SUPERIOR COURT OF THE DISTRICT OF COLUMBIA

CIVIL DIVISION

DISTRICT OF COLUMBIA,
Department of Insurance, Securities and
Banking,
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Judge: Melvin R. Wright
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D.C. CHARTERED HEALTH PLAN, INC., ORAL HEARING REQUESTED

Respondent.

D.C. HEALTHCARE SYSTEMS, INC.’S REPLY IN SUPPORT OF ITS MOTION FOR
(1) A STAY PENDING APPEAL OF THE ORDER APPROVING THE ASSET
PURCHASE AGREEMENT, PLAN OF REORGANIZATION AND RELATED

MATTERS; AND (2) INJUNCTIVE RELIEF

Contrary to the Rehabilitation Act and the Rehabilitation Order, the Rehabilitator has not
undertaken a good faith effort to rehabilitate Chartered. Instead, a liquidation improperly was
preordained. The Rehabilitation was brought about because Chartered’s capital had become
depleted by the District’s own failure to reimburse Chartered for amounts the District required
Chartered to pay. Faced with this capital depletion, the Rehabilitator was duty-bound to explore
all options to add capital; instead, he explored only one option: Chartered’s dismemberment and
sale. When, after only five weeks, the Rehabilitator had not sold the company, he ended
Chartered’s business by prohibiting it from bidding on the DHCF Contract' that is Chartered’s
sole source of revenue, made Chartered assist AmeriHealth in its bid for the contract in exchange
for a payment of $5 million conditioned on AmeriHealth being awarded the contract, and then
committed to give almost all of Chartered’s assets to AmeriHealth for no additional

compensation.

! “DHCF Contract” refers to the contract that will be awarded by the District for the provision of
services to Medicaid and Alliance program enrollees pursuant to RFP DHCF 2013-R-0003.

-1-



The Rehabilitator was brought in to make independent judgments in an effort to solve the
situation created by Chartered’s capital depletion. But he leapt to a sale to the exclusion of other
means of adding capital to Chartered and never conducted any analysis to determine a fair
market value for Chartered’s assets. Nor did he seek the Court’s advance permission to terminate
Chartered’s business, a step that made liquidation unavoidable. Moreover, all of the
Rehabilitator’s conduct was taken, and all his judgments were made, under the cloud of multiple
conflicts of interest. The most significant and pervasive conflict is that the District is putting
Chartered out of business due to inadequate capitalization when Chartered’s capital was depleted
by paying benefits the District required Chartered to pay, which the District has not reimbursed
to Chartered. Chartered surely is one of the District’s largest creditors, and the District is putting
Chartered out of business and leaving Chartered in a weakened position, without its employees,
books and records, systems and revenue, to pursue its claims against the District. These conflicts
of interest and the Rehabilitator’s actions in excess of his authority impel this Court to carefully
scrutinize the Rehabilitator’s conduct and to issue a stay and injunctive relief to address and
correct improper actions, before the injuries to Chartered, its employees and DCHSI become
irreparable.

At the March 1, 2013 status hearing, this Court expressed concern as to whether the
beneficiaries of the Medicaid and Alliance programs would receive seamless care if this Court
stays the Rehabilitator’s agreement to transfer Chartered’s assets to AmeriHealth. The answer,
unequivocally, is that under no scenario will the enrollees or the providers suffer any loss of
service or payment. Chartered is in the midst of a financial recovery—because the District is now
paying prospectively the rates it still has not paid retrospectively. Chartered is operating at a
profit and will be able to fulfill its obligations for however long it operates under the contract.

