INSOLVENCY REPORT

AVAHEALTH, INC.

July 1,2014

Prepared by
Jamila G. Gooden, Senior Attorney
Florida Department of Financial Services, Division of Rehabilitation and Liquidation



Name of Receivership

AvaHealth, Inc. d/b/a/ Key Insurance Plan

Receivership Number | 539
Date of Conservation N/A
Date of Rehabilitation | June 2, 2012

Date of Liquidation

August 31, 2012

Scope: Pursuant to Section 631.398(3), Florida Statutes, the Division is required to prepare a summary
report "containing such information as is in its possession relating to the history and causes of such
insolvency, including a statement of the business practices of such insurer which led to such insolvency.”
Such a report is called an Insolvency Report and must be prepared prior to the discharge of a domestic

insurer’s estate.

The authority under which the insolvency report is written is section 631.398, Florida Statutes which

states as follows:

Title XXXVII Chapter 631 View Entire

INSURANCE INSURER INSOLVENCY; GUARANTY Chapter

OF PAYMENT

631.398 Prevention of insolvencies.—To aid in the detection and
prevention of insurer insolvencies or impairments:

(1) Any member insurer; agent, employee, or member of the board of
directors; or representative of any insurance guaranty association may
make reports and recommendations to the department or office upon any
matter germane to the solvency, liquidation, rehabilitation, or conservation
of any member insurer or germane to the solvency of any company
seeking to do an insurance business in this state. Such reports and
recommendations are confidential and exempt from the provisions of
s. 119.07(1) until the termination of a delinquency proceeding.

(2) The office shall:

(@ Report to the board of directors of the appropriate insurance
guaranty association when it has reasonable cause to believe from any
examination, whether completed or in process, of any member insurer that
such insurer may be an impaired or insolvent insurer.

(b) Seek the advice and recommendations of the board of directors of
the appropriate insurance guaranty association concerning any matter
affecting the duties and responsibilities of the office in relation to the
financial condition of member companies and companies seeking
admission to transact insurance business in this state.

(3) The department shall, no later than the conclusion of any domestic
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insurer insolvency proceeding, prepare a summary report containing such
information as is in its possession relating to the history and causes of
such insolvency, including a statement of the business practices of such
insurer which led to such insolvency.

History.—ss. 28, 39, ch. 83-38; ss. 187, 188, ch. 91-108; s. 4, ch. 91-
429; ss. 2, 6, ch. 93-118; s. 385, ch. 96-406; s. 1351, ch. 2003-261.

BUSINESS

AvaHealth, Inc., was originally incorporated in Florida under the name Avalon Healthcare, Inc. on July
8, 2005." Avalon Healthcare, Inc., a wholly-owned subsidiary of Avalon Healthcare Holdings, Inc.
(“AHH™) ,* was authorized, as of September 22, 2005, by Florida’s Office of Insurance Regulation
(“OIR”) to operate as an accident and health insurer in accordance with sections 624.401, 624.404, and
624.413, Florida Statutes.> On February 26, 2008, Avalon Healthcare, Inc. filed amended articles of
incorporation to change its name to AvaHealth, Inc. (hereinafter “AvaHealth”).* AvaHealth had its
principal place of business in Tampa, Florida.

AvaHealth offered coordinated health insurance coverage and related services through a variety of plans
for individuals and groups marketed through licensed agents and brokers. AvaHealth wrote insurance
coverage exclusively in the state of Florida.

OWNERSHIP, AFFILIATES, MANAGEMENT

AvaHealth was a member of an insurance holding company system as defined by Rule 690-143.045(3),
Florida Administrative Code. In October 2005, AvaHealth entered into a Management Agreement with
its parent, AHH whereby AHH agreed to provide AvaHealth with executive management and
administrative services, marketing, accounting, claims processing, claims administration, claims analysis
and reporting and utilization management services.> Pursuant to an agreement entered into on January 1,
2006, AHH contracted with Health Network America, Inc. for the provision of third party administrator
services to AvaHealth.®

Expenses under the management agreement with AHH that were charged to administrative and
marketing expenses totaled $.6 million in 2005, $2.8 million in 2006, $1.8 million in 2007, $6.3 million
in 2008, $8.1 million in 2009, and $1.6 million in 2010. An additional $4,564,233 in management fees
were paid to AHH during 2010.” AHH became insolvent in 2010, and AvaHealth, Inc. paid its vendors
directly for expenses incurred under the management agreement.
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2005-2006 Simplified Organization Chart

Incivicual Investors Not Qwning > 2% Inter-Atlantic Fund, LP
20% 50%

Charles Thomas O'Neill Andrew Bradshaw
15% 15%

Avalon Healthcare Holdings, Inc.

Avalon Healtheare, Inc.

Avalon Agency, Inc.

Initial Board of Directors for AvaHealth®
Charles Thomas O’Neill
Andrew Bradshaw Cassidy

Initial Senior Officers
Charles Thomas O’Neil - President, CEO
Andrew Bradshaw Cassidy - CFO, Treasurer

Henry Harrison Neely Henry Harrison Neely - Secretary
Brett Geoffrey Baris
Frederick Stuft Hammer
2010 Simplified Organization Chart
| | | | |
Individual Investors Not Owning > 2% Manning & Napier Fund, Inc. Inter-Atiantic Fund, P Charles Thomas O'Neil Andrew Bradshaw
25.6% 95% 11.9% 115% 114%

Avalon Healthcare Holdings, Inc.

2010 Board of Directors®
Charles Thomas O’Neill
Henry Harrison Neely
Richard Hayden

Judith Anne Lyons

Paul William Kowalksi
Joseph Gauta
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Senior Officers

Charles Thomas O’Neill - President, CEO
Andrew Bradshaw Cassidy - CFO, Treasurer
Henry Harrison Neely -  Secretary




On March 14, 2011, CUSP LLC, a Florida limited liability company, entered into a Stock Purchase
Agreement whereby its subsidiary, Key Insurance Plans, Inc. acquired all of the issued capital stock of
AvaHealth, Inc.*® The acquisition was approved by OIR via Consent Order (Case No. 116802-11) on
June 14, 2011.** Concurrent with the acquisition, AvaHealth, Inc. began operating under the name
Key Insurance Plan. CUSP, LLC is owned by Integrity Health, LLC, Florida Health Finance, LLC,
PASAN Health Administration Services, Inc. and Meditech, Inc. AvaHealth, Key Insurance Plans,
Inc. and CUSP, LLC have one director in common, Enoc S. Martinez.

2011-2012 Simplified Organization Chart

CUSP, LLC

| Key Insurance Plans, Inc.|

v

AvaHealth, Inc.

2011- 2012 Board of Directors Senior Officers

Enoc Segundo Martinez Karen W Connolly - CEO, President
Roberto Enrique Martinez Roberto Enrique Martinez -  Treasurer
Ernesto Urdaneta Barbara Roqueta - COO

Karen W Connolly Bruce Frieman — CEO (resigned)

Barbara Roqueta Bruce Leon Carpenter (resigned)

Ricardo Di Campo Susan Griffin (resigned)

Susan Elizabeth Griffin (resigned)
Bruce Leon Carpenter (resigned)
Bruce Frieman (resigned)



BACKGROUND/EVENTS OF IMPACT

Since the start of its insurance operations in 2006, AvaHealth experienced a net loss almost every
year. Additionally, in order to maintain its minimum capital and surplus requirements, pursuant to
section 624.408, Florida Statutes, it was necessary for AvaHealth to receive capital contributions from
its parent of $300,000 in 2007 and $2.2 million in 2008.*?

On May 28, 2009, an independent audit report was completed of AvaHealth’s 2007 and 2008
Financial Statements.*® In Note 8 of the Report, the auditors discussed AvaHealth’s plans to mitigate
the negative financial trends experienced by the company. The report indicated that:

These plans and actions primarily include significant growth in premiums, management of
development and marketing costs including the ability to spread these acquisitions costs over a
larger premium base, and the receipt of additional capital contributions. The Company’s ability
to achieve profitability in the long term will be dependent on the successful implementation of
management’s plans and actions.

In August 2009, OIR completed a financial condition examination of AvaHealth which covered the
period of January 1, 2008, through December 31, 2008. During the examination, OIR assessed the
adequacy of AvaHealth’s management controls and the extent to which AvaHealth’s business
processes might impact its future solvency. OIR determined that the prospective risk existed that
AvaHealth would not “generate premium revenues and earnings sufficient to assure its future
solvency.”*

On March 26, 2010, AvaHealth, Inc. voluntarily agreed that it would not resume selling or writing
business without the consent of OIR. On March 31, 2010, AvaHealth submitted its amended
December 31, 2009, annual financial statement, reporting capital and surplus levels which were
$1,491,151 below levels required by section 624.408, Florida Statutes.™® As a result, on May 5, 2010,
the Company was placed into confidential administrative supervision for 120 days via a Consent
Order (Case No. 110187-10-CO), pursuant to Section 624.82, Florida Statutes.'® The Consent Order
was extended on August 18, 2010, December 7, 2010, and March 23, 2011, to give AvaHealth the
opportunity to successfully implement and complete a corrective action plan approved by OIR.

On June 14, 2011, OIR entered a Consent Order (Case No. 116802-11), whereby OIR approved the
application of CUSP, LLC to acquire 100% of the issued and outstanding capital stock of AvaHealth,
Inc. for the benefit of CUSP’s subsidiary, Key Insurance Plans Inc.'’

On July 29, 2011, an independent audit report was completed of AvaHealth’s 2010 Financial
Statements. The auditors found that AvaHealth had materially misstated its financial condition as
reported to OIR as of the December 31, 2010 balance sheet and that AvaHealth had material
deficiencies in its internal control structure.'®

On August 1, 2011, OIR entered a Consent Order (Case No. 110187-10-CO) extending the
administrative supervision of AvaHealth for an additional 120 days.’® Although ownership of
AvaHealth had changed hands, the company was not permitted to market or sell new policies. On
September 28, 2011, AvaHealth requested approval to resume writing business. OIR approved the
request on November 23, 2011.2° From March 26, 2010, when AvaHealth voluntarily agreed to cease
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writing new business without the consent of OIR until December 2011 when that consent was granted
by OIR, the number of members enrolled with AvaHealth fell from 6,620 to 2,056. By the end of the
First Quarter of 2012, AvaHealth’s membership had fallen to 1,849 members.*

After reviewing AvaHealth’s 2011 Annual Financial Statement and its January 2012 Monthly
Financial Statement, OIR determined that AvaHealth was “operating in a hazardous financial
condition, pursuant to Section 631.051, Florida Statutes.”?* On March 22, 2012, OIR issued an Order
(Case No. 124309-12) suspending AvaHealth’s Certificate of Authority and prohibiting AvaHealth
from writing any new or renewal direct business in Florida based upon several violations of the
Florida Insurance Code including financial impairment.?® The Order also subjected AvaHealth to
other penalties and sanctions. AvaHealth requested a formal administrative hearing to challenge OIR’s
Order and disputed the facts presented.

On April 19, 2012, in response to consumer complaints and a subsequent OIR investigation, OIR
issued to AvaHealth a Cease and Desist Order (Case no. 124967-12) stemming from a finding by OIR
that AvaHealth had been charging rates far in excess of the rate authorized by OIR.** A Final Order to
Cease and Desist was entered on May 24, 2012.%

On April 25, 2012, AvaHealth submitted its March 31, 2012, quarterly financial statement to OIR.%
Based on the March 31, 2012, quarterly financial statement, AvaHealth reported capital and surplus
levels which were $358,588 below levels required by section 624.408, Florida Statutes. As a result, on
May 1, 2012, OIR sent a referral to Florida Department of Financial Services indicating that one or
more grounds existed for the initiation of delinquency proceedings against AvaHealth.?” On June 4,
2012, the Company was issued an Order to Show Cause, Injunction, and Notice of Automatic Stay for
Purposes of Rehabilitation.”® On June 27, 2012, the Circuit Court in and for Leon County, Florida,
entered an Order Appointing the Florida Department of Financial Services Receiver of AvaHealth,
Inc. d/b/a Key Insurance Plan for purposes of Rehabilitation, Injunction, and Notice of Automatic
Stay, effective July 2, 2012.%° As a result of the Receiver’s examination of AvaHealth’s books and
records, the Receiver determined that the company was insolvent and could not be rehabilitated. By
order of the Court, AvaHealth was subsequently placed in receivership for purposes of liquidation on
August 3%6 2012, and the provisions of the Florida Life and Health Guaranty Association Act were
triggered.
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FINANCIAL ANALYSIS AND UNDERWRITING RESULTS

Selected financial data from AvaHealth’s Monthly Statement for March 31, 2012, and Annual
Statement for years ending 2011 and 2010 are presented below:

Assets
Asof 3/31/2012 Aso0f12/31/2011 Asof 12/31/2010
Cash 3,259,439 2,680,468 869,363
Other Receivables - 165,791 579
Total assets 3,259,439 2,846,259 869,942
Liabilities As of 3/31/2012 As of12/31/2011 As of 12/31/2010
Accrued expenses 104,019 51,917 168,477
Claims payable 1,683,459 1,683,459 2,663,216
Claims adjustment expense payable 33,056 33,056 21,000
Advance premiums 214,080 167,998 73,453
Aggregate policy reserve 63,413 63,413 100,579
Aggregate write-ins for other
liabilities 20,000 20,000 650,000
Total liabilities 2,118,026 2,019,843 3,676,725
Capital and Surplus (Deficit) As of 3/31/2012 As of 12/31/2011 As of 12/31/2010
Common Stock 1,500,000 1,500,000 1,500,000
Gross Paid-in and contributed surplus 12,917,000 6,307,000 6,307,000
Aggregate write-ins for other than
special surplus funds 4,800,000
Unassigned deficit (13,275,588) (12,280,584) (11,113,783)
Total capital'and surplus (deficit) 1,141,412 826,416 (2,806,783)
Total Liabilities and Capital
and Surplus 3,259,439 2,846,259 869,942
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Operating Results

Premiums Earned | Underwriting Net Net Income
Deductions Underwriting (Loss)
Gain (Loss)

2007 $3,415, 057 $3,449,692 ($18,736) $145,795
2008 $9,191,923 $11,733,437 ($2,528,974) ($2,479,374)
2009 $6,901,283 $9,779,924 ($2,852,691) ($2,850,248)
2010 $12,960,084 $15,783,942 ($2,823,858) ($2,815,632)
2011 $6,252,692 $6,803,746 ($551,054) ($746,589)
Ratio Analysis

As illustrated above, AvaHealth incurred substantial underwriting losses. The underwriting losses
experienced by AvaHealth are illustrated by three key performance measures for insurance
companies, the Medical Loss Ratio (incurred losses divided by net earned premiums), the
Administrative Expense Ratio (administrative expenses and claims adjustment expenses divided by
net premiums earned) and the Combined Ratio (Medical Loss Ratio + Administrative Expense
Ratio).

2011 2010 2009 2008 2007
Medical Loss Ratio 78.7% 62.5% 76.7% 55% 42.4%
Administrative Expense Ratio 30.1% 59.3% 64.7% 72.5% 58.3%
Combined Ratio 108.8% 121.8% | 141.2% 127.6% | 101%

The Medical Loss Ratio is an indicator of underwriting effectiveness, premium sufficiency, and
favorable claims experience.

The Administrative Expense Ratio signifies the percentage of premium used to pay all the costs of
acquiring, writing, and servicing insurance and reinsurance including commissions paid to insurance
agents and brokers, training costs, advertising costs and other operational expenses. The
administrative expense ratio measures operational efficiency in producing, underwriting, and
administering an insurer’s business. According to the National Association of Insurance
Commissioners and the Center for Insurance Policy and Research, the Administrative Expense Ratio
for the Health Industry held steady between 11 to 12% from 2007 through 2011. AvaHealth’s
Administrative Expense Ratio was consistently above the national average every year it was in
operation.

The Combined Ratio measures losses and operating expenses as a percentage of premiums earned. A
ratio below 100% represents a measure of profitability and the efficiency of an insurance firms
underwriting. High ratios usually occur because of underpricing and/or because of unexpected high
claims. AvaHealth’s Combined Ratio was consistently above 100%.
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REINSURANCE:

In June 2011, AvaHealth entered into a reinsurance agreement with Star Line Group. Under this
agreement, AvaHealth was reinsured against losses exceeding $150,000 for group policies and
$200,000 for individual policies in any calendar year on any insured member. AvaHealth’s Excess of
Loss reinsurance contract expired on June 21, 2012. The Reinsurer, Star Line Group, had offered
renewal but at the time of the Receivership, AvaHealth had not confirmed renewal. Ultimately, the
Receiver collected $19,000 on outstanding reinsurance claims.

CONCLUSION:

AvaHealth was in financial trouble for its entire existence and became insolvent, due in part, to
inadequate rates, material deficiencies in its internal control structure, and material deficiencies in the
operation of those controls.
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ARTICLES OF INCORPORATION
il s

OF :
AVALON HEALTHCARE, INC. WWM.

The undersigned, being natural persons over the age of 18 years, citizens of the United
States of America, and competent 1o contract, hereby form a stock insurer corporation under the

laws of the State of Florida. . S B

ARTICLE]
CORPORATE NAME AND PRINCIPAL QFFICE

The name of this corporation is AVATLON HEAT THCARE, INC. (the “Corporation”)
and its principal office and mailing adc_lress is 13719 Chesiersall Drive, in the City of Tampa,

County of Hillshorough, Florida 33624.

ARTICLE IT
COMMENCEMENT OF CORPORATE EXISTENCE

The Corporation shall commence its existence upon the filing of thess Axticles of

Incorporation with the Florida Secretary of State and shall continue perpetually.

ARTICLE 11 ]
GENERAL NATURE OF BUSINESS

The purpose of this Corporation is 1o engage in every aspect of the health insurance
business, as that term is defined in § 624.603, Florida Statuies, as amended from time to time,

and to conduct such other business activites that are necessarily incidentsl to the health

insurance business,
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ARTICLE IV
CAPITAL STOCK
The aggregate number of shares of stock authorized to be issued by this Corporation shall
be 10,000 shares of common stock, each with a par value of $1.00. Each share of issued and
outstanding common stock shall entitle the holder thereof to fully participate in all shareholder
meetings, to cast one vote on each matter with respect to which shareholders have the right to
vote, and to share ratably in atl dividends and other distributions declared and paid with respect
to the common stock, as well as in the net assets of the Corporation upon liquidation or
dissolation.
ARTICLE V
INITIAL REGISTERED OFFICE AND AGENT
The street address of the initial registered office of the Corporation shall be 220 S.

Franklin Street, Tamopa, Florida 33602, and the initial registered agent of the Corporation at such

address is Brent A. Jones.
ARTICLE VI
INITIAY. BOARD OF DIRECTORS

The business and affairs of the Corpotation. shall be managed by a Board of Directors
consisting of no less than five (5) directors. The nnmber of directors may be increased from time
to time, in accordance with the Bylaws of the Corporation, but shall never be less than five (5).
The initial term of the directors shall be for a perfod of one (1) year. The manner of election of
the directors of the Corporation shall be regulated by the Bylaws.

The names and residence street addresses of the initial directors of the Corporation, sach

of whom are citizens of the United States and over the age of 18, are:
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Charles T, O’Neill 13719 Chestersall Drive, Tampa, Florida 33624
Andrew B. Cassidy 13719 Chestersall Drive, Tampa, Florida 33624
Brett G. Baris 400 Madison Avenue, New York, New York 10017
Frederick 8. Hammer © 4030 Madison Avenue, New York, New York 10017
Henry H. Neely 13719 Chestersall Drive, Tampa, Florida 33624
ARTICLE VIL
INCORPORATOR

The names and residence street addresses of the imcorporators, each of whom are citizens

of the United States and over the age of 18, are:

Name Address

Charles T. O*Neill 13719 Chestersall Drive, Tampa, Florida 33624
Andrew B. Cassidy 13719 Chestersall Drive, Tampa, Florida 33624
Brett G. Baris 400 Madison Averme, New York, New York 10017
Frederick S. Harmmer 400 Madison Avenue, New York, New York 10017
Henry H. Neely 13719 Chestersall Drive, Tampa, Florida 33624

ARYICLFE VI
BYLAWS

The Board of Directors shall adopt Bylaws for the Corporation at the fitst meeting of the
Board of Directors following the filing of these Articles of Incorporation.

The power to adopt, alter, amend or repeal Bylaws of this Corporation shall be vested in
its sharcholders and separately in its Board of Directors, as prescribed by the Bylaws of the

Corporation.
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ARTICLE IX
INDEMNIFICATION

If the criteria set forth in §607.0850(1) or £2), Florida Statutes, as then m effect, have
been met, then the Corporation shall indemnify any director, officer, employee or agent thereof,
whether current or former, together with his or her personal representatives, devisees or heirs, in
the manner and to the extent contemplated by §607.0850, as then in effect, or by any successor
law thereto.

ARTICLE X
MENT
The power to amend thesc Articles of Incorporation shall be vested in the shareholders in

accardance with the Bylaws of the Corporation.
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IN WITNESS WHEREOF, the undersigned have executed these Arficles of

J‘u nt
Incorporation this '2.1+L“day of Miactt, 2005,

A e A

es T. O°Neill, Incorporator

Andrew B, Cassidy, Incorporator

Brett G. Beris, Incotpotator

Prederick S. Hammer, Incorporator

({ajy H.{Neely, Inccfptrator
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IN WITNESS WHEREOF, the wmdersigned have executed these Articles of
gs
Tncorporation this _ 14 day of 2005,

Charleg T. O"Nefll, ncorporator

Andrew B. Caxzidy, Tncorpotator

AT

Breif G. Baris, Incorporator

Frederick %, Hammer, Incorporator

Heaory H. Nesly, Tneorporator

({(H0500165837 3})) .
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IN WITNESS WHEREOYF, the undersipned have execuied these Arficles of

Incorporation this Eﬂ“ day eﬁ%wmh; 003,

Charles T. O"Neill, Incorporator

Andrew B. Cassidy, Incorporator

Breit (. Baris, Incorporator

Frederick 5. Hammer, lnmrﬁéraior

Henry T Neely, Incorporator
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STATEOF  IHocida,
COUNTY OF _ &%, 5o lius

.. RO 1763

P.

The foregoing instrunent was acknowledged before me this 2%  day uf«!imh, 2005, by

" Charles T, O’Neill, who is persomally known to me OR produced a

License as identificarion.

.- 7, . ®
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%"mﬂhl AleS o
STATEOF  Horida
COUNTY OF ST o bwig

Drivers
3
NOTARY PUBLIC -

K(Ii:tr\-,r'\nn. G L :dlrui
Print Wame of Notery '

My Comrission Expires: ey 7 2o 26

The foregoing instrument was acknaowledged before me this Z‘I"‘""‘day of M 2005, by

Andrew B. Cassidy, who is personally known to me OR produced a

License a3 identifeation.

AN,
W CRINE

S

K
»

sWbua,

v i

#DD 113731

£,
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Do i
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i, STRTE
AR
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St Gelons o

STATE OF
COUNTY OF

Drivers
NOTARY PUBLIC -+

K&‘Ll;lnq_ GU.\AU'H
Print Name of Notary  *

My Commission Expires; hn-.q.? 7, Tosy -

The foregoing Insorment was acknowledged before me this 29 ““aay ofm, 2005, by

Henry H. Neely, who is personally known to me OR - produced a

____ Drjvers License

Lo,

NOTARY PURBI. %

KOAJ‘:-L\IJ ", G\-l w“ [T

as identification.
“\\mllllil‘m
SRENE G,

S,
AR S
THL monas  izF
%ﬁk&*’#"‘ 2y

%
”ffmhﬂfi\\“‘“
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My Commission Expires: h\m} '7} 2onl,
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STATEOF __ Tloride
COUNTY OF __.S% . el s

The foregoing instrument was acknowledged before me
Brett G, Baris, wha is perscually known to me OR produced a4/

“““""”ifj”; -
Q'»‘ Q@\’JNE G(,y 2
SR ;@UTARY POBLIC |

'h- w 1 '. L~
= 1 2%% T g K’G.'-u}&fu\‘, G\.I- jr;_,l
Zgi ionigm  Lgdnt Name of Notary

%ﬁ‘-_ #DD 113721
%mw‘f My Commission Expires: iVey 7, Zook

(&
%”’-'M%u ;mu\“‘

tris T day of Xesd, 2003, by

Drivers License as

"I.'l

BTATE OF B
COUNTY OF el e e
The foregoing instriment was ackmowledged before me this _____ day of March, 2005, by

Frederick 5. Hammer, who iz personally known to me OR. prnduced # Drivers
License as identification.

NOTARY PUBLIC

Pring Name of Notary

My Commission Expires:

{{(H050001 65837 3)))
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Yy’ -

STATEOF  {exas
COUNTY OF Dot o e AS,
JuL

e eSepilde 5 The foregoing instrument was acknowledged before me this _t_ day of 2005, by
W, who is personally known 1o me OR praduced a Fiopipoy,  Drivers License as
'\Aﬂ-“" dentification.

L L) S NOTARY PUBLIC ﬁ T

¢F 0, ANNMARIE STIERHOFF 2 /0
(k) rommpae 2 Dinseonnse Spemmore
SrEf”  Gomm, Exp, 12-17-2008 = Print Name of Notary

LT b LT T L G T L

LT HY

—-

=1

My Comuussion Expires: |Z2.-17- 2. o0

STATE OF — R e
COUNTY GF R

The foregoing instriment was acknowledged before me this day of March, 2005, by

.@ ﬁ &, BredieSoTamamer, who is personally known to me OR produced a Drivers
= T exerrs License as identification,
ri

NOTARY PUBLIC

Print Name of Notary

My Commission Expires:

{{(HO5000165837 3))) Page 7 of9
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CERTIFICATE DESIGNATING
T GENT

Purswant to the provisions of §§48.0%1 and 607.0501, Florida Statutes, AVALON
HEALTHCARE, INC., desiring to organize under the laws of the Stats of Florida, hercby
designates Brent A. Jones, an individual resident of the State of Flotida, as its Registered Agemt
for the purpose of accepting service of process within such State and designates 220 S. Franklin
Street, Tampa, Florida 33602, the business office of its Registered Agent, as its Registered
Office.

AVALON HEALTHCARE, INC.

Charles T. O*Neill, Tneorporator

Andrew B, Cassidy, Incorporator

Bretr ;. Baris, Incorporator

Frederick 8. Harnmer, Incorpbra.tor

{{(HOE0007 65837 33))
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CERTIFICATE DESIGNATING
REGISTERELD AGENT

Pursuant {0 the provisions of §§48.091 and 607.0501, Flordda Stammes, AVATON
HEALTHCARE, INC,, desiring to organize under the laws of the State of Florida, hereby
designates Brent A. Jones, an individual resident of the State of Florida, as its Registered Agont
for the prpose of aecepting service of process within such State and desipnates 220 8, Fraoklin
Street, Tampa, Florida 33602, the business office of its Ragistered Apent, as its Registered
Office.

AVALON HEALTHCARE, INC,

" Charles T- O™Neill, incorporator

Andrew B. Cassidy, Inc(g_p;ony

Brett 3. Barie, Incorporator

Frederick 8. Hammer, Incorporator

Henry H. Neely, Incorporator

{({HOBOOD 65837 2)))
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DESIGNATIN

BRE E EN

Pursuant to the provisions of §§48.091 and 607.0501, Florida Statutes, AVALON
HEALTHCARE, INC.,, desiting to organize under the laws of the State of Flozids, hereby
designates Breot A. Jones, an individasl resident of the State of Florida, a5 its Regisiered Agent
for the purpose of accepting service of process within such State and designates 220 3, Franklin
Street, Tampa, Florida 33602, the business office of its Registered Agent, as its Registerad
Office,

AVALON HEALTHCARE, INC.

Charles T. O"Neill, Incorporetor

Andrew B. Cagsidy, Incorporator

Brey . Baris, Incorporator

Frederick S. Haramer, Tncorp

Henry H. Meely, Incorporator

{ [ (HO50D01 65837 3}))
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ACKNOWLERGMENT

I hereby accept my appointment as Registered Agent of the above named Corporation,

acknowledge that I am familiar with and accept the obligations imposed by Florida law upon thet
position, and agree to act as such in accordance with the provistons of §§48.091 and 607.0505,

Florida Siatutes.
=y

Brent A. Jones

747763

m——y
Zu e
£f &
Tx &
e
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{{{H05000165837 3})]

Page 9 0f 9

o

37 3



MEMORANDUM

TO: File
FROM: Ralph L. Byrd, Reinsurance Financial Specialist
Life & Health Financial Oversight
DATE: August 26, 2005
SUBJECT: AVALON HEALTHCARE, INC. (“Applicant or AHI”)
Application for a Certificate of Authority
Date Filed: August 3, 2005
Deemer Date: January 30, 2006
Days in Inventory (as of 8/26/2005) = 23 days
Days in Process (as of 8/26/2005) = 23 days
GENERAL INFORMATION
Type of Application: Domestic Company Certificate of Authority
Lines of business applied for: (0450) Accident and Health
Main Administrative Office: 13719 Chestersall Drive
Tampa, FL 33624
Type of Organization: Stock Company

PROPOSED OWNERSHIP, MANAGEMENT, ORGANIZATION CHART

The Applicant will be a stock insurance company with ten thousand (10,000) shares of
authorized common stock having a par value of $1.00 per share. All of the issued and
outstanding capital stock of the Applicant is owned by its parent company, Avalon Healthcare
Holdings, Inc., which is owned by a limited partnership, Inter-Atlantic Fund, LP, and individual

stockholders.

PROPOSED OFFICERS AND DIRECTORS
1




Charles Thomas O’Neill - President, CEO, Director

Andrew Bradshaw Cassidy - COO, Treasurer, Director
Henry Harrison Neely - Director of Finance, Director
Brett Geoffrey Baris - Director

Frederick Stuft Hammer - Director

SIMPLIFIED ORGANIZATION CHART

Individual Investors Non Owning >

206 Inter-Atlantic Fund, LP Charles Thomas O'Neill Andrew Bradshaw Cassidy

20% 50% 15% 15%

Avalon Healthcare Holdings, Inc.

Avalon Healthcare, Inc.

NOTE: INTER-ATLANTIC FUND, LP is comprised of four General Partners (Control) each owning 16%. The
remaining 36% is owned by various Limited Partners (Non Voting) with none owning greater than 10% of the
limited partnership.

SOURCE AND METHOD OF FINANCING

Avalon Healthcare Holdings, Inc. has submitted documentation of the purchase of all issued
shares (100) of Avalon Healthcare, Inc. for $4.8 million. The transaction was completed on June
29, 2005 with $4.8 million deposited to a Demand Deposit Account at Bank of America in favor
of Avalon Health Care, Inc.

PLAN OF OPERATION

Product Description:

Avalon Healthcare, Inc., (“AHI”) will offer high deductible Health Savings Accounts (HSAS)
and Health Reimbursement Accounts (HRAS) in conjunction with in and out of network high
deductible PPO health plans. Created by the Medicare Modernization Act, which was signed by
President Bush in December 2003, enrollment in HSA’s and HRA’s offered with high deductible
health plans have soared. Initially, opponents claimed that these accounts would prove attractive
only to relatively young and healthy policyholders thereby, raising the potential of adverse
selection for more traditional health plans. Recent study has shown that roughly half the

2




enrollees were older than 40. Although the individual and small group market has accounted for
the bulk enrollment, the large group enrollment rate is accelerating.

AHI expects that the HRAs and HSAs will allow price conscious employers lower cost options
for health coverage and a mechanism to help employees save money for non-critical health care
needs such as doctor office co-pays, lab and hospital co-pays and deductibles, ancillary services
such as dental and vision care and more. These products are financial instruments that help
employees decide how much money they may need to offset healthcare costs not supported by
their health insurance and then manage the money appropriately.

The Applicant will execute a management and service agreement with its parent, Avalon
Healthcare Holdings, Inc., for management and other administrative services. Health Network
America, Inc., a Delaware Third Party Administrator, will provide claims functions for the
Insurer. The TPA was admitted to Florida on July 1, 2005.

Marketing — Avalon Healthcare, Inc. will initially select 20 plus key general agents to represent
the company supported by 4-6 Master General Agents (MGA). They will provide the primary
distribution channel for Avalon Healthcare. AHI will concentrate on highly populated, higher
income areas in key Florida urban markets at the outset with a controlled distribution approach
using key general agents and brokers. The Applicant has indicated that Miami-Dade, Broward,
Palm Beach, Tampa Bay, Orange, Naples and Jacksonville as initial target areas.

The company will pay highly competitive commissions to all brokers who supply a broker of
record letter. Commissions will be determined by market conditions and will fall within state
required guidelines.

AHI indicates it will utilize the latest technologies to become as highly automated on the process
side as possible. Processes such as enrollment, product information and provider services will be
available on the web. Other marketing programs includes direct mail, web based promotions,
trade shows, print advertising and co-op marketing opportunities with physicians and hospitals.

Reinsurance — The Applicant will contract with Pacific Life, Allianz, ING RE or RBS RE for a
stop loss treaty with 20% coinsurance. The terms will specify $1,000,000 maximum benefit per
member per policy year for claims in excess of the Company’s retention of $100,000 per person
per Policy Period.

Revision to Previous Plan of Operation — The Office of Insurance Regulation held a meeting
with John Black (Representing Avalon Healthcare, Inc) and senior officers of Avalon Healthcare
on July 28, 2008 to discuss the company’s Plan of Operation as submitted with the Permit to
form a Domestic Insurer. During the meeting the Company was made aware that the Office had
concerns regarding reference to the utilization of Associations and Small Business Groups and
Payroll Companies (PEO’s) in their sales distribution. The Company advised OIR that they had
considered these groups as potential modes of distribution but had decided not to pursue these
channels. These aspects were deleted from the Plan of Operation submitted with the Application
for COA. In addition to a revised Plan of Operation, a revised Management Agreement was filed
with the Application for COA.




FINANCIAL PROJECTIONS

($’000) Year 1 Year 2 Year 3
Premium Written Projection (Projected) (Projected) (Projected)
Premiums Written:
Direct $1,064 $11,230 $21,132
Assumed 0 0 0
Ceded 0 0
Net 1,064 $ 11,230 21,132
Income Statement
Total Premiums 1,064 $ 11,230 21,132
Net Investment Income 50 120 195
Miscellaneous Income 0 0 0
Total Income 1,114 11,350 21,327
Accident and Health Policy Benefits 777 8,198 15,426
Commissions on Premiums - Direct Business 0 0 0
General Insurance Expenses 0 0 0
Insurance Taxes 19 197 370
Other Expenses 1,750 2,471 4,649
Total Expenses 2,546 $ 10,866 20,445
Net Operating Income (Loss) before Income Taxes (1,432) 484 882
Dividends to Policyholders 0 0 0
Income Taxes Incurred 0 135 300
Net Operating Income After Income Taxes ($1,432) $349 $582
Balance Sheet
Total Invested Assets $3,799 $5,227 $7,178
Other Assets 49 140 221
Total Admitted Assets 3,848 5,367 7,399
Unpaid Losses 120 355 660
Reserve for Life Policies 0 0 0
Reserve for Accident and Health Policies 360 1,295 2,440
AVR 0 0 0
Other Liabilities - - -
Total Liabilities 480 1,650 3,100
Capital and Surplus 3,368 3,717 4,299
Total Liabilities & Surplus $3,848 $5,367 $7,399
Writing Ratio:
Gross 25:1 242:1 391:1
Net 25:1 242:1 391:1

The analysis shown above does not reflect ceded premiums. The Net A&H writing ratio will be
lower if premiums were actually ceded. The Company must comply with the Risk Based Capital
Ratio requirements defined by Section 624.4085, Florida Statutes.

PAID REPRESENTATIVE

John F. Black of Meridian Consulting, Inc. is the paid representative.

ANTI-FRAUD PLAN
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The Company has submitted an acceptable anti-fraud plan with the Bureau of Fraud.

BACKGROUND INFORMATION

Background information on all officers and directors of the Applicant and any stockholder
owning more than 10% interest and who exercise control over the Applicant has been received.
Information developed on one of the officers was reviewed and determined not to rise to the
level that would cause exclusion as an officer of the Applicant (MEMO to File 4/15/05). A
Disclaimer of Control Affidavit for Inter-Atlantic Fund, LP listing the individuals having
authority to exercise control over the Applicant has been received. All fingerprint cards have
been processed and are cleared.

CONSENT ORDER

A nonstandard Consent Order is required with the Application for COA filing. The attorney
assigned to this file is Carl Morstadt. The initial legal overview of the organizational
documents is complete with no noted deficiencies. Special stipulations in the consent order
include:

e Applicant must comply with Risk Based Capital Ratio.

e Applicant must comply with Plan of Operation as submitted.

e Applicant shall maintain its principal place of business in Florida.

e Applicant shall maintain sufficient and adequate internal controls.

STATUS

Review of the file has been completed and forwarded for further review within the Office.




FILED

01500
SEP 22 5 -
OFFRCE OF
INSURANCE
Docketed by
OFFICE OF INSURANCE REGULATION

KEVIN M. MCCARTY

COMMISSIONER

IN THE MATTER OF: | CASE NO.: 83208-05-CO

Application for the Issuance of a Certificate of Authority
to AVALON HEALTHCARE, INC.

CONSENT ORDER

THIS CAUSE came on for consideration upon the filing of an application with the
OFFICE OF INSURANCE REGULATION (hereinafter referred to as the “OFFICE") for
the issuance of a Certificate of Authority as a health insurer to AVALON HEALTHCARE,
INC. {hereinafter referred to as "APPLICANT") pursuant to sections 624.401, 624.404,
and 624.413, Florida Statutes, to write accident and health insurance. Following a
complete review of the entire record, and upon consideration thereof, and being
otherwise fully advised in the premises, the OFFICE hereby finds, as follows:

1. .~ The OFFICE has jurisdiction over the subject matter and parties herein.

2. APPLICANT will be wholly owned by AVALON HEALTHCARE.
HOLDINGS, INC.

3. APPLICANT has applied for and, subject to the present and continuing
satisfaction of the requirements, terms and conditions established herei, has met all of

the conditions precedent to the granting of a Certificate of Authority to APPLICANT as a
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domesiic health insurer in Florida, pursuant to the requirements set forth for such
Iicenéufe by the Florida Insurance Code. |

4 APPLICANT has filed an application with the OFFICE consisting of a plan
of operation, biographical information, and other legal documents for the purpose of
obtaining a Certificate of Authority. In making a determination regarding the issuance of
a Certificate of Authority to APPLICANT, the OFFICE has relied on the accuracy‘ and
truthfulness of the documents and reports provided by APPLICANT in this matter.
APPLICANT represents that the initial application filed with the OFFICE and all
subsequent submissions and responses have been reviewed by APPLICANT, and that
these documents, as amended to date, are complete and correct in all respects.

5. APPLICANT is a stock company with an authorized maximum number of
ten thousand {10,000) shares of common stock having a par value of one dollar ($1.00)
per share. It further represents that it will be wholly owned by AVALON HEALTHCARE
HOLDINGS, INC. AVALON HEALTHCARE HOLDINGS, INC. is owned by INTER-
ATLANTIC FUND, LP, and individual stockholders.

6. APPLICANT has made material representations that none of it's
shareholders holding ten percent (10%) or greater ownership, and none of its officers,
or directors, and none of the shareholders holding a ten percent (10%) or greater
ownership interest in AVALON HEATHCARE HOLDING, INC. or INTER - ATLANTIC
FUND, LP and none of their officers, directors or incorporators, have been found guilty
of, or have pleaded guilty or nolo contendere to, a felony or a misdemeanor other than a
minor traffic violation, withodt regard to whether a judgment of conviction was entered

by the court.
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7. APPLICANT has provided a Disclaimer of Control Affidavit from INTER-
ATLANTIC FUND, LP, certifying that no person, with the exception of Frederick S.
Hammer will exercise any control, directly or indirectly, over the activities of
APPLICANT or any entity owned or controlied by APPLICANT and licensed by the
OFFICE. Further, no person other than those who have been identified will, on behalf
of APPLICANT, attempt to exercise any control, either directly or indirectly, over the
activities of APPLICANT or any such licensee without the advance written consent of
the OFFICE. The répresentations made in the Disclaimer of Control Affidavit are
material to the issuance of the Consent Order.

8. APPLICANT shall comply with risk based capital requirements as defined by
section 624.4085, Fiorida Statutes.

9. APPLICANT and AVALON HEALTHCARE HOLDINGS, INC. affirm that all
explanations, representations, and documents provided to the OFFICE in connection
with APPLICANT'S application for the issuance of a Certificate of Authority, including alt
attachments and supplements thereto, are material to the issuance of this Consent
Order and fully describe all transactions, agreements, and understandings regarding the
formation and operation of APPLICANT.

10. APPLICANT shall comply with its Plan of Operation and supporting
documents as submitted with its application. Written approval must be secured from the

OFFICE prior to any material deviation from said Plan of Operation.
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11.  APPLICANT represents that its initial capital of four miflion eight hundred
thousand U.S. dollars ($4,800,000) has been funded by AVALON HEATHCARE
HOLDINGS, INC.

12.  APPLICANT shall maintain its principal place of business in Florida and
shall make available to the OFFICE complete records of its affairs. APPLICANT shall
also maintain its office, records, and assets in Florida as required by section 628.271,
Florida Statutes. The physical form, if any, of the assets shall also be maintained in
Florida, or in compliance with section 628.511, Florida Statutes.

13. APPLICANT shall file updates to its Holding Company Registration
Statement as required by section 628.801, Florida Statutes, and Rule 690-143.046,
Florida Administrative Code.

14. During the first three {3) years of operations, APPLICANT shali pay only
those dividends that have been approved in advance and in writing by the OFFICE.

15, APPLICANT shall maintain compliance with section 624.4095, Florida
Stafutes.

16. APPLICANT shall maintain sufficient and adequate internal controls and
supervision of any external contractor(s) providing services in connection with the
insurance transactions of APPLICANT, and shall further assume responsibility for the
actions of said contractor(s) as they relate to any performance under service
agreements.

17. Executive Order 13224, signed by President George W. Bush on
September 23, 2001, blocks the assets of terrorist and terrorist support organizations

identified by the Office of Foreign Assets Control of the Treasury Department. The
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Executive Order also prohibits any transactions by U.S. persons involved in the blocked
assets and interests. The list of identified terrorists and terrorist support organizations is

periodically updated at the Treasury Department’s website, www.treas.gov/ofac.

APPLICANT shall maintain and adhere to procedures necessary to detect and prevent
prohibited transactions with individuals and entities which have been identified at the
Office of Foreign Assets Control website of the Treasury Department.

18. APPLICANT and AVALON HEALTCARE HOLDINGS, INC. further affirm
that all representations and requirements set forth herein are material to the issuance of
this Consent Order.

19. APPLICANT and AVALON HEATHCARE HOLDINGS, INC. agree that
faiiure to adhere to one or more of the terms and conditions contained herein shall
result, without further proceedings, in the revocation of APPLICANT'S Certificate of
Authority in this state in accordance with sections 120.569(2)(n) and 120.60(6), Florida
Statutes. |

20. APPLICANT and AVALON HEALTHCARE HOLDINGS, INC. expressly
waive a hearing in this matter, the making of Findings of Fact and Conclusions of Law
by thé OFFICE, and all further and other proceedings herein to which the parties may
be entitied by law or rules of the OFFICE. APPLICANT and AVALON HEALTHCARE
- HOLDINGS, INC. hereby knowingly and voluntarily waive all rights to challenge or to
contest this Consent Order, in any forum now available to them, including the right to
any administrative proceeding, circuit or federal court action, or any appeal.

21.  Each party to this action shall bear its own costs and fees.
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22. The parties agree that this 'Consent Order shall be deemed to be executed
when the OFFICE has executed a copy of this Consent Order bearing the signature of
APPLICANT and AVALON HEALTHCARE HOLDINGS, INC. notwithstanding the fact
that the copy may have been transmitted to the OFFICE electronically. Further,
APPLICANT, and AVALON HEALTHCARE HOLDINGS, INC. agree that their
signatures as affixed to this Consent Order shall be under the seal of a notary public.

WHEREFORE, the agreement between AVALON HEALTHCARE, INC.,

AVALON HEALTHCARE HOLDINGS, INC. and the OFFICE OF INSURANCE
REGULATION under the terms and conditions set forth above, is APPROVED, and the
application for the issuance of a Certificate of Authority to AVALON HEALTHCARE,
INC., pursuant to sections 624.401, 624.404, and 624.413, Florida Statutes, is

APPROVED.
FURTHER, all terms and conditioni;lontained herejn are hereby ORDERED.
DONE and ORDERED this 2 2', day of m 2005.

KevinM. McCarty
- Commissioner
Office of Insurance Regulation
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By execution hereof, Charles Thomas O’'Neill, as incorporator of the proposed
insurer, AVALON HEALTHCARE, INC., consents to entry of this Consent Order, agrees
without reservation to all of the above terms and conditions and shall be bound by all
provisions herein. The undersigned represents that he/she has the authority to bind.
AVALON HEALTHCARE, INC. to the terms and conditions of this Consent Order.

AVALON HEALTHCARE, INC.

By. -
Corporate Seal Print Name: d&?‘?‘[@? 5 - O /UQ; [
Title: ()Jq}eg: & ?aacwffl/e Dilicer

STATEOF T\ ov\ da
COUNTY OF A\ A\ \OOY 0uSin

The(tQEBg Y‘l{ng instru %.;ntﬂ)a:ﬁcknowled%zd befg?g this \) _ day of<=e ¢\ . 2005,

{Name of person) ) (type of authority.... e.g. officer, frustee attorney in fact)

for #Lfl//\/ %4/44@5? })’LC

"(company name)

C oushsrelne BAG\(\AL:

(Signature of the Notary)
CASSANDRA GOMEZ

é—‘ié% Notary Pubtic State of Florida
My comm expires May 16. 2009
(Print, Typdlor Stamp GommissBinBERERS of Nofary)
Personally Known or Produced I|dentification__ ./

Type of Identification Produced_ T L DL (NELADVEY L 5OW\-O

[NOTARIAL SEAL]

My Commission Expires: <3\ \ (o \QQ\
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By execution hereof, AVALON HEALTHCARE HOLDINGS, INC, consents to
entry of this Consent Order, agrees without reservation to all of the above terms and
conditions and shall be bound by all provisions herein. The undersigned represents that
he/she has the authority to bind AVALON HEALTHCARE HOLDINGS, INC., to the
terms and conditions of this Consent Order.

AVALON HEALTHCARE HOLDINGS, INC.

By: (OM/QX'@' W

Corporate Seal Print Name: (j A@(V’[f 5 X. O '%/xe/ / /
tite: (ClyjeF Exeo Aive JeFicer

STATEOF © Ao\ ch&u

COUNTY OF SN\ \\SS\0ov o\,\%\\

The gging instrument was acknowledged before me this f\ day of <.e @ 2005,

by Chattes—1-0 Neifl as C EQ
{Name of person) (type of authority.... e.g. officer, trustee attorney in fact)

for %aéw %m@%@a/‘e %ﬁ/@c’/ﬂ'& :
(company name) 7’

(Signatu?e of the Notary)
. CASSANDRA GOMEZ
5"*% % | Notary Pubiic. State of Florida
- My comrz. zupices May 16, 200!

(Print, Type or Stafhp ijswnedﬂdmm Notary
Personally Known or Produced |dentification
Type of identification Produced_tT4_ Y OTHO\T KL\ 3O\ - O

[NOTARIAL SEAL]

My Commission Expires: D%\ V& ‘ o
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COPIES FURNISHED TO:

CHARLES T. ONEILL, PRESIDENT
Avalon Healthcare, Inc.

Rocky Point Centre

3030 N. Rocky Pt. Drive W.

Ste 800

Tampa, Florida 33607

JOHN F. BLACK, PRESIDENT
John F. Black & Associates, Inc.
Post Office Box 14989
Tallahassee, Florida 32317-4989

ROBERT A. WILLIS, DIRECTOR
Life & Health Financial Oversight
Office of Insurance Regulation
200 East Gaines Street

3198 Larson Building
Tallahassee, Florida 32399-0329

CARL B. MORSTADT Iil, ASSISTANT GENERAL COUNSEL
Office of Insurance Regulation

Legal Services Office

200 East Gaines Street

612 Larson Building

Larson Building, 645A-7

Tallahassee, Florida 32399-4206
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FER, 26. 2000 11:29AM
]./"‘.r-

BUSH ROSS P A
Facsimile Audit No.: H08000049426 3

NO. 4153 P )
»
ARTICLES OF AMENDMENT TO THE FEB 15 208
ARTICLES OF INCORFORATION OF é:rég
| AVALON BEALTHCARE, INC. Docketod by:
FHRER AR SR T RBIRET R RS n Ry '
AVALON HEALTHCARE, INC,, a Florida corporation (the “Coprporation™), hereby
certifles as follows:
L

The Articles of Incorporation of the Corporation (Florida Division of
Corporations Document Number PO5000096675), are hereby amended by deleting the“Presents
form of Article 11in its entirety end by substituting, in len thereof, the following:

[l S
3
“ARTICLEI 2% % =
e -
2= < m
CORPO, CIPAL OFFICE ;‘f‘ﬂ g 32
The name of this corporation is AVAHEALTH, INC,, and its principal office %@ wd
A -
mailing address is Rocky Point Centre 3030 N. Rocky Point Dr, W,, Suite 800, Tampa, Flor@"" m~
33607,
2. The foregoing amendment shall become effective as of the close of business on
the date thase Articles of Amendrment are approved by the Florida Department of State and all
filing fees then due have been paid, all in accordance with the corporation laws of the State of
Florida.
3

The amendment recited m Section 1. above has been duly adopted in accordance
with the provisions of §607.0821, .0704, .1003 and .1006, Floride Statates, the sole shareholder

of the Corporation and all directors having executed a written statement, dated September 26,
2007, manifesting their intention that this amendment be adopted,

IN WITNESS WHEREQF, the Corporation has caused these Atticles of Amendment to
be prepared under the signature of its Chief Exeoutive Officer this 15t day of Qctober, 2007.

AVALON HEALTHCARE, INC.

Facsimile Audit No.: H08000049426 3

450240.01




Avalon HealthCare, Inc. and Avalon Healthcare Holdings, Inc.
MANAGEMENT AGREEMENT

THIS MANAGEMENT AGREEMENT is entered into effective as of the
1st day of October, 2005, by and between Avalon HealthCare, Inc., a
for profit, licensed Florida corporation (hereinafter referred to
as "INSURER") and Avalon Healthcare Holdings, Inc. a Delaware
corporation (hereinafter referred to as "Manager").

WITNESSET H:

THAT, WHEREAS, INSURER is licensed with the Florida QOffice of
Insurance Regulation and maintains a Certificate of Authority to
operate as a life and health insurance company; and

WHEREAS, Manager has the expertise and ability to provide
management and consulting services to health maintenance
organizations, hospitals, pharmacies, medical laboratories,
individual practice associations, and other health care providers;
and

.WHEREAS, INSURER requires such management and consulting
services to assist 1in the operation of the health maintenance
crganization; and

WHEREAS, INSURER desires to engage the services of Manager to
meet its requirements for such services;

NOW THEREFORE, in consideration of the mutual agreements and
covenants contained herein, INSURER and Manager hereby agree as
follows:

I
MANAGEMENT SERVICES

1.1 EXECUTIVE MANAGEMENT AND ADMINISTRATION

Manager shall provide overall executive management and
consulting services for the business operations of INSURER and
provide all administrative services for the efficient and
effective operation of INSURER. Except as provided in
paragraphs 3.3 and 4.1 below, services provided pursuant to
this agreement are all inclusive and Manager shall be
responsible for all costs and expenses incurred for the
efficient and effective operation of INSURER.



1.

MARKETING

Manager shall devise, implement, supervise, and administer a
plan of marketing for INSURER, which shall include, but not be
limited to, the following:

devising an overall marketing strategy:
devising methods of compensation for marketing perscnnel:;

developing training programs for marketing personnel;
and,

instituting systems to monitor compliance with all
INSURER marketing laws and regulations,

ACCOUNTING AND FINANCIAL SUPPORT

Manager shall establish, administer and maintain accounting
procedures and controls necessary for the efficient and
effective management and planning of INSURER’s operations;
including but not limited to the following:

preparation of an annual operating budget, including an
estimate of operating revenues and expenses;

development and implementation of all accounting, billing
and collection procedures necessary and appropriate for
Insurer’s operations;

institution of legal collection procedures upon prior
written request by INSURER;

recommendations regarding investment of cash reserves;
reconciliation of bank accounts;

reporting on status of cash reserves on a monthly basis;
recommendations regarding adjustments to the schedule of
charges to be paid to INSURER by or on behalf of its
members; and

preparation and filing of any and all financial reports

required by state and federal agencies, statutes, and
regulations.



.4

CLAIMS PROCESSING AND ADMINISTRATION

Manager shall design, implement, and maintain such systems and
procedures as may be necessary from time to time for the
appropriate adjudication and payment of all claims submitted
to INSURER by its members.

Manager duties hereunder shall include, but not be limited to,
the following:

- designating draft claim forms to be used by health care
providers in requesting payments;

- designating computer-printer-compatible claim drafts to
be used by INSURER to reimburse health care providers for
health care products and/or services provided to members;

- developing and conducting on a continuing basis such
educational and training programs as may be necessary to
assure the accurate and efficient submission of claims to
INSURER by its health care providers:;

- evaluating claims for payment by INSURER, including
eligibility verification, editing of duplicate services,
coordination of benefits, subrogation programs and
computation of benefits; and

- reporting to INSURER management on claims adjudication.

All premiums and charges received by Manager pursuant to the
foregoing provisions shall be deemed to have been received by
INSURER when received by Manager. All return premiums or
claims payments forwarded by INSURER to Manager shall not be
deemed to have been paid to the insured or claimant until
recelved by the insured or claimant. All insurance charges or
premiums collected by Manager on behalf of INSURER and
returned premiums received by Manager from INSURER shall be
held in a fiduciary capacity. Immediately following receipt
of such funds, the funds shall be remitted to the party
entitled to the same or deposited in Manager’s fiduciary
account in a financial institution. Disbursements from such
fiduciary account may only be made in one of the ways
hereinafter specified:

a. Remittance to INSURER;

b. Deposit in an account in the name of INSURER;



C. Transfer to and deposit in a c¢laims paying account,
with claims to be paid only on drafts of, and as
authorized by, INSURER;

d. Payment to a group policyholder for remittance to
the insurer entitled to such remittance;

e. Payment to Manager of the fees, commissions and
charges authorized hereunder; and

t. Remittance of return premiums to the person or
persons entitled to such return premiums.

1.5 CLAIMS ANALYSIS AND STATISTICAL REPORTING

As reasonably required and requested by INSURER, Manager shall
prepare and deliver to INSURER analytical reports regarding
various statistical information on claims submitted to
INSURER, in sufficient frequency and in such detail as will
enable INSURER to use such information in its planning and
budgeting process.

1.6 UTILIZATION MANAGEMENT

Manager shall design, implement, maintain and operate such
systems and procedures as may be necessary to support the
utilization review program to be operated by INSURER. In
connection therewith, Manager shall:

- screen individual claims against INSURER’s utilization
criteria and submit claims failing to meet such criteria
to INSURER's review committee for review.

- on at least a semi-annual basis, submit a written report
to INSURER analyzing utilization of health care products
and/or services by members and the performance of health
care providers, and recommending such corrective action
as may be deemed necessary.

- compile such materials, information and data as may be
available for the presentation of specific utilization
cases for review by INSURER, prepared at the prior
request of INSURER.

1.7 PROVIDER AND MEMBER RELATIONS
Manager shall be responsible for the design and implementation
of systems for promoting and achieving good relations between

4



health care providers and members, with whom INSURER has
contracted. Manager shall provide a written notice approved
by INSURER to INSURER's members, advising such members of the
identity of and relationship among, Manager, INSURER, and
INSURER’ s members. Manager’s duties hereunder shall include,
but may not be limited to, the following:

- designing member identification cards and such other
forms, records and documents as may be reasonably
necessary and/or required by law to assure the
availability of appropriate and accurate information for
the administration of INSURER;

- developing, maintaining, and continuously wupdating
member, group, and health care provider files to permit
eligibility verification and cleims adjudication;

- responding to health care providers and members inquiries
regarding the administration of the INSURER, including
requests for physician referrals, inquiries concerning
covered services, eligibility wverification, INSURER’s
billings and payment of claims;

- developing an instructional brochure outlining procedures
for obtaining covered health care products and/or
services within and outside of INSURER’s service area and
procedures for obtaining emergency health services, for
distribution to members:;

- developing an instructional brochure outlining procedures
for billing and payment for health care products and/or
services, schedules of covered benefits, and applicable
risk-sharing arrangements, for distribution to health
care providers;

- developing a system of procedures for resolving member
complaints, sufficient to meet, on a continuing basis,
the minimum requirements of state and federal statutes
and regulations applicable to the operations of a health
maintenance organization; and

- developing and implementing communications programs
directed towards members and health care providers that
will further the goal of good relations among members and
health care providers.

Any policies, certificates, booklets, termination notices or
other written communications delivered by INSURER to Manager

5



for delivery to its Members shall be delivered by Manager
promptly after receipt of instructions from INSURER to deliver
the same.

ARTICLE IX
PERSONNEL

APPOINTMENT

Manager agrees to hire, appoint, and supervise such personnel
as are reasonable and necessary to carry co¢ut the
responsibilities of the Manager under the terms of this
Agreement, including, but not limited to, the personnel
specified in Section 2.2 below. All such personnel shall be
the employees of the Manager. Manager shall be solely
responsible for the payment of all wages, fringe benefits and
other compensation associated therewith, and shall indemnify
and hold INSURER harmless from any claims of third parties
which may arise with such personnel.

SPECIFIC PERSONNEL

Manager shall hire and appoint, subject to the prior approval
of INSURER, the following persons:

EXECUTIVE DIRECTOR

Responsible for overseeing the day-to-day operations of
INSURER and implementing the services required to be performed
by INSURER under this Agreement.

MEDICAL DIRECTOR

In charge of and responsible for the coordination of all
health care products and services to be provided under the
INSURER; :

MARKETING DIRECTOR

Responsible for coordination of all marketing and promotion of
the INSURER programs located in the INSURER service area, and
for all member recruitment activities;

FINANCE DIRECTOR

Responsible for the accounting and financial affairs of
operating the INSURER,



All of such persons shall abide by the policies established from
time to time by INSURER’s Board of Directors, in their execution of
Managers obligations hereunder. While such persons shall remain
employees of Manager, INSURER shall have the final authority with
respect to the quality of their performance.

2.

.1

INSURER shall notify Manager of unsatisfactory performance by
any of the above-specified persons. If the Manager is unable
to correct the perceived deficiency within thirty (30) days of
such notice, Manager will remove such person within thirty
(30} days thereafter, replacing such person within a
reasonable time frame.

ADMINISTRATIVE SUPPORT PERSONNEL

In addition to the persons described in Section 2.2 above, the
Manager shall hire, maintain and supervise such administrative
support personnel as may be necessary to carry out and perform
the responsibilities of Manager as specified under this
Agreement.

The hiring, assignment and termination of these administrative
support personnel will be at the discretion of Manager;
provided, however, if INSURER, in good faith, determines that
any of such administrative support personnel have done or will
do through their actions, serious harm to the reputation and
goodwill generated by INSURER with health care providers,
members and the public at large, it shall give notice of such
determination to Manager and Manager shall thereafter attempt
to correct such problem, If, within thirty (30) days after
such notice 1is given, Manager has not reasonably corrected the
problem, INSURER, by resclution of its Board of Directors, may
request the removal of any such persons. In such event,
Manager shall remove such persons within thirty (30) days
thereafter. INSURER shall have the right to consult with
Manager concerning any administrative support personnel and
Manager shall cooperate with INSURER in addressing any
complaints brought to-its attention by INSURER.

ARTICLE TIII
COMPENSATION AND COSTS

MONTHLY FEE

INSURER shall pay Manager $200,000.00 per month for the first
six months or until monthly premiums exceed $900,000.00.

7
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After six months INSURER shall pay Manager twenty-two percent
(22%) of monthly premiums, or when monthly premiums exceed
$900,000.00

RESPONSIBILITY FOR COSTS

Unless otherwise specified in this Agreement, Manager shall be
responsible for all costs and expenses incurred by it in
providing the services required to be performed by it under
this Agreement.

EXCLUDED COSTS

Notwithstanding anything in this Agreement to the contrary,
Manager shall have no financial responsibility for any and all
costs directly or indirectly related to the delivery of health
care products and services to members, including all
compensation and reimbursement paid to providers, except for
costs relating to the administrative and managerial services
to be provided by Manager pursuant to the terms of this
Agreement.

ARTICLE IV
INSURANCE

TYPES OF INSURANCE AND COSTS

INSURER may seek and procure at its expense directors and
officers insurance, professional liability/malpractice
insurance, insolvency insurance, and such other insurance such
coverages as required by Chapter 641, Florida Statutes.

FAILURE TO MAINTAIN INSURANCE

If INSURER fails to effect or maintain the insurance coverages
as required by Section 4.1 above, INSURER will indemnify and
hold Manager harmless against damage, loss, or liability to
Manager resulting from all risks for which such insurance
could have been maintained.

ARTICLE V
RECORDS

OWNERSHIP OF RECORDS



All business and medical records relating to the operation of
INSURER, including but not limited to all books of acccunt,
member enrcllment receords, patient records, and general
administrative records, shall be and remain the sole property
of INSURER. Manager agrees and acknowledges that such records
are confidential information and constitute trade secrets of
the INSURER. Manager agrees that it will not reveal
information contained in such records without the prior
written consent of INSURER.

5.2 CONFIDENTIALITY OF RECORDS

Manager shall adopt procedures which shall assure maximum
confidentiality of the records of INSURER and shall comply
with all applicable federal, state, and local laws and
reqgulations relating to patient confidentiality.

ARTICLE VI
RETENTION OF AUTHORITY BY INSURER

Notwithstanding any of the terms and provisicns of this
Agreement, INSURER, acting through its Board of Directors, shall
retain authority and responsibility over the policies, operations,
and assets of INSURER, as required by law and regulation,
including, but not limited to, the authority for all operations of
the business and all medical, professional, and ethical affairs of
INSURER, and to establish general operating policies which shall be
carried out by Manager as provided in this Agreement. Manager
shall perform the functions described in this Agreement to be
performed by it in accordance with the policies, directives and by-
laws adopted from time to time by INSURER. By entering into this
Agreement, INSURER does not delegate to Manager any ©of the powers,
duties, or responsibilities vested exclusively in INSURER by law.

ARTICLE VII
TERMINATION

7.1 Termination without Cause
Either party may terminate this Agreement without cause upon

thirty (30) days prior written notice If terminated by
Manager, INSURER may extend this agreement for up to six

9
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7.

months to ensure minimal disruption to policyholders, business
and affairs of INSURER. To further ensure the minimal
disruption in the event of termination, Manager agrees to
transfer personnel, equipment and other resources used in
providing services pursuant to this agreement to INSURER or
its designee.

Bankruptcy / Receivership

Either party may terminate this Agreement upon Bankruptcy of
the other party. As used herein the term Bankruptcy shall
mean the filing of a voluntary petition in bankruptcy under
the United States Bankruptecy Code, the filing of an
involuntary petition under the United States Bankruptcy Code
which is not dismissed within sixty (60) days, a general
assignment for the benefit of <c¢reditors; or a written
admission of an inability to pay debts when they become due.
In the event of Bankruptcy of Manager or if INSURER is placed
into receivership, conservation or liquidation pursuant to
Chapter 631, Florida Statutes, Manager will cooperate with
INSURER or its Receiver and will provide access to all
records, equipment and other information required by INSURER’S
Receiver.

Breach or Default.

Either party shall have the right to terminate this Agreement
by written notice thereof to the other party if the other
party shall be in breach of, or default under, this Agreement
and shall have failed to cure the same within ten (10) days
following the giving of written notice of any such breach or
default by the non-breaching or non-defaulting party.

Suspension or Revocation of Certificate of Authority.

Manager shall have the right to terminate this Agreement upon
written notice from Manager to INSURER if INSURER’s
Certificate of Authority to operate as a health maintenance
organization shall be suspended or revoked or not renewed.
INSURER shall have the right to terminate this Agreement upon
written notice from INSURER to Manager if Manager’s license to
operate as a third party administrator shall be suspended or
revoked or not renewed. '

Cancellation by Department of Insurance,



This Agreement shall automatically terminate if the Department
of Insurance issues an order requiring cancellation of the
Agreement and such order becomes final and non-appealable.

7.6 Effect of Termination.

Manager shall furnish the management services described herein
through the effective time of any termination hereof. In
addition, notwithstanding termination, Manager shall be
responsible for processing of all claims incurred through the
termination date unless otherwise directed by INSURER.

IN WITNESS WHEREOQOF, INSURER and Manager have executed this
Management Agreement effective as of the day and year first above
written.

Avalon HealthCare, Inc.

By:
Its:
INSURER
Avalon Healthcare Holdings, Inc.
By:
Its:

“MANAGER"”
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Report on Examination

of

Avalon Healthcare, Inc.

Tampa, Florida
as of

December 31, 2006

By The
State of Florida
Office of Insurance Regulation
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Tallahassee, Florida

QOctober 1, 2007

Kevin M. McCarty, Commissioner Julie McPeak, Executive Direclor
Flaorida Office of Insurance Regulation Kentucky Office of insurance

200 East Gaines Street Secretary, NAIC Southeastem Zone
Tallahassee, Florida 32399-0328 P.Q. Box 517

Frankfort, Kentucky 40602-0517
Alfred W. Gross, Commissioner

Virginia Bureau of Insurance

Chair, NAIC Financial Condition (E) Committee
P.O. Box 1157

Richmond, Virginia 23218

Commissioners McCarty and Gross and Exacutive Director McPeak:

Pursuant to your instructions, in compliance with Section 624.316, Florida Statutes (F.8.), and in
accordance with the practices and procedures promulgated by the National Association of Insurance

Commissioners (NAIC), we have conducted an examination as of December 31, 20086, of the financial
condition and corporate affairs of;

Avalon Healthcare, Inc.
3030 N. Rocky Point Dr., Suite 800
Tampa, Florida 33807

hereinafter referred to as the "Company." Such report of examination is herewith respectfuiiy
submitted.




