services, Inc. See Note K of Notes to Consolidated Financial Statements. In addition to health
insurance premiums derived from the sale of health insurance, the Company receives fee income from the
associations, including fees associated with the enrollment of new members, fees for association membership
marketing and administrative services and fees for certain association member benefits. The agreements with
these associations requiring the associations to continue as the master policyholder and to make available to
their respective members the Company’s insurance products to their respective members are terminable by
the Company and the associations upon not less than one year’s advance notice to the other party.

In December 2002, the National Association of Insurance Commissioners (NAIC) convened a special
task force to review association group coverage, and the Company is aware that selected states are reviewing
the laws and regulations under which association group policies are issued. The Company and its insurance
company subsidiaries are also parties to several lawsuits challenging the nature of the relationship between the
insurance companies and the membership associations that make available to their members the insurance
companies’ health insurance products. See Note L of Notes to Consolidated Financial Statements. While the
Company believes that its insurance company subsidiaries are providing association group coverage in full
compliance with applicable law, changes in the Company’s relationship with the membership associations
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and/or changes in the laws and regulations governing so-called “association group” insurance (particularly
changes that would subject the issuance of policies to prior premium rate approval and/or require the issuance
of policies on a ‘““guaranteed issue” basis) could have a material adverse impact on the financial condition,
results of operations and/or business of the Company.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk

Market risk is the risk of loss arising from adverse changes in market rates and prices, such as interest
rates, foreign currency exchange rates, and other relevant market rate or price changes. Market risk is directly
influenced by the volatility and liquidity in the markets in which the related underlying assets are traded.

The primary market risk to the Company’s investment portfolio is interest rate risk associated with
investments and the amount of interest that policyholders expect to have credited to their policies. The interest
rate risk taken in the investment portfolio is managed relative to the duration of the liabilities. The Company’s
investment portfolio consists mainly of high quality, liquid securities that provide current investment returns.
The Company believes that the annuity and universal life-type policies are generally competitive with those
offered by other insurance companies of similar size. The Company does not anticipate significant changes in
the primary market risk exposures or in how those exposures are managed in the future reporting periods
based upon what is known or expected to be in effect in future reporting periods.

Sensitivity analysis is defined as the measurement of potential loss in future earnings, fair values or cash
flows of market sensitive instruments resulting from one or more selected hypothetical changes in interest
rates and other market rates or prices over a selected time. In the Company’s sensitivity analysis model, a
hypothetical change in market rates is selected that is expected to reflect reasonably possible near-term
changes in those rates. “Near term” is defined as a period of time going forward up to one year from the date
of the consolidated financial statements.

In this sensitivity analysis model, the Company uses fair values to measure its potential loss. The primary
market risk to the Company’s market sensitive instruments is interest rate risk. The sensitivity analysis model
uses a 100 basis point change in interest rates to measure the hypothetical change in fair value of financial
instruments included in the model. For invested assets, duration modeling is used to calculate changes in fair
values. Duration on invested assets is adjusted to call, put and interest rate reset features.

The sensitivity analysis model produces a loss in fair value of market sensitive instruments of
$64.1 million based on a 100 basis point increase in interest rates as of December 31, 2003. This loss value
only reflects the impact of an interest rate increase on the fair value of the Company’s financial instruments.

The Company has not used derivative financial instruments in managing its market risk.

Item 8. Financial Statements and Supplementary Data

The audited consolidated financial statements of the Company and other information required by this
Item 8 are included in this Form 10-K beginning on page F-1.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Disclosure Controls and Procedures

We have established and maintain “disclosure controls and procedures” (as those terms are defined in
Rules 13a-14(c) and 15d-14(c) under the Securities Exchange Act of 1934 (“Exchange Act”)). William J.
Gedwed, President and Chief Executive Officer of the Company, and Mark D. Hauptman, Vice President and
Chief Financial Officer of the Company, have evaluated our disclosure controls and procedures as of the end
of the fiscal quarter ended December 31, 2003. Based on their evaluations, Messrs. Gedwed and Hauptman
have concluded that our disclosure controls and procedures are effective to ensure that the information
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required to be disclosed by us in reports that we file or submit under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified by SEC rules and forms.

There were no significant changes in our internal controls or in other factors that could significantly affect
these controls after the date Messrs. Gedwed and Hauptman carried out their evaluations.

PART III

Item 10. Directors and Executive Officers of the Registrant

See the Company’s Proxy Statement to be filed in connection with the 2004 Annual Meeting of
Shareholders, of which the section entitled “Election of Directors” is incorporated herein by reference.

For information on executive officers of the Company, reference is made to the item entitled “Executive
Officers of the Company” in Part I of this report.

Item 11. Executive Compensation

See the Company’s Proxy Statement to be filed in connection with the 2004 Annual Meeting of
Stockholders, of which the subsection entitled “Executive Compensation” is incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management

See the Company’s Proxy Statement to be filed in connection with the 2004 Annual Meeting of
Stockholders, of which the subsection entitled “Nominees” and the subsection entitled “Beneficial Ownership
of Common Stock™ are incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions

See the Company’s Proxy Statement to be filed in connection with the 2004 Annual Meeting of
Stockholders, of which the subsection entitled “Certain Relationships and Related Transactions” is incorpo-
rated herein by reference. See Note K of Notes to Consolidated Financial Statements.

Item 14. Principal Accountant Fees and Services

See the Company’s Proxy Statement to be filed in connection with the 2004 Annual Meeting of
Stockholders, of which the subsection captioned “Independent Public Accountants” is incorporated herein by
reference.
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PART IV

Item 15. Exhibits, Financial Statement Schedules, and Reports on Form 8-K
(a) Financial Statements

The following consolidated financial statements of UICI and subsidiaries are included in Item 8:
Page
Independent Auditors’ Report on Financial Statements and Financial Statement Schedules  F-2
Independent Auditors’ Report on Financial Statements and Financial Statement Schedules  F-3
Consolidated Balance Sheets — December 31, 2003 and 2002 ......................... F-4
Consolidated Statements of Operations — Years ended December 31, 2003, 2002 and 2001  F-5
Consolidated Statements of Stockholders’ Equity — Years ended December 31, 2003, 2002

and 2000 . ... F-6
Consolidated Statements of Cash Flows — Years ended December 31, 2003, 2002 and

2000 e F-7
Notes to Consolidated Financial Statements .. ............ ... ... it F-8

Financial Statement Schedules

Schedule I — Condensed Financial Information of Registrant December 31, 2003,

2002 and 2001: UICI (Parent Company) ..............ccuuvunin.n.. F-77
Schedule IIT — Supplementary Insurance Information.................. ... ... .... F-80
Schedule IV — ReEINSUIANCE . . .. .ottt e e e e et e F-82
Schedule V. — Valuation and Qualifying Accounts .............. ..., F-83

All other schedules for which provision is made in the applicable accounting regulations of the Securities
and Exchange Commission are not required under the related instructions or are not applicable and therefore
have been omitted.

Exhibits:

The response to this portion of Item 15 is submitted as a separate section of this report entitled “Exhibit
Index”.

(b) Reports on Form 8-K
1. Current Report on Form 8-K dated and filed October 30, 2003
2. Current Report on Form 8-K dated and filed November 6, 2003
3. Current Report on Form §-K dated and filed November 24, 2003
4. Current Report on Form 8-K dated February 11, 2004 and filed February 12, 2004

5. Current Report on Form 8-K dated February 18, 2004 and filed February 19, 2004

58



SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

UICI

By /s/  WILLIAM J. GEDWED

William J. Gedwed,
President, Chief Executive Officer, and Director

Date: March 15, 2004

Pursuant to the requirements of Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date

/s/  RONALD L. JENSEN* Chairman of the Board and Director March 15, 2004
Ronald L. Jensen

/s/ WiLLiAM J. GEDWED* President, Chief Executive Officer, and  March 15, 2004
William J. Gedwed Director
/s/  MARK D. HAUPTMAN* Vice President, Chief Financial March 15, 2004
Mark D. Hauptman Officer, and Chief Accounting Officer
/s/  GLENN W. REED Executive Vice President, General March 15, 2004
Glenn W. Reed Counsel, and Director
/s/ STUART D. BILTON* Director March 15, 2004

Stuart D. Bilton

/s/  THoMAS P. CooPER, M.D.* Director March 15, 2004
Thomas P. Cooper, M.D.

/s/  MURAL R. JOSEPHSON* Director March 15, 2004
Mural R. Josephson

/s/  R. H. Mick THompPsON* R.H. Director March 15, 2004
Mick Thompson

/s/  RiICHARD T. MOCKLER* Director March 15, 2004
Richard T. Mockler
*By: /s/  GLENN W. REED (Attorney-in-fact) March 15, 2004

Glenn W. Reed (Attorney-in-fact)
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REPORT OF INDEPENDENT AUDITORS

Board of Directors
UICI

We have audited the accompanying consolidated balance sheets of UICI and subsidiaries (the
“Company”) as of December 31, 2003 and 2002, and the related consolidated statements of operations,
stockholders’ equity and cash flows for the years ended December 31, 2003 and 2002. In connection with our
audits of the consolidated financial statements, we also have audited the 2003 and 2002 financial statement
schedules listed in the Index at Item 15(a). These consolidated financial statements and schedules are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these consolidated
financial statements and financial statement schedules based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of UICI and subsidiaries at December 31, 2003 and 2002, and the
consolidated results of their operations and their cash flows for the years ended December 31, 2003 and 2002,
in conformity with accounting principles generally accepted in the United States of America. Also, in our
opinion, the related financial statement schedules, when considered in relation to the basic financial
statements taken as a whole, present fairly in all material respects the information set forth therein.

As discussed in Note A to the Consolidated Financial Statements, the Company changed its method of
accounting for goodwill and other intangible assets in 2002 as a result of the adoption of FASB Statement
No. 142, Goodwill and Other Intangible Assets.

KPMG LLP

Dallas, Texas
February 27, 2004



REPORT OF INDEPENDENT AUDITORS

Board of Directors
UICI

We have audited the accompanying consolidated statements of operations, stockholders’ equity and cash
flows of UICI and subsidiaries (the “Company’) for the year ended December 31, 2001. Our audit also
included the financial statement schedules with respect to the year ended December 31, 2001, listed in the
Index at Item 15(a). These financial statements and schedules are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements and schedules based on
our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated results of operations and cash flows of UICI and subsidiaries for the year ended
December 31, 2001, in conformity with accounting principles generally accepted in the United States. Also, in
our opinion, the related financial statement schedules, when considered in relation to the basic financial
statements taken as a whole, present fairly in all material respects the information set forth therein.

ERNST & YOUNG LLP

Dallas, Texas
February 6, 2002



UICI AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

ASSETS

Investments

Securities available for sale —
Fixed maturities, at fair value (cost:

2003 — $1,370,093; 2002 — $1,051,710) . . oot vttt et e
Equity securities, at fair value (cost:

2003 — $13,754; 2002 — $52,526) « « o oo
Mortgage and collateral loans . ... ... ...
POlicy 10ANS . . . oot
Investment in Healthaxis, IncC. . ... ...
Short-term and other INVEStMENts ... ... . ... ot

Total InVestments. . ... ..ot

Cash and cash equivalents .. ... ... ... i
Student J0anS . ...
Restricted cash ... ..o o
Investment income due and accrued .. ......... ..
Due premiums and other receivables . . ......... .
Refundable inCOmMe taxes. ... ..o oottt
Reinsurance receivables . . . .. ...ttt
Deferred acqUiSition COSES . .. ..ot vttt ettt e e e
Property and equipment, Net. . . ... ...ttt ettt
Goodwill and other intangible assets . ... ... ... ...ttt
Deferred INCOME taX ... ...ttt ettt e e e e e e
Other assets ... ... ..t
Net assets of discontinued Operations ... ... ..........iiiuuiitt it

Policy liabilities:

Future policy and contract benefits . ... ... ... i
Claims . ... oo
Unearned PremilmS. . ... oo u ottt ettt e ettt e e e e e e e e e e e e
Other policy Habilities . . . ... ...t e

Accounts payable and accrued EXPENSES . . . ...ttt e
Other Habilities . . . . ...ttt e

Commitments and Contingencies

Stockholders’ Equity

Preferred stock, par value $0.01 per share — authorized 10,000,000 shares, no shares issued and
outstanding in 2003 and 2002 . . .. ...
Common Stock, par value $0.01 per share — authorized 100,000,000 shares in 2003 and 2002;
48,111,964 issued and 46,327,234 outstanding in 2003; 50,909,952 issued and 46,134,350
outstanding in 2002 . ... ...
Additional paid-in capital ... ... ... ...
Accumulated other comprehensive INCOME . . ... ..ottt e
Retained earnings . . ... ...ttt
Treasury stock, at cost (1,784,730 shares in 2003 and 4,775,602 shares in 2002) .................

See notes to consolidated financial statements.
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December 31,

2003

2002

(Dollars in thousands,
except share amounts)

$1,405,092 $1,088,126
16,612 81,240
5411 7,322
18,436 19,191

— 4,929

119,566 138,854
1,565,117 1,339,662
14,014 16,256
105,341 95,449
42,477 77,777
22,796 20,756
85,219 57,771

— 1,232

57,247 59,155
90,651 89,310
78,076 77,528
45,399 30,735
14,009 4,649
19,904 8,451

— 36,457
$2,140,250 $1,915,188
$ 439,153 $ 423218
575,473 466,295
153,699 121,750
16,659 17,706
47,921 18,098
101,585 125,149
18,630 -
168,951 157,922
30,611 —
1,552,682 1,330,138
481 509
210,320 236,082
24,607 42,337
378,366 364,032
(26,206) (57,910)
587,568 585,050
$2,140,250 $1,915,188




UICI AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
Year Ended December 31,

Revenue
Premiums:

Health (includes amounts received from related parties of $1,308, $2,090 and $6,681 in
2003, 2002 and 2001, respectively) .. ... ...ttt

Life premiums and other considerations .................c..ooiiiiiiniiinnaa.n

Investment income (includes amounts received from related parties of $35, $4 and $20 in
2003, 2002 and 2001, respectively) .. ... ...t

Other income (includes amounts received from related parties of $2,263, $8,416 and
$9,087 in 2003, 2002 and 2001, respectively) .. ... ...

Gains (losses) on sale of INVESTMENTS ... ... vtt it i

Benefits and Expenses
Benefits, claims, and settlement eXpenses . .............uiitiiiiin i

Underwriting, policy acquisition costs, and insurance expenses (includes amounts paid to
related parties of $11,153, $20,551 and $27,205 in 2003, 2002 and 2001, respectively)

Stock appreciation expense (benefit) . ......... ... i

Other expenses, (includes amounts paid to related parties of $1,013, $3,626 and $4,525 in
2003, 2002 and 2001, respectively) . ... ...ttt e

Interest expense (includes amounts paid to related parties of $-0-, $-0- and $98 in 2003,
2002 and 2001, 1eSpeCtiVely) . . .ottt

Losses in Healthaxis, Inc. investment .............. . .. .. . ...

INCOME FROM CONTINUING OPERATIONS BEFORE INCOME TAXES .......
Federal iINCOME taXES . . ..ottt e ettt e et e ettt

INCOME FROM CONTINUING OPERATIONS ....... ... ..
DISCONTINUED OPERATIONS:
Income (loss) from operations, (net of income tax benefit $16,522, $3,275 and $8,751 in
2003, 2002 and 2001, 1eSPeCtiVely) ... ...ttt e
INCOME BEFORE CUMULATIVE EFFECT OF ACCOUNTING CHANGE ........
Cumulative effect of accounting change (net of income tax benefit of $-0-, $1,742 and
$-0- in 2003; 2002 and 2001, respectively) . . ... ...

NET INCOME ... .

Earnings per share:

Basic earnings
Income from continuing operations . .................uuiiiiiiinneiiinnn.
Income (loss) from discontinued operations . ...............oooieinenn.....

Income before cumulative effect of accounting change ........................
Cumulative effect of accounting change ............. .. ... .. i ...

NET INCOME . .. e e
Diluted earnings

Income from continuing Operations .. ...............oueiiiiiniiiiiineean.
Income (loss) from discontinued operations ................coouiiiuinaeeo...

Income before cumulative effect of accounting change ........................
Cumulative effect of accounting change ............. ... ... .. ... . ...,

NET INCOME . .. e

2003

2002

2001

(Dollars in thousands, except per

share amounts)

$1,564,579  $1,181,046  $776,297
29,973 31,549 34,679
1,594,552 1,212,595 810,976
77,661 80,831 79,349
101,281 87,876 72,434
39,711 (5,598) 5,165
1,813,205 1,375,704 967,924
1,039,593 774,492 530,969
563,574 432,468 288,363
(459) 16,312 6,110
73,354 61,886 53,459
3,016 4,148 5,263
2211 9,639 10,597
1,681,289 1,298,945 894,761
131,916 76,759 73,163
44,592 25,705 23,679
87,324 51,054 49,484
(72,990) 953 (6,592)
14,334 52,007 42,892
— (5,144) —
$ 14334 $ 46863 $ 42,892
$ 188 $ 108 $ 1.06
(1.57) 0.02 (0.14)
0.31 1.10 0.92
— (0.11) —
$ 031 $ 09 $ 092
$ 182 $ 105 $ 103
(1.52) 0.02 (0.13)
0.30 1.07 0.90
— (0.11) —
$ 030 $ 09 $ 090

See notes to consolidated financial statements.
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UICI AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Accumulated
Other
Additional  Comprehensive
Common Paid-in Income Retained  Treasury
Stock Capital (Loss) Earnings Stock Total
(In thousands)
Balance at January 1, 2001 ..................... $483 $183,162 $(10,068) $274277 $ (749) $447,105
Comprehensive income:
Netincome. ........cooiiniiiiiinen. .. 42,892 42,892
Other comprehensive income, net of tax:
Change in unrealized gains (losses) on
SECUTItIeS . . ..o 62,090 62,090
Deferred income tax expense ................ (21,608) (21,608)
Other. ...t (120) (120)
Other comprehensive income .............. 40,362
Comprehensive income . ................co..... 83,254
Common stock issued . ......................... 11 15,336 1,039 16,386
Exercise stock options . . ......... ... o it 28 28
Purchase of treasury stock ...................... (15,003)  (15,003)
Other. .. ... o 2,802 2,802
Balance at December 31, 2001 .................. 494 201,328 30,294 317,169 (14,713) 534,572
Comprehensive income:
Netincome. .. ..ot 46,863 46,863
Other comprehensive income, net of tax:
Change in unrealized gains (losses) on
SECUTItIES . o\ ottt et e 18,523 18,523
Deferred income tax expense ................ (6,374) (6,374)
Other. ... (106) _ (106)
Other comprehensive income .............. 12,043
Comprehensive income . ........................ 58,906
Common stock issued ............ ... . ... 8 20,203 (682) 19,529
Exercise stock options . ................ ... 7 13,166 13,173
Purchase of treasury stock ...................... (42,515)  (42,515)
Other. ... . 1,385 1,385
Balance at December 31,2002 .................. $509 $236,082 $ 42,337 $364,032  $(57,910) $585,050
Comprehensive income:
Netincome..........coiiiiininnn.. 14,334 14,334
Other comprehensive income, net of tax:
Change in unrealized gains (losses) on
SECUTIEICS .« v v vttt et e (27,273) (27,273)
Deferred income tax expense ................ 9,481 9,481
Other. ... 62 62
Other comprehensive income . ............. (17,730)
Comprehensive income (loss) ................... (3,396)
Common stock issued . .............. ... ... 1 8,290 4,294 12,585
Exercise stock options . ............ ... ... 7 10,959 10,966
Retirement of treasury stock .................... (36) (46,970) 47,006 —
Purchase of treasury stock ...................... (19,596)  (19,596)
Other. .. ... 1,959 1,959
Balance at December 31,2003 .................. $481 $210,320 $ 24,607 $378,366  $(26,206) $587,568

See notes to consolidated financial statements.
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UICI AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

2003 2002 2001
(In thousands)
Operating Activities
NEtINCOME « . oottt e e $ 14334 $§ 46,863 § 42892
(Income) loss from discontinued operations .. ..............coouuiiiinneennnnea... 72,990 (953) 6,592
Adjustments to reconcile net income to cash provided by (used in) operating activities:
(Gains) loss on sale of investments . ............ ... i (39,711) 5,598 (5,165)
Operating loss of Healthaxis, Inc........ ... . . 2,211 3,139 10,597
Decrease (increase) in accrued investment income ..., (2,040) 474 (6,062)
Decrease (increase) in reinsurance receivables and other receivables .................. (27,605) 1,119 (4,037)
Refundable iNCOME taXeS . .. ..ottt et e e e 19,862 3,957 5,003
Acquisition costs deferred ... ... .. (65,733) (59,330) (43,198)
Amortization of deferred acquisition COStS. .. ... ..ot 69,343 43,948 37,395
Depreciation and amortization .. ............ ..o 18,404 16,178 13,899
Deferred income tax (benefit) change........... ... ... i 121 783 (3,514)
Increase in policy liabilities . . ... ... .o e 158,869 148,739 83,041
Increase in other liabilities and accrued eXpenses. .. ............oeiiinneeennen... 41,466 34,573 8,296
Stock appreciation expense (benefit) ......... .. (459) 16,312 6,110
Other Items, NE . .. ...ttt e (4,065) (915) (1,981)
Cash Provided by Continuing Operations . ... .............uuuieeeruunneeennnnn s 257,987 260,485 149,868
Cash Provided by (Used in) Discontinued Operations ..................coouunn... 33,238 5,552 39,830
Net Cash Provided by Operating ACtivities . .............iiieiiiineeennnnn.. 291,225 266,037 189,698
Investing Activities
Securities available-for-sale
PUICRhaSES . . . (664,905)  (725,270)  (397,085)
Sl . . 249,316 450,458 219,773
Maturities, calls and redemptions . .. ... e 178,847 129,389 81,559
Student loans
Purchases and originations. . ............uuu ittt (19,384) (20,010)  (101,581)
MatUrities . . ..ottt 7,579 5,452 2,715
SalES . o o — — 52,163
Short-term and other investments — Net ... ... .. .ttt 40,632 33,624 252
Purchase of subsidiaries and life and health business net of cash acquired of $0, $2,649 and
$0 in 2003, 2002 and 2001, respectively ... ... (4,951) (23,693) —
Decrease (increase) in restricted cash .. ...... ... o i 13,270 (39,996) (16,342)
Proceeds from subsidiaries sold, net of cash disposed of $0 in 2003; $550 in 2002 and $0 in
200 .« o — 1,208 —
Additions to property and eqUIPMENt . . . ... ...ttt (33,316) (33,523) (13,332)
Minority interest purchased. . ......... .ot e (863) (1,948) —
Decrease (increase) in agents’ receivables .............. . i i 10,556 (7,105) (4,122)
Cash Used in Continuing Operations . ... .........uuuieetiine e et (223,219)  (231,414)  (176,000)
Cash Provided by (Used in) Discontinued Operations .................cc...o.o.. (116,653)  (224,931)  (135,783)
Net cash Used in Investing ACtiVIties .. ...ttt (339,872)  (456,345)  (311,783)
Financing Activities
Repayment of notes payable ... ... ... (3,971) (15,589) (24,317)
Repayment of payable to related party .......... ... — — (18,954)
Proceeds from student loan credit facilities . . ......... .. ... . . i — 50,000 100,000
Deposits from investment products. . ........ ... 14,975 13,407 14,576
Withdrawals from investment products . ......... ... .. it (22,489) (24,538) (30,888)
Exercising of stock options and Warrants . ... ......... ...ttt 10,966 12,616 —
Purchase of treasury stock . ... ... i (19,596) (42,515) (13,963)
O her oo 2,318 6,469 15,600
Cash Provided by (Used in) Continuing Operations ...............c.oooiveiuunn. . (17,797) (150) 42,054
Cash Provided by (Used in) Discontinued Operations ................. ... 25,542 194,597 49,939
Net cash Provided by (Used in) Financing Activities . ................. ... ... 7,745 194,447 91,993
Net Increase (decrease) in Cash . ... ... i e (40,902) 4,139 (30,092)
Cash and cash equivalents at Beginning of Period ............. .. ... ... ... ... .... 54,916 50,777 80,869
Cash and cash equivalents at End of Period . ........ ... ... ... . i 14,014 54,916 50,777
Less cash and cash equivalents at End of Period in discontinued operations ............ — 38,660 37,635
Cash and cash equivalents at End of Period in continuing operations .................... $ 14014 $ 16,256 $ 13,142

See notes to consolidated financial statements.
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UICI AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note A — Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include the accounts of UICI and its subsidiaries (the “Com-
pany”’). All significant intercompany accounts and transactions have been eliminated in consolidation.

UICI is a holding company, and the Company conducts its insurance businesses 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.

Nature of Operations

The Company offers insurance (primarily health and life) to niche consumer and institutional markets.
The Company issues primarily health insurance policies, covering individuals and families, to the self-
employed, association group, voluntary employer group and student markets. Information on the Company’s
operations by segment is included in Note O.

Through its Self-Employed Agency Division (“SEA Division”), the Company offers a broad range of
health insurance products for self-employed individuals and individuals who work for small businesses. The
Company’s basic hospital-medical and catastrophic hospital expense plans are designed to accommodate
individual needs and include both traditional fee-for-service indemnity (choice of doctor) plans and preferred
provider organization plans, as well as other supplemental types of coverage. The Company markets these
higher deductible products to the self-employed and individual markets through independent contractor agents
associated with UGA-Association Field Services and Cornerstone America, the Company’s “dedicated”
agency sales forces that primarily sell the Company’s products.

The Company has classified as its Group Insurance Division the operations of its Student Insurance
Division and the operations of the Company’s Star HRG business unit. 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’s Star
HRG unit specializes in the design, marketing and administration of limited benefit health insurance plans for
entry level, high turnover, and hourly employees. The Company markets and sells these products directly to its
employer clients through a sales force consisting of Company employees.

Through its Life Insurance Division (formerly the Company’s OKC Division which included the
Company’s former College Fund Life Division), the Company also issues universal life, whole life and term
life insurance products to individuals in the self-employed market, the middle income market; the Hispanic
market and the senior market. The Company distributes its life insurance products directly to individuals in
the self-employed market through agents associated with UGA-Association Field Services and Cornerstone
America and through marketing relationships with two independent managing general agents (MGAs).

During 2003, through a newly formed company, ZON Re USA LLC (an 82.5%-owned subsidiary), the
Company began to underwrite, administer and issue accidental death, accidental death and dismemberment
(AD&D), accident medical and accident disability insurance policies, both on a primary and on a reinsurance
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UICI AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

basis. The Company distributes these products through professional reinsurance intermediaries and a network
of independent commercial insurance agents, brokers and third party administrators. To date, the results of
this business have not been material to our consolidated results of operations.

The Company’s business segments for financial reporting purposes include (a) the Insurance segment,
which includes the businesses of the Company’s Self-Employed Agency Division, the Group Insurance
Division, the Life Insurance Division and Other Insurance (consisting of the Company’s accident insur-
ance/reinsurance business, which commenced operations in the third quarter of 2003); (b) Other, which
included the Company’s investment in Healthaxis, Inc. until sold on September 30, 2003, and (c) its Other
Key Factors segment. The Company’s Other Key Factors segment includes (a) investment income not
allocated to the other business segments, (b) realized gains or losses on sale of investments, (c) interest
expense on non-student loan indebtedness, (d) general expenses relating to corporate operations, (e) the
operations of the Company’s AMLI Realty Co. subsidiary, (f) minority interest, (g) variable stock-based
compensation, (h) operations that do not constitute reportable operating segments, consisting primarily of the
remaining portion of the Company’s former third party administration business (until sold by the Company in
September 2002) and (i) amortization of goodwill (with respect to periods ended prior to January 1, 2002).

Effective January 1, 2003, the Company began to allocate to the Company’s operating business segments
certain general expenses relating to corporate operations (consisting primarily of technology related expenses
and expenses associated with the operations of the Company’s insurance company subsidiaries), which
expenses had been formerly reflected in the Other Key Factors segment. The Company believes that this
allocation of certain general expenses relating to corporate operations results in a more accurate portrayal of
the financial results of its core insurance and other operations. All prior periods presented have been adjusted
to reflect this allocation.

Discontinued Operations

The Company has reflected as discontinued operations for financial reporting purposes for all periods
presented the results of its former AMS subsidiary, its former Senior Market division, its Special Risk
Division operations, its former sub-prime credit card business and its former third party administration
business. See Note Q.

Use of Estimates

The preparation of the consolidated financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and assumptions
that affect the amounts reported in the consolidated financial statements and accompanying notes. Actual
results could differ from those estimates.

Basis of Presentation

The consolidated financial statements have been prepared on the basis of accounting principles generally
accepted in the United States of America (“GAAP”). The more significant variances between GAAP and
statutory accounting practices prescribed or permitted by regulatory authorities for insurance companies are:
fixed maturities are carried at fair value for investments classified as available for sale for GAAP rather than
generally at amortized cost; the deferral of new business acquisition costs, rather than expensing them as
incurred; the determination of the liability for future policyholder benefits based on realistic assumptions,
rather than on statutory rates for mortality and interest; the recording of reinsurance receivables as assets for
GAAP rather than as reductions of liabilities; and the exclusion of non-admitted assets for statutory purposes.
See Note J for stockholders’ equity and net income from insurance subsidiaries as determined using statutory
accounting practices.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Investments

Fixed maturities consist of bonds and notes issued by governments, businesses, or other entities, mortgage
and asset backed securities and similar securitized loans. All fixed maturity investments are classified as
available for sale and carried at fair value. Equity securities consist of common and non-redeemable preferred
stocks and are carried at fair value. Mortgage loans are carried at unpaid balances, less allowance for losses.
Policy loans are carried at unpaid balances. Short-term investments are carried at amortized value, which
approximates fair value.

Prior to its disposition in September 2003, the Company accounted for its investment in Healthaxis, Inc.
on the equity method, and, accordingly, the Company’s investment in Healthaxis, Inc. was stated at the
Company’s cost, as adjusted for contributions or distributions and the Company’s share of Healthaxis, Inc.’s
income or loss.

Realized gains and losses on sales of investments are recognized in net income on the specific
identification basis and include write downs on those investments deemed to have an other-than-temporary
decline in fair values. Unrealized investment gains or losses on securities carried at fair value, net of applicable
deferred income tax, are reported in accumulated other comprehensive income (loss) as a separate component
of stockholders’ equity and accordingly have no effect on net income (loss).

Purchases and sales of short-term financial instruments are part of investing activities and not necessarily
a part of the cash management program. Short-term financial instruments are classified as investments in the
Consolidated Balance Sheets and are included as investing activities in the Consolidated Statements of Cash
Flows.

Investments are reviewed quarterly (or more frequently if certain indicators arise) to determine if they
have suffered an impairment of value that is considered other than temporary. In its review, management
considers the following indicators of impairment: fair value is significantly below cost; the decline in fair value
is attributable to specific adverse conditions affecting a particular investment; the decline in fair value is
attributable to specific conditions, such as conditions in an industry or in a geographic area; the decline in fair
value has existed for an extended period of time; downgrades by rating agencies from investment grade to non-
investment grade; the financial condition of the issuer has deteriorated and dividends have been reduced or
eliminated or scheduled interest payments have not been made. Management monitors investments where two
or more of the above indicators exist and investments are identified by the Company in economically
challenged industries. If investments are determined to be impaired, a loss is recognized at the date of
determination.

Cash and Cash Equivalents
The Company classifies as cash and cash equivalents unrestricted cash on deposit in banks and invested
temporarily in various instruments with maturities of three months or less at the time of purchase.

Student Loans

Student loans (consisting of student loans originated under the Company’s former College First
Alternative Loan program) are carried at their unpaid principal balances (less any applicable allowance for
losses) plus capitalized loan origination costs.

Deferred Acquisition Costs

The Company incurs various costs in connection with the origination and initial issuance of its health
insurance policies, including underwriting and policy issuance costs, costs associated with lead generation
activities and distribution costs (i.e., sales commissions paid to agents).
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The Company defers those costs that vary with production. The Company defers commissions paid to
agents and premium taxes with respect to the portion of health premium collected but not yet earned, and the
Company amortizes the deferred expense over the period as and when the premium is earned. Costs
associated with generating sales leads with respect to the health business issued through the Self-Employed
Agency Division are capitalized and amortized over a two-year period, which approximates the average life of
a policy. For financial reporting purposes, underwriting and policy issuance costs (which the Company
estimates are more fixed than variable) with respect to health policies issued through the Company’s Self-
Employed Agency and Group Divisions are expensed as incurred.

Policy acquisition costs associated with traditional life business are capitalized and amortized over the
estimated premium-paying period of the related policies, in proportion to the ratio of the annual premium
revenue to the total premium revenue anticipated. Such anticipated premium revenue, which is modified to
reflect actual lapse experience, is estimated using the same assumptions as are used for computing policy
benefits. For universal life-type and annuity contracts, capitalized costs are amortized in proportion to the ratio
of a contract’s annual gross profits to total anticipated gross profits.

The cost of business acquired through acquisition of subsidiaries or blocks of business is determined
based upon estimates of the future profits inherent in the business acquired. Such costs are capitalized and
amortized over the estimated premium-paying period. Anticipated investment income is considered in
determining whether a premium deficiency exists. The amortization period is adjusted when estimates of
current or future gross profits to be realized from a group of products are revised.