In this Reply, DCHSI addresses a number of the points the Government has raised, and at
the outset emphasizes two overarching points:

1. Chartered is in the midst of a financial recovery. Despite the District’s massive debt
to Chartered, the most recent financial data the Rehabilitator has made available shows that
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Chartered is operating at a profit and has increased its reserves 50%—facts the District buries.
Chartered is recovering because the District significantly increased its rates prospectively as of
May 2012. Thus, Chartered’s financial statement as of September 30, 2012 shows that Chartered
earned approximately $7 million more in premiums in the first nine months of 2012 than it
incurred in related costs, i.e., Chartered is earning a profit. Consequently, Chartered’s capital
levels increased by 50% in that same period to $9 million. Although Chartered’s reserves have
not yet fully recovered, the key issue for purposes of DCHSI’s motion is whether there is a risk
of harm to others in maintaining the status quo while the merits are determined. The
Rehabilitator’s own financial analysis shows that there is no such risk.

2. Conflicts pervade this rehabilitation. The supposed purpose of this rehabilitation
proceeding was to increase Chartered’s financial reserves. Chartered’s reserves decreased in
2011 because the District imposed new costs on Chartered without reimbursement. Effective
August 2010, the District required Chartered to incur new expenses (driven primarily by the
extension of HIV pharmacy benefits to high-risk populations) that were not covered when the
District established the reimbursement rates. Although the District belatedly increased its rates as
of May 2012, it did so only prospectively and still has not reimbursed Chartered for substantial
costs incurred from August 2010 through April 2012. Chartered’s reserves also suffered because
the District failed to set actuarially sound rates for the period July 2010 to July 2011 in the
Alliance Program, due at least in part, as DHCF has admitted, to the District’s own budget
shortfall. The District attempted to solve its own budget woes on the back of Chartered. As a
result, Chartered now has over $60 million (plus interest) in reimbursement claims against the
District. The District thus is glaringly conflicted: Although it is a substantial debtor to Chartered,
the District is putting Chartered out of business and leaving Chartered in a weakened position to
pursue its claims against the District, without its personnel, books and records, systems and any
revenues.

Moreover, the District admits that the Deputy Rehabilitator’s brother was an officer of
Chartered (it misstates that he was CFO; in fact, he was COQ, responsible for the entirety of
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Chartered’s day-to-day operations). The District also admits that the law firm retained to
represent the Rehabilitator also represents AmeriHealth and UnitedHealth, another bidder for the
Medicaid contract (whether the law firm represents those competitors on unrelated matters is
irrelevant; the conflict persists). This Court has never been afforded the opportunity to explore
these conflicts, as it might have done if the District had not ignored the Rehabilitator’s statutory
obligation to seek this Court’s approval for any compensation paid to the Rehabilitator and his
counsel and consultants.

In sum, DCHSI—which for the first time on this motion has been able to present
evidence—has now established a likelihood of success. The Rehabilitator is not rehabilitating
Chartered, he is liquidating it—and doing so without prior Court approval or having made any
good faith attempt to replenish Chartered’s capital. See Exhibit 1, attached hereto, Gregory Serio
Affidavit (“G. Serio Aff.”) ] 17-19, 23.2 Without a stay, DCHSI and Chartered will be
irreparably injured; indeed, they will be destroyed without ever having the benefit of a hearing
on the merits. Preserving the status quo through a stay will prevent that irreparable harm and will
not injure any other party or nonparty. Although the Rehabilitator used the impending contract
award date—which he claims DHCEF insisted would be around February 1—to justify hurried
action, the contract still has not been awarded. There also is no guarantee that AmeriHealth will
be awarded the contract, the sole result on which the Rehabilitator gambled the livelihoods of
Chartered’s employees and a condition to closing the asset transfer. The relief DCHSI seeks is
just, equitable, and necessary.

ARGUMENT

L DCHSI agrees that the interests of Chartered’s enrollees and providers are
paramount; a stay will protect those interests.

The Government argues that DCHSI’s motion for a stay is an attempt to put its interests

ahead of those of Chartered’s 100,000 enrollees, 160 employees, and 5,000 providers, and that a

> DCHSI supports this reply with an affidavit from former New York State Insurance
Department Superintendent Gregory Serio, an expert in insurance company rehabilitations. G.
Serio Aff. ] 1-14 (detailing Serio’s extensive qualifications).
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stay will harm them. That is simply not true, and the District offers no support for its mere
assertion. In fact, the enrollees, employees and providers will be unaffected by a stay.