SCOPE OF EXAMINATION

This examination covered the period of September 22, 2005 through December 31, 2006. This was the

first financial condition examination of the Company by the Flerida Office of Insurance Regulation {the

“Office”).

Planning for the current examination began on April 2, 2007. The fieldwork commenced on April 9,
2007 and concluded on July 11, 2007. The examination included any material transactions and/or

events occurring subsequent to the examination date and noted during the course of this examination.

This was a statutory financial condition examination conducted in accordance with the NAIC Financial
Condition Examiners Handbook, Accounting Practices and Procedures Manual, and Annual Statement
instructions as adopted by Rules 690-137.001(4) and 690-138.001, Florida Administrative Code

(F.A.C.), with due regard to the requirements of the insurance laws and rules of the State of Fiorida.

In this examination, emphasis was directed to the quality, value, and integrity of the statement assets

and the determination of liabilities, as they affect the Company’s solvency.

The examination included a review of corporate and other selected records deemed pertinent to the
Company's operations and practices. in addition, the NAIC insurance Regulatory Information System

(IRIS) ratio results were reviewed and utilized where applicable within the scope of this examination.

We valued and/or verified the Company's assets and liabilities as reported by the Company in its 2006

annual statement. Transactions subsequent to December 31, 2006 were reviewed where relevant and

deemed significant to the Company's financial condition.




This report of examination is confined to financial staterents and comments on matters that involve

departures from laws, regulations or rules, or which require special explanation or description,

HISTORY

GENERAL

The Company was incorporated in Florida on July 8, 2005, and commenced business on September

22, 2005.

As of the date of this examination, the Company was authorized to transact accident and heaith

insurance coverage in Florida, in accordance with Section 624.401, F.S.

Neither the Company’s articles of incorporation nor its bylaws were amended during the period covered

by this exarination.

CapiTaL STOCK

As of December 31, 20086, the Company's capitalization was as follows:

As Per
Reported Examination
Number of authorized cormmon capital shares 10,000 10,000
Number of shares issued and outstanding 10,000 100
Total common capital stock $10,000 $100
Par value per share $1.00 $1.00

In its 2006 annual statement, as originally filed, the Company incorrectly reported that 10,006 of its
common shares were issued and outstanding in the total amount of $10,000, rather than 100 shares in

the total amount of $100. On July 9, 2007, the Company filed an amended annual statement and "

corrgcted the error. )




At December 31, 2008, the Comparny was wholly-owned and controlled by Avalon Healthcare Hoidings,

Inc. An abbreviated organizational chart appears on page 6.

PROFITABILITY

For the period of this examination, the Company reported the following:

20086 2005
Net premiums $650,908 30
Total revenues $667.618 30
Net loss $2,540 663 $5684 661
Total capital and surpius 51,655,702 $4,234,173

DIVIDENDS

The Company did not pay any shareholder dividends during the period of this examination,

MANAGEMENT

The annual shareholder mesting for the election of directors was held in accordance with Section
B07.0701, F.S. Directors serving as of December 31, 20086 were:

Directors

Name and Location Principal Occupation

Brett (3. Baris
New York, New York

General Partner -
Inter-Atlantic Group

Andrew B, Cassidy
Tampa, Florida

Chief Financial Officer and Treasurer
Avalon Healthcare, Inc.

Frederick 8. Hammer General Partner )

New York, New York inter-Atlantic Group
Henry M. Naely Secretary
Tampa, Florida

Avalon Healthcare, inc.

Charles T, O'Neiil
Tampa, Florida

President and Chisf Executive Officer
Avaion Healthcare, Inc.




At December 31, 2008, members of the principal committee of the Board were:

Exccutive Audit

Committee Committee
Andrew B, Cassidy Brett 5. Baris
Charles T. {'Neill Andrew B, Cassidy

Charles T. O'Neill

The following were the Company’s senior officers as of December 31, 2008, as appointed by its board

of directors in accordance with the Company's bylaws:

Senior Officers
Name Title
Charles T. O'Naill President and Chief Executive Officer
Andrew B. Cassidy Chisf Financial Cfficer and Treasurer
Henry H. Neely Secretary

CONFLICT OF INTEREST PROCEDURE

The Company adopted a policy statement requiring annual disclosure of conflicts of interest in

accordance with Section 607.0832, F.S. No exceptions were noted during this examination,

CORPORATE RECORDS

The recorded minutes of the shareholder and Béard of Directors meetings were reviewed for the period
examined. The recorded minutes of the Board adequately documented its meetings and approval of
Company transactions in accordance with Section 607.1601, F.8., including the autherization of

investments as required by Section 825.304, F.S.




AFFILIATED COMPANIES

The Company was a member of an insurance holding company system as defined by Rule 630-
143.045(3), F.A.C. its latest holding company registration statement was filed with the State of Florida,

as required by Section 628.801, F.S,, and Rule 830-143.046, F.A.C., on February 25, 2005,

The following agreement was in force befween the Company and its affiliates on December 31, 20086:

MANAGEMENT AGREEMENT

Avalon Mealthcare Holdings, Inc. provided managément services to the Company pursuant to an April
1, 2006 agreement in return for fees which amounted to $0.6 million and $2.6 million in years 2005 and
2006, respectively. Services provided included executive management and administration, marketing,

accounting and financial support, claims processing and administration, claims analysis and statistical

reporting, and utilization management services,




An abbreviated organizational chart as of December 31, 2006 reflecting the holding company system is
shown below. Schedule Y of the Company's 2006 annual statement provided the names of all related

companies in the holding company group.

Avalon Healthcare, Inc.
Organizational Chart
December 31, 2006

Avaton Healthcuare Holdings, Inc.

100%

Avalon Healthcare, inc.




FIDELITY BOND AND OTHER INSURANCE

The Company maintained fidelity bond coverage of up to $250,000 with a deductible of $5.000 which
adequately covered the suggested minimum amount of coverage for the Company as recommended by

the NAIC of $50,000.

PENSION, STOCK OWNERSHIP, AND INSURANCE PLANS

The Company offered to eligible employees participation in a 401(k) retirement plan.

STATUTORY DEPOSITS

The Company maintained a cash deposit of $100,000 with the State of Fiorida as required by Section
624.411, F.S. |

INSURANCE PRODUCTS AND RELATED PRACTICES

The Company marketed individual and group accident and health insurance products through licensed

agents and brokers.

TERRITORY AND PLAN OF OPERATION

At December 31, 2006, the Company was authorized to fransact insurance solely in the State of

Fiorida.

TREATMENT OF POLICYHOLDERS

The Company established procedures for handling written complaints in accordance with Section
626 9541(1)(j). F.8., and maintained a claims procedure manual that included detailed procedures for -

handling each type of claim,




REINSURANCE

ASSUMED

The Company did not assume insurancs during the examination period.

CEDED

The Company maintained reinsurance coverage with General Re Life Corporatien on a loss occurring

basis of up to $5 million in losses on cr;nvered policies in excess of the first $100,000 of medical

EXpenses.

ACCOUNTS AND RECORDS

Pursuant to Section 624.424(8)(b), F.8., the Company was exempt from the ganerai_ reguirement to

have conducted an annual audit by an independent certified public accountant.

The Company's accounting records were maintained on a computerized system. Us baiance sheet

accounts were verified with the line items of its annual statement submitted to the Office,

The Company’s main administrative office was located in Tampa, Florida, where this examination was

conducted.

Risk-BASED CAPITAL

The Company reported its risk-based capital at an adequate level.




The foilowing agreement was in effect bétween the Company and a non-affiliate:

TPA AGREEMENT

Health Network America, Inc. provided thirci party administrator services to the Company pursuant to a

January 1, 2006 agreement. Fees related to this agreement were $315,041 and $426,696 in years
2005 and 20086, respectively.




~ FINANCIAL STATEMENTS PER EXAMINATION

The following four pages contain statements of the Company’s financial position at December 31, 2008,
as determined by this examination, and the results of its operations for the year then ended as reported

by the Company. Adjustments resulting from this examination are summarized on page 16.
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‘Avalon Healthcare, Inc.

Assets
December 31, 2006
Per
Company
Cash, cash equivalents, & short-term investments $2,122.744
Investment income due and accrued 5,547

Examination Por
Adjustments Examination

$0 $2,122,744
0 5,547

Totals $2,128,291

11
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Avalon Healthcare, Inc.

Liabilities, Capital and Surplus

December 31, 2006

Liabilities

Claims unpaid

Unpaid claims adjustrnent expenses

Aggregate health claim reserves

Pramiums received in advance

Amounts due to parent, subsidiaries and affiliates
Amounts due to parent, subsidiaries and affiliates
Total Hiabilities

Capital arst Surplus

Common capital stock

Gross paid in and contributed surplus
Unassigned funds

Total capital and surplus

Total liabilities, capital and surplus

12

Fer Examination Per
Company Adjustments Examination
$6.102 $0 6,102
15,000 0 15,000
201,827 0 201,627
116,504 0 118,504
17,353 o 17,383
116,003 o 116,003
472,589 0 472 589
10,000 (9,900) 100
4,790,000 8,900 4,789,900
(3,144,298) 0 (3,144,298)
1,668,702 0 1,655,702
$2,128,291 30 $2,128,291
e B ST




Avalon Healtheare, Inc.
Statement of Revenue and Expenses
For The Year Ended December 31, 2006

Net premium income $659,908
Aggregate write-ins for other non-health revenuss 7,709
Total revenues 867,615
Hospital/medical benefits $341,909
Quiside referrals 3,967
Emergency room and out-of-arsa 8,678
Prescription drugs 25881
Claims adjustment expenses agh 425
Claims adjustment expanses 15,000
General administrative expenses 2,832,351 3,327,778
Net underwriting gain {loss) {2,660,161)
het invesiment income sarned 110,488
Net income (loss) {32,548 683)

i3




Avalon Healthcare, Inc.
Capital and Surpius Account
For The Year Ended December 31, 2006

Capital and surpius - December 31, 2005 : $4,234,173
Net loss {$2,549.683) '
Change In nonadmitted assets (28,808)
Examination adjustrnents a (2,578471)
Capital and surplus - Decernber 31, 2006 1,855,702

) —
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COMMENTS ON FINANCIAL STATEMENTS

Common capital stock | $100
Gross paid in and contributed surplus $4,799,900
The amount of common capital stock reported by the Company of $10,000 has been decreased by
$9,200, and the amount of “gross paid in and contributed surplus” reported by the Company of
$4,790,000 has besn increased by the same amount. In its 2006 annual staiement, the Company
incorrectly reported 10,000 shares of $1 par value common capital stock as being authorized, issued,
and outstanding. While 10,000 shares wefe authorized, only 100 shares were issued and outstanding.
Accordingly, $8,800 has been reclassified from common capital stock to “gross paid in and contributed

surphus.” On July 8, 2007, the Company filed an amended annual statement and corrected the error.

Claims unpaid ' . $6,102
Aggregate health claim reserves $201,627
The Company’s appointed actuary rendered an opinion that the amounts carried in the Company's
balance sheet as of December 31, 2006 reasonably provided for all unpaid loss and loss expense
abligations of the Company under the terms of its policies and agreements. The Office actuary
reviewed work papers provided by the Company and concurred with this opinion. Based on the rasults
of the Office actuary's review and analysis of work papers and data provided by the Company, we

concluded that the aggregate liability was not materially misstated.
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Avalon Healthcare, Inc,
Comparative Analysis of Changes in Capital and Surplus
December 31, 2006

The following is a reconciliation of capital and surpius between that reported by the Company
and as determined by the examination.

Capital and surplus, December 31, 2006 - per annual siatement $1.655,702
Increase

Per Per {Decreasa)

Company Exam In Surplus

Common capital stack 310,000 $100 {$9.800)

Gross paid in and contributed surpius $4,790,000 $4,799,800 39,800
Net change in capital and surplus I3
Capltal and surplus, December 31, 2006 - per examinatlsn $1,855,702

. e ——
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SUMMARY OF FINDINGS

CURRENT EXAMINATION COMMENTS AND CORRECTIVE ACTION

The following is a brief summary of items of interest and corrective action to be taken by the Company

regarding ﬁndings in the examination as of December 31, 2006.

Capital and Surpius .

As reported on pages 2 and 15, the Company incorrectly reported in its 2006 annual statement, as
originally filed, that 10,000 of s commion shares were issued and outstanding in the total amount of
$10,000, rather than 100 shares in the total amount of $100. We recommend that the Company

correctly report the components of its equity in accordance with the NAIC Annual Statement

Instructions.
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CONCLUSION

The custormary insurance examination practices and procedures as promuigated by the NAIC have
been followed in ascertaining the financial condition of Avalon Healthcare, Inc. as of December 31,

2006, consistent with the insurance laws of the State of Florida.

Per examination findings, the Company's total capital and surplus was $1,655,702, which was in

compliance with Section 624.408, F.S, Its required minimum capital and surplus at December 31, 2006

was $1.5 miflion.

in addition to the undersigned, the following participated in this examination: Kerry A. Krantz, Actuary,
and David C. Schileit, CPA, CFE, Financial Examiner/Analyst Supervisor.

Respectfully submittad,

Russell Judge, Financial Examiner/Analyst
Florida Office of insurance Regulation
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INDEPENDENT AUDITOR’S REPORT

To The Board of Directors and Stockholders
of AvaHealth, Inc.

We were engaged to audit the accompanying statement of the statutory basis admitted assets, liabilities,
capital and surplus (deficit) of AvaHealth, Inc., as of December 31, 2011, and the related statement of
operations — statutory basis, statement of cash flows — statutory basis and statement of changes in
capital and surplus (deficit) — statutory basis for the year ended December 31, 2011. These financial
statements are the responsibility of the Company’s management.

As described in Note 2, Summary of Significant Accounting Policies, Statutory Reporting, the financial
statements are to be prepared in conformity with the accounting practices prescribed or permitted by the
State of Florida Office of Insurance Regulation which is a comprehensive basis of accounting other
than generally accepted accounting principles. Pursuant to 624.424, Florida Statutes, the statutory basis
financial statements should be prepared in conformity with the National Association of Insurance
Commissioners Accounting Practices and Procedures Manual, subject to any deviations prescribed or
permitted by the State of Florida, which is a comprehensive basis of accounting other than generally
accepted accounting principles. The accompanying Schedule of Reconciliation of Differences, is
presented for purposes of additional analysis as required by the Office of Insurance Regulation, and is a
required part of the basic financial statements.

The scope of the audit was not sufficient to warrant the expression of an opinion. We could not obtain a
signed management representation letter from management, a signed legal representation letter from the
corporate attorney nor obtain signed approval of adjusting journal entries from management. The
company’s lack of internal controls and frequent major changes in management also made it difficult to
obtain sufficient information.

The Company’s disclosures with respect to the entity’s ability to continue as a going concern for a
reasonable period of time are inadequate. As discussed in Note 7 to the financial statements, the State
of Florida Office of Insurance Regulation imposes capital requirements on insurance companies. At
December 31, 2011 the Company’s minimum Statutory capital and surplus was not in compliance with
624.408, F.S. As discussed in Note 8, the Company has experienced operating losses and negative cash


http://www.waterscpagroup.com/

INDEPENDENT AUDITOR’S REPORT
(concluded)

flows from operations in five of the last six years. As discussed in Note 9, in 2012 the State of Florida,
Department of Financial Services issued an Order to Show Cause, Injunction, and Notice of Automatic
Stay for Purposes of Rehabilitation for not complying with the minimum capital and surplus
requirements. These factors raise substantial doubt about the Company’s ability to continue as a going
concern.

Because of the significance of the matters involved with obtaining information described above, we
have not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit
opinion. We also concluded that the disclosures with respect to the Company’s ability to continue as a
going concern for a reasonable period of time are inadequate. Accordingly, we do not express an
opinion on these financial statements.

This report is intended solely for the information and use of the board of directors, stockholders and
management of AvaHealth, Inc. and for filing with the State of Florida Office of Insurance Regulation
and is not intended to be and should not be used by anyone other than these specified parties.

Witers OPA Guoupy, P.A

May 21, 2012



AvaHealth, Inc.

STATEMENT OF ADMITTED ASSETS, LIABILITIES, CAPITAL AND SURPLUS (DEFICIT) -
STATUTORY BASIS
December 31, 2011

ASSETS
ADMITTED ASSETS
Cash $ 2,680,467
Other receivables 73.994
Total current assets 2,754,461
TOTAL ADMITTED ASSETS $ 2,754,461
LIABILITIES AND CAPITAL AND SURPLUS (DEFICIT)
CURRENT LIABILITIES
Accounts payable $ 117,022
Claims payable 1,683,459
Claims adjustment 33,056
Advance premiums 167,998
Aggregate policy reserve 63,413
Broker commissions payable 20,667
Premium tax payable 120,364
Other current liabilities 45,898
Total current liabilities 2,251,877
Total liabilities 2,251,877
CAPITAL AND SURPLUS (DEFICIT)
Common stock, $1.00 par value, 5,000,000 shares
authorized; 1,500,000 shares issued and outstanding 1,500,000
Paid-in surplus 11,607,000
Unassigned deficit (11,113,783)
Net loss (746,589)
Non-admitted assets & adjustments to surplus (deficit) 744,044
Total capital and surplus (deficit) 502,584
TOTAL LIABILITIES AND CAPITAL AND SURPLUS (DEFICIT) $ 2754461

See accompanying notes and independent auditor’s report
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STATEMENT OF OPERATIONS - STATUTORY BASIS
Year ended December 31, 2011

REVENUES

Premiums, net
COST OF REVENUES

Physician and provider services
GROSS PROFIT

OPERATING EXPENSES
Management fee
Insurance premium tax
Bank service charges
Rent
Professional fees
Broker commissions
Administrative and marketing expense
Total Operating Expenses

OPERATING LOSS

OTHER INCOME
Interest

NET LOSS

See accompanying notes and independent auditor’s report

AvaHealth, Inc.
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$ 6,241,577

5,306,697
934,880

528,294
109,422
42,440
29,652
575,369
138,320
260,451
1,683,948

(749,068)

2,479

$  (746,589)



AvaHealth, Inc.

STATEMENT OF CHANGES IN CAPITAL AND SURPLUS (DEFICIT) - STATUTORY BASIS
December 31, 2011

Common Paid-in Treasury
Stock Surplus Stock (Deficit) Total
Balances at December 31, 2010 $ 1,500,000 $ 6,807,000 $ - $ (11,113,783) $ (2,806,783)
Net Loss - - - (746,589) (746,589)
Additional Paid in Surplus - 4,800,000 - - 4,800,000

Less: Non-Admitted Assets and
Adjustments to Surplus - - - (744,044) (744,044)

Balances at December 31, 2011 $ 1,500,000 $11,607,000 $ - $ (12,604,416) $ 502,584

See accompanying notes and independent auditor’s report
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AvaHealth, Inc.

STATEMENT OF CASH FLOWS - STATUTORY BASIS

Year ended December 31, 2011

Cash flows from operating activities
Net loss
Increase in other receivables
Increase in payables
Decrease in accrued expenses
Decrease in other current liabilities
Decrease in claims payable
Decrease in advance premiums
Net cash (used) by operating activities:

Cash flows from financing activities
Increase in paid in capital
Decrease in admitted assets and capital
Decrease in reserve

Net cash provided by financing activities

Net change in cash

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

$  (746,589)

(73,415)
11,557
(7,436)

(818,648)
(667,701)

94,545

(2,207,687)

4,800,000
(744,044)
(37.165)

4,018,791

$

1,811,104

869,363

2,680,467

See accompanying notes and independent auditor’s report
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AvaHealth, Inc.

Notes to Statutory Financial Statements
December 31, 2011

NOTE 1: REPORTING ENTITY

Nature of Operations

AvaHealth, Inc., dba Key Insurance Plan (hereinafter referred to as “the Company™) is an accident and
health insurance company, licensed in the State of Florida by the Office of Insurance Regulation (OIR)
on September 22, 2005, pursuant to sections 624.401, 624.404 and 624.413 Florida Statutes. The
Company was incorporated in the State of Florida on July 8, 2005 and is located at 5440 Mariner
Street, Suite 101, Tampa, Florida, 33609.

The Company offers coordinated health insurance coverage and related services through a variety of
plans for individuals and groups marketed through licensed agents and brokers.

Currently the services are offered exclusively in the State of Florida.
The total number of members as of December 31, 2011 was as follows:

Individual 2,057
Group 47

AvaHealth, Inc. was 100% owned by Avalon Healthcare Holdings, Inc. (hereinafter referred to as
“AHH”), a Delaware corporation, through June 21, 2011. On March 14, 2011, AHH entered into a
Stock Purchase Agreement (“SPA”) with Key Insurance Plans, Inc. to sell 100% of the stock to Key
Insurance Plans, Inc., a Florida corporation. The closing date of the Stock Purchase Agreement was
June 21, 2011.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

The Company’s financial statements and accompanying notes are prepared in accordance with statutory
accounting principles (SAP) as required by the National Association of Insurance Commissioners’
(NAIC) Accounting Practices and Procedures Manual subject to deviations prescribed or permitted by
the State of Florida Office of Insurance Regulation. The accounting principles applied in the
preparation of the statutory-basis financial statements varies from accounting principles generally
accepted in the United States of America (“GAAP”). The departures from GAAP relate primarily to



AvaHealth, Inc.

Notes to Statutory Financial Statements
December 31, 2011

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

the method of accounting used for certain assets and liabilities which are recorded under GAAP but are
excluded from assets, liabilities, capital and surplus (deficit) for statutory purposes. The statement of
Reconciliation of Differences Between Financial Report and Annual Statement on page 20-21 shows
the GAAP presentation with the statutory adjustments, if any. Adjustments generally relate to non-
admitted assets of prepaid expenses, related party receivables, deferred tax assets and EDP equipment
as follows:

Certain assets designated as “nonadmitted,” principally past-due uncollected premiums and
other assets not specifically identified as an admitted asset within the Accounting Practices and
Procedures Manual, are excluded from the accompanying statement of admitted assets,
liabilities, capital and surplus (deficit) and are charged directly to unassigned surplus (deficit).
Under GAAP, such assets would be included in the balance sheet at net realizable values.

Cash in the statement of cash flows includes cash, cash equivalents and short-term investments
with remaining maturities of one year or less. Under GAAP, the corresponding caption of cash
and cash equivalents would include cash balances and investments with initial maturities of
three months or less.

Deferred tax assets are limited to 1) the amount of federal income taxes paid in prior years that
can be recovered through loss carrybacks for existing temporary differences that reverse by the
end of the subsequent calendar year, plus 2) the lesser of the remaining gross deferred tax assets
expected to be realized within one year of the financial statement date or 10% capital and
surplus excluding any net deferred tax assets, “electronic data processing” (EDP) equipment
and operating software and any net positive goodwill, plus 3) the amount of remaining gross
deferred tax assets that can be offset against existing gross deferred tax liabilities. The
remaining deferred tax assets are nonadmitted. Deferred taxes do not include amounts for state
income taxes. Under GAAP, state income taxes would be included in the computation of
deferred taxes, a deferred tax asset would be recorded for the amount of gross deferred tax
assets expected to be realized in future years and a valuation allowance would be established for
deferred tax assets not realizable.

Certain other reported amounts are classified or presented differently in the financial statements
prepared on the basis of SAP than they would be under GAAP. Statutory requirements require
that the financial statements of the Company be filed with state regulatory authorities.
Accordingly, the financial statements are presented in a format similar to the filed annual
statement, which differs from the format of financial statements presented under GAAP.
Required statutory disclosures that are not applicable to the Company are not included in the
notes to these statutory financial statements.



AvaHealth, Inc.

Notes to Statutory Financial Statements
December 31, 2011

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Basis of Accounting (continued)

e Recoverable amounts, if any, on unpaid claims under reinsurance agreements are netted against
claims and claim adjustment expenses payable and not reported as an asset as would be
required under GAAP.

e Consolidation: Wholly-controlled subsidiaries are not consolidated for individual entity
statutory reporting. Under GAAP, financial statements of wholly-controlled subsidiaries are
consolidated with the parent.

Cash and Cash Equivalents

The Company considers all highly liquid investments purchased with an original maturity of three
months or less to be cash equivalents. Statutory cash equivalents have a maturity of one year or less.
Cash and cash equivalents include cash, time deposits, money market funds, commercial paper and
certain U.S. Securities. As of December 31, 2011, $2,580,467 was held in Wells Fargo, Synovus and
Regions Banks, Tampa, Florida, business checking accounts and $100,000 was held on deposit with the
State of Florida.

Solvency Deposit

Pursuant to Florida Statute 625.041, the Company is required to maintain an amount on deposit to help
secure payment of claims. As of December 31, 2011, a certificate of deposit of $100,000 has been
assigned to the Office to satisfy this requirement. This amount is included in cash and cash equivalents.

Prepaid Expenses

Prepaid expenses such as insurance premiums and contracts, are recorded as an asset on the balance
sheet and amortized to expense in a systematic manner based on the period of coverage. As of
December 31, 2011, there were no prepaid expenses. This is a non-admitted asset for statutory
purposes.

Premium Receivables and Revenue Recognition

Premiums are billed monthly and are recognized as revenue over the period in which the Company is
obligated to provide benefits to insured’s. Any medical premiums collected in advance are recorded as
unearned premiums. Other revenue is recognized when earned. Unearned premiums received in
advance as of December 31, 2011 were $167,998.



AvaHealth, Inc.

Notes to Statutory Financial Statements
December 31, 2011

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Off-Balance Sheet Risk and Concentration of Credit Risk

From time to time the Company maintains deposits in financial institutions in excess of federally
insured limits. The Statement of Financial Accounting Standards No. 105 identifies these deposits as a
concentration of risk requiring disclosure, regardless of the degree of risk. The risk is managed by
maintaining all deposits in high quality financial institutions. The financial stability of these institutions
IS monitored on an ongoing basis. Beginning December 31, 2010, through December 31, 2012, all
noninterest-bearing transaction accounts are fully insured, regardless of the balance of the account, at
all FDIC-insured institutions pursuant to Section 343 of the Dodd-Frank Wall Street Reform and
Consumer Protection Act. The Company has not experienced any losses in such accounts.

Credit risk consists primarily of its cash, cash equivalents, reinsurance recoveries and premium
revenue.

Policy Acquisition Costs

Policy acquisition costs related to contracts such as broker commissions, premium taxes and other costs
are expensed as incurred.

Property and Equipment

Property and equipment are stated at cost. According to SSAP 16, EDP equipment and operating
system software are depreciated using the straight line method over an estimated useful life not to
exceed 3 years. Furniture and fixtures are depreciated according to SSAP 19 using the straight line
method over the useful life of the asset.

Depreciation estimates calculated for financial statement purposes are based on the straight line mid-
month convention. There were no indications of valuation impairment during the year ended December
31, 2011.

Income Taxes and Deferred Tax

The Company is a C-corporation and calculates its state and federal income tax liabilities based upon
the statutory rates currently in effect. It recognizes an asset or liability for the deferred tax
consequences of temporary differences between tax bases of assets or liabilities and their reported
amounts in the financial statements. Also, an operating loss, certain deductible items that are subject to
limitations, and some tax credits arising but not utilized in the current year may be carried back for

10



AvaHealth, Inc.

Notes to Statutory Financial Statements
December 31, 2011

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Income Taxes and Deferred Tax (continued)

refund of taxes in prior years or carried forward to reduce taxes paid in future years. The realization of
deferred tax assets is contingent upon the generation of taxable income in the future and the current tax
rates and laws in effect for the year in which differences are expected to reverse. Management assesses
future taxable income and tax planning strategies to determine the ultimate realization of deferred tax
assets.

The Company is required to file statutory financial statements with the State of Florida Department of
Insurance Regulation. Under Statement of Statutory Accounting Principles (SSAP) Statement No.
10R, Income Taxes-Revised, deferred taxes are limited to the admitted portion of the deferred tax asset
up to 10% of statutory capital and surplus excluding net deferred assets.

State income taxes are classified as taxes, licenses and fees in the NAIC Annual statement and as
administrative and marketing expenses in the accompanying statement of operations.

A. Components of the maximum allowable 2011 deferred tax assets (DTA’s) and deferred
tax liabilities (DTL’s) are as follows:

Gross DTA’s $ 2,850,000
DTA Allowance (2,850,000)
Gross DTL’s -
Net DTA’s -
Nonadmitted DTA’s -
Net admitted DTA’s $ -

Decrease in nonadmitted DTA’s $ -
B. Unrecognized DTL’s:
There are no unrecognized DTL’s in 2011.
C. Current tax and change in deferred tax:
Current Tax:
Current year income tax expense -

Prior year over accrual -
Current Income taxes incurred $ -

11



AvaHealth, Inc.

Notes to Statutory Financial Statements
December 31, 2011

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Income Taxes and Deferred Tax (continued)

D. Operating loss and tax credit carryforwards:

1. As of December 31, 2011, the Company has approximately $11,584,751 of unused net
operating loss carryforwards available to offset against future taxable income. The
valuation account is estimated at $2,800,000.

2. There were no income taxes incurred in the current year and prior years that will be
available for recoupment in the event of future net losses.

E. Federal income tax return:

An extension for the 2011 tax return has been filed.

Estimates

The preparation of financial statements in conformity with statutory accounting principles and
generally accepted accounting principles requires the use of estimates that affect certain reported
amounts and disclosures. These estimates are based on management’s knowledge and experience.
Assumptions are also based on actuarially accepted quantitative and/or analytical methods in
determining incurred and unreported claims (IBNR), deferred income taxes and various other accruals.
Accordingly, actual results could differ from estimates.

Medical and Other Expenses Payable and Medical Cost Recognition
Aggregate Policy Reserves
Aggregate policy reserves represent a reserve for unearned premium income, a reserve for rate credits,

experience rating refunds and rate stabilization reserve. As of December 31, 2011 the aggregate health
claim reserve was $63,413.

12



AvaHealth, Inc.

Notes to Statutory Financial Statements
December 31, 2011

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Medical and Other Expenses Payable and Medical Cost Recognition (continued)

Health Claim Reserves Incurred but Not Reported

The Company’s medical claims expense incurred but not reported (IBNR) are based on accepted
actuarial methods and a review of the claims processed through March 31, 2012. A significant portion
of medical costs include future hospital and future medical services payments. The liability for claims
incurred but not reported is determined based on historical evaluations and statistical analysis of paid
claims.  However, increased costs, catastrophes, competition, utilization and new governmental
regulations can cause the actual health care cost to exceed the estimate. Although considerable
variability is inherent in such estimates, management believes that the liability for unpaid claims is
adequate.

As experience develops and new information becomes known, the estimate and liability are continually
reviewed and adjusted. An independent actuary issued a Statement of Actuary Opinion dated March 6,
2012 on the adequacy of the provision. Based on the lag reports provided by The Loomis Company, a
third party claims processor, to the independent actuary and used as a basis for the actuarial opinion,
the health claims payable as of December 31, 2011 was estimated to be $1,683,459.

The change in claims and claim adjustment expenses (CAE) payable at December 31, 2011 is as
follows:

Claims and CAE payable at beginning of year $ 2,813,215

Incurred related to:

Current year 4,921,518
Prior years 445,224
Total current year incurred 5,366,742

Paid related to:

Current year (3,650,227)
Prior years (2.813,215)
Total paid (6,463,442)
Claims and CAE payable at end of year $ 1,716,515

13



AvaHealth, Inc.

Notes to Statutory Financial Statements
December 31, 2011

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Risk Management
General Insurance

The Company maintains comprehensive general liability, directors’ and officers’ liability,
property, and business automobile insurance.

Reinsurance

The Company reinsured certain “excess” risks with reinsurance companies 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 reinsurance company might be unable to
meet its obligation under the existing reinsurance agreement, the Company would be liable for
such amounts. Management only reinsures with highly rated reinsurance companies. The
reinsurer is obligated to the Company for the excess claim costs as defined in the reinsurance
agreement.

In June 2011, the Company entered into a reinsurance agreement with Star Line Group. Under
this agreement, the Company is reinsured against losses exceeding $150,000 for group policies
and $200,000 for individual policies in any calendar year on any insured member. As of
December 31, 2011, the company has expected recoveries under the reinsurance agreement of
$9,622.

Statutory Reporting

In 2001, the State of Florida adopted the National Association of Insurance Commissioners (NAIC)
Risk Based Capital Act of 1995 reporting requirements. The State of Florida requires that insurance
companies domiciled in the State of Florida prepare their statutory basis financial statements in
accordance with the NAIC Accounting Practices and Procedures Manual subject to any deviations
prescribed or permitted by the State of Florida Director of Insurance Regulation.
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AvaHealth, Inc.

Notes to Statutory Financial Statements
December 31, 2011

NOTE 3: EQUIPMENT

SSAP No. 19 establishes statutory principles for the recording of furniture, fixtures and equipment
(excluding electronic data processing equipment and software that is addressed in SSAP No. 16),
leasehold improvements paid by the reporting entity as lessee, and depreciation of property and
amortization of leasehold improvements.

SSAP No. 16 sets forth the requirements in establishing the amount of admitted EDP equipment and
operating system software (net of accumulated depreciation). The aggregate amount of admitted assets
shall be limited to three percent of the reporting entity’s capital and surplus as required to be shown on
the statutory balance sheet of the reporting entity for its most recently filed statement with the
domiciliary state commissioner adjusted to exclude any EDP equipment and operating software and net
deferred tax assets.

Computer Software $ 1312
Furniture and Fixtures 4,221
Less Accumulated Depreciation (1,875)
Assets less Depreciation 3,658
Less Non-Admitted Assets (3,658)
Admitted Assets $ 0

NOTE 4: CURRENT LIABILITIES

Amounts due and payable within one year are classified as current liabilities. As of December 31, 2011
accounts payable, including medical claims payable was $2,251,877.

NOTE 5: Broker Liability

Broker Liability

As stated in Note 1 Nature of Operations, the Company entered into a management agreement with its
former parent, AHH, in which AHH agreed to provide marketing, accounting and financial support,
claims processing and administration, claims analysis and statistical reporting, utilization management,
and provider member relations. Due to the insolvency of AHH, broker commissions were not paid on a
timely basis. The Company’s current parent, Key Insurance Plans, Inc., negotiated and paid
outstanding balances with the brokers during 2011 and early 2012.
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AvaHealth, Inc.

Notes to Statutory Financial Statements
December 31, 2011

NOTE 6: RELATED PARTY TRANSACTIONS

The Company was a member of an insurance holding company system when affiliated with its former
parent, AHH, as defined by Rule 690-143.045(3), Florida Administrative Code (F.A.C.). AHH and
AvaHealth, Inc. had certain common officers and directors in common. Andrew B. Cassidy and
Charles T. O’Neill were officers of AvaHealth, Inc. and owners and officers of Avalon Healthcare
Holdings, Inc.

Key Insurance Plans, Inc., the Company’s owner as of 6/21/2011, and AvaHealth, Inc. do not have
common ownership however; they do have an officer in common as reported in the Summary of
Ownership and Relationships on page 22.

Transactions with Parent

"Related party" shall mean that the party is related by reasons of common ownership or control by the
organization furnishing the services, facilities, or supplies. AvaHealth, Inc. was owned 100% by AHH
until June 21, 2011. From June 21, 2011 on, AvaHealth, Inc. is owned 100% by Key Insurance Plans,
Inc.

As stated in Note 1 Nature of Operations, the Company entered into a management agreement with its
former parent, AHH, in which AHH provided marketing, accounting and financial support, claims
processing and administration, claims analysis and statistical reporting, utilization management, and
provider member relations. AHH contracted with an unaffiliated service company to provide claims
administration and assistance with member and provider relations. Due to the insolvency of AHH,
AvaHealth, Inc. paid these expenses during 2011.

AvaHealth, Inc. has a loan receivable from CUSP, LLC, parent company of Key Insurance Plans, Inc.,
Avahealth’s parent, at 12/31/2011 of $298,823. This is a non-admitted asset.

NOTE 7: STOCKHOLDERS’ EQUITY

Statutory Equity

As of December 31, 2011, the company had 5,000,000 shares of $1 par value common stock authorized
of which 1,500,000 shares were issued and outstanding. The parent company, Key Insurance Plans,
Inc., is the sole shareholder. Key Insurance Plans, Inc. made capital contributions totaling $4,800,000
for the year ended December 31, 2011.
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AvaHealth, Inc.

Notes to Statutory Financial Statements
December 31, 2011

NOTE 7: STOCKHOLDERS’ EQUITY (continued)

The maximum amount of dividends that may be paid by insurance companies without prior approval of
the Office is subject to restrictions relating to statutory surplus and net income. Furthermore, in
accordance with the Company’s Certificate of Authority Consent Order, during the first three years of
operations, it may only pay dividends that are approved in advance by the Office. The company did not
declare or pay any dividends during the year ended December 31, 2011.

Pursuant to Section 624.408, Florida Statutes, each health insurer shall at all times maintain a minimum
surplus in the amount that is the greater of $1,500,000, or 4% of total liabilities plus 6% of liabilities
relative to health insurance. During 2011, the Company’s statutory capital and surplus was $502,584,
which was not in compliance with 624.408, F.S. Minimum levels of equity are required to monitor an
entity’s solvency.

According to 624, F.S., the Company is required to file financial statements with the Office of
Insurance Regulation of the State of Florida. The financial statements are prepared in accordance with
statutory accounting practices (SAP) prescribed or permitted by the Office of Insurance Regulation.
These financial statements are a departure from generally accepted accounting principles and the
significant differences include certain assets (prepaid expenses and related liabilities, deposits, deferred
tax, furniture, fixtures and equipment) not admitted under statutory accounting practices.

Net Loss and Capital and Surplus of the Company on the basis of Statutory Accounting Principles
(SAP) is as follows:

Statutory Accounting Practices:

Net Loss $ (746,589)
Total Capital and Surplus $ 502,584

Generally Accepted Accounting Principles (GAAP)
Net Loss $ (746,589)

Equity $ 1,246,628

See the “Reconciliation of Differences Financial Report and Annual Statement” on pages 20-21, for the
GAAP, Statutory Annual Statement and prior year Statutory Annual statement.
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AvaHealth, Inc.

Notes to Statutory Financial Statements
December 31, 2011

NOTE 8: FINANCIAL CONDITION, CONSENT ORDERS AND REQUEST TO RESUME
WRITING BUSINESS

Operating Losses

The Company experienced net losses of $746,589 for the year ended December 31, 2011, a loss of
$2,815,632 for 2010, a loss of $2,850,248 for 2009, a loss of $2,479,374 for 2008 and a loss of
$2,343,939 for 2006. The Company had net income of $145,797 for the year ended December 31,
2007. The company received additional capital contributions from Key Insurance Plans, Inc. of
$4,800,000 in 2011 and from AHH, its former parent, of $1,000,000 in 2009, $2,207,000 in 2008,
$300,000 in 2007 and $3,300,000 prior to 2007.

Consent Orders

On May 5, 2010 the Company was placed under a Consent Order (Case No. 110187-10-CO) pursuant
to Section 624.82, Florida Statutes for the purpose of confidential administrative supervision for 120
days. Consent orders may be extended in order for the Company to successfully implement and
complete a corrective action plan approved by the Office of Insurance Regulation. Extensions shall be
renewed in one hundred twenty (120) day increments at the Office’s sole discretion. The Consent Order
was extended August 18, 2010, December 7, 2010, March 23, 2011 and August 1, 2011.

Request to Resume Writing Business
On March 26, 2011, AvaHealth, Inc. voluntarily agreed that it would not resume selling or writing

business without the consent of the Office of Insurance Regulation. On September 28, 2011, AvaHealth
requested approval to resume writing business. The Office approved the request November 23, 2011.
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AvaHealth, Inc.

Notes to Statutory Financial Statements
December 31, 2011

NOTE 9: SUBSEQUENT EVENTS

Office of Insurance Regulation

On March 22, 2012 the Florida Office of Insurance Regulation issued an Order (Case No. 124309-12)
suspending Avahealth from writing any new or renewal direct business and from issuing any new
policies in Florida. The Order also subjects Avahealth to other penalties and sanctions. The Company
has requested a formal administrative hearing to challenge the Office’s Order and disputes the facts
presented.

On April 19, 2012, the Company was issued a Cease and Desist Order by the Florida Office of
Insurance Regulation. The Company was notified that pursuant to Florida Insurance Code, including
Sections 624.307 and 624.310, F.S., that it inappropriately implemented approved rate increases
resulting in unauthorized rates in violation of Section 627.410(6) for the past 2 years. The Company
was required to offer reinstatement to any insureds who did not renew based on the unauthorized rates,
and to refund to its insureds and former insureds premiums received from the unauthorized rates as
determined by the Office of Insurance Regulation. According to management, all refunds due are to be
credited to the insureds account in June 2012.

On May 21, 2012, the Company was issued an Order to Show Cause, Injunction, and Notice of
Automatic Stay for Purposes of Rehabilitation by the State of Florida, Department of Financial
Services. The Order stated the Company did not comply with the minimum capital and surplus
requirements of Section 624.408, F.S., and therefore was impaired. A hearing is scheduled for June 15,
2012.

Current Management and Corporate Attorney

Current management (New CEO and CFO April 1, 2012) states they have been making diligent strides
in correcting the prior management’s acts and omissions relating to the management of the company,
including those that may be in departure from generally accepted accounting procedures.

Current management has yet to finish their own internal and forensic audit of the company as of
December 31, 2011. As the current management was not privy to the information that has been
furnished to Waters CPA Group, P. A., the current management cannot ensure the nature, the
completeness, or the accuracy of said information to the extent it was relied upon by the auditors.

Recently the corporate attorney has been changed. Effective as of May 20, 2012, the new counsel for
the company is Stephen P. Walroth-Sadurni, Esq.
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Current Assets
Cash and Cash Equivalents (Note 2)

Total Current Assets

Other Assets

Premiums Receivable (Note 2)

Deferred and Recoverable Taxes (Note 2)
Reinsurance Receivable (Note 2)

Other Receivables

Other Assets (Note 2)

Premiums Receivable (Note 2)
Receivables from Affiliates

Total Other Assets

Property
Equipment (Note 3)

TOTAL ASSETS

Current Liabilities

Accounts Payable

Accrued Expenses (Note 2)
Health Claims Payable (Note 5)
Claims Adjustment

Advance Premiums (Note 2)
Premium Tax Payable
Aggregate Policy Reserve (Note 2)
Broker Commission Payable
Reserve Payable

Other Current Liabilities

Total Current Liabilities

TOTAL LIABILITIES

Equity (Deficiency)

Common Stock

Additional Paid In Capital (Paid in Surplus)

Loss

Retained Earnings (Unassigned Deficit)

Disallowed Assets and Capital Adjustment

Total Equity (Deficiency)

TOTAL LIABILITIES AND EQUITY
(DEFICIENCY)

AvaHealth, Inc.

Reconciliation of Differences Between

Financial Report

and Annual Statement
December 31, 2011

BALANCE SHEET
2010
NON NET ANNUAL ANNUAL

GAAP__  ADMITTED ADMITTED STATEMENT STATEMENT
$ 2680467 $ 0 $ 2680467 $ 2680467 $ 869,363
2,680,467 0 2,680,467 2,680,467 869,363
0 0 0 0 0
0 0 0 0 0
9,622 0 9,622 9,622 0
359,699 (295,327) 64,372 64,372 579
0 0 0 0 0
0 0 0 0 0
445,059 (445,059) 0 0 0
814,380 (740.386) 73,994 73,994 579
3,658 (3.658) 0 0 0
$ 3498505 $ (744,044) $ 2754461 $ 2754461 $ 869,942
$ 117,022 0$ 117022 $ 117,022 105,465
0 0 0 0 7,436
1,683,459 0 1,683,459 1,683,459 2,363,216
33,056 0 33,056 33,056 21,000
167,998 0 167,998 167,998 73,453
120,364 0 120,364 120,364 0
63,413 0 63,413 63,413 100,579
20,667 0 20,667 20,667 500,000
0 0 0 0 450,000
45,898 0 45,898 45,898 55,576
2,251,877 0 2,251,877 2,251,877 3,676,725
2,251,877 0 2 251,877 2,251,877 3,676,725
1,500,000 0 1,500,000 1,500,000 1,500,000
11,607,000 0 11,607,000 11,607,000 6,807,000
(746,589) 0 (746,589) (746,589) (2,815,632)
(11,113,783) 0  (11,113,783)  (11,113,783) (8,298,151)
0 (744.044) (744.,044) (744.,044) 0
1,246,628 (744.044) 502,584 502,584 (2.806.783)
$ 3498505 $ (744.044) $ 2754461 $ 2754461 $ 869,942
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Premiums, Net

Physician and Provider Services
Gross Profit

Operating Expenses

Operating Loss

Other Income and Interest
Income Tax (Expense) Refund

NET LOSS
CAPITAL SURPLUS
ADJUSTMENT

STATUTORY LOSS

AvaHealth, Inc.
Reconciliation of Differences Between
Financial Report
and Annual Statement
December 31, 2011

STATEMENT OF OPERATIONS

NON NET ANNUAL 2010 ANNUAL
GAAP ADMITTED ADMITTED STATEMENT STATEMENT

$ 6,241,577 0 $ 6241577 $ 6241577 $ 12,960,084
(5.306,697) 0 (5.306,697) _ (5,306,697) (8,099,518)
934,880 0 934,880 934,880 4,860,566
(1,683,948) 0 (1,683,948)  (1,683,948) (7.684,424)
(749,068) 0 (749,068) (749,068) (2,823,858)
2,479 0 2,479 2,479 8,226
0 0 0 0 0
$ (746,589 0 $  (746,5589) $  (746,589) $ (2,815,632)
0 0 0 0 0

$  (746,589) 0 $  (746589) $  (746,589) $ (2,815,632)
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AvaHealth, Inc.

Summary of Ownership and Relationships

CUSP, LLC.

100%

Key Insurance Plans,
Inc.

100%

AvaHealth, Inc.

AvaHealth, Inc. is 100% owned by Key Insurance Plans, Inc., a Florida corporation. Key Insurance
Plans, Inc. is 100% owned by CUSP, LLC, a Florida limited liability company. CUSP, LLC is owned
by Integrity Health, LLC, Florida Health Finance, LLC, PASAN Health Administration Services, Inc.

and Meditech, Inc. The Company, Key Insurance Plans, Inc. and CUSP, LLC have one director in
common, Enoc S. Martinez.
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12195 WEST LINEBAUGH AVENUE
TAMPA, FLORIDA 33626

TELEPHONE: (813) 855-4461
Fax: (813) 855-7536
WWW.WATERSCPAGROUP.COM

AMERICAN INSTITUTE OF CERTIFIED FLORIDA INSTITUTE OF CERTIFIED
PUBLIC ACCOUNTANTS (AICPA) PuBLIC ACCOUNTANTS (FICPA)

To the Board of Directors and Stockholders
AvaHealth, Inc.

ACCOUNTANTS’ DECLARATIONS AND QUALIFICATIONS

We have issued our report dated May 21, 2012 on the statement of admitted assets, liabilities,
capital and surplus (deficit) - statutory basis of AvaHealth, Inc. dba Key Insurance Plan as of
December 31, 2011, and the related statement of operations — statutory basis, statement of cash
flows — statutory basis and statement of changes in capital and surplus (deficit) — statutory basis for
the year then ended. Pursuant to 624, Florida Statutes we make the following declarations:

1. Sheryl T. Waters, cPA, CFE, CFF, CFP™, CPC, ABV, Engagement Partner, and the audit team with
Waters CPA Group, P.A. are independent with respect to AvaHealth, Inc. dba Key Insurance
Plan and conform to the standards of independence of the profession. Waters CPA  Group,
P.A. is a member of the Peer Review Section of the American Institute of Certified Public
Accountants. The firm is current with the Peer Review requirements and received an
unqualified opinion.

2. Sheryl T. Waters, CPA, CFE, CFF, CFP ™, CPC, ABV, Engagement Partner, is a Certified Public
Accountant (CPA), Certified Fraud Examiner (CFE), Certified Financial Planner (CFP™),
Certified in Financial Forensics (CFF), Certified Professional Coder (CPC), Certified in
Business Valuation. Sheryl has over 30 years of accounting and auditing experience in the
healthcare industry, as well as, governmental entities and insurance related industries. She is the
recipient of the American Institute of Certified Public Accountants’ Governmental and Auditing
Certificate of Education Achievement. Sheryl T. Waters, CPA is experienced in governmental
and insurance compliance auditing.

3. Sheryl T. Waters, CPA, CFE, CFF, CFP ™, CPC, ABV, Engagement Partner, understands the annual
Audited Financial Report, and the auditor’s opinion thereon is filed in compliance with the
Florida Statutes. The auditor understands that the Office of Insurance Regulation will be relying
on this information in the monitoring and the regulation of the financial position of AvaHealth,
Inc.

23


http://www.waterscpagroup.com/

ACCOUNTANTS’ DECLARATIONS AND QUALIFICATIONS
(Concluded)

4. Sheryl T. Waters, CPA, CFE, CFF, CFP ™, CPC, ABV, consents to the requirements of Florida Statutes
641.26 which require that the auditor consent and agree to make the work papers available for
review by the Office of Insurance Regulation.

5. Sheryl T. Waters, CPA, CFE, CFF, CFP ™, CPC, ABV, has been licensed in the State of Florida as a
Certified Public Accountant since January 27, 1994. Her license number is 19412.

6. Sheryl T. Waters, CPA, CFE, CFF, CFP ™, CPC, ABV has not been disqualified as an independent
auditor by the Office of Insurance Regulation.

z%gyz V2N ooy

WATERS CPA GROUP, P.A.
Sheryl T. Waters, CPA, CFE, CFF, CFP™, CPC, ABV,
Engagement Partner

May 21, 2012
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AvaHealth, Inc.

STATEMENT OF ACTUARIAL CERTIFICATION
Pursuant to
Florida Statutes 641.36, Rule 690-191.075
December 31, 2011

See Attachment A
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AvaHealth, Inc.

REPORT OF SIGNIFICANT DEFICIENCIES IN INTERNAL CONTROL
Pursuant to
Rule 690-137.002
December 31, 2011

This statement serves as notice to the officers, members of the board of directors and to the
Office of Insurance Regulation that Avahealth, Inc. has material deficiencies in its internal
control structure. The Company materially misstated its financial condition as reported to the
Office as of the balance sheet date currently under examination and failed to comply with the
filing regulations. The insurer does not meet the minimum capital and surplus requirements as
outlined in Florida Statutes.
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AvaHealth, Inc.

NOTIFICATION OF ADVERSE FINANCIAL CONDITION
Pursuant to
Rule 690-137.02
December 31, 2011

This statement serves as notice to the officers, members of the board of directors and to the
Office of Insurance Regulation that Avahealth, Inc. materially misstated its financial condition
as reported to the Office as of the balance sheet date currently under examination. The insurer
does not meet the minimum capital and surplus requirements as outlined in Florida Statutes.
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AvaHealth, Inc.

EVIDENCE OF ADEQUATE INSURANCE

Pursuant to
Compliance with Rule 690-131.069
December 31, 2011
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AvaHealth, Inc.

Certification Statement
December 31, 2011

Certification of Officers

We hereby certify that we have examined the accompanying financial statements and

supplementary data of AvaHealth, Inc. and, to the best of our knowledge and belief, the same are
accurate and complete.

Date

Karen Connolly, CEO

Date

Roberto Martinez, CFO
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2010 FOR PROFIT CORPORATION REINSTATEMENT N FI!I_'IIE%MO
DOCUMENT# P05000096675 Secrge’ary of State

Entity Name: AVAHEALTH, INC.

Current Principal Place of Business: New Principal Place of Business:

3030 N. ROCKY POINT DR. W.
SUITE 800
TAMPA, FL 33607

Current Mailing Address: New Mailing Address:

3030 N. ROCKY POINT DR. W.
SUITE 800
TAMPA, FL 33607

FEI Number: 20-3075951 FEI Number Applied For { ) FEI Number Not Applicable { ) Certificate of Status Desired ( )

Name and Address of Current Registered Agent: Name and Address of New Registered Agent:

BUSH ROSS REGISTERED AGENT SERVICES, LLC
1801 N. HIGHLAND AVENUE
TAMPA, FL 33602 US

The above named entity submits this statement for the purpose of changing its registered office or registered agent, or both,
in the State of Florida.

SIGNATURE: JOSEPH A. PROBASCO
Electronic Signature of Registered Agent Date

OFFICERS AND DIRECTORS:

Title: DC
Name: O'NEILL, CHARLES T
Address: 3030 N ROCKY POINT DR W, SUITE 800

City-St-Zip:  TAMPA, FL 33607 US

Title: Ds
Name: NEELY, HENRY H
Address: 3030 N ROCKY POINT DR W, SUITE 800

City-St-Zip:  TAMPA, FL 33607 US

Title: D
Name: HAYDON, RICHARD W
Address: 3030 N ROCKY POINT DR W, SUITE 800

City-St-Zip:  TAMPA, FL 33607 US

Title: D
Name: LYONS, JUDITH
Address: 3030 N ROCKY POINT DR W, SUITE 800

City-St-Zip:  TAMPA, FL 33607 US

Title: D
Name: KOWALSKI, PAUL W
Address: 3030 N ROCKY POINT DR W, SUITE 800

City-St-Zip:  TAMPA, FL 33607 US

Title: D
Name: GAUTA, JOSEPH
Address: 1890 SW HEALTH PKWY, SUITE 205

City-St-Zip:  NAPLES, FL 34109 US

| hereby certify that the information indicated on this report or supplemental report is true and accurate and that my electronic

signature shall have the same legal effect as if made under oath; that | am an officer or director of the corporation or the receiver
or trustee empowered to execute this report as required by Chapter 607, Florida Statutes; and that my name appears above, or

on an attachment with all other like empowered.

SIGNATURE: HENRY H. NEELY Ds 11/11/2010
Electronic Signature of Signing Officer or Director Date




AMENDED AND RESTATED
STOCK PURCHASE AGREEMENT
DATED AS OF MARCH 14, 2011
BY AND BETWEEN
AVALON HEALTHCARE HOLDINGS, INC.,
AS SELLER,

AND
CUSP, LLI.C

AS PURCHASER

#2590985 v2
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AMENDED AND RESTATED
STOCK PURCHASE AGREEMENT

THIS AMENDED AND RESTATED STOCK PURCHASE AGREEMENT (“Agreement”)
is made as of March 14, 2011, by and between AVALON HEALTHCARE HOLDINGS, INC,, a
Delaware corporation ("Seller") and CUSP, LLC or its assignee (“Purchaser™),

RECITALS

A. WHEREAS, Seller owns all of the Shares (as defined herein) of AVAHEALTH, INC,,
a Florida corporation (the "Company").

B. WHEREAS, the Company is engaged in the business of providing insurance services to
individuals through commercial health plans (the “Business’™).

C. WHEREAS, Purchaser desires to purchase all of the outstanding Shares from Seller and
those specific assets set forth on Schedule A (the “Assets’™), and Seller desires to sell such Shares to
Purchaser, on the terms and subject to the conditions herein contained.

AGREEMENTS

NOW THEREFORE, for good and valuable consideration, the receipt and sufficiency of which
are hereby acknowledged, the parties agree as follows:

ARTICLE]
Definitions

1.1 Definitions. Certain capitalized terms not defined herein have the meanings set forth in
Appendix A attached hereto.

1.2 Accounting Principles. Unless otherwise specified herein, all accounting terms used
herein shall be interpreted and all accounting determinations hereunder shall be made in accordance with
GAAP.

ARTICLE 11
Purchase and Sale of Shares: Closing and Manner of Payment

2.1 Agreement to Purchase and Sell Shares. On the terms and subject to the conditions
contained in this Agreement, at the Closing, Purchaser shall purchase from Seller, and Seller shall sell,
convey, transfer, assign and deliver to Purchaser, all of the outstanding Shares of the Company and the
Assets, free and clear of any and all Claims.

2.2 Purchase Price. The Purchase Price for the Shares and the Assets shall be One Million
Seven Hundred Fifty Thousand and No/100 Dollars ($1,750,000,00), subject to Schedule 2.2. The
Purchase Price shall be payable to a specific bank account belonging to the Seller at the end of twelve
(12) months from the Closing Date subject to the provisions specified in Schedule 2.2 attached hereto.

23 Time and Place of Closing. The Closing shall be at 10:00 a.m., at the offices of
GrayRobinson, P.A., 201 N. Franklin Street, Suite 2200, Tampa, Florida 33602 on May 31, 2011 unless
the parties mutually agree to close prior to such date, or within five (5) days after receipt of the OIR
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Approval whichever is later {such date the Closing occurs, the “Closing Date™); provided, however, that
the Closing Date shall be no later than June 30, 2011.

2.4 Seller's Closing Deliveries. At the Closing, Seller shall deliver to Purchaser:

() certificates representing the Shares, endorsed in blank (or accompanied by stock powers
executed in blank) and otherwise in proper form for transfer;

(ii) a bill of sale for the Assets;

(i)  the Articles of Incorporation of the Company filed with any Governmental Authority,
duly certified as of a recent date by the Secretary of State or other appropriate authority of the jurisdiction
of its incorporation, the Bylaws, Minutes and Corporate Records Book of the Company, all together with
a certificate dated as of the Closing Date from the Secretary of the Company to the effect that the
Organizational Documents are true and complete and that ne undisclosed amendments to such
Organizational Documents have been made;

(iv) certificates dated as of a date not more than five (5) days prior to the Closing Date as to
the good standing of the Company, issued by the appropriate Governmental Authority of the jurisdiction
of the Company’s organization and each jurisdiction in which the Company is licensed or qualified to do
business as a foreign entity as specified in Schedule 3.3(a);

) releases in the form of Exhibit 2.6(v);

(vi) an opinion of Seller’s attomey, dated the Closing Date, in the form of Exhibit 2.6(vi);

(vil)  estoppel certificates executed on behalf of and dated as of a date not more
than five days prior to the Closing Date, each in the form of Exhibit 2.6(vii);

(viii}  copies of the third party consents;
(ix) the approval of the Florida Office of Insurance Regulation;
(x) the closing certificates referred to in Sections 4.2(a), 4.2(b) and 4.2(c);

(xi)  Non-Compete and Non-Solicitation agreements executed by each Key Employee, each in
the form of Exhibit 2.6(xi);

{(xii)  Personal Guarantees executed by Charles O’Neill and Andrew Cassidy contemplated and
specified under Schedule 2.2; and

(xiti) such other documents as Purchaser may reasonably request to facilitate the
consummation of the transaction contemplated by this Agreement,

2.5 Purchaser's Closing Deliveries. At the Closing, Purchaser shall deliver to Seller (or in
the case of the Escrow Funds, to the Escrow Agent);

i) the Closing Payment;
(ii) the closing certificate referred to in Sectioms 4.3(a) and 4.3(b); and

(iii)  OIR Approval,
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ARTICLE 111
Representations and Warranties

31 General Statement. The parties make the representations and warranties to each other
which are set forth in this ARTICLE 1I1. All such representations and warranties and all representations
and warranties which are set forth elsewhere in this Agreement and in any financial statement, exhibit or
document delivered by a party hereto to the other party pursuant to this Agreement or in connection
herewith shall survive the Closing (and none shall merge into any instrument of conveyance), regardless
of any investigation or lack of investigation by any of the parties to this Agreement. No specific
representation or warranty shall limit the generality or applicability of a more general representation or
warranty. All representations and warranties of Seller are made subject to the exceptions noted in the
Disclosure Schedule. Each exception noted in the Disclosure Schedule shall be numbered to correspond
to the applicable paragraph of Section 3.3 to which such exception refers. Purchaser and Seller
acknowledge that the Disclosure Schedules have not been delivered contemporaneous with the execution
of this Agreement, and agree that the Disclosure Schedules will be delivered prior to Closing and shall
become part of this Agreement.

3.2 Representations and Warranties of Purchaser. Purchaser represents and warrants to
Seller as follows:

(a) Organization; Authority. Purchaser is a corporation duly organized, existing and
in good standing, under the laws of its state of organization. Purchaser has full power and authority to
enter into and perform this Agreement. The execution, delivery and performance of this Agreement by
Purchaser and the consummation by Purchaser of the transactions contemplated hereby have been duly
and validly approved by the board of directors and shareholders of Purchaser.

() Enforceability. This Agreement has been duly executed and delivered by Purchaser
and constitutes a legal, valid and binding agreement of Purchaser, enforceable against Purchaser in
accordance with its terms.

(c) Consents: Conflicts. Except for the OIR Approval, no consent, authorization, order
or approval of, or filing or registration with, any Governmental Authority is required for or in connection
with the consummation by Purchaser of the transactions contemplated hereby except as set forth in

Schedule 3.3(c).

(d) Conflicts Under Constituent Documents or Taws. Neither the execution and
delivery of this Agreement by Purchaser, nor the consummation by Purchaser of the transactions
contemplated hereby, will conflict with or result in a breach of any of the terms, conditions or provisions
of its Articles of Organization or Operating Agreement, or of any statute or administrative regulation, or
of any order, writ, injunction, judgment or decree of any court or Governmental Authority or of any
arbitration award.

(e) Conflicts Under Contracts. Purchaser is not a party to any unexpired, undischarged
or unsatisfied written or oral contract, agreement, indeniure, mortgage, debenture, note or other
instrument under the terms of which performance by Purchaser according to the terms of this Agreement
will be a default or an event of acceleration, or grounds for termination, modification or cancellation, or
whereby timely performance by Purchaser according to the terms of this Agreement may be prohibited,
prevented or delayed.

D Brokers. Neither Purchaser, nor any of its Affiliates has dealt with any Person who
is entitled to a broker’s commission, finder’s fee, investment banker’s fee or similar payment from Seller

# 2590985 v2
#25940438 v2



or the Company for arranging the transactions contemplated hereby or introducing the parties to each
other.

(g) Certain Actions. There is no Action, in law or in equity, and there are no Actions
before any Governmental Authority, pending or, to Purchaser’s or Purchaser’s Affiliates’ Knowledge,
threatened against Purchaser or any of Purchaser’s officers, directors or Affiliates, which challenges, or
may have the effect of preventing, delaying, making illegal, or otherwise interfering with, consummation
of the transactions contemplated hereby.

33 Representations and Warranties of Seller. The Seller represents and warrants to
Purchaser that, except as set forth in the Disclosure Schedule:

(a) Organization; Awuthority; Enforceability. The Company and the Seller are
corporations duly organized, existing and in good standing under the laws of Florida and Delaware,
respectively. Each of the Company and the Seller has qualified as a foreign corporation, and is in good
standing, under the laws of all jurisdictions where the nature of its business or the nature or location of its
assets requires such qualification and where the failure to so qualify would have a Material Adverse
Effect. Each of the Company and the Seller has all necessary corporate power and authority to carry on
its business as such business is now being conducted. Seller has full power and authority to execute this
Agreement and the execution and delivery of this Agreement has been duly approved prior to the date
hereof by all requisite action of Seller's board of directors. Seller has sent all required notices to its
shareholders under its sharcholders agreement and any applicable laws in connection with the transactions
contemplated hereby, including without limitation, any notices required in connection with dissenter's
rights, and the approval of Seller's shareholders for Seller to execute this Agreement or consummate the
transactions contemplated hereby is either not required or has been duly given. This Agreement has been
duly executed and delivered by Seller and constitutes a legal, valid and binding agreement of Seller,
enforceable against Seller in accordance with its terms.

() Consents; Conflicts. No consent, authorization, order or approval of, or filing or
registration with, any Governmental Authority other than as set forth in Schedule 3.3(b)(i) is required for
or in connection with the consummation by Seller of the transactions contemplated hereby. Neither the
execution and delivery of this Agreement by Seller, nor the consummation by Seller of the transactions
contemplated hereby, will conflict with or result in a breach of any of the terms, conditions or provisions
of the Company’s or the Seller's Organizational Documents, or of any statute or administrative regulation,
or of any order, writ, injunction, judgment or decree of any court or Governmental Authority or of any
arbitration award to which the Company or the Seller is a party or by which the Company or the Seller is
bound. Except as set forth on Schedule 3.3(b)(ii), neither the Company nor the Seller is a party to, or
bound by, any unexpired, undischarged or unsatisfied Contract under the terms of which performance by
Seller according to the terms of this Agreement or the consummation of the transactions contemplated
hereby will require a consent, approval, or notice or will result in a breach, lapse, cancellation, right to
terminate or modify, default or acceleration of any right or obligation or result in a lien on the Shares or
any of the assets of the Company or the Seller, or whereby timely performance by Seller according to the
terms of this Agreement may be prohibited, prevented or delayed.

{c) Constituent Documents. True and complete copies of the Organizational
Documents, all foreign qualifications, all stock records, and corporate minute books and records, of the
Company have been made available for inspection by Purchaser and are attached hereto as Schedule
3.3(c). Such stock records accurately reflect all Share transactions and the current stock ownership of the
Company. The corporate minute books and records of the Company contain true and complete copies of
all resolutions adopted by the stockholders or the board of directors of the Company.
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(d) Capitalization.

(1) The authorized capital stock of the Company consists of a single class of
5,000,000 shares of common stock, $1.00 par value per share, of which 100 Shares are issued and
outstanding. There are no shares of capital stock of the Company of any other class authorized, issued or
outstanding, All of the issued and outstanding Shares have been validly issued, are fully paid and
nonassessable, and are owned beneficially and of record by the Seller, free and clear of all Claims. There
are no outstanding subscriptions, options, warrants, rights (including preemptive rights), calls, convertible
securities or other agreements or commitments of any character relating to the issued or unissued capital
stock or other securities of the Company or otherwise obligating the Company to issue any securities of
any kind, and there are no voting agreements with respect to any of the foregoing. The Company is under
no obligation to repurchase, redeem or otherwise acquire any of its capital stock or other securities.

2) The Company does not hold or beneficially own (and has not held or
beneficially owned) any other direct or indirect interest (whether it be common or preferred stock or any
comparable ownership interest in any Person that is not a corporation), or any subscriptions, options,
warrants, rights, calls, convertible securities or other agreements or commitments for any interest in any
Person.