The following is an analysis of cost of policies acquired and deferred acquisition costs of policies issued:

December 31,
2003 2002 2001
(In thousands)

Costs of policies acquired:

Beginning of year ... ...........i $ 3,376  $ 4226 $ 4378
Additions(1) . ... o 4,951 — 900
Amortization(2) . ..ot (764) (850)  (1,052)

Endofyear ... ... . 7,563 3,376 4,226

Deferred costs of policies issued . ............ ... ... .. ..., 83,088 85,934 69,702
Total ... $90,651  $89,310  $73,928

(1) Effective December 31, 2003, the Company terminated the coinsurance arrangement with AEGON (see
Note G — Reinsurance), and the Company settled the purchase price for the novation of the remaining
AEGON policies to the Company. The net effect of the transaction resulted in cost of policies acquired in
the amount of $5.0 million.

(2) The discount rate used in the amortization of the costs of policies acquired ranges from 7% to 20% based
on a variety of assumptions including the type of policies acquired.
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Set forth below is an analysis of deferred costs of policies issued at each of December 31, 2003, 2002 and
2001 and the related deferral and amortization in each of the years then ended:
December 31,
2003 2002 2001
(In thousands)

Deferred costs of policies issued:

Beginning of year ........... ... ... $ 85934 $ 69,702 § 63,747
Addditions . ... 65,733 59,330 42,298
AMOTEZAON « .+« oo e e ettt (68,579)  (43,098)  (36,343)

Endof year ....... ... . . . $ 83,088 $ 85,934 $ 69,702

The amortization for the next five years and thereafter of capitalized costs of policies acquired at
December 31, 2003 is estimated to be as follows:

(In thousands)

2004 L $2,572
2005 L 1,767
2000 .. 1,325
2007 L 992
2008 .. 270
2009 and thereafter........ ... ... . 637

§7.563

Restricted Cash

At December 31, 2003 and 2002, the Company held restricted cash in the amount of $42.5 million and
$77.8 million, respectively. Restricted cash consisted primarily of cash and cash equivalents securing College
Fund Life Insurance Division student loan credit facilities held by a bankruptcy-remote, special purpose entity
in the amount of $40.4 million and $48.2 million as of December 31, 2003 and 2002, respectively, which cash
may be used only for repayment of associated borrowings and/or acquisitions of additional student loans. See
Note H.

The Company and Mr. Jensen (the Company’s Chairman) were formerly defendants in litigation (Sun
Communications, Inc. v. SunTech Processing Systems, LLC, UICI, Ronald L. Jensen, et al) concerning the
distribution of the cash proceeds from the sale and liquidation of SunTech Processing Systems, LLC (“STP”)
assets in February 1998 (the “Sun Litigation”). At December 31, 2002, STP (an 80%-owned former
subsidiary of the Company) held funds in the amount of $21.9 million in an account designated by a court
registry, all of which funds were reflected as restricted cash at such date. Because the Company assigned all of
its rights to any cash proceeds from the sale and liquidation of STP, the Company established and recorded a
corresponding liability in the amount of $21.9 million at December 31, 2002 equal to the total cash and cash
equivalents on deposit in the court registry. On May 13, 2003, the Company, Mr. Jensen and the plaintiffs
reached agreement on a full and final settlement of the Sun Litigation. Following settlement of the Sun
Litigation, and pursuant to the terms of an agreement dated as of June 17, 2003, by and between UICI and
Mr. Jensen, Mr. Jensen exercised his option to purchase UICI’s membership interests in STP, and UICI
assigned and transferred to Mr. Jensen all of the Company’s right, title and interest in and to STP, thereby
relinquishing any right to the restricted cash previously recorded at December 31, 2002. For financial reporting
purposes the Company recognized no gain or loss in connection with this transaction. See Notes K and L.
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Set forth below is a summary of restricted cash held by the Company at:

December 31,
2003 2002
(In thousands)

UICI:
STP Court 1e@ISITY . . o v vttt ettt e e e e $ —  $21,934
Other . . — 5,500
College Fund Life Division:
Student loan credit facilities .. ....... .. ... .. .. .. . . . . 40,423 48,245
O T . oo 2,054 2,098
Total restricted cash ......... ..ot $42,477  $77,777

Allowance for Doubtful Accounts

The Company establishes an allowance for potential losses that could result from defaults or write-downs
on various assets. The allowance is maintained at a level that the Company believes is adequate to absorb
estimated losses.

The Company’s allowance for losses is as follows:
December 31,

72003 2002

(In thousands)
Agents’ receivables. . ... ... $3,143  $3,557
Mortgage loans . . . ...ttt 324 324
Student 10ans ... ... e 1,676 941
Real estate .. ... 2,434 2,434

$7,577  $7,256

Property and Equipment

Property and equipment includes buildings, leasehold improvements, furniture, software and equipment,
all of which are reported at depreciated cost that is computed using straight line and accelerated methods
based upon the estimated useful lives of the assets (generally 3 to 7 years for furniture, software and
equipment and 30 to 39 years for buildings).

December 31,

2003 2002
(In thousands)

Land and improvements ....................... .. $ 30609 $ 1,306
Buildings and leasehold improvements .................. ... ... ... .. 31,955 12,304
Real estate held forsale ......... ... ... .. . . . .. 500 15,826
Construction i ProgresS . .. ...ttt ettt it — 12,189
Furniture, software and equipment ...................cccuiiniinan.... 99,445 80,012

134,969 121,637
Less accumulated depreciation. ............. ... ... ... 56,893 44,109
Property and equipment (net) ............. .. ... $ 78,076 $ 77,528
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In 2003, the Company completed the construction of its facilities in North Richland Hills, Texas. The
construction in progress in the amount of $12.2 million in 2002 was reclassified to buildings and leasehold
improvements category in 2003 in the above table.

In 2002, real estate held for sale consisted of a building and real estate in Sioux Falls, South Dakota. In
September 2003, the Company disposed of the real estate held for sale (except for a small portion of
undeveloped land). The sale generated cash proceeds in the amount of $18.0 million, in connection with which
the Company recognized a $2.7 million gain.

Goodwill and Other Intangibles

The Company adopted Statements 141 and 142 on January 1, 2002. In accordance with Statement 142,
the Company tested for goodwill impairment effective January 1, 2002. As a result of the transitional
impairment testing, completed during the quarter ended June 30, 2002, the Company determined that
goodwill recorded in connection with the acquisition of former subsidiaries, Academic Management Services
Corp. (“AMS”) and Barron Risk Management Services (‘“Barron”) was impaired in the aggregate amount of
$6.9 million ($5.1 million net of tax). The Company has reflected this impairment charge in its financial
statements as a cumulative effect of a change in accounting principle as of January 1, 2002 in accordance with
Statement No. 142. During 2003 and 2002, the Company sold AMS and Barron, respectively. Statement 142
prohibits the amortization of goodwill and intangible assets with indefinite useful lives. Statement 142 requires
that these assets be reviewed for impairment at least annually, or more frequently if certain indicators arise.
The Company has determined that it will review goodwill and intangible assets for impairment as of
November 1 of each year or more frequently if certain indicators arise. An impairment loss would be recorded
in the period such determination was made. The Company’s annual review in 2003 of the goodwill related to
continuing operations indicated no impairment.

See Note E for a description of the pro forma impact to the Company’s net income for the years ended
December 31, 2003, 2002 and 2001 as a result of the non-amortization provisions of Statement 142.

Future Policy and Contract Benefits and Claim Liabilities

Traditional life insurance future policy benefit liabilities are computed on a net level premium method
using assumptions with respect to current investment yield, mortality, withdrawal rates, and other assumptions
determined to be appropriate as of the date the business was issued or purchased by the Company. Future
contract benefits related to universal life-type and annuity contracts are generally based on policy account
values. Claim liabilities represent the estimated liabilities for claims reported plus claims incurred but not yet
reported. The liabilities are subject to the impact of actual payments and future changes in claim factors; as
adjustments become necessary they are reflected in current operations.

The Company uses the developmental method to estimate claim liabilities. This method applies
completion factors to claim payments in order to estimate the ultimate amount of the claim. These completion
factors are derived from historical experience and are dependent on the incurred dates of the claim payments.
See Note F — Policy Liabilities for a discussion of claim liabilities.

Recognition of Premium Revenues and Costs

Premiums on traditional life insurance are recognized as revenue when due. Benefits and expenses are
matched with premiums so as to result in recognition of income over the term of the contract. This matching
is accomplished by means of the provision for future policyholder benefits and expenses and the deferral and
amortization of acquisition costs. Revenues for universal life-type and annuity contracts consist of charges for
the cost of insurance, policy administration and surrender charges assessed during the year. Contract benefits
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that are charged to expense include benefit claims incurred in the period in excess of related contract balances,
and interest credited to contract balances.

Unearned Premiums

Premiums on health insurance contracts are recognized as earned over the period of coverage on a pro
rata basis. The Company records as a liability the portion of premiums unearned.

Other Income

Other income consists primarily of income derived by the SEA Division from ancillary services and
membership marketing and administrative services provided to the membership associations that make
available to their members the Company’s health insurance products and fee income derived by the Company
from its AMLI Realty Co. subsidiary. Income is recognized as services are provided.

Underwriting, Policy Acquisition Costs and Insurance Expenses

Underwriting, policy acquisition costs and insurance expenses consist of direct expenses incurred across
all insurance lines in connection with issuance, maintenance and administration of in-force insurance policies,
including amortization of deferred policy acquisition costs, commissions paid to agents, administrative
expenses and premium taxes.

Other Expenses

Other expenses consist primarily of direct expenses incurred by the Company in connection with
generating other income at the SEA Division.

Reinsurance

Insurance liabilities are reported before the effects of ceded reinsurance. Reinsurance receivables and
prepaid reinsurance premiums are reported as assets. The cost of reinsurance is accounted for over the terms
of the underlying reinsured policies using assumptions consistent with those used to account for the policies.

Adbvertising Expense

The cost of advertising is expensed as incurred. The Company incurred $9.9 million, $11.9 million and
$4.1 million in advertising costs in continuing operations in 2003, 2002 and 2001, respectively.

Federal Income Taxes

Deferred income taxes are recorded to reflect the tax consequences of differences between the tax bases
of assets and liabilities and their financial reporting amounts at each year-end. In the event that the Company
were to determine that it would not be able to realize all or part of its net deferred tax asset in the future, a
valuation allowance would be recorded to reduce its deferred tax assets to the amount that it believes is more
likely than not to be realized. Recording a valuation allowance would result in a charge to income in the period
such determination was made. The Company considers future taxable income and ongoing prudent and
feasible tax planning strategies in assessing the continued need for the recorded valuation allowance. In the
event the Company determines that it would be able to realize its deferred tax assets in the future in excess of
its net recorded amount, an adjustment to the deferred tax asset would increase income in the period such
determination was made.
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Comprehensive Income

Included in comprehensive income is the reclassification adjustments for realized gain (losses) included
in net income of $42.8 million, ($27.8 million net of tax), $(8.3) million ($(5.4) million net of tax) and
$(1.2) million ($(780,000) net of tax), for the years ended December 31, 2003, 2002 and 2001, respectively.

Guaranty Funds and Similar Assessments

The Company is assessed amounts by state guaranty funds to cover losses of policyholders of insolvent or
rehabilitated insurance companies, by state insurance oversight agencies to cover the operating expenses of
such agencies and by other similar legislative entities. These mandatory assessments may be partially
recovered through a reduction in future premium taxes in certain states. At December 31, 2003 and 2002, the
Company had accrued $1.9 million and $2.2 million, respectively, to cover the cost of these assessments. The
Company expects to pay these assessments over a period of up to five years, and the Company expects to
realize the allowable portion of the premium tax offsets and/or policy surcharges over a period of up to
10 years. The Company incurred guaranty fund assessments in the amount of $1.7 million, $1.3 million and
$1.1 million in 2003, 2002 and 2001, respectively.

New Accounting Pronouncements

In April 2003, the FASB issued Statement No. 149, Amendment of Statement 133 on Derivative
Instruments and Hedging Activities. Statement 149 is effective for contracts entered into or modified after
June 30, 2003. This statement amends and clarifies financial accounting and reporting for derivative
instruments embedded in other contracts and for hedging activities under FASB Statement No. 133. Effective
June 30, 2003, the Company adopted this pronouncement. Adoption of this pronouncement did not have a
material effect upon the financial condition or results of operations of the Company.

In May 2003, the FASB issued Statement No. 150, Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity. Statement 150 is effective for financial instruments entered into
or modified after May 31, 2003. This Statement establishes standards for how an issuer classifies and measures
certain financial instruments with characteristics of both liabilities and equity. Effective July 1, 2003, the
Company adopted this pronouncement. Adoption of this pronouncement did not have a material effect upon
the financial condition or results of operations of the Company.

In June 2002, the FASB issued Statement No. 146, Accounting for Costs Associated with Exit or
Disposal Activities. Statement 146 is effective for exit or disposal activities initiated after December 31, 2002.
Effective January 1, 2003, the Company adopted this pronouncement. Adoption of this pronouncement did
not have a material effect upon the financial condition or results of operations of the Company.

In November 2002, the FASB issued Interpretation No. 45, Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others. The interpretation
elaborates on the disclosures to be made by a guarantor in its interim and annual financial statements about its
obligations under certain guarantees that it has issued. It also clarifies that a guarantor is required to recognize,
at the inception of a guarantee, a liability for the fair value of the obligation undertaken in issuing the
guarantee. The initial recognition and initial measurement provisions of this Interpretation are applicable on a
prospective basis to guarantees issued or modified after December 31, 2002, irrespective of the guarantor’s
fiscal year end. The disclosure requirements in this Interpretation are effective for financial statements of
interim or annual periods ending after December 15, 2002. Effective January 1, 2003, the Company adopted
this pronouncement. Adoption of this pronouncement did not have a material effect upon the financial
condition or results of operations of the Company.

In December 2002, the FASB issued Statement No. 148, Accounting for Stock-Based Compensation-
Transition and Disclosure. Statement 148 amends FASB Statement No. 123, Accounting for Stock-Based
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Compensation, to provide alternative methods of transition for a voluntary change to the fair value based
method of accounting for stock-based employee compensation. In addition, Statement 148 amends the
disclosure requirements of Statement 123 to require prominent disclosures in both annual and interim
financial statements about the method of accounting for stock-based employee compensation and the effect of
the method used on reported results. The amendments to Statement 123 are effective for financial statements
for fiscal years ending after December 15, 2002. Earlier application of the transition provisions is permitted for
entities with a fiscal year ending prior to December 15, 2002. The Company has historically accounted for the
stock-based compensation plans under Accounting Principles Board (APB) Opinion No. 25, Accounting for
Stock Issued to Employees. On January 1, 2003, the Company adopted Statement No. 123 for all employee
awards granted or modified on or after January 1, 2003, and began measuring the compensation cost of stock-
based awards under the fair value method. The Company adopted the transition provisions that require
expensing options prospectively in the year of adoption. Existing awards will continue to follow the intrinsic
value method prescribed by APB 25. Assuming award levels and fair values similar to past years, the impact of
adoption is not material on results of operations.

The following table illustrates the effect on net income as if the fair-value-based method had been applied
to all outstanding and unvested option awards in each period.

Year Ended December 31,

2003 2002 2001
(In thousands, except per share
amounts)
Net income, as reported . .. ... $14,334  $46,863  $42,892
Add: stock-based employee compensation expense included in
reported net income, net of tax . ........... .. ... .. ... ... .. 6 167 —
Deduct total stock-based employee compensation expense
determined under fair-value-based method for all awards, net
OF BAX (367) $(3,068) $(3,925)
Pro forma netincome........... .. .. ..., $13,973  $43,962  $38,967
Earnings per share:
Basic as reported . .. ... $ 031 $ 099 § 092
Basic-pro forma. .. ........... $ 030 $ 093 $ 0.84
Diluted as reported . . ... ......ur e $ 030 $ 096 $ 0.90
Diluted-pro forma . ......... ... $ 030 $ 090 §$ 081

Reclassification

Certain amounts in the 2002 and 2001 financial statements have been reclassified to conform to the 2003
financial statement presentation. In particular, the Company has for financial reporting purposes reflected for
all periods presented as discontinued operations the results of operations of its former AMS subsidiary and
Senior Market divisions.

Note B — Acquisitions and Dispositions

Acquisitions

Effective December 31, 2003, the Company terminated a coinsurance arrangement with AEGON and
the Company settled the purchase price for the novation of certain AEGON policies to the Company. The net
effect of the transaction resulted in cost of policies acquired in the amount of $5.0 million.
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Effective February 28, 2002, the Company acquired all of the outstanding capital stock of Star Human
Resources Group, Inc. and STAR Administrative Services, Inc. (collectively referred to by the Company as
its “Star HRG” unit), a Phoenix, Arizona based business specializing in the marketing and administration of
limited benefit plans for entry level, high turnover, hourly employees. Commencing March 1, 2002, health
insurance policies offered under the Star HRG program have been issued by The MEGA Life and Health
Insurance Company, a wholly-owned subsidiary of UICI. UICI acquired Star HRG for an initial cash
purchase price of $25.0 million, plus additional contingent consideration based on the future annualized
performance of Star HRG measured over the three-month period ending May 31, 2003.

In full payment of all contingent consideration payable in connection with UICI’s February 2002
acquisition of Star HRG, on November 10, 2003 UICI delivered to the sellers UICI’s 6% convertible
subordinated notes in the aggregate principal amount of $15.0 million, together with cash interest in the
aggregate amount of approximately $1.5 million. See Note H.

On January 17, 2002, the Company completed the purchase, for a cash purchase price of $8.0 million, of
a 50% interest in an agency specializing in the sale of long-term care and Medicare supplement insurance
products. In connection with the acquisition, the Company recorded non-amortizable goodwill in the amount
of $6.1 million and amortizable intangible assets in the amount of $1.6 million.

For financial reporting purposes, the acquisitions described above were accounted for using the purchase
method of accounting, and, as a result, the assets and liabilities acquired were recorded at fair value on the
dates acquired. The Consolidated Statement of Operations for the year of the acquisition includes the results
of operations of each acquired company from their respective dates of acquisition. The effect of these
acquisitions on the Company’s results of operations was not material. Accordingly, pro forma financial
information has not been presented.

Dispositions

On November 18, 2003, the Company completed the previously announced sale of its AMS unit. AMS,
based in Swansea, MA, markets, originates, funds and services primarily federally guaranteed student loans
and provides student tuition installment payment plans. The sale of AMS generated net cash proceeds to
UICI of approximately $27.8 million. At closing, UICI also received uninsured student loan assets formerly
held by AMS’ special purpose financing subsidiaries with a face amount of approximately $44.3 million
(including accrued interest). In anticipation of the sale of AMS, in the third quarter of 2003 the Company
wrote down the carrying value of these loans to fair value, which was significantly less than the face amount of
the loans. As part of the transaction, the purchaser agreed to assume responsibility for liquidating and
terminating the remaining special purpose financing facilities through which AMS previously securitized
student loans.

At December 31, 2002, the Company beneficially held approximately 45% of the issued and outstanding
shares of Healthaxis, Inc. (HAXS: Nasdaq) (“HAI”). Effective September 30, 2003, the Company sold to
HAI its entire equity interest in HALI for a total sale price of $3.9 million, of which $500,000 was paid in cash
at closing, and the balance was paid by delivery of a promissory note payable to the Company in the amount of
$3.4 million. The Company recognized a nominal loss for financial reporting purposes in connection with the
sale. Prior to the disposition in September 2003 of its equity stake in HAI, the Company accounted for its
investment in HAI utilizing the equity method and recognized its ratable share of HAI income and loss. The
Company’s carrying value of its investment in HAI was $4.9 million at December 31, 2002. See Note K for a
discussion of various transactions between the Company and HAI prior to its disposition in September 2003.

On April 25, 2002, the Company sold its 50% ownership interest in Resolution Reinsurance In-
termediaries, LLC (“Res Re”’), a reinsurance intermediary formerly constituting a part of the Company’s
Special Risk business unit. The purchaser of the 50% interest constituted the remaining 50% equity holder in
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Res Re and the unit’s chief executive officer. The sale was structured as a liquidation by Res Re of UICI’s
50% ownership interest for a total liquidation price of $650,000, payable at closing in cash in the amount of
$150,000 and by delivery of a promissory note issued by Res Re in the amount of $500,000. See Note K of
Notes to Consolidated Financial Statements.

On September 30, 2002, the Company sold to an unaffiliated third party all of the capital stock of a
company engaged in the business of administration of workers’ compensation and non-subscriber plans and
the sole remaining component of the Company’s former Third Party Administration unit. For financial
reporting purposes the Company recognized a nominal gain in connection with the transaction.

Effective May 31, 2001, WinterBrook Holdings, Inc. (a wholly-owned subsidiary of the Company) sold
its 44% minority interest in Cassidy Employee Benefit Services, LLC (“Cassidy”) to Cassidy for $140,000 in
cash. The remaining equity holders of Cassidy constituted members of Cassidy management.

Effective April 1, 2001, an indirect wholly-owned subsidiary of the Company, entered into an agreement
with an unaffiliated third party to form Genesis Financial Solutions, Inc. (“GFS”), a company engaged in the
business of collecting charged off consumer debt. In exchange for 50% of the common stock in GFS and
$3.0 million liquidation value of preferred stock, the subsidiary contributed to GFS the business operations of
its Harker Heights, Texas collection facility at net book value and certain previously written-off credit card
receivables. Effective July 1, 2002, GFS redeemed the preferred stock held by the Company in exchange for
GFS’ promissory note maturing February 28, 2006. Effective July 2003, the Company sold its entire equity
interest in GFS back to GFS.

Note C — Investments

A summary of net investment income is set forth below:
Year Ended December 31,

2003 2002 2001
(In thousands)

Fixed mMaturities ... ... ... et e $60,479  $62,098  $60,356
Equity SECUTIties .. ..ottt e 2,310 2,582 5,416
Mortgage and collateral loans .............................. 503 556 503
Policy loans ........ ... i 1,190 1,234 1,336
Short-term and other investments. .......................... 4,785 6,170 7,284
Agent debit balances ........... ... ... 3,799 3,996 2,150
College Fund Life Division student loans .................... 6,174 5,877 5,989

79,240 82,513 83,034
Less investment eXpenses . . ..ovv et etn e 1,579 1,682 3,685

$77,661  $80,831  $79,349
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Realized gains and (losses) and the change in unrealized investment gains and (losses) on fixed maturity
and equity security investments are summarized as follows:

Cai
Fixed Equity Other (Los:elzlsl)s on
Maturities Securities Investments Investments
(In thousands)
Year Ended December 31:
2003
Realized .............. .. .. .. ... ........ $ 1,033 $ 41,783 $(3,105) $ 39,711
Change in unrealized..................... (1,417) (25,856) — (27,273)
Combined ............................ $ (384) § 15927 $(3,105) $ 12,438
2002
Realized ......... ... ... .. .. ... .. ...... $(8,692) $ 376 $ 2,718 $ (5,598)
Change in unrealized..................... 31,834 (13,311) — 18,523
Combined ............................ $23,142  $(12,935) $ 2,718 $ 12,925
2001
Realized ........... ... ... .. ... .. ...... $ (734) $ (420) $ 6,319 $ 5,165
Change in unrealized..................... 18,054 44,036 — 62,090
Combined ............................ $17,320 $ 43,616 $ 6,319 $ 67,255

Gross unrealized investment gains pertaining to equity securities were $2.9 million, $33.1 million and
$42.6 million at December 31, 2003, 2002 and 2001, respectively. Gross unrealized investment losses
pertaining to equity securities were $-0-, $4.4 million and $599,000 at December 31, 2003, 2002 and 2001,
respectively.

The amortized cost and fair value of investments in fixed maturities are as follows:

December 31, 2003

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value

(In thousands)

U.S. Treasury and U.S. Government agency

obligations . ..................coo. ... $ 56,301 $ 1,651 $ (32) $ 57,920
Mortgage-backed securities issued by
U.S. Government agencies and authorities 243,581 4,246 (460) 247,367
Other mortgage and asset backed securities . . 183,280 3,224 (3,546) 182,958
Other corporate bonds .. .................. 886,931 37,526 (7,610) 916,847
Total fixed maturities................. $1,370,093 $46,647 $(11,648) $1,405,092
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December 31, 2002

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value

(In thousands)
U.S. Treasury and U.S. Government agency

Obligations . . ... $ 80,026 $2533 § (3) $ 82,556
Mortgage-backed securities issued by U.S
Government agencies and authorities .. ... 191,467 6,908 — 198,375
Other mortgage and asset backed securities . . 131,662 4,528 (2,578) 133,612
Other corporate bonds .. .................. 648,555 33,198 (8,170) 673,583
Total fixed maturities. . ............... $1,051,710 $47,167 $(10,751) $1,088,126

Fair values for fixed maturity securities are based on quoted market prices, where available. For fixed
maturity securities not actively traded, fair values are estimated using values obtained from quotation services.

The amortized cost and fair value of fixed maturities at December 31, 2003, by contractual maturity, are
shown below. Fixed maturities subject to early or unscheduled prepayments have been included based upon
their contractual maturity dates. Actual maturities will differ from contractual maturities because borrowers
may have the right to call or prepay obligations with or without call or prepayment penalties.

Amortized Cost Fair Value
(In thousands)

Maturity
One year O 1688 . ..ottt e e $ 23,040 $ 23,466
Over 1 year through Syears ..., 404,033 415,851
Over 5 years through 10 years ............. .. ..., 334,762 349,470
OVEr 10 YIS . .ottt ettt e e e 181,397 185,980
943,232 974,767
Mortgage and asset backed securities ............... ... ........ 426,861 430,325
Total fixed maturities . . . ...ttt $1,370,093 $1,405,092

Proceeds from the sale and call of investments in fixed maturities were $200.3 million, $452.8 million and
$224.6 million for 2003, 2002 and 2001, respectively. Gross gains of $9.3 million, $17.8 million and
$5.0 million, and gross losses of $4.3 million, $11.9 million and $2.8 million were realized on the sale and call
of fixed maturity investments during 2003, 2002 and 2001, respectively.

Proceeds from the sale of equity investments were $81.3 million, $15.7 million and $15.8 million for 2003,
2002 and 2001, respectively. Gross gains of $43.7 million, $1.1 million and $1.3 million and gross losses of
$803,000, $681,000 and $1.2 million were realized on sales of equity investments during 2003, 2002 and 2001,
respectively.
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Following is a summary of the Company’s equity securities:

December 31, 2003 December 31, 2002
Fair Fair
Cost Value Cost Value
(In thousands)
Common stocks — non-affiliate ................... $11,625 $13,932  $16,877 $15,156
Common stocks — affiliate . ...................... — — 20,510 52,157
Preferred stocks — affiliate ....................... — 2,129 2,128

Non-redeemable preferred stocks.................. 2,129 2,680 13,010 11,799
$13,754  $16,612  $52,526  $81,240

Prior to the Company’s sale of a substantial portion of the Company’s stake in AMLI Residential
Properties Trust (“AMLI Residential”) during the three months ended December 31, 2003, the Company
classified its investment in AMLI Residential as an affiliated stock. The Company’s remaining investment in
AMLI Residential is included in the “Common stocks — non-affiliate” and “Non-redeemable preferred
stocks” captions at December 31, 2003. The Company’s investment in AMLI Residential is included in the
“Common stocks — affiliate” and “Preferred stocks — affiliate” captions at December 31, 2002.

The Company recognized a pre-tax gain in the fourth quarter of 2003 in the amount of $40.4 million
associated with the sale of a substantial portion of the Company’s stake in AMLI Residential. The Company
effected such sales to diversify its portfolio and to generate taxable capital gains that could be used to offset
capital losses from other investments. The Company through its various subsidiaries continues to hold
618,815 AMLI Residential shares with an aggregate cost basis of $13.8 million ($22.22 average cost per
share). These remaining AMLI Residential shares are subject to various resale restrictions imposed by federal
and state securities laws. At December 31, 2003 and 2002, the Company’s ownership interest in AMLI
Residential on a fully diluted basis was 2.3% and 10.5%, respectively, and the Company’s carrying value was
$16.6 million and $54.3 million, respectively.

During 2001, AMLI Commercial Properties Trust (“ACPT”), an equity method investee in which the
Company held a 20% equity interest, sold substantially all of its assets for an aggregate sale price of
approximately $226.3 million. In connection with such sale, the Company recognized its proportionate share
of the gain in the amount of $5.3 million.

The fair value, which represents carrying amounts, of equity securities are based on quoted market prices.

The carrying amounts of the Company’s investments in mortgage, collateral and policy loans approximate
fair value, which is estimated using a discounted cash flow analysis, at a rate currently being offered for similar
loans to borrowers with similar credit ratings.

The carrying values for mortgage loans are net of allowance of $324,000 for each of 2003 and 2002.

The Company minimizes its credit risk associated with its fixed maturities portfolio by investing primarily
in investment grade securities. Included in fixed maturities is a concentration of mortgage and asset backed
securities. At December 31, 2003, the Company had a carrying amount of $430.3 million of mortgage and
asset backed securities, of which $247.4 million were government backed, $157.2 million were rated AAA,
$2.3 million were rated AA, $9.3 million were rated A, $8.3 million were rated BBB, and $5.8 million were
rated below investment grade by external rating agencies. At December 31, 2002, the Company had a carrying
amount of $332.0 million of mortgage and asset backed securities, of which $198.4 million were government
backed, $103.6 million were rated AAA, $9.9 million were rated AA, $11.9 million were rated A, $3.8 million
were rated BBB, and $4.4 million were rated below investment grade by external rating agencies.
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During 2003, 2002 and 2001, the Company recorded impairment charges for certain fixed and equity
securities in the amount of $5.1 million ($4.0 million for fixed maturities and $1.1 million for equity
securities), $14.7 million which related all to fixed maturities and $3.5 million ($3.0 million for fixed
maturities and $541,000 for equity securities), respectively. The Company’s 2002 impairment charge included
a $6.1 million impairment charge associated with the Company’s WorldCom, Inc. bond holdings, which was
recorded in the second quarter of 2002 as a result of previously announced accounting irregularities at
WorldCom, Inc.

Following is a summary of the Company’s gross unrealized losses in its fixed maturities as of
December 31, 2003:

Unrealized loss less Unrealized loss
than 12 months 12 Months or longer Total
Unrealized Unrealized Unrealized
Description of Securities Fair Value Losses Fair Value Losses Fair Value Losses

(In thousands)

US Treasury obligations and direct
obligations of US Government
AGENCIES . . oo vt $ 7259 $ 250 $ — $§ — $ 7259 § 250

Mortgage backed securities issued by
U.S. Government agencies and

authorities ............. ... ... ..... 54,414 460 — — 54,414 460
Other mortgage and asset backed
SECUTItI®S ..\ vt 65,581 1,437 12,209 2,109 77,790 3,546
Corporate bonds ..................... 212,191 6,228 11,731 1,164 223,922 7,392
Total securities .................. $339,445  $8,375  $23,940  $3,273  $363,385 $11,648

At December 31, 2003, the Company had $11.6 million of unrealized losses in its fixed maturities
portfolio. Approximately 70% ($2.3 million) of the twelve (12) months or longer unrealized loss ($3.3 mil-
lion) was concentrated in three securities. The $8.4 million in unrealized losses of less than twelve
(12) months includes $8.1 million that is attributable to numerous securities with an unrealized loss of less
than 10%.

Following is a summary of the three securities that comprise 70% of the unrealized loss for twelve
(12) months or longer:

December 31, 2003

Amortized Fair Unrealized
Cost Value Loss

(In thousands)

Other mortgage and asset backed securities (manufactured

housing industry) . ...ttt $3,033 $1,950 $1,083
Other mortgage and asset backed securities (airline industry). . . 1,674 1,321 353
Corporate bonds (industrial revenue bond) .................. 3,668 2,808 860

$8,375 $6,079 $2,296

The largest unrealized loss ($1.1 million) is represented by a security issued by a corporate borrower
secured by manufactured housing. The security carries an A+ rating from Standard & Poor’s and, in terms of
repossession inventories and delinquencies, is currently performing better than both the industry index and
other securities of the issuer.
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The second largest unrealized loss ($860,000) is represented by a special obligation bond issued by the
New York City Industrial Development Corporation. The principal amount and interest on the bond are
payable solely from and secured by a pledge of lease payments by the issuer derived from a lease of office
space located in Brooklyn. The space is currently occupied by a government agency under a lease with a
remaining term of 17 years.

The third largest unrealized loss ($353,000) is represented by a security issued by an airline and secured
by a pledge of a single aircraft manufactured in 1991. The Company believes that the realizable value of the
collateral for this security is sufficient to retire the debt.

The Company continually monitors these investments and believes the unrealized loss in these
investments is temporary.

