IN THE CIRCUIT COURT OF THE SECOND JUDICIAL CIRCUIT,
IN AND FOR LEON COUNTY, FLORIDA

State Of Florida, ex rel., The
Department Of Financial Services Of %

The State Of Florida,

Relator,
. CASE NO.: 2011-CA-QU @Y 5

QUALITY HEALTH PLANS, INC.,

RERIE

Respondent.
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FLORIDA DEPARTMENT OF FINANCIAL SERVICES PETITION FOR ORDER TO
SHOW CAUSE, _INJUNCTION, AND NOTICE OF AUTOMATIC STAY FOR PURPOSES
OF LIQUIDATION AND REQUEST FOR EXPEDITED HEARING

The Florida Department of Financial Services (hereinafter the “Department”) hereby
petitions this Court pursuant to Sections 631.031 and 631.061, Florida Statutes, for the
entry of an Order to Show Cause, Injunction, and Notice of Automatic Stay on the
appointment of the Department as Receiver of Quality Health Plans, Inc., (hereinafter
“Quality” or “Respondent”) for purposes of liquidation. In support of its Petition, the
Department states:

1. This Court has jurisdiction pursuant to Section 631.021(1), Florida Statutes,
and venue is proper pursuant to Section 631.021(2), Florida Statutes.

2. Respondent is a corporation authorized pursuant to the Florida Insurance
Code to transact business in the state of Florida as a health maintenance organization
with app_roximately 10,000 policyholders. Respondent's principal place of business is
located at 4010 Gunn Highway, Suite 220, Tampa, Florida 33618.

3. Section 631.021(3), Florida Statutes, provides that a delinquency

proceeding pursuant to Chapter 631, Florida Statutes, constitutes the sole and
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exclusive method of liquidating, rehabilitating, reorganizing, or conserving a Florida
domiciled health maintenance organization.

4. Pursuant to Section 631.031 and 631.061, Florida Statutes, the
Department is empowered to apply to this Court for an Order directing the Respondent
to show cause why the Department should not be appointed Receiver of Respondent
for purposes of liquidation under any of the following grounds set out in Section
631.061, Florida Statutes.

5. Pursuant to Section 631.031(1), Florida Statutes, Kevin McCarty, the
Commissioner of the Office of Insurance Regulation (“Office”), has written a letter to the
Chief Financial Officer Jeff Atwater stating grounds for the initiation of delinquency
proceedings against Respondent. A copy of the letter is attached as Composite Exhibit
‘A1

6. Based on the documentation received from the Office, the Department has
determined that grounds for Respondent’s liquidation exist pursuant to Section 631.061,
Florida Statutes. The basis for the determination is summarized as follows:

a. On January 25, 2011, Quality filed its monthly financial statement
for the month ending December 31, 2010 (hereinafter referred to as “December Monthly
Statement” or Exhibit “A”).

b. On May 6, 2011, Quality submitted its 2010 Audited Financial
Statement (hereinafter referred to as “2010 Audited Statement” or Exhibit “B”) to the
Office which stands in sharp contrast to its December Monthly Statement (Exhibit A). In

its 2010 Audited Financial Statement, Quality was insolvent by $5,139,674.




C. Quality indicated in an April 29, 2011 email that it had received an
additional capital infusion of $10,165,836 in the form of an account set up with Lincoln
Reserve Group (Exhibit C).

d. As part of the normal course of business, the Office verifies that
monetary accounts in financial institutions are free from any hypothecations, pledges or
other encumbrances, and that the funds are available for the payment of those losses
and claims.

e. On May 10, 2011, the Office notified Quality that it would need
written confirmation from Lincoln Reserve Group regarding the account balance and
whether there were any hypdthecations, pledges or other encumbrances to the account
(Exhibit D).

f. After several communications with Quality, the Office was never
able to satisfactorily confirm that the funds existed unencumbered.

g. On July 22, 2011, the Office told Quality to move the $10,165,836
to an account in a Florida bank (Exhibit E). |

h. On August 1, 2011, the Office received a fax that was purported to
be from Bank of America confirming that these funds were free from hypothecations,
pledges or other encumbrances (Exhibit F).

I. The office was unable to confirm the authenticity of the
confirmation, and has since referred the matter to the Division of Insurance Fraud.

- On August 11, 2011, a subpoena was issued to Bank of America
requiring Bank of America to provide a response as to the authenticity of the August 1,

2011 communication (Exhibit G).




k. The Office has reason to believe that the $10,165,836 is a faisified
asset, and therefore the $10,165,836 is a non-admitted asset and renders Quality
insolvent.

L. The Office informed Quality, by letter dated July 15, 2011, that it
must non-admit certain assets totaling $5,242,746, because these assets were not
available to pay claims and losses (Exhibit H). As of the date of this affidavit, Quality
has failed to replace the majority of these assets, rendering Quality further insolvent.

m. In a meeting with the Office on August 10, 2011, Quality provided
financial statements for its Parent QHP Group which reflected that QHP Group has
negative equity (Exhibit I).

n. Based on the above findings, the Office has determined that Quality
Health Plans is an unsound financial condition and has in‘sufﬁcient capital to assure
prompt payment of losses and claims in this state in the future. Thus, grounds for
issuing an Order for entry into receivership exist under Sections 631.051(1) and
631.051(3), Florida Statufes.

7. In addition, the Department has determined that grounds for Respondent’s
liquidation exist under Section 631.061, Florida Statutes, in that Respondent is found by
the Department to be in such condition, as to render its further transaction of insurance
hazardous to its policyholders, creditors, stockholders, or the public. The basis for this
determination is summarized as follows:

a. The Respondent is insolvent as detailed in Paragraph 6 above.

b. Respondent has materially misrepresented its financial condition to
the Office of Insurance Regulation. See Exhibit A1 and composite Exhibits A-l attached

hereto.




C. In contravention of applicable law, assets held and reported by
Respondent were falsified, rendering $10,165,836 as a non-admitted asset and
Respondent insolvent. See Exhibit A1 and composite Exhibits A-I attached hereto.

d. Respondent has further failed to replace certain non-admitted
assets totaling $5,242,746 rendering Respondent further insolvent. See Exhibit A1 and
composite Exhibits A-l attached hereto.

e. Respond‘ent provided financial statements for its Parent QHP
Group which reflected that QHP Group has negative equity. See Exhibit A1 and
composite Exhibit | attached hereto.

8. Section 631.041, (1), Florida Statutes, provides that the Department's
Petition for an Order to Show Cause operates as an automatic stay of certain actions.
Notice of the automatic stay should be contained within the order to show cause.
However, the Court order should provide that regulatory actions against Respondent by
any regulatory body shall not be stayed. Section 631.041(3) and 63.041(4), Florida
Statutes, authorize this Court to enter certain injunctions to preserve the remaining
assets of the insurer.

9. It is in the best interest of Respondent, its creditors and insureds that the
relief requested in this Petition be granted.

10. Due to the time sensitive nature of the filing of this Petition and the
imperative need for uninterrupted healthcare coverage of the Respondent’s
estimated 10,000 current members, the Department requests that this Court
consider this an emergency matter and set the appropriate hearing as
expeditiously as possible to avoid further delay. If the allegations herein are

ultimately confirmed by the Court, Respondent is insolvent by an amount in




excess of ten million dollars. Delay in reaching this determination and the
appointment of a Receiver could potentially adversely affect Respondent
insureds’ ability to obtain treatment and to schedule necessary surgeries, as well
as payments to providers. In the event that the Departmenf is appointed Receiver,
prompt action will be necessary to protect the interests of Respondent’s
insureds. To that effect, the Department has attached a proposed Order to Show
Cause, Injunction and Notice of Automatic Stay to this Petition for this Court’s
consideration as Exhibit “B.” The Department requests that consideration of this
Petition be expedited, and if an Order to Show Cause is entered, to schedule the
hearing on same no more than forty-five (45) days from entry of the Order.

WHEREFORE, the Florida Department of Financial Services respectfully moves
this Court for an Order:

A. Directing Respondent to appear before this Court on a day certain and
show good cause, if any, as to why the Department should not be appointed Receiver of
Respondent for purposes of liquidation under the provisions of Chapter 631, Florida
Statutes.

B. Requiring Respondent to file a written response along with any defenses it
may have to the Department’s allegations no later than twenty (20) days after the
service of any Order to Show Cause issued by this Court and at least fifteen (15) days
prior to hearing.