(e) Financial Statements. Complete and accurate copies of the Financial Statements are
contained in Section 3.3(e) of the Disclosure Schedule. Complete and accurate copies of the Interim
Financial Statements are also contained in Section 3.3(e) of the Disclosure Schedule. The Financial
Statements and the Interim Financial Statements present fairly, in all material respects, the consolidated
financial position of the Company as of the dates thereof and the consolidated results of operations and
cash flows of the Company for the periods covered by said statements, in accordance with GAAP
consistenily applied through the periods covered thereby, except for, in the case of the Interim Financial
Statements, (1) the omission of footnote disclosures required by GAAP and (2) normal year-end
adjustments which arc not material, individually or in the aggregate. The books and records of the
Company have heen maintained in accordance with GAAP and properly reflect all of the transactions
entered into by them. The Company’s internal controls and financial reporting are and have been in
compliance with all laws, rules, regulations and requirements applicable to the Company as a result of the
Company’s Government Contracts. Seller has furnished to Purchaser complete and correct copies of all
attorney’s responses to audit inquiry letters with respect to the Company and all management letters from
the Company’s accountants for the last three (3) fiscal years. Section 3.3(e)(i) of the Disclosure Schedule
sets forth a listing of all Indebtedness of the Company. Section 3.3(e)(ii) of the Disclosure Schedule sets
forth a true and complete list of all Liabilities of the Company that would be required by GAAP to be
provided for or reserved against on a balance sheet of the Company as of February 28, 2011, Section
3.3(e)(iii) of the Disclosure Schedule sets forth a true and complete list of all Liabilities of the Company
that would be required by GAAP to be provided for or reserved against on a balance sheet of the
Company as of the Closing Date.

H Undisclosed Liabilities. The Company does not have any Liabilities except for: (1)
Liabilities provided for or reserved against in the Financial Statements or the Interim Financial Statements
and not discharged subsequent to the dates of the Financial Statements or the Interim Financial Statement
Date; (2) Liabilities which have been incuwrred by the Company subsequent to the Interim Financial
Statement Date in the Ordinary Course of Business of the Company and not discharged since the Interim
Financial Statement Date; and (3) Liabilities under the executory portion of any Contract by which the
Company is bound and which was entered into in the Ordinary Course of Business of the Company and
has been disclosed in the Disclosure Schedule. All liabilities not listed on financial statements under
clauses (1) through (3) above have been disclosed on the Disclosure Schedules. None of the Liabilities
described in clauses (1) through (3) above relates to or has arisen out of a breach of contract, breach of
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warranty, tort, or infringement by or against the Company or any claim or lawsuit involving the
Company.

(2) Title to Assets. The Company is the sole owner of, and has good title to, its assets
which are set forth on Schedule 3.3(g)(¥), free and clear of any Claims, except for Permitted Liens set
forth in Schedule 3.3(g)(ii). No unreleased mortgage, trust deed, chattel mortgage, security agreement,
financing statement or other instrument encumbering any of the Company’s assets has been recorded,
filed, executed or delivered.

(h) Sufficiency of Assets. The Company’s fixed assets are in good operating condition
and repair, normal wear and tear excepted, and are suitable for the uses intended therefor.

(1) Accounts Receivable. All of the Accounts Receivable have arisen from bona fide
transactions in the Ordinary Course of Business and, to the extent not previously collected, are fully
collectible, net of the allowance for doubtful accounts, in the Ordinary Course of Business in accordance
with their terms and assuming that the methods of collection practices and procedures used in collection
of the Accounts Receivable are consistent with those historically used by the Company. Except as
provided by law, none of the Accounts Receivable is or will be subject to any counterclaim, set off, audit
or otherwise subject to reduction by the obligor thereof. All reserves, allowances and discounts with
respect to the Accounts Receivable were and are adequate and consistent in extent with reserves,
allowances and discounts previously maintained by the Company in the Ordinary Course of Business.

)] Insurance, Schedule 3.3(j) contains a true and correct list and description
(including insurer, coverages, deductibles, limitations and expiration dates) of all insurance policies
(including fire and casualty, general liability, theft, life, workers’ compensation, directors and officers,
business interruption and all other forms of insurance) which are owned by the Company or which name
the Company as an insured (or loss payee), including without limitation those which pertain to the
Company’s respective assets, employees or operations. All such insurance policies are in full force and
effect. To the Knowledge of Seller, in the three (3) year period ending on the date hereof, the Company
has not received any notice from or on behalf of any insurance carrier issuing such insurance policies to
the effect that insurance rates will thereafier be substantially increased, that there will thereafter be no
renewal of an existing policy, or that material alteration of any owned or leased personal or real property,
purchase of additional equipment, or material modification of the Company’s methods of doing business,
will be required or is suggested. There are no pending claims that have been denied insurance coverage.
The Company has not failed to give any notice or present any claim under any insurance policy in due
and timely fashion or as required by any insurance policy.

k) Bank Accounts. Schedule 3.3(k} contains a list showing: (1) the name of each
bank, safe deposit company or other financial institution in which the Company has an account, lock box
or safe deposit box; (2) the names of all Persons authorized to draw thereon or to have access thereto and
the names of all Persons, if any, holding powers of attorney from the Company; and (3) all instruments or
agreements to which the Company is a party as an endorser, surety or guarantor, other than checks
endorsed for collection or deposit in the Ordinary Course of Business.

)] Taxes.

(1 There have been properly completed and filed on a timely basis all
Returns required to be filed by the Company. As of the time of filing, the foregoing Returns correctly
reflected the facts regarding the income, business, assets, operations, activities, status and other matters of
or information regarding the Company required to be shown thereon, and no extension of time within
which to file any such Return has been requested or granted. The Company has provided to Purchaser
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complete copies of (i) all federal, state, local and foreign income or franchise Returns of the Company
relating to the taxable periods since Seller has owned the Business and (ii) any audit report, notice of
deficiency, notice of assessment or similar document issued within the last three (3) years relating to
Taxes due from or with respect to the Company. No claim has been made by a taxing authority in a
jurisdiction where the Company does not file Tax Returns such that the Company is or may be subject to
taxation by that jurisdiction.

2 With respect to all amounts in respect of Taxes imposed upon the
Company or for which the Company is or could be liable, whether to taxing authorities or to other
Persons (as, for example, under tax allocation agreements), with respect to all taxable periods or portions
of periods ending on or before the Closing Date, all applicable Tax laws have been complied with in all
material respects and all amounts required to be paid by the Company to Taxing authorities on or before
the date hercof have been paid.

3) To Seller’'s Knowledge, no issues have been raised and are currently
pending by any taxing authority in connection with any of the Returns. The Company has not received
any written notice from any taxing authority that it intends to conduct an audit or investigation. No
waivers of statutes of limitation with respect to the Returns have been given by or requested from the
Company. Schedule 3.3(1)(3) sets forth the taxable years of the Company as to which the respective
statutes of limitations with respect to Taxes have not expired, and with respect to such taxable years, the
years for which examinations have been completed, the years for which examinations are presently being
conducted, the years for which examinations have not been initiated, and the years for which required
Returns have not yet been filed. All material elections with respect to Taxes affecting the Company are
set forth in the Disclosure Schedule. All deficiencies asserted or assessments made as a result of any
examinations of Returns previously filed by the Company have been fully paid, or are fully reflected as a
Liability in the Financial Statements and the Interim Financial Statements, or are being contested and an
adequate reserve therefor has been established and is fully reflected as a Liability in the Financial
Statements and the Interim Financial Statements. No issue has been raised by a federal, state, local or
foreign taxing authority in any current or prior examination which, by application of the same or gimilar
principles, could reasonably be expected to result in a proposed deficiency for any subsequent taxable
period. The Company has not requested or is subject to any private letter ruling of the IRS or comparable
rulings of other taxing authorities.

(4) The Company has not filed a consent pursuant to the collapsible
corporation provisions of section 341(f) of the Code (or any corresponding provision of state, local or
foreign income Tax law) or agreed to have section 341(f)(2) of the Code (or any corresponding provision
of state, local or foreign income Tax law) apply to any disposition of any asset owned by it.

(35 None of the assets of the Company (i) is “tax-exempt use property”
within the meaning of Section 168(h) of the Code, (ii) is property that the Company is required to treat as
being owned by any other Person pursuant to the “safe harbor lease” provisions of former section
168(f)(8) of the Code, or (iii) secures any debt the interest on which is tax-exempt under section 103(a) of
the Code.

{6) The Company or the Seller have not agreed to make, nor is either of
them required to make, any adjustment under section 481{a) of the Code (or any similar provision of
state, local or foreign law) by reason of a change in accounting method or otherwise, and neither is aware
that the IRS has proposed any such adjustment or change in accounting method.
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(7} The Company or the Seller are not a party to any agreement, contract,
arrangement or plan that has resulted or would result, separately or in the aggregate, in the payment of
any “excess parachute payments” within the meaning of section 280G of the Code.

® Except as set forth on Section 3.3(1)(3), the Seller or the Company is not
a Person other than a United States person within the meaning of the Code and the transactions

contemplated hereby are not subject to the withholding provisions of section 3406 or subchapter A of
Chapter 3 of the Code.

(%) The Company has disclosed on their Returns all positions taken therein
that could reasonably give rise to a substantial understatement of Tax within the meaning of section 6662
of the Code.

(10)  The Company has not (i) made a deemed dividend election under
Regulations Section 1.1502-32(f)(2) or a consent dividend election under section 565 of the Code, (ii)
participated in an international boycott within the meaning of section 999 of the Code or (iii) been a
United States real property holding corporation (as defined in section 897(c)(2) of the Code) during the
applicable period specified in section 897(c)(1)(A)(i1) of the Code.

(11)  The Company has never had a permanent establishment in any foreign
country, as defined in any applicable Tax treaty or convention between the United States and such foreign
country.

(12  The unpaid Taxes of the Company do not exceed the reserve for Tax
liability (excluding any reserve for deferred Taxes established to reflect timing ditferences between book
and Tax income) set forth or included in the Interim Financial Statements, as adjusted for the passage of
time through the Closing Date, in accordance with the past practices of the Company,

(13)  The Company or the Seller are not and have never been a member of an
aftiliated, combined, consolidated or unitary group.

(14)  The Company is not a party to any joint venture, parinership, or other
arrangement or contract that could be treated as a partnership for federal income tax purposes.

(15)  The Company will not recognize any item of income or gain after the
Closing Date that was previously deferred under the intercompany transaction rules of Treasury
Regulations Section 1.1502-13 or similar provisions of foreign, state or local laws. The Company will
not be required to include in a taxable period ending after the Closing Date taxable income attributable to
income that accrued in a prior taxable period but was not recognized in any prior taxable period as a result
of the installment method of accounting, the completed contract method of accounting, prepaid amounts,
the long-term contract method of accounting, the cash method of accounting, section 481 of the Code, or
any comparable provision of state, local, or foreign tax law. -

(16) The Company has not constituted a “distributing corporation™ or a
“controlled corporation” (within the meaning of Code Section 355(a){(1}(A)) in a distribution of shares
qualifying for tax free treatment under Code Section 355 (i) in the two years prior to the date of this
Agreement or (ii) in a distribution that could otherwise constitute part of a “plan” or “series of related
transactions” (within the meaning of Code Section 355(¢)), in conjunction with this acquisition.
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(17)  The Company is not a party to any agreement, plan or arrangement of
“deferred compensation” (within the meaning of Section 409A of the Code) that fails in form or in
operation to comply with the requirements of Section 409A of the Code.

(18)  The Company is not a party to or bound by any tax indemnity, tax
sharing or tax allocation agreement. The Company is not liable for the Taxes of another Person (other
than the Company) (i) under Treasury Regulations Section 1.1502-6 (or comparable provisions of state,
local or foreign law), (ii) as a transferee or successor, or (iii) by contract or indemnity or otherwise. -

(19)  No closing agreement pursuant to Section 7121 of the Code (or any
similar provision of state, local or foreign law) has been entered into by or with respect to the Company or
the Seller.

(20)  All material Taxes required to be withheld, collected or deposited by or
with respect to the Company have been timely withheld, collected or deposited as the case may be, and to
the extent required, have been paid to the relevant taxing authority.

(m) Conduct of Business. Except as set forth in Schedule 3,3(m), since the Financial
Statement Date, the Company has not:

(1) sold or transferred any portion of its assets or property that would be
material to the Company as a whole, except for sales of Inventory and transfers of cash in payment of
trade payables, all in the usual and Ordinary Course of Business;

(2) suffered any loss, or any interruption in use, of any assets or property
(whether or not covered by insurance), on account of fire, flood, riot, strike or other hazard or Act of God;

3 paid or declared any dividends or distributions to its stockholders in any
form other than cash;

@ except as disclosed on Schedule 3.3(m), made or suffered any material
change in the conduct or nature of any aspect of the Business, whether or not made in the Ordinary
Course of Business and whether or not the change had a Material Adverse Effect;

(5) except as disclosed on Schedule 3.3(m) paid or delayed payment of
accounts payable, or collected or delayed collection of Accounts Receivables, in each case other than in
the Ordinary Course of Business;

(6) waived any right or canceled or compromised any debt or claim other
than in the Ordinary Course of Business;

(N made any capital expenditure in an amount which exceeds $10,000, or
capital expenditures in an aggregate amount which exceeds $25,000;

(8) made any payment or increase in the bonus, salary or other compensation
or fringe benefits of any officer or employee of the Company,

9 paid or incurred any management or consulting fees in an aggregate
amount which exceeds $5,000;

# 2590985 v2
# 2594048 v2



(10)  hired or terminated any employee who has an annual salary in excess of
$50,000;

(11)  borrowed any money or issued any bonds, debentures, notes or other
corporate securities evidencing money borrowed;

(12}  made any change in accounting methods or principles;

(13)  except as disclosed on Schedule 3.3(m) taken (or failed to take) any
actions that could adversely affect the Company’s (A) Government Contracts or grants from
Governmental Authorities or (B) eligibility to receive grants from Governmental Authorities, participate
in the award of Government Contracts or otherwise participate in any programs of, or sponsored by, any
Governmental Authority; ‘

(14 except as disclosed on Schedule 3.3(m) been subject to an audit (or other
review or inguiry)} by a Governmental Authority with respect to any Government Contracts or grants from
Governmental Authorities other than in the Ordinary Course of Business;

(15)  without limitation by the enumeration of any of the foregoing, entered
into any material transaction other than in the Ordinary Course of Business; or

(16)  made any commitment or agreement (legally binding or otherwise) to do
any of the acts described above in this Section 3.3(m), other than in the Ordinary Course of Business.

(n) Contracts. Schedule 3.3(n) contains a true and correct list of the following
undischarged written or oral contracts, agreements, leases and other instruments to which the Company is
a party:

1) coniracts or arrangements with, or relating to the provision (directly or
indirectly) of goods or services to, for or on behalf of, or relating to grants from, any Governmental
Authority (each, a “Government Contract™);

(2) agreements with respect to employment, or restricting the employment,
of any employee of the Company;

(3 consulting agreements;
()] collective bargaining agreements;
(5) agreement for the payment of severance benefits, retention bonuses, sale

bonuses or similar payments to any employee;
(6) plan or contract or arrangement with respect to Employee Plans;

(7 contract for the purchase of equipment, inventory, or other materials
having a purchase price under any such contract in excess of $10,000;

(8) contract for the sale of any equipment, inventory or other assets, except
for sales of inventory in the Ordinary Course of Business;

(9 leases or subleases, either as lessee or sublessee, lessor or sublessor, of
personal property or intangibles;
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(10)  agreements restricting in any manner the Company’s right to compete
with any other Person, restricting the Company’s right to sell to or purchase from any other Person,
restricting the right of any other party to compete with the Company or the ability of such Person to
employ any of the Company’s employees;

(11)  agreements between the Company and any of its Affiliates;

(12)  agreements pursuant to which the Company acts as a subcontractor or
engages a subcontractor to provide services;

(13)  agreements of agency, representation, distribution, or franchise which
cannot be canceled by the Company without payment or penalty upon notice of thirty (30) days or less;

. (14)  service agreements affecting any of the Company’s assets where the
annnal service charge is in excess of $10,000 and has an unexpired term as of the Clesing Date in excess
of 1 year;

(15)  confidentiality agreements;

(16)  contracts for the advertisement, display or prometion of any preducts or
services, which cannot be canceled by the Company without payment or penalty upon notice of thirty (30)
days or less;

(17)  contracts or orders for the sale of goods or the performance of services
which, if performed by the Company in accordance with its terms, could not be performed within the time
limits or other terms therein provided, or which, when actually performed, would result in an obligation
(contractual or otherwise) to pay damages or penalties;

(18)  orders or directives of a Governmental Authority;

(19)  agreements which restricts the ability of the Company to increase prices
to a customer of the Business;

{20)  loan or credit agreements, pledge agreements, notes, security agreements,
mortgages, debentures, indentures, factoring agreements or letters of credit;

(21)  guarantics, performance, bid or completion bonds, or surety or
indemnification agreements;

(22)  partnership agreements or joint venture agreements or other contracts
(however named) involving a sharing of profits, losses, costs, or liabilities by the Company and another
Person;

(23)  apreements with lobbyists or other similar Persons; or

(24)  any other agreements which provide for the receipt or expenditure of
more than $10,000.

All of such Contracts are in full force and effect and are valid and enforceable in accordance with their
terms. The Company is, in all material respects, in compliance with all terms and requirements of each
such Contract and, to Seller’s Knowledge, each other Person that is party to a Contract is in material
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compliance with the terms and requirements of such Contract. No event has occurred or circumstance
exists that (with or without notice or lapse of time) may contravene, conflict with or result in a material
violation or breach of, or give the Company or any other Person the right to declare a material default or
exercise any remedy under, or to accelerate the maturity or performance of, or to cancel, terminate or
modify any such Contract. There are no renegotiations, attempts to renegotiate or ontstanding rights to
negotiate any amount to be paid or payable to or by the Company under any such Contract other than with
respect to non-material amounts in the Ordinary Course of Business, and no Person has made a written
demand for such renegotiation. The Company has not released or waived any of its rights under any
Contract.

(o) Government Contract Matters,

) Schedule 3.3(0)(1) lists all: (i} Government Contracts the period of
performance of which has not yet expired or terminated or for which final payment has not yet been
received (the “Current Government Contracts™); (ii) quotations, bids and proposals for awards of new
Government Contracts made by the Company for which no award has been made and for which the
Company believes there is a reasonable prospect that such an award to the Company may yet be made
(the “Government Contract Bids); and (iii) Government Contracts pursuant to which the Company is
currently or, to Seller’s Knowledge, is reasonably likely to experience cost, schedule, technical or quality
problems that could result in claims against the Company (or its successors in interest). The Current
Government Contracts are not, as of the date of this Agreement, the subject of bid or award protest
proceedings, and, to Seller’s Knowledge, no Current Government Contracts are reasonably likely to
become the subject of bid or award protest proceedings and no Person has notified the Company that any
Person intends to seek the Company’s agreement to lower rates under any of the Government Contracts or
Government Contract Bids. Schedule 3.3(0)(1) lists all bonds required to be posted by the Company with
respect to each Current Government Contract.  Seller has no Knowledge that any of the programs
(including grant programs) pursuant to which any of the Current Government Contracts or Government
Contract Bids are operated or funded are to be discontinued or limited in any material respect.

(2) All of the Government Contracts are in full force and effect and are valid
and enforceable in accordance with their terms, The Company is all material respects, in compliance with
all terms and requirements of each Government Contract and, to Seller’s Knowledge, each other Person
that is party to a Government Contract is in material compliance with the terms and requirements of such
Government Contract. No event has occurred or circumstance exists that (with or without notice or lapse
of time) may contravene, conflict with or result in a material violation or breach of, or give the Company
or any other Person the right to declare a material default or exercise any remedy under, or to accelerate
the maturity or performance of, or to cancel, terminate or modify any Government Contract, There are no
renegotiations, attempts to renegotiate or outstanding rights to negotiate any amount to be paid or payable
to or by the Company under any Government Contract other than with respect to non-material amounts in
the Ordinary Course of Business, and no Person has made a written demand for such renegotiation. There
are no price adjustments required or expected under any Government Contract except as set forth therein.
The Company or Seller have not released or waived any of iis rights under any Government Contraci.

3 To the Seller’s Knowledge, the Company or the Seller have not received
any adverse or negative government past performance evaluation or rating that could reasonably be
expected to materially and adversely affect the evaluation by the Government Authority or other potential
customer of the Company’s bids or proposals for future Government Contracts.

4 No past performance evaluation received by the Company or the Seller
with respect to any Government Contract has set forth a default or other failure to perform thereunder or
termination or default thereof. There has not been any withholding or setoff under any Current
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Government Contract. All invoices and claims (including, without limitation, requests for progress
payments and provisional costs payments) submitted under each Government Contract were current,
accurate and complete in all material respects as of their submission date. The Company or the Seller
have not received any written or, to Seller’s Knowledge, oral notice terminating any of the Current
Government Contracts for convenience or indicating an intent to terminate any of the Current
Government Contracts for convenience.

(&) None of the Company, the Seller or their respective Affiliates, managers,
members, directors, officers or employees has been debarred, suspended or proposed for suspension or
debarment from bidding on any Government Contract, declared nonresponsible or ineligible or otherwise
excluded from participation in the award of any Government Contract, No debarment, suspension or
exclusion proceeding has ever been initiated against the Company, the Seller or its respective Affiliates,
managers, members, directors, officers or employees. To Seller’s Knowledge, no circumstances exist that
could reasonably be expected to warrant the institution of suspension or debarment proceedings against
the Company, the Seiler or their respective Affiliates, managers, members, directors, officers or
employees.

(p) Material Adverse Effects. Since the Financial Statement Date, and except as set
forth in Schedule 3.3(p), the Company has not suffered or been threatened with, and Seller has no
Knowledge of any facts which may cause or result in, any Material Adverse Effect in the Business as
currently conducted or as currently contemplated to be conducted, operations (including results of
operations), assets, liabilities, or financial condition of the Company, including, without limiting the
generality of the foregoing, any facts or circumstances that may have a Material Adverse Effect on the
Company’s Contracts, Government Contracts, grants from Governmental Authorities, eligibility to receive
grants from Governmental Authorities, participation in the award of Government Contracts or in any
programs of, or sponsored by, any Governmental Authority.

()] Customers and Suppliers. Schedule 3.3(q) sets forth a list of all of the Company's
Significant Customers and Significant Suppliers. Seller or the Company has no Knowledge of any
intention or indication by a Significant Customer to terminate its business relationship with the Company
or to limit or alter its business relationship with the Company in any material respect.  Seller or the
Company has no Knowledge of any intention or indication of intention by a Significant Supplier to
terminate its business relationship with the Company or to limit or alter its business relationship with the
Company in any material respect.

(1) Related Party Transactions. The Company or the Seller has not entered into any
agreements, contracts, arrangements or other business relationships with any of the Related Parties other
than normal employment arrangements. The Company is not owed and does not owe any amount from or
to the Related Parties (excluding employee compensation and other ordinary incidents of employment).
No property or interest in any property (including designs and drawings concerming machinery) which
relates to and is or will be necessary or useful in the present or currently contemplated future operation of
the Business, is presently owned by or leased by or to any Related Party. Neither the Company, the Seller
nor any Related Party has an interest, directly or indirectly, in any business, corporate or otherwise, which
is in competition with the Business.

{(s) Permits. Schedule 3.3(s) contains a true and cotrect list of, and the Company
possesses, all Permits which are required in order for the Company to conduct their Business as presently
conducted or proposed to be conducted, including all Permits required pursuant to Government Contracts
and all Permits required to participate in the grant programs in which the Company participates. Seller
has delivered complete and accurate copies of each Permit to Purchaser.
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Q) Charitable and Political Contributions. =~ The Company has no unsatisfied
community or charitable pledges, contributions or commitments, or any political pledges, contributions or
commitments. Schedule 3.3(f) sets forth a true and complete list of all charitable and political
contributions (whether in cash or in kind) made by the Company (or any of its Affiliates) since January 1,
2007. Schedule 3.3(t) sets forth a true and complete list of all amounts paid by the Company (or any of
its Affiliates) to lobbyists or similar Persons (whether in cash or in kind) since January 1, 2007,

{w) Employee Benefit Plans.

§))] Schedule 3.3(u) sets forth a true and complete list of all Employee Plans
of the Company. With respect to each Employee Plan, the Company has furnished to Purchaser, to the
extent applicable, true and complete copies of (i) all plan documents, (if) the most recent determination
letter received from the IRS, (iii) the most recent application for determination filed with the IRS, (iv) the
latest actuarial valuations, (v) the latest financial statements, (vi) the latest Form 5500 Annual Report,
including atl schedules and attachments thereto, (vii) all related trust agreements, insurance contracts or
other funding arrangements which implement any of such Employee Plans and (viii) all Summary Plan
Descriptions and summaries of material modifications and all modifications thereto communicated to
employees.

2) Each of the Employee Plans is, and has been, operated in accordance
with its terms and each of the Employee Plans, and administration thereof, is, and has been, in material
compliance with the requirements provided by any and all applicable statutes, orders or governmental
rules or regulations currently in effect, including, but not limited to, ERISA, and the Code. Each
Employee Plan and its related trust which is intended to qualify under Section 401{a) and Section 501(a)
of the Code is so qualified and has heretofore been determined by the IRS so to qualify, and nothing has
occurred to cause the loss of such qualification. All required reports and descriptions of the Employee
Plans (including, but not limited to, Form 5500 Annual Reports, Form 1024 Application for Recognition
of Exemption Under Section 501(a), Summary Annual Reports and Summary Plan Descriptions) have
been timely filed and distributed as required by ERISA and the Code. Any notices required by ERISA or
the Code or any other state or federal law or any ruling or regulation of any state or federal administrative
agency with respect to the Employee Plans, including but not limited to any notices required by Section
204(h), Section 606 or Section 4043 of ERISA or Section 4980B of the Code, have been appropriately
given.

3) With respect to the Employee Plans, all required contributions for all
periods ending on or before the Closing Date have been made in full.

4 With respect to each Employee Plan (i) no prohibited transactions as
defined in Section 406 of ERISA or Section 4975 of the Code have occurred or are expected to occur as a
result of the transactions contemplated by this Agreement, (i) no Action with respect to the assets thereof
of any Employee Plan {other than routine claims for benefits made in the ordinary course of plan
administration for which plan administrative review procedures have not been exhausted) is pending,
threatened or imminent against or with respect to any of the Employee Plans, the Company, any ERISA
Affiliate or any Fiduciary, including but not limited to any Action regarding conduct that allegedly
interferes with the attainment of rights under any Employee Plan, and (iii) neither the Seller nor the
Company has any Knowledge of any facts which would give rise to or could give rise to any such Action
with respect to any Employee Plan. Neither the Company nor their directors, officers, or employees, or
any Fiduciary have any Liability for failure to comply with ERISA or the Code for any action or failure to
act in connection with the administration or investment of such plans.
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(5) Neither the Company nor any ERISA Affiliate has ever maintained,
established, sponsored, participated in, or contributed to (i) any Employee Plan subject to Title IV of
ERISA; (ii) “multiemployer plan™ within the meaning of Section (3)(37) of ERISA; (iii) any Employee
Plan in which stock of the Company or any ERISA Affiliate is or was held as a plan asset; (iv) any plan,
program, policy, practice, agreement or other arrangement that is subject to the laws of a country other
than the United States; or (v) any Employee Plan intended to be exempt under Section 501(c)(9) or
501(c}(17) of the Code.

(6) Neither the Company nor any ERISA Affiliate maintains, contributes to,
or has any Liability for medical, health, life insurance, or other welfare benefits for terminated employees
or for present employees after termination of their employment {(other than any welfare benefits provided
in compliance with Section 4980B of the Code, Section 601 of ERISA or other applicable law). The
Company does not have any current or projected Liability with respect to post-employment or post-
retirement welfare benefits for retired, former, or current employees of the Company.

(N Except as set forth in Schedule 3.3(u), neither the Company nor any
ERISA Affiliate has any obligation to or customary arrangement with employees for bonuses, incentive
compensation, vacations, severance pay, insurance, or other benefits. Except as set forth on Schedule
3.3(u), and except as expressly required or provided by this Agreement or as otherwise required by
applicable laws, the execution of this Agreement and the consummation of the transactions contemplated
hereby will not (either alone or upon the occurrence of any additional or subsequent events) constitute an
event under any Employee Plan, employment agreement between the Company and any current or former
employee, trust or loan that will or may result (either alone or in connection with any other circumstance
or event) in any payment (whether of severance pay or otherwise), acceleration, forgiveness of
indebtedness, vesting, distribution, increase in benefits or obligation to fund benefits with respect to any
current or former employee of the Company. The transactions contemplated by this Agreement will not
canse the Company to lose a tax deduction pursuant to Section 280G of the Code or cause any service
provider or shareholder of the Company to be subject to the excise tax under Section 4999 of the Code.

(8) To the Knowledge of Seller, the Company and any ERISA Affiliate
have, prior to the Closing, complied with the health care continuation requirements of COBRA, the
requirements of the I'MLA, the requirements of HIPAA, and any similar provisions of state law
applicable to the employees of the Company and its ERISA Affiliates,

)] Any Employee Plans that constitute or include a nonqualified deferred
compensation plan within the meaning of Section 409A of the Code (each a “409A Plan™) has been
amended to comply, and operated in accordance, with the requirements of Section 409A of the Code so as
to avoid the tmposition of taxation under Section 409A(a)(1) of the Code, Neither the Company nor any
ERISA Affiliate has any obligation with respect to the failure of any 409A Plan to satisfy the foregoing
requirements, including but not limited to any tax withholding and reporting obligation or any obligation
to make any payments to an individual covered by a 409A Plan that does not satisfy the requirements of
Section 409A of the Code. No 409A Plan or other Employee Plan has been funded in a manner subject to
Section 409A(Db) or is otherwise described in or subject to Section 409A(b) or Section 457A of the Code.
Since January 1, 2009, all Employee Plans have been in documentary compliance with the applicable
provisions of Section 409A. Neither the Company nor any ERISA Affiliate has any indemnity or gross-
up obligation for any Taxes or interest imposed or accelerated under Section 409A of the Code. For any
Employee Plan that is not intended to be subject to Section 409A because it is not a nonqualified deferred
compensation plan under Treasury Regulations Section 1.409A-1(a)(2) through 1.409A-1(a)(5), or due to
the application of Treasury Regulations Section 1.409A-1(b), all the conditions required to retain such
treatment remain in effect and are not reasonably expected to change so as to subject such Employee Plan
to Section 409A,
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(10)  Neither the Company nor any ERISA Affiliate have participated in any
filings, or considered any filings, with the IRS or the Department of Labor under the Employee Plans
Compliance Resolution Program, the Department of Labor Voluntary Fiduciary Correction Program, the
Delinquent Filer Voluntary Compliance Program for late Form 5500s or any other governmental
correction programs, except as identified in Schedule 3.3(v).

(v) Employee Relations. With respect to the employees of the Company:

(1) To Seller’s Knowledge, no employee of the Company or the Seller has
any claim against the Company (whether under law, any employment agreement or otherwise) on account
of or for: (A) overtime pay, other than overtime pay for the current payroll period, (B) wages or salaries,
other than wages or salaries for the current payroll period, or (C) vacations, sick leave, time off or pay in
lieu of vacation, sick leave or time off, other than vacation, sick leave or time off (or pay in lieu thereof)
earned in the twelve (12) month period immediately prior to the date of this Agreement. The Company
has made all required payments to the relevant unemployment compensation reserve account with the
appropriate Governmental Authorities with respect to their employees and such accounts have positive
balances.

(2) Schedule 3.3(v} contains a true and correct list of all employees of the
Company as of the date of this Agreement whose annual compensation exceeds $50,000, together with
their respective base salaries, bonuses, and positions. The Disclosure Schedule correctly states the
number of employees laid off by the Company in the ninety (90) days preceding the date hereof. To
Seller’s Knowledge, no employee of the Company is an undocumented alien.

3) The employees and former employees of the Company who have (or
have had) access to confidential or proprietary information of the Company have executed confidentiality
and assignment of inventions forms which, to Seller’s Knowledge, are adequate to protect the Company’s
proprietary interest therein.

4 No employee of the Company is a party to, or is otherwise bound by, any
agreement, including any confidentiality, non-competition or proprietary rights agreement, between such
employee and the Company or, to Seller’s Knowledge, any other Person that materially adversely affects
or will affect the performance of that employee’s duties as an employee of the Company following the
Closing.

(w) Litigation and Claims. DIxcept as described on Schedule 3.3(w), there are no
Actions, in law or in equity, and there are no Actions before any Governmental Authority, pending or, to
Seller’s Knowledge, threatened against the Company, or any of the Company’s officers, directors or
Affiliates, with respect to or affecting the Company’s operations, Business or Assets, or with respect to
the consummation of the transactions contemplated hereby. To Seller’s Knowledge, there are no facts
which, if known by a potential claimant or Governmental Authority, would give rise to an Action which,
if asserted or conducted with results unfavorable to Seller, may have a Matertal Adverse Effect. The
Company is not a party to, or bound by, any decree, order or arbitration award (or agreement entered into
in any administrative, judicial or arbitration proceeding with any Governmental Authority) with respect to
or affecting the Company’s operations, Business or Assets.

(x) Warranties. The Company or the Seller have not made any oral or written
warranties with respect to the quality of the products or services which it has sold or performed which are
in force as of the date hereof, except for those warranties which are described in Schedule 3.3(x). There
are no claims pending or, to Seller’s Knowledge, anticipated or threatened against the Company with
respect to the quality of such products or services. The Disclosure Schedule sets forth a true and correct
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summary of all claims since January 1, 2007 with respect to the quality of the Company’s products and
services, and all credits and allowances given to customers during such period with respect thereto, The
Company or the Seller have not been required to pay any damages to any Person in connection with any
of the products or services provided by the Company at any time since January 1, 2007.

(v) Compliance with Laws, Except as set forth on Schedule 3.3(y), the Company or
the Seller are not (and since January 1, 2007 have not been) in violation of, or delinquent in respect to,
any decree, order or arbitration award or law, statute, or regulation of or agreement with, or any Permit
from, any Governmental Authority to which the property, assets, personnel or Business activities of the
Company is subject, including federal, state or local laws, statutes and regulations relating to equal
employment opportunities, fair employment practices, occupational health and safety, wages and hours,
discrimination, political elections and political contributions. Since January 1, 2007, the Company or the
Seller have not received from any Governmental Authority any written notification with respect to
possible noncompliance of any decree, order, writ, judgment or arbitration award or law, statute,
regulation or agreement.

(z) Environmental Matters. The Company is in compliance, in all material respects,
with all applicable Environmental Laws and possesses and is in compliance, in all material respects, with
all Environmental Permits which are required for the operation of its Business. The Company or the
Seller have not received any communication alleging that the Company is not, or since January 1, 2007
was not, in compliance with any applicable Environmental Laws or Environmental Permits, There is no
Environmental Claim pending or, to Seller’s Knowledge, threatened against the Company. Neither the
Company nor Seller has received any notice from any Person of potential or actual Liability or a written
request for information from any Person under or relating to CERCLA or any comparable state or local
law.

(aa)  Real Estate.

(D The Company sub-leases the real property described on Schedule
3.3(aa).

{(bb)  Intellectual Property.

(1) Schedule 3.3(bb) contains a complete and accurate Hst of all (A)
patented or registered Intellectual Property Rights owned or used by the Company, (B) pending patent
applications and applications for other registrations of Intellectual Property Rights filed by or on behalf of
the Company and (C) material unregistered Intellectual Property Rights owned or used by the Company.
Schedule 3.3(bb) also contains a complete and accurate list of all licenses and other rights granted by the
Company to any third party with respect to any Intellectual Property Rights and all licenses and other
rights granted by any third party to the Company with respect to any Intellectual Property Rights, in each
case identifying the subject Intellectual Property Rights. The Company owns and possesses all right, title
and interest to, or has the right to use pursuant to a valid and enforceable license, all Intellectual Property
Rights necessary for the operation of the Business of the Company as presently conducted and as
presently proposed to be conducted, free and clear of all Claims, Without limiting the generality of the
foregoing, the Company owns and possesses all right, title and interest in and to all Intellectual Property
Rights created or developed by the Company’s employees and independent contractors or under the
direction or supervision of the Company’s or employces or independent contractors relating to the
businesses of the Company. The Company has taken all reasonable necessary steps to maintain and
protect the Intellectual Property Rights which it owns and uses.
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) Except as set forth on Schedule 3.3(bb), (A) there have been no claims
made against the Company asserting the invalidity, misuse or unenforceability of any of the Intellectual
Property Rights owned or used by the Company, to Seller’s Knowledge, there is no basis for any such
claim, (B) neither the Company nor the Seller has received any notices of, and has no Knowledge of any
facts which indicate a reasonable likelihood of, any infringement or misappropriation by, or conflict with,
any third party with respect to any Intellectual Property Rights (including any demand or request that the
Company license any rights from a third party), (C) to Seller’s Knowledge, the conduct of the Company’s
Business has not infringed, misappropriated or conflicted with and does not infringe, misappropriate or
conflict with any Intellectual Property Rights of other Persons, (D) the Company has the right to use and
license the Intellectual Property Rights, free and clear of any claim or conflict with the rights of others,
(E) no rovalties, honorariums or fees are payable by the Company to any person by reason of the
ownership or use of any of the Intellectual Property Rights, (F) to the extent that any item constituting
part of the Intellectual Property Rights has been registered with, filed in or issued by, any Governmental
Authority, such registrations, filings or issuances are listed on the Schedule 3.3(bb) and were duly made
and remain in full force and effect and (G) to the extent any of the Intellectual Property Rights constitutes
proprietary or confidential information, the Company has adequately safeguarded such information from
disclosure. The transactions contemplated by this Agreement will not have a Material Adverse Effect on
the Company’s right, title or interest in and to the Intellectual Property Rights listed on Schedule 3.3(bb)
and all of such Intellectual Property Rights shall be owned or available for use by the Company on
identical terms and conditions immediately after the Closing.

3) Except as set forth on Schedule 3.3(bb), no open source source code,
freeware, libraries or any source code subject to any open source license or any other license requiring the
disclosure of source code, has been used to create any software that is owned by the Company and
distributed to any Person. Except as sct forth on Schedule 3.3(bb), the Company is not a party to any
agreement requiring the deposit of any source code with an escrow agent or escrow service.

(cc)  lmproper Payments. Neither the Company nor the Seller nor any of their respective
former or current officers, directors, shareholders, partners, members, employees, agents or
representatives has made, directly or indirectly, with respect to the Business, any bribes or kickbacks,
illegal political contributions, payments from corporate funds not recorded on the books and records of
the Company, payments to officials of Governmental Authorities for the purpose of affecting their action
or the action of the Governmental Authority they represent, to obtain favorable treatment in procuring
business, grants, Contracts or licenses or to obtain special concessions or otherwise obtain favorable
treatment or other payments to obtain or retain business, Contracts, grants, special concessions or
favorable treatment from a Governmental Authority, Without limiting the generality of the foregoing,
neither the Company nor the Seller nor any of their respective former or current officers, directors,
shareholders, partoers, members, employees, agents or representatives, directly or indirectly, has made or
agreed to make (whether or not said payment is lawful} any payment to obtain, or with respect to, sales or
procurement of business other than usual and regular compensation to its employees and representatives
with respect to such sales or procurement of business.

(dd)  Brokers. Neither Seller, any of its Affiliates nor the Company have dealt with any
Person who is entitled to a broker’s commission, finder’s fee, investment banker’s fee or similar payment
from Purchaser or the Company for arranging the transactions contemplated hereby or introducing the
parties to each other,

3.4 Limitation on Warranties. Except as expressly set forth in Sections 3.2 and 3.3, the
parties make no other express or implied warranties of any kind whatsoever.
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ARTICLE 1V
Actions Prior to the Closing Date; Conditions Precedent

4.1 Actions Prior to the Closing Date. The respective parties hereto covenant and agree to
take the following actions between the date hereof and the Closing Date:

(a) Investigation of the Company by Purchaser. The Company shall afford the
officers, employees and authorized representatives of Purchaser (including, without limitation,
independent public accountants and attorneys) complete access to the offices, properties, employees and
business and financial records (including computer files, retrieval programs and similar documentation)
of the Company to the extent Purchaser shall deem necessary or desirable. If requested, the Company or
Seller shall provide legible copies to the Purchaser’s representatives of any and all documents,
documentation or information related to this transaction. No investigation made by Purchaser or ifs
representatives hereunder shall affect the representations and warranties of the Seller or the Company
hereunder.

b Preserve Accuracy of Representations and Warranties. Each of the parties hereto
shall refrain from taking any action which would render any representation or warranty contained in
Article 3 of this Agreement inaccurate as of the Closing Date.

(c) Operations Prior 1o the Closing Date. The Seller and the Company shall enter
into a management agreement with the Purchaser for the operation and administration of the Business in
the Ordinary Course of Business.

(d) Notification by the Company and the Seller of Certain Matters. During the
period prior to the Closing Date, the Company and the Seller will promptly advise Purchaser in writing
of: (i) any adverse change in the condition of the Shares, Assets or the Business or any change in any of
the information set forth in the Disclosure Schedule; (ii) any notice or other communication from any
third Person alleging that the consent of such third Person is or may be required in connection with the
transactions contemplated by this Agreement; and (iii) any default under any of the Contracts, Real
Property Leases or Personal Property Leases or event which, with notice or lapse of time or both, would
become such a default on or prior to the Closing Date.

(e) Best Efforts. Each of the parties will use their best efforts to take all action and
to do all things necessary in order to consummate and make effective the transactions contemplated by
this Agreement (including satisfaction of the closing conditions set forth in this Article 4). This Section
4.1{e) shall not be construed to obligate any of the parties to waive any condition precedent to perform
any obligations hereunder.

() Consents of Third Parties: Governmental Approvals. The Company, the Seller
and Purchaser shall cooperate and act diligently and reasonably to secure, before Closing, the consent,
approval or waiver, in form and substance reasonably satisfactory to Purchaser, from any party to any of
the Contracts including without limitation any leases for real or personal property or any Governmental
Authority required to be obtained to assign or transfer any such agreements to Purchaser or to otherwise
satisfy the conditions set forth in Section 4.2; and provided, that the Company and the Seller shall not
make any agreement or understanding affecting the Shares, Assets or the Business or the matters set forth
on the Disclosure Schedule as a condition for obtaining any such consents or waivers except with the
prior written consent of Purchaser. During the period prior to Closing, Purchaser shall act diligently and
reasonably to cooperate with the Company and the Seller to obtain the consents, approvals and waivers
contemplated by this Section.
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(2) Payment of Indebtedness. The Seller will cause all indebtedness owed to the
Company by the Seller to be paid in full prior to Closing. The Seller shall cause forgiveness of all
indebtedness owed by Company to the Seller, it Affiliates, key employees, principals, or major investors
including, without limitation, the Key Employees.

4.2 Conditions Precedent to Obligations of Purchaser. The obligations of Purchaser under
this Agreement shall, at the option of Purchaser, be subject to the satisfaction, on or prior to Closing, of
the following conditions:

(a) No Misrepresentation or Breach of Covenants and Warranties. There shall have
been no material breach by the Company or the Seller in the performance of any of their covenants and
agreements herein; each of the representations and warranties of the Seller contained or referred to in this
Agreement shall be true and correct on the Closing Date in all respects, except for changes therein
specifically permitted by this Agreement or resulting from any transaction expressly consented to in
writing by Purchaser or any transaction contemplated by this Agreement; and there shall have been
delivered to Purchaser a certificate to such effect, dated the Closing Date, signed by the President of the
Company on behalf of the Company and by the Seller.

(b) No Changes or Destruction of Property. As of the Closing Date, there shall have
been: (1) no adverse change in the Shares, Assets, the Business or the operations, Liabilities, profits,
prospects or condition (financial or otherwise) of the Company; (ii) no adverse federal or state legislative
or regulatory change affecting the Shares, the Assets, the Business or its products or services; and (iii) no
damage to the Assets by fire, flood, casualty, act of God or public enemy or other cause; regardless of
insurance coverage for such damage; and there shall have been delivered to Purchaser a certificate to such
effect, dated the Closing Date and signed by the President of the Company on behalf of the Company and
the Seller.

(c) No Restraint or Litigation. No action, suit, investigation or proceeding shall have
been instituted or threatened to restrain or prohibit or otherwise challenge the legality or validity of the
transactions contemplated by this Agreement and there shall be no litigation filed by any of Seller's
shareholders pursuant to Seller's shareholders agreement or any dissenter’s rights statutes; and there shall
have been delivered to Purchaser a certificate to such effect, dated the Closing Date and signed by the
President of the Company and the Seller on behalf of the Company and the Seller.

(d) Necessary Governmental Approvals, The parties shall have received all
approvals and actions of or by all Governmental Authorities including without limitation approval from
the Florida Office of Insurance Regulation which are necessary to consummate the transactions
contemplated by this Agreement, which are required to be obtained prior to the Closing by applicable
laws and regulations or which are necessary to prevent an adverse change in the Shares, the Assets or the
Business or the operations, Liabilities, profits, prospects or condition (financial or otherwise) of the
Company.

(e Necessary Consents. The Company and the Seller shall have received all
consents, in form and substance reasonably satisfactory to Purchaser, from the other parties to the
Contracts to which the Company is a party or by which the Company or any of the Shares, the Assets or
the Business is affected or are otherwise necessary to prevent an adverse change in the Shares, the Assets
or the Business or in the operations, Liabilities, profits, prospects or condition (financial or otherwise) of
the Company,
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4.3 Conditions Precedent to Obligations of Seller. The obligations of Seller under this
Agreement shall, at the option of Seller, be subject to the satisfaction, on or prior to Closing, of the
following conditions:

{a) No Misrepresentation or Breach of Covenants and Warranties. There shall have
been no material breach by Purchaser in the performance of any of its covenants and agreements herein;
each of the representations and warranties of Purchaser contained or referred to in this Agreement shall be
true and correct on the Closing Date in all material respects, except for changes therein specifically
permitted by this Agreement or resulting from any transaction expressly consented to in writing by the
Company or the Seller or any transaction contemplated by this Agreement; and there shall have been
delivered {o Seller a certificate to such effect, dated the Closing Date and signed on behalf of Purchaser.

() No Restraint or Litigation. No action, suit or proceeding by any Governmental
Body shall have been instituted or threatened to restrain, prohibit or otherwise challenge the legality or
validity of the transactions contemplated by this Agreement; and there shall have been delivered to Seller
a certificate to such effect, dated the Closing Date and signed on behalf of Purchaser.

(c) Necessary _Governmental Approvals. The parties shall have received all
approvals and actions of or by all Governmental Authorities necessary to consummate the transactions
contemplated by this Agreement, which are required to be obtained prior to Closing by applicable laws
and regulations.

ARTICLE YV
Termination

5.1 Mutual Termination of Agreement. The parties may terminate this Agreement by
mutual written consent at any time prior to the Closing Date.

5.2 Termination of Agreement by Purchaser. Purchaser may terminate this Agreement by
giving written notice to Seller at any time prior to the Closing Date: (a) in the event the Seller or the
Company has breached any representation, warranty, or covenant contained in this Agreement in any
respect, Purchaser has notified Seller of the breach, and the breach has continued without cure for a
period of five (5) days after the notice of breach; or (b) if the Closing shall not have occurred on or before
June 30, 2011, by reason of the failure of any condition precedent under Section 4.2 hereof, (unless the
failure results primarily from Purchaser breaching any representation or warranty, contained in this
Agreement).

53 Termination of Agreement by Seller. Seller may terminate this Agreement by giving
written notice to Purchaser at any time prior to the Closing Date: (a) in the event Purchaser has breached
any representation, warranty, or covenant contained in this Agreement in any material respect, Seller has
notified Purchaser of the breach, and the breach has continued without cure for a period of five (5) days
after the notice of breach; or (b) if the Closing shall not have cccurred on or before June 30, 2011, by
reason of the failure of any condition precedent under Section 4.3 hercof (unless the failure results
primarily from the Company or the Seller breaching any representation or warranty, contained in this
Agreement).

54  Effect of Termination. If any party terminates this Agreement pursuant to Section 5.2
or Section 5.3 above, all rights and obligations of the parties hereunder shall terminate without any
liability of any party to any other party (except for any liability of any party then in breach).
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ARTICLE VI
Post-Closing Agreements

6.1 Post-Closing_Agreements. From and after the Closing, the parties shall have the
respective rights and obligations which are set forth in the remainder of this ARTICLE VL

6.2 Inspection of Records. Seller shall make its respective books and records (including
work papers in the possession of their respective accountants, attorneys, business professionals and
consultants) with respect to the Company available for inspection by the Purchaser, or by its duly
accredited representatives, for reasonable business purposes at all reasonable times during normal
business hours, for a five (5) year period after the Closing Date, with respect to all transactions of the
Company occurring prior to and relating to the Closing, and the historical financial condition, assets,
liabilities, operations and cash flows of the Company. As used in this Sectiom 6.2, the right of inspection
includes the right to make extracts or copies.

6.3 Use of Trademarks. Seller shall not use and shall not license or permit any third party
to use, any name, slogan, logo or trademark which is deceptively similar to any of the names or
trademarks used in connection with the Business of the Company.

6.4 Payments of Accounts Receivable, In the event the Seller shall receive any instruments
of payment of any of the Accounts Receivable, Seller shall forthwith deliver such instruments to
Purchaser, endorsed where necessary, without recourse, in favor of Purchaser,

6.5 Third Party Claims. The parties shall cooperate with each other with respect to the
defense of any Third Party Claims subsequent to the Closing Date which are not subject to the
indemnification provisions contained in ARTICLE VII, provided that the party requesting cooperation
shall reimburse the other party for the other party’s reasonable out-of-pocket costs and expenses of
furnishing such cooperation,

6.6 Non-Competition; Non-Solicitation; Confidentiality. In consideration of the benefits
of this Agreement to the Seller and in order to induce Purchaser to enter into this Agreement, the Seller
hereby covenants and agrees as follows:

(a) From and after the Closing and until the one (1) year anniversary of the Closing
Date, neither the Seller nor its Affiliates, or its Key Employees shall, directly or indirectly, as a partner,
stockholder, proprietor, consultant, joint venturer, investor or in any other capacity:

(1) engage in, or own, manage, operate or conirol, or participate in the
ownership, management, operation or control of, any business or entity which engages anywhere in
Florida in the Business or which contracts with Assurant for any services; provided, however, that
nothing herein shall prohibit the Seller, its Affiliates and Key Employees from owning, in the aggregate,
not more than five percent (5%) of any class of securities of a publicly traded entity in any of the portion
of the Business so long as neither the Seller nor any of its Affiliates participate in any way in the
management, operation or control of such entity; or

(2) solicit any customer of the Company to purchase products or services
which could be provided by the Company on a commercially reasonable basis.

(b) From and after the Closing and until the five (5) year anniversary of the Closing
Date, neither the Seller nor its Affiliates, or its Key Employees shall, directly or indirectly, as a partner,
stockholder, proprietor, consultant, joint venturer, investor or in any other capacity: hire or solicit to perform
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services from (as an employee, consultant or otherwise) any Persons who are or, within the one (1) year
period immediately preceding the Closing Date were, employees of the Company, Purchaser or any of
Purchaser’s Affiliates or take any actions which are intended to persuade any such employees to terminate
his or her association with the Company, Purchaser or any of Purchaser’s Affiliates; provided, however, that
general solicitations of employment published in a journal, newspaper or other publication of general
circulation and not specifically directed towards such employees shall not be deemed to constitute
solicitation for purposes of this subparagraph (b);

(c) From and after the Closing, the Seller and its Affiliates, and its Key Employees,
principals, or major investors including, without limitation, Charles O’Neill, Andrew Cassidy and Henry
Neely shall keep confidential and not disclose to any other Person or use for their own benefit or the benefit
of any other Person, any information regarding the Company. The obligation of the Seller and its Affiliates,
key employees, principals, or major investors including, without limitation, Charles O’Neill, Andrew
Cassidy and Henry Neely under this paragraph (b) shall not apply to information which: (1) is or becomes
generally available to the public without breach of the commitment provided for in this paragraph (c); or (2)
is required to be disclosed by law, order or regulation of a court or tribunal or Governmental Authority;
provided, however, that in any such case, the disclosing party shall notify Purchaser as early as reasonably
practicable prior to disclosure to allow Purchaser to take appropriate measures to preserve the confidentiality
of such information;

(d) The Seller acknowledges that, given the nature of the business of the Company, the
covenants contained in this Sectiom 6.6 contain reasonable limitations as to time, geographical area and
scope of activity to be restrained, and do not impose a greater restraint than is necessary to protect and
preserve for the benefit of Purchaser the goodwill of the Company and to protect the legitimate business
interests of Purchaser. If, however, this Section 6.6 is determined by any court of competent jurisdiction to
be unenforceable by reason of its extending for too long a period of time or over too large a geographic arca
or by reason of its being too extensive in any other respect or for any other reason it will be interpreted to
extend only over the longest period of time for which it may be enforceable or over the largest geographical
area as to which it may be enforceable or to the maximum extent in all other aspects as to which it may be
enforceable, all as determined by such court and in such action. The Seller agrees that Purchaser’s remedies
at law for any breach or threat of breach by the Seller of the provisions of this Section 6.6 will be
inadequate, and that Purchaser shall be entitled to an injunction or injunctions, without the necessity for the
posting of a bond or other collateral security, to prevent breaches of the provisions of this Section 6.6 and to
enforce specifically the terms and provisions hereof,

Notwithstanding the foregoing, section 6.6(a)(1) shall not apply to Inter-Atlantic or its Affiliates.

6.7 Further Assurances. The parties shall execute such further documents, and perform
such further acts, as may be necessary to transfer and convey the Shares and Assets to Purchaser, on the
terms herein contained, and to otherwise comply with the terms of this Agreement and consummate the
transactions contemplated hereby.

ARTICLE vI1
Indemnification

7.1 General. From and after the Closing, the parties shall indemnify each other as provided
in this ARTICLE VII. No specifically enumerated indemnification obligation with respect to a
particular subject matter as set forth below shall limit or affect the applicability of a more general
indemmification obligation as set forth below with respect to the same subject matter.
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7.2 Seller’s Indemnification Obligations. Seller shall indemnify, save and keep each
Purchaser Indemmnitee harmless against and from all Damages sustained or incurred by any Purchaser
Indemnitee, as a result of, or arising out of, or by virtue of:

(a) any inaccuracy in or breach of any representation and warranty made by the
Seller to Purchaser herein or in any closing document delivered to Purchaser in connection herewith; and

(b) the breach by Seller of, or failure of Seller to comply with, any of the covenants
or obligations under this Agreement to be performed by the Seller (including its obligations under this
ARTICLE VII),

73 Purchaser’s Indemnification Obligations. Purchaser shall indemnify, save and keep
the Seller Indemnitee harmless against and from all Damages sustained or incurred by any Seller
Indemnitee, as a result of or arising out of or by virtue of:

(a) any inaccuracy in or breach of any representation and warranty made by Purchaser
to Seller herein or in any closing document delivered to Seller in connection herewith; or

(b) any breach by Purchaser of, or failure by Purchaser to comply with, any of the
covenants or obligations under this Agreement to be performed by Purchaser (including without limitation
its obligations under this ARTICLE VII),

7.4 Cooperation. Subject to the provisions of Section 7.5, the Indemnified Party shall have
the right, at its own expense, to participate in the defense of any Third Party Claim, and if said right is
exercised, the parties shall cooperate in the investigation and defense of said Third Party Claim.

7.5 Third Party Claims. The following provisions shall govern the defense and settlement
of Third Party Claims:

(a) Forthwith following the receipt of notice of a Third Party Claim, the party receiving
the notice of the Third Party Claim shall (i) notify the other party of its existence setting forth with
reasonable specificity the facis and circumstances of which such party has received notice and (ii) if the
party giving such notice is an Indemnified Party, specifying the basis hereunder upon which the Indemnified
Party’s claim for indemnification is asserted. Upon receipt of such notice, the Indemnifying Party may elect
to agsume the defense of a Third Party Claim with counsel satisfactory to the Indemnified Party by giving a
written ten (10) day notice to the Indemnified Party of its election to assume the defense of the Third Party
Claim.

(b) If the Indemnifving Party assumes the defense of the Third Party Claim, then,
except as hereinafter provided, the Indemnified Party shall not, and the Indemnifying Party shall, have the
right to contest, defend, litigate or settle such Third Party Claim. Notwithstanding the foregoing provisions
of this Section 7.5, the Indemnifying Party shall not be entitled to assume and thereafter conduct the defense
of the Third Party Claim if (i) the claim for indemnification relates to or arises in connection with any
criminal proceeding, Action, indictment, allegation or investigation, or (ii) the claim seeks an injunction or
equitable relief against the Indemnified Party. The Indemnified Party shall have the right to be represented
by counsel at its own expense in any contest, defense, Action or settlement conducted by the Indemnifying
Party provided that the Indemnified Party shall be entitled to reimbursement therefor if the Indemnifying
Party shall not have the right, or shall lose its right, to contest, defend, litigate and settle the Third Party
Claim as herein provided. The Indemnifying Party shall lose its right to defend and settle the Third Party
Claim if it shall fail to diligently contest the Third Party Claim.
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(c) So long as the Indemnifying Party has, and has not lost, its right or obligation to
contest, defend, litigate and settle as herein provided, the Indemnifying Party shall have the exclusive right
to contest, defend and litipate the Third Party Claim and shall have the exclusive right, in its discretion
exercised in good faith, and upon the advice of counsel, to settle any such matter, either before or after the
initiation of litigation, at such time and upon such terms as it deems fair and reasonable, provided that at
least ten (10) days prior to any such settlement, written notice of its intention to settle shall be given to the
Indemnified Party. All expenses (inchuding without limitation attorneys’ fees) incurred by the Indemnifying
Party in connection with the foregoing shall be paid by the Indemnifying Party. Notwithstanding the
foregoing, in connection with any settlement negotiated by an Indemnifying Party, no Indemnified Party
shall be required by an Indemnifying Party to (w) enter into any settlement that does not include as an
unconditional term thereof the delivery by the claimant or plaintiff to the Indemnified Party of a release from
all Liability in respect of such Action, (x) enter into any settlement that attributes by its terms Liability to the
Indemnified Party or admits wrongdoing, fault or violation of law on the part of the Indemmnified Party, (y)
enter into a settlement that imposes any obligation or restriction upon the Indemnified Party (other than
customary releases reasonably acceptable to the Indemmified Party), or (z) consent to the entry of any
judgment that does not include as a term thereof a full dismissal of the Action with prejudice or involves the
granting of injunctive or equitable relief against any indemnified party, No failure by an Indemnifying Party
to acknowledge in writing its indemnification obligations under this ARTICLE VII shall relieve it of such
obligations to the extent they exist.

(d) If an Indemnified Party is entitled to indemnification against a Third Party Claim,
and the Indemnifying Party fails to accept a tender of, or assume, the defense of a Third Party Claim
pursuant to this Section 7.5, or if, in accordance with the foregoing, the Indemnifying Party shall not have,
or shall lose, its right to contest, defend, litigate and settle such a Third Party Claim, the Indemnified Party
shall have the right, without prejudice to its right of indemnification hereunder, in its discretion exercised in
good faith and upon the advice of counsel, to contest, defend and litigate such Third Party Claim, and may
settle such Third Party Claim, either before or after the initiation of litigation, at such time and upon such
terms as the Indemnified Party deems fair and reasonable, provided that at least ten (10) days prior to any
such settlement, written notice of its intention to settle is given to the Indemmifying Party. If, pursuant to
this Section 7.5, the Indemnified Party so contests, defends, litigates or settles a Third Party Claim, for
which it is entitled to indemnification hereunder as hereinabove provided, the Indemnified Party shall be
reimbursed by the Indemnifying Party for the reasonable attorneys’ fees and other expenses of defending,
contesting, litigating or settling the Third Party Claim which are incurred from time to time, forthwith
following the presentation to the Indemnifying Party of itemized bills for said attorneys® fees and other
expenses.

7.6 Time Limitations. Seller shall have no liability (for indemnification or otherwise) with
respect to any breach of a representation or warranty, or covenant or obligation to be performed or compiled
with prior to the Closing Date, unless on or before the Survival Date, Purchaser notifies Seller of a claim in
writing specifying the factual basis of that claim in reasonable detail to the extent then known by the
Purchaser.

ARTICLE VIII
Miscellaneous

8.1 Publicitv. Ixcept as otherwise required by law, press releases and other publicity
concerning this transaction shall be made only with the prior written agreement of the Seller and
Purchaser (and in any event, the parties shall use all reasonable efforts to consult and agree with each
other with respect to the content of any such required press release or other publicity).
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8.2 Notices. All notices required or permitted to be given hereunder shall be in writing and
may be delivered by hand, by facsimile, by nationally recognized private courier, or by United States
mail. Notices delivered by mail shall be deemed given three (3) business days after being deposited in the
United States mail, postage prepaid, registered or certified mail, return receipt requested. Notices
delivered by hand by facsimile, or by nationally recognized private courier shall be deemed given on the
first business day following receipt; provided, however, that a notice delivered by facsimile shall only be
effective if such notice is also delivered by hand, or deposited in the United States mail, postage prepaid,
registered or certified mail, on or before two (2) business days after its delivery by facsimile. All notices
shall be addressed as follows: '

If to Seller:

Avalon Healthcare Holdings, Inc.

3030 N. Rocky Point Drive, W. Suite 800
Tampa, Florida 33607

Aftention: Charles T. O’Neil

Fax: { ) -

with a copy to;

Bush Ross, PA

1801 N. Highland Avenue
Tampa, Florida 33602
Attention: Joseph Probasco
Fax: (813) 223 - 9620

If to Purchaser:

Key Insurance Plans, Inc.
5440 Mariner Street, Suite 110
Tampa, Florida 33609
Attention; Dr. Bruce Frieman
Fax: (813) 288 - 8520

with a copy to:

DLA Piper, LP

101 East Kennedy Blvd, Suite 2200
Tampa, Florida 33602

Attention: Michael Bedke

GrayRobinson, P.A.

201 N. Franklin Street, Suite 2200
Tampa, Florida 33602

Attention: Tina Dunsford, Esquire
Fax: (813} 273-5000

Walroth-Sadurni Law
5201 Blue Lagoon Drive
Penthouse

Miami, Florida 33126
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Attention: Stephen P. Walroth-Sadurni
e-Fax: (305) 675- 2331

or to such other respective addresses or addressees as may be designated by notice given in accordance
with the provisions of this Section 8.2.

8.3 Expenses. Each party hereto shall bear all fees and expenses incurred by such party in
connection with, relating to or arising out of the negotiation, preparation, execution, delivery and
performance of this Agreement and the consummation of the transactions contemplated hereby, including
financial advisors’, attorneys’, accountants’ and other professional fees and expenses.

8.4 Entire Agreement. This Agreement, and the instruments to be delivered by the parties
pursuant to the provisions hereof constitute the entire agreement between the parties and shall be binding
upon and inure to the benefit of the parties hereto and their respective legal representatives, successors
and permitted assigns. Fach Appendix, Exhibit, schedule and the Disclosure Schedule, shall be
considered incorporated into this Agreement. Any amendments, or alternative or supplementary
provisions, to this Agreement, must be made in writing and duly executed by an authorized representative
or agent of each of the parties hereto.

8.5 Non-Waiver. The failure in any one or more instances of a party to insist upon
performance of any of the terms, covenants or conditions of this Agreement, to exercise any right or
privilege in this Agreement conferred, or the waiver by said party of any breach of any of the terms,
covenants or conditions of this Agreement, shall not be construed as a subsequent waiver of any such
terms, covenants, conditions, rights or privileges, but the same shall continue and remain in full force and
effect as if no such forbearance or waiver had occurred. No waiver shall be effective unless it is in
writing and signed by an authorized representative of the waiving party.

8.6 Counterparts. This Agreement may be executed in multiple counterparts, each of which
shall be deemed an original and all of which together shall constitute one instrument. This Agreement
may be executed through the exchange of facsimile or pdf e-mail signature pages, which shall have the
same legal effect as original signatures.

8.7 Severability. Whenever possible, each provision of this Agreement shall be interpreted
in such manner as to be effective and valid under applicable law, but if any provision of this Agreement is
held to be invalid, illegal or unenforceable in any respect under any applicable law or rule in any
jurisdiction, such invalidity, iHlegality or unenforceability shall not affect any other provision or any other
jurisdiction, and, for purposes of such jurisdiction, such provision or portion thereof shall be struck from
the remainder of this Agreement, which shall remain in full force and effect, This Agreement shall be
reformed, construed and enforced in such jurisdiction so as to best give effect to the intent of the parties
under this Agreement,

8.8 Applicable Law. This Agreement shall be governed and controlled as to validity,
enforcement, interpretation, construction, effect and in all other respects by the internal laws of the state
of Florida applicable to contracts made in that state, without giving effect to any choice of law or conflict
of law provision or rule that would cause the application of the laws of any jurisdiction other than the
State of Florida.

8.9 Binding Effect; Benefit. This Agreement shall inure to the benefit of and be binding
upon the parties hereto, and their successors and permitted assigns. Nothing in this Agreement, express
or implied, shall confer on any Person other than the parties hereto, and their respective successors and
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permitted assigns, any rights, remedies, obligations or liabilities under or by reason of this Agreement,
including third party beneficiary rights.

8.10  Assignability. This Agreement shall not be assignable by the Seller without the prior
written consent of Purchaser.

8.11  Rule of Construction. The parties acknowledge and agree that each has negotiated and
reviewed the terms of this Agreement, assisted by such legal and tax counsel as they desired, and has
contributed to its revisions. The parties further agree that the rule of construction that any ambiguities are
resolved against the drafting party will be subordinated to the principle that the terms and provisions of
this Agreement will be construed fairly as to all parties and not in favor of or against any party. The word
“including” means “including, without limitation”,

8.12  Governmental Reporting. Anything to the contrary in this Agreement notwithstanding,
nothing in this Agreement shall be construed to mean that a party hereto or other Person must make or
file, or cooperate in the making or filing of, any return or report to any Governmental Authority in any
manner that such Person or such party reasonably believes or reasonably is advised is not in accordance
with law.

8.13  Waiver of Trial by Jury. Each of the parties hereto waives the right to a jury trial in
connection with any Action seeking enforcement of such party’s rights under this Agreement.

8.14  Consent to Jurisdiction. This Agreement has been executed and delivered in and shall
be deemed to have been made in the State of Florida. Seller and Purchaser each agree to the exclusive
jurisdiction of any state or Federal court within the city of Tampa, Florida, with respect to any claim or
cause of action arising under or relating to this Agreement, and waives personal service of any and all
process upon it, and consents that all services of process be made by registered or certified mail, return
receipt requested, directed to it at its address as set forth in Section 8.2, and service so made shall be
deemed to be completed when received. Seller and Purchaser each waive any objection based on forum
non conveniens and waive any objection to venue of any action instituted hereunder. Nothing in this
paragraph shall affect the right of Seller or Purchaser to serve legal process in any other manner permitted
by law.