The Company regularly monitors its investment portfolio to attempt to minimize its concentration of
credit risk in any single issuer. Set forth in the table below is a schedule of all investments representing greater
than 1% of the Company’s aggregate investment portfolio at December 31, 2003 and 2002:

December 31,

2003 2002
% of Total % of Total
Carrying Carrying Carrying Carrying
Amount Value Amount Value

(Dollars in thousands)
Equity investments:
AMLI Residential Properties Trust ........... $16,584 1.1% $ 54,285 4.1%
Universal American Financial Corp. .......... $ — — $ 15,131 1.1%
Short-term investments:
Fidelity Institutional Money Market Fund .. ... $91,392 5.8% $107,165 8.0%

The Fidelity Institutional Money Market Fund is a diversified institutional money market fund that
invests solely in the highest quality United States dollar denominated money market securities of domestic
and foreign issuers.

At December 31, 2002, the Company beneficially held approximately 45% of the issued and outstanding
shares of Healthaxis, Inc. (“HAI”). Effective September 30, 2003, the Company sold to HAI its entire
48.27% equity interest in HAI for a total sale price of $3.9 million, of which $500,000 was paid in cash at
closing, and the balance was paid by delivery of a promissory note payable to the Company in the amount of
$3.4 million. The Company recognized a nominal loss for financial reporting purposes in connection with the
sale. See Note K for a discussion of various transactions between the Company and HAI prior to its
disposition in September 2003.

Under the terms of various reinsurance agreements (see Note G), the Company is required to maintain
assets in escrow with a fair value equal to the statutory reserves assumed under the reinsurance agreements.
Under these agreements, the Company had on deposit, securities with a fair value of approximately
$75.6 million and $82.7 million as of December 31, 2003 and 2002, respectively. In addition, domestic
insurance subsidiaries had securities with a fair value of $18.3 million and $18.2 million on deposit with
insurance departments in various states at December 31, 2003 and 2002, respectively.

Note D — Student Loans

Through its College Fund Life Division, the Company holds alternative (i.e., non-federally guaranteed)
student loans extended to students at selected colleges and universities. These loans were initially generated
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under the Company’s College First Alternative Loan program. The student loans guaranteed by private
insurers are guaranteed 100% as to principal and accrued interest.

At closing of the sale of AMS, UICI received uninsured student loan assets formerly held by AMS’
special purpose financing subsidiaries, which are carried as “other assets” on the Company’s consolidated

balance sheet and not included in this table. See Note Q for the discussion of AMS discontinued operations.

Following is a summary of the student loans held by the Company at the dates indicated:

December 31, 2003 December 31, 2002
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
(In thousands)
Student loans — guaranteed by private insurers ... $ 78,986 $ 78,986  $71,198  $71,198
Student loans — non-guaranteed ............... 28,031 26,910 25,192 24,184
Allowance for losses. .............. ...t (1,676) — (941) —
Total student loans........................... $105,341  $105,896  $95,449  $95,382

Of the aggregate $105.3 million and $95.4 million carrying amount of student loans held by the Company
at December 31, 2003 and 2002, $105.1 million and $95.2 million, respectively, were pledged to secure
payment of secured student loan indebtedness. See Note H.

The Company estimates the fair value of student loans based on values of recent sales of student loans.

The Company’s provision for losses on student loans is summarized as follows:
December 31,

2003 2002 2001
(In thousands)
Balance at beginning of year ............. ... .. ... .. ... ..., $ 941  $1,039 $ 4,704
Change in provision for losses ............. ... ... 735 (98)  (3,6695)
Balance atend of year ......... ... . ... . ... $1,676 $ 941 $ 1,039

The Company recognized interest income from the student loans of $6.2 million, $5.9 million and
$6.0 million in 2003, 2002 and 2001, respectively, which is included in the investment income category on the
Company’s consolidated statements of operations.

Note E — Goodwill and Other Intangible Assets

Effective February 28, 2002, UICI acquired Star HRG for an initial cash purchase price of $25.0 million,
plus additional contingent consideration based on the future annualized premium of Star HRG measured over
the three-month period ended May 31, 2003. In June 2003, the Company recorded on its consolidated balance
sheet the additional consideration plus interest from date of acquisition through May 31, 2003 ($16.1 million)
as goodwill and established a corresponding liability reflecting the obligation to pay the additional considera-
tion. See Note H for discussion of the obligation.
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Set forth in the table below is a summary of the goodwill and other intangible assets by operating segment
at the dates indicated:

December 31, 2003

Other
Intangible Accumulated
Goodwill Assets Amortization Net
(In thousands)
Self-Employed Agency Division . ............... $9405 $§ — $(3,972) $ 5,433
Group Insurance Division ..................... 33,640 8,858 (2,891) 39,607
Life Insurance Division ....................... 552 — (193) 359

$43,597 $8,858 $(7,056)  $45,399

December 31, 2002

Other
Intangible Accumulated
Goodwill Assets Amortization Net
(In thousands)
Self-Employed Agency Division................ $9405 § — $(3,972) $ 5,433
Group Insurance Division ..................... 17,513 8,858 (1,428) 24,943
Life Insurance Division . ...................... 552 — (193) 359

$27.470  $8,858 $(5,593)  $30,735

Following is the impact to the Company’s net income for the year ended December 31, 2003, 2002 and
2001 as a result of the non-amortization provisions of Statement 142:

Year Ended December 31,

2003 2002 2001
(In thousands, except per share
amounts)
Reported net income ......... ... ... .. . ... $14,334  $46,863  $42,892
Add: goodwill amortization, net of tax ....................... — — 5,747(1)
Adjusted net income. ......... ... ... $14,334  $46,863  $48,639
Basic earnings per share
Asreported ... $ 031 $ 099 $ 092
Goodwill amortization, netof tax . .............. ... ....... — — 0.12
Adjusted basic earnings per share......................... $ 031 $ 099 § 1.04
Diluted earnings per share
AS TEPOTTEd . .ot $ 030 $ 09 § 090
Goodwill amortization, net of tax ......................... — — 0.12
Adjusted diluted earnings per share ....................... $§ 030 $ 09 § 1.02

(1) Includes $518,000 (net of tax) and $5.2 million (net of tax) of goodwill amortization recorded in
continuing operations and discontinued operations, respectively.

Other intangible assets consist of customer lists, trademark and non-compete agreements related to the
acquisition of Star HRG completed February 28, 2002. (See Note B).
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The Company recorded amortization expense associated with other intangibles in continuing operations
in the amount of $1.5 million, $1.4 million and $-0- in 2003, 2002 and 2001, respectively.

Set forth in the table below is a summary of the estimated amortization expense for the next five years
and thereafter for other intangible assets:

(In thousands)

2004 L $1,270
20005 1,082
2006 ..t 948
2007 o 722
2008 594
2009 and thereafter. . ... .. 1,351

$5,967

Note F — Policy Liabilities

As more fully described below, policy liabilities consist of future policy and contract benefits, claim
liabilities, unearned premiums and other policy liabilities.

Future Policy and Contract Benefits

Liability for future policy and contract benefits consisted of the following at December 31, 2003 and 2002:
December 31,

2003 2002
(In thousands)
Accident & Health ... .. ... .. . .. . . . $ 86,048 $ 60,758
L e o 217,128 221,299
ANNUILY .« o 135,977 141,161

$439,153  $423,218

With respect to traditional life insurance, future policy benefits are computed on a net level premium
method using assumptions with respect to current investment yield, mortality and withdrawal rates determined
to be appropriate as of the date the business was acquired by the Company. Substantially all liability interest
assumptions range from 4.5% to 6.5%. Such liabilities are graded to equal statutory values or cash values prior
to maturity.

Interest rates credited to future contract benefits related to universal life-type contracts approximated
4.6%, 5.0% and 5.0% during 2003, 2002 and 2001, respectively. Interest rates credited to the liability for future
contract benefits related to direct annuity contracts generally ranged from 3.0% to 5.5% during 2003, 4.0% to
5.5% during 2002 and 4.0% to 5.5% during 2001.

As described in Note G, the Company has assumed certain life and annuity business from subsidiaries of
AEGON USA, INC. (“AEGON?”), utilizing the same actuarial assumptions as the ceding company. The
liability for future policy benefits related to life business has been calculated using an interest rate of 9%
graded to 5% over twenty years for life policies. Mortality and withdrawal rates are based on published industry
tables or experience of the ceding company and include margins for adverse deviation. Interest rates credited
to the liability for future contract benefits related to these annuity contracts generally ranged from 3.0% to
5.5% during 2003, 3.8% to 5.5% during 2002, and 4.3% to 5.5% during 2001.
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The carrying amounts and fair values of the Company’s liabilities for investment-type contracts (included

in future policy and contract benefits and other policy liabilities in the consolidated balance sheets) at
December 31, 2003 and 2002 were as follows:

December 31, 2003 December 31, 2002
Carrying Carrying
Amount Fair Value Amount Fair Value
(In thousands)
Direct annuities . ............ .. ... $ 79,365 $ 76,587 $ 80,861 $ 78,031
Assumed annuitieS . . ......... .. 56,612 56,609 60,300 60,296
Supplemental contracts without life contingencies 1,413 1,413 1,545 1,545

$137,390  $134,609  $142,706  $139,872

Fair values under investment-type contracts consisting of direct annuities and supplemental contracts
without life contingencies are estimated using the assumption-reinsurance pricing method, based on estimat-
ing the amount of profits or losses an assuming company would realize, and then discounting those amounts at
a current market interest rate. Fair values for the Company’s liabilities under assumed annuity investment-
type contracts are estimated using the cash surrender value of the annuity.

Claims Liabilities

The Company establishes liabilities for benefit claims that have been reported but not paid and claims
that have been incurred but not reported under health and life insurance contracts. The Company calculates a
single best estimate of the liability developed using actuarial principles and assumptions that consider a
number of items, including but not limited to historical and current claim payment patterns, product
variations, the timely implementation of appropriate rate increases and seasonality. The Company does not
develop ranges in the setting of the claims liability reported in the financial statements. However, to the extent
not already reflected in the actuarial analyses, management also considers qualitative factors that may affect
the ultimate benefit levels to determine its best estimate of the claims liability. These qualitative considera-
tions include, among others, the impact of medical inflation, utilization of health services, exposure levels,
product mix, pending claim levels and other relevant factors.

Effective January 1, 2003, the Company determined to utilize a new incurred date coding definition to
establish incurred dates under the developmental method in the SEA Division. See discussion below in
caption “Change in Reserving Estimates Self-Employed Agency Division — Claims Liability Changes.”

The SEA Division estimates various additional claim liabilities as appropriate. The additional claim
liabilities estimate liabilities for situations, such as excess pending claims inventory and disputed claims.

The Group Insurance Division assigns incurred dates based on the date of service. This definition
estimates the liability for all medical services received by the insured prior to the end of the applicable
financial period. Appropriate adjustments are made in the completion factors to account for pending claim
inventory changes and contractual continuation of coverage beyond the end of the financial period.

Change in Reserving Estimates — Self-Employed Agency Division

Effective January 1, 2003, the Company’s SEA Division made certain refinements to its claim and future
policy benefit liability calculations, the net effect of which decreased claim and future policy benefit liabilities
and correspondingly increased operating income reported by the SEA Division in the amount of $4.8 million
in the first quarter of 2003. Set forth below is a summary of the adjustments and changes in accounting
estimates made by the Company.
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ROP Liability Changes

The Company has issued certain health policies with a “return-of-premium” (ROP) rider, pursuant to
which the Company undertakes to return to the policyholder on or after age 65 all premiums paid less claims
reimbursed under the policy. The ROP rider also provides that the policyholder may receive a portion of the
benefit prior to age 65. Historically, the Company has established a liability for future ROP benefits, which
liability has been calculated by applying mid-terminal reserve factors (calculated on two-year preliminary
term basis, using 5% interest, 1958 CSO mortality terminations, and level future gross premiums) to the
current premium on a contract-by-contract basis. A claim offset was applied, on a contract-by-contract basis,
solely with respect to an older closed block of policies, utilizing only claims paid to date, with no assumption of
future claims. The ROP liability is reflected in future policy and contract benefits on the Company’s
consolidated balance sheet.

The Company records an ROP liability to fund longer-term obligations associated with the ROP rider.
This liability is impacted both by the techniques utilized to calculate the liability and the many assumptions
underlying the calculation, including interest rates, policy lapse rates, premium rate increases on policies and
assumptions with regard to claims paid. The Company has previously utilized a simplified reserving technique
(described above) that it believed generated an appropriate ROP liability in the aggregate. However, the
Company reviewed its ROP reserving technique in order to determine if refinements to the technique were
appropriate. As a result of such review, and as more particularly described below, effective January 1, 2003,
the ROP reserving technique was refined to utilize new mid-terminal reserve factors (calculated on a net level
basis, using 4.5% interest, 1958 CSO mortality, and 10% annual increases in future gross premiums) and to
apply these factors to the historical premium payments on a contract-by-contract basis.

The net premium assumption was revised from two-year preliminary term to net level in order to produce
a more appropriate accrual for the liability of the ROP benefits in relation to the premiums. The interest rate
assumption was reduced from 5% to 4.5% to reflect current investment yields. Since the ROP rider is primarily
attached to attained-age rated health insurance products that are subject to periodic rate adjustment, the
Company has determined as part of its ongoing review of the ROP reserving technique to increase its ROP
liability to cover reasonably foreseeable changes to the future gross premium. Based on Company experience,
the revised reserve factors incorporate an assumption of 10% average annual increase in future gross premiums
on such products. The reserve technique was also refined to use historical premiums and anticipated future
premium increases in the calculation of future benefits rather than calculating the reserve only from the
current gross premium. Finally, a claim offset for actual benefits paid through the reporting date is now applied
to the ROP liability for all policies on a contract-by-contract basis. In the original simplified reserve technique,
the intent was to balance the offsetting effects of applying the two-year preliminary term factors to the current
gross premiums since the historical premium information was not available. Changes to the technique were
made in 2003 when sufficient historical premium information was available to refine the reserve calculation.
Substantially all of the effect of this change in the liability for future ROP benefits was attributed to the
refinement of adding the assumption of a 10% average annual increase in future gross premiums.

As a result of these changes, the liability for future ROP benefits increased by $12.9 million during the
first quarter of 2003.

Claims Liability Changes

The SEA Division utilizes the developmental method to estimate claims liabilities. Under the develop-
mental method, completion factors are applied to claim payments in order to estimate the ultimate claim
payments. These completion factors are derived from historical experience and are dependent on the “incurred
dates” of the claim payments.
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Prior to January 1, 2003, the Company utilized the original incurred date coding definition to establish
the date a policy claim is incurred under the developmental method. Under the original incurred date coding
definition, prior to the end of the period in which a health policy claim was made, the Company estimated and
recorded a liability for the cost of all medical services related to the accident or sickness relating to the claim,
even though the medical services associated with such accident or sickness might not be rendered to the
insured until a later financial reporting period.

Due to the continual favorable development in the Company’s reserve estimates and the anticipation of a
future increase in this level of favorable development associated with the growth in business, the Company
undertook an analysis of the reserve estimation process. The Company believes that the developmental
method is the standard methodology within the health insurance industry and therefore re-evaluated the key
assumptions utilized under this method. As the Company gained more experience with the older blocks of
business, the original incurred date coding assumption was re-examined. This re-examination resulted in the
decision to utilize a new incurred date definition instead of the original incurred date definition for purposes of
establishing claim liabilities at the SEA Division.

Effective January 1, 2003, the Company determined to utilize a new incurred date coding definition to
establish incurred dates under the developmental method in the SEA Division. Under this new incurred date
coding definition, a break in service of more than six months will result in the establishment of a new incurred
date for subsequent services. In addition, under this new incurred date coding definition, claims for services
provided more than thirty-six months after the original incurred date will result in the establishment of a new
incurred date for subsequent services. This change in the incurred date definition assumption resulted in a
reduction in the estimated claim liabilities at the SEA Division in the amount of $12.3 million during the first
quarter of 2003.

Other Changes in Estimate

Several refinements in the claims liability calculation, all of which were treated as changes in accounting
estimates, resulted in a further reduction of the claims liability in the amount of $5.4 million during the first
quarter of 2003. This reduction in the claims liability was attributable primarily to the effects of a change in
estimate of the reserve for excess pending claims. This change was necessary to maintain consistency with the
historical data underlying the calculation of the new completion factors used in the claim development reserve.
These completion factors are based on more recent experience with claims payments than the previous factors.
This more recent experience has a greater number of pending claims. As a result, the new completion factors
have built in a higher level of reserves for pending claims. The release of a portion of the excess pending claims
reserve reflects the additional pending claims included in the completion factors.
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Activity in the claims liability is summarized as follows:

Year Ended December 31,
2003 2002 2001
(In thousands)

Claims liability at beginning of year, net of related

reinsurance recoverables ........... .. ... .. $ 440,895  $322989  $278,211
Add:
Claims liability on acquired business.................. 12,783 — —
Incurred losses, net of reinsurance, occurring during:
CUITENT YEAT . o .ottt et e e 1,067,951 787,444 536,643
Prior years. . ...t (54,392)  (31,484)  (20,458)

1,013,559 755,960 516,185

Deduct payments for claims, net of reinsurance, occurring

during:
Current year . . ......ou et 616,939 410,365 272,640
Prior years. ..... ..o 287,253 227,689 198,767

904,192 638,054 471,407

Claims liability at end of year, net of related reinsurance
recoverables (2003 — $12,428; 2002 — $25,400;
2000 — $31,022) oo ii $ 563,045 $440,895  $322,989

Set forth below is a summary of the claims liability development experience (favorable) unfavorable by
business unit for each of the years ended December 31, 2003, 2002 and 2001:
Year Ended December 31,

2003 2002 2001
(In thousands)
Self-Employed Agency Division . ........................ $(54,009) $(30,729) $(27,276)
Group Insurance Division .............. ..., (2,334) (3,753) (1,655)
Life Insurance Division ............. ... ..., 1,951 2,998 8,473
Other Insurance ........... ...t — — —
Total favorable ............. ... ... ... ... ... ... ..., $(54,392) $(31,484) $(20,458)

The above table shows incurred losses developed in amounts less than originally anticipated due to better
than expected experience on the health business in the SEA Division in 2003, 2002 and 2001. The
$54.0 million of favorable experience in the SEA Division for 2003 includes the effect of the $17.7 million
decrease in claims liability due to the refinements made to the claims liability calculation ($12.3 million) and
changes in estimate described above ($5.4 million). Excluding the impact of these refinements, the favorable
experience in 2003 in the claims liability was $36.3 million. As a percentage of total claim liabilities
established for the SEA Division at December 31, 2002, 2001 and 2000, the total favorable claims liability
development experience for 2003 (excluding the effects of the refinements discussed above), 2002 and 2001
was 10.0%, 11.6% and 11.5%, respectively. Over time, the developmental method replaces anticipated
experience with actual experience, resulting in an ongoing re-estimation of the claims liability. Since the
greatest degree of estimation is used for more recent periods, the most recent prior year is subject to the
greatest change.
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The products of the Group Insurance Division (consisting of the Company’s Student Insurance business
unit and the Star HRG business unit) consist principally of medical insurance. In general, medical insurance
business has a “short tail,” which means that a favorable development or unfavorable development shown for
prior years relates primarily to actual experience in the most recent prior year. The favorable development
reflected in the Group Insurance Division is from better than expected experience and is not unusual for a
medical line of business. The majority of the favorable development experienced for 2003 related to the Star
HRG business unit. Since the Star HRG business was new to the Company (acquired in 2002), an expected
loss ratio was used to set the claims liability at December 31, 2002.

The adverse experience for the Life Insurance Division is attributable to its workers’ compensation
business. The Life Insurance Division previously wrote workers’ compensation insurance and similar group
accident coverage for employers in a limited geographical market. In May 2001, the Company made the
decision to terminate this operation, and all existing policies were terminated as the policies came up for
renewal over the succeeding twelve months. The closing of new and renewal business starting in July of 2001
had the effect of concentrating the claims experience into existing policies and eliminating any benefits that
might accrue from improved underwriting of new business or liabilities released on newer claims that might
settle more quickly. The effect of closing a block of this type of business is difficult to estimate at the date of
closing, due to the longer claims tail usually experienced with workers compensation, and the effect of the
closure itself on that claims tail.

Set forth below is a detailed summary of benefits, claims and settlement expenses net of reinsurance for
the each of the years ended December 31, 2003, 2002 and 2001:

Year Ended December 31,

2003 2002 2001
(In thousands)
Future liability and contract benefits .................... $ 26,034 $ 18,532 $ 14,784
Claims benefits . . ... .o 1,013,559 755,960 516,185
Total benefits, claims and settlement expenses.......... $1,039,593  $774,492  $530,969

Unearned Premiums

Premiums on health insurance contracts are recognized as earned over the period of coverage on a pro
rata basis. The Company records as a liability the portion of premiums unearned.

Other Policy Liabilities

Other policy liabilities consist of obligations related to supplemental contracts, premium deposit funds
and dividend accumulation.

Note G — Reinsurance

Prior to 1996, a substantial portion of the health insurance policies sold by UGA agents were issued by
AEGON USA, Inc. (“AEGON”) and coinsured by the Company. Under the terms of the coinsurance
agreement, AEGON agreed to cede (i.e., transfer), and the Company agreed to coinsure, 60% of the risk
associated with health insurance policies sold by UGA agents and issued by AEGON.

Commencing in May 2001, and in accordance with an Assumption Reinsurance Agreement with
AEGON, the Company began novating the remaining policies (i.e., canceling the AEGON policies and
rewriting as Company policies) as approvals were received from state regulatory authorities. On the policies
that had been novated, the Company ceded 40% of the health insurance business back to AEGON in
accordance with the terms of the Assumption Reinsurance Agreement. As of December 31, 2003, approxi-
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mately 90% of the remaining in-force policies had been novated by the Company, with the balance of the in-
force policies remaining on AEGON “paper” and subject to the original coinsurance agreement.

Effective December 31, 2003, (a) the Company cancelled the 40% coinsurance agreement with AEGON
on the policies that had been previously novated and (b) the Company assumed from AEGON all of the risk
previously borne by AEGON associated with the in-force policies that had not been novated. As a result of
this transaction, UICI has reflected on its books 100% of the business originally issued by AEGON.

The Company’s insurance subsidiaries, in the ordinary course of business, reinsure certain risks with other
insurance companies. These arrangements provide greater diversification of risk and limit the maximum net
loss potential to the Company arising from large risks. To the extent that reinsurance companies are unable to
meet their obligations under the reinsurance agreements, the Company remains liable.

The reinsurance receivable included in the consolidated financial statements at December 31, 2003 and
2002 is as follows:

December 31,

2003 2002
(In thousands)
Paid losses recoverable .. ... ... ... $ 2752 $ 3,295
Unpaid losses recoverable . ........... i 21,698 53,539
Other — net ..o 32,797 2,321
Total reinsurance receivable .. ........ ... .. .. .. . . . $57,247  $59,155

At December 31, 2003, reinsurance receivable (included in “Other-net” caption in table above) included
a $32.6 million reinsurance receivable due from AEGON related to the termination of the agreement effective
December 31, 2003.

The effects of reinsurance transactions reflected in the consolidated financial statements are as follows:

Year Ended December 31,
2003 2002 2001
(In thousands)

Premiums:
Premiums Written:

Direct . ... $1,633,716  $1,250,590  $778,492
Assumed . ... 30,904 31,289 79,865
Ceded . ..o (39,062)  (42,933)  (47,109)
Net Written . .. .. ..o $1,625,558  $1,238,946  $811,248
Premiums Earned:
Direct . ... $1,605,123  $1,229,939  $781,204
Assumed . ... 31,470 30,319 60,154
Ceded . ..o (42,041)  (47,663)  (30,382)
Net Barned .. ..o $1,594,552  $1,212,595  $810,976
Ceded benefits and settlement expenses................ $ 29,011 $ 28940 $ 22,856

In August 1994, the Company entered into an agreement, pursuant to which the Company acquired a
block of life insurance and annuity policies. 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
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financial investment by the Company. In July 2001, the reinsurer recovered its investment in the amount of
$22.0 million in this block, and the coinsurance agreement was terminated and the company at no cost
recaptured all remaining policies.

Note H — Debt

Set forth below is a summary of the Company’s long-term indebtedness outstanding at December 31,
2003 and 2002 (including outstanding indebtedness that is secured by student loans generated by the College
Fund Life Division):

December 31,
2003 2002
(In thousands)

Long-term debt:

8.75% Senior NOES . . oo vttt et $ 3951 $ 7,901
CFLD student loan credit facility ............ ... ... ... ... ... .... 150,000 150,000
6% Convertible Subordinated notes and other ...................... 15,000 21
168,951 157,922

Less: current portion of long-term debt............................ 3,951 3,972
Total long-term debt ....... ... ... .. i 165,000 153,950
Total short and long term debt........... ... ... ... ... ... ...... $168,951  $157,922

In full payment of all contingent consideration payable in connection with UICI’s February 2002
acquisition of Star HRG, on November 10, 2003 UICI delivered to the sellers UICI’s 6% convertible
subordinated notes in the aggregate principal amount of $15.0 million, together with cash interest in the
aggregate amount of approximately $1.5 million. The subordinated notes mature in February 2012. The
subordinated notes are convertible into UICI Common Stock at a conversion price of $20.06 per common
share.

On June 22, 1994, the Company authorized the issuance of its 8.75% Senior Notes due June 2004 in the
aggregate amount of $27.7 million. In accordance with the agreement governing the terms of the notes (the
“Note Agreement”), commencing on June 1, 1998 and on each June 1 thereafter to and including June 1,
2003, the Company is required to repay approximately $4.0 million aggregate principal together with accrued
interest thereon to the date of such repayment. The principal amount of the notes outstanding was $4.0 million
and $7.9 million at December 31, 2003 and 2002, respectively. The Company incurred $490,000, $835,000 and
$1.2 million of interest expense on the notes in the years ended December 31, 2003, 2002 and 2001,
respectively. The Note Agreement contains restrictive covenants that include certain financial ratios,
limitations on additional indebtedness as a percentage of certain defined equity amounts and the disposal of
certain subsidiaries, including primarily the Company’s regulated insurance subsidiaries.

On January 25, 2002, the Company entered into a three-year bank credit facility with Bank of America,
NA and LaSalle Bank National Association. Under the facility, the Company may borrow from time to time
up to $30.0 million on a revolving, unsecured basis. Loans outstanding under the facility will bear interest at
the option of the Company at prime plus 1% or LIBOR plus 1%. The Company intends to utilize the proceeds
of the facility for general working capital purposes. To date, the Company has not borrowed any funds under
the facility. Effective December 17, 2003, LaSalle Bank assigned its rights and obligations under the bank
credit facility to JP Morgan Chase Bank.

At each of December 31, 2003 and 2002, the Company had an aggregate of $150.0 million of
indebtedness outstanding under a secured student loan credit facility, which indebtedness was issued by a
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bankruptcy-remote special purpose entity (the “SPE”). At December 31, 2003 and 2002, indebtedness
outstanding under the secured student loan credit facility was secured by alternative (i.e, non-federally
guaranteed) student loans and accrued interest in the carrying amount of $111.8 million and $102.7 million,
respectively, and by a pledge of cash, cash equivalents and other qualified investments in the amount of
$40.4 million and $48.2 million, respectively. At December 31, 2003, $32.5 million of such cash, cash
equivalents and other qualified investments was available to fund the purchase from the Company of
additional student loans generated under the Company’s College First Alternative Loan program, which
purchases may be made in accordance with the terms of the agreements governing the securitization until
February 2006. All such indebtedness issued under secured student loan credit facility is reflected as student
loan indebtedness on the Company’s consolidated balance sheet; all such student loans pledged to secure such
facility are reflected as student loan assets on the Company’s consolidated balance sheet; and all such cash,
cash equivalents and qualified investments specifically pledged under the student loan credit facility are
reflected as restricted cash on the Company’s consolidated balance sheet. The notes represent obligations
solely of the SPE and not of the Company or any other subsidiary of the Company. For financial reporting and
accounting purposes the College Fund Life Division structured finance facility has been classified as a
financing. Accordingly, in connection with the financing the Company recorded no gain on sale of the assets
transferred to the SPE.

The indebtedness outstanding under the secured student loan facility is represented by Student
Loan Asset Backed Notes that were issued by the SPE in three tranches ($50.0 million of Series 2001A-1
Notes and $50.0 million of Series 2001 A-2 Notes issued on April 27, 2001, and $50.0 million of Series 2002A
Notes issued on April 10, 2002). The interest rate on each series of notes resets monthly in a Dutch auction
process. At December 31, 2003, the Series 2001 A-1 Notes, the Series 2001 A-2 Notes and the Series 2002A
Notes bore interest at the per annum rate of 1.30%, 1.28% and 1.28%, respectively.

Effective June 29, 2000, UICI executed and delivered an unsecured promissory note payable to a systems
vendor in the amount of $10.0 million that was payable as to principal in equal quarterly installments in the
amount of $500,000, commencing October 1, 2000, with a final maturity scheduled for June 30, 2005. The
note was delivered to discharge an account payable owed by a subsidiary of the Company in the amount of
$10.0 million owing to the systems vendor. The Company made its scheduled quarterly $500,000 principal
payment on April 1, 2002, and on April 29, 2002, the Company paid in full all remaining outstanding principal
in the amount of $6.5 million and accrued interest on the note.

At December 31, 2002, a subsidiary of the Company had various loans in the outstanding principal
amount of $4.1 million with the South Dakota Board of Economic Development bearing interest at a rate of
3.00% per annum. The proceeds were used to purchase equipment and leasehold improvements. The loans
were scheduled to mature in 2003 and 2004. On July 19, 2002, the Company paid in full all remaining
outstanding principal on the loans.

On July 19, 2000, the Company’s offshore-domiciled insurance companies incurred indebtedness with an
institutional lender in the amount of $24.0 million. The indebtedness bore interest at the per annum rate of
11.0%, was scheduled to mature on August 1, 2001, was secured by a pledge of all of the assets of the
Company’s offshore insurance subsidiaries, and was guaranteed by the Company. The proceeds of the
borrowing were advanced to the parent company to fulfill liquidity needs at the parent company. During 2001,
all outstanding principal in the amount of $18.0 million and accrued interest was paid in full.
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Principal payments required for the Company’s non-student loan indebtedness and indebtedness
outstanding under the College Fund Life Division secured student loan funding facility in each of the next five
years and thereafter are as follows:

Corporate Student loan

debt debt
(In thousands)
2004 . . $ 3,951 $ —
2005 — —
2000 . . — 8,850
2007 — 11,550
2008 — 11,550
2009 and thereafter. .. ......... . .. . .. . 15,000 118,050

$18,951 $150,000

The fair value of the Company’s short-term and long-term debt (exclusive of outstanding indebtedness
that is secured by student loans generated by the College Fund Life Division) was $18.8 million and
$8.5 million at December 31, 2003 and 2002, respectively. The fair value of such long-term debt is estimated
using discounted cash flow analysis, based on the Company’s current incremental borrowing rates for similar
types of borrowing arrangements. The carrying amounts of the Company’s short-term debt approximate fair
values.

The carrying amount of the outstanding indebtedness that is secured by student loans generated by the
College Fund Life Division approximates fair value, since interest rates on such indebtedness reset monthly.

Total interest paid was $2.9 million, $5.7 million and $7.2 million in the years ended December 31, 2003,
2002 and 2001, respectively, including $1.9 million, $2.7 million and $2.3 million, respectively, payable with
respect to outstanding indebtedness secured by student loans generated by the College Fund Life Division.

The weighted-average interest rate on short-term borrowings outstanding at December 31, 2001 was
10.1%.
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Note I — Federal Income Taxes

Deferred income taxes for 2003 and 2002 reflect the impact of temporary differences between the
financial statement carrying amounts and tax bases of assets and liabilities. Deferred tax liabilities and assets
consist of the following:

December 31,
2003 2002
(In thousands)

Deferred tax liabilities:

Deferred policy acquisition and loan origination. ...................... $22,875  $26,008
Unrealized gain on SECUTities . ... .......cuuitnin i 13,250 22,731
Undistributed earnings of subsidiaries ............ ... ... . ... ..... 354 354
Intangible assetS . ... ..ottt 126 3,952
Other . . 1,835 7,158
Total gross deferred tax liabilities ................................ 38,440 60,203
Deferred tax assets:
Loss on disposal of discontinued operation ........................... — 1,911
Litigation accruals . ...... ... . 8,750 —
Policy liabilities . .........cooii i e e 36,468 31,125
Real estate write-dOwn . ... ... .. i — 1,820
Operating loss carryforwards. . ........ ... il 826 9,777
Capital 10SSES .ottt 20,703 700
Investment in Healthaxis, Inc. . ......... ... ... ... . .. . . . . .. — 15,044
ACCTUCA EXPEISES . -« v o vttt ettt e e e e e e e e 2,370 2,642
Other . oo 3,088 1,833
Total gross deferred tax assets ............c.couiiiieinieinninnnnn... 72,205 64,852
Less: valuation allowance . ........... ... . i 19,756 —
Deferred tax assets. .. ...t 52,449 64,852
Net deferred tax asset . .. ..ottt e $14,009 $ 4,649

The Company establishes a valuation allowance when management believes, based on the weight of the
available evidence, that it is more likely than not that some portion of the deferred tax asset will not be
realized. Realization of the net deferred tax asset is dependent on generating sufficient future taxable income.
The amount of the deferred tax asset considered realizable, however, could be reduced in the near term if
estimates of future taxable income during the carryforward period are reduced.