C. Directing that in order to protect the interests of policyholders, creditors,
and the public generally, pending the adjudication of this matter and to protect and
preserve the assets, books, and records of Respondent pending hearing on the

Department’s petition pursuant to Section 631.041(3) and 631.041(4), Florida Statutes,




all persons, firms, corporations, associations and Respondent’s affiliates as defined by
Section 631.011, Florida Statutes, all persons, and all other persons or entities within
the jurisdiction of this Court, including, but not limited to, Respondent and its officers,
directors, stockholders, trustees, members, agents, and employees to be enjoined and
restrained from removing, destroying, or otherwise disposing of any documents, books,
records, or assets of Respondent (or pertaining to Respondent), from doing, through
acts of commission or omission, or permitting to be done any action which rhight waste
or otherwise dispose of the books, records, and assets of, or directly or indirectly
relating to, the Respondent; from denying the Department access to the books, records,
and assets of, or directly or indirectly relating to, the Respondent; from in any manner
interfering with the Department or the conduct of these proceedings, from the removal,
concealment or other disposition of the property, books, records, and accounts of, or
directly or indirectly relating to, the Respondent; from commencement or prosecution of
any actions against the Respondent, or the obtaining of preferences, judgments, writs of
attachment or execution against Respondent or its property or assets. However,
regulatory actions against Respondent by any regulatory body should not be stayed or
enjoined;

D. Directing that the Department be given authorization to conduct, at its
discretion, either an investigation authorized by Section 631.391, Florida Statutes, of
Respondent and its affiliates, as defined above, to uncover and make fully available to
the Court the true state of Respondent's financial affairs. In furtherance of this
investigation, Respondent and its parent corporation, its subsidiaries, affiliates including
but not limited to the Respondent’s affiliates as set out above, should be required to

make all books, documents, accounts, records, and affairs, which either belong to or




pertain to the Respondent, wherever located, available for full, free and unhindered
inspection and examination by the Department during normal business hours (8:00 a.m.
to 5:00 p.m.) Monday through Friday, from the date of this Order. This investigation
should include a full complete examination of any and all reviews, compilations, audits
or any other work of whatever nature performed by any accounting firm to include all
work papers, on behalf of, related to or in any way connected with Respondent, its
affiliates and/or Respondent’s corporate structure and affiliations. Respondent and its
affiliates should be ordered and enjoined to cooperate with the Department to the fullest
extent required by Section 631.391, Florida Statutes. Such cooperation should ihclude,
but not be limited to, the taking of oral testimony under oath of Respondent'’s officers,
directors, managers, trustees, agents, adjusters, employees, or independent contractor
of Respondent is affiliates and any other person who possesses any executive authority
over, or who exercises any control over, any segment of the affairs of Respondent in
both their official , representative and individual capacities and the production of all
documents that are calculated to disclose the true state of Respondent's affairs.

E. Directing that any officer, director, manager, trustee, agent, accountants,
adjuster, employee, or independent contractor of Respondent and any other person
who possess any executive authority over, or who exercises any control over, any
segment of the affairs of Respondent to fully cooperate with the Department as required
by Section 631.391, Florida Statutes, and as set out in the preceding paragraph.

F. Directing that the failure of Respondent and its affiliates and all other
persons or entities within the jurisdiction of this Court, to cooperate with the

Department’s investigations as required by Section 631.391, Florida Statutes, and that




failure to comply with any Order to Show Cause issued by this Court shall result in the
immediate entry of an order of liquidation.

G. Giving notice of the automatic stay provisions of Section 631.041(1),
Florida Statutes.

H. Directing the Officers and Directors of Respondent to comply with the
provisions of Section 626.9541(1)(w), Florida Statutes; and

I Granting such other relief as the Court deems appropriate.

AND FURTHER, at hearing or on consent of Respondent, if this Court
determines that a receiver should be appointed, the Department moves this Court for
entry of its Order of Liquidation attached to this Petition as Exhibit “C".

M
RESPECTFULLY SUBMITTED on this n_ day of August, 2011.

ROBERT V. ELIAS,

DEPUTY CHIEF ATTORNEY

Florida Bar No. 530107

Steven G. Brangaccio

SENIOR ATTORNEY

Florida Bar No. 71773

Jennifer M. Ferris

SENIOR ATTORNEY

Florida Bar No. 58576

Florida Department of Financial Services
Division of Rehabilitation and Liquidation
2020 Capital Circle SE, Suite 310
Tallahassee, Florida 32301

(850) 413-4413 — Telephone

(850) 413-3992 — Facsimile



FINANCIAL SERVICES
COMMISSION

RICK SCOTT
GOVERNOR

OFFICE OF INSURANCE REGULATION CHIER P ANCTAL OFFICER
PAM BONDI
ATTORNEY GENERAL

KeEVIN M. MCCARTY ADAM PUTNAM

COMMISSIONER COMMISSIONER OF
AGRICULTURE

August 16, 2011

The Honorable Jeff Atwater Via Email
Chief Financial Officer

Department of Financial Services

The Capitol, PL-11

Tallahassee, FL 32399

Re: Quality Health Plans
Dear Chief Financial Officer Atwater:

Please be advised that the Office of Imsurance Regulation (hereinafter referred to as the
“OFFICE”) has determined that one or more grounds exist for the initiation of delinquency
proceedings, pursuant to Chapter 631, Florida Statutes, against Quality Health Plans (hereinafter
referred to as "QUALITY"). QUALITY is a health-maintenance organization licensed in the
State of Florida, and is authorized to sell Medicare HMO products. As specified in Section
631.051, Florida Statutes, among the grounds that allow a petition for an order appointing the
Department of Financial Services (hereinafter referred to as the “DEPARTMENT") as receiver;

(1)  Isimpaired or insolvent.

The OFFICE finds for the reasons set forth in the attached documents that
QUALITY has insufficient assets to pay all outstanding obligations and therefore,
is insolvent.

(2) Is found by the OFFICE to be in such condition or is using or has been subject to
such methods or practices in the conduct of its business, as to render its further
transaction of insurance presently or prospectively hazardous to its policyholders,
creditors, stockholders, or the public;

QUALITY’s insolvency poses a serious danger to the financial safety of the
policyholders, subscribers, claimants, creditors and citizens of the State of
Florida.

KEVIN M. McCARTY * COMMISSIONER
200 EAST GAINES STREET *» TALLAHASSEE, FLORIDA 32399-0305 - (850) 413-5914 « FAX (850) 488-3334
WEBSITE: WWW.FLOIR.COM * EMAIL: KEVIN.MCCARTY@FLOIR.COM
Af COMPOSITE
EXHIBIT “A1”




The Honorable Jeff Atwater
August 16,2011
Page2

The OFFICE has determined that QUALITY is currently insolvent. As such, I am advising you
of that determination so that delinquency proceedings can be initiated by the Division of
Rehabilitation and Liquidation. The following documents are attached in support of such
determination:

Exhibit 1 — Affidavit of Toma Wilkerson, Acting Director Life & Health Financial
Oversight, with Exhibits A - L

As always, the OFFICE stands ready to provide any additional information or assistance the
DEPARTMENT needs in order for this matter to proceed as expeditiously as possible. Thank
you for your attention to this matter.

Sincerely,

cc: PK Jameson, General Counsel
Department of Financial Services

Sha’Ron James, Division Director
Division of Rehabilitation and Liquidation
Department of Financial Services



AFFIDAVIT OF TOMA L. WILKERSON

BEFORE ME, the undersigned authority, personally appeared Toma L.
Wilkerson, Acting Director of Life & Health Financial Oversight, Office of Insurance
Regulation, who after being duly sworn, deposes and says:

1. I, Toma L. Wilkerson, am over the age of eighteen (18), sui juris, and I am
competent to testify to and have personal knowledge of the facts contained herein.

2. I, Toma L. Wilkerson, currently hold the position of Acting Director with .
Life & Health Financial Oversight, Office of Insurance Regulation (hereinafter referred
to as the “Office”). I graduated from the University of West Florida in 1995 with a
Bachelor of Science degree in Management. I have been employed by the Office for
approximately 14 years.

3. Quality Health Plans, Inc. (hereinafier referred to as “Quality”) was
licensed on October 11, 2002 in the State of Florida as a health maintenance organization
and was authorized to sell the Medicare HMO product. Quality has only sold Medicare
since it began writing business in 2003.

4.  The Office has determined that grounds exist for the Department of
Financial Services (hereinafter referred to as the “Department™) to petition for an order,
under Section 631.051(1), Florida Statutes, directing the Department to initiate
delinquency proceedings against Quality. The basis for this determination is summarized
as follows:

(@) On January 25, 2011, Quality filed its monthly financial statement
for the month ending December 31, 2010 (hereinafter referred to as “December Monthly
Statement” or Exhibit A). Quality reported in its December Monthly Statement that it
had $3,762,198 in capital and surplus. The aforementioned capital and surplus was
$53,612 in excess of the statutorily required minimum level of surplus that health
maintenance organizations are required to have on hand by Section 641.225, Florida
Statutes.

. (b) On May 6, 2011, Quality submitted its 2010 Audited Financial
Statement (hereinafter referred to as “2010 Audited Statement” or Exhibit B) to the
Office which stands in sharp contrast to its December Monthly Statement (Exhibit A). In
its 2010 Audited Financial Statement, Quality was insolvent by $5,139,674.

(¢)  Quality indicated in an April 29, 2011 Email that it had received an
additional capital infusion of $10,165,836 in the form of an account set up with Lincoln
Reserve Group (Exhibit C).



(d)  As part of the normal course of business, the Office verifies that
monetary accounts in financial institutions are free from any hypothecations, pledges or
other encumbrances, and that the funds are available for the payment of losses and
claims.

(¢) On May 10, 2011, the Office notified Quality that it would need
written confirmation from Lincoln Reserve Group regarding the account balance and
whether there were any hypothecations, pledges or other encumbrances to the account
(Exhibit D).

(f)  After several communications with Quality, the Office was never
able to satisfactorily confirm that the funds existed unencumbered.

(g) On July 22, 2011, the Office told Quality to move the $10,165,836
to an account in a Florida bank (Exhibit E).

(h)  On August 1, 2011, the Office received a fax that was purported to
be from Bank of America confirming that an account had been opened for Quality in an
amount of $10,165,836, and that these funds were free from hypothecations, pledges or
other encumbrances (Exhibit F).

(i) The Office was unable to confirm the authenticity of the
confirmation, and has since referred the matter to the Division of Insurance Fraud.