8.15 Amendments. This Agreement shall not be modified or amended except pursuant to an
instrument in writing executed and delivered on behalf of each of the parties hereto.

8.16 Headings. The headings contained in this Agreement are for convenience of reference
only and shall not affect the meaning or interpretation of this Agreement.

8.17 Approval of entire Agreement by Purchaser and Seller: This Agreement and any
amendments are legally binding only by execution and approval of both Purchaser and Seller. If any
Sections or Attachments of this Agreement have been amended those amended, will not be effective or
legally binding until reviewed and approved by both Purchaser and Seller.

8.18 Change in Governing Law: If any applicable laws or regulations are enacted, amended,
promulgated, repealed, or revised, whether or not retroactively, which affect any of the rights, duties, or
obligation of the parties hereunder, this Agreement will be deemed amended to the extent required to
remain in compliance with such laws and regulations, effective as of the date such laws or regulations
become effective.
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8.19  Breach and Injunction: In the event of an actual or threatened breach of this Agreement,
Purchaser will be entitled to an injunction enforcing this Agreement in addition to all other remedies
available by law. All rights, powers and remedies granted to either party by any particular term of this
Agreement are in addition to, and not in limitation of, any rights, powers, or remedies which it has under
any other term of this Agreement, at common law, at equity, by statute, or otherwise, and all such rights,
powers and remedies may be exercised separately or concurrently, in such order and as often as may be
deemed expedient by cither party.

8.20  Attorneys’ Fees. In the event of any action or proceeding arising out of or relating to
this Agreement or the breach, termination, validity, interpretation, or enforcement of this Agreement, the
prevailing party shall be entitled to recover all costs and reasonable attorneys’ fees incurred, including,
without limitation, costs and attorneys’ fees incurred in any investigations, trials, bankruptcy or
insolvency proceedings and appeals.

8.21 Duplicate Agreements. This Agreement may be executed in one or more counter-parts,
each of which shall be deemed an original but all together will constitute one and the same instrument.

[SIGNATURES ON THE FOLLOWING PAGE]
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IN WITNESS WHEREOF, the parties have executed this Amended and Restated Stock
Purchase Agreement on the date first shove written.

SELLER:

AVALON HEALTHCARE HOLDINGS, INC.

% Y, 2/11;6’
Name a}"’ff‘ST S

Title; r”f»&/ﬁws;d’eﬁfﬁ

PURCHASER:

CUSP, LLC




APPENDIX A

DEFINITIONS

For purposes of this Agreement, the following terms have the meanings set forth below.

“Accounts Receivable” means all of the Company’s trade accounts receivable, notes receivable,
negotiable instruments and chattel paper.

“Action” means any litigation, suit, action, proceeding, claim, demand, grievance, investigation,
hearing, audit, order, decree, injunction, judgment, ruling, directive, charge, award, arbitration award or
otherwise.

“Affiliate” with respect to any Person means any other Person whe directly or indirectly
Controls, is Controlled by, or is under common Control with such Person including in the case of any
Person who is an individual, his or her spouse, any of his or her descendants (lineal or adopted) or
ancestors, and any of their spouses.

“CERCLA” means Comprehensive Environmental Response, Compensation and Liability Act of
1980, as amended.

“Claims” means all options, proxies, voting trusts, voting agreements, judgments, pledges,
charges, escrows, rights of first refusal or first offer, mortgages, indentures, claims, transfer restrictions,
liens, equities, security interests and other encumbrances of every kind and nature whatsoever, whether
arising by agreement, operation of law or otherwise.

“Closing” means the consummation of the transactions contemplated by this Agreement.
“COBRA” means the Consolidated Omnibus Budget Reconciliation Act of 1985, as amended.
“Code” means the Internal Revenue Code of 1986, as amended.

“Contracts” means all contracts, leases, agreements and other instruments referred to in Section
3.3(0), and all of the other contracts, leases, agreements and other instruments referred to in this
Agreement (including, without limitation, the licenses with respect to Intellectual Property Rights).

“Control” means the possession, directly or indirectly, of the power to direct or cause the
direction of the management or policies of a Person, whether through ownership of securities, by contract
or otherwise,

“Damages” means all Actions, charges, complaints, Third Party Claims, demands, injunctions,
judgments, orders, decrees, rulings, dues, Liabilities, obligations, Taxes, liens, assessments, levies, losses,
diminution in value, fines, penaltics, damages, costs, fees and cxpenses (including reasonable attorneys’,
accountants’, investigators’, and experts’ fees and expenses incurred in investigating or defending any of
the foregoing or the enforcement of this Agreement).

“Disclosure Schedule” means the schedules delivered by the Seller to Purchaser concurrently
herewith and identified by the parties as the Disclosure Schedule.
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“Employee Plan” means any bonus, pension, stock option, stock purchase, benefit, welfare,
profit-sharing, retirement, disability, vacation, severance, hospitalization, insurance, incentive, deferred
compensation and other similar fringe or employee benefit plans, funds, programs or arrangements,
whether written or oral, in each of the foregoing cases which cover, are maintained for the benefit of, or
relate to any or all current or former employees of the Company, and any other ERISA Affiliate.

“Environmental Claim” means any and all administrative, regulatory or judicial actions, suits,
demands, directives, claims, liens, investigations, proceedings or notices of noncompliance or violation
(written or oral) by any Person alleging potential Liability (including potential liability for enforcement,
investigation costs, cleanup costs, governmental response costs, removal costs, remedial costs, natural
resources damages, property damages, personal injuries or penalties) arising out of, based on or resulting
from: (a) the presence or Release into the environment of any Hazardous Substance; or (b) circumstances
forming the basis of any violation or alleged violation of any Environmental Law; or {¢) any and all
claims by any Person seeking damages, contribution, indemnification, cost recovery, compensation or
injunctive relief resulting from the presence or Release of any Hazardous Substances.

“Environmental Laws” means all federal, state or local statutes, laws, rules, ordinances, codes,
rule of common law, regulations, judgments and orders in effect on the Closing Date and relating to
protection of human health or the environment (including ambient air, surface water, ground water,
drinking water, wildlife, plants, land surface or subsurface strata), including laws and regulations relating
to Releases or threatened Releases of Hazardous Substances, or otherwise relating to the manufacture,
processing, distribution, use, treatment, storage, disposal, transport or handling of Hazardous Substances.

“Environmental Permits” means all environmental, health and safety permits, licenses,
registrations, and approvals and authorizations from Governmental Authorities.

“ERISA” means the Employee Retirement Income Security Act of 1974, as amended.

“ERISA Affiliate” means any affiliate of the Company as determined under Code section 414(b),
(c), (m) or (o).

“Extended Representations and Warranties” means the representations and warranties contained
in Sections 3.3(v) (Employee Benefit Plans), and 3.3(aa) (Environmental Matters).

“Fiduciary” means a fiduciary, as such term is defined in section 3(21) of ERISA,
“EMLA” means the Family Medical Leave Act of 1993, as amended.

“Financial Statement Date” means December 31, 2010.

“Financial Statements™” means the audited consolidated balance sheets, consolidated statements of
income and retained earnings, consolidated statements of cash flows and notes to financial statements
(together with any supplementary information thereto) of the Company as of and for the years ended
December 31, 2007, 2008, 2009 and 2010.

“Fundamental Representations and Warranties” means the representations and warranties
contained in Sections 3.3(a) (Organization; Authority; Enforceability), 3.3(d) (Capitalization), 3.3(cc)
(Improper Payments), and 3.3(dd) (Brokers).

“GAAP” means United States generally accepted accounting principles.
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“Governmental Authority” means any (a) nation, state, county, city, town, borough, village,
district or other jurisdiction; (b) federal, state, local, municipal, foreign or other government; (c)
governmental or quasi-governmental authority of any nature (including any agency, branch, department,
board, commission, court, tribunal or other entity exercising governmental or quasi-governmental
powers); {d) multinational organization or body; (e) body exercising, or entitled or purporting to exercise,
any administrative, executive, judicial, legislative, police, regulatory or taxing authority or power, or (f)
official of any of the foregoing,

“Hazardous Substances” means: (a) any petroleum or petroleum products, radioactive materials,
asbestos in any form, mold, mildew, transformers or other equipment that contain diclectric fluid
containing regulated levels of polychlorinated biphenyls (PCBs) and radon gas; and (b) any chemicals,
materials or substances which are now or ever have been defined as or included in the definition of
“hazardous substances,” “hazardous wastes,” “hazardous materials,” “extremely hazardous wastes,”
“restricted hazardous wastes,” “toxic substances,” “toxic pollutants,” or other words of similar import,
under any Environmental Law.

“HIPAA” means the Health Insurance Portability and Accountability Act of 1996, as amended.

“Indebtedness” means all of the following: (a) all obligations of the Company for borrowed
money or funded indebtedness or issued in substitution for or exchange for borrowed money or funded
indebtedness (including obligations in respect of principal, accrued interest, and any applicable
prepayment, breakage or other premiums, fees or penalties); (b) any indebtedness evidenced by any note,
bond, debenture or other debt security or letters of credit (or reimbursement agreements in respect
thereof); (¢) any indebtedness representing the deferred and unpaid balance of the purchase price of any
property or services, including capital lease obligations, in each case together with all accrued interest
thereon and applicable prepayment, breakage or other premiums, fees or penalties; (d} any indebtedness
guaranteed by the Company; {e) bank overdrafts and checks which have been written on an account of the
Company but which have not cleared as of the Closing Date; and (f) any obligations with respect to the
termination of any interest rate hedging or swap agreements.

“Indemnified Party” means, with respect to a particular matter, a Person who is entitled to
indemnification from another party hereto pursuant to ARTICLE VIIL

“Indemnifying Party” means mean, with respect to a particular matter, a party hereto who is
required to provide indemmnification under ARTICLE VII to another Person.

“Intellectual Property Rights” means all (i) foreign and domestic patents, patent applications,
patent disclosures and inventions, (ii) Internet domain names, trademarks, service marks, trade dress,
trade names, logos and corporate or company names (both foreign and domestic) and registrations and
applications for registration thereof together with all of the goodwill associated therewith, (iii) copyrights
(registered or unregistered) and copyrightable works (both foreign and domestic) and registrations and
applications for registration thereof, (iv) mask works and registrations and applications for registration
thereof, (v) computer software, data, data bases and documentation thereof, including rights to third party
software used in the business, {vi) trade secrets and other confidential information (including ideas,
formulas, compositions, inventions (whether patentable or unpatentable and whether or not reduced to
practice), know how, manufacturing and production processes and techniques, rescarch and development
information, drawings, specifications, designs, plans, proposals, technical data, copyrightable works,
financial and marketing plans and customer and supplier lists and information), (vii) other intellectual
property rights and (viii) copies and tangible embodiments thereof (in whatever form or medium).

“Interim Financial Statement Date” means February 28, 2010.
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“Interim Financial Statements” means consolidated balance sheet and consolidated statements of
income and cash flows of the Company as of and for the 2 month period ended on the Interim Financial
Statement Date.

“IRS” means the United States Internal Revenue Service,
“Key Employee” means Charles O’Neill, Andrew Cassidy and Henry Neely.

“Knowledge” means, when used with respect to the Seller, the actual knowledge of Charles
O’Neill, Andrew Cassidy, and Henry Neely, after a reasonable inquiry as to the existence or absence of
facts that are the subject of such statement, representation or warranty. An individual will be deemed to
have “Knowledge” of a particular fact or other matter if (a) such individual is actually aware of such fact
or other matter after such individual has made reasonable inquiry as to such fact or other matter or (b} a
prudent individual could reasonably be expected te discover or otherwise become aware of such fact or
other matter in the exercise of reasonable and prudent diligence and oversight. A Person (other than an
individual) will be deemed to have “Knowledge” of a particular fact or other matter if any individual who
is serving as a director, executive, officer, partner, executor or trustee of such Person (or in any similar
capacity) has, or at anytime had, Knowledge of such fact or other matter,

“Liabilities” means any obligation or liability of the Company of any nature whatsoever (direct or
indirect, matured or unmatured, absolute, accrued, contingent or otherwise), whether or not required by
GAAP to be provided or reserved against on a balance sheet.

“Material Adverse Effect” means a material adverse effect on the business, operations (including
results of operations), assets, liabilities or financial condition of the Company, taken as a whole, other
than events, changes, effects, conditions or circumstances resulting from or relating to: (a) applicable
economic or market conditions of the industries in which the Company operate, (b) any change in
accounting requirements or principles or the interpretation thereof, (¢) changes in national or international
political or social conditions, including the engagement by the United States in hostilities, whether or not
pursuant to the declaration of a national emergency or war, or the occurrence of any military or terrorist
attack or any calamity or crisis, (d) any change in the financial, banking, credit, securities or commodities
markets or prevailing interest rates of the United States or any other jurisdiction or () any adverse
change, event, development or effect resulting from or relating to compliance with the terms of, or the
taking of any action required by, this Agreement, so long as, in the case of clauses (a) through {(d} such
event, change, circumstance, condition or effect does not adversely affect Company in a materially
disproportionate manner relative to similarly situated participants in the industries in which they operate.

“Net Profits” means the amount of cash earnings remaining after the Purchaser has paid all
financial obligations including, without limitation, expenses, salaries, rent, taxes, and interest and
Purchase has met the capital reserve requirements required by all federal and state regulatory agencies.

“OIR_Approval” means the written consent and approval by the State of Florida, Office of
Insurance Regulation, to the sale and transfer of the Shares from the Seller to the Purchaser as
contemplated by this Agreement.

“Ordinary Course of Business” means an action taken by a Person only if that action: (a)} is
consistent in nature, scope and magnitude with the past practices of such Person and is taken in the
ordinary course of the normal, day-to-day operations of such Person; (b) does not require authorization by
the board of directors or shareholders of such Person; and (c) is similar in nature, scope and magnitude to
actions customarily taken, without any authorization by the board of directors or shareholders (or by any
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Person or group of Persons exercising similar authority), in the ordinary course of the normal, day-to-day
operations of other Persons that are in the same or similar line of business as such Person.

“Organizational Documents” means (a) the articles or certificate of incorporation and the bylaws
of a corporation; (b) the certificate of formation and limited liability company agreement, operating
agreement, or like agreement of a limited liability company; (¢) the partnership agreement and any
statement of partnership of a general partnership; (d) the limited partnership agreement and the certificate
of limited partnership of a limited partnership; (¢) any charter or similar document adopted or filed in
connection with the creation, formation, or organization of a Person; and (f) any amendment to any of the
foregoing.

“Permits” means all licenses, permits, registrations and approvals from or with a Governmental
Authority other than the Environmental Permits.

“Permitted Liens” means (a} liens for Taxes and utilities that in each case are not yet due or are
not in arrears and (b} construction, mechanics’, carriers’, workers’, repairers’ or other similar liens
(inchoate or otherwise) if individually or in the aggregate they: (1) are not material; (2) arose or were
incurred in the Ordinary Course of Business; (3) have not been filed, recorded or registered in accordance
with applicable law; (4) notice of them has not been given to the Company; and (5) the indebtedness
securcd by them is not in arrears.

“Person” means any individual, corporation, partnership, limited liability company, joint venture,
association, bank, trust company, trust or other entity, whether or not legal entities, or any Governmental
Authority.

“Purchase Price” means the aggregate purchase price of the Shares and the Assets.
“Purchaser Indemnitees” means Purchaser and its directors, managers, officers, members,

shareholders, partners, agents, representatives, successors and assigns, and the term ‘“‘Purchaser
Indemnitee” means any one of the foregoing Purchaser Indemnitees.

“Related Parties™ means the Company’s present and former directors, managers, officers,
members, shareholders, partners, and their respective Affiliates.

“Release” means any release, spill, emission, emptying, leaking, injection, deposit, disposal,
discharge, dispersal, leaching, pumping, pouring, or migration into the atmosphere, soil, surface water,
groundwater or property,

“Returns” means all returmns, declarations, reports, statements and other documents required to be
filed in respect of Taxes, and the term “Return” means any one of the foregoing Returns.

“Seller Indemnitees” means Seller and its directors, former directors, managers, officers, former
officers, members, shareholders, partners, agents, representatives, successors and assigns, and the term
“Seller Indemnitee” means any one of the foregoing Seller Indemnitees.

“Significant Customer” means any of the 20 largest customers of the Business, measured in
terms of sales volume in dollars for the most recent fiscal year ended.

4€

Significant Supplier” means any supplier with respect to the Business from whom the Company
has collectively purchased $50,000 or more of goods or services during either of the two most recent
fiscal years endéd.
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“Shares” means the Company’s common stock, $1.00 par value per share,

“Survival Date” means (a) for claims based on an alleged breach of any of the Fundamental
Representations and Warranties, the date which is forty-five (45) days after the date on which the
applicable statute of limitations would bar such claim, (b) for claims based on an alleged breach of any of
the Extended Representations and Warranties, the date that is three (3} years after the Closing Date, and
(c) for all other claims based on an alleged breach of a representation and warranty, or covenant or
obligation to be performed or complied with prior to the Closing Date, the date that is thirty-six (36)
months after the Closing Date.

“Taxes” means all federal, state, local, foreign and other taxes and tax assessments and tax
charges, including without limitation all net income, gross income, gross receipts, sales, use, ad valorem,
transfer, franchise, profits, license, lease, service, service use, value added, withholding, payroll,
employment, unemployment, social security, excise, severance, stamp, occupation, premium, property,
windfall profits, customs, duties or other taxes, fees, assessments or charges of any kind whatever,
together with any interest and any penalties, additions to tax or additional amounts with respect thereto,
and any transferee liability in respect of any of the foregoing items, and the term “Tax” means any one of
the foregoing Taxes.

“Third Party Claim” means any Action which is asserted or overtly threatened by a Person other
than the parties hereto, their successors and permitted assigns, against any Indemnified Party or to which
any Indemnified Party is subject.
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SCHEDULE A

TO THE
STOCK PURCHASE AGREEMENT
DATED AS OF ,2011
BY AND BETWEEN
AVALON HEALTHCARE HOLDINGS, INC.
AND CUSP, LLC
ASSETS TO BE PURCHASED

All Tax Losses attributable to Company operations
All Furniture and Fixtures
All Computer Equipment including, without limitation, Servers

All Intellectual Property
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DISCLOSURE SCHEDULES
TO THE
STOCK PURCHASE AGREEMENT
DATED AS OF , 2011
BY AND BETWEEN

AVALON HEALTHCARE HOLDINGS, INC.

AND CUSP, LLC
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SCHEDULE 2.2
Provision Governing Payment of Purchase Price

Due to the financial condition of the Company, the parties have agreed that the Purchase Price referenced
shall only be paid after twelve months and shall be adjusted according to the terms below:

(a) Purchaser shall cause the Company to pay, discharge and satisfy all Claims, Indebtedness and
Liabilities of the Company accrued as of the Closing Date (the “Financial Obligations™). On the tenth
(10™) day following the first anniversary of the Closing Date, Purchaser shall deliver to Seller a cashier’s
check in an amount equal to $2,750,000.00 less the Financial Obligations paid by the Company during the
preceding twelve month period; provided, however, such amount shall not exceed the Purchase Price. To
clarify, any claim for healthcare services rendered on or before the Closing Date shall be deemed to be
accrued and part of the Financial Obligations; however, any subsequent claim for healthcare services
rendered after the Closing Date, regardless of whether related to a pre-existing medical condition of an
insured, shall not be deemed a Financial Obligation.

(b) Purchaser shall cause the Company to pay all Financial Obligations between $2,750,000.00 and
$3,200,000.00; provided however, Purchaser shall not be liable for any claims based on an alleged breach
of any of the Fundamental Representations and Warrantics or any claims based on an alleged breach of
any of the Extended Representations and Warranties.

(c) If the Financial Obligations paid by the Company at any time during the twenty-four month
period following Closing exceed $3,200,000.00, but are less than $3,400,000.00, the parties shall be
responsible as follows;

(1) The Company shall be obligated to pay fifty percent (50%) of the amount of the Financial
Obligations between $3,200,001.00 and $3,400,000.00 and the Purchaser shall cause the Company to pay
such amount;

(i) Charles T. O’Neill {(“O’Neill”) shall be obligated to pay twenty-five percent (25%) of the
amount of the Financial Obligations between $3,200,001 and $3,400,000; and

(i)  Andrew B. Cassidy (“Cassidy™) shall be obligated to pay twenty-five percent (25%) of
the amount of the Financial Obligations between $3,200,001.00 and $3,400,000.00.

(d) If the Financial Obligations paid by the Company during the twenty-four month period following
Closing exceed $3,400,000.00 (such Financial Obligations in excess of $3,400,000.00 and those claims
contemplated in (b)(ii) and (iii) above are hereinafter referred to as the *“Shareholder Indemnified
Claims™), Charles T. O’Neill shall indemnify the Company for fifty percent (50%) of the amount of such
Financial Obligations in excess of $3,400,000.00 and Andrew B. Cassidy shall indemnify the Company
for fifty percent (50%) of the amount of such Financial Obligations in excess of $3,400,000.00.

(e) The obligations of O*Neill and Cassidy for the Sharcholder Indemnified Claims shall be several,
not joint, Further, in the event that O’Neill or Cassidy is requested by Purchaser or the Company to
satisfy any Shareholder Indemnified Claim, O’Neill and Cassidy shall have the right to assume the
defense of any such Shareholder Indemnified Claim in accordance with Sections 7.4 and 7.5 of this
Agreement. O'Neill and Cassidy shall not have any liability for any Shareholder Indemnified Claim
unless, prior to the seccond anniversary of the Closing Date, the Company notifies O’Neill and Cassidy of
a claim specifying the factual basis for the claim in reasonable detail to the extent then known by the
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Company. Purchaser shall provide Seller, O’Neill and Cassidy with a monthly report detailing all
Financial Obligations paid by the Company.

H O’Neill and Cassidy shall deliver a personal guaranty to the Company guarantying each of their
respective obligations to the Company under subparagraphs (c) and (d). The obligations listed above for
(O’ Neill and Cassidy shall terminate at the end of twenty-four months after the Closing Date; provided,
however, that any amounts owed, liabilities incurred or Financial Obligations recognized and thus
triggering the obligations of O’Neill and Cassidy pursuant to such shall not terminate until such
obligations are resolved, dismissed or settled.

915374.7
#2590985 v2

9687332
42594048 v2



OFFICE OF INSURANCE REGULATION

KEVINM. MCCARTY
COMMISSIONER

IN THE MATTER OF:; CASENO.: 116802-11-CO

Application for the Acquisition of all the
Issued and OutstandingVoting Securities of
AVAHEALTH, INC,, a Domestic Insurer, by
KEY INSURANCE PLANS, INC.

/

CONSENT ORDER

. THIS CAUSE came on <for consideration upon the filing with the OFFICE OF
INSURANCE REGULATION ( hereinafter referred to as the “OFFICE”) of ah application for
approval of the acquisition of all of the issued and outstanding voting securities of
AVAHEALTH, INC,, (hereinafier referred to as “COMPANY™), a domestic insurer, by KEY
INSURANCE PLANS, INC. (hereinafter referred to as “APPLICANT”) pursuant to Section
628.461, Florida Statutes. Following a oomélétc review of the entire record, and onn
consideration thereof, and being otherwise fully advised in the premises, the OFFICE findg as

follows:

1. The OFFICE has Jurisdiction over the subject matter and the parties to this

proceeding.

2, APPLICANT has applied for, and subject to the present  and continuing

satisfaction of the requirements, terms and conditions established herein, has satisfactorily met
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all of the conditions precedent for the granting of' approval by the OFFICE of the proposed,
acquisition of all of the outstanding capital stock of COMPANY, . '

3 APPLICANT is a Florida corporation that is one hundred percent (100%) owned
by CUSP, LLC (hcrciﬁafter referred to as “CUSP”) a limited liability company. The application
represents that CUSP has as its managers the following individuals: Pedro Caretto, Mario Paez,
* Emnesto Urdanets and Enoc Segundo Martinez. The application also represents that Bruce

Frieman is a manager at large for CUSP. Said representations are material to the issuance of this
Consent Order.

4, COMPANY is a licensed life and health insurer domiciled in the state of Florida
and is one hundred percent (100%) owned by AVALON HBALTHCARE HOLDINGS, INC.
(bereinéﬁ& referred to as “AHH” or “SELLER”), a Florida corporation.

5, On March ]4,.2011, CUSP entered into a Stock Purchase Agregmcnt with
SELLER, which was subsequently amended and restated and filed with the OFFICE on May 27,
2011, whereby CUSP or its designee would acquire all of the issued and outstanding capital
stock of COMPANY. CUSP has tepresented that its designee shall be APPLICANT. The
aforementioned representation is material to the issuance of this Consent Order. Information is
_missing frofnSection 2.4 (vii), Schedule A and the Disclosure Schedule that form the Amended
and Restatéd Stock Purchasc Agreement. API;LICANT shall submit an executed copy of the
Amended and Restated Stock Purchase Agreement to the OFFICE for the OFFICE's review
within three (3) business days from the closing of the acquisition of COMPANY by the
APPLICANT. The exccuted Amended and Restated Stock Purchase Agreement submitted to the
OFFICE shall contain the missing information within Section 2.4 (vii), Schedule A, the

Disclosure Schedule and any other schedules, exhibits or related documents that effectuate the
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Amended and Restated Stock Purchase Agreement APPLICANT, SELLER and COMPAN'Y

agree that the OFFICE’s approval of the acquisition of COMPANY by APPLICANTV is

conditioned upon the OFFICE’s receipt and acceptance of the executed Amended and Restated
Stock Purchase Agreement. APPLICANT, SELLER and COMPANY further agree that this
Consent Order shall be dccmcd.void- should the OFFICE find the executed Amended and
Restated Stock Purchase Agreement to be unacceptable. A

6. Pursuant to Sphedﬁle 2.2 of the Amended and Restated Stock Purchase
Agmemém, the liability of APPLICANT is limited; however, APPLICANT agrees that it is
acquiring all of the issued and capital stock of COMPANY and the aforemcntioned liability
limitation shall only serve to réduce the adjusted purchase price of COMPANY. APPLICANT
and CUSP agree that APPLICANT shall be responsible for all liabilities, of ahy kind, on behalf
of COMPANY and APPLICANT shali pay all legitimate liabilitics of COMPANY in a timely
manner regardless of any reimbursement it may or may not receive pursuant to Schedule 2.2 of
the Amended and Restated. Stock Purchase Agreement. Additionally, the parties agree that the

purchase price of the COMPANY shall be paid by CUSP or APPLICANT,

7. Concurrent with the acquisition, the application represents that COMPANY shall

change its name to “Key Insurance Plan, Inc.”. Final approval of the name change is subject to
the receipt of a Certificate of Status issued by the Florida Office of the Secretary of State

reflecling the name change, as well as any other required documentation to validate a name
change. |

8. APPLICANT and CUSP have made matcﬁal representations that none of 'ﬁ)cir
officers, directors, managers and shareholders holding five percent (5%) or greater ownership

interest and none of the post-acquisition officers and directors of COMPANY have been found
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guilty of, or have pleaded guilty or nolo contendere fo, a felony or a misdemeanor, other than a
minor traffic violation, without regard to whether a judgment of conviction was entered by the
Court.

9. APPLICANT and CUSP represent that they have, with the exception of Enoc
Segundo Martinez, submitted complete background information on eéch of the persons described
in paragraph eight (8) above, and that if such material information has not been provided, any
such individual shall be removed within thirty (30) days of receipt of notification from the
OFFICE. |

10.  APPLICANT and/or CUSP shall submit or cause to be submitted to the OFFICE
a biographical affidavit, authority for release of information form, ﬁngcr print cards and
background investigative report for Enoc Segundo Martinez within thirty (30) days of the déte of
the execution of this Consent Order. If the background information for Enoc Segundo Martinez -
(biographical affidavit, authority for relcasc of information form, fingerprint cards, background
investigative report) furnished to the OFFICE or other sources utilized by fhe QFFICE in its
investigation process reveal the repfescntations regarding Enoc Segundo Martinez in paragraph
éight (8) above arc inaccurate, Enoc Segundo Martinez shall be removed within thirty (30) days
after notification by the OFFICE and replaced with a person acceptable to the OFFICE,

11. APPLICANT and CUSP agree that upon_receipt of such notification from the
OFFICE, pursuant to paragrephs _ninc (9) and ten (10) above, if APPLICANT and/or CUSP does
not timely take the required corrective action, APPLICANT and/or CUSP agree that such failure
toAact would constitute an immediate dé.nger to the public and the OFFICE may immediately
suspend or revoke the Certificate of Authority of COMPANY, without further proceedings

pursuant to Sections 120.569(2)(n) and 120.60(6), Florida Statutes.
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12.  APPLICANT has ﬁled, and the OFIICE has relied upon the representations in the
Plan of Operation and the Plan of Operéﬁon’s supporting documents that APPLICANT
submitted with the épplicatioﬁ. Prior written approval must be securcd from the OFFICE prior to |
any ﬁxaterial deviation from said Plan of Operation, including expansion into any other state.

13, As required by Section 624.424, Flé;ida Statutes, COMPANY has not filed
coinp]cte audited financial reports for 2009 or 2010, Therefore, COMPANY shall file with the
OFFICE within sixty (60) days from the closing of the acquisition of COMPANYl by
APPLICANT, a complete audited.ﬁnancial report pursﬁant to Section 624424, Florida Statutes,
for the year ended December 31, 2010. The report shall include, but not be limited to, an

.independent financial audit as of December 31, 2010, Further, COMPANY shall not market or
enroll any new busir;ess until the 2010 independent financial audit has been filed with the
"OFFICE and the OF‘FICE has provided written approval to resume marketing and enrollment.

14, COMPANY shall amend and/or complete its 2010 Health Blank Financial -
Statement that was filed with the Natiénal Association of Insurance Commissioners, inéluding
all related reports and documents, to be consistent with the financial audit referenced in
paragraph thirteen (13) above. Such amendment shall be filed with tﬂe National Association of
Insurance Commissioners and the OFFICE within ten (10) days of the filing of the financial
audit referenced in paragraph thirteen (13) z;bovc with the OFFICE,

15.  APPLICANT represents that the information and documentation provided to the
OFFICE accurately and completely dcsc.ribc all transactionsi and agreements pertaining to the
acquisition and the future activities of APPLICANT and COMPANY. APPLICANT represents
that there are no other agreements, written or oral, related to consideration 10 the SELLERS or

related to the management of the COMPANY that have not been provided to the OFFICE,
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16. APPLlCANT and SELLER agree to obtain written approval from the OFFICE
prior to any material changes made to the Amended and Restated Stock Purchase Agreement
from the date it was submitted to the OFFICE to the closing date of thc' acquisition of
COMPANY by APPLICANT.

17.  APPLICANT end/or COMPANY shall provide to the OFFICE an acceptable
executed disaster coordination/response plan within thirty (30) days of the date of the execution
of this Consent Order.

18, APPLICANT shell provide evidénce of a four million, five hundred thousand
U.S. Dollars ($4,500,000) capital infusion into COMPANY within three (3) business days of the
closing of the acquisition of COMPANY by the APPLICANT.

19. APPLICANT, SELLER and COMPANY agree that this Consent Order shall be

. deemed void should closing not take place within five (5) business days from the date of the

execution of this Consent Order.

20.  APPLICANT has filed pro forma financial statements for COMPANY that

indicate that, in addition to the capital infusion referenced in paragraph eighteen (18) above,
APPLICANT will need to provide additional capital infusions into COMPANY . Without said
capital infusions, the pro forma’s reflect that COMPANY would be both impaired, pursuant to
Section 624.408, Florida Statutes, and in noncompliance with the writing ratio requirements
outlined in Section 624.4095, Florida Statutes. CUSP shall provide additional capital infusions,
as necessary, in order to maintain compliance with Florida Statutes. Said capital infusioné arc
material to the approval of this transaction. | ,

21, COMPANY shall file with the OFFICE ﬁumerly and annual financial statements

in accordance with Section 624.424, Florida Statutes,. COMPANY shall file monthly financial

Page 6 of 16



statements unti] further notice from the OFFICE, The monthly financial statéments arc duc on
or-before the twenty-fifth (25") day of the following month from the period ending date. The
monthly financial statements shall include the Jurat page, Asscts, Liabilities, Capital and
Surplus, Statement of Revenue and Expenses, Cash Flow and Exhibit of Premiums, Enrollment
and Utilization. The Statement of Revenue and Expenses and Cash Flow shall be filed on a
cumulative year-to-date basis for monthly statements, All statements shall be in the current
Nzlxﬁonal Association of Insurance Commissioners form. The COMPANY may petition the
OFFICE to release COMPANY from its obligation to file monthly financial statements. The

OFFICE shall not unreasonably deny COMPANY’s petition regarding monthly financial
. Statement requirements.

22, COMPANY is subject to the holding company registration requirements of Rule

690-143.045 through Rule 690-143.047, Florida Administrative Code. COMPANY shall file a
holding company registration statement with the OFFICE within fifteen (15) days aficr the end
of the month in whiqh COMPANY is acquired by APPLICANT. COMPANY shall keep the
holding company registration statement current. Affiliates shall mean any entitics defined by

~ Rule 690-143.045 Florida Administrative Code and includes CUSP, LLC.

23.  COMPANY shall comply with Section 628,371, Florida Statutes, and Rule 690- .

143,047, Florida Administrative Code as relates to the payment of any dividends.

24.  COMPANY shall obtain written approval from the OFFICE prior to making any

loans or cash infusions to affiliates,

25, Within sixty (60) days from the date of the execution of this Consent Order,

COMPANY shall file with the Division of Insurance Fraud, Department of Financial Services,

Page 7 of 16



an acceptable update to its anti-fraud plan pursuant to Section 626.9891, Floride Statutes and
Rule 69D-2, Florida Administrative Code.

26.  COMPANY shall submit all management contracts, administrative service
contracts, provider contracts, and affiliated contracts, as well as amendments to such contracts,
o the OFFICE for written approval prior to the execution and/or consummation of such
contract.

| 27.  The deadlines set forth in this Consent Order may be extended by written
approval of the OFFICE. Additionally, the various reporting requirements and any other
provision or requirement set forth in this Consent Order may be altered or terminated by written
approval of the OFFICE. Appioval of any deadline extension is subject to statutory or
administrative regul?.tion limitations.

28, Aj)proval of this application does not alter or vacate any existing Cq'nsen_t‘
Ordcr(s) or corrective action plan(s) that may have been entered into or between the OFFICE
and COMPANY, cxcept to the extent that the terms of prior Consent Orders or corrective action
plans conflict with tﬁe terms éf this Consent Order, ‘

29.  APPLICANT, CUSP and SELLER affirm and represent that all requirements set
forth herein, and all statements, explanations, representations, and dodumenté provided to the
OFFICE in connection with't.hc application, including all attachments and supplements thereto,
are material to the issuance of this Consent Qrder. APPLICANT, CUSP and SELLER further
affirm and tepresent that the infdrrnation, documents and explanations provided to the OFFICE

are true -and fully describe all transactions, agreements and undertakings with regard to the

acquisition and future operation of COMPANY,
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30, Exccutive Order 13224 signed by President George W. Bush on September 23,

2001, blocks the assets of terrorists and terrorist support organizations identified by the United

State Department of the Treasury, Office of Foreign Assets Control. The Executive Order also
prohibits any transactions by U.S. persons involved in the blocked assets and interests. The list
of identified terrorists and terrorist support organizations is periodically updated et the Treasury
Department’s Office of Foreign Assets Conirol website, hitp://www.treas.gov/ofsc. COMPANY
shall maintaivn and adhérc to procedures necessary to detect and prevent prohibited transactions
with individuals and entities wh'ich have been identified at the Treasury Department’s Office of
Foréign Assets Control website.

31.  APPLICANT, CUSP, SELLER, and/or COMPANY shall report to the OFFICE

‘within sixty (60) days from the date of the execution of this Consent Order a certification

evidencing compliance with all of the requirements of this Consent Order. Any exceptions shall -

be so noted and contained in the certification. Exceplions noted in the certification shall also
include a timeline defining when the outstanding requirements of the Consent Order will be
complete. Seid certification shall be submitted to the OFFICE via electronic mail and directed to
the attention of the.Assistant General Counsel representing the OFFICE in this matter and as
named in this Consent Order.

32, APPLICANT, CUSP, SELLER and COMPANY agree that failure to adhere to
one or more of the terms and conditions contained herein shall result, without further
proceedings, in the revocation of COMPANY’s Certificate of Authority in this state in
accordance with Sections 120.569(2)(n) and 120.60(6), Florida Statutes.

33.  Each party to this action shall bear its own costs and fees.
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34,  APPLICANT, CUSP, SELLER and COMPANY expressly waive a hearing in this
matter, the making of Findings of Fact and Conclusions of Law by the OFFICE, and all further
and other proceedings herein to which parties may be entitled by law or rules of the OFFICE,
APPLICANT, CUSP, SELLER and COMPANY hereby knowingly and voluntarily waive all
rights to challenge or to contest this Consent Order, in any forum now or in the future available
to it, including the right to any administrative proceeding, circuit or federal court action, or any
appeal.

35.  The parties agree that this Consent Order shall be deemed to be executed when
the OFFICE has executed a copy of this Consent Order bearing the signature of APPLICANT,
CUSP, SELLER and COMPANY or its authorized representatives, notwithstanding the. fact that
the copy may bave been transmitted to the OFFICE electronically. Further, APPLICANT, CUSP,

SELLER and COMPANY agree that the signatures as affixed to this Consent Order shall be under
the seal of a Notary Public.
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WHEREFORE, subject to the terms and conditions sct forth above, the OFFICE hereby
approves the application for the acquisition of one hundred percent (100%) of the issued and

ouwtstanding capital stock of AVAHEALTH, INC. by KEY INSURANCE PLANS, INC., and

 subsequent to the effective date of the acquisition, the name change of AVAHEALTH, INC. to

KEY INSURANCE PLAN, INC. By approving this transaction, the OFFICE does not approve
as part of this transaction any administrative, management, provider or affiliate contracts

submitted with the application.

FURTHER, all terms and conditions contained herein are hereby ORDERED.

DONE and ORDERED this ;’_May of \J ] 2011,

VR

Kevin M. McCarty, Commissioner
Office of Insurance Regulation
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. By execution hereby, KEY INSURANCE PLANS, INC.consents to entry of this Consent
Order, agrees without reservation to all of the above terms and conditions and shall be bound by

all provisions herein. The undersigned represents that he/she has the authority to bind KEY
INSURANCE PLANS, INC.to the terms and conditions of this Consent Order.

KEY ms%zﬁjq

Print Name: BRUCE FRIEMAN
Corporate Seal - Title: CHIEF EXECUTIVE OFFICER
Date: JUNE 13, 2011

On é/ / ‘3/ l before me,/ém chf H{i , persona]ly appeared

.ﬂ Bvuce. T—O’C”\*L.__.

proved to me on the basis of satisfactory evidence) to be the person whose name is subscribed to

the within instrument end acknowledged to me that he/she executed the same in his/her -

authorized capacity, and that by his)her signature on the instrument, the person or the entity upon

behalf which the person acted, executed the instrument,

M

Subscribed and sworn to before me this / 9 day of —~un 201

Sign [NOTARIAL SEAL]

/" {Bignature of Notary Publit)

My Commission Expires:

//‘1‘/@015"/

(MBlde. ANNE WESTLEY
¥z, NOTARY PUBLIC

Explres 1/9/2015-
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By execution heteby, CUSP, LLC consents to entry of this Consent Order, agrees without
reservation to ell of the above terms and conditions and shall be bound by all provisions herein,

The undersigned represents that he/she has the authority to bind CUSP, LLC to the terms and
conditions of this Consent Order.,

CUSP,
By: {/ // \
Print Neme: 7/%34/0 (CpperD
Corporate Seal Tite: __HAVAGSL-
Date: 06/ / ‘?’/ /!

On 5// 3// / before me, /( V\H L\}“’H‘ﬁ , personally appeared
@cf YO quﬁfbbf

proved to me on the basis of satisfactory evidence) to be the person whose name is subscribed to

5 persona]ly known to me (or

the within iostrument and acknowledged to me that he/she executed the same in his/her

authorized capacity, and that by his/her signature on the instrument, the person or the entity upon

behalf which the petson acted, executed the instrument,

5 this IBW

day of ™ W gy,

Subscribed and sworn to fo

Signature ="

[NOTARIAL SEAL)
7 @ignature of Notary Public)

My Commission Expires:

1{af201s™

o, ANNE WESTLEY

'  Expires 1/9/2015
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By execution hereof, AVALON HEALTHCARE HOLDINGS, INC., consents to entry of
this Consent Order, agrees without reservation to all of the above terms and conditions and shall
be bound by all provisions herein. The undersigned represents that he or she has the authority to
bind AVALON HEALTH HOLDINGS,, INC, to the terms and conditions of this Consent Order
and has personal knowledge of the application and the information provided therein,

Corporate Seal

Print Name:

Title: ffﬁ/ﬁ%ﬁ/d@«/f
Date: é///é////

personally  known to me (or

proved to me on the basis of satisfactory evidence) to be the person whose name is subscribed to

the within instrument and acknowledged to me that he/she executed the same in his/her

authorized capacity, and that by his/her signature on the instrument, the person or the entity upon

behalf which the person acted, exccuted the instrument,

Subscribed and s

14 aayor _ 4 20m.

Signature [NOTARIAL SEAL]
My Commission Expires o .
- %%, NATALEE E GUZMAN
Jung 22 { 70 l4 | % MY COMMISSION # EE003182

EXPIRES June 22, 2014

”i’l\““
(407) 398-0153 FloridaNotaryService.com
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e —

By execution hereby, AVAHEALTH, INC. consents to entry of this Consent Order,
agrees without reservation to all of the above terms and conditions and shall be bound by all

provisions herein. The undersigned represents that he/she has the authority to bind
AVAHEALTH, INC,, to the terms and conditions of this Consent Order.

AVAHEAL
/T’H %7 27/4/%
Print Name: (%m es . a el
Corporate Seal e (0 Pres /déeA/TiL
Date: é/// /{ ///

_/ —_— ' 6] \ .
On ‘(LQ} HM|2M'2Q[\ before me, JOLLL personally appeared

1

personally known to me (or

proved to me on the basis of satisfactory evidence) to be the person whose name is subscribed to
the within instrument and acknowledged to me that he/she executed the same in his/her
authorized capacity, and that by his/her signature on the instrument, the person or the entity upon

behalf which the person acted, executed the instrument.

A ot _Jund oo

[NOTARIAL SEAL]

Subscribed and

Signature

My Commission Expires:
J{LV\Q ZZ 20! ‘{’ PB4,  NATALIE E GUZMAN
i* 8 *: MY COMMISSION # EE003182
HBOIPE EXPIRES June 22,2014
(407) 356-0153 FloridaNotaryService.com
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Report of Independent Auditors

The Board of Directors
Avahealth, Inc.

We have audited the accompanying statements of admitted assets, liabilities, and capital and
surplus - statutory basis of Avahealth, Inc. (the Company), as of December 31, 2008 and
2007,and the related statutory basis statements of operations, changes in capital and surplus, and
cash flows for the years then ended. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these 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 the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company's internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements, 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.

As described in Note 1, the accompanying statutory basis financial statements have been
prepared in conformity with accounting practices prescribed or permitted by the Florida Office
of Insurance Regulation, which is a comprehensive basis of accounting other than accounting
principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the admitted assets, liabilities, and capital and surplus of Avahealth, Inc. as of December 31,
2008 and 2007,and the results of its operations and its cash flows for the years then ended on the
basis of accounting described in Note 1.
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Page Two

Our audits were made for the purpose of forming an opinion on the statutory basis financial
statements taken as a whole. The supplemental disclosures included in other financial
information as of and for the year ended December 31, 2008, are presented to comply with the
National Association of Insurance Commissioners' Accounting Practices and Procedures
Manual and are not a required part of the statutory basis financial statements. This other
financial information has been subjected to the auditing procedures applied in the audits of the
statutory basis financial statements and, in our opinion, is fairly stated in all material respects in
relation to the statutory basis financial statements taken as a whole.

This report is intended solely for the use of the Board of Directors and management of
Avahealth, Inc. and for filing with the Florida Office of Insurance Regulation and should not be

llsed fOr any Other purpOSe.
/ 6 “E -
ﬁ‘ E:LLU 3 E ; j L ( L4 ;%

May 28, 2009



Avahealth, Inc.

Statements of Admitted Assets, Liabilities, and Capital and
Surplus - Statutory Basis

Admitted assets
Cash and invested assets:
Cash and cash equivalents

Accrued investment income

Healthcare and other accounts receivable
Federal income tax recoverable
Reinsurance recoverables

Receivable from parent

Total admitted assets

Liabilities and capital and surplus
Liabilities:
Claims and claim adjustment expenses payable
Advance premiums
Other accrued expenses
Payable to parent
Ceded reinsurance premiums payable

Total liabilities

Capital and surplus
Total liabilities and capital and surplus

See accompanying notes.

December 31,

2008 2007

2,233,494 2,987,688
571 1,602
48,081 43,580
75,033 64,066

366,574 -

1,195,192 :
3,918,945 3,096,936
1,067,644 370,091
911,240 234,190
80,964 17,859
- 284,736
. 59,213
2,059,848 966,089
1,859,097 2,130,847
3,918,945 3,096,936




Avahealth, Inc.

Statements of Operations - Statutory Basis

Years ended December 31,

2008 2007
Revenues:
Premiums earned, net $ 9,191,923 § 3,415,057
Net investment income 49,600 100,467
Other income 38,048 15,899
9,279,571 3,531,423
Expenses:
Physician and provider services 5,085,332 1,449,208
Administrative and marketing expenses 6,673,613 2,000,484
11,758,945 3,449,692
(Loss) income before federal income taxes (2,479,374) 81,731
Federal income tax expense (benefit) - (64,066)
Net (loss) income $ (2,479.374) 3 145,797

See accompanying notes.



Avahealth, Inc.

Statements of Changes in Capital and Surplus - Statutory Basis

Balance as of December 31, 2006
Change in par value of common stock
Capital contributions

Change in nonadmitted assets

Net income

Balance as of December 31, 2007
Capital contributions

Change in nonadmitted assets

Net loss

Balance as of December 31, 2008

See accompanying notes.

Years ended December 31, 2008 and 2007

1,500,000 $_1.500,000

Common Stock Paid-In Retained
Shares Par Value Surplus Earnings Total
100 $ 100 § 4,799,900 $(3,144,297) $§ 1,655,703
1,499,900 1,499,900  (1,499,900) - -
- - 300,000 - 300.000
- - - 29,347 29,347
- - - 145.797 145.797
1,500,000 1,500,000 3,600,000  (2,969.153) 2,130,847
- - 2,207,000 E 2,207,000
- . - 624 624
- - - (2.479.374) (2.479.374)

$,_35.807.000 $(5,447,903) $_1.859.097



Avahealth, Inc.

Statements of Cash Flows - Statutory Basis

Operating activities

Premiums collected, net of reinsurance

Net investment income received

Physician and provider services, net
Administrative and marketing expense paid
Other income received

Federal income taxes paid

Net cash (used in) provided by operating activities

Financing and miscellaneous activities

Capital contributions

Other miscellaneous (uses) sources

Net cash provided by financing and miscellaneous activities
Net (decrease) increase in cash

Cash at beginning of year

Cash at end of year

See accompanying notes.

Years ended December 31,
2008 2007

$ 9838495 $ 3,604,205
50,631 104,412
(4,787,159)  (1,345,427)
(6,668,417)  (1,982,186)

38,048 15,899
(10,967) g
(1,539,369) 396,903
2,207,000 300,000
(1,421,824) 168,041
785,176 468,041
(754,193) 864,944

2,987,687 2,122,744

$ 2233494 $§ 2,987,688




Avahealth, Inc.

Notes to Statutory Basis Financial Statements
Years ended December 31, 2008 and 2007
1. Summary of Significant Accounting Policies

Avahealth, Inc. (the Company) is a healthcare insurance company domiciled in the state of
Florida, and a wholly-owned subsidiary of Avalon Healthcare Holdings, Inc. (AHH). The
Company began insurance operations on April 1, 2006, and writes health insurance coverage
exclusively in the state of Florida. In November 2007, Avalon Healthcare, Inc. changed its name
to Avahealth, Inc.

Basis of Presentation

The accompanying statutory basis financial statements have been prepared in accordance with
statutory accounting practices (SAP) prescribed or permitted by the Florida Office of Insurance
Regulation (the Office). Such statutory practices require preparation of the financial statements
in accordance with the National Association of Insurance Commissioners’ (NAIC) Accounting
Practices and Procedures Manual subject to deviations prescribed by the Office. SAP is a
comprehensive basis of accounting other than accounting principles generally accepted 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 past-due uncollected
premiums and other assets not specifically identified as an admitted asset within the
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 surplus. Under GAAP, such assets would be included in the
balance sheet at net realizable values.

. Cash in the statements of cash flows includes cash, cash equivalents, and short-term
investments with remaining maturities of one year or less. Under GAAP, the
corresponding caption of cash and cash equivalents would include cash balances and
investments with initial maturities of three months or less.

. Deferred tax assets are limited to 1) the amount of federal income taxes paid in prior
years that can be recovered through loss carrybacks for existing temporary
differences that reverse by the end of the subsequent calendar year, plus 2) the lesser
of the remaining gross deferred tax assets expected to be realized within one year of
the financial statement date or 10% of capital and surplus excluding any net deferred
tax assets, "electronic data processing" (EDP) equipment and operating software and
any net positive goodwill, plus 3) the amount of remaining gross deferred tax assets
that can be offset against existing gross deferred tax liabilities. The remaining



Avahealth, Inc.

Notes to Statutory Basis Financial Statements
1. Summary of Significant Accounting Policies (continued)

Basis of Presentation (continued)

deferred tax assets are nonadmitted. Deferred taxes do not include amounts for state
income taxes. Under GAAP, state income taxes would be included in the
computation of deferred taxes, a deferred tax asset would be recorded for the amount
of gross deferred tax assets expected to be realized in future years, and a valuation
allowance would be established for deferred tax assets not realizable.

. Certain other reported amounts are classified or presented differently in the financial
statements prepared on the basis of SAP than they would be under GAAP. Statutory
requirements require that the financial statements of the Company be filed with state
regulatory authorities. Accordingly, the financial statements are presented in a
format similar to the filed annual statement, which differs from the format of
financial statements presented under GAAP. Required statutory disclosures that are
not applicable to the Company are not included in the notes to these statutory
financial statements.

° Recoverable amounts, if any, on unpaid claims under reinsurance agreements are
netted against claims and claim adjustment expenses payable and not reported as an
asset as would be required under GAAP.

Other significant accounting practices are as follows:
Recognition of Premium Revenues

Premiums are billed monthly and are recognized as revenue over the period in which the
Company is obligated to provide benefits to insureds. Premiums not earned at the end of the
year are recorded as unearned premiums. Premiums collected in advance of the policy effective
date are recorded as advance premiums.

Cash and Cash Equivalents

Cash and cash equivalents include demand deposits with financial institutions and other highly
liquid investments with original maturities of three months or less, and certificates of deposit
with original maturities of one year or less and are principally stated at cost, which approximates
fair value.



Avabhealth, Inc.

Notes to Statutory Basis Financial Statements
1. Summary of Significant Accounting Policies (continued)
Concentration of Credit Risk

The Company's financial instruments exposed to concentrations of credit risk consist primarily
of its cash, cash equivalents, reinsurance recoveries, and premium revenue. The Company
maintains its cash and cash equivalents at several financial institutions. Deposits with financial
institutions are covered by the Federal Deposit Insurance Corporation (FDIC). On October 3,
2008, FDIC coverage increased from $100,000 to $250,000 per depositor until December 31,
2009. Bank deposit accounts, at times, may exceed federally-insured limits. The Company has
not experienced any losses in such accounts.

Claims and Claim Adjustment Expenses

Claims and claim adjustment expenses payable include the accrual for health care costs incurred
but not paid and the estimated liability for health care 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 liabilities incurred
through December 31, 2008 and 2007. The liability is reviewed by an independent actuary.

Although considerable variability 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.

Income Taxes

The Company calculates its state and federal income tax liabilities based upon the statutory rates
in effect during the year.

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 liabilities and the disclosures of
contingent assets and liabilities 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 future as more information becomes known, which could
impact the amounts reported and described in the financial statements.



Avahealth, Inc.

Notes to Statutory Basis Financial Statements
2. Regulatory Requirements

As a health insurer licensed in Florida, the Company is required under Florida Statutes, Section
624.408, to maintain minimum net worth of the greater of $1,500,000 or 4% of total liabilities
plus 6% of liabilities relative to health insurance. At December 31, 2008 and 2007, the
Company is in compliance with this requirement.

The Company is required to maintain an amount on deposit pursuant to Florida Statutes to help
secure the payment of claims. As of December 31, 2008 and 2007, a certificate of deposit of
$100,000 has been assigned to the Office to satisfy this requirement. Those amounts are
included in cash and cash equivalents in the accompanying statements of admitted assets,
liabilities, and capital and surplus at December 31, 2008 and 2007.

3. Claims and Claim Adjustment Expenses Payable

The change in claims and claim adjustment expenses (CAE) payable at December 31 is as
follows:

2008 2007

Claims and CAE payable at beginning of year $ 370,091 $ 222,729

Incurred related to:
Current year 5,164,885 1,542,313
Prior years (79.553) (93.105)

5,085.332 1.449.208

Paid related to:

Current year 4,097,754 1,193,123
Prior years 290.025 108.723
4.387.779 1.301.846

Claims and CAE payable at end of year $__1067.644 3____370.091

The Company's provision for claims and CAE payable was examined by an independent actuary.
While such provision represents actuarial estimates, and the net amounts ultimately paid will be
more or less than the net amounts estimated at December 31, 2008 and 2007, management
believes that adequate provision for the ultimate net costs of claims and CAE incurred has been
made through the end of each year.

In 2008 and 2007, incurred claims and CAE attributable to insured events of prior years have
decreased by $79,553 and $93,105, respectively, as a result of reestimation of unpaid claims and
CAE. Original estimates are decreased or increased as additional information becomes known
regarding individual claims.

10



Avahealth, Inc.

Notes to Statutory Basis Financial Statements
4. Reinsurance

The Company reinsures certain "excess" risks with reinsurance companies 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 reinsurance company might be unable to meet its
obligation under the existing reinsurance agreement, the Company would be liable for such
amounts. Management only reinsures with highly rated reinsurance companies. The reinsurer is
obligated to the Company for the excess claim costs as defined in the reinsurance agreement.

Effective April 1, 2008, the Company executed a reinsurance agreement which covers fully
insured groups, individuals of major medical business, and employee leasing companies. The
reinsurance agreement generally provides coverage for individual business losses in excess of
$200,000 up to $5,000,000 per member per policy period through three layers of coverage for
individual insurance policies. For group business, the reinsurance agreement provides coverage
for losses in excess of $150,000 up to $5,000,000 per member per policy period through the
three layers of coverage.

Effective April 1, 2007, the Company entered into a reinsurance agreement which covers fully
insured groups, individuals of major medical business, and employee leasing companies. The
reinsurance agreement generally provides coverage for losses in excess of $100,000 up to
$5,000,000 per member per policy period through three layers of coverage for individual
business. For group business, the reinsurance agreement provides coverage for losses in excess
of $125,000 up to $5,000,000 per member per policy period through the three layers of coverage.

For the years ended December 31, 2008 and 2007, reinsurance ceded under the agreements
totaled $409,531 and $172,965, respectively, and is reported as a reduction of premiums on the
accompanying statements of operations. Ceded losses under the agreements for the year ended
December 31, 2008, totaled $371,710 (none in 2007).

5. Transactions with Parent

The Company has entered into a management agreement with AHH in which AHH provides
marketing, accounting and financial support, claims processing and administration, claims
analysis and statistical reporting, utilization management, and provider member relations. AHH
contracts with an unaffiliated service company to provide claims administration and assistance
with member and provider relations. Expenses under the agreement with AHH that have been
charged to administrative and marketing expenses totaled $6,340,076 and $1,842,310 in 2008
and 2007, respectively. Additionally, the Company provides health insurance coverage for the
employees of AHH. Premiums earned on AHH's policy were $132,246 and $110,362 in 2008
and 2007, respectively. At December 31, 2008 and 2007, the net amount receivable (payable)
under the management agreement and insurance policy was $220,192 and $(284,736),
respectively, and is included in receivable from and payable to parent on the statements of
admitted assets, liabilities, and capital and surplus.

During 2008 and 2007, AHH made additional capital contributions to the Company of
$2,207,000 and $300,000, respectively. However, at December 31, 2008, $975,000 of the 2008
capital contributions had not been received in cash and is included in receivable from parent.

11



Avahealth, Inc.

Notes to Statutory Basis Financial Statements
5. Transactions with Parent (continued)

This receivable was collected subsequent to year end and has been recorded as an admitted asset
in accordance with Statements on Statutory Accounting Principles No. 72, Surplus and Quasi-
Reorganizations.

6. Income Taxes

Income before federal income taxes differs from taxable income principally due to differences in
claims and CAE payable and unearned premiums for tax and statutory basis financial reporting

purposes.

State income taxes are classified as taxes, licenses, and fees in the NAIC Annual Statement and
as administrative and marketing expenses in the accompanying statements of operations.

A. Components of deferred tax assets (DTAs) and deferred tax liabilities (DTLs) are as

follows:
December 31,
2008 2007

Gross DTAs $ 1,843,775 § 964,457
Gross DTLs - -

Net DTAs 1,843,775 964,457
Nonadmitted DTAs (1.843.775) (964.457)
Net admitted DT As $ - $ -
Increase in nonadmitted DTAs $__879.318 §__0964.457

B. Unrecognized DTLs:
There are no unrecognized DTLs.
C. Current tax and change in deferred tax:
The provisions for income taxes incurred are as follows:

Years ended December 31,

__ 2008 2007
Current year income tax expense $ - $ -
Prior year over accrual - (64.066)
Current income taxes incurred S - $_ (64.066)

12



6.

Avahealth, Inc.

Notes to Statutory Basis Financial Statements

Income Taxes (continued)

The tax effect of temporary differences at December 31, 2008, that give rise to significant
deferred tax assets and deferred tax liabilities are as follows:

DTAs Statutory Tax Difference  Tax Effect
Claims and CAE payable $ 1,192,513 $§ 218543 § 973970 § 331,150
Unearned premiums 911,240 728,992 182,248 61,964
Bad debt - 4,110 4,110 1,397
Net operating gain - 4,262,541 4,262,541 1.449.2
Gross DTAs $_1.843.775
Nonadmitted DTAs $_1.843.775
The changes in the main components of DTAs are as follows:

DTAs Resulting from Book/Tax Years ended December 31,

Differences 2008 2007 Change

Claims and CAE payable $ 331,150 $ 2,426 $§ 328,724 .
Unearned premiuins 61,964 16,758 45,206

Bad debt reserve 1,397 - 1,397

Net operating loss 1.449.264 945.273 503.991

Gross DTAs $_1.843.775 $__064.457 $__879.318
Nonadmitted DT As $_1.843.775 §__ 964457 §__879.318

The change in gross DTAs and DTLs of $879,318 is the change in net deferred income

taxes before the consideration of nonadmitted DTAs and DTLs.
D. Reconciliation of federal income tax rate to actual effective rate:

The significant book-to-tax adjustments were as follows:

Provision computed at

statutory rate
Prior year adjustment
Total

Federal income tax
Change in deferred taxes
Statutory income taxes

Effective Effective
2008 Tax Rate 2007 Tax Rate
$ (843,270) 34.00 % $ 30,165 34.00 %
(36.048) 1.45 1.058.688) _(1.193.26)
$__(879.318) 3545 % $1,028523) (1.159.26)%
$ - - % $  (64,006) (72.21)%
(879.318) 35.45 (964.457) _(1.087.05)

$__(879.318) 35.45 %

13
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Avahealth, Inc.

Notes to Statutory Basis Financial Statements
6. Income Taxes (continued)
E. Operating loss and tax credit carryforwards:

1. At December 31, 2008, the Company had $4,262,541 of unused net operating loss
carryforwards available to offset against future taxable income.

2. There were no income taxes incurred in the current year and prior years that will be
available for recoupment in the event of future net losses.

F. Consolidated federal income tax return:
The Company files a consolidated income tax return with the following entities:

Avalon Healthcare Holdings, Inc.
The Avalon Agency, Inc.
Weldon-Abbott Agency, Inc.

7. Capital and Surplus

As of December 31, 2008, the Company has 5,000,000 shares of $1 par value common stock
authorized, of which 1,500,000 shares are issued and outstanding. The parent company, AHH, is
the sole shareholder.

As discussed in Note 5, AHH has made additional capital contributions totaling $2,207,000 and
$300,000 for the years ended December 31, 2008 and 2007, respectively.

The maximum amount of dividends that may be paid by insurance companies without prior
approval of the Office is subject to restrictions relating to statutory surplus and net income.
Furthermore, in accordance with the Company's Certificate of Authority Consent Order, during
the first three years of operations, it may only pay dividends that are approved in advance by the
Office. The Company did not declare or pay any dividends during the years ended December
31,2008 and 2007.

8. Financial Condition

The Company experienced net losses of approximately $2,479,000 and $2,550,000 for the years
ended December 31, 2008 and 2006, respectively, and had net income of approximately
$146,000 for the year ended December 31, 2007. Additionally, the Company has received
additional capital contributions from its parent of $2,207,000 and $300,000 in 2008 and 2007,
respectively, in order to maintain its minimum surplus requirement. Management has
formulated plans and undertaken certain actions to mitigate these negative financial trends.
These plans and actions primarily include significant growth in premiums, management of
development and marketing costs including the ability to spread these acquisition costs over a
larger premium base, and the receipt of additional capital contributions. The Company's ability
to achieve profitability in the long term will be dependent on the successful implementation of
management's plans and actions.
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Schedule 1

ANNUAL STATEMENT FOR THE YEAR 2008 OF THE AVAHEALTH, Inc.

SUMMARY INVESTMENT SCHEDULE

Admilted Assels as Reported in the
Annual Statement

Gross Investment Holdings
2

I Categories Amlnunl Percentage Am?:mt Pem:nggg
1. Bonds:
1.1 U.S. treasury securities 0.000 0.000
1.2 U.5. government agency obligations {excluding mortgage-backed
securities):
1.21 Issued by U.S, g genci 0.000 0.000
1.22 Issued by U.S. g sp 0.000 0.000
1.3 Foreign government (including Canada, excluding morigaged-backed
1.4 Securities issued by states, territories, and possessions and political
subdivisions in the U.S.
1.41 States, teritories and general 0.000 0.000
1.42 Political subdivisions of states, territories and possessions and
political isions gereral i 0.000 0.000
143F and 0.000 0.000
1.44 Industrial development and similar obl 0.000 0,000
1.5 Morigage-backed ities (includs idential and
MBS):
1.51 Pass-through securities:
1.511 Issued or DY GINMA ... e recemasrensss s enssmsrssssssr s rssssssss s o 0.000 0.000
1.512 Issued or guaranteed by FNMA and FHLMG 0.000 0.000
1.513 All other 0.000 0,000
1.52 CMOs and REMICs:
1.521 Issued or guaranteed by GNMA, FNMA, FHLMG or VA 0,000 0.000
1.522 Issued by non-U.5. Government issuers and collateralized
by mengage-backed ities issued or d by
agencies shown in Line 1.521 0.000 0.000
1.523 All other 0,000 ....0.000
2. Other debt and other fixed income securities (excluding shon-term):
2.1 Unaffiliated domestic securities (includes credit tenant loans rated by
the SVO) 0.000 0.000
2.2 Unalfiliated foreign 0.000 0.000
2.3 Affiliated i 0.000 0.000
3. Equity interests:
3.1 Investments in MUTUAl IUNDS ... s ess e seesn e ssma fresse s sissaseion 0.000 0.000
3.2 Preferred stocks:
3.21 Affiliated 0.000 0.000
3.22 Unaffiliated 0.000 0.000
3.3 Publicly raded equity securities {excluding preferred stocks):
B30 ABIAIEG ..o secs s s e smss e ressesesmnc s e saensesee oo sn s ess e 0.000 0.000
3.32 Unaffiiated 0,000 0.000
3.4 Other equity securities:
341 Atliliated ...0.000 0.000
3.42 Unaffiiated e ain 0.000 0.000
3.5 Other equily interests including tangible personal property under lease:
3.51 Attiliated 0.000 0.000
3.52 Unaffifated ..o e 0,000 ...0.000
4. Mongage loans:
41 C ard land ; 0. 0.000
4.2 Agricultural 0.000 0.000
4.3 Single family residential properties 0.000 0.000
44 idential properti 0.000 0.000
4.5 Co ial loans 0.000 0.000
4.6 Mezzanine real estate loans ... ... 0.000 0.000
5. Real estate investments:
5.1 Property occupied by the company 0.000 0 0.000
5.2 Property held for the production of income (including
$ of q in satisfaction of
debt} 0,000 hij 0.000
5.3 Property held for sale fincluding § .o
proporty acquired in ion of debi) 0.000 i} 0.000
6. Contract loans 0.000 0 0.000
7. Receivables lor 0.000 SRR 1 1| IS——— 0.000
8. Cash, cash equivalents and shor-ierm i 0,000 2,233,494 100.000
9. Other assets 0.000 0.000
10, Total assels 0 100.000 2,233 444 100.000

See report of independent auditors.

15



Schedule 2

SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES

For The Year Ended December 31, 2008
(To Be Filed by April 1)

Of The AVAHEALTH, Inc.
ADDRESS (City, State and Zip Code)  Tarpa , FL 3307 ...
NAIC Group Code 0000 ... NAIC Comparny Code

12316

_Federal Employer's Identification Numbar (FEIN]  20-3075951

The Investment Risks Interrogatories are to be filed by April 1. They are alse to be included with the Audited Statutory Financial Statements.

Answer the following interrogatories by reporting the applicable U. S. dollar amounts and percentages of the reporting entity’s total admitted assets held in that category of
investmenis.

1. Reporting entity's total admitted assets as reported on Page 2 of this annual $ 3,918,945
2. Tenlargest exp to a single | A
1 2 3 4
Percentage of Total
Issuer Description of Exposure Amount Admiried Assets

2.01 Cash/Ecuivalents s 2,233,494 51.0 %
2.02 5 0.0 %
2.03 5 00 %
B e e b __ s 00 %
2.05 5 A0 %
2.06 5 0.0 %%
2.07 - 0.0 %
2.08 5 00 %
2.09 -] 00 %
210 5 0.0 %

3. Amourts and percentages of the reparting entity’s total admitted assets held in bonds and preferred stocks by NAIG rating.