During 2002 the Company determined that it was more likely than not that it would be able to realize its
deferred tax assets, which related primarily to operating losses in prior years at the Company’s AMS
subsidiary. Accordingly, in 2002, the Company released and recognized as income the then remaining
valuation allowance of $4.0 million.

During 2003 the Company realized $59.3 million of net capital losses for federal tax purposes. The capital
losses were generated in 2003 primarily from the sale of AMS, the sale of its interest in Healthaxis and the
sale of an agency specializing in the sale of long-term care and Medicare supplement insurance products and
were partially offset by the gain from the sale of a substantial portion of the Company’s equity stake in AMLI
Residential. To the extent not utilized to offset capital gains generated in prior years, the net capital losses
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generated in 2003 will be carried forward to future years, with the ability to utilize the remaining capital losses
generated in 2003 expiring in 2008. During 2003 the Company determined that it was more likely than not
that it would not be able to realize its deferred tax assets related to a portion of the capital loss carryforwards
generated in 2003. Accordingly, the Company established a valuation allowance of $19.8 million associated
with the carryforwards at December 31, 2003.

The provision for income tax expense (benefit) consisted of the following:

December 31,
2003 2002 2001
(In thousands)

From operations:
Continuing operations:

Current taX EXPENSE ... ..vetiti e $ 53,495 §$ 31,134  $26,726
Deferred tax benefit ........... ... .. .. ... .. ... .. ... (8,903) (5,429)  (3,047)
Total from continuing operations ..................... 44,592 25,705 23,679
Discontinued operations:
Current tax benefit ............. ... ... ... .. ... . ..., (18,715)  (10,598)  (8,284)
Deferred tax expense (benefit) ......................... 2,193 7,323 (467)
Total from discontinued operations. ................... (16,522) (3,275)  (8,751)

From cumulative effect of accounting change:
Current taxX EXPenSE . ... .veuvtttit e — — —

Deferred tax benefit ......... ... .. i — (1,742) —
Total from cumulative effect of accounting change .. .. — (1,742) —
Total ... $ 28,070 $ 20,688  $14,928

The Company’s effective income tax rates applicable to continuing operations varied from the maximum
statutory federal income tax rate as follows:

Year Ended December 31,
2003 2002 2001

Statutory federal income tax rate .............c...o it 350% 35.0% 35.0%
State IMNCOME TAXES .« .o vttt ettt ettt e e e e et e ie e ee e — — 1.5
Small life insurance company deduction ............................ 0.1) (04) (0.9)
Operating loSs . . ...ttt — — (L.1)
Release undistributed earnings liability ............................. — — (5.7)
Low income housing credit ............ ... ... i (0.8) (1.4) (1.5
Amortization of goodwill ........ ... ... ... — — 0.2
Tax on policyholder surplus account. ..............oviiiiniinnenn .. 0.5 — —
Nondeductible compensation eXPenses . . .. ....vvvernrnenernenenenn.. 0.2 2.6 1.8
Reduction of tax reserve . ........ ... iiiiiiiii i 0.9) (1.2) —
Other items, net ....... ... ... ... (©.1) (1) 3.1
Effective income tax rate applicable to continuing operations........... 33.8% 33.5% 32.4%
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Under pre-1984 federal income tax laws, a portion of a life insurance company’s “gain from operations”
was not subject to current income taxation but was accumulated for tax purposes in a memorandum account
designated as “policyholders’ surplus account.” These amounts are not taxable unless (a) the life insurance
company fails to qualify as a life insurance company for federal income tax purposes for two consecutive years,
(b) these amounts are distributed to the Company or (¢) these amounts exceed certain statutory limitations.
The aggregate accumulation in this account for the Company’s life insurance subsidiaries was approximately
$1.6 million at December 31, 2003.

At December 31, 2003, MEGA had an aggregate federal tax loss carryforward from certain acquired
subsidiaries of $2.4 million for use to offset future taxable income, under certain circumstances, with
expiration dates ranging between 2004 and 2007. The maximum amounts of federal tax loss carryforwards
available are $657,000 per year from 2004 through 2006, and $388,000 in 2007.

Total federal income taxes paid in prior years and recovered were $8.5 million and $18.6 million during
2002 and 2001, respectively. Total federal income taxes paid were $15.9 million, $20.6 million and
$26.9 million for 2003, 2002 and 2001, respectively.

UICI, MEGA, Mid-West, two other non-life insurance subsidiaries and all of the Company’s non-
insurance subsidiaries file a consolidated federal income tax return. The Company’s other domestic life
insurance subsidiary (Chesapeake) and two offshore life reinsurance subsidiaries file separate federal income
tax returns.

Note J — Stockholders’ Equity

On August 11, 2000, the Company issued to the UICI Employee Stock Ownership and Savings Plan
(“the Employee Plan”) 1,610,000 shares of UICI common stock at a purchase price of $5.25 per share, or
$8.5 million in the aggregate. The purchase price for the shares was paid by delivery to UICI of the Employee
Plan’s $8.5 million promissory note, which was scheduled to mature July 31, 2003 and was secured by a pledge
of the purchased shares. As of December 31, 2002, the Employee Plan had repaid the $8.5 million promissory
note to the Company. See Note M.

At its regular meeting held on February 11, 2004, 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 UICI common stock from time to time in open market or private transactions. Through
February 2004, the Company had purchased an aggregate of 3,527,600 shares (at an aggregate cost of
$47.8 million, or average cost per share of $13.55) pursuant to the program and has remaining authority
pursuant to the program to repurchase an additional 972,400 shares. 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.

In August 1998, Ronald L. Jensen (the Company’s Chairman) and his wife established an incentive
program (the “BOB Program”), pursuant to which they agreed to distribute to “eligible participants” on
August 15, 2002, in cash an aggregate of the dollar equivalent value of 100,000 UICI shares. See Note K —
Related Party Transactions (Funding of BOB Program).

Pursuant to the Company’s Executive Stock Purchase Program, during 1998 and 1999 the Company
extended loans to officers, directors and employees in the amount of $3.3 million and $2.9 million,
respectively, the proceeds of which were used to purchase Company Common Stock. The terms of the loans
were significantly modified during the year ended December 31, 2000. At December 31, 2003 and 2002, the
aggregate outstanding balance of the loans was $270,000 and $1.7 million, respectively. See Note M —
Employee and Agent Stock Plans (UICI Executive Stock Purchase Program).
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The Company sponsors a series of stock accumulation plans (the “Agent Plans”) established for the
benefit of the independent insurance agents and independent sales representatives associated with the
Company. The Agent Plans generally combine an agent-contribution feature and a Company-match feature.
For financial reporting purposes, the Company accounts for the Company-match feature of its Agent Plans by
recognizing compensation expense over the vesting period in an amount equal to the fair market value of
vested shares at the date of their vesting and distribution to the participants. The Company estimates its
current liability for unvested matching credits by reference to the number of unvested credits, the current
market price of the Company’s common stock, and the Company’s estimate of the percentage of the vesting
period that has elapsed up to the current quarter end. Changes in the liability from one quarter to the next are
accounted for as an increase in, or decrease to, compensation expense, as the case may be. Upon vesting, the
Company reduces the accrued liability (equal to the market value of the vested shares at date of vesting) with
a corresponding increase to equity.

Generally, the total stockholders’ equity of domestic insurance subsidiaries (as determined in accordance
with statutory accounting practices) in excess of minimum statutory capital requirements is available for
transfer to the parent company, subject to the tax effects of distribution from the “policyholders™ surplus
account” described in Note I of Notes to Consolidated Financial Statements. The minimum statutory capital
and surplus requirements of the Company’s domestic insurance subsidiaries was $98.2 million and $81.4 mil-
lion at December 31, 2003 and 2002, respectively.

Prior approval by insurance regulatory authorities is required for the payment by a domestic insurance
company of dividends that exceed certain limitations based on statutory surplus and net income. During the
fourth quarter of 2003, Mid-West paid dividends in the amount of $5.0 million to the holding company.
During 2002 and 2001, the domestic insurance companies paid dividends in the amount of $20.0 million and
$40.0 million, respectively. During 2004, the Company’s domestic insurance companies could pay aggregate
dividends to the parent company of approximately $49.2 million without prior approval by statutory
authorities.

Combined net income and stockholders’ equity for the Company’s domestic insurance subsidiaries
determined in accordance with statutory accounting practices and as reported in regulatory filings are as
follows:

Year Ended December 31,

2003 2002 2001
(In thousands)
NEt INCOME ..ottt et et e e et $ 37,028 $ 16,749 $ 33,581
Statutory surplus .. ...t $364,816  $281,940 $277,348

Note K — Related Party Transactions
Introduction

Historically, the Company and its subsidiaries have engaged from time to time in transactions and joint
investments with executive officers and entities controlled by executive officers, particularly Mr. Jensen (the
Company’s Chairman) and entities in which Mr. Jensen and his adult children have an interest (“Jensen
Affiliates™).

Under the Company’s by-laws, any contract or other transaction between the Company and any director
(or company in which a director is interested) is valid for all purposes if the interest of such director is
disclosed or known and such transaction is authorized by a majority of directors not interested in the
transaction. The Board of Directors has adopted a policy requiring the prospective review and approval by a
majority of the “Disinterested Outside Directors” of any contract or transaction with a related party involving
payments of $250,000 or more in any twelve-month period or $1.0 million over the life of the contract. For
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purposes of the policy, a “related-party” is a person or entity that is an “affiliate” of the Company or any entity
in which any officer or director of the Company has a 5% or greater equity interest, and a “Disinterested
Outside Director” is any director of UICI who is an employee of neither the Company nor any affiliate of the
Company and otherwise holds no interest in any person or entity with which the Company proposes to enter
into a transaction in question.

The Company believes that the terms of all such transactions with all related parties, including all Jensen
Affiliates, are and have been on terms no less favorable to the Company than could have been obtained in
arms’ length transactions with unrelated third parties. Mr. Jensen has never voted with respect to any matter
in which he or his children have or have had an interest.

Transactions with Mr. Jensen and Jensen Affiliates
Special Investment Risks, Ltd.

From the Company’s inception through 1996, Special Investment Risks, Ltd. (““SIR”) (formerly United
Group Association, Inc. (“UGA”)) sold health insurance policies that were issued by AEGON USA and
coinsured by the Company or policies issued directly by the Company. SIR is owned by Mr. Jensen. Effective
January 1, 1997, the Company acquired the agency force of SIR.

In accordance with the terms of the asset sale to the Company, SIR retained the right to receive all
commissions on policies written prior to January 1, 1997, including the policies previously issued by AEGON
and coinsured by the Company and the policies previously issued directly by the Company. The commissions
paid to SIR on the coinsured policies issued by AEGON are based on commission rates negotiated and agreed
to by AEGON and SIR at the time the policies were issued prior to 1997, and the commission rates paid on
policies issued directly by the Company are commensurate with the AEGON renewal commission rates. The
Company expenses its proportionate share of commissions payable to SIR on co-insured policies issued by
AEGON. During 2003, 2002 and 2001, SIR received insurance commissions of $559,000, $630,000 and
$2.2 million, respectively, on the policies previously issued by AEGON prior to January 1, 1997 and coinsured
by the Company. During 2003, 2002 and 2001, SIR received commissions of $2.7 million, $3.3 million and
$2.7 million, respectively, on policies issued prior to January 1, 1997 and issued directly by the Company.

In accordance with the terms of an amendment, dated July 22, 1998, to the terms of the sale of the UGA
assets to the Company, SIR was granted the right to retain 10% of net renewal commissions (computed at the
UGA — Association Field Services agency level) on any new business written by the UGA agency force after
January 1, 1997. In an effort to simplify the calculation of the payments to be made to Mr. Jensen and to
clarify with specificity the business subject to this override arrangement, effective October 1, 2003 the
Company and SIR entered into an amendment to the asset sale agreement, the principal effect of which is to
change the basis of the override calculation from a multiple of renewal commissions received by UGA —
Association Field Services to a multiple of commissionable renewal premium received. Based on manage-
ment’s projections of future business, the Company estimates that the absolute amount of future override
commission to be paid to SIR pursuant to the amendment will not vary in any material respect from that
expected to be paid in accordance with the prior arrangement. During the years ended December 31, 2003,
2002 and 2001, the Company paid to SIR the amount of $3.7 million, $1.9 million and $1.2 million,
respectively, pursuant to this arrangement.

During 2002, the Company received $2,000 from SIR as reimbursement of office supply and occupancy
expenses.

In October of 2003, Mr. Jensen (through SIR) paid to the Company $303,000 to fund the obligation for
one of the Company’s agent plans. Mr. Jensen incurred this obligation prior to the Company’s purchase of the
UGA agency in 1997. See Note M.
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Richland State Bank

Richland State Bank (“RSB”) is a state-chartered bank in which Mr. Jensen holds a 100% equity
interest. In accordance with the terms of a loan origination agreement with Academic Management Services
Corp., RSB historically provided to AMS certain loan origination and underwriting services with respect to an
AMS student loan program for students in post-secondary education (primarily graduate health curricula). In
accordance with the origination agreement, RSB originated the student loans and resold such loans to AMS at
par plus an origination fee of 31 basis points (0.31%). In addition, the agreement provided that AMS was
required to prefund all loans originated by RSB by depositing on account at RSB cash sufficient to fund the
loans.

Following announcement of collateral deficiencies at AMS in July 2003, AMS terminated the uninsured
alternative student loan program for which RSB acts as originator. However, loans and loan commitments in
process prior to July 16, 2003 have been and will continue to be funded. In an effort to free up cash to be used
for operations at AMS, on September 25, 2003, AMS and RSB entered into an amendment to the loan
origination agreement, pursuant to which RSB agreed to release to AMS restricted cash on deposit
(approximately $2.0 million) and hold the student loans until December 31, 2003 (in the case of fully funded
loans) and May 20, 2004 (in the case of second disbursements).

All obligations of AMS under the loan origination agreement with RSB, as amended by the agreement
dated September 25, 2003, were guaranteed by UICI. On November 18, 2003, UICI sold all of its equity
interest in AMS to an unaffiliated third party and, in connection with such sale, the purchaser agreed to
indemnify and hold UICI harmless from any future liability associated with UICI’s guaranty.

During 2001, RSB originated $88.2 million aggregate principal amount of student loans for AMS, for
which RSB received $275,000 in origination fees. During 2002, RSB originated $77.6 million aggregate
principal amount of student loans for AMS, for which it received $241,000 in origination fees. During 2003,
RSB originated $26.3 million aggregate principal amount of student loans for AMS, for which it received
$82,000 in origination fees.

Pursuant to the terms of an underwriting and processing agreement between RSB and Specialized Card
Services, Inc. (an indirect wholly owned subsidiary of the Company) (“SCS”), SCS formerly provided to
RSB certain underwriting and loan processing services utilizing 17 SCS employees resident in Sioux Falls,
South Dakota, which enabled RSB to perform its obligations under the AMS origination agreement. The fees
and expenses paid to SCS by RSB pursuant to the processing agreement were passed through to AMS in
accordance with the terms of the origination agreement. The student loan underwriting and loan processing
services constituted the sole remaining operation of SCS in Sioux Falls following the sale of UICI’s credit
card portfolio in September 2000 and final liquidation of United Credit National bank in January 2001.

The Company entered into an agreement, dated as of June 4, 2001, with AMS, SCS and RSB, pursuant
to which, among other things, SCS and the Company agreed to permit RSB to make offers of employment to,
and to hire, 17 SCS employees. In connection with such offers, RSB agreed to assume all liabilities (including
accrued vacation and benefits) accruing on and after June 30, 2001 associated with the employees actually
hired by RSB. The Company agreed to retain all liability for severance and/or termination costs associated
with employees who elected not to accept RSB’s offer of employment. On June 30, 2001, SCS confirmed that
all employees had either elected to accept offers of employment from RSB or had been terminated by SCS,
and SCS closed its remaining operations in Sioux Falls.

RSB also provides student loan origination services for the Company’s former College Fund Life
Insurance Division of MEGA and Mid-West. Pursuant to a Loan Origination and Purchase Agreement, dated
June 12, 1999, RSB originated student loans and resold such loans to UICI Funding Corp. 2 (“Funding”) (a
wholly owned subsidiary of UICI) at par (plus accrued interest) plus an origination fee of 31 basis points
(0.31%). Effective June 12, 2000, RSB and Funding amended the agreement to provide that student loans
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originated by RSB would be resold to Funding at par (plus accrued interest). During 2003, 2002 and 2001,
RSB originated $15.7 million, $17.7 million and $20.7 million aggregate principal amount plus accrued
interest, respectively, of student loans for the College Fund Life Division.

During 2003, 2002 and 2001, RSB collected on behalf of, and paid to, Funding $1.4 million, $1.6 million
and $1.9 million, respectively, in guarantee fees paid by student borrowers in connection with the origination of
student loans.

In June 1999, RSB entered into a service agreement with College Fund Life Division, pursuant to which
College Fund Life Division provides underwriting services to permit RSB to approve prospective student
loans. During 2003, 2002 and 2001, RSB collected on behalf of and collectively paid to College Fund Life
Division fees of $390,000, $442,000 and $512,000, respectively, in origination fees paid by student borrowers in
connection with the origination of student loans.

During 2003, 2002 and 2001, Funding received from RSB interest income in the amount of $3,000,
$4,000 and $20,000, respectively, on money market accounts maintained at RSB by the Company.

Specialized Association Services, Inc.

Pursuant to an agreement entered into in July 1998 and terminated effective December 31, 2002 (the
“July 1998 Agreement”), Specialized Association Services, Inc. (“SAS”) (which is controlled by
Mr. Jensen’s adult children) paid UICI Marketing for certain benefits provided to association members. UICI
Marketing, in turn, purchased such benefits from third parties (including National Motor Club of America,
which is controlled by Mr. Jensen). During 2002 and 2001, SAS paid to UICI Marketing $14.4 million and
$15.0 million, respectively, pursuant to the terms of the July 1998 Agreement. At December 31, 2002, SAS
owed to UICI Marketing the amount of $887,000 pursuant to the July 1998 Agreement (which amount was
subsequently paid). Of the amounts paid by SAS to UICI Marketing under the July 1998 Agreement for
association membership benefits, during 2002 and 2001, UICI Marketing in turn paid to NMC $161,000 and
$1.4 million, respectively, for association membership benefits. Included in the 2002 amount paid to UICI
Marketing was $3.3 million that was in turn remitted to another non-insurance subsidiary of the Company that
provides subscribers with a benefit consisting of educational materials describing the tax deductibility of health
premiums and costs.

Upon termination of the July 1998 Agreement effective December 31, 2002, SAS and Benefit
Administration for the Self-Employed, LLC (“BASE 105”) (an 80% owned subsidiary of the Company)
entered into a new agreement effective January 1, 2003 (the “January 2003 Agreement”), which January
2003 Agreement automatically renews each year unless notice of termination is given to either party on or
before October 1 of such year. The January 2003 Agreement has been renewed for 2004. Pursuant to the
January 2003 Agreement, in 2003 SAS paid UICI Marketing (as the administrator for BASE 105) the
amount of $2.8 million, which UICI Marketing in turn paid to BASE 105.

The Impact Creative Group (“ICG”), a division of UICI Marketing, provides various printing and video
services. During 2003, 2002 and 2001, SAS paid ICG $221,000, $227,000 and $-0-, respectively, for various
printing and video services.

During 2002, SAS began purchasing directly from MEGA certain ancillary benefit products (including
accidental death, hospital confinement and emergency room benefits) for the benefit of the membership
associations that make available to their members the Company’s health insurance products. The aggregate
amount paid by SAS to MEGA for these benefit products was $10.9 million and $6.4 million in 2003 and
2002, respectively.

During 2003, 2002 and 2001, the Company paid to SAS $24,000, $441,000 and $347,000, respectively,
for various services and reimbursement of expenses. The Company received from SAS $269,000, $357,000
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and $178,000 during 2003, 2002 and 2001, respectively, for reimbursement of expenses. During 2003, 2002
and 2001, SAS paid to MEGA $246,000, $347,000 and $342,000, respectively, for leased office facilities.

NetLojix Communications, Inc. (formerly AvTel Communications, Inc.)

At December 31, 2002, Mr. Jensen and his adult children beneficially held in the aggregate approxi-
mately 59%, respectively, of the issued capital stock of NetLojix Communications, Inc (“NetLojix”). In June
2003, NetLojix ceased being a related party as a result of the decrease in ownership by the Jensen family.

Until November 2002, NetLojix provided long distance voice telecommunications services to the
Company and its subsidiaries, pursuant to a series of agreements originally executed in 1998 and most recently
extended for a two-year period in November 2000. The Company’s most recent agreement with NetLojix
expired on October 31, 2002 and was not extended upon expiration. The agreement required UICI to purchase
a minimum of $86,000 in service per month at a rate of $0.0299 per minute for interstate calls and $0.070 per
minute, or $0.075 per minute, depending on the state, for intrastate calls.

The Company paid NetLojix $161,000 in the six months ended June 30, 2003, and $2.5 million and
$2.3 million in the years 2002 and 2001, respectively, for long distance telecommunications and transition
services.

On August 23, 2002, UICI and NetLojix entered into a one-year master services agreement, pursuant to
which NetLojix provided to UICI and its subsidiaries certain technical support services. During the six
months ended June 30, 2003 and year ended December 31, 2002, the Company paid to NetLojix $16,000 and
$40,000, respectively, pursuant to this agreement.

Onward and Upward, Inc. and Other Entities Owned by the Jensen Adult Children

Mr. Jensen’s five adult children hold in the aggregate 100% of the equity interest in Onward &
Upward, Inc. (“OUI”), the holder of approximately 5.8% of the Company’s outstanding Common Stock.

On July 1, 2002, pursuant to the terms of a Put/Call Agreement, effective September 15, 1999, the
Company discharged its obligation to purchase from OUI 369,174 shares of Common Stock at the then —
effective put price of $32.25 per share, or $11.9 million in the aggregate. For financial reporting purposes, the
Company treated the transaction as a repurchase of Company common stock in the amount of $10.1 million
(which represented the fair market value of 369,174 shares of Common Stock of the Company at
September 15, 1999) and a discharge of a liability in the amount of $1.8 million (which represented accrued
interest expense previously recorded over the term of the put/call arrangement), resulting in an overall
decrease in consolidated stockholders’ equity in the amount of $11.9 million.

OUI formerly held a 21% equity interest in U.S. Managers Life Insurance Company, Ltd., (merged into
United Group Reinsurance Company, a Turks and Caicos Islands, effective December 31, 2003) a Turks and
Caicos Islands domiciled insurer (‘“U.S. Managers”). UICI held the remaining 79% majority interest in
U.S. Managers. The shares held by OUI were subject to the terms of a Stock Agreement, dated as of
January 3, 1992, as amended (the “Stock Agreement”), between UICI and OUI, pursuant to which OUI had
a put, and UICI had a corresponding obligation to purchase, the minority interest in U.S. Managers at a
formula price generally equal to the cost of such minority interest plus (or minus) cumulative earnings
(losses) of U.S. Managers.

OUI notified UICI of its intent to exercise its put and sell its 21% minority interest in U.S. Managers at
the formula price calculated as of July 31, 2003, and UICI and OUI entered into a Purchase Agreement
governing the terms of the exercise of the put and sale to UICI of the minority interest. In accordance with the
terms of the Purchase Agreement, on August 26, 2003, UICI purchased the 21% minority interest in
U.S. Managers from OUI for a purchase price of $863,000, representing the formula price at July 31, 2003.

F-44



UICI AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

In 2003, 2002 and 2001, the Company paid $259,000, $257,000 and $174,000, respectively, to Small
Business Ink (a division of Specialized Association Services, in which the adult children of Mr. Jensen own
99%) for printing services.

Impact Productions, Inc.

In 1998, the Company acquired a 90% interest in Impact Productions, Inc. (“Impact”) from one of
Mr. Jensen’s adult children for a total price of $236,000, which approximated the net book value of the assets
as of the purchase date. In May 2001, the Company acquired the remaining 10% interest from Mr. Jensen’s
adult child for a total price of $26,000. Through May 2001, the Company paid to Impact $256,000 for
promotional services and the Company received $74,000 for reimbursement of expenses.

Sun Communications, Inc. Litigation

On May 13, 2003, the Company, Mr. Jensen and the plaintiffs reached agreement on a full and final
settlement of litigation (Sun Communications, Inc. v. SunTech Processing Systems, LLC, UICI, Ronald L.
Jensen, et al) concerning the distribution of the cash proceeds from the sale and liquidation of SunTech
Processing Systems, LLC (“STP”) assets in February 1998 (the “Sun Litigation™).

Effective April 2, 2002, the Company and Mr. Jensen entered into an Assignment and Release
Agreement, which, among other things, transferred UICI’s financial and other rights and obligations in STP to
Mr. Jensen and effectively terminated the Company’s active participation in, and limited the Company’s
financial exposure associated with, the Sun Litigation. In accordance with the terms of the Assignment and
Release Agreement, on April 2, 2002 Mr. Jensen made a total payment to UICI of $15.6 million and granted
to UICI various indemnities against possible losses which UICI might incur resulting from the Sun Litigation.
In addition, as part of the terms of the Assignment and Release Agreement UICI granted to Mr. Jensen an
irrevocable option to purchase and to receive an assignment of UICI’s membership interests, including
without limitation all of UICI’s Class A Interests and Class B Interests (constituting an 80% economic
interest) in STP for an exercise price of $100.

Following settlement of the Sun Litigation, and pursuant to the terms of an agreement dated as of
June 17, 2003, by and between UICI and Mr. Jensen, Mr. Jensen exercised his option to purchase UICI’s
membership interests in STP, and UICI assigned and transferred to Mr. Jensen all of the Company’s right,
title and interest in and to such STP membership interests. For financial reporting purposes the Company
recognized no gain or loss in connection with this transaction.

Release of Ronald L. Jensen

As previously disclosed, on June 1, 1999, the Company was named as a nominal defendant in a
shareholder derivative action captioned Richard Schappel v. UICI, Ronald Jensen, Richard Estell, Vernon
Woelke, J. Michael Jaynes, Gary Friedman, John Allen, Charles T. Prater, Richard Mockler and Robert B.
Vlach, which was filed in the District Court of Dallas County, Texas (the “Shareholder Derivative
Litigation™).

On December 21, 2001, the District Court of Dallas County, Texas, approved the terms of a Settlement
Agreement and Mutual Release between UICI and each of Richard J. Estell, Vernon Woelke, J. Michael
Jaynes, Gary L. Friedman, John E. Allen, Charles T. Prater, Richard T. Mockler, and Robert B. Vlach
(collectively, the “Individual Defendants”), on the one hand, and Richard Schappel and Mr. Schappel’s
counsel, on the other hand. Pursuant to the Settlement Agreement, the parties reached agreement with
respect to the payment of attorneys’ fees and expenses on termination of the Shareholder Derivative Action,
and the Court also entered a Modified Final Judgment in the case, vacating certain findings of fact that
formed a part of an earlier ruling by the Court rendered on October 14, 2001. The Settlement Agreement and
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the Modified Final Judgment had the effect of fully and finally resolving the matters in dispute in the
Shareholder Derivative Litigation between UICI and the Individual Defendants, on the one hand, and
Mr. Schappel, on the other hand. The terms of the settlement did not have a material effect on the results of
operations or financial condition of UICI.

In accordance with the terms of a Release Agreement, dated as of April 2, 2002, the Company agreed to
release Mr. Jensen from any and all claims that the derivative plaintiff in the Shareholder Derivative
Litigation brought or could have brought against Mr. Jensen on behalf of UICI in the Shareholder Derivative
Litigation, and Mr. Jensen agreed to waive and release UICI from any obligation to indemnify Mr. Jensen for
any future costs and/or out-of-pocket expenses associated with any claims that the derivative plaintiff brought
or could have brought against Mr. Jensen in the Shareholder Derivative Litigation.

Transactions with National Motor Club

On July 27, 2000, the Company sold its 97% interest in NMC Holdings, Inc. (“NMC”), the parent
company of its National Motor Club of America (“NMCA”) unit, to an investor group consisting of Jensen
family members (including Mr. Jensen) for a purchase price of $56.8 million, representing 97% of the value of
NMC as determined by independent appraisal. At July 27, 2000, William J. Gedwed (then an Executive Vice
President and director of the Company and currently a director and the President and Chief Executive of the
Company) held a 3% equity interest in NMC. Mr. Gedwed currently holds a 5.3% interest in NMC.

As part of the July 2000 sale transaction, UICI and NMC entered into a Management Agreement, the
terms of which governed the provision by UICI to NMC of management and administrative services,
information technology services, telephone services and other services formerly provided to NMC by UICI.
Pursuant to the Management Agreement, UICI agreed to allow Mr. Gedwed to serve as a consultant to NMC
for the term of the Management Agreement. As of December 31, 2000, the Company was owed by NMC
$50,000 pursuant to the terms of the Management Agreement, which was paid in full in the first quarter of
2001. NMC terminated the Management Agreement effective January 31, 2001.

Chesapeake and NMCA were previously parties to an administrative service agreement, pursuant to
which Chesapeake agreed to issue life, accident and health insurance polices to NMCA for the benefit of
NMCA members in selected states. NMCA, in turn, agreed to provide to Chesapeake certain administrative
and record keeping services in connection with the NMCA members for whose benefit the policies have been
issued. Following the acquisition of Chesapeake by MEGA in July 2000, MEGA and NMCA entered into a
similar administrative service agreement for a two-year term ending in December 31, 2002. During the year
ended December 31, 2002 and 2001, NMCA paid to MEGA and Chesapeake insurance premiums in the
amount of $1.7 million and $2.4 million, respectively, pursuant to such arrangements. Effective January I,
2003, MEGA and NMCA entered into a new administrative services agreement for a term ending on
December 31, 2004, pursuant to which NMCA paid to MEGA the amount of $1.3 million.

In connection with the sale of NMC in July 2000, NMC entered into a sublease agreement with MEGA,
pursuant to which NMC subleased from MEGA approximately 17,000 square feet of office space. During
2001, NMC paid to MEGA $287,000 pursuant to the sublease, which arrangement was terminated by NMC
effective November 2001.

During 2003, 2002 and 2001, NMC paid the Company $236,000, $231,000 and $334,000, respectively,
for printing and various other services.
Funding of BOB Program

In August 1998, Mr. Jensen and his wife established an incentive program (the “BOB Program”),
pursuant to which they agreed to distribute to “eligible participants” on August 15, 2002, in cash an aggregate
of the dollar equivalent value of 100,000 UICI shares. Eligible participants in the BOB Program consisted of
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full-time employees of UICI and its subsidiaries and independent agents associated with UICI’s insurance
subsidiaries who were employed by or contracted with UICI, as the case may be, at the close of business on
August 14, 1998, and who remain employed by or contracted with UICI at the close of business on August 14,
2002. In accordance with the BOB Program, each eligible participant was entitled to receive his or her portion
of the aggregate cash payment determined by reference to a formula based on, among other things, such
eligible participant’s tenure with UICI and level of compensation.

For financial reporting purposes, UICI incurred non-cash variable compensation expense associated with
the BOB Program over the four-year vesting period, which expense included adjustments due to periodic
changes in the value of UICI common stock. The Company established a corresponding liability associated
with the future benefits payable under the BOB Program. At December 31, 2001 and August 15, 2002 (the
date of vesting of benefits under the BOB Program), UICI had recorded a liability for the benefits associated
with the BOB Program in the amount of $1.1 million and $1.8 million, respectively.

In a series of celebrations occurring in August 2002, Mr. and Mrs. Jensen distributed cash in the
aggregate amount of $1.8 million to the eligible participants in the BOB Program. In connection with the
funding of the BOB Program, UICI extinguished the liability in the amount of $1.8 million at August 15, 2002
and credited an equivalent amount ($1.2 million net of tax) to the Company’s additional paid-in capital
account.

Transactions with Former Head of Sub Prime Credit Operations

At December 31, 2000 and 2001, the Company, the former head of the Company’s sub prime credit
operations and another former officer of a former subsidiary held a 79%, 16.8% and 1.68% equity interest,
respectively, in Financial Services Reinsurance Ltd., an offshore re-insurer (“FSR”). At each of Decem-
ber 31, 2001 and 2000, the former head of the sub prime credit operations had total indebtedness owing to the
Company in the amount of $1.0 million, and the former officer of the subsidiary had total indebtedness
outstanding owing to the Company in the amount of $267,000, which indebtedness in each case bore interest
at 5%-6% per annum, with principal and all accrued interest due and payable on January 1, 2002. Effective
January 1, 2002, the Company purchased the 16.8% and 1.68% equity interests in FSR for a purchase price
equal to the outstanding balance plus accrued interest on the indebtedness owing by the former head of the
sub prime credit operations and the former officer of the subsidiary, respectively.