First, Chartered’s most recent financial statements (as of September 30, 2012), prepared
at the Rehabilitator’s direction, show that Chartered can satisfy its going-forward financial
obligations. Chartered earned pre-tax operating profits of $6.7 million in the first nine months of
2012. See Exhibit 2, attached hereto, Sept. 30, 2012 Quarterly Statement at 3. Chartered’s pre-tax
net income was $728,224 because of an unexplained one-time write-off of $6 million, id.
(“premium balances charged off”’), but that does not change the fact that Chartered now is
profitable. Chartered is earning approximately $33.4 million in monthly revenues and has
$10 million in cash or cash equivalents on hand. /d. at 2-3. Thus, Chartered will be able to
continue meeting its financial obligations to providers and enrollees during the relatively short
period that would be necessary to conduct a proper re-bid and award of the DHCF Contract.

Second, under any possible scenario, the enrollees will continue to receive health care
and the providers will be paid. If the Court stays its March 1, 2013 decision and orders that
bidding on the DHCF Contract be re-opened, the status quo—under which enrollees are
receiving care and providers are being paid—will be maintained. Chartered’s financial status
demonstrates that Chartered can continue to perform. Absent judicial relief, Chartered’s
employees will lose their jobs if AmeriHealth is not awarded the contract; a stay may avoid that
result, and the consequences if there is no stay are entirely attributable to the Rehabilitator’s ill-
advised gamble. The biggest variable is whether and how badly Chartered, and consequently
DCHSI, will be harmed. The only way to maintain the status quo, protect the interests of
enrollees, providers and Chartered’s employees, and ensure that Chartered is not dismembered

but instead has an actual opportunity to be “reformed and revitalized” or to realize fair value in a



sale is for the Court to stay its March 1, 2013 Order, enjoin the proposed asset transfer to
AmeriHealth, and cause the Medicaid contract to be re-bid.?

Finally, permitting the transaction to go forward would require notices to providers with
an opt-out provision. See Special Deputy to the Rehabilitator’s Second Status Report at 7, 11,
Ex. 2 at § 7.02(i). This would be more disruptive, and more confusing to enrollees in particular,

than maintaining the status quo.

IL. The Rehabilitator is improperly liquidating Chartered.

Setting aside how the District improperly ruined Chartered’s finances and forced it into
rehabilitation, the purpose of Chartered’s rehabilitation proceeding was to devise a way to
rehabilitate Chartered, not to destroy it. Even the case quoted by the Rehabilitator explains that
the “primary duty” is “to conserve and restore the company to viable status.” Opp. at 17 (quoting
Kueckelhan v. Fed. Old Line Ins. Co. (Mutual), 74 Wash. 2d 304, 316, 444 P.2d 667, 674 (Wash.
1968)).

The Rehabilitator was first obligated to attempt a rehabilitation—*“to reform and
revitalize Chartered”—before deciding to liquidate the company. See D.C. Code § 31-1312(c);
Emergency Consent Order of Rehabilitation at 2, 3; Consedine v. Penn Treaty Network Am. Ins.
Co., 2012 WL 6721078, *63, 68 (Pa. Commw. Ct. May 3, 2012). In derogation of that duty, the
Rehabilitator instead jumped directly to liquidation (without this Court’s prior approval), and
now disingenuously denies that a liquidation is occurring. G. Serio Aff. {q 17-19, 30.