Bonds 1 2 Preferred Stacks. 3 4
3.01 NAIC $ 0 D% 307 PIRP-T a9 s 0 %
3.02 NAIC2 . -3 D D.0 % 208 PRP@ .. i 5 0.0 %
3.03 NAIC3 -] 0 0.0% 3.08 PRP-3_. $ 00 %
3.04 MNAIC4 .. .5 el e 00% 310 PRP4__ $ 0.0 %
3.05 NAIC-5 3 D 0.0 % BTV PURPD itiionmisionsisvctioninssss B poseertimrsissmpererrrimrs iR
3.06 NAICE H 0 00% 312 PRP6....... 5 0.0 %
4,  Assets held in foreign investments:
4,01 Are assels held in loreign investments less than 2.5% of the reporting entity's total admitted assets? Yes[X] N[ |
If response to 4.01 above is yes, responses are not required for interrogatories 5 - 10.
4.02 Total admitted assets held in foreign investments... s 0.0 %
4,03 Foreign y i i s $ 0.0 %
4,04 Insurance liabilities denominated in that same foreign y 5 0.0 %

16



50
5.02
503

6.01
6.02

6.03
6.04

6.05
6.06

8.0
B.02
8.03

9.01
9.02

9.03
9.04

9.05
9.06

10.01
10.02
10.03
10.04
10.05
10.06
10.07
10.08
10.09
10.10

SUPPLEMENT FOR THE YEAR 2008 OF THE AVAHEALTH, Inc.

Aggregate foreign | g d by NAIC ign rating:
1
COUNKINS FANSE: NAICET: o msimsspisssssinsi s ponsinssiom g e $ 0.0 %
Countries rated NAIC-2 $ 0.0 %
Countries rated NAIC-3 or below 3 0.0 %
Largest foreign investment exposures by country, categorized by the country's NAIC sovereign rating:
1
Countries rated NAIC - 1:
Country 1: $ 0.0 %
Country 2: 5 0.0 %
Countries rated NAIC - 2:
Country 1: $ 0.0 %
COUIIY BT i ioieacsi bt s 00 %
Countries rated NAIC - 3 or below:
Country 1: s 0.0 =%
Country 2: H 00 %
1
Aggregate foreign Y ExpH s 0.0 %
Aggregate unhedged foreign exposure categarized by NAIC ign rating:
1
Countries rated NAIC-1 5 0.0 %
Countries rated NAIC-2 5 0.0 %
Countries rated NAIC-3 or below $ 0.0 %
Largest unhedged lorelgn currency exposures by country, categoerized by the country’s NAIC sovereign rating:
1
Countries rated NAIC - 1
Country 1: 5 0.0 %
T ET ooy o o it e o it i i I 00 %
Countries rated NAIC - 2:
OO i § 0.0 %
Country 2: 5 0.0 %
Countries rated NAIC - 3 or below:
Country 1: $ D0 %
Country 28 e $ 0.9 %
Ten largest non ign (i.e. non-g 1} foreign issues:
1 2 3
Issuer NAIC Rating
$ . 0.0 %
............................. $ 0 u %
5 0.0 %
3 0.0 %
s 0.0 %
$ 0.0 9%
S 00 %
[ 0.0 %
...... S 0%
H 00 %
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SUPPLEMENT FOR THE YEAR 2008 OF THE AVAHEALTH, Inc.

11.  Amounts and percentages of the reporting entity’s total admitted assets held in Canadian i and iged C: ian Y B !
11.01 Are assets held in Canadian investments less than 2.5% of the reporting enlity's tolal admitted assets? Yes [ K] Mo [ ]
W response 1o 11.01 is yes, detail is not ined for the i of i y 11
1 2
11.02 Total admitted assets held in Canadian in - — — 0.0 %
11.08 Canadi y-denominaled i s 0.0 %
11.04 Canadian-d inated i liti o B 0.0 %
11.05 Urhedged Canadi T s 0.0 %
12, Report aggregate amounts and percentages of the reporting entity’s total admitted assets held in investments with contractual sales restrictions:
1201 Are assats held in i with | sales ions less than 2.5% of the reporting entity's total admitted assets? .......coooere Yes [X] Mo [ ]
If response o 12.01 is yes, responses are not required for the remainder of Interrogatory 12.
1 2 3
1202 Aggreg value of i with sales restrictions ... $ 0.0 %
Largest three investments with contractual sales restrictions:
1203 -1 0.0 %
12.04 5 s 0.0 %
12.05 . ST, 0.0 %
13, A and p ges of assets held in the ten largest equity interests:
13.01 Are assets held in equity interests less than 2.5% of the ing entity's total ited assets? Yes[X] M| |
If response to 13.01 above is yes, are not required for the inder of y 13,
1 2 3
Name of Issuer
13.02 $ 00 %
13.03 Pl A S 0.0 %
13.04 -3 0.0 %
106 L i 3 0.0 %
13.06 $ 0.0 %
13.07 $ 0.0 %
13.08 5 0.0 %
13.09 $ 0.0 %
13.10 -4 0.0 %
1an ettt bttty T Ay e et 00 %
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14.01

14.02

14.03
14.04
14.08

15.01

15.02

1503
15.04
1505

16.01

16.02
16.03
16.04
16.05
16.06
16.07
16.08
16.08
16.10
16.11

SUPPLEMENT FOR THE YEAR 2008 OF THE AVAHEALTH, Inc.

Amounts and p ges of the reporing entity's total admitted assets held in nonaffiliated, privately placed equities:
Arg assets held in nonaffiliated, privately placed equities less than 2.5% of the reporting entity's total admitted assets? ... Yes [X] No[ ]
i response to 14.01 above is yes, resp are not required far the inder of y 14,
1 2 3
Aggregate valua of ir held in nonafiiliated, privately placed equities T ] 0.0 %
Largest three invesiments held in nonatfiliated, privately placed equities:
$ 0.0 %
§ 0.0 %
$ B0 %
Amounts and percentages ol the reporting entity’s total admitted assets held in general partnership interests:
Are asseis held in gereral partnership interests less than 2,5% of the reporting entity's total admitted assets? Yes[X] No [ ]
If response to 15.01 above is yes, responses are not required for the remainder of Interrogatery 15.
1 2 3
Aggregate value of held in general partnership i 5 0.0 %
Largest three i in general p hip i
) 0.0 %
e e T R PSR SRSPRRY 0.0 %
5 00 %
Amounis and percentages of the reporting entity's total admitted assets held in mortgage loans:
Are loans rep in Schedule B less than 2.5% of the reporting entity's total admitted assets? Yes [ X] Mol ]
If response to 16.01 above is yos, resp are not req for the of gatory 16 and y 17,
1 2 3
Type (Residential, Commercial, Agricultural)
$ 0.0 %
5 0.0 %
s o s, e S 00 %
$ 00 %
1 0.0 %
$ 0%
] 0.0 %
3 0.0 %
] 0.0 %
S 0.0 %
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SUPPLEMENT FOR THE YEAR 2008 OF THE AVAHEALTH, Inc.

Amaunt and percentage of the reparting entity's total admitted assets held in the following categories of mortgage loans:

20

Loans
16.12 G ion loans s 0.0 %
16.13 Mortgage loans over 90 days past due 5 B0 =%
16.14 Mongage loans in the process of foreclosure L T SR LT SR -y SR PP o IR 0.0 %
16.15 Mortgage loans foreclosed S 00 %
16.16 Resiruciured morigage loans ... g 0.0 %
17.  Aggregate mortgage loans having the following loan-to-value ralios as determined from the most curent appraisal as of the annual statement date:
Residential Commercial Agricultural
Loan to Value 1 2 3 4 5
17.01 above 95%.... § 00 % § 00 % S 0.0 %
17.02 9110 95%. $ 00 % 8§ 0 % 8 0.0 %
1703 BI0B0%. . B i 0.0 % $ 00 % 5 — LY
17.04 71 to B0%. $ 00 % & 00% s 0.0 %
17.05 below 70%..... $ 00:%  Blowcaeimem s 00 % s 00 %
18, A and p ages of the reporting ently’s lotal admitied assets held in each of the five largest investments in real estate:
18.01 Are asseis held in real estale reported less than 2.5% of the reporting entity’s total admitted assets? Yes [X] N )
If response to 18.01 above is yes, are not required for the inder of | gatary 18,
Largest five investiments in any one parcel or group of conliguous parcels of real estate,
Description
1 2 3
18.02 Bl 0.0 %
18.03 $ 00 %
18.04 $ 0.0 %
18.05 $ 00 %
18.06 3 00 %
19.  Report aggregate and p ages of the reporting entity's total admitted assets held in investments held in mezzanine real estate loans:
19.01 Are assets held in investments held in mezzanine real estate loans less than 2.5% of the reporting entity’s total admitted assets? ... Yes[X] No[ 1]
If response to 19.01 is yes, responses are not required for the remainder of Interrogatory 19.
1 2 3
18.02 Aggregate it value of i held in mezzarine real estate loans: $ Pp— Y
Largest three Investments held In mezzanine real estate loans:
19.03 5 0.0 %
19.04 5 0.0 %
19.05 5 0.0 %



SUPPLEMENT FOR THE YEAR 2008 OF THE AVAHEALTH, Inc.

20.  Amounts and percentages of the reporting entity’s tolal admitted assels subject to the following types ol agreements:

At Year Erd At End of Each Quarter
1st Quarter 2rd Quarter 3rd Quarner
1 2 3 4 5
20.01 Securities lending agreements {do not include
assets held as for su ions) § . 00% $§ $ 5
2002 Repurchase ag 5 00 % $ % 5
20.03 Reverse raf a0 ] 020% 3 $ L T
20.04 Dgilar repurchase ag s 5 00% s L -
20.05 Dollar reverse repurchase agreements 5 0% § % ]

21.  Amounts and percentages of the reporting entity's total admitted assets for warrants not attached to other financial instruments, options, caps, and lloors:

Owned Wrilten
1 2 3 4
21.01 Hedging 5 3 0.0 % s 0.0 %
21.02 Incomegeneration ... 8§ 00% s 0.0 %
21.03 Other 5. BO % % cnoiii 0.0 %
2 A s and p ages of the ing entity's total ited assets of i P for collars, swaps, and forwards:
At Year End Ar End of Each Quarner
1st Quarter 2nd Quarter 3rd Quarter
1 2 3 4 5
22.01 Hedging . S 0 00 % s § §
2202 INCOME GENETATON .o\ 5 00% s s 5 [
2203 Replications .8 00 % s § S
22.04 Other 5 1] 00 % S S 5
23 A and p ges of the reporting entity's total ad assets of v for futures contracts:
At Year End At End of Each Quarter
151 Quarter 2nd Quarter 3rd Quaner
3 4 5
23.01 Hedging 5 . 5 5 £
2302 Income n ... §. $ § $
23.03 Replications s [ 5 3
PN O - s 5 5 5

See report of independent auditors.
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The Board of Directors
Avahealth, Inc.

In planning and performing our audit of the statutory basis financial statements of Avahealth,
Inc. (the Company) as of and for the year ended December 31, 2008, in accordance with auditing
standards generally accepted in the United States of America, we considered the Company’s
internal control over financial reporting (internal control) as a basis for designing our auditing
procedures for the purpose of expressing our opinion on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the Company’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the Company’s internal
control.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A deficiency in design exists when a control necessary to meet
the control objective is missing, or when an existing control is not properly designed so that even
if the control operates as designed, the control objective is not always met. A deficiency in
operation exists when a properly designed control does not operate as designed or when the
person performing the control does not possess the necessary authority or qualifications to
perform the control effectively.

A significant deficiency is a control deficiency, or combination of control deficiencies, that
adversely affects the entity’s ability to initiate, authorize, record, process, or report financial data
reliably in accordance with accounting practices prescribed or permitted by the Florida Office of
Insurance Regulation, which is a comprehensive basis of accounting other than accounting
principles generally accepted in the United States, such that there is more than a remote
likelihood that a misstatement of the entity’s statutory basis financial statements that is more than
inconsequential will not be prevented or detected.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected. We did not identify any deficiencies in internal control that we
consider to be material weaknesses, as defined above.

This communication is intended solely for the information and use of the Board of Directors,
management, others within the organization, and for filing with the Florida Office of Insurance

Regulation and is not intended to be and should not be used by anyone other than these specified
parties.

%»wa» Mf%fﬁ

May 28, 2009
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The Board of Directors
Avahealth, Inc.

We have audited, in accordance with auditing standards generally accepted in the United States
of America, the statutory financial statements of Avahealth, Inc. (the Company) for the year
ended December 31, 2008, and have issued our report thereon dated May 28, 2009. In
connection therewith, we advise you as follows:

a.

We are independent certified public accountants with respect to the Company and
conform to the standards of the accounting profession as contained in the Code of
Professional Conduct and pronouncements of the American Institute of Certified Public
Accountants, and the Rules of Professional Conduct of the Florida Board of Public
Accountancy.

The engagement partner and engagement manager, who are certified public accountants,
have 31 years and 12 years, respectively, of experience in public accounting and are
experienced in auditing insurance enterprises. Members of the engagement team, most of
whom have had experience in auditing insurance enterprises and approximately 83
percent of whom are certified public accountants, were assigned to perform tasks
commensurate with their training and experience.

We understand that the Company intends to file its audited statutory financial statements
and our report thereon with the Florida Office of Insurance Regulation (the Office) and
that the Insurance Commissioner of Florida will be relying on that information in
monitoring and regulating the statutory financial condition of the Company.

While we understand that an objective of issuing a report on the statutory financial
statements is to satisfy regulatory requirements, our audit was not planned to satisfy all
objectives or responsibilities of insurance regulators. In this context, the Company and
the Insurance Commissioner should understand that the objectives of an audit of statutory
financial statements in accordance with generally accepted auditing standards is to form
an opinion and issue a report on whether the statutory financial statements present fairly,
in all material respects, the admitted assets, liabilities, and capital and surplus, results of
operations and cash flows in conformity with accounting practices prescribed or
permitted by the Office. Consequently, under generally accepted auditing standards, we
have the responsibility, within the inherent limitations of the auditing process, to plan and
perform our audit to obtain reasonable assurance about whether the statutory financial
statements are free of material misstatement, whether caused by error or fraud, and to
exercise due professional care in the conduct of the audit.




Thomas Howell
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Page Two

The concept of selective testing of the data being audited, which involves judgment both
as to the number of transactions to be audited and the areas to be tested, has been
generally accepted as a valid and sufficient basis for an auditor to express an opinion on
financial statements. Audit procedures that are effective for detecting errors, if they exist
may be ineffective for detecting misstatements resulting from fraud. Because of the
characteristics of fraud, particularly those involving concealment and falsified
documentation (including forgery), a properly planned and performed audit may not
detect a material misstatement resulting from fraud. In addition, an audit does not
address the possibility that material errors or misstatements caused by fraud may occur in
the future. Also, our use of professional judgment and the assessment of materiality for
the purpose of our audit means that matters may exist that would have been assessed
differently by the Insurance Commissioner.

It is the responsibility of the management of the Company to adopt sound accounting
policies, to maintain an adequate and effective system of accounts, and to establish and
maintain internal control that will, among other things, provide reasonable, but not
absolute, assurance that assets are safeguarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with management’s
authorization and recorded properly to permit the preparation of financial statements in
conformity with accounting practices prescribed or permitted by the Office.

The Insurance Commissioner should exercise due diligence to obtain whatever other
information that may be necessary for the purpose of monitoring and regulating the
statutory financial position of insurers and should not rely solely upon the independent
auditors’ report.

d. We will retain the workpapers prepared in the conduct of our audit until the Office has
filed a Report of Examination covering 2008, but not longer than seven years. After
notification to the Company, we will make the workpapers available for review by the
Office at the offices of the Company, at our offices, at the Office or at any other
reasonable place designated by the Insurance Commissioner. Furthermore, in the
conduct of the aforementioned periodic review by the Office, photocopies of pertinent
audit workpapers may be made (under the control of the accountant) and such copies may
be retained by the Office.
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Page Three

e. The engagement partner has served in that capacity with respect to the Company since
the year ended December 31, 2005, is licensed by the Florida Board of Public
Accountancy, and is a member in good standing of the American Institute of Certified
Public Accountants.

f. To the best of our knowledge and belief, we are in compliance with the requirements of
section 7 of the NAIC’s Model Rule (Regulation) Requiring Annual Audited Financial

Reports regarding qualifications of independent certified public accountants.

This letter is furnished solely for filing with the Florida Office of Insurance Regulation and
should not be used for any other purpose.

Hosss Gtk Fepn 44

May 28, 2009
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To the Audit Committee
Avahealth, Inc.

This letter is intended to inform the Audit Committee of Avahealth, Inc. about significant matters
related to the conduct of the annual audit so that it can appropriately discharge its oversight
responsibility, and that we comply with our professional responsibilities to the Audit Committee.

Statement on Auditing Standards No. 114 requires the auditor to communicate certain matters to
keep those charged with governance adequately informed about matters related to the financial
statement audit that are, in our professional judgment, significant and relevant to the
responsibilities of those charged with governance in overseeing the financial reporting process.
The following summarizes these communications.

Area Comments

Auditor’s Responsibility Under Our responsibility under auditing standards

Professional Standards generally accepted in the United States of
America has been described to you in our
arrangements letter dated August 12, 2008.

Accounting Practices Adoption of, or Change in, Accounting Policies

Management has the ultimate responsibility for
the appropriateness of the accounting policies
used by the Company.

Significant or Unusual Transactions

We did not identify any significant or unusual
transactions or significant accounting policies in
controversial or emerging areas for which there is
a lack of authoritative guidance or consensus.

Alternative  Treatments Discussed with
Management

We did not discuss with management any
alternative treatments within statutory accounting
principles for accounting policies and practices
related to material items during the current audit
period.
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Area

Comments

Management’s Judgments and
Accounting Estimates

Accounting estimates are an integral part of the
preparation of financial statements and are based
upon management's current judgment. The
process used by management encompasses their
knowledge and experience about past and current
events and certain assumptions about future
events. Management has informed us that they
used all the relevant facts available to them at the
time to make the best judgments about accounting
estimates, and we considered this information in
the scope of our audit. Estimates significant to
the financial statements include claims and claim
adjustment expenses payable.

Claims and claim adjustment expenses payable
include the accrual for health care costs incurred
but not paid and claims incurred but not reported
at December 31, 2008. This liability for claims
incurred but not reported is determined based on
historical evaluations and statistical analysis of
paid claims and represents the estimate of the
unpaid liabilities incurred through the financial
statement date. The Company’s recorded liability
is reviewed by an independent actuary who has
issued an unqualified opinion on the
reasonableness of the recorded amount. We have
reconciled the data provided to the actuary to the
Company’s accounting information. This
estimate is continually reviewed and adjusted as
necessary as experience develops or new
information becomes known; such adjustments
are included in current operations.

The Audit Committee may wish to monitor
throughout the year the process used to compute
and record these accounting estimates.
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Area Comments

Financial Statement Disclosures The following items relate to certain disclosures
in the financial statements:

* Regulatory requirements and restrictions —
Florida Statutes require the Company to
maintain minimum capital and surplus of the
greater of $1,500,000 or 4% of total
liabilities plus 6% of liabilities relative to
health insurance. The Company was in
compliance with these requirements at
December 31, 2008. However, during 2008,
it was necessary for the Company to receive
approximately $2.2 million of capital and
surplus  contributions  from  Avalon
Healthcare Holdings, Inc. (AHHI), its parent,
to maintain the required minimum capital
and surplus throughout the year.

* Related parties — The Company entered into
a management agreement with AHHI. In
addition, the Company provides health
insurance coverage for AHHI's employees.
These transactions are disclosed in Note 5 to
the statutory financial statements.

* Investments — The Company is exposed to
certain risks and uncertainties as a result of
the current credit crisis and resulting impact
on the larger U.S. economy. The nature of
those risks and uncertainties may affect
changes in cash flows as a result of reduced
liquidity in financial markets.

* Financial condition — The Company has
experienced adverse financial trends and
conditions as described in Note 8 to the
statutory financial statements. Management’s
actions and plans relating to these matters are
also described in Note 8.
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Area Comments
Audit Adjustments There were two client prepared adjustments made

Uncorrected Misstatements

Disagreements with Management

Consultations with Other Accountants

to the original trial balance presented to us to
begin our audit. The adjustments related to
claims and claim adjustment expenses payable
and paid-in capital and surplus. The net effect of
the adjustments decreased total admitted assets by
$325,000, increased total liabilities by $19,958,
decreased capital and surplus by $305,042, and
increased net loss by $19,958.

During the course of our audit, we accumulated
five uncorrected misstatements that were
determined by management to be immaterial, both
individually and in the aggregate, to the statutory
basis financial statements and to the related
financial statement disclosures. These
misstatements were to adjust various amounts
included in the Company’s financial statements to
correct management fee expense, stop-loss
premiums, nonadmitted premium receivables, bad
debt expense, and reinsurance recoverables. These
adjustments, if recorded, would increase total
admitted assets and total capital and surplus by
$13,689 and total net loss would decrease by
$21,685.

We encountered no disagreements with
management over the application of significant
accounting principles, the basis for management’s
judgments on any significant matters, the scope of
the audit, or significant disclosures to be included
in the financial statements.

We are not aware of any consultations
management had with other accountants about
accounting or auditing matters.
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Area

Comments

Difficulties Encountered in Performing
the Audit

Letter Communicating Significant
Deficiencies and Material Weaknesses

Certain  Written Communications
Between Management and Our Firm

We did not encounter any difficulties in dealing
with management during the audit. We received
full cooperation and appreciate the assistance
provided by the Company’s financial and
accounting personnel.

Our communications on internal control is
provided in a separate letter dated May 28, 2009.

Copies of certain written communications
between our firm and the management of the
Company are provided in Exhibit A.

This report is intended solely for the information and use of the Audit Committee and
management and is not intended to be and should not be used by anyone other than these
specified parties. It will be our pleasure to respond to any questions you have regarding this
report. We appreciate the opportunity to continue to be of service to Avahealth, Inc.

May 28, 2009

Howss Gl Fgyn 4.



Report on Examination

of

Avahealth, Inc.
Tampa, Florida
as of

December 31, 2008

By The
Florida Office of Insurance Regulation



Kevin M. McCarty, Commissioner
Florida Office of Insurance Regulation
200 E. Gaines Street, Room 101
Tallahassee, Florida 32399-0301

Dear Sir:

Pursuant to Section 624.316, Florida Statutes, and the Financial Condition
Examiners Handbook of the National Association of Insurance Commissioners, we
have completed a financial condition examination of Avahealth, Inc. as of
December 31, 2008. Our report on the examination follows.

Florida Office of Insurance Regulation
August 11, 2009
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SCOPE OF EXAMINATION

We have completed a financial condition examination as of December 31, 2008 of Avahealth, Inc.
(the “Company”), a single-state insurer domiciled in Florida. The last financial condition

examination of the Company by the Florida Office of Insurance Regulation {the “Office”) was as of

December 31, 2007.

This examination covered the period of January 1, 2008 through December 31, 2008. We
conducted our examination in accordance with the National Association of Insurance
Commissioners (NAIC) Financial Condition Examiners Handbook. The Handbook required that
we plan and perform our examination to evaluate the financial condition and identify prospective
risks of the Company by obtaining information about the Company including corporate
governance, identifying and assessing inherent risks within the Company, and evaluating system
controls and procedures used to mitigate those risks. Our examination included assessing the
principles used and significant estimates made by management. It aiso included evaluating
overall financial statement presentation and management’s compliance with statutory accounting
principles and annual statement instructions when applicable to domestic state regulations. All
accounts and activities of the Company were considered in accordance with the risk-focused

examination process.

The Company’'s main administrative office was located in Tampa, Florida, where this examination

was conducted.



MATERIAL PROSPECTIVE RISKS

During this financial condition examination, we assessed the adequacy of the Company’s
management controls and the extent to which the Company’s current business processes might
negatively affect its future solvency. Since commencing insurance operations in 20086, the
Company’s premium revenues have increased; however, its operations have resulted in a
cumulative net loss. At December 31, 2008, its required minimum capital and surplus was
$1,500,000 and its actual capital and surplus was $1,822,107 including an accrued capital
contribution of $975,000 collected in 2009 (as further discussed on page 13). The prospective
risk exists that the Company will not generate premium revenues and earnings sufficient to

assure its future solvency and long-term success.

COMPANY HISTORY

The Company was incorporated in Florida on July 8, 2005 and commenced insurance operations
on April 1, 2006. It was authorized by the State of Florida to operate as an accident and health

insurer in accordance with Section 624.401, Florida Statutes (F.S.).

In February of 2008, the Company filed amended articles of incorporation to change its name
from Avalon Healthcare, Inc. to Avahealth, Inc. and registered the fictitious name Avalon

Healthcare, Inc. with the Florida Department of State.

Dividends and Capital Contributions

No dividends were distributed by the Company during 2008. The Company reported capital

contributions from its parent in the total amount of $2,207,000 during 2008.



CORPORATE RECORDS

The recorded minutes of the meetings of the shareholder and Board of Directors were reviewed
for the period examined. The recorded minutes of the Board adequately documented its
meetings and approval of Company transactions in accordance with Section 607.1601(1), F.S.
However, the Company was unable to demonstrate that it held an annual shareholder meeting for

the election of directors as required by Section 607.0701(1), F.S.



MANAGEMENT AND CONTROL

As of December 31, 2008, the Company was wholly-owned by Avalon Healthcare Holdings, Inc.

The Company's senior officers, directors and Executive Committee members were as shown

below,

Senior Officers

Name Title
Charles T. O'Neill President and Chief Executive Officer
Andrew B. Cassidy Chief Financial Officer and Treasurer
Henry H. Neely Vice President and Secretary

Board of Directors

Name Location

Joseph Gauta, M.D, Naples, Florida
Richard W. Haydon Tampa, Florida

Paul W. Kowalski Tampa, Florida
Judith A. Lyons Tampa, Florida
Henry H. Neely Tampa, Florida
Charles T. O'Neill Tampa, Florida

Executive Committee

Charles T. O'Neill
Henry H. Neely



The Company was a member of an insurance holding company system as defined by Rule 690-
143.045(3), Florida Administrative Code (F.A.C.). lts latest holding company registration

statement was filed with the State of Florida as required by Section 628.801, F.S., and Rule 690-
143.048, F.A.C., on April 1, 2009.

An organizational chart as of December 31, 2008 reflecting the holding company system is shown
betow.
Avahealth, Inc.

Organizational Chart
December 31, 2008

Avalon Healthcare Holdings, Inc.

100%

Avahealth, inc.

Avalon Healthcare Holdings, Inc. provided management services to the Company pursuant to a
January 1, 2008 agreement. In 2008, executive management and administration,‘ marketing,
accounting and financial support, claims processing and administration, claims analysis and
statistical reporting, utilization management, provider and member relations and personnel

management services were provided in return for fees of $6.3 million.



FIDELITY BONDS AND OTHER INSURANCE

The Company maintained fidelity bond coverage of up to $250,000 with a deductible of $5,000
which adequately covered the suggested minimum amount of coverage for the Company as

recommended by the NAIC of $150,000.

PENSION, STOCK OWNERSH!IP AND INSURANCE PLANS

The Company offered to eligible employees participation in a Section 401(k) retirement plan

sponsored by Avalon Healthcare Holdings, Inc.

TERRITORY AND PLAN OF OPERATION

At December 31, 2008, the Company was authorized to transact insurance solely in the State of

Florida.

COMPANY GROWTH

The Company reported the following for years 2006, 2007 and 2008:

2006 2007 2008
In thousands:
Net premiums $659.9 $3,415.1 $9,191.9
Total revenues $667.6 $3,431.0 $9,204 5
Net income (loss) ($2,549.7) $145.8 ($2,479.4)
Total capital and surplus $1,655.7 $2,130.8 $1,859.1



REINSURANCE

The Company maintained excess of loss reinsurance coverage with HCC Life Insurance
Company. Coverage was on a loss-occurring basis with an aggregate loss limit of $5 million on
covered policies in excess of $200,000 for individual policies and $150,000 for group policies.

The Company did not assume insurance during the period examined.

STATUTORY DEPOSITS

The Company maintained a cash deposit of $100,000 with the State of Florida as required by

Section 624.411, F.S.



Avahealth, Inc.
Assets
December 31, 2008

Per Examination Per

Company Adjustments  Examination
Cash, cash equivalents and short-term investments $2,233,494 %0 $2,233,494
investment income due and accrued 570 0 570
Amounts recoverable from reinsurers 365,741 0 365,741
Other amounts receivable under reinsurance contracts 833 0 833
Current federal and foreign income tax recoverable 75,033 0 75,033
Receivables from parent, subsidiaries and affiliates 1,195,192 0 1,195,192
Health care and other amounts receivable 48,081 {36,990) 11,081
Total assets $3,918,944 ($36,990)  $3,881,954




Avahealth, Inc.
Liabilities, Capital and Surplus

December 31, 2008

Per Examination Per

Liabilities Company Adjustments Examination
Claims unpaid $1,019,005 $0 $1,019,005
Unpaid claims adjustment expenses 19,904 0 19,904
Aggregate health policy reserves 28,735 0 28,735
Premiums received in advance 911,240 0 911,240
General expenses due or accrued 80,963 0 80,963
Total liabilities 2,059,847 0 2,059,847

Capital and Surplus

Common capital stock 1,500,000 0 1,500,000
Gross paid in and contributed surplus 5,807,000 0 5,807,000
Unassigned funds (5,447,903) (36,990) (5,484,893)
Total capital and surplus 1,859,087 (36,990) 1,822,107
Total liabilities, capital and surplus $3,918,944 ($36,990)  $3,881,954




Avahealth, Inc.

Statement of Revenue and Expenses

(As reported by the Company)

For The Year Ended December 31, 2008

Net premium income $9,191,923
Aggregate write-ins for other non-health revenues 12,540
Total revenues 9,204 463
Hospital and medical benefits 4,377,655
Other professional services 1,911
QOutside referrals 29,800
Emergency room and out-of-area 272,483
Prescription drugs 377,975
Total hospital and medical 5,059,824
General administrative expenses 6,673,613
Total underwriting deductions 11,733,437
Net underwriting gain {loss) {2,528,974)
Net investment income 49,600
Net income (loss) ($2,479,374)

-10 -



Avahealth, Inc.
Statement of Changes in Capital and Surplus
For The Year Ended December 31, 2008

Capital and surplus - December 31, 2007 $2,130,846
Net income (loss) (2,479,374)
Change in nonadmitted assets 625
Paid in capital 2,207,000

1,859,097
Examination adjustments (36,990)
Capital and surplus - December 31, 2008 $1,822,107

-11 -



Avahealth, Inc.
Comparative Analysis of Changes in Capital and Surplus
December 31, 2008

The following is a reconciliation of capital and surplus between that reperted by the Company and
as determined by the examination.

Capital and surplus, December 31, 2008 - per annual statement $1,859,097
Increase
(Decrease)
Per Per In Capital
Company Examination & Surplus
Health care and other amounts receivable $48,081 $11,001 ($36,990)
Net change in capital and surplus (36,990)
Capital and surplus, December 31, 2008 - per examination $1,822,107

-12 -



COMMENTS ON FINANCIAL STATEMENTS

Receivables From Parent, Subsidiaries and Affiliates $1,195,192
Gross Paid In and Contributed Surplus $5,807,000

The amount reported by the Company in its 2008 annual statement as ‘gross paid in and
contributed surplus’ included an accrued capital contribution of $975,000 collected in 2009 and
reported as a receivable at December 31, 2008 without the approval of the Office. Pursuant to
paragraph 8 of Statement of Statutory Accounting Principles (SSAP) No. 72, such receivables

may be considered as admitted assets with the approval of the domiciliary commissioner.

Health Care and Other Amounts Receivable $11,091
The $48,081 reported by the Company has been decreased by $36,990. In its 2008 annual
statement, the Company reported an asset consisting of amounts due from certain of its
policyholders. The policyholder receivables were reported as ‘health care and other amounts
receivable’ in the amount of $36,990, and resulted from the Company's payments to provider
hospitals of the full amounts of covered claims, including the portions for which the policyholders
were obligated. Upon examination, the asset was nonadmitted on the basis that it was not

allowable as an admitted asset under Part | of Chapter 625, F.S.

-13 -



SUMMARY OF RECOMMENDATIONS

Material Prospective Risk
As reported on page 2, the prospective risk exists that the Company will not generate premium
revenues and earnings sufficient to assure its future solvency and long-term success. We

recommend that the Company develop controls and business processes sufficient to

mitigate this risk.

Annual Shareholder Meeting
As reported on page 3, the Company was unable to demonstrate that it held an annual
shareholder meeting for the election of directors. We recommend that the Company comply

with Section 607.0701(1), F.S.

Accrued Capital Contribution

As reported on page 13, the amount reported by the Company in its 2008 annual statement as
‘gross paid in and contributed surplus’ included an accrued capital contribution of $975,000
collected in 2009 and reported as a receivable at December 31, 2008 without the approval of the
Office. We recommend that, in accordance with paragraph 8 of SSAP No. 72, the Company

admit such receivables in future statements only with the approval of the Office.

Health Care and Other Amounts Receivable

As reported on page 13, the Company incorrectly reported an asset, consisting of policyholder
receivables in the total amount of $36,990, which was not allowable as an admitted asset under
Part | of Chapter 625, F.S. We recommend that the Company not admit the policyholder

receivables in future statements filed with the Office.

-14 -



SUBSEQUENT EVENTS

Richard W. Haydon resigned from the Company's board of directors effective July 31, 2009.

-15-



CONCLUSION

The customary insurance examination practices and procedures as promulgated by the NAIC
have heen foltowed in ascertaining the financial condition of Avaheailth, Inc. as of December 31,
2008, consistent with the insurance laws of the State of Florida.

'The Company's total capital and surpius at December 31, 2008 was detormined to be
$1,822,107, which was in compliance with Section 624.408, F.S. lts required minimum capital
and surpiue at December 31, 2008 was $1,500,000. '

In addition to the undersigned, the following participated in this examination: Cathy S. Jones,
CPA, Financial Examiner/Analyst Supervisor; Russell K. Judge, Financial Examiner/Analyst; and
Kerry A, Krantz, Actuary.

Respecifully submitted,

ariene L. Lenaft-Schaaffer. AFE '//
Floﬂda Dfﬁoeoﬂnwranee Regulation

-16-
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ANNUAL STATEMENT FOR THE YEAR 2005 OF THE AVAHEALTH, Inc.

LIABILITIES, CAPITAL AND SURPLUS
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ANNUAL STATEMENT FOR THE YEAR 2008 OF THE AVAHEALTH, Ina.

STATEMENT OF REVENUE AND EXPENSES

Curont Year Priar Year
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2058, % yof g write-ing fot Line 28 fram overfiow page I L]
298 Tolals 26501 thiw 2003 plys 29 ahove) ] g




ANNUAL STATEMENT FOR THE YEAR 2000 OF THE AVAHEALTH, Inc.

STATEMENT OF REVENUE AND EXPENSES (Continued)

Curvostt Yoar

CAPITAL AND SURPLUS ACCOUNT

apiat and suplus prior repoting yoar

1,855,087

2,780,546

Nat Fsome of fioss) from:Ling 32

$2.418,374)

Changn In valuation kesis of aggregats policy s claim fessrves

42,460,248}

Ghange in net unrealizod capital gaing (fossbe) jess copital gaing tax of §

Chiznge in net izraalized inroign exchange copial gain of {(iogs)

Changa in nef defermd income tax

LHangoin dmitled mrsets

&8 BB % 8 B EF B

Changs in uravtholzed

-
-

L e b sy slonk

5

Lhangs b supius aates

&

Cumiative et of chang

44. Capfal Changes:
441 Paitin

442 Tramsforrad from sumpius (Siook Dividend

4437 10 surphan

45,  Swplus adistments:
45.1 Pald in

1.006.000

2,207,000

45.2 Transiorred o cnpital [Siock Divie

45,3 Transforred from caplial

46,  Dividends o

47, Aggragate wiite-ing 1o gaing or JoS5eST in sunsus

i}

48, Net diranges in ceplial and surpiur {Lnes 34 to 47}

11,860,248

fat. 140y

43, ang g o of E 4] 48

.08

1859007

BETALS OF WRITEING
4701,

472,

4703,

4708,  Sunynary of remaining wiite-dns for Line 47 from overfiow pago

4788, Totmls {Lines 4704 thy 4703 plut 47881 iine 47 abovel




ANNUAL STATEMENT FOR THE YEAR 2008 OF THE AVAHEALTH, ine.

CASH FLOW

3 2
0 + P
Lash fram Oporations i
1. Promigms colected net of 1,216 5,800,455
2, Net inctme 2413 5,852
3. bwome 5 050 2540
4. ‘'Toal (Lines ¥ thrpugh 3) % by 9,501,867 §
5 Benel and foes related ERLIA 4,761,681
6. Mot ransiors to A Sogrogaied A and Protpcted $e8 Acoourts
7. Commisssiss, expanses paid and agorogats wiredns for 485,76 7,568,417
8. Dividends pald to palicyholdars
B, Fedarol and Joreign tcorng taxes paid § d} ot of § tax on capéal gains lasses] ... ! ¢ 10,887
. Totst (Lines 5 thiough ) 5545 818 11,641,035
11, Not cash from operations (ine 4 miss Line 10} {9,447, 30 {1.5% J83
Canth from Investments
12 # 5 from by soid, d aryepaid:
12.1 tomis 1] b
12.2 Bincks g ]
123 M loans ] ]
12.4 Roal astate L1 L]
125 Ot Invastedt avsals ) 8
2.8 Net gaim or fiosses) on cash, cash sgelvainnts and shortderm i i}
12,7 Msnaliancous o 0 b
120 Totd investiont praceeds {lines 12.1 16 12.7) 1) i)
13, Costof invesbnienty acqutred {longeterm onlyy:
13.1 Bonds & I
132 Stocka ] D
13.3 Mortgage bans & 8
184 Real ecizle ¢ 8
13.5 (3her invested avsets & ]
136 M c! b3 0
13.7 Total investments acquited {Einos 13.1 to 1.6 L} ]
4. Heti (e i toans and g £5 3 9
8. Netcash from investments {Line 12.8 mincs Ling T35 avnus Ling 143 & [
Cash from Firancing snd Miscalianeoss Sources
6. Cagh proviced {eppliod):
16,1 Surplus notes, saital notes f 1
$4.2 Capital and paid in surplug, lbss ¥ otk 1000, 006 2200 0%
163 ed funds 8 1
6.4 Not tieposits on depoait-tyse contacts and sthar tiabilites 8 1
185 Dividh i i} B
186 Cther casts provided {appk 9.5 184 {1,420 8254
11, Net cash from financing and mi {Lines 16.1 10 18.4 mitus Ling 18.6 plus Line 166} . — . 10255 124 05,175 |
RECONCIUATION OF CASH, CASH EGUIVALENTS AND SHORT-TERMW INVESTHENTS
18, Notchange in cash, cash exsivaiars and shon-tem investmests {Eiso 11, pius Lnos 15 80899 o) 5.8 {754, 183
18, Cash, cash anet shiwt-h :
18,1 Beginning of year 2,28 494 2,597 gaf
19,2 End of year iLine 18 pius Lins 19.1) 3,043,281 2,285 454

Nae; Bupplmental disclosurs of cash fiow information for naqgash tranesetinns:
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ANNUAL STATEMENT FOR THE YEAR 2008 OF THE AVAHEALTH, Ine,

UNDERWRITING AND INVESTMENT EXHIBIT

PART 3. ANALYSIS OF EXPENSES
Chsintt Adtsbmant Exprnses 3 E
ol | omam | cme
Expgones Expenses Expenses Totat
§. Heni@s for of
own beikiing) 200 552 A5 5%
2. Salaty, weges and other beratis 2.402.9% 2H02.974
8 G flesa ¥
cotiod plus § sssumed) 2,87 830 2007 6%
4, Lpgal fves and 11,18 17784
8. Certlicatons ang acomeRation feus &
6, Aulfing, whivial sod offer corsuling serdces 225,48 B3 e
T, Treveling sxpenses 53,784 B3.784
B, Marketing and advertising 105,441 108,441
8. Fostage, tyress and £7.00% 67 081
0. Prining and offne supp 16,804 15,604
. O y andt [
2, Ecuépmen 13,085 | 13,056
3. Costor ceprciation of E0P euipment s 556 J—
fft‘ meemmw o P
15, Soams, b et 7Y .69 13,620
18.  ingurance, exoom on real sutsle 68, Hg 55,144
17.  Oobostion and bank sens 161,458 #1468
8. Groun servics and agm n oot ]
18, ¥ te v d plars ]
. A #rom fiscat — n
21, Sual eatuin exy 8
22, Heal esiate iaves ]
23, Taxes, lconses and thos:
23,1 Stale and iocal § taxes k-1 75
212 State premivm taxes. 285,306 285,306
233 Reguistory autharity linenses and fees 1660 1,680
254 Payod aes B
s g eoer lpcame s aai 140,345 00,341
24, iovesimen! exgosses notincludad sloewhete .. a
25, Aggrepmis wite-ns for pxp g g {3,782 419) 3,762 479
24.  Total owpanses incurred Bines 110 253 4 2 A 404,024 {a) 4,404 0%
£7.  Loss mpenses unpaid Docamber 37, curvent yoor . R o] 109,183 TR
28, Add e unprad D 1, prity yors .. 50,93 55,9683
2. A;’m e miafing pians, o
3. A ivable etating i plang,
curont veat 9
1. Tota expenses peid (Lines 26 minus 27 plus 28 " (600823 4,456,604 4367500
DETAILS OF WRITEINS
2501, Dher Adsinistratbve Exp {3, 762.319) 43,762, 4108
250
2603,
mm“‘,gm',M'mmwm . o 0 .
O ey T B0 IS e RO 28 | 8 ol pmam .40
{8} incindes foes of 5 walised and® o sosalfisen.
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STATEMENT AS OF DECEMBER 31, 2008 OF AVAHEALTH, INC.,

NOTES TO FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING PRACTICES

A,

Arcounting Practices

AVAHEALTH, ING, DBA Avalon Healtheare, ine, {Avalon) is & health insurance company domicied in the State of Florida and Heensed 1o do business in the State
of Floritia. Avalon markeds individoal and group health insurance products through brokers and #5 owr representatives,

The accompanying statutory basis finanial statersents of AVAHEALTH, INC., ane presentad on the basls of accounting praciices prescdbed or permittad by the
Florida Office of nsurance Regulation. The Flarida Office of insurance Regulation recognizes only statutory accounting pracices prescribed or permitied by the
State of Florida for determining and reporting the financial condition and results of operations of an nsurance company, for datermining #s solvency ander the
Florida Insurancy Law. The National Association of Insurance Commissionars’ (NAIG) ActounBing Practives and Procedures Manual, {NAIC SAP) has been
adopted as a component of prescribed or permitied practices by the state of Flordda,

Use of Esfimates

The preparation of financial staternents in conformity with Statutory Actounting Principles requires management 1o make estimates and asstmptions that effect the
repoited amounts of dssets and liabilities. 1 also requires disclosure of confingent assels and lishilities at the date of the financial stafements and the repartad
amounts of revenue and expenses during the peviod. Actual results could differ from those estimates,

Ausounting Politles

H@mmmmmmmﬁymrmsmufﬂmmmdm:mmm Emmsinwned%nmnmcﬁunwﬁmamuﬁmm%&ummbus%s.
including acquisiiion costs such as sales commissions, ara charged tr oparations as ourred,

1)  Short ferm investmernds are siated at amortized cost.

2}  Avalon owns 1o bonds.

3}  Avaion owns o comenon stocks.,

4)  Avalon dwns 1o prefemed stocks.

5)  Avaion has o loans.

8)  Avalon has no loan-backed securities.

7} Awalon has no investnents In sehsidiaries, controlied and aflisted companies,

8)  Avalon has ne vestents in Joind ventures, parinerships and inited Hahilty companies.

9)  Awvalon holds o dedivatives.

10}  Avalon anticipates investrment income a3 a facior in the premium deficlency calculation, in sccordance with SSAP No. 54, Individual and Group Accidens and
Health Contracts,

11} Unpaid losses and loss adiusiment expansss nclude an armount determined Som individuat case estinates and loss reporis and an smount, based on past
axperiente, for lnsses ourred byt not mponed, Such Sablfies are necessardlly based o assumptions and estimates and whils management helisvas the
amaurt Is adequate, he ultimate labiity may be i axcess of or less ihan the amound provided. The methods for making such estimates and for ostablishing
e resulting Hability is confinually reviswed and any adjustments are reflected in the period datesmined.

42) Avalon has made no change t its capitaliration .

13} Avalon has a pharmacoutical rebate recaivables in the amount of $8,960,

{Oiher Disclosures

Avalon entered Ints 2 Yearly Renewable Term (YRT) Reinsurance Agreement with London Life Reinsuranece Company effective January 1, 2008, In actordance
with SSAP No, 81, the following iters have been reporfed on the December 531, 2008 Quartedy Stalement:

1} Furds held by or deposited with relnsurance comparies {Line 14.2, Column 1 on the Assols) indiudes an amount receivable for funds withheld by the ceding
entity *YRY Reinsurance Reecoversble” tolafing $6,875,778,

2y Funds held imder relnsurance freaties {Line 17, Columy 1 on the Lighilities, Capital and Surplus) includes an amount payable for funds withheld by the
voding enfity “YRT Reinsutance Payable” tohling $8,071,813.

3y  Claims Unpaid (Ling 1, Column 1 on the Liablities, Capitat and Surphss) is reported net of deductions 1o claim reserves “YRT Reinsurance Funds Withheld®
toialing §2,196,134.

4y Nat Pmr%mmn Income {Line 2, Column 2 on the Statement of Revenue and Expanses) is reported rest of amounis payable to the reinsurat toialing
$8512.727.

8)  Net Reinsurance recoveties (Line 17, Column 2 on the Statement of Revenus ant Expenses) includes palicy benefit paymants payable by the reinsurer
*YRT Reinsurancs PolicyBonafits” totaling $4,326,233.

§)  General adminisirafive expenses (Liny 21, Colurn 2 on B Slatement of Revenue and Expensas) is repored net of profit commission “YET Reinsurance
Profit Commission” {otafing $1,395,324, is reported net of an alfowance for general axpenses *YRT Reinsurance Admin Expenses” totaling $2,782,170 and
includes & YRT Reinsusance Risk Charge totafing $85,122,

In aecondance with the Mode! Audif Rule, Avalon cenfirms the Rollowing will bagin with the submission of the 2046 Annual Health Ststermant

1)  The lead audit pariner contracted i peform the independent audit will nol have served in the capacity of Jead auditor for mure than five consecufive years,

2} Anannua! Management's Report of Intemal Condrel over Finandial Reporfing will be submilted,

3) The existing At commitiee for AvaHealih, inc. composed of members of the Beard of Directors of the parent company Aualon Healthcare Moldings, Inc.
will meet tha member independence requiremant If the requisiie firesholds have Been exceeded.

2. Acoounting Changes and Correclivas of Erors
Mad Applivatile

3. Business Combinations and Soodwilt
Not Applicable

4, Discontinued Operations

Mone

5. investments

A

B,

Morgage Loans, including Mezzonine Real Extate Loans
Nona

Debt Restructuring
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STATEMENT AS OF DECEMBER 31, 2008 OF AVAHMEALTH, INC.

10.

NOTES TO FINANCIAL STATEMENTS

Mone
C.  Reverse Mortgages
None
D,  Losn-Backed Securities
Nome
E. Repurchase Agreements
None
¥. RealEsiate
Nons
Joint Ventures, Parinershios and Limited Liabiity Companies
A. 'The Company has no Investrnents in Joint Ventures, Parinerships or Liméted Liability Compenies that exceetd 10% of its admitted assets,

B, The Company did not recognize any impairmend write down for e invesimends In Joint Ventures, Partnerships and Limlted Liabiity Companies during the
siatement parlods.

Invastment tncome

A, Avalon did not exchude any doe and acerued inoome from surplus.

B. The total amount excludsed was $0.60.

Dardvalive Instruments

Avstion did not hold any derivative instruments diring 2008,

Income Taxes

Avalon had a nel deferrad income tax ansat (DTA) of $964,457 recognized in Avalon's Assets, Liabillties, Surplus and Other.

Avyaion had no deforred tax liabiities.

Avalon Incurrad ra current income taxes.

Avalon had no significant book 1o tax adjustments.

Not applicable

Additional Disclosures

None

G, Consofidated Insome Tax Return
Avaton s 8 member of an affiiated group included in the consolidated federal income tio raturn of Aviiion Healthcare Holdings, inc. The method of allocation
between the companies Is subject to written agresiment, approved by the Board of Direcinrg. The tax Sabillty is alincated in the ratio of the subsidiary's tax liability
on & separate retum basly to the total taxes of alf the members on & separate retum basis. Each meenber is required 1o use current Operating bases and other
tredits first without considering the current year's profifs and losses of ather membaers of e afliated gronp. Avalon Healfheare Hokdings, Ine. is required o pay
the Company for excess tax credits and fosses o the exient they are utitized in the consolidated retum. infer-company fax balances are setifed within 30 days of
receiving notice of such payment from Avalon Healthcare Holdings, Inc,

INFORMATION CONCERNING PARENT, SUBSHIARIES ANDY AFFILIATES

Homog 0o P

A, Avelon paid a monthly management fee fo the Parent Comparny, Avalon Heattheare Holdings, inc., beginning on October 1, 2008, totafing $668,000 for 2005,
$2,600,000 for 2006, $1,842,310 for 2007, $6,340,076 for 2008, and $8,100,503 for 2008,

See A,

Not applicable

Ag of Decermber 31, 2008, $1,004,035 was dus from the Parent Company, Avalon Healtieare Holdings, 1nc.
None

The Parent Gompary, Avalon Mealthoare Holdings, ino. provides management and administrative services fo Avalon. Avalon Healthcars Holdings, Ine. charges
Avedon o managermont fee for thege services, The management foe is alfocated proportionally to the various geners! expense categories based upon the
percentage of the total expenses actually incurred.

G. Al igsued shares of Avalon are owned by the Parent Compatry, Avalon Heuithoare Holdings, inc., an insurance holding company domiciled in the State of
Belaware, :

H. Avalon does not own any shane of te siock of B Parent Company, Avalon Healthcare Holdings, Inc.
L Avaion has ro investinents In fis Parent, Subsidiaries and Afiiliates.

oD W

1. Avalon did not recognize any impaimnerst wiite-down fot its investments In subsidiases, controlied or aSlliatad companies during the statement perod.
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STATEMENT AS OF DECEMBER 31, 2009 OF AVAHEALTH, INC.

NOTES TO FINANCIAL STATEMENTS

11. DEBT

?mlm Heaifhcare Holdings, Int. assumed a $1,500,000 revolving fine of credit through Synovus Bank and acyuired an additional Neles Payabie in the smount of
1,500,000,

RETIREMENT PLANS, DEFERRED COMPENSATION, POSTEMPLOYMENT BENEFITS AND COMPENSATED ARSENCES AND OTHER POSTRETIREMENT
BENEFIT PLANS

Not applicable
CAPITAL AND SURPLUS, SHAREHOLDERS' DIVIDEND RESTRICTIGNE AND QUASH-RECRGANIZATIONS

12,

13.

14,

15,

18,

A,

o BRC I v S e B

L

Avalon has 5,000,000 shares authorized, 1,500,000 sharea lssued and autstanding at a par value of $1.00 per share. All shares are common shares ownod oy the
Parent Company, Avalon Heafthesre Holdings, Inc,

Avalon has no preferred stoek outstariding.

Without prior approval of #ts domiciiary comnsissioner, dividends to sharaholders are frnited by the faws of the stade of Florida,
Within the imitations of (¢} above, there are no restricions placed o tha portion of Company profits that may be paid as ordinary dividends to slockholders.
There were no restriciions placed un Avalon's surplus, including for whom the surplus is belng bald,

There wera no advances lo surplus not repaid,

‘The fal amount of stock held by the company, fneluding stock of afifiated companias, for special purposas are:

Nowse

Thers were 1o changes in the balances of any special surpius funds from the pricr pedod.

The porfion of unassigned furids (surplue) repreaeted or reduced by cumulative unrealized gairs and lnsses was:

Not applicable

Burplus Notes

Not Appiticable

Hupact of guasivsonganization

Not Applicable

Tho effective date(s) of all quasi-recrgantzations in the prior 10 years

Not Applicable

CONTINGENCIES

A,

Contingent Commitments
Mong

Assessments

Nane

Gain Conlingencies
None

(ther Gontingencies
None

Leases

A,

B,

Lessee Leasing Arangements

iy Avalon Healfheare Holdings feases office spane from Really Associsles lowa Corporation commencing on March 4, 2007 for a term. of 80 months, Rontd
expense allocated 1 Avalon as of December 31, 2008 was $209,832.

i)  Avalen's anticipated aliocated share of rent for leases having non-cancelable iease terms greater than one year Is $208,532 for 2010.
@) Nochange,

Lesnor Leases
No Change: '

INFORMATION ABOUT FINANCIAL INSTRUMENTS WITH OFE.BALANCE SHEET RISK AND FINANCIAL INSTRUMENTS WITH CONCENTRATIONS OF CREMT

RISK
Al

Financial Instruments With Of-Balance Sheet Risk
None
Financdat Instruments With Concantrations of Credit Risk

None
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STATEMENT AS OF DECEMBER 31, 2009 OF AVAMEALTH, INC,

NOTES TO FINANCIAL STATEMENTS

17,

18,

ki)

20.

21

23.

SALE, TRANSFER AN{) SERVICING OF FINANCIAL ASSETS AND EXTINGUISHMENTS OF LIABILITIES
A, Transfers of Receivables Reportad as Salex
None
B,  Transfer and Servicing of Financial Assefs
hNone
GAIN OR LOSS TO THE REPORTING ENTITY FROM UNINSURED PLANS AND THE UNINSURED PORTION OF PARTIALLY INSURET PLANS
A, ASOPlans

Kot Applicable
B, ASC Piang
ot Applicable
€. Medicare or Simiarly Strichaed Cost Based Relmbursement Contract
Not Applicable
DRECT PREMIUM WRITTENFPRODUCED BY MANAGING GENERAL AGENTS/THIRD PARTY ADMINISTRATORS
ot Applcable
SEPTEMBER 11 EVENTS
Not Applicable
OTHER ITEMS
A, Exraordinary ltems
Nong
B. Tmubied Debt Restructuring: Debtors
Nome

€. Other Disclosures
As of Dacember 31, 2008, Avalon tad $100,600 on deposht with the Stale of Florkda as required by law.
D, Balance That i3 Ressonably Possibls to be Uncollectible
Nong
E.  Business Interruplion Insurance Recoveries
None
EVENTS SUBSECIUENT
Typal Hone
Type it None
RENSURANCE
A.  Ceded Reinsurance Report
Sedtion 1 - General Intemogatories

1} Are any of the relnsurars, Ssted inSdmdmaSasmx—afﬁiatad.nmedine;eoessoﬂs%ormntuiied,eiﬁmdimcﬁyorhd&wﬁy.hyﬂmmpanyorby
any representative, officer, trusiee, or direcior of the company?

Yas(}  No{X)
2} Have any policies issued by the company been reinsured with a company thartered in 3 country ether than the Uniied Stales (exdluding U.S. Sranches of
suth comparies) that is owned in excess of 10% or cotrofled directly or indireetly by an insured, a baneficiary, 2 creditor or an insured or any olher person
not primarlly engaged in the insurance business?
Yes{) Na()
Section 2 - Ceded Reinsurance Report — Part A

1} Does the company have try reinsurance agreemants in effsct under which the refsurer may uniiaterally cancel any rainsurance for rsasors other than
for nonpayment of pramiurs o other simiter credits?

Yes{) o (X}
2} Does the company have any reinsurancs agreemants in sffact such that the amount of losses pald or accrued through the Z) siatement date may result in
& payment 1o the reinsurer of amounts that, in aggregate and allowing for offset of mulual credits from other reinsurance agremments with the same refnsuror,
axzeed the totat direct pramium toltected under the reinsured policlea?
Yesi) No(X}
Sedtion 3 - Ceded Reitsurance Repor} - Part B
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STATEMENT AS OF DECEMBER 31, 2008 OF AVAHEALTH, INC.

NOTES TO FINANCIAL STATEMENTS

24,

28,

28.

27.
28,

29.

30.

31

1) What is the estimated amount of the aggregale reducion in surplus, (for agreements olher than those undsr which the reinsurer may unliaterally cancel for
reasons uiher S for nonpayment of promium or other similar credits that are reflected In section 2 above) of fermination of all rinsurance agresments, by
wither parly, as of the date of this statemant? Whers nacessary the sompany may consider B current or anticipated experience of Bie business reinsursd in
$NA

2) Have any new agroements been executed o sdsting agreements amended, since January 1 of the year of this siatement, to indude policies or contracts
that were In foree or which had existing reserves established by the coropany as of the offective date of the agreement?

Yes{) MNo(Q
i yes, what a the amount of reinsurance credits, whether an asset or o reduction of Hability, taken for such new agreements or amendmenis?

B, Unwoliectible Reinsurance

Not Applicabie
C. Commutafion of Ceded Reinsurance

Not Applicabls
Refrogpeciively Rated Contracls & Corvracts Subject to Redelermination
Bot Applicable
Change in fncurred Claits and Glalm Adjustment Expenses
No Change
intarcompany Podiing Armangements
ot Applicable
Nt Applicable
Heuith Care Recoivables
A, Phamaceutical Rebate Receivables

58,960
B. Risk Sharng Recelvables

None
Participating Policies
Not Applicable
Prasnium Dediciency Reserves
Ned Applicabie
Anticipated Salvage and Subrogation
Not Applicable
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1.7

41

42

6.1

52

£3

7.t

12

a4

4.2

ANNUAL STATEMENT FOR THE YEAR 2008 OF THE AVAMEALTH, ing,

GENERAL INTERROGATORIES

PART 2 - HEALTH INTERRQGATORIES

Doos e reporing oty have sny direct Medicar Supph infae? Yes f ] MeiX}
£ yos, indcate p pamed oo i, S, business only &
Wihat porion of fem {1.2) s net reported on the Medicars Supp Exp Exhinir? 3
1.31 FAeason for exciuding
indicate amount of pamed o Canadan andior Other Allen not ingikied in e {1.2} slxwe. %
Iradicate fotl incurred clairs on o3 Mediear Supplemont Sorace. $ [
individual policies: Mogt qurrens three years:
4.8t Totdl 3 gamed % B
.52 Total intarred clgims: k] Fed
T.B3 A of d fves f
All years prior o most comsnt e yeors
1.64 Toml presium samed . . S b
1.65 Towl ncurted slams [ 1
1.66 Nuamber of d s S
Grwp polialos; Mot porrant threw yesrst
1,71 Total promim BRI s . S |
1.72 Total d claims 4 g
1.73 Number of t ez 1]
All yearg priay 0 tost current theee yoans
1.74 Toial| eamed $ i
1.75 Tatal Fcisbie 5 ]
1.76 Numder of covered ives o
Health Test:
1 2
Tuvert Yoar Prioe Yoar
2t Premium M 5401, 283 9,101,920
22 Pramiom D 5,561,283 9,191,923
23 Pomiue Raio (2328 1200 1.008
24 Foserve 5 3,395,047 2
25  Hoserva D 136047 hE Ey L]
248 Hoserve Aatio (2.472.5) 108 2900
Has the raporfing entity d gy or gilit iRy contraciing, d or nthers that ip agreed Wi be
tadumiod when, 35 and i the g o e 0 antitep Yes [ 1 Mo{X}
i yes, give parSoulats:
mmsmmmmmmmmm‘mmmmms',ms’.wmmwcmmmmmw
deperdanis boon Hiod with the:ap gulatory agency? Yesi } RelX}
¥ ot prevdously fied furrsh harpwith & copygas) of such ag tish Do Hiaee ag iy incluche ackStiona bonelits oferen? Yes§ I Hef
Poes the reporting entity have atop-icss reing 7 Vs fA] Wi
¥ 0o, eoiplaln
taihad rigk o dnsdr 5531 Comg ive Modical -4 260,000
857\ Only 5
LY B Suppk %
534 Dootat & Vision $
5.5 Othwr Limited Bonafit Plan $
.38 Other 5
Describe arrangemant which the reporting entity may have to profct subsedbers and thelr dependorts againet the fgk of instivency including
hoid Farmisss p i son paiviinges with affiar ' With providers to e sendosing servicos, and any other
BgrRements:
Dioes the tepnrig ety sat aprits clal Sabiizy R provitdler senises on & servics dale basis? Y lX] B&{ 1}
¥f ne, give: dotaits
Provide ths kllowing iné i qyendivg parftieating providens: 8.1 Naimber of providers o S GF reROrHRG YO v oo meumes A0
8.2 Number of frovirers atand of repeding year 5.5
Does the reporting entily have biainess subjost t pramium e guarane vesf ] Mois]
Fyes, direct premium earned: With rame ¢ t 15-58 monthe_ &

27

with raw o over 26 months




ANNUAL STATEMENT FOR THE YEAR 2008 OF THE AVAHEALTH, no.
GENERAL INTERROGATORIES

151 Does the reporiing entity have incestive Poul, Withhiok! or Bous e i provich ? Yesi | MefXl}
102 Fyes 19.21 Maximum amoint payabie DONUERS . ... - —
1022 Amount sctitally paid for year 5 11
8.2 Masimun: amaant payabiz wiitholds. %
10.24 Asrvount setaly paid for year withbokls. $

1.1 Is the reporting enditly oranized as:

14,32 A Modieal Group/Sial Model, . ... sl | Wwix}

143 An individual Practice Assockation PR, o, Yee i ) R i)

1.4 A Mived Modet (ombingion of abovey? . Yex I ) MeiX}
112 ks fhe reporiing entity sublact fo Min Net Waorth Hogqu i3 Yer { K] %] 1}
113 Hyes, show e name of e siale requiing such net worth Figrids
114 Hyes, show the amount requl 5 1,500,600
115 {5 this amount includest ae partof g rserve i ‘s Beuiy? Yo i %) ¥ef
1.8 i the amount ia cal cf, show the caleulat
12, Listservicn ansas b which soposting ey is losnsed 1o aporite:

1
Hamp of Sarvics Arma

131 Do )ws att as a cuttodian for health savings Yes [ 1 %elX)
132 ¥ yos, ploase provide the smount of cugtodish fun heid s of the ey G ke 3
1848 Do you act as an sdministtor for health swings ta¥ Yes{ § Hixt
134 ¥ yom, ploase provide the balance of turls administeren as of the rapating diste, $

271



ANNUAL STATEMENT FOR THE YEAR 2008 OF THE AVAHEALTH, Inc.

FIVE-YEAR HISTORICAL DATA

# na, please axplain:

S 1 %
Pl ) 2608 2007 2008 2005
Balunce Sheet (Pages 2 and 3}
1. ol admitied assets (Page 2, Ling 265 150,218 3,018 54 3,008,505 2108 2 4,208,178
2. ol Sabidties (Page 8, Ling 22) 11,550,971 2,084 965,008 72 500 B
B Bifsory s 1,500 000 1,508,000 1,500,000 [
4. Totat capital and surplus (Page 5, L 88 . BB . 1007 2,135,946 1,685, 7% 4,204,473
income Stetament (Pags 4)
& Towm revernes fine O} £.927.253 9,204,463 340,958 867,616 ]
& Total medical and Hinspital xpenses (Ling 18) 526,000 5050, 524 1448210 380,85 ]
7. Claims ady {Line 26) & ) ¥ 16,000 8
8. Tow - HLino 25} 4,884,004 567569 2,000, 422 2,53, %1 3,477
9. Not underwriting g fioss) {Lire 24) (2,852 867 12,500,574) (18,7383 ... (2,660 B0 ... (603477
10, Nouinvastment g ess) {Line 27) 243 45,80 06,465 .48 4,56
11, Total other incams (Lines 28 plus 269 & o 8 H o
12, Netineome o (ous) (Line 32 12,580,248} 12 473,974} 5,795 32,543, 569} £H64,661)
Caeeh Flow {Page 6}
13, Net cash rom oporaiens {(Line $1) {5887 330y {1,535, 568) 5480 {2,198, b9y
Risi-Basod Capiiat Anslysin
4. Towl adsstod capital 8.840 1,858, (67 #,130.848 1,665, 702 493 1T
15, Antherizad roatrol level Hsk-based capital R ] 48,0 e 182,941 5454
Enradiment (Exhibit 1) f
18, Totst membors at end of pestd (Column 5, Line 75 F.48 5.7 2.8 | &F )
17, Yol messtors morh Ookmn &, Lino 1) 0.5 48,755 1550 | 2.9 3
%wpmaiﬁaquasmm
& "E’.’;‘i"s"’m&f”s?“’ Pl sk v e £ phus wme 100 10a 1000 0.0
b T&%ﬁzﬁ?mmmmm (U =0 &4 578 06
20, Costcontainment 0.0 20 X ] B %)
24, Gﬂwmm‘j e iR ] AL .0 23 ne
22, TFotal underweBog {Line 73} #y s 1018 M0 aa
23 Towl underwriing gk (foss) {Line 24 {413} {205 {6.5) 14683 88
A
e, ol oy o ey 1.6.970 0.5 0.2 2
K gty of i cins i yoar Qe 1,019,008 956,001 PAT) o
Wmmmm
25, AfSiated bonds {Soh.  Summary, Lios 12, Sel, 1] g 1 ]
E7.  AtAigisd prefermed stocks (Bch, B Summary,
Line 4B, Gol. 1 o a
Affiliatng commen atotks {Sch, R Summary,
Line 24, Gol, 1) o 9
29, Afflisled shorMenn investments {Subitel
inluded in Schedeie DA Vertfication, Col. 5,
Linws 10) 4] 3] i3 id
30, Afdistey morigage loans on real estale 8
1. Allother sflied B
32, Fota of abovo Lings 281 31 i g ] i ]
NOTE: B a paity o a2 mergor, hwematwomstmmmymuﬂhhmmmmdmamawgummnmmmdwme
requirements of SSAR No, 3, Accounting Chang of Errors? Yes{ }Bef |



i

FILED

MAY & 201 _
N OB RBGULATION ]
INBURANDE N
OFFICE OF INSURANQE REGULATION P :
KEVIN M. MCCARTY
COMMISSIONER
IN THE MATTER OF:
' CASENO.: 110187-10-CO
AVAHBALTH, INC. .
/ " CONFIDENTIAL ;
‘ . Pursuant to Section 624.82,
) ) .Flgﬁda Statptcs . T
- RDER SUPERV]

THIS CAUSE came on for consideration upon revie_w by the OFFICE OF INSURANCE
REGULATION (hereinafier referred to as the “OFFICE") of the financial condition of
AVAHEALTH, INC., also doing busineas as AVALON HEALTHCARE, INC. (hereinafter
reforred to as “AVAHEALTH" or “the poxppany”)._ After a complete rcv_iew of the entire raoord
and upon consideration thereof, and otherwise being muy advised in the premises, the OFFICE
hereby finds as follows: o Lo |

: | The OFFICE has ju;is&icti_on over the partics and subject matter of thxs action.