(G)  On August 11, 2011, a subpoena was issued to Bank of America
requiting Bank of America to provide a response as to the authenticity of the August 1,
2011 communication (Exhibit G).

(k)  The Office has reason to believe that the $10,165,836 is a falsified
asset, and therefore the $10,165,836 is a non-admltted asset and renders Quality
insolvent.

(D)  The Office informed Quality, by letter dated July 15, 2011, that it
must non-admit certain assets totaling $5,242,746, because these assets were not
available to pay claims and losses (Exhibit H). As of the date of this affidavit, Quality
has failed to replace the majority of these assets, rendering Quality further insolvent.

(m) In a meeting with the Office on August 10, 2011, Quality provided
financial statements for its Parent QHP Group which reflected that QHP Group has
negative equity (Exhibit I).



5. Based on the above findings, the Office has determined that Quality Health
Plans is in an unsound financial condition and has insufficient capital to assure prompt
payment of losses of claims in this state in the future. Thus, grounds for issuing an Order
for entry into receivership exist under Sections 631.051(1) and 631.051(3), Florida
Statutes.

FURTHER AFFIANT SAY, TH NOT.
Tl o

Toma L. Wilkerson, Acting Director
Life & Health Financial Oversight
- Office of Insurance Regulation

STATE OF 1 &5 s da

COUNTY OF ot Y

The foregoing instrument was acknowledged before me this __/_é‘_H(\iay of 'Alcg?& 2011,

by Towme, L. Wilierson as_Actina_Difecdor
(name of person) - -

..... €.g. officer, trustee attorney in fact)

for O\Q__L\8e andl Weolth Cingnial Oeesighd

(company name)

(type of authority

DEBRAL 8
S (o
A mEaariAgs,
(Print, Type or Stamp Commissioned

Name of Notary) '

Personally Known / OR Produced Identification
Type of Identification Produced
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STATEMENT AS OF DECEMBER 34, 2010 OF THE QUALITY HEALTH PLANS, INC.
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STATEMENT AS OF DECEMBER 31, 2010 OF THE QUALITY HEALTH PLANS, INC.

LIABILITIES, CAPITAL AND SURPLUS
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8. Unpald caims sd) P 0 0
4. Aggregate heakth policy 940,105 546,105 1,057,968
5. Aggregate e policy . 0 0
4. Properyicasualty vnesnsd premium resarve ] b
7. Agoregats haath claim rasarves 0 0
8. Pramiums mocaived In advarnce 0 |. 0
8. Geners! due o accrued 1,681,844 1,860,844 $85.819
10.1 Curont todues] and (orw)gn income tax payabie and intoreat tharson (inciuding
L J——— LR T 0 9
- 10,2 Nat delarred Lax Kabiity, , ] ]
11. Ceded rel [ payable 2.290.512 2,290.512 | 34,870
§2. Amounts withhslss at tetained for the socount of olhars ] 0
13, Remittancas aad ilema not sl 0 0
14, Bomowed money (INCIuding 8 ouuieescim s CUMTENY) BN
Interes) INOBONS oo cecisritrcssomans (INCINIIND
$ otent) ) 0
5. Amounts dus 1 pacent. subsidiadas and alfiliates. 0 £10.015)
6. O 0
7. Paystie for aeourtl 0 )
8. Funds heid undsr ralnsurance treatss (WhHh $ ... o nscommms s
authodzad swd 3
)] 0
18. n 0 0
20. Nei adjusimenty in assete 800 Labiktion due 16 foreipn () 9 0
21, Lisbigly for smounts hatd under urk d plans 0 1,220,484
22, Agoregale wiitedns for olhar Labiltes (NCUBNG $ voeoooe oo
cuTent} < 9 0 oi.. i}
23. Tolsl Msbifides (Lines 1 6 22), 37,085,859 (/) S— LR — LY
24, Aggregale writedns for speciel surpivs finds XXX, b+ ¢ SRR S )] ]
‘2. © capiy? stock XXX, XXX, 100 100
28. Preterres caphat stock XXX, XRAX, 0
27. Grogs puid in end d swpiys XXX B - SOOI, S s et X I S 24,824,900
28 SUpRIs A ..., XX XRX $.09 532 5.029.5%2
9. Agoregels wrile-ing for other than special surplus funds XXX, XXX, p I
0. fonds (surpivs) XXX, XX (32,402, 3%} |...c..ceene (24.790.130)
31 Lass leadury $ick, &t cost
31 sharey (volut included in Line 26)
s ) XXX XXX 0
M2 shared p (value included in Line 20}
4 | XX, XXX, 0
.32, Toultcaphal snd suwplus (Lines 24 1o 30 minus Line 31) XXX XAK 3,762,198 6.004.402
33._Total fetifites, coois! 8ng srplss (Lines 73 and 32) XX O 40,849,057 38,969,430
DETARLS OF WRITE-INS
21,
202, ...
2200,
2288, Summsty of rerainkyp Wrile-Ink for Line 22 #om averfiow page fH ] 0 ]
2209, 82201 h 2203 i ine 22 sbove! (] '} 0 0
240, . L3 G- XXX,
2402, b3S SRS R ¢ { je—
2403, XXX, XAX
24D8. Summary of remaining write-Ins for Line 24 fom overfiow page XXX XX, 0 U]
2489, . Yot (Lings 2401 throgh 2403 plup 2408) (Line 24 abaye) XXX XXX [ [)]
001, XXX XXR
2002, . XXX, X, .
2003, . XXX XXX,
2698. Summary of remining weile-Ins Nof Line 26 from overfiow pags XRX, XAX 0 (]
Tolais {Lines 2001 §wo 2008) (Line 28 oy pied 9 [




STATEMENT AS OF DECEMBER 31, 2010 OF THE QUALITY HEALTH PLANS, INC. v

STATEMENT OF REVENUE AND EXPEN_SES

’ Pyiot Yoor
Curent Yesr Prioe Yoar Ta Endad
To Dat _Date | Docomnberdy |
ovoes | v | vaw | vam |

1. Membar Months n.m 222,211

2. Net peemiom income ding $ o0 -harith PR ICOMe)....... v XK e 194, 419,628 ..o 140,097,989 | ... M2,80¢, 13

3. Change [n uneamad pramium raselves nd tederve (of (ale credits . 0

4. Feef dce (el ol $ medkal exp ) XXX D [4]

5. Risk revere - e XXX SR ¢

Q. Apgregaie wrile-ins for other haatih care refaled XXX 0 bi.

7. Aggragele wrie-ins for oner nOR-Neatth 1oveR XXX 2 0 o

8 Talsl cevenves (Unas 210 7) . XK rerens v 354,419,628 1., 140,097 968 | ... .. 142.804. 713

Hoapital and Medical;

9 1 banefity 65,850,450 .....~..78,098,380 {.........34,515 . 715
10. Other servicet 11.226.561 |... . R
11, Oulside reforrale . rema2i. —% X0
12, Ememency r0om and out-of- aren 13,359,760 |......... 0 210 487 | ... 12,256,524
13. Aiption druge 24.785.214 |.......28.215.577 |........24.950,848
14, Aggregate write-ins for ether hoapllal and modical ] 0
18 incantive pool, withhold and bonus et 740,010
18, Sublols) Lines 0 10 15) Dl..... 344,677

Lets: !
17. Net K : 6.660.795 | 11,603,568 |......... 12,002, 128
18, Tolsl hospitsl snd medical (Linas 18 minus 17) B fonc 137 969,962 1. ... 420.404,52 }......126 00t 519
19, Norvhashh otsima (nef). M— 9 0
20. Clalms adiustinent axpenses, iacluding § 1,578,514 cost contals p 8.450.568 6.108.69¢ 5,708,504
21. Gonare P 15,974,392 | v 15,090,244 { .. ... 15,190,810
22. (ncreste In (eseives for (fe and accident aad hesith contracts {including

| J— OR—— 1Y YT ] TV - ) 0
23, Tolsl inderwiiling daductions {Lines 18 tiough 22) . of....1 160.304.922 | ... 142,796,462 | .....148.801,023

26, Netundarwriting oain of (fose) (Lines 8 minus 23) -

25, Net kwestmenl income samed —— ¥
28, Netroxlizag capital gaine {ioasos) leas capltas gaing tax of 5. 2 . o
27, Netwwasmnen! paing (osses) (Linss 28 piud 28) D 101,020 104,282 104,252
28. Nelgein or loas) from 2gents’ of pramivm charged off
| JPO—— i) (BMOUN chuiged O § 0 9
29, Aggragate writa-ng for gther bncome or 0 0 . o 0
3. Net noome o (ioss) dfter caphtal gains 1ax and befors 8il olher fodgral income taves {Lines
24 plus 27 phuy 28 plus 20) KX {58424 {2.034. 231} ..........{5.892,048),
3. Facersl ond forsion lncome tanes incurred XXX [IRT N Ak RO D|........41.265.000)
32 1o LY minus 31) XXX (4,721,561 2,034,231 {4,627
DETALS OF WRITEINS
0801, Jher Inoree, XXX, (] 0
0002, XX
0803, .. pot
0093.  Buminary of remalning write-Ins for Line & from overMow page XXX ] 0 0
0899, Yotale (Lines 0801 Yeoap 4009 plvd 030E) (U 8 sbove) X 0 0 0
oro. XXX,
0702, XXX,
“oren, XXX
0798 Summary of remalning wite-ing fr Line 7 from overfiow page XX, yi] Q ]
798, T 0701 703 plus 0788) (Ling 7 wbove) XXX L] ) )
1401, Relnsuronce Expeansa [} p
1402. 5
1403,
1498 Summary of cemalning write-ins for Line 14 from overfiow page ) 0 /] 0
1499, ines 1401 tivaugh 1403 149 ) 0 9 ['}
%08,
2002, e
2003,
2098.  Summsty of remaining willa-ns for Line 20 from ovarfiow oage I pi.. 9 0
2099. Ines 2004 b [us 29! ne 20 0 : Q [} 0




STATEMENT AS OF DECEMBER 31, 2010 OF THE QUALITY HEALTH PLANS, INC.