Transaction with AMLI Residential Properties Trust

At December 31, 2003, 2002 and 2001, the Company held a 2.3%, 10.5% and 10.2% fully diluted interest,
respectively, in AMLI Residential Properties Trust, a publicly-traded real estate investment trust (“AMLI
Residential”). Mr. Gregory T. Mutz, who until December 31, 2003, served as a director of the Company, and
until July 1, 2003, served as the president and chief executive officer of the Company, also serves as Chairman
of the Board and, effective February 2, 2004, as chief executive officer, of AMLI Residential. Pursuant to the
terms of a Purchase Agreement, dated as of December 16, 2002, in exchange for aggregate consideration of
$700,000 in cash payable to the Company, (a) an affiliate of AMLI Residential purchased the Company’s
minority economic interests in each of four service affiliates of AMLI Residential and (b) the transfer to
AMLI Residential of the Company’s rights to the service mark “AMLI” and the right to use the name
“AMLI”, which rights a subsidiary of the Company formerly held and licensed to AMLI Residential and
certain AMLI Residential affiliates. In connection with this transaction, the Board of Directors of UICI
received an independent opinion, utilizing the methodology and subject to the limitations and assumptions set
forth in the opinion, that the transaction contemplated by the Purchase Agreement was fair from a financial
point of view.
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Transactions with Healthaxis, Inc.

At December 31, 2002, the Company held 24,224,904 shares of common stock of Healthaxis, Inc.
(HAXS: Nasdaq) (“HAI”), which at such date represented approximately 45% of the issued and outstanding
shares of HAI. HAI is an emerging technology service firm that provides web-based connectivity and
applications solutions for health benefit distribution and administration. These solutions, which consist
primarily of software products and related services, are designed to assist health insurance payers, third party
administrators, intermediaries and employers in providing enhanced services to members, employees and
providers through the application of HAI’s flexible technology to legacy systems, either on a fully integrated or
on an application service provider (ASP) basis.

At December 31, 2002, the Company also held (a) a warrant to purchase 12,291 shares of HAI common
stock at an exercise price of $3.01 per HAI share; (b) a warrant to purchase 200,100 shares of HAI common
stock at an exercise price of $4.40 per HAI share; (¢) a warrant to purchase 10,005 shares of HAI common
stock at an exercise price of $12.00 per share; and (d) 1,424 shares of HAI 2% convertible preferred stock,
which preferred stock has a stated liquidation value of $1,000 per share and is convertible into 542,476 shares
of HAI common stock at a conversion price per HAI share of $2.625. On July 31, 2002, UICI acquired the
shares of HAI 2% convertible preferred stock and cash in the amount of $243,000 in exchange for
$1.67 million principal amount of HAI 2% convertible debentures (which were convertible into an aggregate
of 185,185 shares of HAI common stock). In 2003, the Company received dividends totaling $43,000 from
HAI

Effective September 30, 2003, the Company sold to HAI its entire equity interest in HAI (including all
common and preferred stock and warrants) for a sale price of $3.9 million, of which $500,000 was paid in cash
at closing, and the balance was paid by an unsecured promissory note issued by HAI to the Company in the
principal amount of $3.4 million. The note will be amortized by credits against amounts otherwise payable by
UICI for data and imaging services provided from time to time by Healthaxis Imaging Services (a subsidiary
of HAI), to MEGA, in accordance with an existing service agreement. The note has a three year term and is
payable monthly in the amount of 50% of the service fees due pursuant to the service agreement or
$65,000 per month, whichever is greater. The Company recognized a nominal loss for financial reporting
purposes in connection with the sale.

Through November 7, 2001, 8,581,714 shares of HAI common stock held by the Company were subject
to the terms of a Voting Trust Agreement, pursuant to which trustees unaffiliated with the Company had the
right to vote such shares. Effective November 7, 2001, UICI appointed as its proxies the board of directors of
HALI, who were entitled to vote 33'3% of the number of HAI shares held of record from time to time by UICI
in favor of the nominees for director that a majority of the directors of HAI shall have recommended stand for
election. The authority granted to such proxies terminated at the earlier to occur of (i) November 7, 2011,
(ii) such date as UICI beneficially holds less than 25% of the outstanding shares of common stock of HAI on
a fully diluted basis, (iii) such date as any person or persons acting as a “group” beneficially holds a greater
percentage of the outstanding shares of HAI common stock on a fully diluted basis than the percentage
beneficially owned by UICI, or (iv) the filing by HAI of a voluntary petition in bankruptcy or the filing by a
third party of an involuntary petition in bankruptcy with respect to HAI.

Until their resignations effective November 7, 2001, Mr. Mutz and Patrick J. McLaughlin (who, until
January 27, 2004 served as a director of the Company) served as directors of HAI.

Pursuant to the terms of an information technology services agreement, amended and restated as of
January 3, 2000 (the “Services Agreement”), HAI formerly provided information systems and software
development services (including administration of the Company’s computer data center) to the Company and
its insurance company affiliates at HAI’s cost of such services (including direct costs of HAI personnel
dedicated to providing services to the Company plus a portion of HAI’s overhead costs) plus a 10% mark-up.
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The Services Agreement had an initial five-year term scheduled to end on January 3, 2005, which was subject
to extension by the Company. The Services Agreement was terminable by the Company or HAI at any time
upon not less than 180 days’ notice to the other party. The Services Agreement did not constitute a
requirements contract, did not prevent UICI from obtaining from other third parties (or providing to itself)
any or all of the services currently provided by HAI, and did not limit UICI’s right or ability to decrease the
demand for services from HAI.

Effective June 15, 2002, UICI and HAI terminated the Services Agreement. As part of the termination
arrangement, UICI made a one-time payment to HAI in the amount of $6.5 million and tendered
500,000 shares of HAI common stock to HAI. Because UICI then constituted a significant shareholder of
HALI, the aggregate amount of consideration paid to HAI by UICI for the early termination of the Services
Agreement was reflected for financial reporting purposes as a contribution by UICI to the capital of HAI, the
effect of which was to increase the Company’s carrying value of its investment in HAIL. Effective June 30,
2002, UICI determined that the carrying value in its investment in HAI was impaired in the amount of
$6.5 million and therefore the investment was written down to its estimated realizable value.

Pursuant to the terms of the Services Agreement, UICI paid to HAI $8.1 million and $20.4 million in
2002 and 2001, respectively. In addition, HAI has provided to the Company and its affiliates certain other
information technology services, including claims imaging and software-related services, for which UICI paid
to HAI $1.3 million, $2.7 million and $10.1 million in 2003 (through September 30, 2003), 2002 and 2001,
respectively.

The aggregate amounts paid by UICI to HAI in the nine months ended September 30, 2003 represented
8% of HAT’s total gross revenues of $16.2 million in that period. The aggregate amounts paid by UICI to HAI
in 2002 and 2001, respectively, represented 38% and 70% of HAT’s total gross revenues of $28.1 million and
$43.8 million in such years.

At December 31, 2002 and 2001, UICI had accounts payable owing to HAI in the amount of $108,000,
and $3.0 million, respectively.

HALI formerly leased certain facilities from the Company. In 2002 and 2001, rents of approximately
$153,000 and $437,000, respectively, were offset against HAI invoices for services HAI provided to the
Company. In addition, in 2002 and 2001 HAI paid to the Company for medical administration fees the
amount of $2,000 and $24,000, respectively, for various shared expenses.

Effective January 25, 2001, the Company entered into a license agreement with HAI, pursuant to which
it has licensed from HAI the right to use HAI’s proprietary Insur-Web™ and Insur Enroll™ software for a
perpetual term for a one-time license fee of $1.8 million plus an annual maintenance fee in the amount of
$276,000, payable commencing on the date of the first successful implementation of the system at UICI.
UICI had the right for two years to cease the use of the software and put the software back to HAI for a
refund of a prorated portion of the license fee. Effective November 1, 2002, the Company terminated the
Insur-Web agreement.

Other Transactions with Certain Members of Management

Transactions with Mr. Mutz

AMLI Residential Properties Trust. During 2001, 2002 and 2003, Mr. Mutz also served as Chairman of
the Board of AMLI Residential. As Chairman of the Board of AMLI Residential, Mr. Mutz received certain
compensation and participated in various option and deferred compensation programs, all of which are
described in the AMLI Residential proxy statement. In addition, as of December 31, 2003, 2002 and 2001,
AMLI had outstanding secured and unsecured loans owing from Mr. Mutz in the aggregate amount of
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$270,000, $763,000 and $1.0 million, respectively, the proceeds of which had been used to purchase
108,891 shares of AMLI Residential beneficial interest.

AMLI Commercial Properties Trust. Mr. Mutz also served as chairman of the board of AMLI
Commercial Properties Trust (“ACPT”), a private real estate investment trust in which the Company
formerly held a 20% equity interest. Mr. Mutz was the beneficial holder of less than one percent of the issued
and outstanding shares of beneficial interest of ACPT. At December 31, 2000, ACPT had an outstanding loan
owing from Mr. Mutz (or companies affiliated with Mr. Mutz) in the amount of $508,000, the proceeds of
which were used to purchase stock in ACPT. During the year ended December 31, 2001, ACPT sold
substantially all of its assets for an aggregate sale price of approximately $226.3 million, distributed the
proceeds and was liquidated in October 2001. In connection with such sale, the Company recognized a gain in
the amount of $5.3 million and Mr. Mutz repaid his loan in full.

UICI Executive Stock Purchase Program. In accordance with the Company’s Executive Stock Purchase
Program (the “ESPP”) (see Note M), in December 1998 the Company extended a loan to Mr. Mutz in the
amount of $3.3 million, the proceeds of which were used to purchase 200,000 shares of Common Stock of the
Company at a purchase price of $19.50 per share. The loan bears interest at the rate of 5% per annum, payable
quarterly, had a six-year term, and is full recourse to Mr. Mutz. In June 1999, the Company extended an
additional loan to Mr. Mutz pursuant to the ESPP in the amount of $429,000, the proceeds of which were
used to purchase 20,000 shares of Company Common Stock at a purchase price of $24.45 per share. The loan
bears interest at 5.37%, payable quarterly, had a six-year term, and was full recourse to Mr. Mutz.

As part of modifications to the ESPP adopted by the Company’s Board of Directors on January 2, 2001,
the Company granted to Mr. Mutz 107,104 shares of UICI common stock, discharged $1.5 million principal
amount of the ESPP loan, and paid to Mr. Mutz a one-time cash bonus in the amount of $1.1 million (which
was calculated to reimburse Mr. Mutz for income and other taxes payable upon receipt of the UICI stock and
discharge of the portion of the ESPP loan). The terms of the ESPP loans were modified to extend the
maturity date to January 1, 2007. The amount outstanding under Mr. Mutz’ ESPP loans at each of
December 31, 2002 and 2001 was $1.3 million. The loan was paid off in May 2003 with a portion of the
proceeds of Mr. Mutz’s sale to the Company of shares of UICI common stock. See “Sale of Shares by
Mr. Mutz” below.

Termination of Split Dollar Life Insurance Arrangement. As a long-term incentive for continued
employment, in 1985 AMLI Realty Co. (a wholly owned subsidiary of the Company acquired by the
Company in 1996) entered into a split dollar life insurance arrangement with Mr. Mutz, who then served as
Chairman of AMLI Realty Co. (“ARC”). Under the arrangement, Mr. Mutz and/or trusts affiliated with
Mr. Mutz purchased and held a life insurance policy on his life. ARC agreed to pay a substantial portion of the
annual premium on such policies in exchange for Mr. Mutz’s assigning an interest in the policy death benefit
and cash value equal to the cumulative premiums paid by ARC. ARC was to be paid its interest at Mr. Mutz’s
death, or earlier if (a) Mr. Mutz prematurely terminated his employment, or (b) the policy cash values were
sufficient to withdraw the amount due ARC. The amount of the annual premium paid by Mr. Mutz was
calculated according to a formula based on his age, the net amount of death benefit, and the basic term
insurance rates of the carrier.

In each of the years ended December 31, 2002 and 2001, the total annual premiums on the policies were
$20,000, of which UICI (through ARC) paid premiums pursuant to the arrangement in the amount of
$20,000 and $20,000, respectively. At December 31, 2001 and September 30, 2002, the Company had
reflected on its books a receivable in an amount of $183,000 and $203,000, respectively, which receivable
corresponded to the cumulative premium paid by ARC pursuant to the arrangement.

In accordance with the terms of an agreement, dated December 19, 2002, Mr. Mutz and the Company
terminated the split dollar arrangement. In exchange for a cash payment by Mr. Mutz made to the Company
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in the amount of $11,000 (which amount was calculated actuarially as the present value of ARC’s future right
to collect on the policies), Mr. Mutz discharged ARC from all future obligation to pay premiums and ARC
released its interest in the policies. Following the transaction, Mr. Mutz owns the three policies outright and is
fully responsible for all future required premium payments, and ARC no longer has any interest in or any
obligations with respect to the policies. In connection with the transaction, UICI recognized for financial
accounting purposes a charge against pre-tax earnings in the amount of $191,000.

Purchase of Real Estate Interest. Prior to its acquisition by UICI in 1996, AMLI Realty Co. (“ARC”)
from time to time sponsored limited partnerships to raise capital and to acquire, develop and sell real estate.
The limited partners in these partnerships included ARC officers and affiliates of ARC officers, including
Mr. Mutz and entities affiliated with Mr. Mutz. To eliminate the nuisance and cost to the investors and to
ARC of partnership administration for substantially completed investment programs, ARC has from time to
time purchased its’ investors limited partnership interests.

On October 22, 2002, ARC purchased the interest held by Mr. Mutz and all other 41 limited partners in
AMLI Augusta Properties L.P., which was originally formed on July 8, 1985 to acquire, develop and sell
162 acres of vacant land in Augusta, Georgia. Mr. Mutz received $13,000 in exchange for one-eightieth
(“1/80”) of the economic interests of all the limited partners in the partnership.

Sale of Shares by Mr. Mutz. On May 6, 2003, the Company completed the purchase of 207,104 shares
of UICI common stock from Mr. Mutz. The shares were purchased for a total purchase price of $2.8 million,
or $13.67 per share, which was the closing price of UICI shares on the New York Stock Exchange on May 35,
2003. A portion of the proceeds from the sale was used to repay in full Mr. Mutz’s ESPP loans in the amount
of $1.3 million.

In a separate transaction, on May 8, 2003, Mr. Mutz sold 265,507 shares of UICI common stock to
Mr. Jensen. All of the proceeds of such sale were used by Mr. Mutz to pay in full indebtedness owing to
Mr. Jensen, which indebtedness had initially been incurred to acquire shares of UICI stock in 1998.

Separation Agreement. Pursuant to the terms of an agreement, dated as of February 11, 2004,
Mr. Mutz agreed to resign from the Board of Directors of the Company effective December 31, 2003 and the
Company agreed, among other things, to pay to Mr. Mutz the amount of $510,000, payable in equal monthly
installments of $42,500 over the twelve month period ending December 31, 2004.

Other Loans to Management

In accordance with the Company’s Executive Stock Purchase Program (the “ESPP”) (see Note M),
during 1999 the Company extended loans to Glenn W. Reed (the Company’s Executive Vice President and
General Counsel), and Mr. Gedwed (who was then a Vice President of the Company) in the amounts of
$417,000 and $203,000, respectively, the proceeds of which were used to purchase Company common stock.
The loan to Mr. Reed bore interest at 5.37% per annum and the loan to Mr. Gedwed bears interest at
5.37% per annum. The six-year term loans required quarterly interest payments, had a six-year term, are full
recourse to the borrower and are payable in full upon the occurrence of certain events, including the
termination of employment.

At December 31, 2000, Mr. Reed had outstanding loans payable to the Company under the ESPP in the
amounts of $417,000. As part of modifications to the ESPP adopted by the Company’s Board of Directors on
January 2, 2001, the Company discharged $297,000 principal amount of indebtedness under the ESPP owing
by Mr. Reed reducing the amount of the loan to $120,000 and paid to Mr. Reed a one-time cash bonus in the
amount of $160,000 (which was calculated to reimburse Mr. Reed for income and other taxes payable upon
discharge of the portion of the ESPP loan). The terms of Mr. Reed’s ESPP loan were modified to extend the
maturity date to January 1, 2007. Mr. Reed repaid his ESPP loan in full on June 5, 2002.
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At each of December 31, 2003 and 2002 the amount outstanding under Mr. Gedwed’s ESPP loan was
$139,000. No modifications were made to Mr. Gedwed’s ESPP loan.

Other Transactions

The Company receives investment management services from investment advisory firms affiliated with a
director and a former director. During 2003, 2002 and 2001, the Company paid advisory fees in the amount of
$199,000, $186,000 and $307,000, respectively, to Emerald Capital Group, Ltd., for which Mr. McLaughlin
(who resigned as a director of the Company effective January 27, 2004) serves as a managing director and
owner. During 2003, 2002 and 2001, the Company paid investment advisory fees in the amount of $440,000,
$405,000 and $206,000, respectively, to The Chicago Trust Company. Stuart D. Bilton (a director of the
Company) serves as Chairman of ABN AMRO Asset Management Holdings, Inc., which in 2001 acquired
The Chicago Trust Company.

From time to time the Company has also retained Emerald Capital Group, Ltd. to perform investment
banking and insurance advisory services. In accordance with the terms of a Consulting Agreement dated
September 14, 1999, as amended, the Company formally retained the services of Emerald Capital Group, Ltd.
for an annual fee of $400,000, payable in monthly installments. During 2003, 2002 and 2001, the Company
paid an aggregate of $458,000, $557,000 and $436,000, respectively, in fees and expenses to Emerald Capital
Group, Ltd. for investment banking and insurance advisory services.

Effective December 31, 2000, the Company entered into an agreement with Mr. Gedwed, pursuant to
which Mr. Gedwed resigned as an executive officer of the Company effective December 31, 2000 and as an
officer of various UICI affiliates effective February 1, 2001. In accordance with the agreement, Mr. Gedwed
agreed to provide consulting services to MEGA for a two-year term that expired December 31, 2002 for an
annual fee of $120,000.

In October 2000, the Company entered into an agreement with a former executive officer, pursuant to
which the former officer resigned as an executive officer of the Company and various UICI affiliates effective
October 27, 2000. In accordance with the agreement, the former officer received a one-time severance
payment of $50,000, and the former officer agreed to provide consulting services to UICI for a term that
expired January 15, 2003 for an aggregate fee of $120,000.

In March 2001, the Company entered into an agreement with a former executive officer, pursuant to
which the former officer resigned as an executive officer of the Company and as an officer of various UICI
affiliates effective February 1, 2001. In accordance with the agreement, the Company agreed to forgive
indebtedness owing by the former officer in the amount of $45,000, and the former officer agreed to provide
consulting services to MEGA for a one-year term that expired March 31, 2002 for an annual fee of $135,000.

In May 2002, the Company entered into an agreement with a former executive officer, pursuant to which
the former officer resigned as an officer of the Company and various UICI affiliates effective June 1, 2002. In
accordance with the agreement, the former officer received a one-time severance payment of $15,000, and the
former officer agreed to provide consulting services to UICI for a term that expired on May 31, 2003 for an
aggregate fee of $151,000.

In September 2003, the Company entered into an agreement with a former executive officer, pursuant to
which the former officer resigned as an executive officer of the Company and as an officer of various UICI
affiliates effective September 26, 2003. In accordance with the agreement, the Company agreed, among other
things, to pay to the executive severance in the amount of $419,000, of which $109,000 was paid in a lump
sum and $310,000 was payable in twelve equal monthly installments in the amount of $25,833.33 over the
period ending on September 1, 2004.
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In accordance with the terms of the Company’s ESPP, in June 2000 Mr. Mockler (a director of the
Company), purchased 2,000 shares of UICI common stock in exchange for cash in the amount of $6,000 and
a promissory note in the amount of $8,000. At each of December 31, 2003 and 2002, the amount outstanding
on Mr. Mockler’s note was $8,000.

In accordance with the terms of the Company’s ESPP, in May 2002 Dr. Cooper (a director of the
Company) purchased 3,809 shares, of the Company’s Common Stock, at a purchase price equal to 85% of the
then market value of such shares.

On April 25, 2002, the Company sold its 50% ownership interest in Resolution Reinsurance In-
termediaries, LLC (“Resolution Re”) to the remaining 50% equity holder in Resolution Re and the unit’s
chief executive officer. The sale was structured as a liquidation by Resolution Re of UICI’s 50% ownership
interest for a total liquidation price of $650,000, payable at closing in cash in the amount of $150,000 and by
delivery of a promissory note issued by Resolution Re in the amount of $500,000. The note bears interest,
payable quarterly, at 5.00% per annum, is payable in annual principal installments in the amount of $75,000 on
each of March 31, 2003; March 31, 2004; and March 31, 2005, with a final balloon payment of principal due
on March 31, 2006, and is secured by a pledge of 100% of the membership interest in Resolution Re. At each
of December 31, 2003 and 2002, the amount receivable on the note was $425,000.

Note L. — Commitments and Contingencies

The Company is a party to the following material legal proceedings:

Association Group Litigation
Introduction

The health insurance products issued by the Company’s insurance subsidiaries in the self-employed
market are primarily issued to members of various independent membership associations that jointly market
the products with the insurance subsidiaries. The associations provide their membership with a number of
benefits and products, including the opportunity to apply for health insurance underwritten by the Company’s
health insurance subsidiaries. The Company and/or its insurance company subsidiaries are a party to several
lawsuits challenging the nature of the relationship between the Company’s insurance companies and the
associations that have endorsed the insurance companies’ health insurance products.

In 2003 the Company recorded a $25.0 million charge associated with the reassessment of loss accruals
established for this litigation. The Company continues to actively engage in discussions with respect to
possible settlement of a significant portion of its pending association group litigation.

Mississippi Individual Litigation

The MEGA Life and Health Insurance Company (a wholly-owned subsidiary of the Company)
(“MEGA”) is currently a defendant in nine separate lawsuits in Mississippi (Tomlin et al. v. MEGA Life and
Health Insurance Company, et al., filed on January 28, 2003 in the Circuit Court of Monroe County,
Mississippi; Bailey et al. v. MEGA Life, et al., filed on February 13, 2003 in the Circuit Court of Chickasaw
County, Mississippi; Pride, et al. v. MEGA Life, et al., filed on December 31, 2002 in the Circuit Court of
Panola County, Mississippi; Bishop v. John Doe, MEGA Life and Health Insurance Company, et al., filed on
April 15, 2003 in the Circuit Court of Lafayette County, Mississippi; Clark, et al. v. MEGA Life and Health
Insurance Company, et al., filed on April 16, 2003 in the Circuit Court of Tate County, Mississippi; Webster,
et al. v. The MEGA Life and Health Insurance Company, et al., filed on June 18, 2003 in the Circuit Court of
the First Judicial District of Chickasaw County, Mississippi; Mathis et al. v. MEGA Life and Health
Insurance Company, et al. filed on October 2, 2003 in the Circuit Court of the First Judicial District of Hinds
County, Mississippi; McCommon, et al. v. MEGA Life and Health Insurance Company, et al., filed on
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May 23, 2003, in the Circuit Court for Hinds County, Mississippi; Walter M. Simmons and Jewell D.
Simmons v. The MEGA Life and Health Insurance Company, et al., filed on January 7, 2004 in the Circuit
Court of the First Judicial District of Hinds County, Mississippi).

The Tomlin, Bailey, Pride, Bishop, Clark, Mathis, McCommon, and Webster cases contain certain
allegations regarding the relationships between MEGA and the National Association for the Self-Employed
(NASE), a membership association that makes available to its members MEGA'’s health insurance products.
Plaintiffs generally allege, among other things, that MEGA pursued a scheme of deceptive sales practices
designed to create the impression that the NASE is an independent entity; that in fact the NASE and MEGA
are “under common ownership and control;” and that the benefits of the NASE membership are negligible
and membership is intended to permit MEGA to control the insurer/insured relationship. The Mathis and
McCommon plaintiffs also allege that MEGA improperly handled their insurance claims and illegally refused
to provide coverage for mental illness benefits. Plaintiffs demand punitive and economic damages in an
indeterminate amount, including excess premiums, association dues and charges, administrative fees, and
accrued interest.

The Simmons case contains certain allegations regarding the relationships between MEGA and
Americans for Financial Security (“AFS”), another membership association that has made available to its
members certain of MEGA’s health insurance products. Plaintiff has alleged, among other things, that
MEGA pursued a scheme of deceptive sales practices designed to create the impression that AFS is an
independent entity and that, in fact, AFS and MEGA are under common ownership and control. Plaintiff
demands punitive and economic damages in an indeterminate amount.

The Tomlin, Bailey, Pride, Bishop, Clark, and Webster cases have been removed to the United States
District Court for the Northern District of Mississippi. The McCommon, Mathis, and Simmons matters have
been removed to the United States District Court for the Southern District of Mississippi. The plaintiffs in the
Tomlin, Bailey, Pride, Bishop, Clark, Webster, McCommon, and Mathis cases have moved to remand the
matters to state court. MEGA has moved to dismiss the Tomlin, Bailey, Bishop, Pride, Mathis, and
McCommon cases, but has not answered or otherwise responded in the Clark, Webster, or Simmons cases. On
February 13, 2004, the Court denied the Motion to Remand and denied the Motion to Dismiss without
prejudice in the Bishop matter. No substantive discovery has been undertaken in any of the Mississippi cases.

Without admitting liability, the parties have executed agreements resolving the Mathis, McCommon, and
Simmons matters. On February 26, 2004, the court entered an order dismissing the Mathis and McCommon
matters.

As described below, on February 20, 2003 the Tomlin, Bailey, Webster, Pride, Clark, and Bishop cases
were transferred to the Northern District of Texas.

Mississippi Class Action Litigation

As previously disclosed, UICI, MEGA and UICI Marketing, Inc. have been named in a purported
nationwide class action suit filed on October 30, 2003 (Eugene A. Golebiowski, individually and on behalf of
others similarly situated, v. MEGA, UICI, the National Association for the Self-Employed et al.)pending in
the United States District Court for the Northern District of Mississippi, Eastern Division. Plaintiff has
alleged, among other things, that the relationship between the NASE and MEGA constitutes an improper
marketing scheme devised by the defendants to sell insurance and that the “scheme” involves the non-
disclosure of relationships between the defendants, the undisclosed transfer of association membership dues
and fees to MEGA, and the utilization of “teaser rates” that are artificially low and established at an amount
below that which would be actuarially recommended. Plaintiff, individually and on behalf of similarly situated
class members, has asserted several causes of action, including fraudulent concealment, breach of contract,
common law liability for non-disclosure, breach of fiduciary and trust duties, civil conspiracy, unjust
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enrichment, and violation of state deceptive and trade practice acts. Plaintiffs seek declaratory judgments,
injunctive, and other equitable relief. UICI, MEGA and UICI Marketing, Inc. have until April 26, 2004 to
answer or otherwise respond to the complaint.

California Litigation

As previously disclosed, UICI and Mid-West National Life Insurance Company of Tennessee (a wholly
owned subsidiary of the Company) (“Mid-West”) have been named as defendants in a suit filed on April 2,
2003 (Correa v. UICI, et al.) in the Superior Court for the State of California, County of Los Angeles, in
which plaintiff has alleged, among other things, that defendants have engaged in illegal marketing practices in
connection with the sale of health insurance. The lawsuit asserts several causes of action, including breach of
contract, violation of California Business and Professions Code § 17200, false advertising, and negligent and
intentional misrepresentation. On July 3, 2003, the Correa case was removed to the United States District
Court for the Central District of California. After removal, the Plaintiff filed two separate amended
complaints. On December 3, 2003, Mid-West moved to compel the plaintiffs to arbitrate their claims. On
February 5, 2004, the Court granted Mid-West’s motion to adjourn proceedings in this action pending a ruling
on the Motion to Transfer the matter to the Northern District of Texas by the Judicial Panel on Multi-District
litigation. As described below, on February 20, 2004, the Panel transferred the case to the Northern District of
Texas.

As previously disclosed, UICI, MEGA, and Mid-West were named as defendants in an action filed on
April 22, 2003 (Lacy v. The MEGA Life and Health Insurance Company, et al.) in Superior Court of
California, County of Alameda, Case No. RG03-092881. Plaintiff, purportedly on behalf of the “general
public,” has alleged that all of the defendants are under common control and operate as a unified business
arrangement established for the purpose of, among other things, generating profits through association dues
and bypassing and circumventing more stringent state insurance regulations applicable to other California
insurance companies. Plaintiff has further alleged that defendants have knowingly and intentionally failed to
disclose the common ownership and control of the defendant group, the amount and character of association
dues, administrative fees, and costs of obtaining insurance from MEGA and Mid-West, and that initial
premium rates are below the amount actuarially calculated for the purpose of inducing purchases of MEGA
and Mid-West policies. Plaintiffs assert that defendants’ actions constitute a violation of California Business
and Professions Code § 17200, for which plaintiff and the general public are entitled to injunctive,
disgorgement, and monetary relief in an unspecified amount.

The Lacy case was removed to the United States District Court for the Northern District of California on
June 18, 2003. The Company moved to dismiss the case on July 15, 2003. The plaintiffs filed a motion to
remand the case to state court on August 15, 2003. The Court has taken both motions under advisement. The
Company also recently filed a motion requesting transfer to the Central District of California for coordination
with the Correa matter. As described below, on February 20, 2004, the case was transferred to the Northern
District of Texas.

As previously disclosed, UICI and Mid-West were named in a lawsuit filed on May 28, 2003 (Startup
et al. v. UICI, et al.) in the Superior Court for the State of California, County of Los Angeles, Case
No. BC296476. Plaintiffs have alleged, among other things, that UICI and Mid-West breached their duty of
good faith and fair dealing in failing to pay medical claims submitted under a Mid-West policy issued to
plaintiffs. Plaintiffs also alleged that the relationship between the Alliance and Mid-West constitutes an illegal
marketing “scheme” and asserted several causes of action, including breach of contract, violation of California
Business and Professions Code § 17200, false advertising, and negligent and intentional misrepresentation.
Plaintiffs seek injunctive relief and monetary damages in an unspecified amount. On October 28, 2003, the
Court granted defendants’ motion to compel arbitration and stayed the case pending arbitration. No action has
been taken by plaintiffs since such order was entered.
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As previously disclosed, UICI and Mid-West were named as defendants in a lawsuit filed on July 25,
2003 (Portune, et al. v. UICI, et al), in the Superior Court of the State of California, County of
San Bernadino, Case No. RCV 074062. Plaintiffs have alleged, among other things, that UICI and Mid-West
breached their duty of good faith and fair dealing in failing to pay medical claims submitted under a Mid-West
policy issued to plaintiffs. Plaintiffs also alleged that the relationship between the Alliance and Mid-West
constitutes an illegal marketing “scheme” and asserted several causes of action, including breach of contract,
violation of California Business and Professions Code § 17200, false advertising, and negligent and intentional
misrepresentation. Plaintiffs seek injunctive relief and monetary damages in an unspecified amount. UICI and
Mid-West removed the Portune case to the United States District Court for the Central District of California,
Eastern Division, and the case has been subsequently transferred to the United States District Court for the
Central District of California, Western Division. The Company has moved to dismiss the Complaint, and the
plaintiffs have moved to remand the case to state court. All pending matters in the case have been adjourned
by Court order. As described below, on February 20, 2004, the case was transferred to the Northern District of
Texas.

As previously disclosed, on September 26, 2003, UICI and MEGA were named as cross defendants in a
lawsuit initially filed on July 30, 2003 (Retailers’ Credit Association of Grass Valley, Inc. v. Henderson,
et al. v. UICI, et al.) in the Superior Court of the State of California for the County of Nevada, Case
No. L69072. In the suit, cross-plaintiffs alleged, among other things, that UICI and MEGA breached their
duty of good faith and fair dealing in failing to pay medical claims submitted under a MEGA policy issued to
plaintiffs and that UICI and MEGA failed to properly disclose the relationship between MEGA and the
NASE. Cross-plaintiffs have asserted several causes of action, including breach of implied covenant of good
faith and fair dealing, fraud, violation of California Business and Professions Code §17200, and negligent and
intentional misrepresentation. Cross-plaintiffs seek injunctive relief and monetary damages in an unspecified
amount and allege that MEGA denied insurance claims in an amount exceeding $158,000. On December 12,
2003, UICI and MEGA filed a demurrer to the cross-complaint. On December 19, 2003, the Superior Court
granted MEGA and NASE motion to sever the cross-complaint from the underlying action. On January 9,
2004, the severed portion of the case was removed to the Eastern District of California, Sacramento Division.
On January 23, 2004, the case was sua sponte remanded to the Superior Court of the State of California for
the County of Nevada.

As previously disclosed, UICI and MEGA were named as defendants in a lawsuit filed on October 29,
2003 (Dan Liebscher v. UICI et al.) filed in the Superior Court of the State of California, County of Los
Angeles, Case No. BC 305194. Plaintiff alleged, among other things, that the failure to disclose the
relationship between MEGA and the NASE served to fraudulently induce plaintiff into joining the NASE in
order to acquire a health insurance policy and that UICI and MEGA breached their duty of good faith and
fair dealing in failing to pay medical claims submitted under a MEGA policy issued to plaintiff. Plaintiff
asserted several causes of action, including breach of contract, violation of California Business and Professions
Code § 17200, false advertising, and negligent and intentional misrepresentation. Without admitting liability,
UICI agreed to settle the matter for a nominal amount, and on January 22, 2004, the case was voluntarily
dismissed by the plaintiff.