2. AVAHEALTH is & domestic life and health insurer licensed to do business in |
Florida and-subject to regulation by the OFFIéE, pursuant to Chapter 624, Florida Statutes.
AVAHEALTH is one hundred percent (100%) owned by Avalon HealthCare Hq]dings, Inc.
(hereinafier referred to as AVAHEALTH HOLDINGS), -

3. The OFFICE and AVAHEALTH agree that grounds exist for AVAHEALTH to be

placed in administrative. supervision to protect the assets of AVAHEAILTH and to protect the

. Pagetofl3



interests of its insureds, and AVAHEALTH consents to be placed in administrative supervision,
pursuant to Chapter 624 Part V1, Florida Statutes.
4. The OFFICE’s action is predxcated on the current financial condltlon of
AVAHEALTH. | .
5. On March 2, 2010, AVAHEALTH, Inc. submitted its December 31, 2009 ‘anmial
. financial statement filings as required by Section 624.424, Florida Statutes, The Statement of
Actuarial Opinion filed in accordénce with Sectian 625.121(3), Florida Siatutes, on March 29,
2010 for the December 31, 2009 annval financial statemcnt, contained a Quahﬁed Oplmon
issued by the Appointed Actuary, Gregory G. Fann, FSA MAAA
6. Based on the amended February 28, 2010 monthly ﬁnancml statement filed on
Mm-ch 25, 2010, AVAHEALTH does not have sufﬁcwnt assets to meet the mzmmum aurplus
reqmrements, pursuant to Secunn 624.408, Florida Statutes. |
' 7. AVAHEALTH acknowledged in a letter dated March 26, 2010 “that
AVAHEALTH will not resume sellmg and or wntmg business thhout the consent of the
- OFFICE. : , _ :

8 Based on the amended December 31, 2009 amul financial statement filed on
March 31, 2010, AVAHEALTH does not have sufficient assets to meet the minimum sutplus
requ:rments, pursua.nt to Section 624,408, Florida Statutes,

. 9. On April 2, 2010, an Actuerial Memorandum for the year ended December 31,
2009 was filed with the OFFICE by AVAHFALTH. The Actuarial Memorandum was reviewed
by an Actuary within the OFFICE and a determination made that although the Actuarial

Memorandum supported the Statement of Actuarial Qginion subgnitted on March 29, 2010, the
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Actuarial Memorandum did not address the reinsurance ceded credit implicitly faken by the
company.

10.  While this supervision is in effect, AVAHEALTH may not, without prior written
approval of the OFFICE, engage in any of the actions enumerated in Section 624.83, Florida
Statutes. - o

| 11. In addition, AVAHEALTH shall not increase any officer’s ‘or director’s
compensation above the level they were at as of April 23 2010, or pay bonuses to an;lr pfﬁcer, _
. director, or e.mployae without the prior written approval of the OFFICE -

12. AVAHEALTH shall not enter into any new or amend any existing agreements
with any affiliate(s), as defined in Rule 690-143.045, Florida Administrative Code, without prior
written consent of the OFFICE. _- B ‘ |

13. AVAHEALTH shall not waste assets, or expend finds other than in the ordinary
cours;a of business in excess of ten thousand U.S. dollars ($10,000) \&iithout the prior written
consent of the Deputy Supervisor. If, afier the Deputy Supervisor’s approval of a transaction has
been granted, the OFFICE becomes aware of additional facts or circumstances, wl:uch matcnaliy
affect its prior approval of the transaction, the OFFICE reserves the authonty to require such
corrective action as it may deem necessary or advisable. Transactions in the ordinary course of '
- business shall include, but net be limited to, payment of provider claims. AVAHEALTH need
not obtain prior written consent for payment of provider claims, although the OFFICE and the

Deputy Supervisor may prospectively review such payments.. | L

14 + AVAHEALTH shall file monthly finanicial statements until the OFFICE provides

written documentation indicating monthly financial statcﬁwnts are no longer required. The

monthly financial statements are due on or before the twenty-fifth (25th) day of the following
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month from the period ending date. The monthly financial statements include the Jurat page,
Assets, Liahiliﬁeé, Capital and Surplus, Statement of Revenue and Expenses, Cash Flow, Exhibit _
of Premiums, Enrollment and Utilization. | -

15.  Should AVAHEALTH be unable to file any monthly, quarterly or annua]
ﬁnancial statement by the due date it shall cease soliciting or accepting new or renewal premium |
unti! such time as the delinquent financial statement and any requlred capxtﬁ mfuswn has been
ﬁled with the OFFICE. -

16. AVAHEAL’FH shall file financial statemcnts with the OFFICE for s parent
company, AVAHEALTH HOLDINGS, on a quarterly basrs until the OFFICE provxdes wiitten
documentation indicating quarterly financial statements are no ]ouger_reqmred. Thg financial

, st.atem_ents for AVAHEALTH HOLDINGS shall be due 45 days aft'e:r.thc qﬁarter end. .

17. In the event that AVAHEALTH files an insolvellxt financial statement, evidence of

 capital infusion is required to be filed with the insolvent ﬁnancigl statement to correct such
insolvency. | B . o

| 18, AVAHEALTH end AVAHEAL’I‘H HOLDINGS shall notify ﬂze OFFICE of any
. pendmg litigation against either company within one week of nouﬁcatxon of such lmgatnon
W:thm five days of execution of this Consent Order, AVAHEAL'I‘H and AVAHEALTH.
HQLDINGS shall provide a list of any kniown pending lthgauon.

.19, AVAHEALTH shall provide a list of all contracts with renewal dates to the

. .Deputy Supervisor.

20. AVAHEALTH shall provide an updated actuarial ccmﬁcauon as described in

Section 625.121(3), Florida Statutes, for all quarterly financial statements.
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21.  Within thirty days (30) days after entry of this Consent Order, AVAHEALTH shall
file a corrective action plan which shall contain, but not be limited to:

(a)  How the company will remhedy any 1mpaument of capital and smplns as
- required by Section 624. 403 Florida Statates;
(b)  Financial pro-forma ﬁnancml Statements that include a balance sheet,
- income statement, and & statement of cash flows; .

- (©)  Details on afl possible scenarios. being considered, including, but not
Limited to, complete transfer of control of AVAHEALTE winding down
-of operations and runoff of claims, transfer of book of business or

| cont%nuing operations. | _
AVAHEALTH shell provide the OFFICE with an updated corrective action plan, due

immediately, should a material change occur in the company’s corrective action plan.

22.  During thé: period of administraﬁvq supervisioﬁ, AVAHEALTH’S Board of
Directors shall meet no less than monthly and shall not meet except withr reasonable notice to;
'_ and in the attendance of, the Deputy Supefvisor. The Deputy Supervisor’s aﬁendance is
permitted in-pefsc;nor by telephone. . . : | |

2. The OFFICE shall appoint 2 Deputy Supervisor pursuant to Section 624.87,
Flonda Statutes. The Deputy Supervisor shall represent the OFFICE and shell be under the
contro] of the OFFICE. The OFFICE shall negotiate a contract with the Deputy Supervxsot
'AVAHFALTH shall compensate the OFFICE’s Deputy Supervisor for fees and expenses.
Further, AVAHEALTH shall provide office space. and reasonable accommodations to the
i)epufy Supervisor. If AVAHEALTH enters into a transaction approved by the OFFICE which

reduces the need for on-site supervision, the Deputy Supervisor will visit the AVAHEALTH

Page S of 13



office on an as-needed basis. AVAHEALTH shall continue to timely provide the Deputy
Supervisor with access to electronic records needed 1o oversee the remaining operanons while
workmg off-site.

24,  AVAHEALTH shalt be placed under administrative supervision for a period of
one hundred twenty (120) days from the date‘oi-‘ execution of this Consent Order, which will |
allow AVAHEAL’I‘H to pursue an agrecment with another entity to acquirc all or part of the
‘assets of AVAHEALTH or an agreement which transfers the insureds of AVAHEALTH to

' another insurer.  Such administrative supervision may be extended at the OFFICE’s sole |
' --dlscreuon for as long as is necessary for the company to successfully implement and complete a
- correctwe agtion plan approved by the OFFICE. Such extensmns shall be rcnewed m one |
hundred twenty (120) day increments at the OFFICE’s sole discretjon. _ |

25. AVAHEALTH shall allow the Deputy Superviso; complete‘ and unrestrictg&
- acoess to all -offices maintained, rights of action, books, papers, data processing records,

" evidences of debt, bank accounts, savmgs accounts ceruﬁcates of deposlt, stocks bonds,
o debentmes and other securities, mortgages, furniture, ofﬁce supplies and eqmpment, and all real

' pmperty of AVAHEALTH wherever situated, whether in possession of AVAHEALTH or its
| officers, dlrectors employees, managers, consulants, tmstees agems attomeys or aﬂihates, as
-prowded in Section 624.318, Florida Statutes,

26. AVAHEALTH HOLDINGS shall allow the Deputy Supemsor complete and
. unrestricted access to all offices and records of AVAHEALTH HOLDINGS R

|27, AVAHEALTH shall allow the OFFICE to amend affiliatcd agrecments as deomed
necessary by the OFFICE. | | - |
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28.  Any officer, director, manager, trustee, attomey, agent, actuary, broker, employee,
independent contractor, consultant or affiliate of AVAHEALTH and any other person who
possesses or possessed any executive authority over, or who exercises, or exercised, any control
- over any segment of the affairs of AVAHEALTH, or the affairs of affiliates of AVAHEALTH
shail fully cooperate with the Deputy Supervisor. _

29.  AVAHEALTH shall be responsible for administrative supervision expenses pursuant
to Section 624.87, Florida Statutes. AVAHEALTH shall reimburse the OFFICE for any
reagonable expenses of supervision, and will pay directly all contractors, mcludmg any Deputy‘
Supervisor retained by the OFFICE for assistance with the Admxmsh'atwe Supervision. Such
rg:mbursemgnt shall be made b:—weeldy or as otherwise directed by the Deputy Supervisor.

- 30, Any officer, dircotor, manager, trustee, attorney, agént, actuary, broker, employee,
independent contractor, consultant or affiliate of AVAHEALTH and any other person whd
Ppossesses or possessed any execntive authority over; or who exercises, or exercised, any control
aver any segment of the a.ffai;s of AVAHEALTH, or the affairs of affiliates of A?AHEAI._.TH,
éhalll not undertake, engage m, commit to, initiate, or continue any activity beyond those that are
routine to the day-to-day conduct of its business, without the prior written conscﬁt of the Deputy
~Superv.ismr (which shall not be unreasonably withheld.) 'Ihs agreement does not prohibit
AVAHEALTH, or any person associated with AVAHEALTH, from entering into discussions
with persons regarding potential financial or business proposals. However, AVAHEALTH and
its assocxated persans must obtain written consent from the Deputy Supervisor or the OFFICE
pnur to entering into an agreement with such person. The OFFICE agrees to use its best efforts
to promptly review and respond to any written request b): AVAHEALTH to enter into such an

agreement.
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31, AVAHEALTH agrees that the OFFICE and the Department of Financial Services
(hereinafier refgrred' to V'as the “DEPARTMENT™) may have examiners, or other designees
present at the offices of AVAHEALTH to supervise activities, obtain independent information,
verify transctions, and verify the conditions and stafus of AVAHEALTH and its progress in
'de.veloping and complying with its plan for winding down operations‘and any other duty as
des:gnated by the OFFICE. AVAHEALTH shall cooperate w1th and facxhtaie the presence and
: work of sus:h examiners, or designees. _ | ' '

: .‘32; ‘I‘he OFFICE may in its sole dlscmhon uﬁtlatc dehnquency proccedmgs agamst .
AVAHEALTH pursuant to Chapter 631 Florida Statutes AVAHEALTH agrees to Wmve 1ts
right to contest ‘the initiation of dehnqucncy proccedmgs by the DEPARTMENT in any foru_m _
and waiveslnotice and hea.ring on the DBPARTMENT’S Petition t(l) Appoint Receiver.

o 33 | AVAHEALTH agrees that in the event that dehnquency proceadlngs are
| commencpd the DEPAR'IMENT shall hnve sole discretion to detcrmxne whethcr’
AVAHEALTH shall be placed in rehabilitation or l:quldatlon | _ ' ‘ _

- 34, AVAHEALTH acknowledges that AVAHEALTH has executed a Consent to

» Order of Receivership which was appmved by a resolutxon of the board of directors of _
: AVAHEALTH. Nothing in this Consent Order modifies such Consent to Order of Receivership
| 35. The OFFICE agrees to use its best efforts to promptly review and mspond to any

) wntten request by AVAHEALTH to engage in any action discussed above.

- 36.  AVAHEALTH and the OFFICE agree that this Adrmmstranve Supemsmn is

: conﬁdenhal as prowded in Section 624, 82, Florida Stamtes
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~ 37. AVAHEALTH expressly waives a hearing in this matter of Administrative
Supe.n}isiod and subsequent extensions of this Administrative Supervision, the making of
Findings of Fact and Conclusicns of Law by the OFFICE as contained herein.

38. AVAHEALTH agrees that if the QFFICE expends staff time or ﬁmds because
further proceedings are reqmred to enforce the terms of this Consent Order, or if administrative
proceedmgs are initiated by AVAHEALTH regarding this Administrative Supervision, and the
OFFICE prevails in such proceedmgs, AVAHEALTH shall reunburse the OFFICE for
_ reasonable attorney’s fees and costs, Otlmrwxse, each pan:y 10 ﬂJJS agreemcnt shalt bcar its own
costs and attorney’s fees.

'_ 39. AVAHEA.LTH hereby knowin@y and voluntarily waives receipt of written notice

"~ under Section 624.8%(1), Florida Statates, of the grounds for the OFFICB to effcctuaie

A administrative supervision. ‘

l_ 40.  The deadlines set forth in this Consent Order may be extended by written

' approval of the OFFICE. ’ S

4], AVAHEAL’I‘H and AVAHEALTH HOLDINGS agree that they have entered into
thIS Consent Order voluntarily, without coercmn from the OFFICE or any agent, employee or

B designee of the OFFICE, and that it has obtained legal counsel from its attomey(s) prior to
_ '.entermg into this agreemeni .

42. The parties agrec that this Consent Order shall be deemed to be executed when the
OFFICE has executed a copy of this Consent Order bearing the signature of AVAHEAL'IH or
then' anthonzed reprcscntatlves and AVAHEALTH I-IOLDINGS or their authorized
representatives, nol\mthstandmg the fact that the copy may have been transmitted to the OFFICE

electronically or via facsimile machine. Further, AVAHEALTH and AVAHEALTH
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HOLDINGS agree that their signatures as affixed to this Consent Order shall be under the seal of
a Notary Public. | | ' |
WHEREFORE, the agreement between. AVAHEALTH, AVAHEALTH HOLDINGS and
the OFFICE, the terms and conditions of which are set forth above, is APPROVED. FURTHER,
all te:ms and conditions contained herein to p]ace AVAHEALTH in Admnmstratwe Supems:on

 are hercby ORDERED.

' DONE and ORDERED this 5 ?“ day oijLaA7 ,2010.
Al / Kevin ¥. McCdrty, Commissio
¥ Office of Insurance Regulation
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By execution hereof, AVAHEALTH, INC. consents to entry of this Consent Order, agrees
without reservation to all of the above terms and conditions and shall be bound by all provisions
herein. The undersigned represents that he/she has the authority to bind AVAHEALTH, INC,, to
the terms and conditions of this Consent Order. The undersigned also certifies that he/she has
provided the signature below voluntarily and without coercion, based upon the assistance of legal

counsel for the compafiy and as authorized by the Board of Directors of AVAHEALTH, INC. by
resolution an __ 0 . T T

 [Corporate Seal]

STATE OF _[ored o

COUNTY OF _Bn.\ﬂs\m.m:bé—

The foregoing affidavit was sworn to and subscribed before me this 3-day of _ .. , 2010,

by Cued  OWNerf! as CEQ
o (Name of person) (Type of authority.. .e.g. officer, trustee attorney in fact) .
for____ AyAWCRCTH Tnic | |
: * (Company name)

R/

(Print, Type, or Stamp ,.L,. o

‘Personally Known ' OR Produced Identification  F¢. Mz

Type of identification produced F Do

| (NOTARIAL SEAL)
My Commission Expires: Co L
N o 1w iR )
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By execution hereof, AVALON HEALTHCARE HOLDINGS, INC. consents to entry of this
Consent Order, agrees without reservation to all of the above. terms and conditions and shall be
bound by all provisions herein. The undersigned represents that he/she has the authority to bind
AVALON HEALTHCARE HOLDINGS, INC. to the terms and conditions of this Consent
Order. The undersigned also certifies that he/she has provided the signature below voluntarily
and without coercion, based upon the assistance of legal counsel for the company and as

authorized by the Bgard ¢f Diregtors of AVALON HEALTHCARE HOLDINGS, INC. by
resolution on 00 . : T - :

AVALON HEALTHCARE HOLDINGS, LC.

.-By.

B | o Bl 24 letr P
coporesea) e Charle SN A el
- . - ) . - (Plcgse type or print) T
Title: OED

B : Date: . \S / 3 /ﬁ&
. ‘/ '
STATE OF _Waad.. ' '
COUNTY OF _W:lla\usse
~The foregoing affidavit was sworn to and subscribed before me this 3 day of ﬂgﬂ . 2010,

by__,,du& (')‘Afuﬂ as . l"‘F..O

(Name of person) (Type of authority. ..e.g. officer, trustec attorney in fact)

for AvATor HEALH e HolbTnes Tive
(Company name) T

i

ature of notary)

- iowd s O N o)
(Print, Type, or Stamp Commissioned Name of Natary)

Personally Known OR Produced Identification  £2. A/

Type of identification produced fF. D2 . - '
Notery Public Slg‘t! of Florida
My Commission Expires: m DDeeBses ‘
f Expires 03/11/2013 _

3-H-20i3
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COPIES FURNISHED TO:

Charles T. O’Neill, President

AvaHealth, Inc.

3030 North Rocky Point Dr.W., Suite 800
Tampa, Florida 33607

~ John F. Black
Meridign Consulting, Inc.
P.O. Box 14989 ,
Tallehasses, FL 32317-4989
Phone: (850) 386-9898, Ext. 103
E-Mail: jblack@merid-consulting.com

.Mary Beth Senkewicz, Deputy Commissioner
Life & Health/Specialty

Office of Insurance Regulation

200 East Gaines Street -

Tallghassee, Florida 32399-0327

Robert A.Willis, Director

Life & Health Financial Oversight
. Office of Insurance Regulation
200 East Gaines Street
Tallahassee, Florida 32399-0327

. Paul Johns, Financial Administrator
Life & Health Financial Oversight
Office of Insurance Regulation

200 East Gaines Street

Tallahassee, Florida 32399-0327

Marec [to, Assistant General Counsel
. Office of Insurance Regulation

200 East Gaines Street

Tallghassee, Florida 32399-0426
Phone: (850) 413-4170

~ Email: marc.ito@floir.com
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JOINT WRITTEN ACTION
OF THE SOLE SHAREHOLDER
AND THE SOLE MEMBER OF THE BOARD OF DIRECTORS
OF
AVAHEALTH, INC.

The undersigned, being the sole member of the Board of Directors and the sole shareholder of
AVAHEALTH, INC,, a Florida corporation (the “Corporation*), acting pursuant to the terms of §§607.0704 and
0821, Florida Statutes, and by agreement of the undersigned not otherwise proscribed by the Corporation's
Articles of Incorporation or By-Laws, hereby take the following written actions in liew of holding a meeting
regarding same: : ' : SR

1. Approval of Consent Order for Administrative Supervision. The Board of Directors has
determined it to be advisable and in the best interests of the Corporation, and the Board of Directors and the sole
shateholder hereby approve, that the Corporation enter into, execute, deliver and perform all obligations required
by that certain Consent Order for Administrative Supervision, a copy of which is attached hereto as Exhibit A, by
and among the Corporation and Florida’s Office of Insurance Regulation, : S '

2. . Procedural Matters. The Board of Directors and the sole shareholder hereby authorize,
empower and direct the Corporation’s President, Charles T. O*Neill, to act on beha!f of the Corporation and to
execute and deliver any agreements, instruments or documents, and to do any and all other acts and things which
the President deems necessary or advisable to catry out, perform or effect the transactions hereby approved and
euthorized, and to carry out the intent and purpose of the forgoing written actions. B ' :

3 ' Counterperts. This written action thay be executed in any number of counterparts, by means of
multiple signature pages each containing less than all required signatures, and by means of facsimile signatures,
each of which shall be deemed an originai, but elt of which together shall constitute one and the same insmmt-

{Signatures on the following page]
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| 6/ %? 0/0
AVAHEALTH, INC. o
AVALON HEALTHCARE HOLDINGS, INC

Effective as of May 3, 2010

[Signature page to Written Action of the Sole Sharcholder and Board of Directors of AVAHEALTH, INC]
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JOINT WRITTEN ACTION
OF TBE SOLE SHAREHOLDER
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WRITTEN ACTION OF THE BOARD OF DIRECTORS
‘ OF :
AVALON HEALTHCARE HOLDINGS, INC.

The undersigned, being all of the members of the Board of Directors (the “Board™) of AVALON
HEALTHCARE HOLDINGS, INC,, a Delaware corporation (the “Company™), acting in accordance
with the laws of the State of Delaware and pursuant to Delaware General Corporation Law, and by
agreement of the undersigned not otherwise proscribed by the Company’s Certificate of Incorporation or
Bylaws, hereby take the following written actions in lieu of holding & meeting to consider and act upon
the same: . . o . . T : e

1. A al of on Stock Subscripti . The Board has determined it to
be advisable and in the best interests of the Company, and the Board hereby approves, that the Company

enter into, execute, deliver and perform all obligations required by that certain Consent Order for
Administrative Supervision, a copy of which is attached hereto as Exhibit A, by and among the
Company’s wholly owned subsidiary, AvaHealth, Inc., and Florida’s Office of Insurance Reg'u]ation.

2. Procedural Matters. The Board heteby authorizes the Company's Chief Executive
Officer, Charles T. O'Neifl, to execute and deliver, on behalf of the Company, any and all agreements,
instruments or documents, and to do any and all other acts and things, on behalf of the Company, which
he may deem necessary or advisable to carry the intent and purpose of the foregoing written actions.

3. Counterparts. This Written Action of the Board may be executed in any number of
counterparts, by means of multiple signature pages, each containing less than all required signatures, and
‘by means of facsimile signatures, each of which shall be deemed an original, but all of which together
shall constitute one and the same instroment. ‘ oo B o :

[Signatures on Following Page]



o é/‘}%za/a_' o

Effectiv_c as of May 3, 2010

% Andrew B. Cassidy, Director _3

[Signature Page to Written Action of Directors)
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OF
AVALON HEALTHCARE HOLDINGS, INC.
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12195 WEST LINEBAUGH AVENUE
TAMPA, FLORIDA 33626

TELEPHONE: (813) 855-4461
& BUSINESS CONSULTANTS Fax: (813) 855-7536
WWW.WATERSCPAGROUP.COM

AMERICAN INSTITUTE OF CERTIFIED FLORIDA INSTITUTE OF CERTIFIED
PUBLIC ACCOUNTANTS (AICPA) PusLIC ACCOUNTANTS (FICPA)

INDEPENDENT AUDITOR’S REPORT

To The Board of Directors and Stockholders
of AvaHealth, Inc.

We have audited the accompanying statement of the statutory basis admitted assets, liabilities, capital
and surplus (deficit) of AvaHealth, Inc., as of December 31, 2010, and the related statement of
operations — statutory basis, statement of cash flows — statutory basis and statement of changes in
capital and surplus (deficit) — statutory basis for the year ended December 31, 2010. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements 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 misstatements. 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.

As described in Note 2, Summary of Significant Accounting Policies, Statutory Reporting, these
financial statements were prepared in conformity with the accounting practices prescribed or permitted
by the State of Florida Office of Insurance Regulation which is a comprehensive basis of accounting
other than generally accepted accounting principles.

Pursuant to 624.424, Florida Statutes, the statutory basis financial statements were prepared in
conformity with the National Association of Insurance Commissioners Accounting Practices and
Procedures Manual, subject to any deviations prescribed or permitted by the State of Florida, which is
a comprehensive basis of accounting other than generally accepted accounting principles.


http://www.waterscpagroup.com/

INDEPENDENT AUDITOR’S REPORT
(concluded)

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The accompanying Schedule of Reconciliation of Differences, is presented for purposes of
additional analysis as required by the Office of Insurance Regulation, and is a required part of the basic
financial statements. Such information has been subjected to the auditing procedures applied in the
audit of the basic financial statements and, in our opinion, is fairly stated, in all material respects in
relation to the basic financial statements taken as a whole.

In our opinion, the statutory basis financial statements referred to above present fairly, in all material
respects, the admitted assets, liabilities, capital and surplus (deficit) of AvaHealth, Inc., as of December
31, 2010, and the results of its operations and its cash flows for the year then ended, in conformity with
the basis of accounting described in Note 2.

The accompanying financial statements have been prepared assuming the Company will continue as a
going concern. As discussed in Note 8 to the financial statements, the Company has experienced
operating losses and negative cash flows from operations in each of the last 5 five years, and its total
liabilities exceeds its total assets as of December 31, 2010. This raises substantial doubt about the
Company’s ability to continue as a going concern. Management’s plans concerning these matters are
also discussed in Note 9 to the financial statements. The financial statements do not include any
adjustments that might result from the outcome of this uncertainty.

This report is intended solely for the information and use of the board of directors, stockholders and
management of AvaHealth, Inc. and for filing with the State of Florida Office of Insurance Regulation
and is not intended to be and should not be used by anyone other than these specified parties.

Watere CPA Groupp, P.A4.

July 29, 2011



AvaHealth, Inc.

STATEMENT OF ADMITTED ASSETS, LIABILITIES, CAPITAL AND SURPLUS (DEFICIT) -

STATUTORY BASIS
December 31, 2010

ASSETS
ADMITTED ASSETS

Cash
Other receivables

Total current assets

TOTAL ADMITTED ASSETS

LIABILITIES AND CAPITAL AND SURPLUS (DEFICIT)

CURRENT LIABILITIES
Accounts payable
Accrued expenses
Claims payable
Claims adjustment
Advance premiums
Aggregate policy reserve
Broker commissions payable
Reserve payable

Other current liabilities

Total current liabilities

Total liabilities

CAPITAL AND SURPLUS (DEFICIT)
Common stock, $1.00 par value, 5,000,000 shares
authorized; 1,500,000 shares issued and outstanding
Paid-in surplus
Unassigned deficit
Net loss

Total capital and surplus (deficit)

TOTAL LIABILITIES AND CAPITAL AND SURPLUS (DEFICIT)
See accompanying notes and independent auditor’s report
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$ 869,363
579

869,942

$ 869,942

$ 105,465
7,436
2,363,216
21,000
73,453
100,579
500,000
450,000

55,576
3,676,725

3,676,725

1,500,000
6,807,000
(8,298,151)
(2,815,632)
(2,806,783)

$ 869,942



AvaHealth, Inc.

STATEMNTS OF OPERATIONS — STATUTORY BASIS
Year ended December 31, 2010

REVENUES

Premiums, net
COST OF REVENUES

Physician and provider services
GROSS PROFIT

OPERATING EXPENSES
Management fee
Bad debt expense
Insurance premium tax
Bank service charges
Collection expenses
Health reimbursement administrative expense
Licenses & permits
Postage
Professional fees
Broker commissions
Reserve
Administrative and marketing expense
Miscellaneous expense
Total Operating Expenses

OPERATING LOSS

OTHER INCOME
Interest
NET LOSS

See accompanying notes and independent auditor’s report
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$ 12,960,084

8,099,518
4,860,566

4,564,233
68,864
235,537
104,368
80

1,580
3,934

111
63,559
500,000
450,000
1,686,861

5,297

7,684,424

(2,823,858)

8,226

$ (2,815,632)



AvaHealth, Inc.

STATEMENT OF CHANGES IN CAPITAL AND SURPLUS (DEFICIT) - STATUTORY BASIS

Balances at December 31, 2009

Net Loss

Additional Paid in Surplus

Less: Non-Admitted Assets

Balances at December 31, 2010

December 31, 2010

Common Paid-in Treasury
Stock Surplus Stock (Deficit) Total
$ 1,500,000 $ 6,807,000 $ - $ (8,298,151) $ 8,849
- - - (2,815,632) (2,815,632)
$ 1,500,000 $ 6,807,000 $ - $(11,113,783) $ (2,806,783)

See accompanying notes and independent auditor’s report
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AvaHealth, Inc.

STATEMENT OF CASH FLOWS - STATUTORY BASIS

Year ended December 31, 2010

Cash flows from operating activities
Net loss
Decrease in accounts receivable
Decrease in other receivables
Decrease in deferred tax asset
Increase in payables
Decrease in accrued expenses
Increase in other current liabilities
Decrease in claims payable
Decrease in advance premiums
Net cash (used) by operating activities:

Cash flows from financing activities
Decrease in receivable from parent

Net cash provided by financing activities

Net change in cash

Cash and cash equivalents, begining of year

Cash and cash equivalents, end of year

See accompanying notes and independent auditor’s report
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(2,815,632)
73,431
7,343,219
75,033
86,677
(2,200)
930,540
(8,051,274)
(811,712)

(3,171,918)

1,000,000

1,000,000

(2,171,918)

3,041,281

$ 869,363



AvaHealth, Inc.

Notes to Financial Statements
December 31, 2010

NOTE 1: REPORTING ENTITY

Nature of Operations

AvaHealth, Inc., (hereinafter referred to as “the Company”) is an accident and health insurance
company, licensed in the State of Florida by the Office of Insurance Regulation (OIR) on September
22, 2005, pursuant to sections 624.401, 624.404 and 624.413 Florida Statutes. The Company was
incorporated in the State of Florida on July 8, 2005 and is located at 5440 Mariner Street, Suite 101,
Tampa, Florida, 33609.

The Company offers coordinated health insurance coverage and related services through a variety of
plans for individuals and groups marketed through licensed agents and brokers.

Currently the services are offered exclusively in the State of Florida.

The total number of members as of December 31, 2010 were as follows:
Individual 3,017
Small Group 89
Large Group 0

The Company’s website is located at www.avalonhealthcare.com .

AvaHealth, Inc. is 100% owned by Avalon Healthcare Holdings, Inc. (hereinafter referred to as
“AHH”), a Delaware corporation.

The Company is a member of an insurance holding company system as defined by Rule 690-
143.045(3), F.A.C. lts latest holding company registration statement was filed with the State of
Florida, as required by Section 628.801, F.S. and the Rule 690-143.046, F.A.C., on April 1, 20009.

On July 1, 2009, the Company entered into an Management Agreement (“Agreement”) with AHH
whereby AHH will provide the Company executive management and administrative services,
marketing, accounting, claims processing, claims administration, claims analysis and reporting and
utilization management services.

Management fees of $4,564,233 were paid to AHH during the year ended December 31, 2010.
However, during 2010, the Company ceased paying management fees to AHH and paid the
administrative expenses directly to company vendors.
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AvaHealth, Inc.

Notes to Financial Statements
December 31, 2010

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

The Company’s financial statements and accompanying notes are prepared in accordance with statutory
accounting principles (SAP) as required by the National Association of Insurance Commissioners’
(NAIC) Accounting Practices and Procedures Manual subject to deviations prescribed or permitted by
the State of Florida Office of Insurance Regulation. The accounting principles applied in the
preparation of the statutory-basis financial statements varies from accounting principles generally
accepted in the United States of America (“GAAP”). The departures from GAAP relate primarily to
the method of accounting used for certain assets and liabilities which are recorded under GAAP but are
excluded from assets, liabilities, capital and surplus (deficit) for statutory purposes. The statement of
Reconciliation of Differences Between Audited Financial Report and Annual Statement on page 22-23
shows the GAAP presentation with the statutory adjustments, if any. Adjustments generally relate to
non-admitted assets of prepaid expenses, related party receivables, deferred tax assets and EDP
equipment as follows:

e Certain assets designated as “nonadmitted,” principally past-due uncollected premiums and
other assets not specifically identified as an admitted asset within the Accounting Practices and
Procedures Manual, are excluded from the accompanying statement of admitted assets,
liabilities, capital and surplus (deficit) and are charged directly to unassigned surplus (deficit).
Under GAAP, such assets would be included in the balance sheet at net realizable values.

e Cash in the statement of cash flows includes cash, cash equivalents and short-term investments
with remaining maturities of one year or less. Under GAAP, the corresponding caption of cash
and cash equivalents would include cash balances and investments with initial maturities of
three months or less.

e Deferred tax assets are limited to 1) the amount of federal income taxes paid in prior years that
can be recovered through loss carrybacks for existing temporary differences that reverse by the
end of the subsequent calendar year, plus 2) the lesser of the remaining gross deferred tax assets
expected to be realized within one year of the financial statement date or 10% capital and
surplus excluding any net deferred tax assets, “electronic data processing” (EDP) equipment
and operating software and any net positive goodwill, plus 3) the amount of remaining gross
deferred tax assets that can be offset against existing gross deferred tax liabilities. The
remaining deferred tax assets are nonadmitted. Deferred taxes do not include amounts for state
income taxes.



AvaHealth, Inc.

Notes to Financial Statements
December 31, 2010

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Basis of Accounting (continued)

Under GAAP, state income taxes would be included in the computation of deferred taxes, a
deferred tax asset would be recorded for the amount of gross deferred tax assets expected to be
realized in future years and a valuation allowance would be established for deferred tax assets
not realizable.

e Certain other reported amounts are classified or presented differently in the financial statements
prepared on the basis of SAP than they would be under GAAP. Statutory requirements require
that the financial statements of the Company be filed with state regulatory authorities.
Accordingly, the financial statements are presented in a format similar to the filed annual
statement, which differs from the format of financial statements presented under GAAP.
Required statutory disclosures that are not applicable to the Company are not included in the
notes to these statutory financial statements.

e Recoverable amounts, if any, on unpaid claims under reinsurance agreements are netted against
claims and claim adjustment expenses payable and not reported as an asset as would be
required under GAAP.

e Consolidation: Wholly-controlled subsidiaries are not consolidated for individual entity
statutory reporting. Under GAAP, financial statements of wholly-controlled subsidiaries are
consolidated with the parent.

Cash and Cash Equivalents

The Company considers all highly liquid investments purchased with an original maturity of three
months or less to be cash equivalents. Statutory cash equivalents have a maturity of one year or less.
Cash and cash equivalents include cash, time deposits, money market funds, commercial paper and
certain U.S. Securities. As of December 31, 2010, $769,363 was held in Synovus and Regions Banks,
Tampa, Florida, business checking accounts and $100,000 was held on deposit with the State of
Florida.



AvaHealth, Inc.

Notes to Financial Statements
December 31, 2010

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Solvency Deposit

Pursuant to Florida Statute 625.041, the Company is required to maintain an amount on deposit to help
secure payment of claims. As of December 31, 2010, a certificate of deposit of $100,000 has been
assigned to the Office to satisfy this requirement. This amount is included in cash and cash equivalents.

Prepaid Expenses

Prepaid expenses such as insurance premiums and contracts, are recorded as an asset on the balance
sheet and amortized to expense in a systematic manner based on the period of coverage. As of
December 31, 2010, there were no prepaid expenses. This is a non-admitted asset for statutory
purposes.

Premium Receivables and Revenue Recognition

Premiums are billed monthly and are recognized as revenue over the period in which the Company is
obligated to provide benefits to insured’s. Any medical premiums collected in advance are recorded as
unearned premiums. Other revenue is recognized when earned. Unearned premiums received in
advance as of December 31, 2010 were $73,453.

Off-Balance Sheet Risk and Concentration of Credit Risk

From time to time the Company maintains deposits in financial institutions in excess of federally
insured limits. The Statement of Financial Accounting Standards No. 105 identifies these deposits as a
concentration of risk requiring disclosure, regardless of the degree of risk. The risk is managed by
maintaining all deposits in high quality financial institutions. The financial stability of these institutions
is monitored on an ongoing basis. On October 3, 2008, FDIC coverage increased from $100,000 to
$250,000 per depositor. The Company has not experienced any losses in such accounts.

Credit risk consists primarily of its cash, cash equivalents, reinsurance recoveries and premium
revenue.
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AvaHealth, Inc.

Notes to Financial Statements
December 31, 2010

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Policy Acquisition Costs

Policy acquisition costs related to contracts such as broker commissions, premium taxes and other costs
are expensed as incurred. These costs had been paid by AHH according to the terms of the management
agreement. However, in 2010, AHH became insolvent and the expenses were paid by the Company.

Property and Equipment

Property and equipment are stated at cost. According to SSAP 16, EDP equipment and operating
system software are depreciated using the straight line method over an estimated useful life not to
exceed 3 years. Furniture and fixtures are depreciated according to SSAP 19 using the straight line
method over the useful life of the asset.

Depreciation estimates calculated for financial statement purposes are based on straight line mid-month
convention. All property and equipment of the Company was fully depreciated prior to 2010 and no
new assets were acquired during 2010. There were no indications of valuation impairment during the
period ended December 31, 2010.

Income Taxes and Deferred Tax

The Company is a C-corporation and calculates its state and federal income tax liabilities based upon
the statutory rates currently in effect. It recognizes an asset or liability for the deferred tax
consequences of temporary differences between tax bases of assets or liabilities and their reported
amounts in the financial statements. Also, an operating loss, certain deductible items that are subject to
limitations, and some tax credits arising but not utilized in the current year may be carried back for
refund of taxes in prior years or carried forward to reduce taxes paid in future years. The realization of
deferred tax assets is contingent upon the generation of taxable income in the future and the current tax
rates and laws in effect for the year in which differences are expected to reverse. Management assesses
future taxable income and tax planning strategies to determine the ultimate realization of deferred tax
assets.

The Company is required to file statutory financial statements with the State of Florida Department of

Insurance Regulation. Under Statement of Statutory Accounting Principles (SSAP) Statement No. 10,
Income Taxes, Deferred Taxes, deferred taxes are limited to the

11



AvaHealth, Inc.

Notes to Financial Statements
December 31, 2010

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Income Taxes and Deferred Tax (continued)

admitted portion of the deferred tax asset up to 10% of statutory capital and surplus (deficit) excluding
net deferred assets.

State income taxes are classified as taxes, licenses and fees in the NAIC Annual statement and as
administrative and marketing expenses in the accompanying statement of operations.

A. Components of the maximum allowable 2010 deferred tax assets (DTA’s) and deferred
tax liabilities (DTL’s) are as follows:

Gross DTA’s $ 2,850,000
DTA Allowance (2,850,000)
Gross DTL’s -
Net DTA’s -
Nonadmitted DTA’s -
Net admitted DTA’s $ -

Increase in nonadmitted DTA’s $ -
B. Unrecognized DTL’s:
There are no unrecognized DTL’s in 2010.
C. Current tax and change in deferred tax:
Current Tax:
Current year income tax expense -

Prior year over accrual -
Current Income taxes incurred $ -

12



AvaHealth, Inc.

Notes to Financial Statements
December 31, 2010

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Income Taxes and Deferred Tax (continued)

D. Operating loss and tax credit carryforwards:

1. As of December 31, 2010, the Company has approximately $10,838,162 of unused net
operating loss carryforwards available to offset against future taxable income. The
valuation account is estimated at $2,800,000.

2. There were no income taxes incurred in the current year and prior years that will be
available for recoupment in the event of future net losses.

E. Consolidated federal income tax return:
The company files a consolidated income tax return with the following entities:

Avalon Health Holdings, Inc.
The Avalon Agency, Inc.
Weldon-Abbott Agency, Inc.

A 2009 federal tax return has been filed. An extension for the 2010 tax return has been
filed.

Estimates

The preparation of financial statements in conformity with statutory accounting principles and
generally accepted accounting principles requires the use of estimates that affect certain reported
amounts and disclosures. These estimates are based on management’s knowledge and experience.
Assumptions are also based on actuarially accepted quantitative and/or analytical methods in
determining incurred and unreported claims (IBNR), deferred income taxes and various other accruals.
Accordingly, actual results could differ from estimates.

13



AvaHealth, Inc.

Notes to Financial Statements
December 31, 2010

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Medical and Other Expenses Payable and Medical Cost Recognition
Aggregate Policy Reserves

Aggregate policy reserves represent a reserve for unearned premium income, a reserve for rate credits,
experience rating refunds and rate stabilization reserve. As of December 31, 2010 the aggregate health
claim reserve was $100,578.

Health Claim Reserves Incurred but Not Reported

The Company’s medical claims expense incurred but not reported (IBNR) are based on accepted
actuarial methods and a review of the claims processed through April 30, 2011. A significant portion of
medical costs include future hospital and future medical services payments. The liability for claims
incurred but not reported is determined based on historical evaluations and statistical analysis of paid
claims.  However, increased costs, catastrophes, competition, utilization and new governmental
regulations can cause the actual health care cost to exceed the estimate. Although considerable
variability is inherent in such estimates, management believes that the liability for unpaid claims is
adequate.

As experience develops and new information becomes known, the estimate and liability are continually
reviewed and adjusted. Prior to 2010, an independent actuary issued a report on the adequacy of the
provision. In 2010, there was no independent actuary report on the reasonableness of the IBNR.
However, an informal review of the claims provision was made by an independent actuary as of April,
2011.

Based on the lag reports provided by The Loomis Company, third party claims processor, and the

informal actuary review of claims and an analysis of paid claims through April 30, 2011, the health
claims payable as of December 31, 2010 was estimated to be $2,363,216.

14



AvaHealth, Inc.

Notes to Financial Statements
December 31, 2010

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Health Claim Reserves Incurred but Not Reported (continued)

The change in claims and claim adjustment expenses (CAE) payable at December 31, 2010 is
as follows:

Claims and CAE payable at beginning of year $ 3,490,659

Incurred related to:

Current year 8,432,798
Prior years (333,280)
Total current year incurred 8,099,518

Paid related to:

Current year (5,852,294)
Prior years (3.374.667)
Total paid (9,226,961)
Claims and CAE payable at end of year $ 2,363,216
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AvaHealth, Inc.

Notes to Financial Statements
December 31, 2010

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Risk Management
General Insurance

The Company maintains comprehensive general liability, directors’ and officers’ liability,
property, and business automobile insurance.

Reinsurance

The Company reinsured certain “excess” risks with reinsurance companies 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 reinsurance company might be unable to
meet its obligation under the existing reinsurance agreement, the Company would be liable for
such amounts. Management only reinsures with highly rated reinsurance companies. The
reinsurer is obligated to the Company for the excess claim costs as defined in the reinsurance
agreement.

Effective April 1, 2009, the Company executed a reinsurance agreement with HCC Life
Insurance Company, which covers fully insured groups, individuals of major medical business,
and employee leasing companies. The reinsurance agreement generally provides coverage for
losses in excess of $150,000 for group and $200,000 for individuals up to $5,000,000 per
member per policy period through the three layers of coverage. This reinsurance agreement was
terminated on March 31, 2010.

For the year ended December 31, 2010, reinsurance ceded under the agreements with London
Life totaled $4,595,228 and is reported as a reduction of premiums on the accompanying
statement of operations. Ceded losses under the agreements for the year ended December 31,
2010 have not been settled. The risk reinsurance with London Life Insurance Company lapsed
in February, 2010. London Life Insurance confirmed that the Company did not owe a risk
premium as of December 31, 2010.
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AvaHealth, Inc.

Notes to Financial Statements
December 31, 2010

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Statutory Reporting

In 2001, the State of Florida adopted the National Association of Insurance Commissioners (NAIC)
Risk Based Capital Act of 1995 reporting requirements. The State of Florida requires that insurance
companies domiciled in the State of Florida prepare their statutory basis financial statements in
accordance with the NAIC Accounting Practices and Procedures Manual subject to any deviations
prescribed or permitted by the State of Florida Director of Insurance Regulation.

NOTE 3: EQUIPMENT

SSAP No. 19 establishes statutory principles for the recording of furniture, fixtures and equipment
(excluding electronic data processing equipment and software that is addressed in SSAP No. 16),
leasehold improvements paid by the reporting entity as lessee, and depreciation of property and
amortization of leasehold improvements.

SSAP No. 16 sets forth the requirements in establishing the amount of admitted EDP equipment and
operating system software (net of accumulated depreciation). The aggregate amount of admitted assets
shall be limited to three percent of the reporting entity’s capital and surplus (deficit) as required to be
shown on the statutory balance sheet of the reporting entity for its most recently filed statement with
the domiciliary state commissioner adjusted to exclude any EDP equipment and operating software and
net deferred tax assets.

Computer Software $ 1,312
Less Accumulated Depreciation (1,312)
Assets less Depreciation 0
Less Non-Admitted Assets 0)
Admitted Assets $ 0

NOTE 4: CURRENT LIABILITIES

Amounts due and payable within one year are classified as current liabilities. As of December 31, 2010
accounts payable, including medical claims payable was $3,676,725.
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AvaHealth, Inc.

Notes to Financial Statements
December 31, 2010

NOTE 5: Broker Liability, Other Liabilities

Broker Liability

As stated in Note 1 Nature of Operations, the Company entered into a management agreement with
AHH in which AHH agreed to provide marketing, accounting and financial support, claims processing
and administration, claims analysis and statistical reporting, utilization management, and provider
member relations. AHH contracted with an unaffiliated service company to provide claims
administration and assistance with member and provider relations. Expenses under the management
agreement with AHH that have been charged to administrative and marketing expenses totaled
$1,686,861 in 2010. Due to the insolvency of AHH in 2010, broker commissions were not paid on a
timely basis. Based on the review of partial accounting records through March 31, 2011 of broker
payments, an estimated liability of $500,000 was recorded as of December 31, 2010. The Company is
currently negotiating outstanding balances with the brokers.

Other Liability
Due to the insolvency of AHH, management is aware that Company unreported liabilities may exist

and a contingent reserve of $450,000 has been established solely as a safety reserve for financial
statement purposes as of December 31, 2010.

NOTE 6: RELATED PARTY TRANSACTIONS

The company was a member of an insurance holding company system as defined by Rule 690-
143.045(3), Florida Administrative Code (F.A.C.). Its latest holding company registration statement
was filed with the State of Florida as required by Section 628.801, F. S. and Rule 690-143.046 F.A.C.,
on April 1, 2009. Member ownership of AHH is reported in the Summary of Ownership and
Relationships on page 24. AHH and AvaHealth, Inc. have certain common officers and directors in
common.

Transactions with Parent

"Related party” shall mean that the party is related by reasons of common ownership or control by the
organization furnishing the services, facilities, or supplies. AvaHealth, Inc. is owned 100% by AHH.
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AvaHealth, Inc.

Notes to Financial Statements
December 31, 2010

NOTE 6: RELATED PARTY TRANSACTIONS (continued)

As stated in Note 1 Nature of Operations, the Company entered into a management agreement with
AHH in which AHH provides marketing, accounting and financial support, claims processing and
administration, claims analysis and statistical reporting, utilization management, and provider member
relations. AHH contracted with an unaffiliated service company to provide claims administration and
assistance with member and provider relations. Expenses under the management agreement with AHH
that have been charged to administrative and marketing expenses totaled $1,686,861 in 2010. On
December 31, 2010, the receivable of $1,392,095 from AHH, which consisted of payments of
administrative expenses, was reclassified as administrative expense on the Company’s books and is
included in this total.

NOTE 7: STOCKHOLDERS’ EQUITY

Statutory Equity

As of December 31, 2010, the company had 5,000,000 shares of $1 par value common stock authorized
of which 1,500,000 shares were issued and outstanding. The parent company, AHH, is the sole
shareholder. AHH made capital contributions totaling $0 and $1,000,000 for the years ended
December 31, 2010 and December 31, 2009, respectively.

The maximum amount of dividends that may be paid by insurance companies without prior approval of
the Office is subject to restrictions relating to statutory surplus and net income. Furthermore, in
accordance with the Company’s Certificate of Authority Consent Order, during the first three years of
operations, it may only pay dividends that are approved in advance by the Office. The company did not
declare or pay any dividends during the year ended December 31, 2010.

Pursuant to Section 624.408, Florida Statutes, each health insurer shall at all times maintain a minimum
surplus in the amount that is the greater of $1,500,000, or 4% of total liabilities plus 6% of liabilities
relative to health insurance. During 2010, the Company’s statutory capital and surplus (deficit) was
$(2,806,783), which was not in compliance with 624.408, F.S. Minimum levels of equity are required
to monitor an entity’s solvency.

According to 624, F.S., the Company is required to file financial statements with the Office of

Insurance Regulation of the State of Florida. The financial statements are prepared in accordance with
statutory accounting practices (SAP) prescribed or permitted by the Office of
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AvaHealth, Inc.

Notes to Financial Statements
December 31, 2010

NOTE 7: STOCKHOLDERS’ EQUITY (continued)

Insurance Regulation. These financial statements are a departure from generally accepted accounting
principles and the significant differences include certain assets (prepaid expenses and related liabilities,
deposits, deferred tax, furniture, fixtures and equipment) not admitted under statutory accounting
practices.

Net Loss and Capital and Surplus (Deficit) of the Company on the basis of Statutory Accounting
Principles (SAP) is as follows:

Statutory Accounting Practices:
Net Loss $ (2,815,632)
Total Capital and Surplus (Deficit) $ (2,806,783)
Generally Accepted Accounting Principles (GAAP)
Net Loss $ (2,815,632)
Equity (Deficit) $ (2,806,783)
See the “Reconciliation of Differences Audited Financial Report and Annual Statement” on page 22,

for the GAAP, Statutory Annual Statement and prior year Statutory Annual statement.

NOTE 8: FINANCIAL CONDITION AND CONSENT ORDER

Operating Losses

The Company experienced net losses of $2,815,632 for the year ended December 31, 2010, a loss of
$2,850,248 for 2009, a loss of $2,479,374 for 2008 a loss of $2,343,939 for 2006 and a loss of
$564,125 for 2005. The Company had net income of $145,797 for the year ended December 31, 2007.
The company received additional capital contributions from its parent of $1,000,000 in 2009,
$2,207,000 in 2008 and $300,000 in 2007.
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AvaHealth, Inc.

Notes to Financial Statements
December 31, 2010

NOTE 8: FINANCIAL CONDITION AND CONSENT ORDER

Consent Orders

On May 5, 2010 the Company was placed under a Consent Order (Cse No. 110187-10-CO) pursuant
to Section 624.82, Florida Statutes for the purpose of confidential administrative supervision for 120
days. The consent order has been extended in order for the Company to successfully implement and
complete a corrective action plan approved by the Office of Insurance Regulation. Extensions shall be
renewed in one hundred twenty (120) day increments at the Office’s sole discretion.

NOTE 9: SUBSEQUENT EVENT

Stock Sale and Management Agreement

On March 14, 2011, the company entered into a Stock Purchase Agreement (“SPA”) with CUSP, LLC
to sell 100% of the stock to a CUSP, LLC, affiliate, Key Insurance Plans, Inc. (“KIP”). As required by
Section 4.1 (c) of the “SPA”, on April 1, 2011, the Company entered into a management agreement
with AHH for management of the Company beginning on the date that the “SPA” is fully executed and
continuing through the Closing Date (June 21, 2011). “KIP” shall be entitled to designate one or more
persons to serve as executive management representatives for reviewing and approving business
decisions involving the operations of administrative and management decisions of AvaHealth. The
assigned “KIP” representative shall be included in all activities, meetings, correspondence and
decision-making processes as any other executive level manager of AvaHeath, including without
limitation any correspondence with the Office of Insurance Regulation, Centers for Medicare and
Medicaid Services and other licensing regulatory agencies. “KIP” Representatives shall become
actively involved in the operations of AvaHealth; provided, however, during the period of the Office of
Insurance Regulation’s review of the purchase of Avahealth’s shares, “KIP” will not make any material
change in the operation of AvaHealth or Avalon or in the management of AvaHealth unless the Office
of Insurance Regulation has specifically approved the change. Each “KIP” representative shall act in a
strictly advisory capacity and shall have no authority to make any decisions for or on behalf of Avalon
or AvaHealth.

Capital Infusion

On June 21, 2011, the sale closed. On July 1, 2011 a reserve account of $4,500,000 was established by
LCKIP')"
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Current Assets

Cash and Cash Equivalents (Note 2)

Total Current Assets

Other Assets

Premiums Receivable (Note 2)

Deferred and Recoverable Taxes (Note 2)
Reinsurance Receivable

Other Receivables

Other Assets (Note 2)

Receivables from Parent

Total Other Assets

Property

Equipment (Note 3)
TOTAL ASSETS

Current Liabilities

Accounts Payable

Accrued Expenses General (Note 2)
Health Claims Payable (Note 5)
Claims Adjustment

Advance Premiums (Note 2)
Reinsurance Payable

Aggregate Policy Reserve (Note 2)
Broker Commission Payable

Reserve Payable

Other Current Liabilities
Total Current Liabilities

TOTAL LIABILITIES

Equity (Deficiency)

Common Stock

Additional Paid In Capital (Paid in Surplus)

Loss

Retained Earnings (Unassigned Deficit)

Total Equity (Deficiency)

TOTAL LIABILITIES AND EQUITY
(DEFICIENCY)

AvaHealth, Inc.
Reconciliation of Differences Between
Audited Financial Report
and Annual Statement
December 31, 2010

BALANCE SHEET
2009

NON NET ANNUAL ANNUAL
GAAP__ ADMITTED ADMITTED STATEMENT STATEMENT

$ 869363 $ 0 $ 869363 $ 869,363 $ 3,041,281
869,363 0 869,363 869,363 3,041,281

0 0 0 0 83,391

0 0 0 0 75,033

0 0 0 0 7,334,879

579 0 579 579 600

0 0 0 0 0

0 0 0 0 1,004,035

579 0 579 0 8,497,938

0 0 0 0 0

$ 860942 $ 0 $ 869942 $ 869,942  $11,539.21
$ 105465 $ 0 $ 105465 $ 105465 $ 99,557
7,436 0 7,436 7,436 9,636
2,363,216 0 2,363,216 2,363,216 1,294,525
21,000 0 21,000 21,000 69,052
73,453 0 73,453 73,453 885,165

0 0 0 0 9,071,013

100,579 0 100,579 100,579 100,522
500,000 0 500,000 500,000 0
450,000 0 450,000 450,000 0
55,576 0 55,576 55,576 0
3,676,725 0 3,676,725 3,676,725 11,530,370
3,676,725 0 3,676,725 3,676,725 11,530,370
1,500,000 0 1,500,000 1,500,000 1,500,000
6,807,000 0 6,807,000 6,807,000 6,807,000
(2,815,632) 0 (2,815,632) (2,815,632)  (2,850,248)
(8,298,151) 0 (8,298,151) (8,298,151) _ (5,447,903)
(2,806,783) 0 _(2.806,783) (2.806,783) 8,849

$ 869942 $ 0$ 869942 $ 869,942 11,539.21
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Premiums, Net

Physician and Provider Services
Gross Profit

Operating Expenses

Operating Loss

Other Income and Interest
Income Tax (Expense) Refund

NET LOSS
CAPITAL SURPLUS
ADJUSTMENT

STATUTORY LOSS

AvaHealth, Inc.
Reconciliation of Differences Between
Audited Financial Report
and Annual Statement

December 31, 2010

STATEMENT OF OPERATIONS

NON NET ANNUAL 2009 ANNUAL

GAAP ADMITTED ADMITTED STATEMENT STATEMENT

$ 12,960,084 0 $ 12,960,084 $ 12,960,084 $ 6,927,233
(8.099,518) 0 (8,099,518) (8.099.518) _ (5,295,000)
4,860,566 0 4,860,566 4,860,566 1,632,233
(7.684,424) 0 (7.684,424) (7.684.424) _ (4,484,924)
(2,823,858) 0 (2,823,858) (2,823,858)  (2,852,691)
8,226 0 8,226 8,226 2,443

0 0 0 0 0

$ (2,815,632 0 $ (2,815632) $ (2,815632) $ (2,850,248)
0 0 0 0 0

$ (2,815,632) 0 $ (2,815632) $ (2,815632) $ (2,850,248)
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AvaHealth, Inc.

Summary of Ownership and Relationships

Andrew B. Charles T. Inter-Atlantic Manning & >2% Indiv
Cassidy O’Neill Fund, LP Napier, Fund, Investors
Inc.
I I
11.4% 11.5%

Avalon Healthcare
Holdings, Inc.

100%

AvaHealth, Inc.

AvaHealth, Inc. is 100% owned by Avalon Healthcare Holdings, Inc., a Delaware corporation. Andrew
B. Cassidy and Charles T. O’Neill are officers of AvaHealth, Inc. and owners and officers of Avalon
Healthcare Holdings, Inc.
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!g 12195 WEST LINEBAUGH AVENUE
TAMPA, FLORIDA 33626

WATERS CPA GROUP
A OCIATION

TELEPHONE: (813) 855-4461
Fax: (813) 855-7536
WWW.WATERSCPAGROUP.COM

AMERICAN INSTITUTE OF CERTIFIED FLORIDA INSTITUTE OF CERTIFIED
PuBLIC ACCOUNTANTS (AICPA) PuBLIC ACCOUNTANTS (FICPA)

To the Board of Directors and Stockholders
AvaHealth, Inc.

ACCOUNTANTS’ DECLARATIONS AND QUALIFICATIONS

We have issued our report dated July 29, 2011 on the statement of admitted assets, liabilities,
capital and surplus (deficit) - statutory basis of AvaHealth, Inc.as of December 31, 2010, and the
related statement of operations — statutory basis, statement of cash flows — statutory basis and
statement of changes in capital and surplus (deficit) — statutory basis for the years then ended.
Pursuant to 624, Florida Statutes we make the following declarations:

1. Sheryl T. Waters, cpA, CFE, CFF, cFp™, cPC Engagement Partner, and the audit team with
Waters CPA Group, P.A. are independent with respect to AvaHealth, Inc. and conform to the
standards of independence of the profession. Waters CPA Group, P.A. is a member of the Peer
Review Section of the American Institute of Certified Public Accountants. The firm is current
with the Peer Review requirements and received an unqualified opinion.

2. Sheryl T. Waters, cpPA, CFE, CFF, cFp ™, cPCc, Engagement Partner, is a Certified Public
Accountant (CPA), Certified Fraud Examiner (CFE), Certified Financial Planner (CFP™),
Certified in Financial Forensics (CFF), Certified Professional Coder (CPC). Sheryl has over 30
years of accounting and auditing experience in the healthcare industry, as well as, governmental
entities and insurance related industries. She is the recipient of the American Institute of
Certified Public Accountants’ Governmental and Auditing Certificate of Education
Achievement. Sheryl T. Waters, CPA is experienced in governmental and insurance compliance
auditing.

3. Sheryl T. Waters, cPA, CFE, CFF, CFP ™, cpC, Engagement Partner, understands the annual
Audited Financial Report, and the auditor’s opinion thereon is filed in compliance with the
Florida Statutes. The auditor understands that the Office of Insurance Regulation will be relying
on this information in the monitoring and the regulation of the financial position of AvaHealth,
Inc.
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ACCOUNTANTS’ DECLARATIONS AND QUALIFICATIONS
(Concluded)

4. Sheryl T. Waters, CPA, CFE, CFF, CFP ™, CPC, consents to the requirements of Florida Statutes
641.26 which require that the auditor consent and agree to make the work papers available for
review by the Office of Insurance Regulation.

5. Sheryl T. Waters, cpA, CFg, CFF, CFP ™, cpC, has been licensed in the State of Florida as a
Certified Public Accountant since January 27, 1994. Her license number is 19412,

6. Sheryl T. Waters, cPA, CFg, CFr, CFP ™, cPC has not been disqualified as an independent auditor
by the Office of Insurance Regulation.

%*;,z T . 2ulod

WATERS CPA GRouP, P.A.
Sheryl T. Waters, CPA, CFE, CFF, CFP™, CPC
Engagement Partner

July, 29 2011
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AvaHealth, Inc.

STATEMENT OF ACTUARIAL CERTIFICATION

Pursuant to
Florida Statutes 641.26, Rule 4-191.075
December 31, 2008

There was no independent actuary report for the year
ended December 31, 2010.
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AvaHealth, Inc.

REPORT OF SIGNIFICANT DEFICIENCIES IN INTERNAL CONTROL
Pursuant to
Rule 690-137.002
December 31, 2010

This statement serves as notice to the officers, members of the board of directors and to the
Office of Insurance Regulation that Avahealth, Inc. has material deficiencies in its internal
control structure. The Company materially misstated its financial condition as reported to the
Office as of the balance sheet date currently under examination and failed to comply with the
filing regulations. The insurer does not meet the minimum capital and surplus requirements
as outlined in Florida Statutes.

See the Internal Control Letter dated July 29, 2011
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AvaHealth, Inc.

NOTIFICATION OF ADVERSE FINANCIAL CONDITION
Pursuant to
Florida Rules 690.137.02 Florida Administrative Code
December 31, 2010

This statement serves as notice to the officers, members of the board of directors and to the
Office of Insurance Regulation that Avahealth, Inc. materially misstated its financial condition
as reported to the Office as of the balance sheet date currently under examination. The insurer
does not meet the minimum capital and surplus requirements as outlined in Florida Statutes.

See the Internal Control Letter dated July 29, 2011
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AvaHealth, Inc.

EVIDENCE OF ADEQUATE INSURANCE
Pursuant to
Compliance with Rule 4-191-069
December 31, 2010
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AvaHealth, Inc.

Certification Statement
December 31, 2010

Certification of Officers
We hereby certify that we have examined the accompanying financial statements and

supplementary data of AvaHealth, Inc. and, to the best of our knowledge and belief, the same are
accurate and complete.

Date

Charles T. O’Neill, President
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KEVIN M. MCCARTY
COMMISSIONER

IN THE MATTER OF:
CASE NO.: 110187-10-CO
AVAHEALTH, INC.
/ CONFIDENTTAL
Pursuant to Section 624.82,
Flonda Statutes

CONSENT ORDER EXTENDING PERIOD OF CONFIDENTIAL ADMINISTRATIVE
SUPERVISION

1. THIS CAUSE came on for consideration upon review by the OFFICE OF
INSURANCE REGULATION (hereinafter referred to as the “OFFICE”) of the financial
condition of AVAHEALTH, INC,, also doing business as AVALON HEALTHCARE, INC.
(hereinafter referred to as “AVAHEALTH” or “the company”). After a complete review of the
entire record and upon consideration thereof, and otherwise being fully advised in the premises,
the OFFICE hereby finds as follows:

2. The OFFICE has jurisdiction over the parties and subject matter of this action.

3. The OFFICE and AVAHEALTH entered into Consent Order 110187-10-CO on
May 5, 2010 (attached as Exhibit “A” and hereby incorporated by reference). Undef the terms
of that Consent Order, AVAHEALTH was placed in administrative supervision to protect the

assets of AVAHEALTH and to protect the interests of its policyholders.
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4, On August 18, 2010, the OFFICE executed a Consent Order extending the
administrative supervision of AVAHEALTH by one hundred twenty (120) days (see attached
Exhibit “B”™).

5. On December 7, 2010, the OFFICE executed a Consent Order extending the
administrative supervisiop of AVAHEALTH by one hundred twenty (120) days (see attached
Exhibit “C”).

6. On March 23, 2011, the OFFICE once again executed a Consent Order extending
the administrative supervision of AVAHEALTH by one hundred twenty (120) days (see attached
Exhibit “D”).

7. Administrative supervision of AVAHEALTH is currently set to expire on August
4,2011. |

8. As of the date of this Consent Order, conditions justifying administrative
supervision exist which necessitate an extension of the period of confidential administrative
supervision.

9. Paragraph twenty four (24} of Consent Order 110187-10-CO (attached as Exhibit
“A”) states that, “AVAHEALTH shall be placed under administrative supervision for a period of
one hundred twenty (120) days from the date of execution of this Consent Order, which will
allow AVAHEALTH to pursue an agreement with another entity to acquire all or part of the
assets of AVAHEALTH, or an agreement which transfers the msureds of AVAHEALTH to
another insurer. Such administrative supervision may be extended at the OFFICE’s sole
discretion for as long as is necessary for the company to successfully implement and complete a
corrective action plan approved by the OFFICE. Such extensions shall be renewed in one

hundred twenty (120} day increments at the OFFICE’s sole discretion.”
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WHEREFORE, because the OFFICE has determined that conditions justifying continued
administrative supervision exist, the administrative supervision of AVAHEALTH is hereby
extended for an additional one hundred twenty (120) days, until December 2, 2011. All terms
and conditions contained herein are hereby ORDERED, and all other provisions of Consent
Order 110187-10-CO remain unchanged by this Consent Order.

DONE and ORDERED this_| & day of August, 2011,

]%vm M McCarty, Commissioner
Office of Insurance Regulation
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CERTIFICATE OF SERVICE

I HEREBY CERTIFY that a true and correct copy of this Order was sent by Certified Mail to
AvaHealth, Inc., Bruce Frieman, President, 5440 Mariner Street, Suite; 110, Tampa, FL. 33609,
this ;ZNGJ day of August, 2011.

e tadcen /(Dﬂcaba //cf
[

{asofi Nelson

Assistant General Counsel

Florida Office of Insurance Regulation
200 East Gaines Street

Tallahassee, Florida 32399-4206

(850) 413-4112

Jason Nelson@floir.com
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COPIES FURNISHED TO:

Bruce Frieman, President
AvaHealth, Inc.

5440 Mariner Street, Suite 110
Tampa, FL 33609

John F. Black

Meridian Consulting, Inc.