STATEMENT OF REVENUE AND EXPENSES (Continued)
| e |y
GAPATAL AND BURPLUS ACGOUNT:
33 Copltel and wurpius prior reporting year. 5.074,402 3,157,859 3,157,858
34, Netincome or {loss) from Line 32 4,722 561) (2.034.231) {4,827 048)
35, Chaago I vaivalion basts of sggrapala poiicy and cism rasetves ] ]
38 Change kn nat unreslizad capital galns (lossas) less capital galns Lax of $ 0 i)
7. Change in net unsealized forelgn exchange capilal gatn or (Ws)) 0. 0
38, Change in nel defarrad income tax 0 [
30.  Change in nonadmitted asseis
40. Change In unauthorlzed e -0 0 [}
41, Chonge in keasury Rock Dy ]
42 ChangeIn surplus nolde 0 4.364,5%2 4,304,532
43, Cumulaiive effoct of changes i p 0 .0
" 44, Capital Changen:
44.1 Poig I : [} (i
4.2 Tranafarrad from ausplus {8Lock Dividend) 0 0
44,3 Teansterced 10 suiplss 0 ]
45 Supivs sdjusiments:
45.1 Peid in 5,300,000 b . N —— 125.000
48.2 Transfemed to Capia! {Stock Dividend) [} 0 b
483 from caplisl ) (i
48 Dividands b stocknoki 5 0
42, Aggregatd write-Ins for gain or (losse3) in surplus. D L {4 19}
48.  Nel change in capilat and supius (Lines 34 10 47) el 2,312,204} 2,528.673 2,016,543
|48 Caplal snd sutplyd eI of feporing peripd (Line S phos 42) 3,762,168 5,686,532 8,074,462
DETALS OF WRITE-INS
4701, Other gains in surplus {4) !3)*
4702,
4703,
AT98.  Symmary of amaiing wiila-ins for Line 47 from ovediow page '] [} 0
4799 Toisle {Lines 4701 Iopgh 4709 Dhus 4708) {Lin 47 sbove) 9 U} {3




STATEMENT AS OF DECEMBER 31, 2010 OF THE QUALITY HEALTH PLANS, ING,

CASH FLOW
1 ]
Cumrgnt Year 2 Prio Yasr Ended
Yo Dats Prlct Year Yo Dute Decamber 31
Cuh [rom Oparsitons
1. Pramums cofiechs nat of 158,20 40 | ... 144,810,473 1............144 488 656
2. Nel income. 98.982 102,408 W2.408
3 incoms. ] 0
4. Tolai{Unes 10 9) 156,332,086 145,021,879 144,571,062 |
5. Beneft end loss relsled pay 147,488 .901 11,387,890 |........ 113,506,038
. Net to Separale A d Accounts and Protectsd Cell 2 U]
7. Commissions, mxpanass pakl end 2ggregata wiiig-(ns for deduct 2058701 _....... 22,310 53¢ |............ 22,312,004
8. Dividunds pald ko potk 5 o ]
B. Federa and foreign Incoma Lavas pa ( d) hel of 3 1ax on capita)
uins fiossen), (1,205,113 091,000 1,091,000
0. Total (Lines 6 Yvough 6).., 167,751,908 132,595,063 | 34,7271 |
5. Net cash from operations (LIne 4 minus Line 10} {41.419,812) 42 818 ,843,80 |
Cash from kvestiments
12, Proceads from mvesimenls 80k, malyred or repald:
124 Bonds 3 SO 0 (i}
12,2 Slocks ] ] 0
12,3 Motgage kans b D )
12.4 Rea avizle. (] ) (1}
© 2.5 Other inverted assels 0 0 0
.12.6 Nel gaina of (losses) ofi cash, aesh ond shodt:t 0 0 0
1271 p 0 0 [}
12.8 Tota) investmant proceeds {Lines 121 10 12.7) 0 0 0
13. Cosl of Invasiments acqulied (ong-Unm only);
13.1 Bords {113 TR 0 (1]
13,2 Slocks 0 0 (/]
13.3 Maxigape loany 0 (1} D
13.4 Real ealaie — ] [} D
13.5 OMef Kasied 208018 ...ecr oo 9 (] L)
13.8 M Ml
13.7 Total Invasiments scquired (Linds 13.1 1o 13.0), -
H. Nelincroas {or o ) b contract Yoans end premium notes.
13. Net cash krom Invastments (Line 12.8 minus Uing 13.7 and Line 14),
Cash from Finuncing snd Mi s
18. Cush provided (eppllad);
18.1 Surphia notes, capitel potes, 9 4,304,532 4,384,512
10,2 Capital sad paid In surplus, less kesasory slock 5,300,000 725,000 125,000
83 d funds 0 ol. 0
18.4 Ned dapoails on depoft-typs and other & BOBYRIE v acmstssrsscfsnes s imtbmsass e smmes pors ometssssrmamens: sssesned () ]
18.5 i 10 stock . (1] 0 D
10.6 Other cash provided 2 64 {148,820) 2.434.061
17. Nelcazh from cing and sowrces (Line 18,1 ¥wough Ling 18.4 minus Line 18.8
Blus Line 18.6), 2,415.357 4,960,704 7,543,593
RECONCRJATION OF CABH, CASH EQUIVALENTS AND SHORT-TERS INVESTMENTS
18. Netchanps in cash, cash equivalenis and shorttetm investmanis (Line 14, plus Lines 16 8nd 17) b coeccomeen A9.004,458) .. ... A7 07,522 |osemrens 17.387.523
1. Cash, cash equi and shotderm -
19.1 Beginning of year. 23.2583,003 5,885 .40 5,885,400
19,2 Bnd of period (Line 18 gius Line §9.4) 14,28 548 23,253,002 23,253,003
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STATEMENT AS OF DECEMBER 31, 2010 OF THE QUALITY HEALTH PLANS, INC.

OVERFLOW PAGE FOR WRITE-INS

MOo02 'Qaamw\ Aggregale Lines for Page 02 Ling 24,

1 4 3 4
NetAgmitied
Nonadmitted Assels Prior Year Net
Assats 1
15,020 [0 RO | SN
83%0.000 530.000 0 D
1,008,020 1,006,020 ) [

17




STATEMENT AS OF DEGEMBER 31, 2010 OF THE QUALITY HEALTH PLANS, INC.

SCHEDULE E - PART 1 - CASH

ol Dapos!

2 3 4 3 Book Balance 8t End of Fach 9
h D rrent
Amoun! of Amount ol [) ]
Intgrest tnlerest
Ruootved Accrued at

Rale Dwing Cumek

of Cutreat Stateman|
Code | Inte Quarter Oala Fist Monlh | Sucond R ﬁr
2,706.488 | XXX
00,000 1 XXX
£.149,955 | X8
- wupese SO1 AKX
D200 ") 4418 | (xd

08 [l
A% | XRX
o 100 | RKR
2.8 ). X ) 2.390.000 | XKX
MeRILL L DA 2709 | Xkx
FitTH BiiRD MK CRIDA 2,000,202 | xxx }
DHOO3s  Boposils in i e O0POBIIDIfeg thOY G0
ool axcosd (bo 3l ool fi %n 1y oo deosllery - ”
suctjons) o G Qe ioE
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ey e =

m

E0g




E10

possnipyricog Auwzye » ey aeg .
2 — R WS P P R
SINITVAINDI HSVD - T LVYd - 3 3 1NA3IHOS

“ONI SNV 1d HLTV3H ALMTVYNO ZHL JO 0402 ‘1€ ¥IEIWIDIA 4O SY AINFRALYLS




00

nosT .| y
SUPPLEMENT FOR THE-RUARFER-ENDING DECEMBER 31, 2010 OF THE

QUALITY HEALTH PLANS, INC.