UICI and Mid-West were named as defendants in an action filed on December 30, 2003 (Montgomery v.
UICI et al.) in the Superior Court of the State of California, County of Los Angeles, Case No. 8C308471.
Plaintiff has alleged that the relationship between the Alliance and Mid-West constitutes an illegal marketing
“scheme” and asserted several causes of action, including breach of contract, breach of the duty of good faith
and far dealing, violation of California Business and Professions Code § 17200, false advertising, and negligent
and intentional misrepresentation. Plaintiff seeks injunctive relief and monetary damages in an unspecified
amount. Mid-West and UICI were served with process in this case on or about January 30, 2004 and
February 17, 2004, respectively.
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UICI and MEGA were named as defendants in an action filed on January 2, 2004 (Orallo v. UICI et al.)
in the Superior Court of the State of California, County of Los Angeles, Case No. BC308683. Plaintiff has
alleged that the undisclosed relationship between MEGA and the NASE constituted “fraudulent and
deceptive sales and advertising” practices and asserted several causes of action, including breach of contract,
breach of the duty of good faith and fair dealing, violation of California Business and Professions Code
§ 17200, fraud, and negligent and intentional misrepresentation. Plaintiff seeks injunctive relief and monetary
damages in an unspecified amount. Defendants have not yet been served with process in this case.

UICI and MEGA were named as defendants in an action filed on January 20, 2004 (Springer et al. v.
UICI et al.) pending in the Superior Court of the State of California, County of Monterey, Case No. M68493.
Plaintiffs have alleged unlawful, unfair, and fraudulent business practices. Plaintiff seeks injunctive relief and
monetary damages in an unspecified amount. Defendants have not yet been served with process in this case.

UICI and MEGA were named as defendants in an action filed on January 22, 2004 (Mendoza et al. v.
UICI, et al) pending in the Superior Court for the State of California, County of Kern, Case No. S-1500-CV-
251813-RJA. Plaintiffs have alleged breach of contract, breach of implied covenant of good faith and fair
dealing, fraud, violation of California Business and Professions Code § 17200, professional negligence, and
negligent misrepresentation. Plaintiff seeks injunctive relief and monetary damages in an unspecified amount.
MEGA was served with process on February 20, 2004.

UICI and MEGA were named as defendants in an action filed on December 5, 2003 (Valenzuela. v.
UICI, MEGA, the National Association for the Self-Employed, et al) pending in the Superior Court for the
State of California, County of San Diego, Case No. GINO34307. Plaintiffs have alleged breach of contract,
breach of implied covenant of good faith and fair dealing, fraud, violation of California Business and
Professions Code § 17200, professional negligence, and negligent misrepresentation. Plaintiff seeks injunctive
relief and monetary damages in an unspecified amount. MEGA has not yet responded or otherwise pled in the
case.

Texas Litigation

As previously disclosed, UICI and MEGA have been named as defendants in a purported class action
suit filed on April 22, 2003 (Garcia v. UICI, et al.) in the District Court of Starr County, Texas, 381st Judicial
District, Case No. DC-03-135. Plaintiff, on behalf of himself and a purported class of similarly situated
individuals, has asserted, among other things, that MEGA, the NASE Group Trust and the NASE are under
common control and ownership and operate as a “unified business arrangement” that is used solely for the
purpose of generating profits through association dues and avoiding state insurance regulations. Plaintiffs have
alleged that defendants have used false and deceptive advertising and sales practices in connection with the
sale of insurance in Texas in violation of the Texas Insurance Code, and plaintiffs further allege conversion
and breach of contract, for which they have asked for a return of all association dues and administrative fees
collected by the defendants. MEGA, UICI, and the NASE have responded to initial written discovery
requests.

Oklahoma Litigation

As previously disclosed, UICI and MEGA were named as defendants in a lawsuit filed on May 2, 2003
(Grigsby, et al. v. The MEGA Life and Health Insurance Company, et al.) in the District Court of Oklahoma
County, Oklahoma, Case No. CJ-2003-3759. Plaintiffs have alleged that the defendants defrauded them into
purchasing a health insurance policy and an association membership and that MEGA acted in bad faith and in
breach of its contractual obligations in processing their health claims. Plaintiffs further allege that the
defendants knowingly misrepresented, among other things, their relationship with the NASE and that
plaintiffs were purchasing “true group insurance.” Plaintiffs seek actual and punitive damages. UICI and
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MEGA filed a motion to dismiss and served written discovery responses on February 2, 2004. A hearing on the
Motion to Dismiss and the Motion to Dismiss filed by the NASE is scheduled for March 26, 2004.

In re Association Group Insurance Litigation

As previously disclosed, on September 22, 2003, UICI, MEGA, and Mid-West petitioned the Judicial
Panel on Multidistrict Litigation to transfer and consolidate the Garcia, Grigsby, Portune, Correa, Bishop,
Lacy, Tomlin, Bailey, Pride, Clark, and Webster cases for purposes of discovery and other pre-trial matters (/n
re Association Group Insurance Litigation, MDL Docket No. 1578). UICI requested transfer of the cases to
the United States District Court for the Northern District of Texas. The NASE and the Alliance joined in the
motion to transfer and consolidate. The Webster, Clark, Bishop, and Pride plaintiffs did not oppose the motion
but originally requested that the actions be transferred and consolidated in the United States District Court for
the Northern District of Mississippi or the Northern District of Texas. On February 20, 2004, the Judicial
Panel on Multi District Litigation granted UICI’s motion to transfer the Correa, Portune, Lacy, Tomlin,
Bailey, Webster, Pride, Clark and Bishop cases for purposes of discovery and other pre-trial matters to the
United States District Court for the Northern District of Texas. The Garcia and Grigsby cases were not
subject to transfer because the cases had previously been remanded to Texas and Oklahoma state court,
respectively.

Arkansas Litigation

In an action filed on January 21, 2004, MEGA, UICI, and UICI Marketing Inc. were named as
defendants in a purported class action suit (7remor v. The MEGA Life and Health Insurance Company,
et al.) pending in the Circuit Court of Saline County, Arkansas, Case No. CV 2004-41-3. The suit alleges that
the defendants knowingly misrepresented, among other things, the relationships of defendants, and brings
claims for fraudulent concealment, breach of contract, common law liability for actual and punitive damages
for non-disclosure, breach of fiduciary and trust duties, civil conspiracy, unjust enrichment, violation of the
Texas Deceptive Trade Practices Act, and declaratory and injunctive relief. The Tremor case was removed to
the United States District Court for the Eastern District of Arkansas, Western Division on February 23, 2004.

New Mexico Litigation

UICI and MEGA have been named as defendants in an action filed on February 11, 2002 (Martha R.
Powell and Keith P. Powell v. UICI, MEGA, the National Association for the Self-Employed, et al.) pending
in the Second Judicial District Court for the County of Bernalillo, New Mexico, Cause No. CV-2 002-1156.
Plaintiffs have alleged breach of contract, fraud, negligent misrepresentation, civil conspiracy breach of third-
party beneficiary contract, breach of the duty of good faith and fair dealing, breach of fiduciary duty,
negligence, and violations of the New Mexico Insurance Practices Act, the New Mexico Insurance Code and
the New Mexico Unfair Practices Act. Plaintiff seeks injunctive relief and monetary damages in an
unspecified amount. Defendants are currently in the process of responding to discovery requests.

Idaho Litigation

The Company and Mid-West are currently named as defendants in five pending suits in Idaho state court
(Skinner, et al. v. Mid-West, UICI, et al., and Hansen v. Mid-West, UICI, et al., each filed on August 22, 2002
and pending in the District Court for the County of Lembhi, Idaho; Petersen, et al. v. Mid-West, et al., filed on
August 2, 2002, Murphy, et al. v. Mid-West, et al., filed January 25, 2002, and Graybeal, et al. v. Mid-West,
et al., filed December 20, 2002, each pending in the District Court for the County of Twin Falls, Idaho).

Plaintiffs in the Skinner and Hansen cases allege that the insurance products they purchased were more
expensive and provided less coverage than represented by the agent who sold the policies and that they have
not been paid on health claims submitted pursuant to those certificates. Plaintiffs in Skinner and Hansen claim
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damages, including punitive damages, and attorneys’ fees. The Company moved for partial summary
judgment with respect to plaintiffs’ breach of contract and bad faith claims in both cases. The Court ruled in
favor of the Company, and dismissed those claims with prejudice. Mid-West also filed motions to dismiss
certain of the plaintiffs’ claims in both cases. Those motions are pending before the Court. Mid-West
answered the complaints on September 30, 2002. Discovery has commenced in each case, and the cases are
currently scheduled for trial in August 2004 and January 2005.

Plaintiffs in Peterson, Murphy, and Graybeal have alleged, among other things, that the Mid-West
certificates that they purchased were of a lesser quality than represented and that they have not been paid for
certain claims submitted under the certificates. Plaintiffs in Peterson purport to represent a class of similarly
situated persons. Plaintiffs in each of the actions claim damages, including punitive damages, and attorneys’
fees. The Idaho Supreme Court recently ruled that the Murphy plaintiffs were not required to arbitrate their
disputes with Mid-West. Mid-West has not answered the complaint in either Petersen or Murphy. Mid-West
answered the complaint in Graybeal on March 24, 2003. Discovery has commenced in Graybeal, and trial is
currently scheduled to begin in October 2004.

Other Litigation Matters

The Company and its subsidiaries are parties to various other pending legal proceedings arising in the
ordinary course of business, including some asserting significant damages arising from claims under insurance
policies, disputes with agents and other matters. Based in part upon the opinion of counsel as to the ultimate
disposition of such lawsuits and claims, management believes that the liability, if any, resulting from the
disposition of such proceedings will not be material to the Company’s financial condition or results of
operations.

Other Commitments and Contingencies

The Company and its subsidiaries lease office space and data processing equipment under various lease
agreements with initial lease periods of three to ten and one-half years. Minimum lease commitments, at
December 31, 2003 were $7.4 million in 2004, $6.6 million in 2005, $3.7 million in 2006, $3.5 million in 2007,
and $2.9 million in 2008 and $12.9 million thereafter. Rent expense was $7.5 million, $4.9 million and
$4.7 million for the years ended December 31, 2003, 2002 and 2001, respectively.

In conjunction with its College Fund Life Division life insurance operations, the Company commits to
assist in funding the higher education of its insureds with student loans. As of December 31, 2003, the
Company through its College Fund Life Insurance Division had outstanding commitments to fund student
loans for the years 2004 through 2025. The Company has historically funded its College Fund Life Division
student loan commitments with the proceeds of indebtedness issued by a bankruptcy-remote special purpose
entity (the “SPE”). At December 31, 2003, $32.5 million of cash, cash equivalents and other qualified
investments held by the SPE were available to fund the purchase from the Company of additional student
loans generated under the Company’s College First Alternative Loan program, which purchases may be made
in accordance with the terms of the agreements governing the SPE until February 2006.

The interest rates on these commitments vary as described below. Loans are limited to the cost of school
or prescribed maximums. These loans are generally guaranteed as to principal and interest by an appropriate
guarantee agency and are also collateralized by either the related insurance policy or the co-signature of a
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parent or guardian. The total commitment for the next five school years and thereafter as well as the amount
the Company expects to fund considering utilization rates and lapses are as follows:

Total Expected
Commitment Funding
(In thousands)

2004 . $ 99,744 $12,168
2005 L 102,110 10,523
2000 .. 106,697 8,653
2007 105,008 6,866
2008 L 99,287 5,019
2009 and thereafter. ... ... ... .. ... .. . . . 253,752 8,175
Total . .. $766,598 $51,404

Interest rates on the above commitments are principally variable (prime plus 2%).

At each of December 31, 2003 and 2002, the Company had $7.1 million and $7.2 million, respectively, of
letters of credit outstanding relating to its insurance operations.

Note M — Employee and Agent Stock Plans
UICI Employee Stock Ownership and Savings Plan

The Company maintains for the benefit of its and its subsidiaries’ employees the UICI Employee Stock
Ownership and Savings Plan (the “Employee Plan”). The Employee Plan through its 401 (k) feature enables
eligible employees to make pre-tax contributions to the Employee Plan in an amount not in excess of 15% of
compensation (subject to overall limitations) and to direct the investment of such contributions among several
investment options, including UICI common stock. A second feature of the Employee Plan constitutes an
employee stock ownership plan (the “ESOP”), contributions to which are invested primarily in shares of
UICI common stock. The ESOP feature allows participants to receive from UICI and its subsidiaries
discretionary matching contributions and to share in certain supplemental contributions made by UICI and its
subsidiaries. Contributions by UICI and its subsidiaries to the Employee Plan under the ESOP feature
currently vest in prescribed increments over a six-year period.

On August 11, 2000, the Company issued to the Employee Plan 1,610,000 shares of UICI common stock
at a purchase price of $5.25 per share, or $8.5 million in the aggregate. The purchase price for the shares was
paid by delivery to UICI of the Employee Plan’s $8.5 million promissory note (the “Plan Note”), which was
scheduled to mature in three years and was secured by a pledge of the purchased shares. The shares of UICI
common stock purchased with the Plan Note (the “$5.25 ESOP Shares”) were held in a suspense account for
allocation among participants as and when the Company’s matching and supplemental contributions to the
ESOP were made. The Plan Note was extinguished over a period of approximately two years ended in
November 2002 by crediting the Company’s matching and supplemental contribution obligations under the
ESOP feature of the Employee Plan against principal and interest due on the Plan Note. As of December 31,
2002, the note was extinguished.

The Company recorded compensation expense associated with contributions to the Employee Plan in the
amount of $9.2 million and $4.6 million for the years ended December 31, 2002 and 2001, respectively, of
which $5.7 million and $2.3 million, respectively, were recorded as non-cash variable stock-based compensa-
tion expense. When the Company made matching and supplemental contributions to the ESOP by allocating
to participants’ accounts these $5.25 ESOP Shares, the Company recorded additional non-cash compensation
expense equal to the excess, if any, between the fair value of the shares allocated and $5.25 per share. As of
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December 31, 2002, all $5.25 ESOP Shares had been allocated to participants’ accounts and the related Plan
Note had been extinguished. Accordingly, in the year ended December 31, 2002, the Company did not, and in
future years the Company will not, recognize additional variable stock-based compensation associated with the
ESOP feature of the Employee Plan.

The allocated $5.25 ESOP Shares were considered outstanding for purposes of the computation of
earnings per share.

Agent Stock Accumulation Plans

The Company sponsors a series of stock accumulation plans (the “Agent Plans”) established for the
benefit of the independent insurance agents and independent sales representatives associated with UGA —
Association Field Services, New United Agency and Cornerstone America.

The Agent Plans generally combine an agent-contribution feature and a Company-match feature. The
agent-contribution feature generally provides that eligible participants are permitted to allocate a portion
(subject to prescribed limits) of their commissions or other compensation earned on a monthly basis to
purchase shares of UICI common stock at the fair market value of such shares at the time of purchase. Under
the Company-match feature of the Agent Plans, participants are eligible to have posted to their respective
Agent Plan accounts book credits in the form of equivalent shares based on the number of shares of UICI
common stock purchased by the participant under the agent-contribution feature of the Agent Plans. The
“matching credits” vest over time (generally in prescribed increments over a ten-year period, commencing the
plan year following the plan year during which contributions are first made under the agent-contribution
feature), and vested matching credits in a participant’s plan account in January of each year are converted
from book credits to an equivalent number of shares of UICI common stock. Matching credits forfeited by
participants no longer eligible to participate in the Agent Plans are reallocated each year among eligible
participants and credited to eligible participants’ Agent Plan accounts.

The Agent Plans do not constitute qualified plans under Section 401 (a) of the Internal Revenue Code of
1986 or employee benefit plans under the Employee Retirement Income Security Act of 1974, and the Agent
Plans are not subject to the vesting, funding, nondiscrimination and other requirements imposed on such plans
by the Internal Revenue Code and ERISA.

Prior to July 1, 2000, the Company granted matching credits in an amount equal to the number of shares
of UICI common stock purchased by the participant under the agent-contribution feature of the Agent Plans.
Effective July 1, 2000, the Company modified the formula for calculating the number of matching credits to
be posted to participants’ accounts. During the period beginning July 1, 2000 and ending on the earlier of
June 30, 2002 or the date that an aggregate of 2,175,000 share equivalents have been granted under this
revised formula, the number of matching credits issued to an individual participant will be the greater of
(a) the number of matching credits determined each month by dividing the dollar amount of the participant’s
contribution for that month by $5.25, or (b) the actual number of shares acquired, at then-current fair market
value, by the participant’s contribution amount.

Prior to July 1, 2000, the Company purchased UICI shares in the open market from time to time to
satisfy its commitment to issue its shares upon vesting of matching credits under the Agent Plans. During the
period beginning July 1, 2000 and ending July 31, 2002, the Company agreed to utilize up to 2,175,000 newly
issued shares to satisfy its commitment to deliver shares that will vest under the Company-match feature of
the agent plans. Under the arrangement effective July 1, 2000, the Company’s subsidiaries transferred to the
holding company $5.25 per share for any newly issued shares utilized to fund vested matching credits under
the plans. In accordance with such arrangement, during the period commencing July 1, 2000 and ending on
July 31, 2002, the Company issued to the subsidiaries an aggregate of 1,765,251 shares, for which the
Company’s subsidiaries transferred to the Company at the holding company level cash in the aggregate
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amount of $9.3 million. Subsequent to July 31, 2002, the Company resumed purchasing UICI shares in the
open market from time to time to satisfy its commitment to issue its shares upon vesting of matching credits
under the Agent Plans. The Company accounts for the shares purchased in the open market as treasury
shares.

For financial reporting purposes, the Company accounts for the Company-match feature of its Agent
Plans by recognizing compensation expense over the vesting period in an amount equal to the fair market
value of vested shares at the date of their vesting and distribution to the participants. The Company estimates
its current liability for unvested matching credits by reference to the number of unvested credits, the current
market price of the Company’s common stock, and the Company’s estimate of the percentage of the vesting
period that has elapsed up to the current quarter end. Changes in the liability from one quarter to the next are
accounted for as an increase in, or decrease to, compensation expense, as the case may be. Upon vesting, the
Company reduces the accrued liability (equal to the market value of the vested shares at date of vesting) with
a corresponding increase to equity. Unvested matching credits are considered share equivalents outstanding for
purposes of the computation of earnings per share. For the years ended December 31, 2003, 2002 and 2001,
the Company recorded total compensation expense associated with these agent plans in the amount of
$10.0 million, $16.3 million and $6.6 million, respectively, of which $459,000, $(9.2) million and $(2.8) mil-
lion, respectively, represented the non-cash stock based compensation income (expense) associated with the
adjustment to the liability for future unvested benefits.

At December 31, 2003, the Company had recorded 1,826,734 unvested matching credits associated with
the Agent Plans, of which 699,589 vested in January 2004.

The accounting treatment of the Company’s Agent Plans will result in unpredictable stock-based
compensation charges, dependent upon fluctuations in the quoted price of UICI common stock. These
unpredictable fluctuations in stock based compensation charges may result in material non-cash fluctuations in
the Company’s results of operations. In periods of general decline in the quoted price of UICI common stock,
if any, the Company will recognize less stock based compensation expense than in periods of general
appreciation in the quoted price of UICI common stock. In addition, in circumstances where increases in the
quoted price of UICI common stock are followed by declines in the quoted price of UICI common stock,
negative compensation expense may result as the Company adjusts the cumulative liability for unvested stock-
based compensation expense. Stock-based compensation expense is non-cash and will accordingly have no
impact on the Company’s cash flows or liquidity.

Stock Option Plans

In accordance with the terms of the Company’s 1998 Employee Stock Option Plan and the Company’s
1998 Agent Stock Option Plan, each effective August 15, 1998, the Company granted agents and employees of
the Company options to purchase an aggregate of 8,100,000 shares of Company common stock at an exercise
price of $15 per share. The options vested in 20% increments in each year, commencing on August 15, 1999
and ending August 15, 2001, and the remaining 40% vested on August 15, 2002. At December 31, 2002 and
2001, options to purchase 736,975 shares and 2,156,766 shares, respectively, were outstanding under the 1998
Plans. All options outstanding at December 31, 2002 remained exercisable. Subsequent to December 31,
2002, 590,463 options were exercised and 146,512 unexercised options granted under the 1998 Plans were
canceled.

For years ended December 31, 2003, 2002 and 2001, the Company recognized no compensation expense
in connection with the 1998 Plans.

In accordance with the terms of the Company’s 1987 Stock Option Plan, as amended (the “1987 Plan”),
4,000,000 shares of common stock of the Company have been reserved for issuance upon exercise of options
that may be granted to officers, key employees, and certain eligible non-employees at an exercise price equal to
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the fair market value at the date of grant. The options generally vest in 20% annual increments every twelve
months, subject to continuing employment, provided that an option will vest 100% upon death, permanent
disability, or change of control of the Company. All options under the 1987 Plan are exercisable over a five-
year period. At December 31, 2003, 2002 and 2001, options to purchase 1,283,421 shares, 1,269,215 shares
and 1,057,585 shares, respectively, were outstanding under the 1987 Plan. During the year ended Decem-
ber 31, 2003, 2002 and 2001, the Company granted to officers, directors and employees under the 1987 Plan
options to purchase an aggregate of 204,748 shares, 319,914 shares and 340,609 shares, respectively, at an
average exercise price of $11.57, $14.05 and $10.54 per share, respectively, which was equal to the market
price at the date of grant.

In connection with the Company’s acquisition of AMLI Realty Co. (“ARC”) in 1996, options previously
outstanding under the ARC employee stock option plan were converted into the right to receive shares of the
Company’s common stock. At each of December 31, 2003, 2002 and 2001, 25,748 options (at a weighted
exercise price per share of $12.43), 58,526 options (at a weighted exercise price per share of $12.43) and
60,591 options (at a weighted exercise price per share of $12.72), respectively, were outstanding under the
ARC plan. Options issued under the ARC plan are fully vested.

Set forth below is a summary of stock option transactions:
1996 Special Stock Option
1987 Stock Option Plan 1998 Stock Option Plan Plan

Number of  Average Option Number of  Average Option Number of  Average Option
Shares Price per Share($) Shares Price per Share($) Shares Price per Share($)

Outstanding options at

January 1, 2001 .......... 1,027,130 11.43 2,426,875 15.00 60,591 12.72
Granted ................ 340,609 10.54 — — — —
Canceled................ (309,654) 21.08 (270,109) 15.00 — —
Exercised ............... (500) 6.63 — — — —
Outstanding options at
December 31, 2001 ....... 1,057,585 8.34 2,156,766 15.00 60,591 12.72
Granted ................ 319914 14.05 — — — —
Canceled................ (72,021) 8.00 (707,831) 15.00 (2,065) 20.87
Exercised ............... (36,263) 6.55 (711,960) 15.00 — —
Outstanding options at
December 31,2002 ....... 1,269,215 9.76 736,975 15.00 58,526 12.43
Granted ................ 204,748 11.57 — — — —
Canceled................ (69,196) 10.49 (146,512) 15.00 — —
Exercised ............... (121,346) 6.70 (590,463) 15.00 (32,778) 12.43
Outstanding options at
December 31, 2003 ... .... 1,283,421 10.30 — — 25,748 12.43

Options exercisable at
December 31,

2001 ... 251,834 9.28 1,184,808 15.00 60,591 12.72
2002 .. 619,053 10.50 736,975 15.00 58,526 12.43
2003 ... 680,236 10.64 — — 25,748 12.43

The Company has historically accounted for the stock-based compensation plans under Accounting
Principles Board (APB) Opinion No. 25, Accounting for Stock Issued to Employees. Under APB 25, because
the exercise price of the Company’s employee stock options has been equal to the market price of underlying
stock on the date of grant, no compensation expense has to date been recognized. On January 1, 2003, the
Company adopted Statement No. 123 for all employee awards granted or modified on or after January 1, 2003,
and will begin measuring the compensation cost of stock-based awards under the fair value method. The
Company adopted Statement No. 148 on January 1, 2003 and has adopted the transition provisions that
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require expensing options prospectively in the year of adoption. Existing awards will continue to follow the
intrinsic value method prescribed by APB 25.

Pro forma information regarding net income and earnings per share is required by Statement No. 123,
and has been determined as if the Company had accounted for its employee stock options under the fair value
method of that Statement. The fair value for these options was estimated at the date of grant using a Black-
Scholes option pricing model with the following weighted-average assumptions for 2003, 2002 and 2001: risk-
free interest rate of 2.09%, 3.53% and 4.43%, respectively; dividend yield of -0-% for each of the three years,
volatility factor of the expected market price of the Company’s common stock of 0.58, 0.65 and 0.56,
respectively; and a weighted-average expected life of the option of 3.0 years, 4.26 years and 5 years for 2003,
2002 and 2001, respectively. The weighted average grant date fair value per share of stock options issued in
2003, 2002 and 2001 was $4.55, $4.46 and $5.70, respectively.

The following table illustrates the effect on net income as if the fair-value-based method had been applied
to all outstanding and unvested option awards in each period.

Year Ended December 31,

2003 2002 2001
(In thousands, except per share
amounts)
Net income, as reported . .. ........ ... i $14,334  $46,863  $42,892
Add: stock-based employee compensation expense included in
reported net income, net of tax . ........... .. ... . ... ..., 6 167 —
Deduct total stock-based employee compensation expense
determined under fair-value-based method for all awards, net
Of TaX o (367) $(3,068) $(3,925)
Pro formanetincome............. .. ... $13,973  $43,962  $38,967
Earnings per share:
Basic as reported . . ... ... $ 031 $ 099 § 092
Basic-pro forma . .. ... $ 030 $ 093 $ 0.84
Diluted as reported .. ........ ... ... ... $ 030 $ 096 $ 090
Diluted-pro forma . .......... ... $ 030 $ 090 §$ 081

Restricted Stock Grants

In 2003, 2002 and 2001, the Company issued an aggregate of 61,182, 3,500 and 109,250 shares of
restricted stock, respectively, to selected officers and key employees with a weighted average price per share on
the date of issuance of $11.50, $13.79 and $6.63, respectively. Until the lapse of certain restrictions generally
extending over a two-year period, all of such shares are subject to forfeiture if a grantee ceases to provide
material services to the Company as an employee for any reason other than death. Upon death or a Change in
Control (as defined) of the Company, the shares of restricted stock are no longer subject to forfeiture.

UICI Executive Stock Purchase Program

To encourage the ownership of UICI Common Stock among directors and key executives, in December
1998 the Company adopted the UICI Executive Stock Purchase Program (the “ESPP”). Pursuant to the
ESPP, the directors and selected executives of UICI were offered the opportunity, in the alternative, to either
purchase shares of UICI common stock at a purchase price equal to 85% of the then-prevailing market price
per share (the “Discount Option™), or purchase shares of common stock at 100% of the then fair market
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value, such purchase to be financed by the executive to the extent of $3.00 per share and by UICI to the extent
of the balance (the “Loan Option™).

In the case of the Loan Option, UICI agreed to finance the balance of the purchase price by accepting
delivery of a full recourse, five-year promissory note bearing interest at the rate of the greater of the then-
prevailing Fed funds rate or 5% per annum to be paid quarterly in arrears. In addition to the foregoing, with
respect to each of Discount Option and the Loan Option, UICI offered to issue to the executives on a one-for-
one basis stock options to purchase UICI common stock exercisable at the then-prevailing market price per
share. Options so issued were to be governed by the terms of UICI’s Amended and Restated 1987 Stock
Option Plan.

A total of 24 current executives and outside directors elected pursuant to the ESPP to purchase an
aggregate of 308,422 shares of UICI common stock, of which an aggregate of 9,878 shares were purchased
pursuant to the Discount Option at a weighted average purchase price of $22.67 per share and 298,544 shares
were purchased pursuant to the Loan Option at a weighted average purchase price of $21.26 per share. As part
of the ESPP, the Company issued an aggregate of 308,422 options to purchase UICI common stock at a
weighted average exercise price of $21.40 per share. Current executives and directors had indebtedness
outstanding owing to the Company under the Loan Option at December 31, 2000 in the aggregate amount of
$4.4 million (including $2.8 million payable by Mr. Mutz).

Following a recommendation of the Board’s Compensation Committee, the Board of Directors of the
Company (including all of the outside disinterested members of the Board), at a meeting held on January 2,
2001, approved modifications to the ESPP that were generally designed to restore executives economically to
where they would have been if the ESPP were implemented in January 2001 according to its original design
and the stock price in January 2001 had been $9.00 per share. The modifications were designed to assure that
the ESPP serves as reasonable incentive on a going-forward basis to those executives who continue to serve
the Company and who will, as a result, be relied upon to assure the Company’s future success. As originally
applied to the Company’s outside directors and to executives no longer with the Company, the terms of the
ESPP remain unmodified.

In particular, in January 2001 UICI issued an aggregate of 11,054 shares of UICI common stock to the
five executives who purchased shares pursuant to the Discount Option. Giving effect to such issuance, the
executives have an average cost in shares purchased pursuant to the Discount Option of $9.00 per share. In
addition, UICI discharged an aggregate of $997,000 of indebtedness owed by 13 current executives (other
than Mr. Mutz) who elected to purchase shares pursuant to the Loan Option, representing 73% of the
indebtedness previously owing by such persons. Giving effect to this debt discharge, these individuals will have
acquired pursuant to the ESPP an aggregate of 62,934 shares at a cost of $566,000 ($378,000 of indebtedness
plus $188,000 of cash invested), or $9.00 per share.

Mr. Mutz initially purchased pursuant to the ESPP a total of 220,000 shares of UICI stock at an
aggregate purchase price of $4.4 million, or $19.95 per share, which purchase was initially financed with
$660,000 ($3.00 per share) in cash and by indebtedness owing to UICI in the amount of $3.7 million.
Mr. Mutz subsequently paid down principal on his loan in the amount of $960,000. Accordingly, through
December 31, 2000, Mr. Mutz had paid a total of $1.6 million in cash and had outstanding against his
220,000 shares a total of $2.8 million in indebtedness.

On January 2, 2001, the Board of Directors of the Company (including all of the outside disinterested
members of the Board) approved certain modifications to the ESPP. As part of the modifications, UICI
discharged indebtedness owing by Mr. Mutz in the amount of $1.5 million. Giving effect to such forgiveness,
Mr. Mutz, at December 31, 2002, owed UICI $1.3 million, or $6.00 per share initially purchased. In addition,
UICI issued to Mr. Mutz 107,104 shares of UICI common stock. UICI also cancelled the 290,404 options
that were issued to executives pursuant to the ESPP at a weighted average option price of $21.17 per share,
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and the maturity of the promissory notes delivered in connection with the Loan Option was extended to
January 1, 2007. All other terms and conditions of the original notes remained in effect.

Upon the issuance of the UICI shares and the discharge of indebtedness in January 2001, executives
recognized immediate income for federal tax purposes and UICI became entitled to an immediate deduction
and tax benefit in a corresponding amount. In order to afford participants a means to pay their tax, UICI
transferred to participants the benefit of UICI’s tax savings by paying a cash tax “gross-up” payment to
affected participants in the aggregate amount of $1.7 million.

Reflecting the modifications to the ESPP made in January 2001, current executives and directors had
indebtedness outstanding owing to the Company at December 31, 2003 and 2002 in the aggregate amount of
$270,000 and $1.7 million, respectively, (including $1.3 million at December 31, 2002 payable by Mr. Mutz,
which amount was subsequently repaid by Mr. Mutz on May 6, 2003).

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. The 118,158 shares of UICI common stock issued to participants were issued
from treasury shares.

Other Compensation Plans

In August 1998, Mr. Jensen and his wife established an incentive program (the “BOB Program”),
pursuant to which they agreed to distribute to “eligible participants” on August 15, 2002, in cash an aggregate
of the dollar equivalent value of 100,000 UICI shares. See Note K of Notes to Consolidated Financial
Statements — Related Party Transactions — Funding of BOB.

In August 2002, the Company established an incentive program (the “BOB II Program™), pursuant to
which the Company agreed to distribute to “eligible participants” on August 15, 2006, in cash an aggregate of
the dollar equivalent value of 200,000 UICI shares. Eligible participants in the BOB II Program consisted of
full-time employees of UICI and its subsidiaries and independent agents associated with UICI’s insurance
subsidiaries who were employed by or contracted with UICI, as the case may be, at the close of business on
August 15, 2002 and who remain employed by or contracted with UICI at the close of business on August 15,
2006. In accordance with the BOB II Program, each eligible participant is entitled to receive his or her portion
of the aggregate cash payment determined by reference to a formula based on, among other things, such
eligible participant’s tenure with UICI and level of compensation.

For financial reporting purposes, UICI will incur compensation expense associated with the BOB II
Program over the four-year vesting period, which expense included adjustments due to periodic changes in the
value of UICI common stock. The Company has established a corresponding liability associated with the
future benefits payable under the BOB II Program. For the years ended December 31, 2003 and 2002, the
Company recorded compensation expense associated with the BOB II Program in the amount of $621,000 and
$271,000, respectively.