P.O. Box 14989

Tallahassee, FL 32317-4989

- Phone: (850) 386-9898, Ext. 103
E-Mail: jblack@merid-consulting.com

Mary Beth Senkewicz, Deputy Commissioner
Life & Health/Specialty

Office of Insurance Regulation

200 East Gaines Street

Tallahassee, Florida 32399-0327

Toma Wilkerson, acting Director
Life & Health Financial Oversight
Office of Insurance Regulation
200 East Gaines Street
Tallahassee, Florida 32399-0327

Paul Johns, Financial Administrator
Life & Health Financial Oversight
Office of Insurance Regulation

200 East Gaines Street

Tallahassee, Florida 32399-0327

Jason Nelson, Assistant General Counsel
Office of Insurance Regulation

200 East Gaines Street

Tallahassee, Florida 32399-0426

Phone: (850)413-4112

Email: Jason Nelson@floir.com
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FINANCIAL SERVICES
COMMISSION

RICK SCOTT
GOVERNOR

OFFICE OF INSURANCE REGULATION e PN ANGAAL OFFICER

PAM BONDI
ATTORNEY GENERAL

KEVIN M. MCCARTY _ ADAM PUTNAM
COMMISSTONER ﬁg;d?dc‘lfggggx OF

November 23, 2011

Dr. Bruce Frieman, President
AvaHealth, Inc.

5440 Mariner Street Suite 110
Tanpa, FL 33609

Re:  AvaHealth, Inc. (*AvaHealth”) Request to Resume Writing Business

Dear Dr. Frieman:

In a letter dated March 26, 2011, AvaHealth voluntarily agreed that it would not resumne selling
or writing business without the consent of the Office. On September 28, 2011, AvaHealth
requested approval to resume writing business.

The Office’s approval of this request is based upon AvaHealth’s most recently filed financial
statement, representations made to the Office, and the capital infusion received on November 14,
2011.

Should you have any additional questions, feel free to contact me.

TOMA L. WILKERSON * DIRRCTOR *+ LIFE & HEALTH FINANCIAL OVERSIGHT
200 EAST GAINES STREET * TALLAHASSEE, FLORIDA 32399-0327 - (850) 413-2458 « FAX (850) 488-7061
TOMA. WILKERSONI@FLOIR

Affirmative Action / Equal Opportunity Employer
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HEALTH QUARTERLY STATEMENT

AS OF MARCH-31, 2012
OF THE CONDITION AND AFFAIRS OF THE

AVAHEALTH, INC.

NAIC Group Code 0000
(Cf.lrranl) (Priar)

NAIC Company Code _12316

Employar's 1D Number 20-3075951

{Organized under the Laws of FL , State of Domicile or Port of Entry FL
Country of Domiclle United States of America
Licensed as business type: Llig, Accidant & Heslth
Is HMO Federally Qualified? Yes[ | Nof ]
incorparated/Organized 07/08/2005 Commenced Business 04/01/2006
Stansiory Home Office 5440 Mariner Street, Sulte 110 , Tampa , FL 33609
(Street and Number} {Clty or Town, State and Zip Code)
Main Administrative Office: 5440 Mariner Stroet, Sulte 110
{Street and Number)
Tampa , FL 33609 ' 813-868-5959
{Clty or Town, State and Zip Code) (Area Goda) (Telephone Number)
- Mait Addrass ’ 3
{Street and Number or P.O. Box) {Clty or Town, State and Zip Code)
Primary Location of Boaks and Records 5440 Masiner Strest, Sulte 110
: (Street and Number) .
Tampa , FL 33609 ' 813-868-5959
(City or Town, State and Zip Code) (Area Code) (Telaphons Number)
Intemet Web Site Address www.keyhp.com
Statutory Statement Gontact Roberto Enrgus Martinez . £13-868-5953
' (Name) {Area Code) (Telephone Number)
rmartinez@keyhp.com ' B13-288-8520
{E-mall Address} (FAX Number)
) OFFICERS
Diraclor Enecc Sagunde Marlinez # T;easurer Director Roberto Ervigue Martinez #

President Director Karen W Connolly # Director : Barbara Rogueta -

' OTHER
Ricardo DI Campo # Director

DIRECTORS OR TRUSTEES

State of | sg:
County af Hilsboraugh_ 8

The officars of this repariing entity being duly sworm, each depose and say that they ar the described officers of said raporiing entity, and that on the reporting period stated above,
all of the herein described assels were the absolute property of the sald reporting entlty, free and clear from any Hens or clalms thereon, except as herein stated, and that this
statemant, logether with rolated exhilblts, schedules and explanations thersin containad, annexed or referred to, & a full and true statement of alt the assets and liabllittes and of the
caridition and aftalrs of the sakd raporting entity as of tha reporting period stated above, and of Iis income and dedutions therafrom for the pericd ended, and have been completed
i accordance with the NAIC Annual Siatament Instructions and Accounting Practices and Procedure Sahual except to the extent thai: {1) state law may differ; or, {2) that stale

rules o regulations require differgates in Rgering not ralated lo accounting practices and prp ds, according o the bost of thelr Information, knowledge and ballef,
respociivaly. Furthermors, the spépe of this atidgtation by the daseribad officars also includes thef relaldd corresponding electranic filng with the NAIC, whan required, that is an
{ differances due Yp electronic flling) of the anclosed statement. Fhe eleCtronic tiing may be raquasted by various requlators in lfeu of or in addltion

8. Is this an original fling? ... — .~ Yas[ X ] Ne[ ]
b. tno, )

1. State the amendment numbef..._.

2. Data filed 042512012

3. Number of pages attached_._._.......




For the month of March 2012
ASSETS

Current Siatement Date .4
1 2 3 December 31
Net Admitted Assets Prior Year Net
Assets Nonadmitted Assets (Cols. 1-2) Admitted Assets
BONGS ..o enanr e st 0.0¢ 0.00
2. Stocks:
2.1 Preferred stocks 000 0.00
2.2 Common stocks 0.00 0.00
3. Morigage loans on real estate:
3.1 First liens 0.00 _0.00
3.2 Other than first Iens.... ... e 000 | 0.00
4. Real estate:
4.1 Properties cccupied by the company (less $ oo
ECUMBIANCES] —rrrrecer oo sssrseas messsssess i oot et 600 0.00
4.2 Properties held for the produgtion of income (less
< S ——————— BTy e - ST F——— E———E SR L1 14,1 £ U —— 0.00
4.3 Properties held for sale (1858 % oo
BT T o0y o) I ———— SRS SESE 0.00 0.00
5. Cash($ .......3,259,438.63 ), cash equivalents
T .00 ') and short-term
investments ($ 0.00 ) 3,259,438.83 3,250 43863 | e 2,680,468.00
6. Contract loans (including $ ST TITIy o1 DU IS SESSSEEEE SR 0.00 b 0.00
7. Derivatives N 0.00 |.. 0.00
8. Otherinvested assets 0.00 | 000 0.00
R T R e T i WU SRS B 000 ormermmusmmaps 0.00
10.  Securities lending reinvested collateral assets 060 000 | esessces 0.00
11.  Aggregate write-ins for invested assets 0.%0 0.00. 0.00 1. ...0.00
12. Subtotals, cash and invested assets (Lines 110 11) .o i 3,299, 438,63 0.00 3,255,438.83 [ .. 2,680,468.00
13. Titleplants 1ess § oo charged off (for Title insurers
L D ——————— EE Rl 0.00 ...
14, lnvestment income due and accrued 0.00 L.
15. Premiums and considerations: )
15.1 Uncollected premiums and agents’ balances in the course of cailection 0.00 0.00
15.2 Deferred premiums, agents' balances and installments booked but
deferred and not yet due (iNcluding $ ..o
eamed but unbilled Premiums) oo e o D00 L G.00
TRy Tt TR ottt e e L ot = 3y L S—————————— EESEE i e ] 0.00
16. Reinsurance: :
6.1 Amounts recoverable from reinsurers
16.2 Funds beld by or deposited with reinsured companies
16.3 Other amounts receivable under reinsurance contrasts
17.  Amounts receivable relating to uninsured plans .00 1. :
181 Cusrent federal and foreign income tax recoverable and interest thereon .... 2 cx 000 £.00
18,2 Net deferred fax asset 2,850,000.00 | o 2,850,000.00 [ £.00 §2,600.00
R T L AT e el s CLIE s Sl ——— St ] 000 { e 0.00
20. Electronic data progessing equipment and software ... 5.00 0.00
21. Furniture and equipment, including health care delivery assets
[ S— ) 5,088.16
22, Net adjustment in assets and fabilities due to foreign exchange rates ...
23, Receivables from parent, subsidiaries and affiliates . .........
24. Health care ($ ,,,,,,, ) and other amounts receivable
25.  Aggregate write-ins for other than invested 1
26. Total assets excluding Separate Accounts, Segregated Accounis and
Protected Cell Accounts (Lines 12 0 25) ... 6,9680,284.37 3,720,845.74 3,259,438.63 2,846,250.00
27. From Separate Accounts, Segregated Accounts and Protected Cell
Accounts " Y] RS S—————————— St 000 P 0.00
28. Total {Lines 26 and 27) 6.980,284.37 3,720,845.74 3,259,438.63 2,846,259.00
DETAILS OF WRITE-INS
1101,
1102.
1108.
1198. Summary of remaining write-ins for Line 11 from overflow page .. £.00 0.00 .00 0.00
1199. Totals (Lines 1101 through 1103 plus 1198)(Line 11 above} 0.00 0.00 0.00 0.00
2501, Elavon Credit GarG ..o ceceeceierecemsmernse s s st s o I8 205,328.31 1o 295,326.31 £.00 | 2.00
BEARL. en et et s S s e S R R A R b
2503. =
2588, Summary of remaining write-ins for Line 25 irom overflow page 000 0.00 000 £.00
2509. Totals {Lines 2501 through 2503 plus 2598HLine 25 above) 295,326.31 285,326.41 .02 £.00




For the month of March 2012

LIABILITIES, CAPITAL AND SURPLUS

Current Period Prior Year
1 2 3 4
Covered Uncovered Total Total
1. Claims unpaid f8SS $ oo eceesenern reinsurance ceded) ... ..1,683,459.00
2.  Accrued medical incentive pool and Bonus amounts ... e
3. Unpaid claims adjustment BXDENSES ... oemrrees s smmsns e 33,056.00
4. Aggregate heaith policy reserves, including the liability of
. . 0.00 for medical loss ratio rebate per the Public:
Health Service ACt ...t e e 63,413.00 L... 63,413.00 1. 63,413.00
5. Aggregate life policy reserves 000
6. Property/casualty unearned premium reserve 0.00
7. Aggregaie health claim reserves 0.00
9. Premiums received in advance 214,079.59 214,079.59 ...
9. General expenses due Or CETUE v crooeoccorccr o veneen 104,018.66 ... 104,018.66 [...
10.1 Current federal and foreign income tax payable and interest thereon
({1313 e Ty To [ I on realized gains {fosses)) 21y O [ R e 0.00
10.2 Net deterred tax liability (00, O 0.00
11. Ceded reinsurance premiums payabie 0.0% .00
.42, Amounts withheld or retained for the aceount Of OtErS...... it e .00 0.00
$3. Remittances and items not allocated ... 0.0¢ 0.60
14. Borowed money (including § . current) and
interest thereon § - . {including
(- P ) DU s Sl St 0.00 0.00
15. Amounts due 1o parent, subsidiaries and &ffiIAES ... e b oo [ e e 0.00 0.00
16. Derivatives e S e e L 0.00 000
TP - T I S———— S £.00 0.00
e e e e T I R 11 0.00
19. Funds held under reinsurance treaties WiIth$ e _
authorized reinsurers and § e unauthorized
reinsurers) 0.00 0.00
20, Reinsurance in Unauthonized COMPAMES . ... ..o e s e ot fenenes s 0.00 |. 0.00
21.  Net adjustments in assets and liabilities due to foreign exXChANGE FALES ....dw oo e frrraneeroes e Q.00 [ .00
_ 22 Liabifity for amounts held under et e N ot FONUURIR A E———— SRR ] S 0.00 | £.00
23. Aggregate write-ing for other liabilities (including $ .-
current}
24, Total liabiliies (Lines 110 23) .
25. :Aggregate write-ins for special surplus funds .........
26. Common capital stock
27. Preferred capital stock
28. Gross paid in and contributed surplus
29, Surplus notes ..
30. Aggregate write-ins for other than speciat surplus funds
31. Unassigned funds (sumplus) .. '
32, Less treasury stock, at cost:
. shares common {value included in Line 26
e S XK XX .0.00
shares preferred (value included in Line 27
oot ¥ o mapsoneomes o e R O T 0.4 4
33. Totai capital and surplus (Lines 25 1a 31 minus Line 32} XXX
34, Total liabilities, capital and suplus (Lines 24 and 33) X0
DETAILS OF WRITE-INS -
| 2301. Broker Commission Payable 20,000.00 |._... 20,000.00 | oo 20,000.00
D1 TR ————————_RULLE SEUEE b A
2303. U R EE— BSREEEEEECE (L S
| 2388,  Summary of remaining write-ins for Line 23 from overflow page 000 ... 0.00 ... 0.00 £.00
2399, Totals (Lines 2301 through 2303 plus 2398)(Line 23 above) i 0.00 20,000.00 20,000.00
2501. 200( ..
2502. 0,0 GRITE | TEvn e B o SEE
2503. L300 -
2508, Summary of remaining write-ing for Line 25 from overflow page .. HOOL.. 00K 000 | .00
2509, Totals (Lines 2501 through 2503 plus 2598)(Line 25 above) AXX ped £.00 0.08
L0 0 ) [O S XXX b 0,0 SRR
BOOD.  ooeeeoeeimesseeress e reeemseeessonese eSS e A XXX KKK
3008. L XXX XXX
3098. Sumemary of remaining write-ing for Line 30 from overflow page XX .04 0.0¢ .0.00
3009, . Totals (Lines 3001 through 3003 plus 3098)(Line 30 above} XXX XXX 0.02 0.00




For the month of March 2012
STATEMENT OF REVENUE AND EXPENSES

Current Year Prior Year Prior Year Ended
To Date To Date December 31
1 2 3 4
Uncovered Total Total Totat
1. MemMBer MONNS ..ot ee s s ce e oeemes e e e 572600 Lo b 5. 242.00
2, Net premium income (including $ non-heaith
premium income). XXX 1,312,384.07 6,252,692.00
3. Change in uneamed premium reserves and reserve for rate credits ... XK 0.00
4. Fee-forservice (et of § oo medical eXpenses). ... o .5, ¢, SURUNIRINN (ST R 0.00
5, Risk revenue D 0.5 SESUNE HENSEEP NI e I — .00
8. Aggregate write-ins for other healfh care related revenues . vcreeen: e R 0.00 9.00 | 0.00
7. Aggregate write-ins for other non-healih revenues blos SRR N 13.680.91 2.00 0.00
8. Total revenues (Lines 210 7) XXX 1,326,064 98 | ... 0.00 §,252,692.00
Hospital and Medical:
9.  Hospita/medical BEMETIS ... ... oo st TOPEEIIRT b oo A1 021 1800
IO 0 = g fo e s e - DRI R————————————] SRS Sl (6 L
11, OULSIHE FEFBITAS oo eeeeeeeemeereeeeemseeeecn oo srennmrenmscennsssnnms e [meecasssnsnmss e bt e 000
12, Emergency room ant DUE-Of-GR8E ..o oo ot Lt _.0.00
SRR - T o e 10 |- SO —— S PSRRI FE S 0.00
14. Aggregate write-ins for other hospital 20 MEUICAT e oo 0.00 $.00 4. 000 0.00
15.  Incentive pool, withho!d adjustments and BONUS AMOUNLS ....ccuweneieroons BT DR 0.00
16. Subtotal (Lins 910 15) .rorrcrreecrrerccrneenn 0.00 1.076:510.38 | ococinmean 0.00 4,921,518.00 |
Less: :
T e o 1= -SRI — e SRR S 0.00
18. Total hospital and medical (Lines 16 minus 17) {.00 1,076,510.31 0.00 4.921,518.00
19. Non-health claims {net) T MU O e A ST T
20. Claims adjustment expenses, inGluding $ ..o sivssnenns cost
gontainment expenses - e SR R AU 350, 00006
21, General administrative expenses 0.03 88689530 |coorcinmmininmmins [t 1,532,228.00
29, |nerease in reserves for ife and accident and health contracts
EEIEING B s increase in reserves for life only} ... o b el e 0.00
23. Total undenwriting deductions (Lines 18 through 22} ..o b (111 2,083,405668 ..o 6.00 |...........5,803,746.00
24,  Net underwsiting gain or (loss} (Lines 8 minus 23} XK. (737,380,680 oo (1R 1,1 [ Ip— (551,054.00)
B LN i - R ——— SRR S URTE e £ £.00
26. Net realized capital gains (losses) less capital gains tax of
L A ——————————— bl S U (SO
27.  Net investment gains {{osses) {Lines 25 plus 26) w00 | enne e 000 [ocionnmsomammmd 0.00 e 0.00
28. Net gain or {loss} from agents’ or premium balances charged off [([amount
recovered $ ... SR—
{amount charged oft $ T
29. Aggregate write-ins for other income or xpenses £.00 (.. L0000 | .00 {. 0.00
30. Netincome or (loss) after capital gains tax and before il other federal
income taxes (Lines 24 plus 27 plus 28 plus 29} -+ G (737380188 ] e cr sl 400 | (551,054.00)
31. Federat and foreign income taxes incurred ¢« ST TSR SRR SRR -
32.  Net income (loss) (Lines 30 minus 31) XXX (737,340.68) 0.00 (551,054.00)
DETAILS OF WRITE-INS '
270y SOV OO R
0602
0603 0 | S —— -
0698. Summary of remaining write-ins for Line & from overflow page 0.00 £.00 L 000
0899. Totals (Lines 0601 through 0603 plus 0698)(Line & above) 0.00 £.00 .00
a701.  (Other Encome XXX 13,680.91 0.00
(17 - RS S R SR XXX
O e e e S R 0o NN FEUUUTIU I PR RSERE S
0798, Suhmary of remaining write-ins for Line 7 from overflow page XXX 0.00 0.00 _0.00
$799. Totals {Lines 0701 through 0703 plus 0798)(Line 7 above) XXX 13,680.91 6.00 8.00
1401
e T —— R
1403
1498. Summary of remaining write-ins for Line 14 from overfiow page ..n.aog R i1, [ 000 Lo 0.00
1409, Totals (Lines 1401 through 1403 plus 1498){Line 14 above) 0.08 0.00 0.00 0.00
2901
2902,
2903 .
2008. Summary of remaining write-ins for Line 28 from OVEMIOW PAGE enr e reeemreree formmnrmomsmsmeescassnnssnead 0.00 L6.00 | 0480 .. 0.50
2999. Totals (Lines 2801 through 2903 plus 2998)(Line 29 above) 0.00 £.00 0.00 0.00




For the month of March 2012

STATEMENT OF REVENUE AND EXPENSES (Continued)

" Curent Year Prior Year Prior Ye::lr Ended
to Date o Date December 31
CAPITAL AND SURPLUS ACCOUNT
Capital and surplus prior reporting year 826,416.00 L. .. s L ....[2,806,783.00)
Net income or (loss) from Line 32 ..4737,340.68) (551,054.00)
Change in valuation basis of aggregate policy and claim reserves
36. Change in net unrealized capital gai.ns (losses) less capital GaiING X OF $ oo oo [t s o
37. Change in net unrealized foreign exchange eI RN 1o J—— —————— LS
38, CRANGE it NBE BEFEITEA IPCOME X e oo e e o o e [ 0.00
39, Changein nonadmittgd assets (257,663.00)]. {466,947 001
40  Change in UNAUthOMZed T@INSUFANCE .oco.ooceme e s 0.00 0.00
41. Change in treasury stock 0.00 0.60
42, Change in surplus notes £.00 .0.00
43.  Cumuiative effect Of Changes in ACOOURTNG PICIRIES. ... rwwrersurrromes oo essr s s o [ o T
44, Capitai Changes:
44.1 Paid in (30,1 11 WU ST 0.0¢
44.2 Transferred from Surplus {S100K DIVIERE]. ... ..o orrrmreereoreeasrmemmsams oo e oo (o003 PO NN 0.06
44,3 Transferred to surplus. I U SO UG S
45. Surplus adjustments:
45.i Paijd in 1,310,000.00 4,509,000.00
PR T T PR e (o e A3 T | Se———————————————R R S A
45.3 Transferred from capital
48, Dividends 10 STOCKROIGEIS ... ..o ceoeemae s oemmseroms oot e
47. Aggregate write-ing for gains or (iosses) in P = 17 -SSR ST 0.00 | .. 0.0 _..{148,800.0G}
48. Netchange in capital & surplus (Lines 34 t0 47) _.. 314,996.32 | e 0.08 | 3,633,199.00
43. _Capital and surplus end of reporting period (Line 33 plus 48) 1,141,412.32 . 0.0¢ 826,416.00
DETAILS OF WRITE-INS
BT T S E————————SELC SE ] S { 148,800.00)
P T ——————EU R S B .
e OO Rl
4788, Summary of remaining write-ing for Line 47 from overflow page ,,,-.0.00 - L0008 ...0.00
4799. Totals (Lines 4701 through 470 plus 4798)(Ling 47 above) 0.00 0.00 (143,800.00)




For the month of March 2012
CASH FLOW

Curre:t Year F'rior2 Year . Pricy Yeg.r Ended
To Date To Date December 31
Cash from Operations
1.  Premiums collected net of FINSUMANGCE .. ..o s 1,358,465.66 6,310,071.00
D N IMVESIREI CORIE o oo eeeceeee e e oo eeastaseesmmerers e seesessmnsscrarmssreceocssorsssnmssso] oo s 0.00 0.00
3. Miscellaneous income . 13,680.91 0.00
4. Total (Lines 1 to 3) 1,372,146.57 .00 §,310,071.00
5. Benefit and loss related payments 1,076,510.31 |t b8, 801, 275,00
6. Net transfers to Separate Accounts, Segregated Accounts and Protected Cell ACCOUNMS ... oot st s
7. Commissions, expenses paid and aggregate write-ing for dedUelions . . e oo 086,895,535 1. 2,046,590.00
8. Dividends paid to policyholders U IERIRT———————E S S Ly L.
9. Federal and foreign income taxes paid {recoveredinet of $ e tax on capita!
gains {losses) 0.00 0.00
10. Total {Lines 5 through 9) 2,063,405.66 0.60 7.947,865.00
11.  Net cash from operations {Line 4 minus Line 10) {691,258.09) 0.00 (T.637.7§4.00}
Cash from Investments
12, Proceeds from investrments sold, matured or repaid:
12.1 Bords 0.00 0.00
12.2 Stocks ......... 0.00 ...0.80
TR ey e U ———————— RS S 0.00 0.00
12.4 Real estate 000 L..... 0.00
12.5 Other invested assets.. 0.00 0.00
12.6 Net gains or (losses} an cagh, cash equivalents and short-term investments 0.00 0.08
12.7 Miscallaneous proceeds 0.00 .00
12.8 Total investment proceeds {Lines 12.1 tv 12.7) 000 0.00 0.00
13. Costof investments acquired (long-term only):
Rl L Bt 0.00 £.00
13.2 Stocks oveeeee. ..0.00 .00
13.3 Mortgage loans 0.00 1. £.00
13,4 REEE @SBRI ... oeeeereeeoeemsseeeesessemsaeecmeesnmaanemse A sE e et 0.00 L £.00
13.5 Other invested assets 000§ .0.00
13.6 MISCElIANEOUS ADPIGEIONS . o.eereeore-eocceeeeeereroesssemsastoe s for o R s e ot 0.00 0.00
13.7 Total investments acquired (Lines 13.1 10 13.6) .. 0.00 0.00 ¢.00
14. Netincrease (or decrease) in contract loans and premium notes 0.00 (.00
15. Net cash fram investmerts (Line 12.8 minus Line 13.7 and Line 14} 0.00 £.00 £.00
Cash from Financing and Miscellaneous Sources
18. Cash provided (applied):
16.1 Surplus notes, capital notes .
16.2 Capital and paid in sumplus, less treasury stock ...
1653 BOMOWED JUNOS ..o oooeemeeeecocecmmeemrmmscesesmnes oo e semsmss st o i
16.4 Net deposits on deposit-type contracts and other insurance HaDIBHES .....ovoacecereens e
16.5 Dividends to stogkholders ...
16.6 OMBT GaSh PIOVIGEA {BPPHEE) . ooorr oo cerrreaecrssaresmomrs oo ssses oreessses s i e e {39,770.28) 3,448.800.00
17.  Netcash from financing and miscellaneous sources {Line 16.1 through Line 16.4 minus Line 16.5
plus Line 16.6) : 1,270.228.72 | 0.00 3,448.899.00
RECONCILIATION OF CASH, CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS
18. Net change in cash, cash equivalents and short-term investments {Line 11, plus Lines 15 and 17) .. |- 578,970,683 | ...
19. Cash, cash equivalents and short-term investments:
19,1 BEGINMING OF YBAT 1.e-orrrrceermmias e ersmsnes s oo ememos st o I 1T OO SO 969,363.00
19.2 End of petiod (Line 18 pius Line 19.1} _ 3,250,438.63 £.00 2,680,468.00
Note: Supplemental disclosures of eash flow information for non-cash transactions: | _§




STATEMENT AS OF MARCH 31, 2012 OF THE AVAHEALTH, Inc.

ENROLLMENT A

EXHIBIT OF PREMIUMS,

ND UTILIZATION

Comprehensive 4 7 8 9 10
(Hospital & Medical)
Federal
2 3 Employees
Medicare Vision Dental Health Benefit Title XVIII Title XIX
Total Individual Group Supplement Only Only Plan Medicare Medicaid Other
Total Members at end of:

1. Prior Year 2,056 2,009 47 0

2. First Quarter 1,849 1,822 27

3. Second Quarter 0

4. Third Quarter 0

5. Current Year 0

6. Current Year Member Months 5,725 5,628 97

Total Member Ambulatory Encounters for Period:

7  Physician 0

8. Non-Physician 0

9. Total 0 0 0 0
10. Hospital Patient Days Incurred 0
11. Number of Inpatient Admissions 0
12.  Health Premiums Written (a) 1,551,730 | 1,551,730
13.  Life Premiums Direct 0
14.  Property/Casualty Premiums Written 0
15.  Health Premiums Earned 1,285,733 | . 1,285,733
16. Property/Casualty Premiums Earned 0
17. Amount Paid for Provision of Health Care Services 1,410,083 | 1,410,033
18.  Amount Incurred for Provision of Health Care Services 1,028,586 1,028,586

(a) For health premiums written: amount of Medicare Title XVIIl exempt from state taxes or fees $
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ATTORNEY GENERAL
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March 16, 2012

VIA EMAIL
Mr. Enoc S. Martinez
AvaHealth, Inc.
6834 NW 113 Place
Doral, FI1. 33178

Re: AvaHealth, Inc. (“Company™)
Dear Mr. Martinez:

The purpose of this letter is to inform you that after careful consideration of AvaHealth, Inc.’s operations
and review of the company’s 2011 Annua! Financial Statement and January 2012 Monthly Financial
Statement, it has been determined by the Office of Insurance Regulation (“Office™) that the company is
operating in a hazardous financial condition, pursuant to Section 631.051, Florida Statutes.

The Office makes the following observations:

e After making the adjustments outlined in the Office’s letter to the company dated February 22,
2012, the company is impaired, pursuant to Sections 631.011 and 624.408, Florida Statutes.

e The Company has demonstrated excessive turnover for Officers and Directors and does not
currently have corporate officers or sufficient directors as required by Section 628.231, Florida
Statutes.

e The proforma financial data submitted in support of the June 14, 2011 acquisition of the
Company by Key Insurance Plans, Inc. reflected a $5 million capital infusion occurring in
January 2012. The Office has no evidence the capital infusion occurred.

Furthermore, AvaHealth, Inc. should be aware and carefully consider the following Florida Statues:
Section 626.9541(1) (w), Florida Statutes:

Soliciting or accepting new or renewal insurance risks by insolvent or impaired insurer prohibited;
penalty.—

1. Whether or not delinquency proceedings as to the insurer have been or are to be initiated, but
while such insolvency or impairment exists, no director or officer of an insurer, except with the
written

PAUL D. JOHNS * FINANCIAL ADMINISTRATOR, LIFE & HEALTH FINANCIAL OVERSIGHT
200 EAST (GAINES STREET * TALLAHASSEE, FLORIDA 32399-0327 » (850)413-5076 = Fax (850) 483-7061
WEBSITE: WWW.FLOIR.COM * EMAIL: PAULJOHNS@FLOIR.COM

Affirmative Action / Equal Opportunity Employer



Mr. Enoc S. Martinez
AvaHealth, Inc.
March 16, 2012

Page 2

permission of the office, shall authorize or permit the insurer to solicit or accept new or renewal
insurance risks in this state after such director or officer knew, or reasonably should have known, that
the insurer was insolvent or impaired. “Impaired” includes impairment of capital or surplus, as
defined in s. 631.011(12) and (13).

2. Any such director or officer, upon conviction of a violation of this paragraph, is guilty of a felony
of the third degree, punishable as provided in s. 775.082, s. 775.083, or s. 775.084.

Section 624.4073, Florida Statutes:

Officers and directors of insolvent insurers,—Any person who was an officer or director of an insurer
doing business in this state and who served in that capacity within the 2-year period prior to the date
the insurer became insolvent, for any insolvency that occurs on or after July 1, 2002, may not
thereafter serve as an officer or director of an insurer authorized in this state unless the officer or
director demonstrates that his or her personal actions or omissions were not a significant contributing
cause to the insolvency.

The Office advises the ownership of AvaHealth, Inc. that no less than $1,000,000 must be immediately
infused into the Company in order to continue operations. Documentation must be provided to the
Office of Insurance Regulation proving funds have been transferred into AvaHealth, Inc., no later
than noon, Tuesday, March 20, 2012.

AvaHealth will be required to provide a corrective action plan addressing the harzdous financial condition
of the company. The Office will provide further guidance on the requirements of a corrective action plan
once evidence of the infusion referenced above is received.

If you have any questions or concerns, please do not hesitate fo contact me by telephone at (850) 413-
5076 or by e-mail at paul.johns{@floir.com.

s

cc: Ray Kennedy
Valerie Reglat
Toma Wilkerson

Singerely,

Paul Johns
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IN THE MATTER OF: ‘ ,
= | ~ CASENO.: 124309-12 -

AVAHEALTH, INC., D/B/A

KEY INSURANCE PLAN

Q
S
es}
=]

TO: Bruce W. Frieman
AvaHealth, Inc., d/b/a Key Insurance Plan

5440 Mariner Street

Tampa, Florida 33609

THIS CAUSE came on for con31derat1on as a result of a review by the OFFICE OF
INSURANCE REGULATION (herelnafter referred to as the “OFFICE”) of the ﬁnanmal
condition of AVAHEALTH, INC., D/B/A KEY INSURANCE PLAN (hereinafter referred to as
“AVAHEALTH”) The OFFICE, having considered this matter and being fully advised in the
premises, finds as follows |

1. The OFFICE has jurisdiction over the subject matter and parties to tﬁis
pfeceeding‘

.2. AVAHEALTH is a domestic life and health insurer authorized to do business in
Flerida and subject to regulation by the O.FFICE, pursuent to the Florida Insurance Code.

3. Based on the January 31, 2012 Monthly Statement (attached as Exhibit “A”), |

AVAHEALTH isvimpaired by six hundred eighty eight thousand seven hur'l‘dredhinety six U.S.
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Dollars (3688,796). In order to correct this, on Friday, March 16, 2012, the OFFICE sent a letter
to AVAHEALTH infofming th?.m that, in order to be in compliancg with the capital apd surplus
fequirements of the Florida Insurance Code; the company muét deposit one million U.S.}Dollaré
($1,000,000) by i2:00pm, Tugéday, March 20, 2012. The OFFICE received notiﬁcationfro;n :
AVAHE‘ALTH on Tuesday,'March 20, 2012, that the money Qas deposited;‘ however,thro‘ugh
verbal coMuMcat’ions it was (iiiscovercd»that the only signatory authority on the account is‘Enoc
Martinez, and AVAHEALTH does not have actual co‘ntfol over the accbunt. Since
AVAHEALTH does not have actual control over the acéount, the money is not availablé for the
payment of claims, and-therefore is a non-adinittéd asset and cannot be counted towards the

éapital and surplus requirements of the company. Therefore, AVAﬁEALTH is i_mpaired in
| violation of Section 624.408, Florida Statutes. | »

4. All three officers reported on AVAHEALTH;S September 30, 2011 quartgrly |
financial statements have resigned and are currently working for AVAHEALTH as “At-Will
; Independent Consultants.” AVAHEALTH’S December 31, 2011 and J anuafy 31, 2012' monthly .

financial statements report Enoc Segundo Martinez, one of the indirect owners of AVAHEALTH
as President. - Mr. Martinez does not have sufficient insurance experience to succes_sfuliy operate
AVAHEALTH. Therefore, AVAHEALTH does not currently Vhave sufficient and qualified
officers. |

5. In Consent Order No. 116802-11-CO (attached as Exhibit “B”), in which the
OFFICE approved th¢ acquisition of AVAHEALTH by Key Insurance Plan, Inc., projected
financial information dated May 13, 2011, Was submitted, stating that contributed_éépitai in the
* amount of five million U.S. Dollars ($5,000,000) would be infused into AVAHEALTH during

January of 2012. This contribution was a material element to support AVAHEALTH’S 2012
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growth and the OFFICE’s approval of the acquisition transaction. The capital contribution was
not made ir} January in accordance with th¢ May 13,2011 projeéfed financial info}métion.

6. Section 624.4'1'8(1)(a)., (b) and (d), Florida Statutes, state that the OFFICE sﬁal}'
suspend the Florida Certificate of Authority of any insﬁrer detefmined to be “in unsound
financial condition,” ;‘using such _1ﬁethods and” j)ractices in the cpnduct of its bﬁéiness aé to
render its further transaction of insurance in this state hézardous or injurious to‘ its
poiicyho]ders,” Or any insUrey wﬁo “no Jonger meets the requiremenfs for the authority originally '
granted.” | |

T Based on the facts laid out above, the OFFICE hereby finds that AVAHEALTH is -
in unsound financial cOnditioﬁ, is using such methods and practices in the conduct of its business
.as‘ to render its further transaction of insurance in this state hazardous or ~injgri0us to its -
policyholders, and no longer meets the requirements for the authority originally grantgd.

ITIS THEREFORE'ORDE‘RED THAT:

1.‘ ~ Thé Certificate of Authority of AVAﬁEALTH shall be -immediately suspended
until such ;Lime as AVAHEALTH is in full compliance with_.tiae Florida Insurance Code
| 2. Pursuant to Section 624.421(4), Flo:rida Statutes, in fhe event that AVAHEALTH
- does not present satisfactory evidence to the OFFICE that AVAHEALTH is in full cbmpliance
with the Florida Insurance Code within two (2) years, AVAHEALTH’s Certificate of Authority
‘ shalllbe deemed to have expired as a matter of law as 6f two (2) years from the date of
suspension, or upon féilure of the insurer to continue the certificate during the suspension period

o

in accordance with Section 624.421(2), Florida Statutes.

-3 Effective upon the date of execution of this Order by the OFFICE; AVAHEALTH
shall:

Page 3 of 7



a. ‘Cease writing any and all new or renewal direct business in the State of
~ Florida, and issue no new insurance policies in f‘lorida.
b. Not assume any.risks located in the State df Florida.
‘¢. Immediately notify all of its agents in writing that they are not to p‘Iaée any |
néw or renewal business with AVAHEALTH in the State of Florida.
d. Continue to file with the OFFICE all documents and information required by
| . the Florida lInsuranc'e Code, and to pay all fees and taxes as if the Certificate
of Authority had: continued in full force pursuant tp Section 624.421(2),
' Florida. Statutes. |
e. Continue to honor all claims and liabilitiés arising under its con&actual
obligations pursuant to policies issued in the State of Florida.
4. The OFFICE will retain contiﬁuing juri‘sdicﬁon over AVAHEALTH or its

successor to enforce the provisions of the Florida Insurance Code applicable to the saﬁsfaction of

' past, current or future claims, liabilities or other obligations of AVAHEALTH which have arisen

or may arise in the State of Florida, and to enforce the provisions of this Order.
5. In the event AVAHEALTH fails to comply with any provision of this Ordér, the

OFFICE may impose upon AVAHEALTH such further administrative penalties or other

appropriate remedies as authorized by the Florida Insurance Code.
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WHEREFORE, subjecti to the terms and conditions set forth above, the Florida
Certificate of Authority of AVAHEALTH INC., D/B/A KEY INSURANCE PLAN is hereby
: SUSPENDED FURTHER all terms and conditions contamed hcrem are hereby ORDERED

DONE and ORDERED thlS Qa day of March, 2012

L des-

Kevin M. McCarty, Commissiofief
Office of Insurance Regulation
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CERTIFICATE OF SERVICE

I HEREBY CERTIFY that a true and correct copy of this Order was sent by Certified Mail to
Mr. Bruce W. Frieman,.AvaHeal‘th, Inc., d/b/a Key Insurance Plan, 5440 Mariner Street, Tampa,
Florida 33609, this 392 day of March, 2012.

ssistant General Counsel
Florida Office of Insurance Regulation .
200 East Gaines Street
Tallahassee, Florida 32399-4206
(850) 413-4169
Catharine.schoenecker@floir.com
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NOTICE OF RIGHTS

Pursuant. to Sections 120.569 and 120.57, Florida Statutes, and Rule Chapter 28-106, Florida
Administrative Code (F.A.C.), you may have a right to request a proceeding to contest this action by the .
Office of Insurance Regulation (hereinafter the “Office”). You may request a proceeding by filing a
Petition. Your Petition for a proceeding must be in writing and must be filed with the General Counsel
acting as the Agency Clerk, Office of Insurance Regulation. If served by U.S. Mail the Petition should be
addressed fo the Florida Office of Insurance Regulation at 612 Larson Building, 200 East Gaines Street,
* Tallahassee, Florida 32399-4206. If Express Mail or hand-delivery is utilized, the Petition should be -
delivéped to 612 Larson Building, 200 East Gaines Street, Tallahassee, Florida 32399-0300. The written
Petition must be received by, and filed in the Office, no later than 5:00 p.m. on the twenty-first (21) day
after your receipt of this notice. Unless your Petition challenging this action is received by the Office
within twenty-one (21) days from the date of the receipt of this notice, the right to a proceeding shall be
deemed waived. -Mailing the response on the twenty-first day will not preserve your right to a hearing.

If a proceeding is requested and there is no dispute of material fact, the provisions of Section 120.57(2),
Florida Statutes, may apply. In this regard you may submit oral or written evidence in opposition to the
action taken: by this agency, or a written statement challenging the grounds upon which the agency has
_ relied. While a hearing is normally not required in the absence of a dispute of fact, if you feel that a
hearing is necessary, one may be conducted in Tallahassee, Florida, or by telephonic conference call upon
your request. '

1f you dispﬁte material facts which are the basis for this agency's action, you may request a formal
adversarial proceeding pursuant to Sections 120.569 and 120.57(1), Florida Statutes. If you request this

type of proceeding, the request must comply with all of the requirements of Rule Chapter 28-106.2015,
F.A.C., including but not limited to: ‘

a) A statement requesting an administrative hearing identifying those material facts that are in
dispute. If there are none, the petition must so state; and '

b) A statement of when the respondent received notice of the agency’s action.

These proceedings are held before a State Administrative Law Judge of the Division of Administrative

Hearings. Unless the majority of witnesses are located elsewhere, the Office will request that the hearing
be conducted in Tallahassee. ’

In some instances, you may have additional statutory rights than the ones described herein.
Failure to follow the procedure outlined with regard to your response to this notice may result in the

request being denied. Any request for administrative proceeding received prior to the date of this notice
shall be deemed abandoned unless timely renewed in compliance with the guidelines as set out above.
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STATEMENT AS OF JANUARY 31, 2012 OF THE AVAHEALTH, Inc.
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STATEMENT AS OF JANUARY 31, 2012 OF THE AVAHEALTH, inc.
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STATEMENT AS CF JANUARY 31, 2012 OF THE AVAHEALTH, inc.
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STATEMENT AS OF JANUARY 31,2012 OF THE AVAHEALTH, inc. -

STATEMENT OF RE VENUE AND EXPENSES (Contlnue

cmﬂ Year

OAPITAL AND BURPLUB ACCOUNT
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STATEMENT AS OF JANUARY 31, 2012 OF THE AVAHEALTH, Inc.

CASH FLOW
' Cureny You Paor Yoo Paor Yow Esdod
YoDate | ToPap |
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STATEMENT AS OF JANLIARY 31,2012 OF THE AVAHEALTH, Inc.

SCHEDULE T - PREMIUMS AND OTHER CONSIDERATIONS
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: L OFFICE QF . -
Dotketed By, : __—

OYFICE OF INSURANCE REGULATION , S

KovINM., MCCARTY
COMMISSIONER

IN THE MATTER OF: CASENO. 116802-11-CO

Applioation for the Acquisition of all the
Tssued and QutstandingVoting Seouritios of
AVAHEALTH, INC,, a Domestic Insurer, by
KRY INSURANCE PLANS, WNC,

/

CONSENT ORDER

THIS CAUSRE came on for coﬁalderatlon upon the flling with the CFFICE OF
INSURANCE REGULATION ( hreirafter raforred to 85 tho “OFFICE") of an application for
approval of the acquisition lof all of the issued and outstanding voting decutlties of
- AVAHBALTH, INC,, (herolnafler roferted to as YCOMPANY™, & domestio ingurer, by KEY
INSURANCE PLANS, INC. (hetoinaftor roferred to as "APPLICANT") pursuant' to Seotion
‘62'8,461, Tlorida Statutes, FolloMng B oompiete roviow of the entlre fecord, and upon

consideration thereof, abd being otherwise fully advissd in the pmmiées, the OFFICE flnds as
follows: |
1. The ORFICE. hes jurisdiction over the subject matter and the paﬂiés to this
proceeding, . .
2 APPLICANT has spplied for, and subject to tﬁe prosent - -and continuing

sufisfaction of the requirements, terms -and conditions established herein, has satisfactorlly met
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all of the conditlons preécdont for the granting’ of approval by the OFFICE of the proposed
acquisition of all of the ontstanding capltal stook of COMPANY,

3, APPLICANT is o Floride corporation that is one hundred porcent (100%) owned
by CUSP, LLC (horohiaﬁer rofcrred to as “CUSP") a limlted linbility compeny. The application
roprogents that CUSP has as its managers the following lndivlduals Pedro Carelto, Matlo Paeg,
" Emeslo U\daneta and Enoo Segundo Martinez, The applicution also_represents that Bruce

Frioman is » manager ot large for CUSP, Said ropresentations are materlal to the issuance of this
‘ Consont Order, ‘ _ A

4 COMPANYisa lloensed life and health inswrer domlciled in the .stata of Florida
and I8 ono hundrcd peroent (100%) owned by AVALON HEAL’I’H(.ARB HOLDINGS, TNC
(hercinaﬂer tefotrod to 83 "AHH” or “SELLER"),n Florlda corporation,

5. On March 14, 2011, CUSP entered into a Stook Purchase Agrcement with
SBLLER, which was subrequently amended and restated and filed with the OFFICE on May 27,
2011, whereby cusp or its designeo would acéulro all of the Issued and outstanding oapital
stook of COMPANY, CUSP has toprosonted that ity designeu_shall be APPLICANT. The
aforementioned fepx'esentati()n is matorial to the Issuance of this Consent Order. Informatton is
_missing ﬂoﬁSecﬂon 2.4 (vil), Sohedule A and the Disclosure Schedule that form the Amended
and Restafed Stock Purohase Agreement, API;LICANT shall submit an exeouted copy of the
Amended and Restated Stook Purchase Agreement to the OFFICE for the OFFICE's review
within three (3) business days from the olosing of the. acquisition of COMPANY by the
APPLICANT. The exccuted Amended and Restated Stook Purchase Agresment submitted to the
OFFICE shall contain tho missing informstion within Sectlon 2.4 (vil), Schedule A, the

Disolosure Schedule and any other schedules, exhibits or related doouments that effeotuats (he

Page 2 of 16



Amendod and Rostated Stoek Purchase Agmment‘ APPLICANT, SELLER and COMPANY
pgres that the OFFICE's approval of the acquisiton of COMPANY by APPLICANT is-
conditioned upon the OFFICE’s recslpt and accoptance of the exeoutsd Amended and Restated
Stook Purchase Agreement, APPLICANT, SELLER and COMPANY further agree that this
Consent Order shall be docmed vold showld the ORFICE find the excouted Amended and
Regtated Stook Purchase Agreoment to be unageeptable, '

6. Pursuant to Schedulo 22 of the Amended and Restated Stock Purchass
Agmemlent, the Hability of APPLICANT ls limited; howover, APPLICANT agress that it is
acquiring all of the lssued und cepital stock of COMPANY and tho aforemontioned liability

Jimitation ghall only serve to réduce the adjusted purchase p;icv of COMPANY. APPLICANT
and CUSP agree that APPLICANT shell be responsible for all labilitles, of a‘nyA kind, on behalf
of COMPANY and APPLICANT shall pay all legliimate Habilities of COMPANY In a timely"

“manner regardiess of any reimbursement it may or may not recelve pursuant to Schedule 2.2 of

the Amended and Restated Stook Purchase Agreement. Additionally, the parties agres that the
purchase price of the COMPANY shall be pald by CUSP or APPLICANT.

7. Conourreni with the acguisition, the application represents that COMPANY ghall

change its name to *Key Insurance Plan, Ino.,”, Final approval of the name change ls subjeot to

. the recelpt of a Cerlificate of Status issued by the Florida Office of the Secretary of State

reflecling the nanie change, as well as any other required documentation o validale u name

change,

-8, APPLICANT and CUSP havs mado material roprcnentations that none of thelr
officers, diteotors, managers and shargholders holding five percent (5%) or greater Own.ership |

interest and none of the post-aoquisltion officers and direstors of COMPANY have been found
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guilty of, or have pleaded guilty or nolo contendere fo. u felony 6r aAmisdemeanor, other than a
minor traffic vlolatlou,. without regard to whether 8 judgment of conviction was entered by the
Coutt, . ‘

9, APPLICANT and CUSP represent that they have, with the exception of Bnoo
Segundo Martinoz, submitted complote background information on eauh of the persons deaorlbod
In paragraph eight (8) above, and hat If such material information has not been provided, any'

swoh individual shall be removed within thirty (30) days of recelpt of notification from the
QFFICE,

‘{0, APPLICANT sndior CUSP shell submit or cause to bo submitied to the ORFICE

" @ blographionl affidavit, authority for velease of information form, ﬁnger print cards and
background invest_lgativc toport for Enoo Segundo Martinez within thirty (30) days of the déte’ of
the exeoution of this Consent Owder, If the buckground information for Bnoo Segundo Martinez
(blographical affidavit, authority for mloase of information form. ﬁngorpﬂnt cards, background
investigative seport) furnished to the OFFICE or other soun,ex ufilized by the OFFICR In its
lnvestigation process reveal the ropresentations regarding Bnoc Segundo Matt\nez in pm’agraph
elght (8) above are Inacoutato, Enoo Segundo Martinez shall be removed within thirty (30) days

 after nofification by the OFFICE and replaced with a pexson acosptable to the OFFICE.

11, APPLICANT and CUSP ageee thal upon_receipt of such notifieation from the

OFFICE, putsuant to paragraphs nine (9) and ten (10) abovs, if APPLICANT and/or CUSP does
not timely take the required conective abtion, APPLICANT and/oi CUSP agres that such fallute
to aot would constitute an lmmedlato danger to tho public and the OFFICE may immediately
guspend or revoke the Cortificate of Authotity of COMPANY, without further proceedings |
pursusnt to Seotlons 120,569(2)(n) and 120.60(6), Florlda Statutes,
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12, APPLICANT has filed, and the OPFICE has relied upon the representations in the
Plan of Operation and the Plan of Opchﬁon’s supporting documents that APPLICANT
submitted with the ﬁpplioatioﬁ. Priot w'ritteﬁ approval must be scoured from the OFFICE prior to
any ;nater!al devlation from said Plan of Operation, Inoluding expansion into any other state,

13, As required by Seotlon 624.424, Floride Statutes, COMPANY has not filed |

oomplete audited tinanciel reports for 2009 or 2010, Therefore, COMPANY shall file with the
‘OPFICE within sixty (60) days from thc closing of the acquisition of COMPANY by
APPLICANT, a complete aud{ted‘ﬂnanclal report putsﬁam to Seotion 624,424, Flotida Statutes,
for the year ended December 31, 2010, The report shall include, but ot be limited to, an
lndependent financial audlt as of December 31, 2010, Further, COMPANY shall not market or
enroll any new businesy unt! the 2010 independent financial audit has been filed with the»
OFPICE and the OFPICE haa provided written approval {o resume marketing and enrollment,

14, COMPANY shall amend and/or cornplete its 2010 Health Blank Pinancial
Stetement that was ﬂléd with the Natlonal Assoolation of Insurance Commissioners, inoluding
ol related reports and doouments, to be conslstent with the financiel audlt- referenced in
patagraph thirteen (13) abovs, Such amendment .sha'll bo filed with the National Assoolation of:
Insurance Commissioners and the OFFICE within 1en (10) days of the filing of the financial
audit referonced in paragraph‘ thirteen (13) a.bove with the OFFICE,

15, - APPLICANT represents that the Information and documentation provldéd to the
OFFICE aocutatoly und complotely desc.rlbe all trmsactions. and agreements pertaining to the
soguisiton and the futurs acilviles of APPLICANT snd COMPANY,  APPLICANT roprasents
that there ate no other agresments, writton or oral, related to consiiiemﬁon 1o the SELLERS or

related to the managoment of the COMPANY thal have not been provided to the OFRICE,
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16 APPLICANT and SBLLER agtee to obtaln written approval from the OFFICE
prior to any materlal ohanges made to the Amended and Restated Siock Purchase Agteemont

from the date it was submitted to the OFFICE to the olosing date of tho aoquisition of

' COMPANY by APPLICANT,

17.  APPLICANT snd/or COMPANY shell provide to the OFFICE an acceptable
exoouted disaster coordination/response plan within thicly (30) days of the date of the execution
of this Consent Ordes, _

18, - APPLICANT shall provide evidénoe of a four million, flve hundred thousand
U.8, Dollars ($4,500,000) capital infusion into COMPANY within three (3) business days of the

 closlng of the acquisition of COMPANY by the APPLICANT.

19, APPLICANT, SEBLLBR and COM_PANY agroo that this Consent Order shall ba

", deemed void should ciosing_ not take plabe within five (5) buslness days from the date of tho

.exeoutton of this Congent Order.

20, APPLICANT has flled pro forma financlal statemonts for COMPANY that
indicato that, in eddition to the capltal Infusion refarenced In paragroph elghteen (18) above,
APPLICANT will need to provide additional capital infuslons lnto COMPANY . Without said

oapital infusions, tho pro forma’s reflest that COMPANY would be both impairad, pursuant to-

Section 624.408, Floride Statutes, and In noncompliance with the writing ratio requiremenis
outlined in Seotion 624.4095, Florida Statutes, VCUSP.shall provide additional siapltul‘inmsions,

a3 neoessary, in ordet to maintain compliance with Florida Statutes. Sald capital infuslon;; are

matorlal to the approvel of this transaotlon,

21, COMPANY shell flle with the OFFICR querterly end annual finanoisl statements .
in aocordanue with Seotlon 624,424, Florkia Stetutes, COMPANY shall file monthly finanojal
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staternents unti] farther notloo from the OFRICE, The monthly finsnclal statements arc duc on
or bofors the twenty-fifth (25") day of the following month from the perlod ending date. The
monthly finanolsl statements shall include the Juret page, Assets, Lisbilities, Capital and
Surplus, Statement of Revenve and Bxpenses, Cash Flow and Exhibit of Premiums, Rurollment
and Utilizaﬁon. The Statement of Revonue and Bxpenses and Cash Flow shall be filed on a
oumulative yeor-to-date basis for monthly statements, All statomonts shall be in the ourrent

Natlonal Assoolation of Insurancs Commissioners form. The COMPANY may petition thc

'OFFICE to releass COMPANY from its obligation to file monthly flnanclal statements. The
" OFFICE shall niot unteasonably deny COMPANY’s potition regerding monthly ﬁnéméial _

. statement roquirements,

22, COMPANY is subjest to the holding company reglsiration requiroments of Rulo

690-143.045 through Rule 690-143.047, Florida Administrative Code. COMPANY shall file a
lioldlng compeny regiatration statement with the OFFICE within fificen (15) days after the end
of the month in which COMPANY ls aoquired by APPLICANT. COMPANY shall keep the

holding company registration statement curront. Affiliates shall mean sny entitlos defined by

_Ruls 690-143,045 Florida Administrative Cods and Includes CUSP, LLC,

23, COMPANY shall comply with Seotion 628,371, Florlda Statutes, and Rule 690~
143,047, Florlda 'I&dminislratlve Code as relates to the payment of any dividends,

24, COMPANY shall obtain written approval ﬁ'ém the OFRFICE prior to making any:
loang orpash Infuiona to affiliatos,

25, Withln aixty (60) days from the date of the exeoution of this Consent Order,

COMPANY shall file with the Division of Insurance Fraud, Depuariment of Finanolel Services,”
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an accuptable update to its antl-frand plan pursuant to Section 626.9891, Florida Statutes and
Ruls 69D-2, Florlda Administrative Code,

26,  COMPANY shall submit all managemont contrects, administrafive service -

_ contraots, provider contracts, and effillated contraots, as well as amendments to such contracts,

to the OFFICE for wiltten approval prlor to the oxecﬁtion and/or consymmation of such
contraot,

27, The doadlines set forth In this Comsent Order may be extended by weitten
approval of thie OFFICB, Additionally, the verlous reporting requirements and any other
provision or roquirement get forth in this Consent Order may be altered ot terminated by written

approval of the OFFICB. Apptoval of any deadline extonsion ls subject to slatutdry or

administrative regulation limitations.

28,  Approval of this ,épplicﬁﬁon doos not alter or vacate any existing Cc}'nsen}
Ordor(_é) or cortectlve action plan(s) that mey have been entered inio or between the OFFICR
and COMPANY, oxcopt to the extent that the terms of prior Consent Orders ot cotrective action
plans oonfliot with t.he terms of this Consent Order.

29,  APPLICANT, CUSP and vSBLLER affirm and represent that all requirements set
forth hereln, and all statements, explanations, ropresentations, aﬁd documents provid&i 1o the
OFFICE in conniection with fhe application, including ell attachments and supplements thereto,
are materlal to the issuance of this Consent Order. APPLICANT, CUSP 'and SBLLER further
affirm and repxeseﬁt "tha_t the information, documonts and explanations provided to the OFRICR

are trus -and fully dosctibe all transactions, agresments and undertekings with regard to the -
acquisition and future operatioh of COMPANY,
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30, Excoutivo Order 13224 signed by President Gcomc W, Bush on September 23, '
2001, blocks the assets of terrorlsts and terrorlst support organizations identificd by the United
Staté Department of the Treasury, Office of Forelgn Assets Control, The Bxeoutive Ordér also
prohibits any transactions by U8, persons involved in the blocked assets and interests. The list |
of identifled torrorlsts and terrorist support organizaﬁons is perlodicalty updated et the Teasyry
Depertmenit’s Office of Forelgn Assots Control website, hitp//www.irens gov/ofug, COMPANY
sha]l. maintain and adhers t6 procodures necessary to deteot and provent prohibited transactions
. with individuals and entiues whioh have been Identified at the Treasury Department’s Office of

Foreign Assots Control wobsito

31, APPLICANT, CUSP, SELLER, and/or COMPANY shall report to the OFRICR
.withlu slxty (60) days from the date of the execuﬁon of this Consent Ordcr a ourtification
ovidenolng compliance with all of the ;cquirements of this Consent Order. Any excoptions shall
be 8o noted and oontained in the certification. Exceptions noted in the certification shall ﬁjso
Include & timeline defining when the outstanding requirements of the Consent Order wil) be
completo, Said oertification shall be mubmitted to the OFFICE via eleotronio mail and dirested to
the attentlon of the.Assistant General Counsel representing the OFFICE In ‘thls matter and as
namod in this Consent Order. ‘

32, APPLICANT, CUSP, SBLLER and COMPANY agree that fellure to adhero to
one or note of the terms and condilons contained hereln shall result, without further
proceedings, In the vevooation of COMPANY's Cortifionte of Authorlty in this state In
acoordance with Scotions 1'20\569(2)(11) and 120.60(6), Rlotida Statutes.

33,  Each party to this uotion shall bear its own costs and tees,
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34,  APPLICANT, CUSP, SELLER ond COMPANY oxpressly walve & hoaring In this
matter, the meking of Findings of Faot and Concluslons of Law by the OFFICE, and all further
and other proceedings hetein to which paities may be entifled by law or rules of the OFFICE,
APPLICANT, CUSP, SELLER and COMPANY hereby knowingly and voluntarily waive a1
rlgﬁts to challenge or to contest this Consent Order, in-any‘ forum now or In the future available
to i, Including the right to any administratlve proceediug, olroult or fodaral court action, or ény
appeal. | | |
35, The partles agree that this Congent Order shall be deemed to be sxeouted when

the OFFICE has exeouted a copy of this Congont Order boaring the signature of APPLICANT,
CUSP, SBLLBR and COMPANY: or its authorized reprosentatives, notwithstanding the faot that
the copy may have besn teangmiited to the OFFICB eleotronlcally. Purther, APPLICANT, Cusp,
SELLER and COMPANY agreo that the signaturos as afflxed to this Consent Order shall bs under

the seal of a Notary Publio,
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WHEREI'ORE, subjeot to the terms and oonditions sot forth above, the QFFICE heréby

' approves the application for the aoquisition of one hundred peroent (100%) of the issued and

owstanding capital stock of AVAHEALTH, INC. by KBY INSURANCE PLANS, INC., and
subsequent to the offeotive date of the aoguisition, the name change of AVAHEALTH, INC, to
KEY INSURANCE PLAN, INC, By epproving this transaction, tho OFFICE does not approve
a8 part of this transaction unjr administrative, management, provider or affiliate contraotg
submilted with the appHeation, v

FUR‘I‘HER, all terms and conditions contained herein are heroby ORDERED,

DONE and ORDERED this i%ay of 2011,

o A A 4 '

l}

¥

Kovin M. MoCatly, Commissloner
Offics of Insurance Regulation
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. By oxeoution hereby, KEY INSURANCE PLANS, INC.consents to entry of this Consent
Oxder, agroes without reservation to all of the above terms and conditisns and shall be bound b
all provisions hereln, The undesigned represonts that hie/she has the anthority to bind KEY

INSURANCE PLANS, INC.to the terms and oondltlons of this Consent Onder,

© KBY ms%:iczrd
By:

Print Nawe: BRUCE FRIEMAN

Corporate Seal L Title: CHIEF 'EXECUTIVE ‘OFFICER

Date JUNE 13, 2011

On 6/ / ‘3/ ) hei’ore me, /@’M 00; H{( > peraonally appoared
7 j; BVM%TWIC’\“PL._W '

, porsorally known to me (or

proved to me on the basis of satisfactoty evidence) to be the person whose name i subsctibed to

~ the within {nstrument end acknowledged to me that he/she exevuted the same in hisfher -
authorized oapacity, and that by his/her signature on the instsument, tho persoﬂ or the entity upon

behalf which the person acted, exeouted the instsument,

s - WS

Subseribed and swomn to hefore moe this / 3 day of "4‘*”1(., 2011,

Sign

. ‘ INOTARIAL SEAL]
7 {Kignature of Notary Publly) _

My Commission Bxpires: ' ANNE WESTLEY
I hBlerth NOTARY PUBLIC
//‘T/& 013 I%, Ystare oF FLorioA
o Rk Commit EE08IS08
WY Explres 1/0/2016-
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By excoution hereby, CUSP, LLC consents to erdry of this Consent Oxder, agrees without
roservation to el of the above terms and conditions and shall be bound by all provislons herein,

The undersignet represents thut he/she has the authority to bind CUSP, LLC, to the texms and
conditions of this Consent Ordet, -

CUSP,
- PrintNeme: __J Yor: 2.
Corporato Soal Title: ”/ Aﬂ)ﬁé?’z‘ ‘

Date; 0%/ / ‘?’/ /!

on ¢ //3// / before tne, 4 A IA)“’H‘*r , petsonslly ;appeared
. ‘RJ YO CCU’*Uﬁ?" ' 5 perizonslly knqwn to me (or

- proved to me on the basiy of satisfactory ovidence) to be the person whoso name is subsoribed to

the within fogtrament and acknowledged to me that he/she exeouted the same In histher

authorlzed capacity, and that by his/her signature on the hmmnnen;t, fhe posson or the entity upon

behalf which the person acted, oxcouted the ingtrumont, ‘
s (D dayef WM omr,

Subsoribed and pworn to befo

Signature [NOTARIAL SEAL]

7 Bignature of Notary Public)

My Commission Expiros: _ e wf’,ﬂ“‘_‘};
. N NOTARY Bl
// ?( QO[S ¥ STATE OF FLORIDA

[\ Eip:mwzow '
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By oxeaution heteof, AVALON HEALTHCARE HOLDINGS, INC.) sonsents to enty of
this Consont Order, agrees without reservation to all of the ebove terms and conditions and shall
bo bound by ‘all provisions herein, The undersighed represents that he or she has the authosity to

bind AVALON BEALTH HOLDINGS,, INC, t9 the tettns and conditlons of tids Consent Order

snd has personal knowledge of the application and the Information provided thereln,

Corpovato Seal

4Date; ~ J / L ?’ //7
| 4 |
Oﬁ]}ﬁrill!l]Q I!('zo“ before me,( hg! kSTT O,Qﬁ!‘!l, personalty appomd

“porsomally kuown to me (or

proved to mo on the basls of aatlsféutoty ovidence) to bo the person whose name Is aubscribed to
the within instrument and aoknowledged to mme that he/she excouted the same in his/her
authorized capacity, and that by hisher signature on the Instrument, the person ot the antity wpon

My Commisaion Rxpites

g 22, 014

7 Pesrat
s
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By exeoutlon hereby, AVAHEALTH, INC. consents fo entry of this Consent Order,
agroes without reservation to all of the above terms and conditions and shall be bound by all

provisions hereln, The undersigned represents that he/she has the authority t bind
AVAHBALTH, INC.,, to tho terms and conditions of this Consent Otder.

AVAHEALTH,INC, | :
By%m%/f
: 3% ' é i z a : i ¢ Ef‘

Print Name:

Corpotate Sonl

~ personally kqown o me (or
proved to me on the basis of setisfactory evidence) to bs the ﬁerson whose name is subsoribed to
the within Instrument and ecknowledged to me that he/she executed the same in histher
authorized capacity; and that by hisfher signature on the imtrurﬁent, the person or the entity upon

behalf which the person acted, executed the instrument,

‘Subscribed and pworn 1o before me ¢ lé( day of 5[ AR 2011,
b\ [NOTARIAL SEAL]

Signature ;
' ghaturo of N b

My Commission Expires: —
NATALIE E GUZMAN
“WE MY COMMISSION # EE003162

Jung, 22 0% T

(J () W
07 $bb0183 FlotidsNotary8enice.com

0

Tt s, .
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COPIES FURNISHED TO:

Tina Dunsford, Attorney

Gray Robinson, PA

201 N, Franklin Street, Suite 2200
Tampa, FL 33601

Email: tina.dunsford@gray-robinson.com

Bruce W, Frieman, DO, CEO
CUSP, LLC

5440 Mariner Street, Suite 110
Tampa, FL 33609

Charles T, O’Neill

Avalon Healthoare Holdings, Inc,
8637 Fredricksburg Rd,

San Antonio, TX 78240

Toma L. Wilkerson, Acting Direotor
Life & Health Financial Oversight
Florida Office of Insurance Regulation
200 East Gaines Street

Tallahassee, Florida 32399-0327

Valerie Reglat, Financial Examinet/Analyst Supervisor -

Life & Health Financial Oversight
Florida Office of Insurance Regulation
200 Bast Gaines Street -
Tallahassee, Florida 32399-0327

Jason Nelgon, Senior Attorney
Florida Office of Insurance Regulatxon
Legal Services Office
.200 East Gaines Street
~ 612 Larson Building
Tallahassee, Florida 32399-4206
' Email Jason.Nelson@floir.com
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APR 19 201
OFFICE OF INSURANCE REGULATION NSURANGE ST
. Bockated by - ULATION .
Kevin M, McCarty : -_ﬂﬁ___- :
Commissioner : :
TN THE MATTER OF: _
CASE NO.: 124967-12

AVAHEALTH, INC., D/B/A e
KEY INSURANCE PLAN

CEASE AND DESIST ORDER
TO: Xaren Connolly, CEO

AvaHealth, Inc., d/b/a Key Insurance Plan

5440 Mariner Street

Tampa, Flonda 33609 ‘

YOU ARE HEREBY NOTIFIED that, pursuant to the Flonda Insurance Code, 1m:1udmg
Sections 624.307 and 624310, Florida Statutes, the State of Florida,” Office of Insurance
Regulation (hereinafter referred to as the “OFFICE™), had cause to make an investigation of
certain insurance related sctivities of AVAHEALTH, INC., D/B/A KEY INSURANCE PLAN
(hereinafier referred to as “AVAHEALTH”). in the State of Florida and has informaﬁon that the
aforementioned company inappropriately implemented approvéd rate increases, resulting in
unauthorized rates in violation of Section 627.410(6), Florida Statutes, for the past t\‘wo (2) years.
Accordingly, the OFFICE infends to enter a Final Order requiring the above-referenced party 1o
cease and aesist from charging unavthorized rates in violation of Section 627.410(6), Florida

Statutes, to offer remsl:a’eement to any msmeds who did not renew based on the unauthorized

rates, and to refund to ifs insureds and former insureds premiums reoewed from the unatuthonzed

rates as determined by the OFFICE,
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As aresult qf its investigation and as grounds for entry of this Order, the OFFICE hereby -
finds and alleges as follows: |
1. The OFFICE has jurisdiction over the subject matter and parties to this
;1;oceeding. " | | | |
A AVAHEALTH is 4 domestic life and health insurer authorized to do business in
Florida and s;lbject 1o regulation by the OFFICE, pursuant to the Florida Insurance Code.