MEDICARE PART D COVERAGE SUPPLEMENT

(Nat of Relnsurance)
NAIC Group €008 woeruvscemer 0000 NAIC Company Code 11519
] Tndiusl Coversge Group Govarige_ 3
1 2 3 4 Tota}
ared Uninsuieg e | Uninwed | Cath |
1. Premiums Coltected A.385,747 XXX XXX, 4.985. 117
2. Eatned Pf e - A,963,131 XXX XX XX,
9. Claims Paid.. 5.522,110 XXX X £.52,170
4. Chaims lacurred 7,000,583 XK ) H XXX
8. Reinsurence Covemge mad Low kncome Cost Sharng - .
Claims Paki Ne! of Relmb Applied {a). XXK 910,057 pitd - 870,057
8. "”‘-i““ Poticy «Change. XXX XXX, XXX
T Ewp Pakd 17,245 XXX, X 12,245
8. Expenyes ncurred 0.2 XX b3 S WO b+ I
9. Underwsiling Galn or Losa, (2,084,69) XXX 0 XK ux
10._Coth Flow Resyks 0y 3138 148 n 13,144 355)
(s) Uniosixed RecalvadisiPayabie with CMS st End of QUAI: $ o...vcyeeenn 48D, T2)  QUEHOMOCMEB OF$ e crcrmrvercsriomrn - dusloCMS -

385
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ANNUAL STATEMENT FOR FHE-¥EAR-£868-OF THE QUALITY HEALTH PLANS, INC.
SCHEDULE E PART 3 - SPECIAL DEPOSITS

)
! 2 _.nmjmﬁ'v&?w____ﬁmw-__
- 3 4 s 0
Typeot Puiposs of Book/Adjuated Far BookAdursad Faz
Sate Ko Depods Decoats — Gt Vaive, s u _Valve
1. AIBBOIS e esre s Al oo
2 Ansa X
3. Aizos., AZ
4 Akpraes AR...
S CHHOMD. .comssorememrone CA...
&, Colorado co
2. cT
9. Dviewnia [’Em_
9 Dituicl of Columdia, ........ .00 p— -t
. SEATUCORY ASOLVENEY P b
10.Flordt ..... f AT, REHABILI FATSON ADMIN EXPESE RID.......oc . ecssame v 2,000,000 £
AL Gaoigle GA
12, Hirpt L
19, ktshe ((+] o
AL I <L
16. hxiano (7]
16. lowe "
LA (1. TTT NORUE—
18 Kenweky XY
19. Lovisisna LA ane
20. Maine ME
21, Maryww Mo,
2 M MA
N
N
NM
NY
NC
ND
ON -
OX,
OR
» o PA
40, Rhode Lswnd 1]
4%. Bouth Carolna 80 -
- 42, South Dekoly 80
4. ™
44, Yaxes . ™
45 Uah ur
48. Varmont T
&7 Vuginia VA
48 WA
A0 Weal Vi ..o ccitrennas YV
60, w
61. Wyoing WY ...
32. American 8 AS
82 Guam, (.Y
54_Pusdo Rico FR
$5. UB Virgle Wtads o .vuver ey V5
8. hiands WP
8Y.Canads CN
6. AQOI )% Othee ASe..—..... OT K. 0 0 0 0 0]
. o 0,100 2,300,000 18,000 10,000
DETALS OF WAMTBINS
5101
5002
e S I S ST Th
L] ol L.
© Uneso m‘mn s e XX, JOn, il [] 0 (1
5000 TouslLines 5001 - 6803 »
$508)Line 18 sboye) bt 9 0 [ 9
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| BEIALRIE,
(\_H

OLLAND

Report of Independent Certlfied Public Accountants

Board of Directors
Quality Health Plans, Inc.
Tampa, Florida

We have audited the accompanying statutory statements of admitted assets, liabilities, and capital
and surplus of Quality Health Plans, Inc. (the “Company") as of December 31, 2010 and 2009 and the
related statutory statements of revenues and expenses, changes in capital and surplus (deficit), and
cash flows for the years then ended. These statutory financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these statutory financial
statements 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 our audits to obtain reasonable
assurance about whether the statutory financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
statutory financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall statutory financial
statement presentation. We believe that our audits provide a reasonable basis f or our opinion.

As described more fully in Note 1, these statutory financial statements were prepared in conformity
with the accounting practices prescribed or permitted by the Florida Department of Financial Services,
Office of Insurance Regulation, which practices differ from accounting principles generally accepted in
the United States of America. The effects on the statutory financial statements of the variances
between statutory accounting practices and accounting principles generally accepted in the United
States of America, although not reasonably determinable, are presumed to be material.

in our opinion, because of the significance of the matter discussed in the preceding paragraph, the
statutory financial statements referred to above do not present fairly, in conformity with accounting
principles generally accepted in the United States of America, the financial position of Quality Health
Plans, Inc. as of December 31, 2010 and 2009, or the results of its operations or its cash flows for the
years then ended.

However, in our opinion, the statutory financial statements referred to above prasent fairly, in all

material respects, the admitted assets, liabilities and capital and surplus (deficit) of Quality Health

Plans, Inc. as of December 31, 2010 and 2009, and the resuits of its operations and its cash flows for .
the years then ended in conformity with accounting practices prescribed or permitted by the Florida

Department of Financial Services, Office of insurance Regulation.

Czwa, Bokoid~# Fyllovat, L 2.1,

Tampa, Florida
May 6, 2011



QUALITY HEALTH PLANS, INC.

Statutory Statements of Admitted Assets, Liabilities, and

Capital and Surplus (Deficit)

ADMITTED ASSETS

Admitted assets

Cash and cash equivalents, Including restricted cash of

$2,310,000 (2010) and $1,310,000 (2009)
Reinsurance balances recoverable
Health care and other amounts recelvable
Tax sharing receivable
Other current assets
Total admitted assets

Covered liabilities
Health care costs payable
Aggregated health policy reserves
Liability for amounts held under uninsured ptans
Accounts payable and accrued expenses
Total covered liabilities

Commitments and contingencies (Note 12}

Capital and surplus (deficlt)

Common stock, $1 par value; 700,000 shares
authorized, 100 ghares issued and outstanding at
December 31, 2010 and 2008

Additional paid-in capital

Surplus notes

Unassigned deficit

Total capital and surplus (deficit)

Total liabilities and capital and surplus (deficit)

See notes to statutory financial statements.

- ‘December 31,
2010 2009

$ 14,460,148  $ 23,253,002

911,207 2,272,360
17,214,722 12,170,137
1,400,000 1,265,000
10,969 8,931

$ 33,087,046 $ 38,960,430

LIABILITIES AND CAPITAL AND SURPLUS {DEFICIT)

$ 32,004,308  $ 29,106,286

1,776,935 1,057,968
359,366 1,720,491
4,086,021 1,010,282
39,126,720 32,895,027
100 100
30,124,900 24,824 900
6,039,532 6,039,532
__(41,304208) _ (24,790,129
(5,139,674) 6,074,403

$ 33,087,046 $ 38,069,430



QUALITY HEALTH PLANS, INC.

Statutory Statements of Revenues and Expenses

Years Ended December 31,

2010 2009
Revenues:
Premiums earned, net $ 142,580,112 $ 142,804,713
Net investment income 101,020 104,262
Total revenues 142,681,132 142,908,975
Opa}atlng expenses:
Physician and provider services 135,280,127 126,001,520
General and administrative expenses ) 27,430,115 21,809,502
Total operating expenses 162,720,242 148,801,022
Loss before income tax benefit (20,038,1 10) (5,892,047)
Income tax benefit associated with tax sharing
recelvable 1,420,713 1,265,000
Net loss $ (18,618,397) $ (4,627,047)

See notes to statutory financial statements.



QUALITY REALTH PLANS, INC.

Statutory Statements of Ghahges In Capltal and Surplus (Deflelt)
Yoars Ended Decomber 31, 2010 and 2009

Caplital and surplus,
January 1, 2009

Capital, paid-in
Net loss for the year
issuance of Surplus Notes

Changs In non-admitted
assels

Capltal and surplus,
December 31, 2009

Capital, paid-In -
Net loss for the year

Chenge In non-admitted
asssts

Capital and deficlt,
December 31, 2010

Ses notes to statutory financial statements.

Additionat
Common $tock Paid-in Surpius Unassigned
Shares Amount Capltal Notes Daflcit Total

t00 § 100 3 24,089,800 $ 1,655,000 $ (22,507,141) § 3,157,858
. - 726,000 - - 725,000
- - - - (4.627,047) (4,627,047)
. - - 4,384,532 . 4,384,632
- - - - 2,434,060 2,434,089

100 100 24,824,900 6,038,532 (24,780,128) 8,074,403
- - 5,300,000 - - 5,300,000
- - - - (18,618,307) {16,8618,397)
- - o - 2,104,320 2,104,320

100 § 100 $ 30,124,900 $ 8,039,532 $ (41,304,206) § (5,130,674)

L ——24




QUALITY HEALTH PLANS, INC.

Statutory Statements of Cash Flows

Operating activities:
Premiums and revenues collected, net
Physiclan and provider services paid
Generai and administrative expenses paid
Cash flows from underwriting

Federal income taxes, tax sharing receipts
Net interest income

Net cash fiows from operating activities

Financing and miscellaneous activitles:

Decrease in health care and other receivables
(non-admitted)

Decrease (increase) in prepaid assets (non-admitted)
Purchase of furniture and equipment (non-admitted)
Increase in due from related party (non-admitted)
Proceeds from capltal, paid-in
Proceeds from surplus notes

Net cash flows from financing and miscellaneous
activities:

Net change In cash and cash equivalents

Cash and cash equlvalenis, beginning of year

Cash and cash equivalents, end of year

See notes to statutory financial statements.

Years Ended December 31,
2010 2009

$ 151,500,043  § 144,468,656
(142,490,703) (113,608,038)
26,540,058 (22,221,338)
(17,521,716) 8,741,280
1,285,713 1,091,000
98,982 102,406
~ (18,137,021) 9,034,686
2,450,300 2,317,336
(22,552) 68,912
(18,121) (42,944)
(375,460) -
5,300,000 725,000
. 4,384,532
7,334,167 7,452,838
(8,802,854) 17,387,522
23,253,002 5,865,480
3 14450148 3 20250002




QUALITY HEALTH PLANS, INC.