In January 2000, the Company established a plan, pursuant to which 25% of the cash equivalent value of
100,000 shares of UICI common stock will be distributed to eligible employees in each of January 2001, 2002,
2003 and 2004. At December 31, 2003 and 2002, the Company’s liability for future benefits payable under this
plan was $332,000 and $680,000, respectively. For the years ended December 31, 2003, 2002 and 2001 the
Company recorded compensation expense associated with this plan in the amount of $38,000, $192,000 and
$257,000, respectively.
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Note N — Investment Annuity Segregated Accounts

The Company had deferred investment annuity policies which have segregated account assets and
liabilities amounting to $226.4 million and $218.9 million at December 31, 2003 and 2002, respectively, which
are funded by specific assets held in segregated custodian accounts for the purposes of providing policy benefits
and paying applicable premiums, taxes and other charges as due. Because investment decisions with respect to
these segregated accounts are made by the policyholders, these assets and liabilities are not presented in these
financial statements. The assets are held in individual custodian accounts, from which the Company has
received hold harmless agreements and indemnification.

Note O — Segment Information

The Company’s operating segments include the following: (a) Insurance segment, which includes the
businesses of the Self-Employed Agency Division, the Group Insurance Division, the Life Insurance Division
and Other Insurance; (b) Other, which included the Company’s investment in Healthaxis, Inc. until sold on
September 30, 2003, and (c¢) Other Key Factors.

The Company’s Other Key Factors segment includes (a) investment income not allocated to the other
business segments, (b) realized gains or losses on sale of investments (c) interest expense on non-student loan
indebtedness, (d) general expenses relating to corporate operations, (e) the operations of the Company’s
AMLI Realty Co. subsidiary, (f) minority interest, (g) variable stock-based compensation, (h) operations
that do not constitute reportable operating segments (consisting primarily of Barron Risk Management
Services, Inc., the remaining portion of the Company’s former TPA Division, until sold by the Company in
September 2002) and (i) amortization of goodwill (with respect to periods ended prior to January 1, 2002).

Allocations of investment income and certain general expenses are based on a number of assumptions and
estimates, and the business segments reported operating results would change if different methods were
applied. Certain assets are not individually identifiable by segment and, accordingly, have been allocated by
formulas. Segment revenues include premiums and other policy charges and considerations, net investment
income, and fees and other income. Operations that do not constitute reportable operating segments have been
combined with Other Key Factors. Depreciation expense and capital expenditures are not considered material.
Management does not allocate income taxes to segments. Transactions between reportable operating segments
are accounted for under respective agreements, which provide for such transactions generally at cost.
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Revenues from continuing operations, income from continuing operations before federal income taxes,

and assets by operating segment are set forth in the tables below:

(1)

Year Ended December 31,
2003 2002 2001
(In thousands)

Revenues
Insurance:
Self-Employed Agency Division .................... $1,332,437  $1,035,907  $713,347
Group Insurance Division ......................... 367,284 251,602 126,139
Life Insurance Division ........... ... ... ... .. ... 62,212 74,419 94,898
Other Insurance ................coiiiiiininnnn... 172 — —
1,762,105 1,361,928 934,384
Other Key Factors .......... ... ..., 51,660 13,776 34,056
Intersegment Eliminations . .......................... (560) — (516)
Total revenues . .. ... $1,813,205  $1,375,704  $967,924
Income (loss) from continuing operations before federal
income taxes(1)
Insurance:
Self-Employed Agency Division .................... $ 109,079 $§ 84,195 $ 64,736
Group Insurance Division ......................... (7,873) 13,155 2,674
Life Insurance Division ........... ... ... ... ...... (2,350) 8,097 6,349
Other Insurance .................iiiiiinenn... (705) — —
98,151 105,447 73,759
Other(2) ..o (2,211) (9,639)  (10,597)
Other Key Factors:
Investment income on equity, realized gains and losses,
general corporate expenses and other (including
interest on non-student loan indebtedness) ......... 35,517 (2,737) 16,641
Variable stock-based compensation.................. 459 (16,312) (6,110)
Goodwill amortization ............................ — — (530)
35,976 (19,049) 10,001
Total income from continuing operations before
federal income taxes .. .................... $ 131916 $ 76,759 $ 73,163

Effective January 1, 2003, the Company began to allocate to the Company’s operating business segments
certain general expenses relating to corporate operations (consisting primarily of technology related
expenses and expenses associated with the operations of the Company’s insurance company subsidiaries),
which expenses had been formerly reflected in the Other Key Factors segment. The Company believes
that this allocation of certain general expenses relating to corporate operations results in a more accurate
portrayal of the financial results of its core insurance and other operations. All prior periods presented
have been adjusted to reflect this allocation.
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(2) Reflects the Company’s losses associated with its former investment in Healthaxis, Inc., which the
Company disposed of in the third quarter of 2003.
December 31,
2003 2002
(In thousands)

Assets
Insurance:
Self-Employed Agency Division. .......... ... oo, $ 821,837 $ 665,938
Group Insurance Division . .......... .. ... 251,164 152,858
Life Insurance DiviSion . .. ... ..ot 608,714 630,238
Other InSUrance . ...ttt i 1,011 —
1,682,726 1,449,034
Other(1) ..o — 4,929
Other Key Factors:
General corporate and other .............. ... ... ... ... ... ..., 444,233 424,768
Subtotal . ... 2,126,959 1,878,731
Net assets of discontinued operations .......................... — 36,457
Assets held forsale . ... ... .. . . . 13,291 —
Total aSSETS . ..ottt $2,140,250  $1,915,188

(1) Reflects the Company’s former investment in Healthaxis, Inc., which the Company disposed of in the
third quarter of 2003.
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Note P — Earnings (loss) per Share

The following table sets forth the computation of basic and diluted earnings (loss) per share:
Year Ended December 31,

2003 2002 2001

(In thousands except
per share amounts)

Income (loss) available to common shareholders:
Income from continuing operations available to common

shareholders . . ... .o $ 87,324  $51,054  $49,484
Income (loss) from discontinued operations ............... (72,990) 953 (6,592)
Income before cumulative effect of accounting change . ... .. 14,334 52,007 42,892
Cumulative effect of accounting change................... — (5,144) —
Net INCOME . ..ottt e $ 14,334  $46,863  $42,892
Weighted average shares outstanding (thousands) — basic
earnings (loss) pershare ............ ... ... ... .. ...... 46,438 47,366 46,628
Effect of dilutive securities:
Employee stock options and other shares (see Note M) ....... 1,497 1,491 1,289
Weighted average shares outstanding — dilutive earnings (loss)
Per Share .. ... ... ... 47,935 48,857 47,917
Basic earnings (loss) per share Income from continuing
OPETAtIONS . . oo\ttt e $ 188 $ 1.08 §$ 1.06
Income (loss) from discontinued operations ............... (1.57) 0.02 (0.14)
Income before cumulative effect of accounting change ... ... 0.31 1.10 0.92
Cumulative effect of accounting change................... — (0.11) —
NEtINCOME ..ottt ettt e e $ 031 $ 099 §$§ 092
Diluted earnings (loss) per share Income from continuing
OPETALIONS .« v vttt ettt e e e e e e $ 182 $ 105 $ 1.03
Income (loss) from discontinued operations ............... (1.52) 0.02 (0.13)
Income before cumulative effect of accounting change . .. ... 0.30 1.07 0.90
Cumulative effect of accounting change................... — (0.11) —
NEL INCOME ..\t vttt ettt $§ 030 $ 096 $ 0.0

Note Q — Discontinued Operations

The Company has reflected as discontinued operations for financial reporting purposes the results of its
AMS subsidiary (which was sold in November 2003), its former Senior Market Division, its former Special
Risk Division, the operations of its former sub-prime credit card business and its former Third Party
Administration business.
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Following is a summary of the Company’s reported results from discontinued operations:

Year Ended December 31,
2003 2002 2001
(In thousands)

Income (loss) by business unit:

AMS . $(64,191) $ 5274 $ 4,063
Senior Market ........ .. .. (9,150)  (4,974)  (1,373)
Special RISK. . .. oo oo oo (4,037)  (4,239)  (9,172)
Sub-prime Credit Card ............. ... ..., 4,388 4,825 3,706
TPA oo — 67  (3,816)

Income (loss) from discontinued operations- net of tax ... $(72,990) $ 953  $(6,592)

Following is a summary of the Company’s net asset (liability) from discontinued operations:

December 31,
2003 2002
(In thousands)

Net asset (liability) by business unit:

AM S $ —  $55,704
Senior Market ... ... . — 5,150
Special Risk . ... ... (30,611) (24,397)

Net assets (liabilities) from discontinued operations................ $(30,611) $36,457

Academic Management Services Corp.

In July 2003 the Company announced that it had uncovered collateral shortfalls in the type and amount
of collateral supporting two of the securitized student loan financing facilities of Academic Management
Service Corp. (our former subsidiary engaged in the student loan origination and funding business, student
loan servicing business, and tuition installment payment plan business) and the failure to comply with
reporting obligations under the financing documents at seven of those facilities. The Company subsequently
entered into waiver and release agreements requiring us in July 2003 to contribute $48.25 million in cash to
the capital of AMS.

Following the collateral issues at AMS, the Company determined to dispose of its interest in AMS, and
on November 18, 2003 the Company completed the sale of its entire equity interest in AMS. The sale of AMS
generated net cash proceeds to UICI of approximately $27.8 million. At closing, UICI also received uninsured
student loan assets formerly held by AMS’ special purpose financing subsidiaries with a face amount of
approximately $44.3 million (including accrued interest). In anticipation of the sale of AMS, in the third
quarter of 2003 the Company wrote down the carrying value of these loans to fair value, which was
significantly less than the face amount of the loans. These assets held for sale in the carrying amount of
$13.3 million are reflected on the Company’s consolidated balance sheet under the caption “Other assets.”

As part of the transaction, the purchaser agreed to assume responsibility for liquidating and terminating
the remaining special purpose financing facilities through which AMS previously securitized student loans.

AMS results in 2003 incurred a $68.5 million pre-tax expense reflecting the estimated loss on disposal
recorded in the third quarter of 2003. Set forth below is a summary of the operating results of AMS as
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reflected in the consolidated financial statements of the Company for each of the three most recent fiscal
years:
Year Ended December 31,
2003(1) 2002 2001
(In thousands)

Revenue:
Interest iNCOME . .. ... ot i $ 47,422  $66,232  $88,398
Investment inCOMe . ...ttt 2,003 4,040 6,663
Other INCOME. . . ...ttt e e e 57,320 31,385 38,596
Total Tevenues .. ...t 106,745 101,657 133,657
Expenses:
Interest eXpense. .. ....covt it 32,593 39,410 71,357
Goodwill amortization ........... ... ... ... — — 3,986
Other operating €Xpenses . . . ....oveutnetunneennneennnn 81,609 56,920 58,467
Total eXPenses . .. ..ottt 114,202 96,330 133,810
Income (loss) from operations before income taxes and loss
on disposal . ... (7,457) 5,327 (153)
Loss from disposal .......... .. ... ... ... . .. (68,518) — —
Federal income tax expense (benefit) .................... (11,784) 53 (4,216)
Income (loss) from AMS discontinued operations. . . ... $(64,191) $ 5274 § 4,063

(1) Reflects operations for the period ended on the date of sale (November 18, 2003).

Set forth below is a summary of AMS’ assets and liabilities at December 31, 2002.
(In thousands)

Assets:

Cash and short-term Investments . .............c.iuiiiit .. $ 38,660
Restricted cash . ... ... . . 332,407
Student loans, NEt . . ... ... . 1,335,540
Goodwill and other intangibles .......... ... ... .. .. 72,772
Accrued interest receivable ... ... ... 38,371
Other ASSetS . . oottt e 25,023
AMS a8SETS .« o\t $1,842,773

Liabilities:
Student loan debt .. ... ... .. . . 1,602,602
Collections payable .. ...t e 155,908
Other Habilities . ... ... i e e 28,559
AMS Habilities . ... ..o $1,787,069
Net assets from AMS discontinued operations ........................ $ 55,704
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Senior Market Division

On May 30, 2003, UICI announced that its Board of Directors, at a meeting held on May 29, 2003,
adopted a plan to close by sale or wind-down the Senior Market Division, which the Company established in
2001 to develop long-term care and Medicare supplement insurance products for the senior market. For the
year ended December 31, 2003, 2002 and 2001, the Company’s Senior Market Division reported a loss (net of
tax) in the amount of $(9.2) million, $(5.0) million and $(1.4) million, respectively. Losses in 2003 includes
a write off of impaired assets, operating losses incurred at the Senior Market Division through the close-down
date and costs associated with the wind down and closing of the operations, including a loss in the amount of
$(5.5) million (net of tax) recognized upon transfer, effective June 30, 2003, of the Company’s interest in
Seniors First LLC (an agency through which the Company formerly marketed and distributed insurance
products to the senior market).

Set forth below is a summary of the operating results of the Senior Market Division for each of the years
ended December 31, 2003, 2002 and 2001, respectively:
Year Ended December 31,
2003 2002 2001
(In thousands)

Revenue:
Premiums. ... ... $ 943 $ 149 § —
Other INCOME. .. ...ttt 1,781 1,925 5
Total revenues . ...t 2,724 2,074 5
Expenses:
Underwriting, acquisition and insurance expenses........... 8,127 9,243 2,117
Goodwill charge ......... ... . i 7,400 — —
Other EXPenses . ... .vvvtii ettt 1,274 484 —
Total EXPensSes . . ..o vttt 16,801 9,727 2,117
Loss from operations before income taxes ................. (14,077)  (7,653) (2,112)
Federal income tax benefit.............................. (4,927)  (2,679) (739)
Loss from Senior Market discontinued operations ........ $ (9,150) $(4,974) $(1,373)

The Company completed its closedown of its Senior Market Division during 2003. At December 31,
2003, the remaining liabilities ($748,000) associated with its Senior Market Division were reflected on the
Company’s consolidated balance sheet under the caption “Accounts payable and accrued expenses”. At
December 31, 2002, the Senior Market Division had assets of $8.8 million (including goodwill in the amount
of $7.4 million) and liabilities of $3.6 million for a net total assets of $5.2 million which are reflected on the
Company’s consolidated balance sheet under the caption “net assets of discontinued operations”.

Special Risk Division

In December 2001, the Company determined to exit the businesses of its Special Risk Division by sale;
abandonment or wind-down and the Company designated and has classified its Special Risk Division as a
discontinued operation for financial reporting purposes. 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), various insurance intermediary services and certain
managed care services.
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The Company continues to experience unfavorable results in its Special Risk Division and as such
continues to report losses. In 2004 the Company will continue the wind-down of its former Special Risk
Division.

Set forth below is a summary of the operating results of the Special Risk Division for each of the years

ended December 31, 2003, 2002 and 2001, respectively:

Year Ended December 31,
2003 2002 2001
(In thousands)

Revenue:
Premiums . ... oo ottt e e e $ 36 $ 2355 $20,661
Investment and other income ........... ... ... . ... ... .... 2,040 3,067 5,848
Total TEVENUES . . . oottt 2,076 5,422 26,509
Expenses:
Benefits, claims and settlement expenses ................... 6,633 4,974 31,056
Underwriting, acquisition and insurance expenses............ 1,633 6,953 8,615
Other eXPenses . . ....vuuttt it 21 16 942
Total EXPenSes . ..o vttt 8,287 11,943 40,613
Loss from operations before income taxes .................. (6,211)  (6,521) (14,104)
Federal income tax benefit............................... (2,174)  (2,282)  (4,932)
Loss from Special Risk discontinued operations . .......... $(4,037) $(4,239) $(9,172)

Set forth below is a summary of the financial condition of the Special Risk Division as of December 31,
2003 and 2002:

Year Ended
December 31,
2003 2002
(In thousands)
Assets:
Other INVESTMENTS . .. o\ttt et e et e $ 166 $ 234
Reinsurance, due premiums and other receivables. .................... 13,551 19,141
Other aSSetS ..ottt — 21
Total ASSELS . . o\ vttt $13,717  $19,396
Liabilities:
Policy liabilities . ... ... ...t 41,905 41,923
Other labilities. . .. ..o 2,423 1,870
Total liabilities .. ... ... 44,328 43,793
Net liabilities from Special Risk discontinued operations .. ............... $30,611  $24,397

Sub Prime Credit Card Operations

In March 2000, the Board of Directors of the Company determined, after a thorough assessment of the
unit’s prospects, that UICI would exit from the sub-prime credit card business and, as a result, the unit was
reflected as a discontinued operation for financial reporting purposes effective December 31, 1999. On
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September 29, 2000, the Company completed the sale of substantially all of the non-cash assets associated
with the operation, 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, UICI completed
the voluntary liquidation of the Company’s special purpose national bank, in accordance with the terms of a
plan of voluntary liquidation approved by the Office of the Comptroller of the Currency.

As part of the September 2000 sale, the Company retained the sub prime credit card business’ Texas
collections facility and a building and real estate in Sioux Falls, South Dakota. The Company had leased the
Sioux Falls facilities to the purchaser of the credit card assets pursuant to a long-term lease. In September
2003, the Company sold the building and substantially all of the real estate to an unrelated party.

For the year ended December 31, 2003, 2002 and 2001, the sub-prime credit card business reported
income after tax of $4.4 million, $4.8 million and $3.7 million, respectively, which income has been reflected
in results from discontinued operations for all periods presented. The sub-prime credit card business’ results in
2003 and 2002 reflected a $6.8 million and $7.4 million, respectively, release of reserves resulting from the
Company’s assessment of certain favorable events related to credit card litigation matters and ultimate
resolution and settlement of ongoing litigation.

In addition to the cash sales price received at the September 2000 closing of the sale of the non-cash
assets associated with the sub-prime credit card business, the sale transaction contemplated an incentive cash
payment contingent upon the post-closing performance over a one-year period of the credit card portfolio
transferred in the sale. Results of the sub-prime credit card business in 2001 included income (net of tax) in
the amount of $3.7 million, associated with the receipt of a $5.7 million cash payment representing the
deferred contingent portion of the purchase price in final settlement of the September 2000 sale of
substantially all of the non-cash assets associated with the sub-prime credit card business.

Set forth below is a summary of the operating results of the sub-prime credit card business for each of the
years ended December 31, 2003, 2002 and 2001, respectively.
Year Ended December 31,
2003 2002 2001
(In thousands)

Revenue:
Interest and otherincome ............. ... ... .. ........ $ 14 $ 1,602 $ 9,120
Expenses:
OPperating €XPeNSES . . .« v v v et ettt ie e 6,074 9,417 7,921
Depreciation and amortization. .. ........................ — 5,728 3,173
Total EXPenses . . .. .vvt et 6,074 15,145 11,094
Loss from operations before amounts charged to loss on
disposal. . ... (6,060)  (13,543) (1,974)
Amounts charged to loss on disposal ....................... 6,060 13,543 7,675
Release of reServes . ... 6,751 7,423 —
Income from operations before income taxes .............. 6,751 7,423 5,701
Federal income taxes ............... i, 2,363 2,598 1,995
Income from the sub-prime credit card business discontinued
OPETAtiONS . . .\ttt e $ 4388 $§ 4,825 $ 3,706

At December 31, 2003, there were no remaining assets associated with its sub-prime credit card business.
At December 31, 2002, the then remaining assets of the sub-prime credit card business in the amount of
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$6.3 million (consisting of cash, restricted cash and short-term investments) and other liabilities of
$15.8 million are reflected in the respective categories on the Company’s consolidated balance sheet.

Third Party Administration Unit

Prior to 2002, UICI provided underwriting, claims management and claims administrative services to
third party insurance carriers, third party administrators, Blue Cross/Blue Shield organizations and self-
administered employer health care plans. The Company formerly classified the operations of its subsidiaries,
UICI Administrators, Inc. (a company engaged in the business of providing third party benefits administra-
tion, 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 Barron Risk
Management, Inc. (a company engaged in the business of administration of workers’ compensation and non-
subscriber plans) as its Third Party Administration Division.

On January 17, 2002, the Company completed the sale of UICI Administrators, Inc., the major
component of the Company’s Third Party Administration business unit. In the three months ended
December 31, 2001, the Company recognized an impairment charge of $2.3 million to its long-lived assets
associated with the UICI Administrators, Inc. unit, of which $700,000 represented a write-down of fixed
assets (which was reflected in depreciation for the full year and fourth quarter of 2001) and $1.6 million
represented a write-down of goodwill (which was reflected in goodwill amortization for the full year and fourth
quarter of 2001). As a result of the charge in the fourth quarter of 2001, the Company recognized no gain or
loss on the sale of UICI Administrators, Inc.

For the year ended December 31, 2002 and 2001, UICI Administrators, Inc. reported income (losses)
(net of tax) in the amount of $67,000, and $(3.8) million, which income (losses) have been reflected in
results from discontinued operations for all periods presented. The income in 2002 represents income earned
through January 17, 2002 (the date of sale of the UICI Administrators, Inc. unit).

Note R — Supplemental Financial Statement Data

Set forth below is certain supplemental information concerning underwriting, policy acquisition costs and
insurance expenses for the years ended December 31, 2003, 2002 and 2001:

Year Ended December 31,

2003 2002 2001
(In thousands)
Amortization of deferred policy acquisition costs ........... $ 69,343 $ 43948 $ 37,395
COmMMIUSSIONS .« . v vttt e e e e e 140,681 111,814 75,183
Administrative eXpenses . . .. .ovvevetn e 313,982 247,293 153,634
Premium taxes. ... ...t 38,105 27,985 22,151
Intangible asset amortization . ........................... 1,463 1,428 —

$563,574  $432,468  $288,363
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BALANCE SHEETS
December 31,

2003 2002
(In thousands)

ASSETS

Investments in and advances to subsidiaries* (includes investment in SunTech of
$15.3 million in 2002) . . ..ttt $607,325  $569,773
Cash and cash equivalents . .............. ittt 37,840 22,429
Refundable income taxes .............. it — 954
GoodWill . ... 16,127 —
Deferred income tax . ... .. ... 474 —
Other . 5,944 7,710
Net assets of discontinued Operations . ................uiirniiinnninnneenn.. — 36,457
$667,710  $637,323

LIABILITIES

SunTech Liability ....... ... ... $ —  $ 15313
Accrued expenses and other liabilities. ............. ... ... ... . ... 9,914 6,568
Agent plan liability .. ... ... 16,627 18,287
Income tax liability .. ... ... i 17,330 4,203
Short-term debt . . ... ... e 3,951 3,951
Long-term debt .. ... ... 15,000 3,951
Net liabilities of discontinued operations .................coouiireinnennenn... 17,320 —

80,142 52,273
STOCKHOLDERS’ EQUITY

Common StOCK . . ..ot 481 509
Additional paid-in capital ......... .. . 210,320 236,082
Accumulated other comprehensive income (1oss) ............... ... veni.... 24,607 42,337
Retained €arnings. . .. ... ..oo it 378,366 364,032
Treasury StOCK .. ...t (26,206)  (57,910)

587,568 585,050
$667,710  $637,323

* Eliminated in consolidation.

The condensed financial statements should be read in conjunction with the consolidated financial
statements and notes thereto of UICI and Subsidiaries.

See report of Independent Auditors.
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CONDENSED STATEMENTS OF OPERATIONS
Year Ended December 31,

2003 2002 2001
(In thousands)

Income:
Dividends from continuing operations*.............. ... ... ....... $ 52,394 $26,460 $ 54,533
Interest and other income (includes amounts received from related
parties of $32, $0 and $0 in 2003, 2002 and 2001, respectively). . .. 5,185 2,673 2,291
57,579 29,133 56,824
Expenses:

General and administrative expenses (includes amounts paid to
related parties of $692, $1,669 and $1,694 in 2003, 2002 and 2001,

TESPECtIVELY) ottt 14,029 12,531 11,123
Variable stock compensation ............... ... ... ... ... (459) 9,277 2,680
Losses in Healthaxis, Inc. investment ........................... 2,211 9,639 10,597
Interest expense (includes amounts paid to related parties of $0, $0

and $98 in 2003, 2002 and 2001, respectively) .................. 1,103 1,454 2,474

16,884 32,901 26,874

Income (loss) before equity in undistributed earnings of subsidiaries

and federal income tax eXpense. .. .......ouuiriinin e 40,695 (3,768) 29,950
Federal income tax benefit (expense) ..............c.cvviunienn.... (143) 9,573 12,263
Income before equity in undistributed earnings of subsidiaries ......... 40,552 5,805 42,213
Equity in undistributed earnings of continuing operations® ............ 46,772 45,249 7,271
Income from continuing Operations. . ................uereernenn.... 87,324 51,054 49,484
Dividends from discontinued operations® ........................... 17,289 8,176 29,538
Equity in undistributed earnings from discontinued operations* ........ (90,279)  (7,223)  (36,130)
Income (loss) from discontinued operations ........................ (72,990) 953 (6,592)
Cumulative effect of accounting change (net of tax benefit of $0, $1,742

and $0 in 2003, 2002 and 2001, respectively) ..................... — (5,144) —
Net INCOME . . oottt e e e e $ 14,334  $46,863 $ 42,892

* Eliminated in consolidation.

The condensed financial statements should be read in conjunction with the consolidated financial
statements and notes thereto of UICI and Subsidiaries.

See report of Independent Auditors.

F-78
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UICI (PARENT COMPANY)

CONDENSED STATEMENTS OF CASH FLOWS
Year Ended December 31,

2003 2002 2001
(Dollars in thousands)

Operating Activities
Net INCOME .. oo $ 14,334 $ 46,863 $ 42,892

Adjustments to reconcile net income to net cash (used in) provided by
operating activities:

Equity in undistributed loss of subsidiaries of discontinued operations * ...... 90,279 7,223 36,130
Equity in undistributed earnings of continuing operations *................. (46,772)  (45,249) (7,271)
Gains on sale of investments .............. .ot (3,976) (117) (57)
Decrease (increase) in other receivables ............... ... ... ... ... ..... (2,171) 2,344 2,257
Increase (decrease) in accrued expenses and other liabilities ............... 13,974 26,638 (15,356)
Increase (decrease) in SunTech liability ......... ... . ... ... ... ....... (15,600) 15,600 —
Deferred income taxes (benefit) ........... ... .. ... . 9,961 534 (3,979)
Increase in federal income taxes payable .............. ... ... ... ... ... 13,127 5,709 11,041
Operating loss of Healthaxis, Inc ......... ... ... ... ... ... ....... 2,211 3,139 10,597
Other items, NET . ...t e e e e 8,730 (4,768) (1,242)
Cash Provided by continuing operations............. ... ... 84,097 57,916 75,012
Amounts (Used in) Provided by discontinued operations .................. (16,016)  (28,515) 12,965
Net cash Provided by Operating Activities .................ovviinn... 68,081 29,401 87,977
Investing Activities
Purchase of subsidiaries and assets net of cash acquired ..................... — (23,693) —
Sale of subsidiaries and assets . ...........ci it — 1,319 —
Purchase of minority interest . ........ ... (863) (1,882) (8)
Increase of investments in and advances to subsidiaries...................... (19,403) 4,053 (23,775)
Net increase in other investments .. ............ooiiniineiinennennn .. — — (433)
Cash Used in continuing operations . .................ouuuieinneenneennnan. (20,266)  (20,203)  (24,216)
Amounts Used in discontinued operations . .................ouiiiunneenn .. (20,485) (8,094) —
Net cash Used in Investing Activities ............ ... .. (40,751)  (28,297)  (24,216)
Financing Activities
Repayment of notes payable .......... ... ... . . (3,951)  (11,450) (5,951)
Repayment of payable to related party . ........... ..o i — — (18,954)
Exercise of Stock options . ..........o it 10,966 12,616 —
Purchase of treasury stock . ....... ...t (19,596)  (42,515)  (13,963)
Other changes in eqUIty ... ... .ottt e 662 5,397 15,375
Net cash Used in Financing Activities . ........ ..., (11,919)  (35,952)  (23,493)
Increase (decrease) in Cash ......... ... ..o, 15,411 (34,848) 40,268
Cash and cash equivalents at Beginning of Period ...................... 22,429 57,277 17,009
Cash and cash equivalents at End of Period ........................ ... $ 37,840 $ 22,429 $ 57,277

* Eliminated in consolidation.

The condensed financial statements should be read in conjunction with the consolidated financial
statements and notes thereto of UICI and Subsidiaries.

See report of Independent Auditors.
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SUPPLEMENTARY INSURANCE INFORMATION

SCHEDULE IIT

Col. A Col. B Col. C Col. D Col. E
Future Policy
Deferred Benefits
Policy Losses, Claims,
Acquisition and Loss Unearned Policyholder
Costs Expenses Premiums Funds
(In thousands)
December 31, 2003:
Self-Employed Agency Division ................ $49,054 $ 598,091 $ 76,018 $ 8,200
Group Insurance Division ..................... 6,971 98,944 72,145 —
Life Insurance Division ....................... 34,626 317,531 5,536 8,459
Other Insurance ................. ... ........ — 60 — —
Total ... $90,651 $1,014,626 $153,699 $16,659
December 31, 2002:
Self-Employed Agency Division ................ $48.915 $ 494,922 $ 66,645 $ 9,432
Group Insurance Division ..................... 4,759 64,811 48,554 —
Life Insurance Division ....................... 35,636 329,780 6,551 8,274
Total ... . $89,310 $ 889,513 $121,750 $17,706

See report of Independent Auditors.
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UICI
AND SUBSIDIARIES

SUPPLEMENTARY INSURANCE INFORMATION

Col. F Col. G Col. H Col. I Col. K Col. J
Benefits, Amortization
Claims of Deferred
Losses, and Policy Other
Premium Investment Settlement Acquisition Operating Premiums
Revenue Income* Expenses Costs Expenses* (1) Written
(In thousands)
2003:
Self-Employed Agency
Division ............... $1,210,034 $31,230 $ 736,101 $52,944 $343,140
Group Insurance
Division ............... 354,002 5,703 276,461 5,897 85,219
Life Insurance
Division ............... 30,366 30,610 26,971 10,502 25,854
Other Insurance .......... 150 — 60 — 795
$1,594,552  $67,543 $1,039,593  $69,343 $455,008  $1,625,558
2002:
Self-Employed Agency
Division ............... $ 930,983 $26,978 $ 571,814  $30,726 $271,226
Group Insurance
Division ............... 243,055 4,422 169,940 2,961 61,421
Life Insurance
Division . .............. 38,557 34,207 32,738 10,261 21,668
$1,212,595 $65,607 $ 774,492  $43,948 $354,315  $1,238,946
2001:
Self-Employed Agency
Division . .............. $ 628,926 $22,359 $ 387,801 $21,850 $176,398
Group Insurance
Division .. ............. 121,513 3,315 91,292 3,824 27,038
Life Insurance
Division ............... 60,537 32,176 51,876 11,721 22,767

$ 810,976 $57,850 $ 530,969  $37,395 $226,703 $ 811,248

* Allocations of Net Investment Income and Other Operating Expenses are based on a number of
assumptions and estimates, and the results would change if different methods were applied.

(1) Other operating expenses include underwriting, policy acquisition costs, and insurance expenses and other
income and expenses allocable to the respective segment.

See report of Independent Auditors.
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Year Ended December 31, 2003

Life insurance in force........

Premiums:

Life insurance . ..............
Health insurance ............

Year Ended December 31, 2002

Life insurance in force........

Premiums:

Life insurance . ..............
Health insurance ............

Year Ended December 31, 2001

Life insurance in force........

Premiums:

Life insurance . ..............
Health insurance ............

...... $4,093,064 § 634,591  $486,978  $3,945,451

SCHEDULE 1V

UICI
AND SUBSIDIARIES
REINSURANCE

Percentage

of Amount

Gross Assumed

Amount Ceded Assumed Net Amount to Net
(Dollars in thousands)
...... $4,267,521  $1,074,569  $139,889  $3,332,841 4.2%

...... $ 33641 $ 7,059 $§ 3,491 § 29,973 11.7%
...... 1,571,482 34,882 27,979 1,564,579 1.8%

$1,605,123 § 42,041 $ 31,470  $1,594,552

...... $3,919,440 § 921,482  $470,388  $3,468,346 13.6%

...... $ 36423 $§ 7832 $§ 2958 § 31,549 9.4%
...... 1,193,516 39,831 27,361 1,181,046 2.3%

$1,229.939 $§ 47,663 $ 30,319  $1,212,595

_
w
N

...... $ 33887 $ 4,132 $§ 4924 § 34,679 14.2%
...... 747,317 26,250 55,230 776,297 7.1%

$ 781,204 $§ 30,382 $ 60,154 $§ 810,976

See report of Independent Auditors.
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AND SUBSIDIARIES

VALUATION AND QUALIFYING ACCOUNTS

Allowance for losses:

Year ended December 31, 2003:

Agents’ receivables

Mortgage loans............
Student loans

Real estate

Year ended December 31, 2002:

Agents’ receivables
Mortgage loans............
Student loans

Real estate

Year ended December 31, 2001:

Agents’ receivables
Mortgage and collateral loans
Student loans

Real estate

SCHEDULE V

See report of Independent Auditors.
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Increase Recoveries/ Deductions/
Balance At Additions In Amounts Balance

Beginning Cost and Carrying Charged At End of
of Period Expenses Value Off Period

(In thousands)

............. $3,557  $1,944 $ —  $(2,358)  $3,143
............. 324 — — — 324
............. 941 1,912 — (1,177) 1,676
............. 2,434 — — — 2,434
............. $1,954  $3,002 $ —  $(1,399)  $3,557
............. 1,201 — — (877) 324
............. 1,039 1,199 — (1,297) 941
............. 1,083 1,351 — — 2,434
............. $1,383  $1,555  $ — $ (984)  $1,954
............. 1,701 — (500) — 1,201
............. 4,704 1,986  (5,235) (416) 1,039
............. 1,083 — — — 1,083
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Description of Exhibit

Plan of Reorganization of United Group Insurance Company, as subsidiary of United Group
Companies, Inc. and Plan and Agreement of Merger of United Group Companies, Inc. into
United Insurance Companies, Inc., filed as Exhibit 2-1 to the Registration Statement on
Form S-1, File No. 33-2998, filed with the Securities and Exchange Commission on
January 30, 1986 and incorporated by reference herein.