3.0 Section 627.410(6); ;f-‘lorida Statutes, requires every h;alth insurer doing business
‘in the State of Florida 10 use only rates that have been approved by the OFFICE.

4, On Febrﬁary 3, 2012, the State of Florida, Division of Consumer Services,

- Department of Financial Services (hereinafter “DEPARTMENT”) received a- con,;;umer
complaint ‘that AVAHEALTH's rates had greatly increased. On March 13, 2012, the
DEPARTMENT received a second complaint of similar nature,

5. The DEPARTMENT began an investigation into this complaint, and as part of
thi; investigation, one consumer provided the DEPARTMENT. with correspondence between
themselves and AVAHEALTH regarding their large renewal rate increase. '

6.  This information was forwarded to the OFFICE, and the OFFICE began an
izwesiiéaﬁon into the large rate increases. Based on the information contaitied in the
cofreépondenccs sent to the DEPARTMENT, stating that there was a 48.8% increase in the rate,
the OFFICE knew that this could not be correct as the OFFICE had not approved a rate increase
greater than 10%.

7. The OFFICE then requested that AVAHEALTH submit a spreadsheet to the
OFFICE showing the previous rate, and the rate that insureds were charged at fche March, April,

ax_xd May renewals,
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8 . On Apnl 5, 2012 the OFFICE received the spreadsheet from AVAHEALTH and
the sprcadsheet showed vﬂdespread rate increases far in excess of the approved 10% increase.

9 Tl‘lﬂ OFFICE ﬁnds that AVAHEALTH has been charging rates far in excess of
"  therate authorized by the OFFICE. |

| WHEREFORE, pursuast to the Florida Insurence Code, including Sections 624.307 and

624.310, ‘If‘lorida' Stéfutés, the OFFICE finds that because AVAHEALTH has been charging rates
in excess of the rates authorized by the OFEICE in violation of Section 627.410(6), Florida -
Statutes, the OFFICE intends to enter a Final Order to Cease and Desist the use of unauthorized
raies.:_ |

. DONE and ORDERED this _\3¥ day of April, 2012,

LM

Kevin M. McCafty, Commissio
Office of Insurance Regulation
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CERTIFICATE OF SERVICE

Y HEREBY CERTIFY that s frue and correct copy of this Order was sent by Certzﬁed Mail to
Ms. Karen Comnolly, AvaHealth, Inc., d/b/a Key Insurance Plan, 5440 Mariner Street Tampa,
Florida 33609, this ﬂ’fﬁ-day of Apnl 2012,

tharine Seho er
Assistant General Counsel
Florida Office of Insurance Reguianan
200 East Gaines Steeet -
Tallahassee, Florida 323994206
(850) 413-4169
Cathatine.schoenecker@floir.com
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NOTICE OF RIGHTS

Pursuant ‘to Sections 120.569 and 120,57, Florida Statutes, and Rule Chapter 28-106, Florida
Administrative Code (F.A.C.), you may have a right to request a proceeding to contest this action by the
Office of Insurance Regulation (hereinafter the “Office”). You may request a proceeding by filing a
Petition. Your Petition for a proceeding must be in writing and must be filed with the Geperal Counsel
acting as the Agency Clerk, Office of Insurance Regnlation. If served by 1.5, Mail the Petition should be
addressed te the Florida Office of Insurance Regulation at 612 Larson Building, 200 Bast Gaines Street,
Taliahassee, Florida 32399-4206, If Express Mail or hand-delivery is utilized, the Petition should be
delivered to 612 Larson Building, 200 East Gaines Street, Tallahassee, Florida 32399-0300. The written
Petition must be received by, and filed in the Office, no later than 5:00°p.m. on the twenty-first (21} day
afler your receipt of this notice. Unless your Petition challenging this action is received by the Office
within twenty-one (21) days from the date of the receipt of this notice, the right to a procseding shall be
deemmed waived. Mailing fhe response on the twenty-first day will not preserve your right to a hearing.

If a proceeding is requested and there js no dispuie of material fact, the provisions of Section 120.57(2),
Florida Statutes, may apply. In this regard you may submit oral or written evidence in opposition to the
action taken by this agency, or a written statement challenging the grounds npon which the agency has
relied. While 2 hearing is normally not required in the absence of a dispute of fact, if you feel that a

hearing is necessary, one may be conducted in Tallahassee, Florida, or by telephonic conference call upon
your request. .

If you dispute material facts which are the basis for this agency's action, you may request a formal
adversarial proceeding pursuant to Sections 120.569 and 120.57(1), Florida Statutes. I you request this

type of proceeding, the request must comply with all of the requirements of Rule Chapter 28-106.2015,
F.A.C,, including but not limited to;

a) A statement requesting an administrative hearing identifying those material facts that are in
dispute, If there are none, the petition must so state; and

b) A statement of when the respondent received notice of the agency’s action.

These proceedings are held before a State Administrative Law Judge of the Division of Administrative”
Hearings. Unless the majority of witnesses are located elsewhere, the Office will request that the hearing
be conducted in Tallahassee.

In some instances, you may have additiona! statutory rights than the ones described herein.
Failure to follow the procedure outlined with regard to your response to this notice may result in the

request being denjed. Any request for administrative procesding received prior to the date of this notice
shall be deemed abandoned unless timely renewed in compliance with the guidelines as set out above.
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Docketed by:

KEVIN M. MCCARTY
COMMISSIONER

IN THE MATTER OF:
CASE NO.: 124967-12

AVAHEALTH, INC,, D/B/A
KEY INSURANCE PLAN

FINAL ORDER TO CEASE AND DESIST

THIS MATTER came on before the undersigned Insurance Commissioner of the State of
Florida for consideratioﬁ and final agency action, who having considered the record in this case
and being fully ad?ised of the premises,ﬁﬁds and orders as follows:

1. On April 19, 2012, a Cease and Desist Ordef (attached as Exhibit “A” and
hereinafter incorporated by reference) was issued by the Office of Insurance Regulation
(hereinafter “Office”) notifying AvaHealth, Inc., d/b/a Key Insurance Plan (hereinafter
“AvaHealth”) that they were chafging rates in excess of the rates authorized by the Office in
violation of Section 627.410(6), Florida Statutes.

2. The Cease and Desist Order was sent to AvaHealth by U.S. Certified Mail. There
has been no request for a proceeding to challenge or coﬁtest the action taken by the Office.

3. The Office has jurisdiction over AvaHealth for purposes of this action.



ITIS HEREBY ORDERED:

4. The findings of fact and conclusions of law contained in the April 19, 2012, Cease
and Desist Order are hereby ADOPTED and INCORPORATED into this Final Order to Cease
and Desist. |

5. AvaHealth shall forthwith CEASE AND DESIST from charging rates in excess of

the rates authorized by the Office. Further, AvaHealth shall offer reinstatement to any insureds
who did not renew based on the unauthorized rates and refund to its insured and former insureds

premiums received from the unauthorized rates as determined by the Office.

¥

, , ’
DONE AND ORDERED this 0{1/ day of Lfﬂ G N2012.

K&vin M. McCarty, Commissioner
Office of Insurance Regulation




NOTICE OF RIGHTS

Any party to these proceedlngs adversely affected by this Order is entitled to seek review

of fhis Order pursuant to Section 120.68, Florida Statutes, and Rule 9.110, Fla. R. App. P.
Revi'e'w proceedings must be instituted'by filing a petitien or notice of appeal with the'General
. Counsel, for the OFFICE of Insurance Regulation, acting as the Agency Clerk, at 612 Larson
Building, Tallahassee, Florida, 32399 and filing a copy of the same with the appropriate Districe

Court of Appeal within thirty (30) days of rendition of this Order.

CERTIFICATE OF SERVICE

I HEREBY CERTIFY that a true and correct copy of the foregoing Final Order to Cease

and Desist has been furnished thlsﬂ day of :ZZ)_%ZOIZ by certified mail to:

Ms. Karen Connolly, CEO

AvaHealth, Inc., d/b/a Key Insurance Plan
5440 Mariner Street :
Tampa, FL 33609

¥ssistant General Counsel
Florida Bar Number: 0084658
Office of Insurance Regulation
Division of Legal Services

200 East Gaines Street |
Tallahassee, Florida 32399
Telephone: (850) 413-4169
Facsimile: (850) 922-2543
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APR X9 2p10°
OFFICE OF INSURANCE REGULATION mwmcm* oA
. "~ Docketey by ﬂﬁl\l .
Kevin M, McCarty : .Q‘%‘“—-
Commissioner ' o

IN THE MATTER OF:

CASENO.: 124967-12
AVAHEALTH, INC., D/B/A S

KEY INSURANCE PLAN

CEASE AND DESIST ORDER
TO: Kar.en Connolly, CEO

Avalealth, Inc., d/b/a Key Insurance Plan

5440 Mariner Street

Tampa, Florida 33609 '

YOU ARE HEREBY NOTIFIED that, pursuant to the Flomda Insurance Code, mcludmg
Sections 624,307 and 624.310, Flomda Statutes, the State of Florida, Office of Insurance
Régulation (heteinafter referred to as the “OFFICE™), had cause to make an investigation of
certain insurance related activities of AVAHEALTH, ]NC., D/B/A KEY 1NSURANCE PLAN
(hereinafter referred to as “AVAHEALTH”i in the State of Fl&ida’ and has information that the
aforementioned company inappropriately implemented _approvéd rate increaseé, resulting in
unaﬁthbrized rates in violation of Section 627.4'10(6)', Florida Statutes, for the past tWo (2) years.

- Accordingly, the OFFICE intends to enter a Final Order requiring the above-referenced party to
;:ease and desist from charging unauthorized rates in violation of Section 627.410(6), Florida
Statutes, to offer reinstgtemen'; to any insureds who did not renew based on the unauthorized .
rateé, and fo refund to its insureds and former insureds premiums received from the unauthorizeci

rates as determined by the OFFICE.,

Page 1 of 5




As a result of its investigation and as grounds for entry of this Order, the OFFICE hereby -
finds and alleges as follows: |
1. The OFFICE has jurisdic;tionf over the subject matter and parties to this
;;oceeding. ” | | ‘ | |
B _2. AVAHEA‘LTH is a domestic life and health insurer authorized to do business in
F{oﬁda and s.ilbject to regulation by the OFFICE, pursuant to the Florida Insurance Code,
| 3. . Section 627.4!0(6); Florida Statutes, requires every héalth insurer doing business’
‘in the State of Flor_ida to use only rates that have been approved by the OFFICE.
4, On Feb'rtiary 3, 2012, the State of Florida, Division of Consumer. Services,
- Depamneﬁt of Financial Services (hereinafter “DEPARTMENT™) received a- conéumer
. complaint 'tha_t 'AVAHEALTH’s rates had greatly increased. On' March 13, 2012, the
DEPARTMENT received a second complaint of similar nature.
| S.  The DEPARTMENT began an investigation into this complaint, and as part of
thié investigation, one consumer provided the DEPARTMENT with correspondence between
themse|ves and AVAHEALTH regarding their large renewal rate increase. |
| 6. . This information was forwarded to the OFFICE, and the OFFICE began an
inve,stigﬁtion into the large rate increases. . Based on the information contained in the
coﬁeépondences sent io the DEPARTMENT, stating that there was a 48.8% increase in the rate,
the OFFICE knew that- this could not be correct as the OFFICE had not approved a. réte increase
greater than 10%. ‘
7. The OFFICE then requestéd that AVAHEALTH sﬁb_mit a spreadsheet to the

OFFICE showing the previous tate, and.the rate that insureds were charged at the March, April,

and May renewals.
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8. . Oﬁ_ April 5, 2012, the OFFICE received the spreadsheet from AVAHEALTH, and
the spreadsheet showed’-wiélespread rate increases far in excess of the approved 10% lincrease.

9 Thg OFFICE 'ﬁndé.that AVAHEALTH has been charging rates far in excess of
" the rate authorized by the OFFICE. |

' | WHEREFORE, pursuant to the Florida Insurance Code, including Sections 624.307 and |

624.310, floridal Stéfqtes, the OFFICE finds that because AVAHEALTH has been charging rates
in excess of the rates authorized by the OFFICE in violation of Section 627.410(6), Florida -
Statutes, the OFFIC_E intends to enter a Final Order to Cease and Desist the use of unauthorized
s, |

- DONE and ORDERED this _ \A day of April, 2012.

g L

& 4

a 4

" Kevin M. McCafty, Commissio
Office of Insurance Regulation
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CERTIFICATE OF SERVICE

I HEREBY CERTIFY that a true and cotrect copy of this Order was sent by Cetﬁfied Mail to
Ms. Karen Connolly, AvaHealth, Inc., d/b/a Key Insurance Plan, 5440 Mariner Street Tampa,
Florida 33609, this l°\’¢oday of Apnl 2012,

tharine Sshoeretker
Assistant General Counsel
Florida Office of Insurance Regulation.
200 East Gaines Street - .
Tallahassee, Florida 32399-4206
(850) 413-4169
Catharine.schoenecker@floir.com
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NOTICE OF RIGHTS

Putsuant to Sections 120.569 and 120.57, Florida Statutes, and Rule Chapter 28-106, Plorida
Administrative Code (F.A.C.), you may have a right to request a proceeding to contest this action by the
Office of Insurance Regulation (hereinafter the “Office”). ‘You may request a proceeding by filing a
Petition. Your Petition for a proceeding must be in writing and must be filed with the General Counsel
acting as the Agency Clerk, Office of Insurance Regulation. If served by U.S. Mail the Petition should be
addressed to the Florida Office of Insurance Regulation at 612 Larson Building, 200 Bast Gaines Street,
‘Tallahassee, Florida 32399-4206. If Express Mail or hand-delivery is utilized, the Petition should be
delivered to 612 Larson Building, 200 East Gaines Street, Tallahassee, Florida 32399-0300. The written
Petition must be received by, and filed in the Office, no later than 5:00'p.m. on the twenty-first (21) day
after your receipt of this notice. Unless your Petition challenging this action is received by the Office
within twenty-one (21) days from the date of the receipt of this notice, the right to a proceeding shall be
deemed waived. Mailing the responss on the twenty-first day will not preserve your right to a hearing,

a proceeding is requested and there is no dispute of material fact, the provisions of Section 120.57(2),
Florida.Statutes, may apply. In this regard you may subrnit oral or written' evidence in opposition to the
action taken by this agency, or a written statement challenging the grounds upon which the agency has
relied, While a hearing is normally not required in the absence of a dispute of fact, if you feel that a

hearing is necessary, one may be conducted in Tallahassee, Florida, ot by telephonic conference call upon
your request. A

If you dispute material facts which are the basis for this agency‘s action, you may request a formal
adversarial proceeding pursuant to Sections 120.569 and 120,57(1), Florida Statutes. If you request this

type of proceeding, the request must comply with all of the requirements of Rule Chapter 28-106.2015,
F.A.C., including but not limited to:

a) A statement requesting an administrative hearing identifying those material facts that are in
dispute. If there are none, the petition must so state; and

b) A statement of when the respondent received notice of the agency’s action.
These proceedings are held before & State Administrative Law Judge of the Division of Administrative’

Hearings. Unless the majority of witnesses are located elsewhere, the Office will request that the hearing
be conduocted in Tallahassee. :

In some instances, you may have additional statutory rights than the ones described herein.
Failure to follow the procedure outlined with regard to your tesponse to this notice may result in the

request being denied. Any request for administrative proceeding received prior to the date of this notice
shall be deemed abandoned unless timely renewed in compliance with the guidelines as set out above,
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FINANCIAL SERVICES

COMMISSION
RICK SCOTT
GOVERNOR
OFFICE OF INSURANCE REGULATION TEFEATVATER
PAM BONDI
ATTORNEY GENERAL
KEVIN M. MCCARTY ADAM PUTNAM
COMMISSIONER COMMISSIONER OF
AGRICULTURE
May 1, 2012
The Honorable Jeff Atwater Via Email
The Chief Financial Officer

Department of Financial Services
The Capitol, PL-11
Tallahassee, FL. 32399

Re: AvaHealth Inc., d/b/a Key Insurance Plan
Dear Chief Financial Officer Atwater:

Please be advised that the Office of Insurance 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 AvaHealth, Inc., d/b/a Key Insurance Plan
(hereinafter referred to as "AvaHealth"). AvaHealth is a domestic insurer authorized to transact
insurance business in the State of Florida. As specified in Sections 631.051 and 631.061, 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 and directing it to
rehabilitate or liquidate the business of a domestic insurer include if such entity:

(1)  Isimpaired or insolvent.

The Office finds for the reasons set forth in the attached documents that
AvaHealth does not comply with the minimum capital and surplus requirements
of Section 624.408, Florida Statutes, and therefore, is impaired.

(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 hazardous to its policyholders, creditors, stockholders, or
the public.

The Office finds for the reasons set forth in the attached documents that
AvaHealth is operating in such hazardous condition.

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

Affirmative Action / Equal Oppertunity Employer



The Honorable Jeff Atwater
May 1, 2012
Page 2

3) Has consented to such an order through a majority of its directors, stockholders,
members, or subscribers.

On April 23, 2010, when AvaHealth was under different management and
ownership, the company executed a Consent to Receivership. The Office is not
sure that this Consent is still binding, but has included it for review per the request
of the Rehab and Liquidation Division.

The Office has determined that AvaHealth is currently impaired and is operating in a hazardous
condition. 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 Paul Johns, Financial Administrator, Life & Health Financial
Oversight

Exhibit 2 — April 23, 2010, Executed Consent to Receivership

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,

Kevin I\M
Commissioner

cc: PK Jameson, General Counsel
Department of Financial Services

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

From: Kennedy, Ray

-Sent: Thursday, April 26, 2012 7:41 AM

To: Wilkerson, Toma, Jehns, Paul; Reglat, Valerie
Subject: FW: March 31, 2012 Manthiy Financial Statement

From: kwconnolly@aol.com [kwconnolly@aol.com]
Sent: Wednesday, April 25, 2012 10:23 PM

Ta: Kennedy, Ray

Subject: Re: March 31, 2012 Monthly Financial Statement

Ray, I want to let you know that the financial statements have been appropriately uploaded today along with the
executed Jurat page.

Please be aware that I am completely aware that the minimum requirements for reserve requirements are not
met. It should be noted that this is prior to the April date of new management and we have infused addl capital
into the appropriate capital. We do have proof of this.

Please call me with any questions. Karen Connolly.
Sent from my Verizon Wireless BlackBerry

From: "Kennedy, Ray" <Ray.Kennedy@floir.com>

Date: Tue, 24 Apr 2012 18:55:40 +0000

To: 'Karen Connolly'<kwconnolly@aol.com>

Cc: Reglat, Valerie<Valerie.Reglat@floir.com>; Johns, Paul<Paul.Johns@floir.com>.
Subject: March 31, 2012 Monthly Financial Statement

Karen — The Monthly Financial Statement for March 31, 2012 is due April 25, 2012 in the Regulatory
Electronic Filing System (REFS).

Due in REFS for monthly reporting is the company contact, the monthly financial statement, and the signed
notarized Jurat page.

Ray Kennedy

Reinsurance Specialist

Florida Office of Insurance Regulation
Life & Health Financial Oversight

200 East Gaines Street

Tallahassee, Florida 32399-0327
Phone: 850-413-5029

Fax: 850-488-7061
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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,
V. . CASE NO: 21012-CA-001400
AvaHeaIthi;;‘I.nc. d/b/a Key Insurance Plan,

Rggb(v)'ndent,

AMENDED ORDER TO SHOW CAUSE, INJUNCTION, AND
NOTICE OF AUTOMATIC STAY FOR PURPOSES OF REHABILITATION

THIS CAUSE was previously considered on the Application of the State of Florida,
Department of Financial Services (hereinafter the “Department”) for an Order to Show
Cause on the appointment of a Receiver of AvaHealth, Inc. d/b/a Key Insurance Plan
(hereinafter thé “Respondent” or “Company”) for purposes of rehabilitation. On May 31,
2012, Respondent filed an Agreed Motion for Extension of Time. The Court, having
considered the matter set forth in said Application and otherwise being fully informed in the
premises, finds as follows: |

1. The Department has made a prima facie showing that Respondent meets
one or more of the following statutory grounds for the appointment of the Florida
Department of Financial Services as Receiver by this Court:

A. Respondent does not comply with the minimum capital and surplus
requirements of Section 624.408, Florida Statutes, and therefore, is impaired. Section

631.051(1), Florida Statutes.



B. Respondent is found by the Office to be in such condition, as to
render its further transaction of insurance hazardous to its policyholders, creditors,
stockholders, or the public. Section 631.051(3), Florida Statutes.

2. Respondent shall appéar before the Honorable Kevin Carroll, Circuit
Judge, _in Boom 330, Leon County Courthouse, Tallahassee, Florida, at 9:00 a.m. on
July 13; 2212 to show good cause if any, as to why the Florida Department of Financial
Services-’%hbuld not be appointed Receiver of Respondent for the purposes of
rehabilitation in accordance with Chapter 631, Part |, Florida Statutes. Respondent
shall file its written response, along with any defenses it may have, to the Department's
allegations no later than twenty (20) days after the entry of this ORDER. Should the
hearing date fall within thirty-five (35) days after the date of this ORDER, then
Respondent's defenses are due fifteen (15) days prior to the hearing date set by this
ORDER. Said response shall include a list of all witnesses; a summary of the testimony
of each witness and dates when those witnesses will be available for deposition by the
Department; and any and all evidence and copies of all documents to be presented on
behalf of Respondent at the hearing.

3. Pursuant to Sections 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, 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 shall 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 might waste
or otherwise dispose of 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, pooks, records, and accounts of, or directly or indirectly relating to, the
Respoﬁdé§§;~‘fi'and from the commencing or prosecuting of any actions against the
Respond%ﬁt',: 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 shall not be stayed or enjoined.

4. The Department is hereby authorized to conduct, at its discretion, an
investigation authorized by Section 631.391, Florida Statutes, of Respondent and its
affiliates 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(s), its subsidiaries, and affiliates shall make all books, documents,
accounts, records, and affairs, which either belong to or pertain to 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 shall include a full and complete
examination of any and all reviews, compilations, audits or any other work of whatever
r;ature performed by any accounting firm to include all work papers, on behalf of, re|atéd
to or in any way connected with Respondent, its affiliates and/or Respondent’s

corporate structure and affiliations. Respondent and its affiliates are hereby ordered

and enjoined to cooperate with the Department to the fullest extent required by Section



631.391, Florida Statutes. Such cooperation shall include, but not be limited to, the
taking of oral testimony under oath of Respondent's officers, directors, managers,
trustees, ggents, adjusters, employees, or independent contractors of Respondent, its
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, Are;;esentatlve and individual capacities and the production of all documents that
are calcuﬂated to disclose the true state of Respondent’s affairs.

5. Any officer, director, manager, trustee, agent, accountants, adjuster,
employee, or independent contractor of Respondent, and any other person who
possesses any executive authority over, or who exercises any control over any segment
of the affairs of Respondent shall fully cooperate with the Department as required by
Section 631.391, Florida Statutes, and as set out in the preceding paragraphs.

6. 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 investigation(s)
as required by Section 631.391, Florida Statutes, or the failure to comply with this Order
to Show Cause issued by this Court, shall result in the immediate entry of an order of
rehabilitation.

7. Notice is hereby given that, pursuant to Section 631.041(1), Florida
Statutes, the filing of the Department’s initial application herein operates as an
automatic stay applicable to all persons and entities, other than the Receiver, which
shall be permanent and survive the entry of the order, and which prohibits:

a. The commencement or continuation of judicial, administrative or

other action proceeding against the insurer or against its assets or any part thereof;



b. The enforcement of a judgment against the insurer or an affiliate,
provided that such affiliate is owned by or constitutes an asset of Respondent, obtained
either before or after the commencement of the delinquency proceeding;

c. Any act to obtain possession of property of the insurer;
d. Any act to create, perfect or enforce a lien against property of the

insurer, e)§eept a secured claim as defined in Section 631.011(21), Florida Statutes.

* e Any action to collect, assess or recover a claim against the insurer,

except claims as provided for under Chapter 631; and
f. The set-off for offset of any debt owing to this insurer except offsets
as provided in Section 631.281, Florida Statutes.
8. All Sheriffs and all law enforcement officials of this state shall cooperate
with and assist the Receiver in the implementation of this Order.
9. The Officers and Directors of Respondent shall comply with the provisions
of Section 626.9541(1)(w), Florida Statutes.

- DONE and ORDERED in Chambers at the Leon County Courthouse in

Tallahassee, Leon County, Florida this % ‘ day of _ Zné , 2012.

5 CIRCUIT JUDGE




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

State of Flonda, ex rel., the
Department of Financial Services of
the State of Florida,

Relator,
v. CASE NO: 2012-CA-1400

AvaHealth, Inc. d/b/a Key Insurance Plan,

Respondent,

ORDER APPOINTING THE FLORIDA DEPARTMENT OF

FINANCIAL SERVICES AS RECEIVER FOR PURPOSES OF REHABILITATION,
INJUNCTION, AND NOTICE OF AUTOMATIC STAY

THIS CAUSE was considered on the Application of the State of Florida, Department of
Financial Services (hereinafter the “Department™) for an Order to Show Cause on the Appointment
of a Receiver of AvaHealth, Inc. d/b/a/ Key Insurance Plan (hereinafter the “Respondent” or
“Company”) for Purposes of Rehabilitation filed on May 3, 2012 (hereinafter, “Application™). After
consideration, this Court entered its Order to Show Cause, Injunction and Automatic Stay on May
8, 2012 and its Amended Order to Show Cause, Injunction and Automatic Stay on June 4, 2012.

The Court, having reviewed and considered the relevant pleadings of record and otherwise
being fully informed in the premises, finds:

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 Flonda Insurance Code to

transact business in the state of Florida as a life and health insurer since July 8, 2005.



Respondent’s principal place of address is located at 5440 Mariner Street, Suite 110, Tampa, FL
33609.

3. Section 631.021(3), Florida Statutes, provides that a delinquency proceeding
pursuant to Chapter 631, Florida Statutes, constitutes the sole and exclusive method of
liquidating, rehabilitating, reorganizing, or conserving a Florida domiciled insurer.

4, Sections 631.031 and 651.061(1), Florida Statutes, authorize the Department to
apply to this Court for an Order directing it to rehabilitate or liquidate a domestic insurer upon
the existence of any grounds specified in Section 631.051, Florida Statutes, or if an insurer is or
is about to become insolvent.

5. Section 631.031 directs the Department to initiate such delinquency proceedings
after receiving notification from the Director of the Office of Insurance Regulation as to the
existing grounds for the initiation of such proceedings.

6. On May 1, 2012, pursuant to Section 631.031(1), Florida Statutes, Kevin
McCarty, Commissioner of the Florida Office of Insurance Regulation (“Office”), ad\.zised by
letter to Florida’s Chief Financial Officer, Jeff Atwater, that the Office determined grounds
existed for the initiation of delinquency proceedings against Respondent.

7. Respondent does not comply with the minimum capital and surplus requirements
of Section 624.408, Florida Statutes, and therefore, is impaired. Also, Respondent was found by
the Office to be in such condition, as to render its further transaction of insurance hazardous to
its policyholders, creditors, stockholders, or the public. Accordingly, grounds exist pursuant to
Sections 631.051(1) and (3), Florida Statutes, for entry of an order appointing the Department as

receiver of Respondent for purposes of Rehabilitation.



8. On June 26, 2012, Respondent filed its Second Notice and Response to Amended
Order (the “Response™). In the Response, Respondent agreed “to its entry into Receivership for
purposes of rehabilitation.” |

9. Pursuant to Section 631.051, Flonida Statutes, this Court finds that it 1s in the best
interests of Respondent, its creditors and its members that the relief requested in the
Department’s Petition be granted.

THEREFORE, IT IS ORDERED AND ADJUDGED as follows:

10.  The Department of Financial Services of the State of Florida shall be and is
hereby appointed Receiver of Respondent for purposes of rehabilitation effective as of July 2,
2012.

11.  The Receiver shall be authorized and directed to:

A. Take immediate possession of all the property, assets, and estate, and all
other property of every kind whatsoever and wherever located, belonging to Respondent,
pursuant to Sections 631.101 and 631.141, Florida Statutes, including but not limited to: offices
maintained by the Respondent, rights of action, books, papers, evidences of debt, bank accounts,
savings accounts, certificates of deposit, stocks, bonds, debentures and other securities,
mortgages, fumiture, fixtures, office supplies and equipment, and all real property of
Respondent, wherever situated, whether in the possession of Respondent or its officers, directors,
trustees, employees, consultants, attorneys, agents, affiliates, or other persons.

B. Conduct the business of Respondent and take all steps, as the Court may
direct, toward the removal of the causes and conditions which have made this Order of
Rehabilitation necessary and to take such further action, as the Receiver deems necessary or

appropriate, to reform and revitalize the Respondent.



C. Employ and authorize the compensation of legal counsel, actuaries,
accountants, clerks, consultants, and such assistants as it deems necessary, purchase or lease
personal or real property as it deems necessary, and authorize the payment of the expenses of
these proceedings and the necessary incidents thereof, as approved by the Court, to be paid out of
the funds or assets of the Respondent in the possession of the Receiver or coming into its
possession.

D. Reimburse such employees, from the funds of this receivership, for their
actual necessary and reasonable expenses incurred while traveling on the business of this
receivership.

E. Not defend or accept service of process on legal actions wherein the
Respondent, the Receiver, or the insured is a party defendant, commenced etther prior to or
subsequent to the order, without authorization of this Court; except, however, in actions where
Respondent is a nominal party, as in certain foreclosure actions, and the action does not affect a
claim against or adversely affect the assets of Respondent, the Receiver may file appropriate
pleadings in its discretion.

F. Commence and maintain all legal actions necessary, wherever necessary,
for the proper administration of this receivership proceeding.

G. Collect all debts that are economically feasible to collect which are due
and owing to the Respondent.

H. Deposit funds and maintain bank accounts in accordance with Section
631.221, Florida Statutes.

I Take possession of all Respondent’s securities and certificates of deposit

on deposit with the Chief Financial Officer of Florida, if any, and convert to cash as much as



may be necessary, in its judgment, to pay the expenses of administration of this receivership or
otherwise best benefit the estate.

I Negotiate and settle subrogation claims and Final Judgments without
further order of this Court.

K. Sell any salvage recovered property without further order of this Court.

L. For purposes of this Order, the term “affiliate” shall be defined in
accordance with Section 631.011(1), Florida Statutes, and shall include, but not be limited to,
Key Insurance Plans, Inc.

M. The Receiver is granted all of the powers of the Respondent’s directors,
officers, and managers, whose authority shall be suspended, except as such powers are re-
delegated in writing by the Receiver. The Receiver has full power to direct and manage the
affairs of Respondent, to hire and discharge employees, and to deal with the property and
business of the Respondent.

N. Apply to this Court for further instructions in the discharge of its duties as
the Receiver deems necessary.

IT IS FURTHER ORDERED AND DIRECTED:

12. Any officer, director, manager, trustee, administrator, attorney, agent, accountant,
actuary, broker, employee, adjuster, independent contractor, or affiliate of Respondent and any
other person who possesses or possessed any executive authority over, or who exercises or
exercised any control over, any segment of Respondent’s affairs or the affairs of its affiliates is
required to fully cooperate with the Receiver, pursuant to Section 631.391, Florida Statutes. Any

person who fails to cooperate with the Receiver, interferes with the Receiver, or fails to follow



the instructions of the Receiver, may be excluded from the building where the Respondent’s
offices are located at the Receiver’s discretion.

.13. Title to all property, real or personal, all contracts, rights of action and all books
and records of Respondent, wherever located, is vested in the Receiver pursuant to Sections
631.111 and 631.141, Florida Statutes.

14.  All officers, directors, trustees, administrators, agents and employees and all other
persons representing Respondent or currently employed or utilized by Respondent in connection
with the Conduct of its business are discharged forthwith; provided, however, the Receiver may
retain such persons in the Receiver’s discretion.

15. All attorneys employed by Respondent as of the date of the Order, within ten (10)
days of receiving notice of this Order, are required to report to the Receiver on the name,
company claim number and status of each file they are handling on behalf of the Respondent.
Said report should also include an accounting of any funds received from or on behalf of the
Respondent. All attorneys employed by Respondent are advised that pursuant to Sections
631.011(17) and 631.011(21), Florida Statutes, a claim based on mere possession does not create

a secured claim and all attorneys employed by Respondent, pursuant to In Re the Receivership of

Syndicate Two, Inc., 538 So.2d 945 (Fla. 1¥ DCA 1989), who are in possession of litigation files

or other material, documents or records belonging to or relating to work performed by the
attorney on behalf of Respondent are required to deliver such litigation ﬁles, material, documents
or records intact and without purging to the Receiver, on request, notwithstanding any claim of a
retaining lien which, if otherwise valid, should not be extinguished by the delivery of these

documents.



16.  All agents, brokers or other persons having seld policies of insurance and/or
collected premiums on behalf of the Respondent are required to account for and pay all
premiums and commissions unearned due to cancellation of policies in the normal course of
business owed to the Respondent directly to the Receiver within thirty (30) days of demand by
the Receiver or appear before this Court to show cause, if any they may have, as to why they
should not be required to account to the Receiver or be held in contempt of Court for violation of
the provisions of the Order. No agent, broker, premium finance company or other person should
use premium monies owed to the Resi)ondent for reﬁnd of unearned premium or for any purpose
other than payment to the Recetver.

17.  Any premium finance company, which has entered into a contract to finance a
premium for a policy, which has been issued by the Respondent, is required to pay any premium
owed to the Respondent directly to the Receiver.

18.  Reinsurance premiums due to or payable by the Respondent shall be remitted to,
or disbursed by, the Receiver. The Receiver shall handle reinsurance losses recoverable or
payable by the Respondent. All correspondence conceming reinsurance shall be between the
Receiver and the reinsuring company or intermediary.

19. Upon request by the Receiver, any company providing telephonic services to the
Respondent is directed to provide a reference of calls from the number presently assigned to the
Respondent to any such number designated by the Receiver or perform any other services or
changes necessary to the conduct of the receivership.

20.  Any bank, savings and loan association, financial institution or other person
which has on deposit, in its possession, custody or control any funds, accounts and any other

assets of the Respondent is directed to immediately transfer title, custody and control of all such



funds, accounts and other assets to the Receiver. The Receiver shall be authorized to change the
name of such accounts and other assets, withdraw them from such bank, savings and loan
association or other financial institution, or take any 1esser action necessary for the proper
conduct of this receivership. No bank, savings and loan association or other financial institution
shall be permitted to exercise any form of set-off, alleged set-off, lien, any form of self-help
whatsoever, or refuse to transfer any funds or assets to the Receiver’s control without permission
of this Court.

21. Any entity furnishing telephone, water, electric, sewage, garbage or trash removal
services to the Respondent is required to maintain such service and transfer any such accounts to
the Receiver as of the date of the Order, unless instructed to the contrary by the Receiver.

22.  Any data processing service, which has custody or control of any data processing
information and records including but not limited to source documents, data processing cards,
input tapes, all types of storage information, master tapes or any other recorded information
relating to the Respondent is directed to transfer custody and control of such records to the
Receiver. The Receiver shall be authorized to compensate any such entity for the actual use of
hardware and software, which the Receiver finds to be necessary to this proceeding.
Compensation should be based upon the monthly rate provided for in contracts or leases with
Respondent which was in effect when this proceeding was instituted, or based upon such
contract as may be negotiated by the Receiver, for the actual time such equipment and software
is used by the Receiver.

23.  The United States Postal Service shall be directed to provide any information
requested by the Receiver regarding the Respondent and to handle future deliveries of

Respondent’s mail as directed by the Receiver.



24.  All insurance policies, bonds or similar contracts of coverage issued by the
Respondent shall remain in full force and effect until they are cancelled.

25.  Except for contracts of insurance, all executory contracts to which the Respondent
was a party shall be cancelled and stand cancelled unless specifically adopted by the Receiver
within ninety (90) days of the date of this Order or from the date of the Receiver’s actual
knowledge of the existence of such contract, whichever is later. “Actual Knowledge” means the
Receiver has in its possession a written contract to which the Respondent is a party, and the
Receiver has notified the vendor in writing acknowledging the existence of the contract.

Further, the Receiver shall have the authority to do the following:

1) Pay for services provided by any of Respondent’s vendors, in the
ninety (90) day period prior to assuming or rejecting the contract, which are necessary to
administer the Receivership estate;

2) Once the Receiver determines Respondent’s vendor is necessary in
the continued administration of the Receivership estate for a period to exceed the ninety (90)
days from the date of this order, or form the date of Receiver’s actual knowledge of such
contract, whichever is later, the Receiver may make minimal modifications to the terms of the
contract, including, but not limited to, the expiration date of the agreement, the scope of the
services to be provide, and/or the compensation to be paid to Respondent’s vendor pursuant to
the contract. “Minimal Modifications” shall mean any minimum alteration made to the contract
in order to adapt to the new circumstances of the Receivership estate. In no event will any
minimal modification be construed as the receiver entering into a new confract with

Respondent’s vendor.



Any vendor, including but not limited to, any and all employees / contractors
of insurer, claiming the existence of a contractual relationship with the insurer shall
provide notice to the Receiver of such relationship. This notice shall include any and ail
documents and information regarding the terms and conditions of the contract, including a copy
of the written contract between the vendor and the insurer, if any, what services or goods were
provided pursuant to the contract, any current, future and/or past due amounts owing under the
contract, and any supporting documentation for third party services or goods provided. Failure
to provide the required information may result in vendors’ contractual rights not being
recognized by the Receiver. The rights of the parties to any such contracts are fixed as of the
date of the Order and any cancellation under this provision shall not be treated as an anticipatory
breach of such contracts.

26.  All affiliated companies and associations, including but not limited to Key
Insurance Plans, Inc. shall make their books and records available to the Receiver, to include all
records located in any premises occupied by said affiliate, whether corporate records or not, and
to provide copies of any records requested by the Receiver whether or not such records are
related to Respondent. The Receiver shall have title to all policy files and other records of, and
relating to Respondent, whether such documents are kept in offices occupied by an affiliate
company or any other person, corporation, or association. The Receiver shall be authorized to
take possession of any such records, files, and documents, and to remove them to any location in
the Receiver’s discretion. Any disputed records shall not be withheld from the Receiver’s

review, but should be safeguarded and presented to this Court for review prior to removal by the

Receiver.
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27.  The Receiver shall have complete access to and administrative control of all
information technology resources of the Respondent and its affiliates at all times including, but
not limited to, Respondent’s computer hardware, software and peripherals. Each affiliate shall be
given reasonable access to such records for the purpose of carrying out its business operations.

28.  Any person, firm, corporation or other entity having notice of the Order that fails
to abide by its terms is directed to appear before this Court to show good cause, if any they may
have, as to why they should not be held in contempt of Court for violation of the provisions of
this Order.

29, Pursuant to Sections 631.041(3) and (4), Florida Statutes, all persons, firms,
corporations and associations within the jurisdiction of this Court, including, but not limited to,
Respondent and its officers, directors, stockholders, members, subscribers, agents and
employees, are enjoined and restrained from the further transaction of the insurance business of
the Respondent; from doing, doing through omission, or permitting to be done any action which
might waste or dispose of the books, records and assets of the Respondent; from in any means
interfering with the Receiver or these proceedings; from the transfer of property and assets of
Respondent without the consent of the Receiver; from the removal, concealment, or other
disposition of Respondent’s property, books, records, and accounts; from the commencement or
prosecution of any actions against the Respondent 6r_the Receiver together with its agents or
employees, the service of process and subpoenas, or the obtaining of preferences, judgments,
writs of attachment or garnishment or other liens; and, from the making of any levy or execution
against Respondent or any of its property or assets. Notwithstanding the provisions of this
paragraph, the Receivers should be permitted to accept and be subpoenaed for non-party

production of claims files in its possession, including medical records, which may be contained

11



therein. In such cases, the requesting party must submit an affidavit to the Receiver stating that
notice of the non-party production was appropnately issued and provided to the patient and that
the patient was given the opportunity to object and either did not object to the non-party
production, or objected and the Court overruled the objection, in which case a copy of the
Court’s ruling must be attached to the affidavit. The Receiver should be authorized to impose a
charge for copies of such claim files pursuant to the provisions of Sections 119.07(1)(a), and
624.501, Florida Statutes.

30.  All subsidiaries, affiliates, parent corporations, ultimate parent corporations, and
any other business entity affiliated with Respondent shall fully cooperate with the Receiver in the
effort to rehabilitate Respondent.

31.  All subsidiaries, affiliates, parent corporations, ultimate parent corporations, and
any other business entity affiliated with Respondent having any interest in the building located at
5440 Mariner Street, Suite 110, Tampa, FL. 33609 or any other facility in which Respondent
may operate, shall make available, at that location and at no charge to the Receiver or to
Respondent, office space, and related facilities (telephone service, copiers, computer equipment
and software, office supplies, parking, etc.) to the extent deemed necessary by the Receiver in its
sole discretion.

32. All subsidiaries, affiliates, parent corporations, ultimate parent corporations, and
any other business entity affiliated with Respondent having any interest in the computer
equipment and software currently used by or for Respondent shall make such computer
equipment and software available to the Receiver at no charge to the Receiver or Respondent to

the extent deemed necessary by the Receiver in its sole discretion.
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CONTINUATION OF INVESTIGATION

33.  The Receiver shall be authorized to conduct an investigation as authonzed 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’s parent corporations, its subsidiaries, and affiliates
are required to make all books, documents, accounts, records, and affairs, which either belong to
or pertain to the Respondent, available for full, free and unhindered inspection and examination
by the Receiver during normal business hours (8:00 a.m. to 5:00 p.m.) Monday through Friday,
from the date of the Order. Respondent and the above-specified entities are required to cooperate
with the Receiver to the fullest extent required by Section 631.391, Florida Statutes. Such
cooperation should include, but not be limited to, the taking of oral testimony under oath of
Respondent’s officers, directors, managers, trustees, agents, adjusters, employees, or independent
contractors of Respondent, its 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.

34, Any officer, directof, manager, trustee, administrator, attorney, agent, accountant,
actuary, broker, employee, adjuster, independent contractor, or affiliate of Respondent and any
other person who possesses or possessed any executive authority over, or who exercises or
exercised any control over, any segment of the affairs of Respondent or its affiliates is directed to
fully cooperate with the Receiver as required by Section 631.391, Florida Statutes, and as set out
in the preceding paragraph. Upon receipt of a certified copy of the Order, any bank or financial

institution is directed to immediately disclose to the Receiver the existence of any accounts of
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Respondent and any funds contained therein and any and all documents in its possession relating
to Respondent for the Receiver’s inspection and copying.

35.  All Sheriffs and all law enforcement officials of this state shall cooperate with and
assist the Receiver in the implementation of this Order.

36. In the event the Receiver determines that reorganization, consolidation,
conversion, reinsurance, merger, or other transformation of the Respondent is appropriate, the
Receiver shall prepare a plan to effect such changes and submit the plan to this Court for
consideration.

37.  Upon petition by the Receiver stating that further efforts to rehabilitate
Respondent would be useless, this Court will consider entry of an order of liquidation of

Respondent.

NOTICE OF AUTOMATIC STAY

38.  Notice is hereby given that, pursuant to Section 631.041(1), Florida Statutes, the
filing of the Department's initial petition herein operates as an automatic stay applicable to all
persons and entities, other than the Receiver, which shall be permanent and survive the entry of
the order, and which prohibits:

A. The commencement or continuation of judicial, administrative or other
action or proceeding against the insurer or against its assets or any part thereof;

B. The enforcement of a judgment against the insurer or an affiliate obtained
either before or after the commencement of the delinquency proceeding;

C. Any act to obtain possession of property of the insurer;

D. Any act to create, perfect or enforce a lien against property of the insurer,

except a secured claim as defined in Section 631.011(21), Florida Statutes;
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E. Any action to collect, assess or recover a claim against the insurer, except
claims as provided for under Chapter 631;
F. The set-off or offset of any debt owing to the insurer except offsets as
provided in Section 631.281, Florida Statutes.
39,  This Court retains jurisdiction of this cause for the purpose of granting such other
and further relief as from time to time shall be deemed appropriate.
DONE and ORDERED in Chambers at the Leon County Courthouse in Tallahassee,

Leon County, Florida this =07 day of June, 2012.

KE .CARROLL
CIRCUIT JUDGE
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IN THE CIRCUIT COURT OF THE
SECOND JUDICIAL CIRCUIT, IN AND
FOR LEON COUNTY, FLORIDA

CIVIL ACTION NO.: 2012-CA-001400

In Re: The Receivership of
AVAHEALTH, INC. d/b/a KEY INSURANCE PLAN,
/

ORDER APPOINTING THE FLORIDA DEPARTMENT OF FINANCIAL
SERVICES AS RECEIVER FOR PURPOSES OF LIQUIDATION,
INJUNCTION AND NOTICE OF AUTOMATIC STAY

THIS CAUSE was considered on the Petition of the State of Florida, Department
of Financial Services (hereinafter the “Department”) for entry of an Order of liquidation
of AvaHealth, Inc. (he‘reinaﬁér the “Respondent” or “Company”). The Court, having
reviewed the pleadings of record, and otherwise being fully informed in.the premises
finds that: |

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 since March 22, 2005 pursuant to
the Florida Insurance Code to transact business in the State of Florida as a life and
health insurer. Respondent’s principal place of business is located at 5440 Mariner
Street, Suite 110 Tampa, FL 33609.

3. Section 631.021(3), Florida Statutes, provides that a delinquency
proceeding pursuant to Chapter 631, Florida Statutes, constitutes the sole and |
exclusive method of liquidating, rehabilitating, reorganizing, or conserving an insurer. |

4, Sections 631.031 and 631.061(1), Florida Statutes, authorize the



Department to apply to this Court for an Order directing it to liquidate a domestic insurer
upon the existence of any grounds specified in Section 631.051, Florida Statutes, or if
an insurer is or is about to become insolvent. Further, Section 631.025(2), Florida
Statutes, authorizes the Department to initiate delinquency proceedings against any
insurer if the statutory grounds are present as to that insurer.

5. On June 27, 2012 this Court entered an Order Appointing the Florida
Department of Financial Services as Receiver for Respondent for Purposes ofl

Rehabilitation. The Order had an effective date of July 2, 2012.

6. Respondent is insolvent within the meaning of 631.061(1), Florida
Statutes.
7. Respondent must be liquidated to protect the remaining assets of

Respondent for the benefit of its policyholders, creditors, and the public.
8. Respondent does not object to the granting of the Petition of the State of
- Florida, Department of Financial Services for entry of an Order of liquidation of

AvaHealth, Inc.

9. Pursuant to Section 631.061, Florida Statutes, this Court finds that it is in
the best interests of Respondent, its creditors and its members that the relief requested

in the Department’s Petition be granted.

THEREFORE, IT IS ORDERED AND ADJUDGED as follows:

10.  The Department of Financial Services of the State of Florida shall be and
is hereby appointed Receiver of Respondent for purposes of Liquidation, effective upon

the signing of this order.

11.  The Receiver shall be authorized and directed to:



A. Take immediate possession of all the property, assets, and estate,
and all other property of every kind whatsoever and wherever located belonging to
Respondent pursuant to Sections 631.111 and 631.141, Florida Statutes, including but
not limited to: offices maintained by Respondent, rights of action, books, papers,
evidences of debt, bank accounts, savings accounts, certificates of deposit, stocks,
bonds, debentures and other securities, mortgages, furniture, fixtures, office supplies
and equipment, wherever situate and however titled, whether in the possession of
Respondent or its officers, directors, shareholders, trustees, employees, consultants,
attorneys, agents or affiliates and all real property of Respondent, wherever situate,
whether in the possession of Respondent or its officers, directors, shareholders,
trustees, employeeys, consultants, attorneys, agents or affiliates or other persons.

B. Liquidate the assets of Respondent, including but not limited to,
funds held by Respondent's agents, subagents, producing agents, brokers, solicitors,
service representatives or others under agency contracts or otherwise which are due
and unpaid to Respondent, including premiums, unearned commissions, agents’
balances, agents’ reserve funds, and subrogation recoveries.

C. Employ and authorize the compensation of legal counsel, actuaries,
accountants, clerks, consultants, and such assistants as it deems necessary, purchase
or lease personal or real property as it deems necessary, and authorize the payment of
the expenses of these proceedings and the necessary incidents thereof, as approved by
the Court, to be paid out of the funds or assets of the Respondent in the possession of
the Receiver or coming into its possession.

D. Reimburse such employees, from the funds of this receivership, for



their actual necessary and reasonable expenses incurred while traveling on the
business of this receivership.

E. Not defend or a'cqept service of process on legal actions wherein
Respondent, the Receiver, or the insured is a party defendant, commenced either prior
to or subsequent to the order, without authorization of this Court; except, however, in
actions where Respondent is a nominal party, as in certain foreclosure actions, and the
action does not affect a cléim against or adversely afféct the assets of Respondent, the
Receiver may file appropriate pleadings in its discretion. -

- F. Commence and maintain all legal actions necessary, wherever
necessary, for the proper administration of this receivership proceeding.

G. Co{lect all debts which are economically feasible to collect which
are due and owing to Respondent.

H. Deposit funds and maintain bank accounts in accordance with
Section 631.221, Florida Statutes.

I Take possession of all of Respondent’s securities and certificates
of deposit on deposit with the Chief Financial Officer of Florida or any similar official of
any other state, if any, and convert to, cash as much as may be necessary, in its
- judgment, to pay the expenses of administration of this receivership.

J. . Publish notice specifying the time and place fixed for the filing of
claims with the Receiver once each week for three consecutive weeks in the Florida
Administrative Weékly published by the Secretary of State, and at least once in the
Florida Bar News and to publish notice by similar methods in all states where

Respondents may have issued insurance policies.



K. Negotiate and settle subrogation claims and Final Judgments

without further order of this Court.

L. Sell any sélvage recovered property without further order of this
Court.

M. Coordinate the operation of the Receivership with Florida Life and
Health Insurance Guaranty Association (“FLAHIGA”) pursuant to Part lll, Chapter 631,
Florida Statutes. The Receiver shall provide FLAHIGA with access to the company
records as necessary. The Receiver may in its discretion, contract with the appropriate
guaranty association to provide services as are necessary to carry out the purposes of

2

Chapter 631.

N. Give nbtice of this proceeding to Respondent’s agents pursuant to
Section 631.341, Florida Statutes, and to its insureds.

o. For purposes of this Order, the term “affiliate” shall be defined in>
accordance with Section 631.011(1), Florida Statutes and includes but is not limited to

CUSP, LLC, Key Insurance Plans, Inc., Avalon Healthcare Holdings, Inc., and Meditech,

Inc.

P. The Receiver is granted all of the powers of the Respondeht’s
directors, officers, and managers, whose authority is hereby suspended, except as such
powers are re-delegated in writing by the Receiver. The Receiver has full power to
direct and maﬁage the affairs of Respondent, to hire and discharge employees, and to
deal with the property and business of the Respondent.

Q. Apply to this Court for further instructions in the discharge of its

duties as the Receiver deems necessary.



IT IS FURTHER ORDERED AND DIRECTED:

12. Any officer, director, manager, trustee, administrator, attorney, agent,
accountant, actuary, broker, employee, adjuster, independent contractor, or affiliate of
Respondent and any other person who possesses or possessed any executive authority
over, or who exercises or exercised any control over, any segment of Respondent’s
affairs or the affairs of its affiliates shall be required to fully cooperate with the Receiver,
pursuant to Section 631.391, F'Iorida Statutes, notwithstanding the provisions of the
above paragraph. Any person who fails to cooperate with the Receiver, interferes with
the Receiver, or fails to follow the instructions of the Receiver, may, at the Receiver’s

discretion, be excluded from Respondent’s business premises.

13.  Title to all property, real or personal, all contracts, rights of action and all
books and records of Respondent, wherever located, is vested in the Receiver pursuant
to Sections 631.111 and 631.141, Florida Statutes. The Receiver can destroy records
that are, in the Receiver's sole discretion, obsolete. Prior to the actual destruction of
these records, the Division of Rehabilitation- and Liquidation will obtain a “Diéposal
Authorization Certificate” from the Division of Archives, History and Records
Management of the Florida Department of State. The Receiver will also inform the
attorneys of the Respondent before destroying obsolete fecords.

14.- All officers, directors, trustees, administrators, agents and erﬁployees and
all other persons representing Respondent or currently employed or utilized by
Respondent in connection with the Conduct of its business are discharged forthwith;

provided, however, the Receiver may retain such persons in the Receiver's discretion.

15.  All attorneys employed by Respondent as of the date of the Order, within



10 days notice of the Order, are required to report to‘the Receiver on the name,
company claim number and status of each file they are handling on behalf of the
Respondent. Said report shall also include an accountiné of any funds received from or
on behalf of the Respondent. All attorneys employed by Respondent shall be
discharged as of the date of the Order unless their services are retained by the
Receiver. All attorneys emplbyed by Respondent shall be advised that pursuant to
Section 631.011(21), Florida Statutes, a claim based on mere possession does not
create a secured claim and all attorneys employed by Respondent, pursuant to In Re

the Recéivership of Syndicate Two, Inc., 538 So.2d 945 (Fla. 15 DCA 1989), who are in

possession of litigation files or other material, documents or records belbnging to or
relating to work performed by the attorney on behalf of Respondent shall be required to
deliver such litigation files, méterial, documents or records intact and without purging to
the Receiver, on request, notwithstanding any claim of a retaining lien which, if

otherwise valid, shall not be extinguished by the delivery of these documents.

16.  All agents, brokers or other persons having sold policies of insurance
and/or collected premiums on behalf of the Respondént shall be required to account for
and pay all premiums and commissions unearned due to cancellation of poliéies by the
Order or in the normal course of business owed to the Respondeﬁt directly to Receiver
within 30 days of demand by the Receiver or appear before this Court to show cause, if
any they may have, as to why they shall not be required to account to the Receiver or
be held in contempt of Court for violation of the provisions of the Order. No agent,
broker, premium finance company or other person shall use premium monies owed to

the Respondent for refund of unearned premium or for any purpose other than payment



to the Receiver.

17.  Reinsurance premiums due to or payable by Respondent shall be remitted
to, or disbursed by, the Receiver. Reinsurance losses recoverable or payable by
Respondent shall be hahd!ed by the Receiver. All correspondence concerning

reinsurance shall be between the Receiver and the reinsuring company or intermediary.

18.  Upon request by the Receiver, any company providing telephonic services
to Respondent shall be required to provide a reference of calls from the number
presently assigned to Respondent to any such number designated by the Receiver or

perform any other services or changes necessary to the conduct of the receivership.

19.  Any bank, savings and loan association, or other financial institution which
has on deposit, in its possession, custody or control any funds, accounts and any other
assets of Respondent, shall be required to immediately transfer title, custody and
control of all such funds, accounts and other assets to the Receiver. The Receiver shall
be authorized to change the name of such accounts and other assets, withdraw them
from such bank, savings and loan association or othebr financial institution, or take any
lesser action necessary for the proper conduct of this receivership. No bank, savings
and loan association or other financial institution shall be permitted to exercise any form
of set-off, alleged set-off, lien, any form of self-help whatsoever, or refuse to transfer

any funds or assets to the Receiver's control without the permission of this Court.

20.  Any entity furnishing telephone, water, electric, sewage, garbage or trash
removal services to Respondent shall be required to maintain such service and transfer
any such accounts to the Receiver as of the date of the Order, unless instructed to the

contrary by the Receiver.



21.  Any data processing service, which has custody or control of any data
processing information and records including but not limited to source documents, data
processing cards, input tapes, all types of storage information, master tapes or any
other recorded information relating to Respondent is directed to transfer custody and
control of such records to the Receiver. The Receiver shall be authorized to
compensate any such entity for the actual use of hardware and software which the
Receiver finds to be necessary to this proceeding. Compensation should be based upon
the monthly rate provided for in contracts or leases with Respondent which was in effect
when this proceeding was instituted, or based upon such contract as may be negotiated

by the Receiver, for the actual time such equipment and software is used by the

Receiver.

22. The United States Postal Service shall be directed to provide any
information requested by the Receiver regarding Respondent and to handle future

deliveries of Respondent’'s mail as directed by the Receiver.

23.  All claims shall be filed with the Receiver on or before 11:59:59 p.m. on
the date of six months following the entry of this Order, or be forever barred, and all

such claims shall be filed on proof of claim forms prepared by the Receiver.

24.  In order to assure the validity of claim assignments, to assure that the
processing of assignments does not create an undue burden on estate resources, and
to assure that assignment decisions are made using the best information available, the
Receiver shall not recognize or accept any assignment of claim by the claimant of

record uniess the following criteria are met:

A. A distribution petition has not been filed with this Court;
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B. The Receiver has been provided with a properly executed and

notarized assignment of claim agreement entered into between the parties; and

C. The Receiver has been provided with a properly executed and
notarized Receiver's Assignment of Claim Change Form and required supporting

documentation.

D. The Receiver's Assignment of Claim Change Form shall contain an
acknowledgement by the ‘clavimant, or someone authorized to act on behalf of the

claimant, that;

1. The claimant is aware that financial information regarding
claims distributions and payments published on the Receiver’s website or otherwise
available can assist the claimant in making an independent and informed decision

regarding the sale of the claim;

2. The claimant understands that the purchase price being
offered in exchange for the assignment may differ from the amount ultimately distributed
in the receivership proceeding with respect to the claim;

3. It is the claimant's intent to sell their claim and have the

Receiver's records be permanently changed to reflect the new owner; and

4, The claimant understands that that they will no longer have
any title, interest, or rights to the claim including future mailings and distributions if they

occur.

25.  All executory contracts (excluding contracts with medical providers) to

which the Respondent was a party shall be cancelled and stand cancelled unless
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specifically adopted by the Receiver or FLAHIGA within ninety (90) days of the date of
this Order or from the date of the Receiver's actual knowledge of the existence of such
contract, whichever is later. “Actual Knowledge” means the Receiver has in its
possession a written contract to which the Respondent is a party, and the Receiver has

notified the vendor in writing acknowledging the existence of the contract.
Further, the Receiver shall have the authority to do the following:

1) Pay for services provided by any of Respondent’s vendors,
in the ninety (90) day period prior to assuming or rejecting the contract, which are

necessary to administer the Receivership estate;

2) Once the Receiver determines Respondent’s vendor is
necessary in the continued administration of the Receivership estate for a period to
exceed the ninety (90) days from the date of this order, or form the date of Receiver's
actual knowledge of such contract, whichever is later, the Receiver may make minimal
modifications to the terms of the contract, including, but not limited to, the expiration
date of the agreement, the scope of the services to be provide, and/or the
compensation to be paid to Respondent’'s vendor pursuant to the contract. “Minimal
Modifications” shall mean any minimum -alteration made to the contract in order to adapt
to the new circumstances of the Receivership estate. In no event will any minimal

modification be construed as the receiver entering into a new contract with

Respondent’s vendor. -

Any vendor, including but not limited to, any and all employees /
contractors of insurer, claiming the existence of a contractual relationship with
the insurer shall provide notice to the Receiver of such relationship. This notice

11



shall include any and all documents and information regarding the terms and conditions
of the contract, including a copy of the written contract between the vendor and the
insurer, if any, what services or goods were provided pursuant to the contract, any
current, future and/or past due amounts owing under the contract, and any supporting
documentation for third party services or goods provided. Failure to provide the
required information rﬁay result in vendors’ contractual rights not being recognized by
the Receiver. The rights of the parties to any such contracts are fixed as of the date of
the Order and any cancellation under this provision shall not be treated as an

anticipatory breach of such contracts.

26.’ All affiliated companies and associations, including but not limited to
CUSP, LLC, Key Insurance Plans, Inc., Avalon Healthcare Holdings, Inc., and Meditech,
Inc. shall make their books and records available to the Receiver, to include all records
located in any premises occupied by said affiliate, Whether corporate records or not, and
to provide copies of any records requested by the Receiver whether or not such records
are related to Respondent. The Receiver shall have title to all policy files ahd other
records of, and re!éting to Respondent, whether such documents are kept in offices
occupied by an affiliate company or any other person, corporation, or association. The
Receiver shall be authorized to take possession of any such records, files, and
documents, and to remove them to any location in the Receiver's discretion. Any
disputed records shall not be withheld from the Receiver’sr review, but shall be

safeguarded and presented to this Court for review prior to copying by the Receiver.

27. The Receiver shall have complete access to and administrative control of

all information technology resources of the Respondent and its affiliates at all times
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including, but not limited to, Respondent's computer hardware, software and

peripherals. Each affiliate shall be given reasonable access to such records for the

purpose of carrying out its business operations.

28.  Any person, firm, corporation or other entity having notice of the Order that
fails to abide by its terms is directed to appear before this Court to show good cause, if
any they may have, as to why they shall not be held in contempt of Court for violation of

the provisions of this Order.

29. Pursuant to Section 631.717, Florida Statutes, FLAHIGA will assume the
current AvaHealth policies. FLAHIGA will comply with Florida law and provide
AvaHealth policyholders with at least 180 days notice prior to cancelling the policies or

any policy riders.

30. Pursuant to Sections 631.041(3) and (4), Florida Statutes, all persons,
firms, corporations and associations within the jurisdiction of this Court, including, but
not limited to, Respondent and its officers, directors, stockholders, members,
subscribers, agents and employees, are enjoined and restrained from the further
transaction of the insurance business of the Respondent; from doing, doing thrdugh
omission, or permitting to be done any action which might waste or dispose of the
books, records and assets of the Respondent; from in any means interfering with the
Receiver or these proceedings; from the transfer of property and assets of Respondent
without the consent of the Receiver; from the removal, concealment, or other disposition
of Respondent’s property, books, records, and accounts; from the commencement or
prosecution of any actions against the Respondent or the Receiver together with its

agents or employees, the service of process and subpoenas, or the 'obtaining of
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preferences, judgments, writs of attachment or garnishment or other liens; and, from the
making of any levy or execution against Respondent or any of its property or assets.
Notwithstanding the provisions of this paragraph, the Receivers should be permitted to
acoept and be subpoenaed for noh-party production. of claims files in its possession,
including medical records, vwhich may be contained therein. In such cases, the
requesting party must submit an affidavit to the Receiver stating that notice of the non-
party production was appropriately issued and provided to the patient and that the
patient was given the opportunity to object and either did not object to the non-party
- production, or oﬁjected and the Court overruled the objection, in which case a copy of
the Court’s ruling must be attached to the affidavit. The Receiver should be authorized
to impose a charge for copies of such claim files pursuant to the prbvisions of Sections
119.07(1)(a), and 624.501, Florida Statutes.

31. All subsidiaries, affiliates, parent corporations, ultimate parent
corporations, and' any other business entity affiliated with Respondent shall fully
| cooperate with the Receiver in the effo& to liquidate Respondent.

32. Al subsidiaries, affiliates, parent corporations, ultimate parent
corporations, and any other business entity affiliated with Respondent having any
interest in the buiiding located at 5440 Mariner Street, Suite 112, Tampa, FL 33609 or
any other facility in which Respondent may operate, shall make available, at that
location and at no charge to the Receiver or to Respondent, office space, and related
facilities (telephone service, copiers, computer equipment and software, office supplies,
parking, etc.) to the extent deemed necessary by the Receiver in its sole discretion.

33. All. subsidiaries, affiliates, parent corporations, ultimate parent
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corporations, and any other business entity affiliated with Respondent having any
interest in the computer equipment and software currently used by or for Respondent
shall make such computer equipment and software available to the Receiver at no
charge to the Receiver or Respondent to the extent deemed necessary by the Receiver

in its sole discretion.

CONTINUATION OF INVESTIGATION

34. The Receiver shall be authorized to conduct an investigation as
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
affiliate shall be required to make all books, documents, accounts, records, and affairs,
which either belong to or pertain to Respondent, available for full, free and unhindered
inspection and examination by the Receiver during normal business hours (8:00 a.m. to
5:00 p.m.) Monday through Friday, from the date of the Order. Respondent and the
above specified entities shall be required to cooperate with the Receiver to the fullest
extent required by Section 631.391, Florida Statutes. Such cooperation shall include,
but not be limited to, the taking of oral testimony under oath of Respondent's officers,
directors, managers, trustees, agents, adjusters, employees, or independent contractors
of Respondent, its 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.
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35.  Any officer, director, manager, trustee, administrator, attorney, agent,
accountant, actuary, broker, employee, adjuster, independent contractor, or affiliate of
Respondent and any other person who possesses or possessed any executive authority
over, or who exercises or exercised any control over, any segment of the affairs of
Respondent or its affiliates shall be required to fully cooperate with the Receiver as
requiréd by Section 631.391, Florida Statutes, and as set out in the preceding
paragraph. Upon receipt of a certified copy of the Order, any bank or financial
institution shall be réquired to immediately disclose to the Receiver the existence of any
accounts of Respondént and any funds contained therein and any and all documents in
its possession relating to Respondent for the Recéiver’s inspection and copying.

36.  All Sheriffs and all law enforcement officials of this state shall cooperate with

and assist the Receiver in the implementation of this Order.

NOTICE OF AUTOMATIC STAY

37. Notice is hereby given that, pursuant to Section 631.041(1), Florida
Statutes, the filing of the Department’s initial petition herein operates as an automatic
stay applicable to all persons and entities, other than the Receiver, which shall be
perménent and survive the entry of this order, 4and which prohibits:

A. The commencement -or continuation of judicial, administrative or
other action or proceeding against the insurer or against its assets or any part thereof;

B. The enforcement of judgment against the insurer or an affiliate,
provided that such affiliate is owned by or constitutes an asset of Respondent, obtained
either before or after the commencement of the delinquency proceeding;

C. Any act to obtain possession of property of the insurer;
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D. Any act to create, perfect or enforce a lien against property of the
insurer, except a secured claim as defined in Section 631.011(21), Florida Statutes;

E. Any action to collect, assess or recover a claim against the insurer,
except claims as provided for under Chapter 631,

F. The set-off or offset of any debt owing to the insurer except offsets
as provided in Section 631.281, Florida Statutes.

38. This Court retains jurisdiction of this cauée for the purpose of granﬁng

such other and further relief as from time to time shall be deemed appropriate.

DONE and ORDERED in Chambers at the Leon County Courthouse in

Tallahassee, Florida this %‘ day of August 2012.

KEVJN J. CARROLL
CIRCUIT JUDGE
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