Notes to Statutory Financial Statements
Yoars Ended December 31, 2010 and 2009

Noto 1 - Organlzation and Summary of Significant Accounting Policies

Orgenization and Description of Company — Quality Health Plans, Inc. (the "Company") was
incorporated In the state of Florida in August 2001. The Company received its Certificate of Authority
issued by the Florida Office of insurance Regulation in October 2002 to operate as a health
maintehance organization ("HMQ") pursuant to Chapter 641, Part 1, Florida Statutes, for the limited
purpose of providing Medicare Advantage program services as authorized by the United States
Department of Health and Human Services, Centers for Medicare and Medicaid Services ("CMS”),
pursuant to Chapter 42 CFR, Part 422, Code of Federal Regulations.

The Company provides comprehensive health care services on a prepaid basis for Medicare Parts A,
B and D approved members in Florida. On December 31, 2008, the Company sold its Medicare POP
Part D line of business (See Note 8). During the year ended Dacember 31, 2010 the sale of the
Company's Part'D line of business was rescinded and canceled. The Company is subject to
competition from other HMOs and other entities providing similar services. Additionally, the Company
is subject to oversight by certain regulatory agencles and undergoes periodic examinations by those
regulatory agencies.

Basls of Presentation — The accom panying statutory basis financial statements have been prepared in
accordance with statements of statutory accounting principles (“SSAP™) prescribed or permitted by the
Florida Office of Insurance Regulation (the “Office”). Such statutory practices require preparation of
the statutory financial statements in accordance with the National Assoclation of Insurance
Commissioners’ (“NAIC") Accounting Practices and Procadures Manual subject to deviations
prescribed by the Office. SSAP is a comprehensive basis of accounting other than generally accepted
accounting principles in the United States of America ("GAAP"). Such practices vary In certain
respects from those under GAAP. The Company's significant accounting practices and the variances
from GAAP are summarized below:

« Certain assets designated as “nonadmitted,” principally billed receivables in excess of

" thres months past due, prepaid expenses, furniture and equipment, leasehold
improvements, and other assets not spacifically Identified as an admitted asset within the
NAIC Accounting Practices and Procedures Manual, are excluded from the accompanying
statements of admitted assets, liabilities, and capital and surplus and are charged directly
to unassigned daficit. Under GAAP, such assets are included in the balance sheet at net
realizable values.

» Cash in the statements of cash flows represent cash and cash equlvalents with remaining
maturities of one year or less. Under GAAP, the corresponding caption of cash and cash
equivalents Includes cash balances and investments with initial maturities of three months
or less. Additionally, the statements of cash flows are presented using the direct method of
reparting; howevaer, these statements omit the reconciliation of net loss to net cash flows
from operating activities and the separate section of Investing activities which is a
requiremnent under GAAP.

« Surplus notes issued by the Company to related parties are classified as capital and
surplus on a statutory basis if the surplus notes are in a form acceptable to the Office.
Additionally, accrued interest on surplus notes are not recorded until payment is approved
by the Office. Under GAAP, such notes payable would be classified as liabilities and
accrued interest would be recorded as incurred.



QUALITY HEALTH PLANS, INC.

Notes to Statutory Financlal Statements
Years Ended Dacember 31, 2010 and 2009

Note 1 - Organization and Summary of Significant Accounting Policles (continued)

Recoverable amounts receivable, if any, on unpaid claims under reinsurance agreements
are netted against heaith care costs payable and not reported as an asset.

Certain other reported amounts are classified or presented differently in the statutory

financial statements prepared on the basis of SSAP than they would be under GAAP.
Statutory requirements require that the statutory financial statements of the Company be
filed with the state regulatory authorities. Accordingly, the statutory financial statements are
presented in a format similar to the filed annual statement, which dilfers from the format of
financial stalements presented under GAAP. Required statutory disclosures that are not
applicable to the Company are not included in the notes to these statutory financial
statements.

Other significant accounting polic ies are as follows:

Cash and Cash Equivalents — Cash and cash equivalents include cash or demand deposits with
financial institutions and deposits in highly liquid money market securities with original maturities of
three months or less, and certificates of deposit with remaining maturities of one year or less.

Health Cere and Other Amounts Recsivable — Health care and other amounts receivable primarily
represent the following amounts:

CMS Recsivables — CMS recelvables are amounts due from CMS for (1) retroactive
enroliment and (2) risk adjustment amounts. Retroactive enroliment raceivables are
amounts due from CMS related to unfunded premiums for enroliment applications which
are in process or sent back to the Company for additional documentation or clarification.
Risk adjustment amounts receivable are based on the Company's assessment of
estimated retroactive CMS risk adjustment factors not included in previous premium
payments from CMS. The retroactive enroliment and risk adjustment amounts recsivable

- represent significant estimates established by management. -The amount ultimately
~ collected may differ from this estimate and that difference could be material.

Provider Receivabies — Provider receivables are amounts due from various doctors,
networks and servicers of the Company’s members and inciude (1) claim overpayments,
(2) risk sharing receivables, and (3) pharmaceutical rebates receivables. Claim
overpayment receivables may occur as a result of several events, including but not limited
to claim payments made in error to the provider. Risk sharing receivables are based on
contractual terms due from health care providers (“risk providers”). Under contractual
terms, the risk providers receive an allocation of covered members’ premiums. On a
quarterly basis the Company Is required to calculate the operating profit or loss related to
the members enrolled through the risk providers. If the Company incurs an operating
deficit, the risk provider is required to pay the Gompany the full amount of the deficit. If the
Company recognizes a surplus, the Company is required to pay the risk providers the full
amount of the surplus. Pharmaceutical rebates receivable include amounts due according
to arrangements with pharmaceutical companies based on drug utilization of the
Company's subscribers at participating pharmacies. These recelvables represent
significant estimates established by management. While management believes the
amounts 1o be fully collectable, the amount ultimately collected may differ from this
estimate and that difference could be material.



QUALITY BEALTH PLANS, INC.

Notes to Statutory Financlal Statements
Years Ended Decomber 31, 2010 and 2009

Note 1 - Organization and Summary of Signiticant Accounting Policies (continued)

o Other Receivables — Other receivables are amounts due from (1) members for their portion
of insurance premiums and (2) amounts due from a former Medicare Part D servicer (see
Note 8). While management believes the amounts to be fully collectable, the amount
ultimately collected may differ from this estimate and that difference coutd be material.

Health Care Costs Payable — Health care costs payable includes the accrual for claims and
contracted medical services incurred but not paid and the estimated liabitity for claims incurred but not
reported. The liability for claims incurred but not reported is determined based on historical
evaluations and statistical analysis of paid claims and represents an estimate of the unpaid liabllities
_ incurred through December 31, 2010 and 2008. The liabllity is determined by an independent actuary.
Although considerable variabllity is inherent in such estimates, management believes that the liability
for unpaid claims is adequate. The estimate is continually reviewed and adjusted, as necessary, as
experience develops or new information becomes known; such adjustments are Included in current
operations. Actual results may differ from management's estimates and such differences may be
significant.

Recognition of Premium Revenues — Premiums are billed monthly and are recognized as revenue
over the perlod in which the Company is obligated to provide services to members. Premiums
collected in advance are recorded as uneamed premiums liability until earned. The premium is a
predetermined amount on a per member per month basis. CMS determines the amount based on the
county in which the member resides and other factors. Member census Is subject to audit and
retroactive adjustment and such adjustments, when determinable, are included in current operations.
Retroactive adjustments are accrued on an estimated basis in the period the related services are
provided and adjusted in future periods as final settlements are determined. Premium revenue is
reported net of the cost of stop loss reinsurance premiums.

Physician and Provider Services — Physician and provider services expense includes amounts paid to
health care providers, claims reported but not paid and estimated costs of claims Iincurred but not
reported. The Company contracts with related parties (see Note 9) and certain physicians and health
care facilities on a capitated, fea for service, or other basis to provide heaith care services to
members. Capitated agreements are paid on a per member per month basis and capitation expense
is accrued In the period in which the member is entitied to services. The cost of the noncapitated
services provided or contracted for is accrued in the period in which the member recelves the
services. Physician and provider services expense Is recorded net of stop loss reinsurance
recoverable and includes prescription drug costs.

Advertising Expense ~ Advertising costs are expensed as incurred. For the years ended December
31, 2010 and 2009, advertising expense was approximately $158,000 and $845,000, respectively,
and is included in general and administrative expenses in the accompanying statutory statements of
revenues and expenses,

Income Taxes — On January 1, 2008, in connection with all of the Company's issued and outstanding
shares being contributed to QHP Group, Inc. {("QHPG") by the former sole shareholder, the Company
no longer qualified as an S corporation under the Internal Revenue Code and began being taxed as a
C corporation,



QUALITY EEALTH PLANS, INC.

Notas to Statutory Financlal Statements
Years Ended December 31, 2010 and 2003

Note 1 - Organization and Summary of Significant Accounting Policies (continued)

Effective January 1, 2008, the Company elected to memorialize its tax sharing arrangement by
participating In an Intercompany Tax Sharing Agreement (the "Agreement') with QHPG, Health
Management Services of America, Inc. ("HMS"), QHP Insurance Co., Inc. ("QHPI"), and Mid-America
IPA, Inc. ("Mid-America"). HMS, QHPI, and Mid-America are entities also owned 100 percent by
QHPG. Beginning with the 2008 tax year, QHPG filed a consolideted federal tax return that inciudes
the operations of the Company, QHPG, HMS, QHPI, and Mid-America.