Certificate of Incorporation of UICI, as amended, filed as Exhibit 4.1 (a) to Registration
Statement on Form S-8, File No. 333-85113, filed with the Securities and Exchange
Commission on August 13, 1999 and incorporated by reference herein.

Restated By-Laws, as amended, of the Company, filed as Exhibit 3.2 to the Form 10-Q dated
June 30, 2003, File No. 001-14953 and incorporated by reference herein.

Reinsurance Agreement between AEGON USA Companies and UICI Companies effective
January 1, 1995, as amended through November 21, 1995 and incorporated by reference
herein.

Amendment No. 3 to Reinsurance Agreement between AEGON USA Companies and UICI
Companies effective April 1, 1996, and filed as Exhibit 10.1 to the Company’s Current Report
on Form 8-K dated April 1, 1996 (File No. 0-14320), and incorporated by reference herein.
The Amendment No. 3 amends the Reinsurance Agreement between AEGON USA
Companies and UICI Companies effective January 1, 1995, as amended through
November 21, 1995, filed as Exhibit 10.1(B) on Annual Report on Form 10-K for year ended
December 31, 1995, (File No. 0-14320), filed on March 29, 1996, and incorporated by
reference herein.

Agreements Relating to United Group Association Inc., filed as Exhibit 10-2 to the
Registration Statement on Form S-18, File No. 2-99229, filed with the Securities and
Exchange Commission on July 26, 1985 and incorporated by reference herein.

Agreement for acquisition of capital stock of Mark Twain Life Insurance Corporation by
Mr. Ronald L. Jensen, filed as Exhibit 10-4 to the Registration Statement on Form S-1, File
No. 33-2998, filed with the Securities and Exchange Commission on January 30, 1986 and
incorporated by reference herein.

Assignment Agreement among Mr. Ronald L. Jensen, the Company and Onward and
Upward, Inc. dated February 12, 1986 filed as Exhibit 10-4(A) to Amendment No. 1 to
Registration Statement on Form S-1, File No. 33-2998, filed with the Securities and Exchange
Commission on February 13, 1986 and incorporated by reference herein.

Agreement for acquisition of capital stock of Mid-West National Life Insurance Company of
Tennessee by the Company filed as Exhibit 2 to the Report on Form 8-K of the Company, File
No. 0-14320, dated August 15, 1986 and incorporated by reference herein.

Stock Purchase Agreement, dated July 1, 1986, among the Company, Charles E. Stuart and
Stuart Holding Company, as amended July 7, 1986, filed as Exhibit 11(c) (1) to Statement on
Schedule 14D-1 and Amendment No. 1 to Schedule 13D, filed with the Securities and
Exchange Commission on July 14, 1986 and incorporated by reference herein.

Acquisition Agreement, dated July 7, 1986 between Associated Companies, Inc. and the
Company, together with exhibits thereto, filed as Exhibit (c)(2) to Statement on Schedule
14D-1 and Amendment No. 1 to Schedule 13D, filed with the Securities and Exchange
Commission on July 14, 1986 and incorporated by reference herein.

Offer to Purchase, filed as Exhibit (a) (1) to Statement on Schedule 14D-1 and Amendment
No. 1 to Schedule 13D, filed with the Securities and Exchange Commission on July 14, 1986
and incorporated by reference herein.

Agreement for acquisition of capital stock of Life Insurance Company of Kansas, filed as
Exhibit 10.6 to the 1986 Annual Report on Form 10-K, File No. 0-14320, filed with the
Securities and Exchange Commission on March 27, 1987 and incorporated by reference
herein.
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10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

Description of Exhibit

Agreement Among Certain Stockholders of the Company, filed as Exhibit 10-6 to the
Registration Statement on Form S-18, File No. 2-99229, filed with the Securities and
Exchange Commission on July 26, 1985 and incorporated by reference herein.

Form of Subscription Agreement for 1985 Offering, filed as Exhibit 10-7 to the Registration
Statement on Form S-1, File No. 33-2998, filed with the Securities and Exchange Commission
on January 30, 1986 and incorporated by reference herein.

Repurchase Agreement between Life Investors Inc., UGIC, Ronald Jensen and Keith Wood
dated January 6, 1984, filed as Exhibit 10-8 to Registration Statement on Form S-1, File
No. 33-2998, filed with the Securities and Exchange Commission on January 30, 1986 and
incorporated by reference herein.

Treaty of Assumption and Bulk Reinsurance Agreement for acquisition of certain assets and
liabilities of Keystone Life Insurance Company, filed as Exhibit 10.10 to the 1987 Annual
Report on Form 10-K, File No. 0-14320, filed with the Securities and Exchange Commission
on March 28, 1988 and incorporated by reference herein.

Acquisition and Sale-Purchase Agreements for the acquisition of Orange State Life and
Health Insurance Company and certain other assets, filed as Exhibit 10.11 to the 1987 Annual
Report on Form 10-K, File No. 0-14320, filed with the Securities and Exchange Commission
on March 28, 1988 and incorporated by reference herein.

United Insurance Companies, Inc. 1987 Stock Option Plan, included with the 1988 Proxy
Statement filed with the Securities and Exchange Commission on April 25, 1988 and
incorporated by reference herein, filed as Exhibit 10.12 to the 1988 Annual Report on
Form 10-K, File No. 0-14320, filed with the Securities and Exchange Commission on
March 30, 1989 and incorporated by reference herein.

Amendment to the United Insurance Companies, Inc. 1987 Stock Option Plan, filed as
Exhibit 10.13 to the 1988 Annual Report on Form 10-K, File No. 0-14320, filed with the
Securities and Exchange Commission on March 30, 1989 and incorporated by reference
herein.

UICI Restated and Amended 1987 Stock Option Plan as amended and restated March 16,
1999 filed as Exhibit 10.1 to Form 10-Q dated March 31, 1999, (File No. 0-14320), and
incorporated by reference herein.

Amendment to Stock Purchase Agreement between American Capital Insurance Company
and United Insurance Companies, Inc., filed as Exhibit 10.15 to the 1988 Annual Report on
Form 10-K, File No. 0-14320, filed with the Securities and Exchange Commission on
March 30, 1989 and incorporated by reference herein.

Agreement of Substitution and Assumption Reinsurance dated as of January 1, 1991 by and
among Farm and Home Life Insurance Company, the Arizona Life and Disability Insurance
Guaranty Fund and United Group Insurance Company, as modified by a Modification
Agreement dated August 26, 1991, together with schedules and exhibits thereto, filed as
Exhibit 2 to Schedule 13D, filed with the Securities and Exchange Commission on
September 3, 1991 and incorporated by reference herein.

Stock Purchase Agreement dated as of August 26, 1991 by and among Farm and Home Life
Insurance Company, First United, Inc. and The MEGA Life and Health Insurance Company,
filed as Exhibit 3 to Schedule 13D, filed with the Securities and Exchange Commission on
September 3, 1991 and incorporated by reference herein.

Stock Purchase Agreement dated as of August 26, 1991 by and among Farm and Home Life
Insurance Company, The Chesapeake Life Insurance Company and Mid-West National Life
Insurance Company of Tennessee, filed as Exhibit 4 to Schedule 13D, File No. 0-14320 filed
with the Securities and Exchange Commission on September 3, 1991 and incorporated by
reference herein.
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10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

Description of Exhibit

Second Agreement of Modification to Agreement of Substitution and Assumption Reinsurance
dated as of November 15, 1991 among Farm and Home Life Insurance Company, United
Group Insurance Company, and the Arizona Life and Disability Insurance Guaranty Fund,
filed as Exhibit 1 to Amendment No. 1 to Schedule 13D, File No. 0-14320 filed with the
Securities and Exchange Commission on February 5, 1992 and incorporated by reference
herein. This agreement refers to a Modification Agreement dated September 12, 1991. The
preliminary agreement included in the initial statement was originally dated August 26, 1991.

Addendum to Agreement of Substitution and Assumption Reinsurance dated as of
November 22, 1991 among United Group Insurance Company, Farm and Home Life
Insurance Company, and the Arizona Life and Disability Insurance Guaranty Fund, filed as
Exhibit 2 to Amendment No. 1 to Schedule 13D, File No. 0-14320 filed with the Securities
and Exchange Commission on February 5, 1992 and incorporated by reference herein.

Modification Agreement dated November 15, 1991 between First United, Inc., Underwriters
National Assurance Company, and Farm and Home Life Insurance Company, The MEGA
Life and Health Insurance Company, and the Insurance Commissioner of the State of Indiana,
and filed as Exhibit 3 to Amendment No. 1 to Schedule 13D, File No. 0-14320 filed with the
Securities and Exchange Commission on February 5, 1992 and incorporated by reference
herein.

Agreement of Reinsurance and Assumption dated December 14, 1992 by and among Mutual
Security Life Insurance Company, in Liquidation, National Organization of Life and Health
Insurance Guaranty Associations, and The MEGA Life and Health Insurance Company, and
filed as Exhibit 2 to the Company’s Report on Form 8-K dated March 29, 1993, (File No. 0-
14320), and incorporated by reference herein.

Acquisition Agreement dated January 15, 1993 by and between United Insurance
Companies, Inc. and Southern Educators Life Insurance Company, and filed as Exhibit 2 to
the Company’s Report on Form §-K dated March 29, 1993, (File No. 0-14320), and
incorporated by reference herein.

Stock Exchange Agreement effective January 1, 1993 by and between Onward and
Upward, Inc. and United Insurance Companies, Inc. and filed as Exhibit 2 to the Company’s
Report on Form 8-K dated March 29, 1993, (File No. 0-14320), and incorporated by reference
herein.

Stock Purchase Agreement by and among United Insurance Companies, Inc. and United
Group Insurance Company and Landmark Land Company of Oklahoma, Inc. dated January 6,
1994, and filed as Exhibit 10.27 to Form 10-Q dated March 31, 1994, (File No. 0-14320), and
incorporated by reference herein.

Private Placement Agreement dated June 1, 1994 of 8.75% Senior Notes Payable due June
2004 in the aggregate amount of $27,655,000, and filed as Exhibit 28.1 to the Company’s
Report on Form 8-K dated June 22, 1994, (File No. 0-14320), and incorporated by reference
herein.

Asset Purchase Agreement between UICI Companies and PFL Life Insurance Company,
Bankers United Life Assurance Company, Life Investors Insurance Company of America and
Monumental Life Insurance Company and Money Services, Inc. effective April 1, 1996, as
filed as Exhibit 10.2 to the Company’s Report on Form 8-K dated April 1, 1996 (File
No. 0-14320) and incorporated by reference herein.

General Agent’s Agreement between Mid-West National Life Insurance Company of
Tennessee and United Group Association, Inc. effective April 1, 1996, and filed as Exhibit 10.3
to the Company’s Report on Form 8-K dated April 1, 1996 (File No. 0-14320), and
incorporated by reference herein.

General Agent’s Agreement between The MEGA Life and Health Insurance Company and
United Group Association, Inc. Effective April 1, 1996, and filed as Exhibit 10.4 to the
Company’s Report on Form 8-K dated April 1, 1996 (File No. 0-14320) and incorporated by
reference herein.

Agreement between United Group Association, Inc. and Cornerstone Marketing of America

effective April 1, 1996, and filed as Exhibit 10.5 to the Company’s Current Report on
Form 8-K dated April 1, 1996 (File No. 0-14320) and incorporated by reference herein.
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10.44

10.45

10.46

10.47

10.48

10.49

10.50

10.51

Description of Exhibit

Stock exchange agreement dated October 1996 by and between AMLI Realty Co. and UICI,
as amended by that first amendment stock exchange agreement dated November 4, 1996 filed
as Exhibit 10.31 to the Registration Statement on Form S-3 File No. 333-23899 filed with the
Securities and Exchange Commission on April 25, 1997 and incorporated by reference herein.

Agreement dated December 6, 1997 by and between UICI, UICI Acquisition Corp., ELA
Corp., and Marcus A. Katz, Cary S. Katz, Ryan D. Katz and RK Trust #2 filed as
Exhibit 10.32 to the Registration Statement on Form S-3 File No. 333-42937 filed with the
Securities and Exchange Commission on December 22, 1997 and incorporated by reference
herein.

Repurchase Agreement dated as of March 27, 1998 as amended between Lehman Commercial
Paper, Inc. and Educational Finance Group, Inc. filed as Exhibit 10.1 to Form 10-Q dated
September 30, 1999, (File No. 0-14320), and incorporated by reference herein.

Loan Agreement among UICI, Bank of America, as administrative agent, The First National
Bank of Chicago as documentation agent, and Fleet National Bank as co-agent dated May 17,
1999 filed as Exhibit 10.2 to Form 10-Q dated September 30, 1999, (File No. 0-14320), and
incorporated by reference herein.

Indenture Agreement dated as of August 5, 1999 between EFG-III, LP, as Issuer and The
First National Bank of Chicago, as Indenture Trustee and Eligible Lender Trustee filed as
Exhibit 10.3 to Form 10-Q dated September 30, 1999, (File No. 0-14320), and incorporated
by reference herein.

Indenture Agreement dated as of June 14, 1999 between EFG-II, LP, as Issuer and The First
National Bank of Chicago, as Indenture Trustee and Eligible Lender Trustee filed as
Exhibit 10.4 to Form 10-Q dated September 30, 1999, (File No. 0-14320), and incorporated
by reference herein.

Stock Purchase Agreement dated, July 27,2000, between UICI and C&J Investments, LLC
filed as Exhibit 10.44 to Form 10-Q dated June 30, 2000, (File No. 0-14320), and incorporated
by reference herein.

Management Agreement, dated December 31, 2000 between UICI, The Mega Life and
Health Insurance Company and William J. Gedwed, filed as Exhibit 10.45 to the Company’s
2000 Annual Report on Form 10-K, File No. 001-14953, filed with the Securities and
Exchange Commission on March 16, 2001 and incorporated by reference herein.

UICI 2000 Restricted Stock Plan effective January 1, 2000, filed as Exhibit 10.46 to the
Company’s 2000 Annual Report on Form 10-K, File No. 001-14953, filed with the Securities
and Exchange Commission on March 16, 2001 and incorporated by reference herein.

UICIT 2001 Restricted Stock Plan effective January 1, 2001, filed as Exhibit 10.47 to the
Company’s 2000 Annual Report on Form 10-K, File No. 001-14953, filed with the Securities
and Exchange Commission on March 16, 2001 and incorporated by reference herein.

Termination Agreement, dated April 13, 2000 between UICI, UICI Acquisition Co., UICI
Capital Trust I, and HealthPlan Services Corporation, filed as Exhibit 10.48 to the Company’s
2000 Annual Report on Form 10-K, File No. 001-14953, filed with the Securities and
Exchange Commission on March 16, 2001 and incorporated by reference herein.

Management Agreement dated October 13, 2000 between UICI and William P. Benac, filed as
Exhibit 10.49 to the Company’s 2000 Annual Report on Form 10-K, File No. 001-14953, filed
with the Securities and Exchange Commission on March 16, 2001 and incorporated by
reference herein.

Information Technology Services Agreement by and between UICI and Insurdata
Incorporated (now HealthAxis, Inc.), dated January 3, 2000, filed as Exhibit 10.50 to the
Company’s 2000 Annual Report on Form 10-K, File No. 001-14953, filed with the Securities
and Exchange Commission on March 16, 2001 and incorporated by reference herein.

Management Agreement between NMC Holdings, Inc. and UICI dated July 27, 2000, filed as
Exhibit 10.51 to the Company’s 2000 Annual Report on Form 10-K, File No. 001-14953, filed
with the Securities and Exchange Commission on March 16, 2001 and incorporated by
reference herein.
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Description of Exhibit

Administrative Service Agreement dated July 27,2000 between The MEGA Life and Health
Insurance Company and National Motor Club of America, Inc. filed as Exhibit 10.52 to the
Company’s 2000 Annual Report on Form 10-K, File No. 001-14953, filed with the Securities
and Exchange Commission on March 16, 2001 and incorporated by reference herein.

Stock Purchase Agreement dated May 12, 2000 between UICI and The Mega Life and Health
Insurance Company with respect to all of the outstanding capital stock of The Chesapeake Life
Insurance Company, filed as Exhibit 10.53 to the Company’s 2000 Annual Report on
Form 10-K, File No. 001-14953, filed with the Securities and Exchange Commission on
March 16, 2001 and incorporated by reference herein.

Promissory Note dated June 29, 2000 between UICI and Columbus Bank and Trust maturing
June 30, 2005, filed as Exhibit 10.54 to the Company’s 2000 Annual Report on Form 10-K,
File No. 001-14953, filed with the Securities and Exchange Commission on March 16, 2001
and incorporated by reference herein.

Stock Purchase Agreement dated June 20, 2000 between UICI and The MEGA Life and
Health Insurance Company with respect to all of the Outstanding capital stock of AMLI
Realty Co., filed as Exhibit 10.55 to the Company’s 2000 Annual Report on Form 10-K, File
No. 001-14953, filed with the Securities and Exchange Commission on March 16, 2001 and
incorporated by reference herein.

Agreement dated September 15, 1999 between UICI and Onward and Upward, Inc. (“Put/
Call Agreement) with respect to the TOP Plan Funding Obligation, together with extension
agreements dated August 15, 2000, October 16, 2000, and February 7, 2001, filed as
Exhibit 10.56 to the Company’s 2000 Annual Report on Form 10-K, File No. 001-14953, filed
with the Securities and Exchange Commission on March 16, 2001 and incorporated by
reference herein.

Promissory Note and Loan Agreement dated July 19, 2000 between United Group
Reinsurance, Inc. and Money Services, Inc., maturing August 1, 2001, filed as Exhibit 10.57 to
the Company’s 2000 Annual Report on Form 10-K, File No. 001-14953, filed with the
Securities and Exchange Commission on March 16, 2001 and incorporated by reference
herein.

Promissory Note and Loan Agreement dated July 19, 2000 between Financial Services
Reinsurance Ltd. and Money Services, Inc., maturing August 1, 2001, filed as Exhibit 10.58 to
the Company’s 2000 Annual Report on Form 10-K, File No. 001-14953, filed with the
Securities and Exchange Commission on March 16, 2001 and incorporated by reference
herein.

Promissory Note and Loan Agreement dated July 19, 2000 between U.S. Managers Life
Insurance Company Ltd. and Money Services, Inc., maturing August 1, 2001, filed as
Exhibit 10.59 to the Company’s 2000 Annual Report on Form 10-K, File No. 001-14953, filed
with the Securities and Exchange Commission on March 16, 2001 and incorporated by
reference herein.

Asset Purchase and Transfer Agreement dated August 4, 2000 between Specialized Card
Services, Inc., United Credit National Bank, UICI Receivables Funding Corporation, and
UICI and Household Bank (SB), N.A. and Household Credit Services, Inc., together with
Amendment No. 1, filed as Exhibit 10.60 to the Company’s 2000 Annual Report on
Form 10-K, File No. 001-14953, filed with the Securities and Exchange Commission on
March 16, 2001 and incorporated by reference herein.

Lease Agreement dated September 30, 2000 between Household Credit Services, Inc.
(tenant) and Specialized Card Services, Inc. (Landlord), filed as Exhibit 10.61 to the
Company’s 2000 Annual Report on Form 10-K, File No. 001-14953, filed with the Securities
and Exchange Commission on March 16, 2001 and incorporated by reference herein.
Sublease Agreement dated July 27, 2000 between The Mega Life and Health Insurance and
National Motor Club of America, Inc., filed as Exhibit 10.62 to the Company’s 2000 Annual
Report on Form 10-K, File No. 001-14953, filed with the Securities and Exchange
Commission on March 16, 2001 and incorporated by reference herein.
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Description of Exhibit

Software License Agreement dated January 30, 2001 between UICI and HealthAxis.com, filed
as Exhibit 10.63 to the Company’s 2000 Annual Report on Form 10-K, File No. 001-14953,
filed with the Securities and Exchange Commission on March 16, 2001 and incorporated by
reference herein.

Agreement, dated March 14, 2001, between UICI, MEGA and Charles Prater, filed as
Exhibit 10.64 to the Company’s 2000 Annual Report on Form 10-K, File No. 001-14953, filed
with the Securities and Exchange Commission on March 16, 2001 and incorporated by
reference herein.

Loan agreement dated January 25, 2002 between UICI and Bank of America, N. A. and
La Salle Bank National Association, filed as Exhibit 10.65 to the Company’s 2001 Annual
Report on Form 10-K, File No. 001-14953, filed with the Securities and Exchange
Commission on March 22, 2002 and incorporated by reference herein.

General and First Supplemental Indenture between CLFD-I, Inc. and Zions First National
Bank, as Trustee relating to the Student Loan Asset Backed Notes dated as of April 1, 2001,
filed as Exhibit 10.66 to the Company’s 2001 Annual Report on Form 10-K, File
No. 001-14953, filed with the Securities and Exchange Commission on March 22, 2002 and
incorporated by reference herein.

Indenture agreement dated January 30, 2002 between AMS-12002, LP as Issuer and Bank
One, National Association, as Indenture Trustee and Eligible Lender Trustee filed as
Exhibit 10.67 to the Company’s 2001 Annual Report on Form 10-K, File No. 001-14953, filed
with the Securities and Exchange Commission on March 22, 2002 and incorporated by
reference herein.

Stock purchase agreement dated February 28, 2002 among The S.T.A.R. Human Resource
Group, Inc., STAR Administrative Services, Inc. and certain Shareholders and UICI filed as
Exhibit 10.68 to the Form 10-Q dated March 31, 2002, File No. 001-14953 and incorporated
by reference herein.

Second Supplemental Indenture, dated as of April 1, 2002, between CFLD-I, Inc. and Zions
First National Bank, as Trustee, relating to $50,000,000 CFLD-I, Inc. Student Loan Asset
Backed Notes, Senior Series 2002A-1 (Auction Rate Certificates) filed as Exhibit 10.69 to the
Form 10-Q dated June 30, 2002, File No. 001-14953 and incorporated by reference herein.

Third Supplemental Indenture, dated as of April 1, 2002, between CFLD-I, Inc. and Zions
First National Bank, as Trustee, amending General Indenture, dated as of April 1, 2001,
relating to CFLD-I, Inc. Student Loan Asset Backed Notes filed as Exhibit 10.70 to the
Form 10-Q dated June 30, 2002, File No. 001-14953 and incorporated by reference herein.

Indenture Agreement dated August 21, 2002 among AMS-2 2002, LP, as Issuer, and
BankOne, National Association, as Indenture Trustee and Eligible Lenders Trustee filed as
Exhibit 10.71 to the Form 10-Q dated September 30, 2002, File No. 001-14953 and
incorporated by reference herein..

EFG-II Waiver dated July 24, 2003, entered into by MBIA Insurance Corporation, Bank One,
National Association, as successor to The First National Bank of Chicago, not in its individual
capacity but solely as Indenture Trustee, Eligible Lender Trustee and EFG Eligible Lender
Trustee, EFG-II, LP, and Academic Management Services Corp. filed as Exhibit 10.72 to the
Form 10-Q dated June 30, 2003, File No. 001-14953 and incorporated by reference herein.

EFG-III Waiver dated July 24, 2003, entered into by MBIA Insurance Corporation, Fleet
National Bank, Bank of America, N.A., Bank One, National Association, as successor to The
First National Bank of Chicago, not in its individual capacity but solely as Indenture Trustee
and Eligible Lender Trustee, EFG-11 SPC-I, Inc., Academic Management Services Corp., and
EFG Funding LLC filed as Exhibit 10.73 to the Form 10-Q dated June 30, 2003, File
No. 001-14953 and incorporated by reference herein.

EFG-1V Waiver dated July 24, 2003, entered into by MBIA Insurance Corporation, Bank
One, National Association, EFG-IV, LP, and Academic Management Services Corp. filed as
Exhibit 10.74 to the Form 10-Q dated June 30, 2003, File No. 001-14953 and incorporated by
reference herein.



Exhibit
Number

10.75

10.76

10.77

10.78

10.79

10.80

10.81

10.82

10.83

10.84
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21
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Description of Exhibit

AMS-1 Waiver dated July 24, 2003, entered into by MBIA Insurance Corporation, AMS-1
2002, LP, and Academic Management Services Corp. filed as Exhibit 10.75 to the Form 10-Q
dated June 30, 2003, File No. 001-14953 and incorporated by reference herein.

Indenture Agreement dated May 8, 2003 among AMS-3 2003, LP, as Issuer, and Bank One,
National Association, as Indenture Trustee and Eligible Lender Trustee filed as Exhibit 10.76
to the Form 10-Q dated June 30, 2003, File No. 001-14953 and incorporated by reference
herein.

Master Repurchase Agreement, dated as of August 7, 2003, between Lehman Brothers Bank,
FSB, and Academic Management Services Corp. filed as Exhibit 10.77 to the Form 10-Q
dated June 30, 2003, File No. 001-14953 and incorporated by reference herein.

Guaranty and Warranty Agreement, dated as of August 7, 2003 made by UICI in favor of
Lehman Brothers Bank, FSB filed as Exhibit 10.78 to the Form 10-Q dated June 30, 2003, File
No. 001-14953 and incorporated by reference herein.

Agreement between Student Loan Marketing Association, Fleet National Bank (solely in its
capacity as Trustee for the AMS Education Loan Trust), and Academic Management
Services, Inc. dated July 1, 2000 and as amended June 25, 2003 and July 29, 2003 filed as
Exhibit 10.79 to the Form 10-Q dated June 30, 2003, File No. 001-14953 and incorporated by
reference herein.

Stock purchase agreement between Ronald L. Jensen and Gregory T. Mutz filed as
Exhibit 10.80 to the Form 10-Q dated June 30, 2003, File No. 001-14953 and incorporated by
reference herein.

Stock purchase agreement between UICI and Gregory T. Mutz filed as Exhibit 10.81 to the
Form 10-Q dated June 30, 2003, File No. 001-14953 and incorporated by reference herein.

Amendment No. 1 dated October 17, 2003 to EFG-IV Waiver dated July 24, 2003, entered
into by MBIA Insurance Corporation, Bank One, National Association, EFG-1V, LP, and
Academic Management Services Corp. filed as Exhibit 10.82 to the Form 10-Q dated
September 30, 2003, File No. 001-14953 and incorporated by reference herein.

Amendment No. 1 dated October 17, 2003 to AMS-I Waiver dated July 24, 2003, entered into
by MBIA Insurance Corporation, AMS-1 2002, LP, and Academic Management Services
Corp. filed as Exhibit 10.83 to the Form 10-Q dated September 30, 2003, File No. 001-14953
and incorporated by reference herein.

Amendment dated October 2, 2003 to Master Repurchase Agreement dated August 7, 2003,
between Lehman Brothers Bank, FSB, and Academic Management Services Corp. filed as
Exhibit 10.84 to the Form 10-Q dated September 30, 2003, File No. 001-14953 and
incorporated by reference herein.

Stock Purchase Agreement, dated October 29, 2003, between UICI and SLM Corporation,
contemplating the sale by UICI, and the purchase by SLM Corporation, of all issued and
outstanding shares of Academic Management Services Corp. filed as Exhibit 10.85 to the
Current Report on Form 8-K dated November 18, 2003, File No. 001-14953 and incorporated
by reference herein.

Amendment to Stock Purchase Agreement, dated November 18, 2003, between UICI and
SLM Corporation filed as Exhibit 10.86 to the Current Report on Form §-K dated
November 18, 2003, File No. 001-14953 and incorporated by reference herein.

Agreement, dated as of February 11, 2004, between the Company and Gregory T. Mutz.

Letter, dated September 27, 2002, from Ernst & Young LLP to the Securities and Exchange
Commission regarding change in certifying accountants, filed as Exhibit 16 to the Current
Report on Form 8-K (as amended by Form 8-K/A), dated August 26, 2002, File
No. 001-14953 and incorporated by reference herein.

Subsidiaries of UICI and incorporated by reference herein.
Consent of Independent Auditors-KPMG LLP and incorporated by reference herein.
Consent of Independent Auditors-Ernst & Young LLP and incorporated by reference herein.
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Description of Exhibit

Power of Attorney and incorporated by reference herein.

Certification of William J. Gedwed, Chief Executive Officer of the Registrant,
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Exhibit 31.1

Certification of William J. Gedwed, Chief Executive Officer of UICI,
Pursuant to Rule 13a-14 and Rule 15d-14(a)
under the Securities Exchange Act of 1934

I, William J. Gedwed, certify that:
1. I have reviewed the Annual Report on Form 10-K of UICI;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the
registrant and have:

(a) designed such disclosure controls and procedures, or caused such disclosures controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared,

(b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

(c) disclosed in this report any change in the registrant’s internal control over financial
reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over the financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of
registrant’s board of directors (or persons performing the equivalent function):

(a) all significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s ability
to record, process, summarize and report financial information; and

(b) any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant’s internal control over financial reporting.

/s/ WILLIAM J. GEDWED

William J. Gedwed
President and Chief Executive Officer

Date: March 15, 2004



Exhibit 31.2

Certification of Mark D. Hauptman, Chief Financial Officer of UICI,
Pursuant to Rule 13a-14 and Rule 15d-14(a)
under the Securities Exchange Act of 1934

I, Mark D. Hauptman, certify that:
1. I have reviewed the Annual Report on Form 10-K of UICI;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the
registrant and have:

(a) designed such disclosure controls and procedures, or caused such disclosures controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared,;

(b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

(c) disclosed in this report any change in the registrant’s internal control over financial
reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over the financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of
registrant’s board of directors (or persons performing the equivalent function):

(a) all significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s ability
to record, process, summarize and report financial information; and

(b) any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant’s internal control over financial reporting.

/s/  MARK D. HAUPTMAN

Mark D. Hauptman
Vice President and Chief Financial Officer

Date: March 15, 2004



Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

CERTIFICATION PURSUANT TO RULE 13a-14(a) AND RULE 15d-14(a)
SECTION 1350, CHAPTER 63 OF TITLE 18
OF THE UNITED STATES CODE,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K for the period ended December 31, 2003 of UICI
(the “Company”) as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), I, William J. Gedwed, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C.
§ 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial
condition and result of operations of the Company.

/s/  WILLIAM J. GEDWED

William J. Gedwed
President and Chief Executive Officer

Date: March 15, 2004



Exhibit 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER

CERTIFICATION PURSUANT TO RULE 13a-14(a) AND RULE 15d-14(a)
SECTION 1350, CHAPTER 63 OF TITLE 18
OF THE UNITED STATES CODE,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K for the period ended December 31, 2003 of UICI
(the “Company”) as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), I, Mark D. Hauptman, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C.
§ 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial
condition and result of operations of the Company.

/s/  MARK D. HAUPTMAN

Mark D. Hauptman
Vice President and Chief Financial Officer

Date: March 15, 2004



Directors and Senior Management

Directors
Ronald L. Jensen (4)
Chairman of the Board and Founder
William J. Gedwed (4)
President and Chief Executive Offficer
Glenn W. Reed (4)
Executive Vice President and General Counsel
Richard T. Mockler (1) (3)*
Private Investor
Mural R. Josephson (1) (2) *
Financial Consultant
R.H. Mick Thompson (2) (3) *
Oklahoma State Bank Commissioner
Dennis C. McCuistion (1) (2) (3)*
Consultant, TV Talk Show Host
Director Nominee

Stuart D. Bilton (1) (2)*

Chairman of ABN AMRO Asset Management Holdings, Inc.

u.s.)

Will not stand for re-election at the 2004 Annual
Shareholders Meeting

Thomas P. Cooper, M.D. (1) (2) *
Chairman and Chief Executive Officer of VeriCare, Inc.

Will not stand for re-election at the 2004 Annual
Shareholders Meeting

Senior Management
William J. Gedwed

President and Chief Executive Officer
Phillip J. Myhra

Executive Vice President
Troy A. McQuagge

President — Self-Employed Agency Division
Glenn W. Reed

Executive Vice President and General Counsel
Mark D. Hauptman

Vice President, Chief Financial Officer and Chief
Accounting Officer

Connie Palacios

Treasurer and Controller
David W. Keeler

President — Cornerstone America
Scott K. Smith

President — UICI Marketing, Inc.
William J. Truxal

President — Student Insurance Division
Timothy L. Cook

President — Star HRG
James N. Plato

President - Life Insurance Division
W. Brian Harrigan

President — ZON Re — USA, LLC

* Constitutes an “independent director” under listing standards of the New York Stock Exchange.

(1) Member of Audit Committee

(2) Member of Executive Compensation Committee
(8) Member of Nominating & Governance Committee
(4) Member of Executive Committee
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