Under terms of the Agreement, each company shall be responsible for and shall reimburse, or be
reimbursed by, QHPG for its separately calculated share of the consolidated tax expense or benefit,
respectively. Further, per the Agreement, each company shall pay promptly to QHPG estimated
quarterly tax payments and any final adjustments to payments within five days following a statement
furnished by QHPG. Alternatively, tax benefits utilized by QHPG and profitable subsidiaries which are
attributable to losses generated by the Company are reimbursed to the Company within 80 days of
QHPG filing its annual consolidated federal income tax return. These amounts are recognized in the
statutory statement of admitted assets, liabilities and capital and surplus as "tax sharing receivable’.

Deferred income tax assets and liabilities are determined based on differences between the financlal
statement and tax bases of assets and liabllities as measured by the enacted tax laws and rates
applicable to the periods in which the differences are expected to affect taxable Income.

Concentrations of Credit Risk - The Company's financial instruments exposed to concentrations of
credit risk consist primarily of its cash and cash equivalents, restricted cash, health care and other
amounts receivable, and reinsurance balances recoverab le.

The Company maintains its cash and cash equivalents and short-term investments with institutions In
the United States. The Federal Deposit Insurance Corporation (“FDIC") provides deposit insurance of
$250,000 for substentlally all depository accounts and temporarily provides unlimited coverage
through December 31, 2012 for certain qualifying and participating non-interest bearing transaction
accounts. As of December 31, 2010, the Company had approximately $12,666,000 in cash and cash
equivalents and restricted cash that exceeded am ounts covered by FDIC insurance.

Membership is concentrated in geographic locations in the state of Florida. The Company's
membership base consists exclusively of qualified Medicare Parts A, B, and D members in 32
counties, and 998% of premium revenue was obtained from CMS in both 2010 and 2009. The
Company has a contract with CMS, which expires each December and automatically renews for
_successive one-year periods, The contract was renewed by CMS for 2011. See Note 3 for receivable
concentrations. .

Use of Estimates - The preparation of statutory basis financial statements requires management to
make estimates and assumptions that affect the reported amounts of assets and liabllities, the
disclosure of contingent assets and labllities at the date of the statutory basis financial statements
and the reported amounts of revenues and expenses during the reporting period. Such estimates and
assumptions could change in the futura as more information becomes known, which could materially
impact the amounts reported and described in the statutor y financial statements.

Subsequent Events — Management has considered subsequent events through May 6, 2011 in
connection with the preparation of these statutory basis financial statements, which is the date the
statutory basls financial statements were avallable to be issued.



QUALITY HEALTH PLANS, INC.

Notes to Statutory Financlal Statements
Years Endad December 31, 2010 and 2009

Note 2 - Regulatory Requirements

As an HMO licensed In Florida, the Company is required under Florida Statutes, Section 841.225, to
malntain minimum net worth of the greater of $1,500,000, 10% of total liabilities, or 2% of annualized
premiums. As of December 31, 2010 and 2009, the minimum surplus requirement was approximately
$3,900,000 and $3,280,000, respectively. The Company's statutory surplus was approximately
$6,074,000 as of December 31, 2009. The Company had a statutory deficit in the amount of
approximately $5,140,000 as of December 31, 2010, In April 2011, the Company received a capital
contribution from the Company's parent of approximately $10,168,000.

The Company is required to maintain a deposit pursuant to Florida Statutes to help secure payment of
claims,  As of December 31, 2010 and 2009, cash and cash equivalents of $2,310,000 and
$1,310,000, respectively, have been assigned to the Office to satisfy this requirement (classified as
Restricted cash in the statutory statements of admitted assets, liabilities and capital and surplus).

In May 2010, the Company was natified by CMS that it was suspended from marketing to or enrolling
new members because of deficlencles in the Company's pharmacy benefit administrative and contract
management practices and that new member marketing and enroliment would only be permitted when
CMS was satlsfied that those deficiencies had been ramedied. CMS also proposed civil penalties of
approximately $587,000. The Company engaged attorneys and consuitants with regulatory expertise
fo assist with responding to CMS ragarding issues relating to these sanctions. In December 2010,
CMS and the Company entered into a settlement agreement for a reduced civil monetary penalty of
$509,000, to be pald in installments through March 2011. The Company believes it has corrected the
root causes of the deficiencies and has submitted a corrective action plan to CMS, as well as
additional documentation they have requested. The Company anticipates the marketing sanctions will
be relioved upon CM S review and approval of the information submitted by the Company.

~ Note 8 - Health Care and Other Amounts Recelvable
Heath Care.and Other Am ounts Receivable consist of the following:

Decembeor 31,
2010 2009

CMS receivables

Risk adjustments receivable $§ 3,080,117 $ 8,544610

Retroactive enroliment recelvables 276,908 708,029
Provider raceivables

Risk sharing receivables (from three provider

networks in 2010) 7,257,517 1,750,383

Claim overpayments 571,523 48,250

Pharmaceutical rebates receivable 1,378,629 -
Other

Member receivables 10,427 48,944

Due from Envision (Note 8) 4,659,601 1,071,811

Total healtheare and other amount receivable $ 17214722 $ 12.170,137

10



QUALITY REALTH PLANS, INC.

Notes to Statutory Financial Statements
Years Ended December 31, 2010 and 2009

Note 3 - Health Care and Other Amounts Recelvable (continued)

Risk Sharing Receivable - The Company had $7,257,517 in risk sharing receivabies as of December
31, 2010. The Company estimates Its risk sharing recelvables by calculating the surplus or deficits for
each provider agreement based on the terms of the respective agresments. None of the risk sharing
balances as of Dacember 31, 2010 have been invoiced as of that date or as of May 6, 2011, the date
these financlal statement were available to be Issued, because these receivables are not required by
SSAP to be billed until eight months after the end of the annual contract periods, which range from
October through December 2010. No amounts have been collected from providers under thess risk
sharing agreements as of May 8, 2011, the date these financial statement were available to be
issued.

Pharmaceutical Rebates Receivable — The Company had $1,378,629 in pharmaceutical rebates
receivable as of December 31, 2010. The Company estimates its pharmaceutical rebates receivable
based on actual prescriptions filled during the period and the expected rebates eamed. Of the total
pharmaceutical rebates receivable, $1,157,840 was invoiced as of December 31, 2010.

Note 4 - Health Care Costs Payable

The liability for health care costs payable includes claims received and in process, as well as
management's estimate of the cost of claims incurred but not reported, totaling approximately
$22,951,000 and $9,953,000, respectively, as of December 31, 2010 and $21,464,000 and
$7.6842,000, respectively, as of December 31, 2009. The provision for claims incurred but not yet
reported is actuarially determined based on historical claims payment experiance and other statistics.
This liability is subject to the impact of changes in claim severity and frequency, as well as humerous
other factors. Management balieves that the recorded liabllity is adequate, but the variance between
the estimate and the ultimate net cost of settling this llability could be material.

Cﬁanges in the balance of health care cost payable during the periods ar e as follows:

Year Ended December 31,
2010 . 2009
Beginning health care costs payable $ 29,106,286 $ 18427872
Health care payments
Payments related to current year (99,325,723) (95,362,155)
Payments related to prior periods (32,166,291) (20,860,950)

(131,492,014) (116,223,105)

Physician and provider services expense

Expenses related to current year 132,230,121 124,138,946
Expenses related to prior periods 3,080,005 2,762,573
135,290,126 126,901,519

Ending health care costs payable § 32004398 $ 29,106286

Expenses recorded related to prior year claims is primarily due to the difference in actual experience
versus that estimated at the end of the prior year,

1



QUALITY HEALTH PLANS, INC.

Notes to Statutory Finanoial Statements
Years Ended December 31, 2010 and 2009

Note 5 - Aggregated Health polloy Reserves and Liablllty for Amounts held Under Uninsured Plans

In accordance with CMS regulations, at the end of each contract year, Medicare Part D sponsors
settle with CMS the difference in reinsurance costs paid for members in the catastrophic phase of
benefits and costs for deductibles, co-payments and other benefits for low income enrollees
compared to the amount of subsidies received from CMS. As of December 31, 2010 and 2008, the
Company estimates a liability due to CMS of $360,000 and $1,720,000, respectively, which is
included in Liability for amounts held under uninsured plans.

Under the Medicare Part D program, the Company participates in risk sharing with CMS to limit the
plan's exposure to unexpected expenses not already Included in the reinsurance subsidy or taken into
account through health status risk adjustment. CMS and the Company share the profits or losses
resulting from expenses within predefined risk corridors. The risk sharing payment can be positive,
negative or zero. The settlement has been estimated based on an actuarial analysis of Part D
membership, prescriptian drug, and pricing data. At December 31, 2010 and 2009, the Company
estimates a liability of approximately $1,777,000 and $1,058,000, respectively, reported within
Aggregated health policy reserves in the accompanying statutory statements of admitted assets,
liabilties and capital and surplus.

Note 6 - Income Taxes

Deferred income tax benefits are provided for certain income and expenses that ere recognized in
different periods for tax and financial reporting purposes. Net deferred tax assets as of December 31,
2010 and 2009 are as follows: '

o 2010 2009
Net deferred tax assets (non-admitted asset) $ 8,205,000 $ 3,300,000
~ Net deferred tax assets (admitted portion) - -
Deferred tax assets $ 8,205,000 $ 3,300,000

Deferred tax assets as of December 31, 2010 and 2009 consisted primarily of the tax effects
associated with net operating loss carryforwards. The Company's net operating loss carryforward
available to offset future taxable income of approximately $17,900,000 will begin to expire in 2027. In
accordance with Statement of Statutory Accounting Principle ("SSAP') 10, Income Taxes, the
deferred tax assets as of December 31, 2010 and 2009 were accounted for as a nonadmitied asset.

12



QUALITY BEALTH PLANS, INC.

Notes to Statutory Finanoclal Statements
Years Ended December 31, 2010 and 2009
Note 8 - Income Taxes (continued)

The provision for federa! income taxes for the years ended December 31, 2010 and 2009 ditfers from
that which would be obtained by applying the statutory Federal income tax rate to income before
income taxes. The significant items causing this difference are as follows:

Year Ended December 31,

2010 2009
Benefit computed at statutory rate $ 6,800,000 $ 2,000,000
State tax benefit, net of federal benefit 725,000 210,000
Permanent differences (198,000) (28,000)
Other 352,713 (17,000)
Total deferred tax benefit 7,679,713 2,165,000
Change in net deferred tax asset - non-admitted : {6,259,000) (900,000)

Total statutory income tax benefit (associated with

aggregate write-ins for other than invested assets) 3 1!4201713 $ 1!265!000

Note 7 - Relnsuranoce

The Company reinsures certain "excess" risks with a reinsurance company by ceding portions of risks
and premiums. Reinsurance does not discharge the Company from its liability to members for defined
coverages. In the event that the resinsurance company was unable to meet its obligation under the
existing relnsurance agresment, the Company would be liable for such amounts. Management only
reinsures with a highly rated reinsurance company. The reinsurer is obligated to the Company for the
excess heaith care costs as defined in the reinsurance agreement.

. The reinsurance agreement generally provides for reimbursement of 80% of "eligible expsnses” in
excess of $175,000 and $100,000 per member per year for the years ended December 31, 2010 and
2009, respectively. The maximum reinsurance coverage provided under the agreement for all sligible
services is $1,500,000 per member per policy period. Net reinsurance premiums under the agreement
for the years ended December 31, 2010 and 2009 totaled approximately $1,780,000 and $2,265,000,
respectively, and are reported as a reduction of premiums earned in the accompanying statutory
statements of ravenues and expenses.

Losses ceded under the agreerhent were approximately $2,370,000 and $3,589,000 during the years
ended December 31, 2010 and 2009, respectively, and are reported as a reduction of physician and
provider sarvices in the accom panying statutory statements of revenues and expenses.

* As discussed in Note 8, the Company also had a reinsurance agreement with Envision Insurance
Company from January 1, 2009 through May 31, 2010. Net reinsurance premiums under the
agreement for the years ended December 31, 2010 and 2009 totaled approximately $1,718,000 and
$7.953,000, respectively, and are reported as a reduction of premiums earned in the accompanying
statutory statements of revenues and expenses.

Losses ceded under the agreement were approximately $2,189,000 and $8,403,000 during the years
ended December 31, 2010 and 2009, respectively, and are reported as a reduction of physician and
provider services in the accom panying statutory statements of revenues and expenses.

13



QUALITY HEALTH PLANS, INC.

Notes to Statutory Financial Statoments
Years Ended December 31, 2010 and 2009

Note 8 - Disecontinued Operations

The Company's Medicare PDP program was acquired In 2008 by Envision Insurance Company
(“Envision”) however, the transaction required the approval of the Office and novation by CMS. The
Company entered into a reinsurance agreement with Envision effective January 1, 2009 that
reimburses the Company 100% of all Medicare losses incurred in the Part D program from January 1,
2009 through the date of the Office's approval not to go beyond Dacember 31, 2011, Effective June 1,
2010, Envision Insurance Company terminated their Relnsurance Agreement and Asset Purchase
Agreement with QHP, In light of this termination, the Company elected not to renew the stand alone
- PDP contract with CMS for year 2011.

in accordance with SSAP No. 24, Discontinued QOperations and Extraordinary items, the reporting of
discontinued operations shall be included in the reporting of continuing operations in the
accompanying statutory statements of revenues and expenses. Admitted assets and liabilities of
discontinued operations as of December 31, 2010 and 2009 are summarized below:

2010 2009
Admitted assets:
Health care and other amounts receivable $ 4,984 068 $__ 1,071,000
" Total admitted assets $ 4&9_4*068 $ 1,071,000
Liabilities:
Health care costs payable $ 477,705 $ -
Aggregate health policy reserves 368,077 601,578
Liability for amounts held under insured plans 236,227 470,334

_Total liabikties $___1,082.009 $ 1071912

The results of the discontinued operations for the years ended December 31, 2010 and 2009 are
summarized below: :

2010 2009
Premiums eamed, net $ 2508182 $ 1,120,118
Physician and provider services (2,567,917) 60,003
General and administrative expenses (1,928,813) {3,072,450)
Net loss from discontinued operations $ _(1986548) $ $2!783!2412

Note 9 - Related Party and Affiliated Transactions

Management Fees — The Company has a management agreement with Heaith Management Services
of America, Inc. ("HMS") effective January 1, 2008, whereby HMS provides claim administration,
management Information . systems, and other third party administrative services. HMS's sole
shareholder also owns 100% of the Company. Fees pursuant to this agreement are $35 and $5 per
member per month for all members in the MAPD and PDP plans, respectively. Expenses under this
agreement totaled approximately $6,080,000 and $5,550,000 for the years ended December 31, 2010
and 2009, respectively, and are Included in general and administrative expenses in the accompanying
statutory statements of revenues and expenses. :

14



QUALITY HEALTH PLANS, INC.

Notes to Statutory Finanefal Statements
. Years Ended December 31, 2010 and 2009

Note 8 - Related Party and Affillated Transaotions (sontinued)

Provider Agreement - The Company also has an agreement with Mid-America IPA, Inc. (“Mid-
America”), a physician provider network whereby Mid-America contracts with primary care provider
groups (PCP Groups) to provide primary care services to certaln Campany members. Mid-America Is
owned 100% by the sole shareholder of the Company. Several of the PCP Groups with whom Mid-
- America has contracted are related through common control. Under the terms of the agreement, the
Company pays the applicable PCP Group bassd on contractual rates. The PCP Group agreements
also include incentive arrangement terms that reward the PCP Groups for achieving certain goals.
Total administrative fees paid fo Mid-America for managing the PCP groups totaled approximately
$1,740,000 and $1,586,000 during the years ended December 31, 2010 and 2009, r espectively.

Administrative Fees — The Company has an administrative services agreement with Quality Health
Plans of New York, Inc. ("QHPNY") effective January 1, 2010, whereby QHPNY provides certain
administrative services o the Company. QHPNY is related to the Company through commaon control.
Management fee Income pursuant to this agreement is $8 per member per month, subject to certain
adjustments based on actual expenses incurred for all of the Company’s enrolled members. Ths
Company recorded approximately $1,007,000 in administrative expenses for the year ended
December 31, 2010, which is included in general and administrative expenses in the 2010 statutory
statement of revenues and expenses. T he management agreement has no stated expiration date.

Other Related Parly Transactions - Effective January 1, 2009, the Company entered inlo a sublease
agreement for its facilities with its sole shareholder. The lease requires monthly payments of
approximately $26,000 plus sales taxes, includes annual increases and expires on December 31,
2013. Rental expanse under this related party sublease was approximately $312,000 in both of the
years ended December 31, 2010 and 2009 and is included in general and administrative expenses in
the statutory statements of revenues and expenses,

Due from Related Party — Due from related party includes approximately $385,000 due from QHPNY
for an overpayment of administrative fees for services performed by QHPNY in accordance with the
adminisirative services agreement noted above, This receivable is a non-admitted asset and therefore
is not included in the statutory statement of admitted assets, liabilities, and capital and surplus (deficit)
as of December 31, 2010. This receivable was collected from QHPNY in March 2011.

Note 10 - Subordinated Surplus Notes

The Company has issued five subordinatad surplus notes payable to QHPG which remained
outstanding at December 31, 2010 and 2009.

Any payment of interest or repayment of principal, as determined by the Company’s Board of
Directors, Is subject to approval by the Office. Interest expense on the surplus notes is not charged to
operations until the Office approves its payment. As of December 31, 2010, the Office has not
approved repayment of the surplus notes, and the accompanying statutory financial statements do not
include the effects of interest expense or accrued interest on these surplus notes. Payment of interest
or repayment of principal may be paid only if the Company meets its minimum surplus requirements.
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Note 10 - Subordinated Surplus Notes (continued)
A summary of the terms and balances of the surplus notes follows:

Par Value Principal
(Face Amount of

Surplus Date Interest Amount . Note Unapproved

Note Issued Rate of Notes) Outstanding Interest
t 9/12/2005 8% $ 1,200,000 $ 1,200,000 $ 514,000
i 10/27/2005 8% 75,000 75,000 31,000
1] 12/22/2005 8% 380,000 380,000 154,000
v 11/2/2009 8% 3,384,532 3,384,532 315,000
\Y 12/31/2009 8% 1,000,000 1,000,000 80,000
Total $6!039,532 $ 6,039,532 $ 1,084,000

The repayment of the principal and any interest accrusd Is subject, and is subordinate, 1o the prior
payment in full of all other liabilities of the Company, and no payment of any kind shail be made until
any claims of subscribers or g