The Government argues that the sale of Chartered’s assets to AmeriHealth Mercy
(including its sole revenue source, its Medicaid contract) is not a “liquidation,” but rather a
“transformation” of Chartered. Opp. at 19. This is mere wordplay. G. Serio Aff.  23. Indeed, the
Rehabilitator himself described his plan as a “wind down” of Chartered’s assets. Special Deputy

to the Rehabilitator’s Second Status Report at 8. Chartered’s entire business was to service the

3 DCHSI will shortly be filing a separate action in Superior Court seeking injunctive relief with
respect to the collusive, conflict-laden and anticompetitive bidding process that prevented
Chartered and DCHSI from bidding on the DHCF Contract.
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DHCEF Contract; thus, when the Rehabilitator decided to “no-bid” the contract, he effectively put
Chartered out of business. G. Serio Aff. ] 23, 25. The Government argues that Chartered will
“continue to exist, albeit in a substantially different form,” which supposedly is not a liquidation
because Chartered will retain two assets: (1) its more than $60 million claim against the District,
and (2) $14 million pledged as security for a loan to DCHSI, taken to pay a liability of Chartered.
Opp. at 19. But stripping Chartered of all continued operations and leaving it with nothing more
than two assets is at the very least a “partial liquidation.” See Black’s Law Dictionary

(9th ed. 2009) (““partial liquidation” is “a liquidation that does not completely dispose of a
company’s assets”); 1 Couch on Ins. § 5:32 (drawing distinction between reorganization and
liquidation of insurer by transferring its assets to a new corporation) (treatise cited at Opp.

at 17); see also Paul B. Rodden & James E. Carpenter, Corporate Insolvency—Liquidation or
Rehabilitation, 36 U. Colo. L. Rev. 117, 121-22 (1963-64) (liquidation is the bulk sale of assets,
typically for cash, with payment of sale proceeds to creditors to “wind up the business”); id. at
133, 136 (rehabilitation allows debtor’s business to continue, consisting of steps to give debtor a
fresh start). Note also that in cases like In re Rehabilitation of Am. Investors Assur. Co., 521 P.2d
560, 561 (Utah 1974) (cited at Opp. at 17), the new company assumed “all of the assets and
liabilities” of the old one. Here, however, AmeriHealth is not assuming all assets and liabilities
of Chartered, and instead, the Rehabilitator is dissecting Chartered’s assets—a hallmark of
liquidation.

Further, the Government’s plan severely diminishes the value of Chartered’s two
remaining assets. The notion that Chartered’s $60 million claim somehow allows Chartered to
remain a “going concern” is false. Allowing Chartered to pursue the recovery of money it is
owed is not rehabilitating Chartered, but merely part of liquidating it; the recovered money could
not be invested in the business because there will be no ongoing business. And the fact that the
District’s existing plan leaves Chartered without personnel, books and records, systems or any
revenue source or revenue-generating assets weakens Chartered’s ability to pursue its claims.
The Rehabilitator would put Chartered in such a position that the District will have almost no
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incentive to pay Chartered the money it owes short of a full and final litigated judgment, because
the District will not have a continuing relationship with Chartered. (Indeed, if the plan to
liquidate Chartered is allowed to proceed, the claim against the District should be controlled by
DCHSI, not the Rehabilitator, to remove the conflict inherent in the District effectively
controlling the claim against itself.) And even if Chartered eventually can recover all or a portion
of the $60 million, it will already have been stripped of all its continuing operations and revenue-
generating assets by the Rehabilitator’s actions. Regardless of Chartered’s recovery of money it
is owed, it will have been liquidated, and DCHSI’s business in turn will be destroyed.

The $14 million loan “asset” fares no better in establishing that Chartered is not being
liquidated. This $14 million is pledged to secure a loan that DCHSI obtained to satisfy a debt
Chartered incurred (i.e., a settlement agreement Chartered entered with the D.C. Attorney
General in 2008, yet the Rehabilitator nevertheless appears to believe DCHSI owes that money
to Chartered). But Chartered cannot “use” that money to pursue the District because it is security
for a loan, and DCHSI is also being stripped of its only revenue sources (dividends and rental
income from Chartered). Again, allowing Chartered to keep this “asset” does nothing to allow
Chartered to remain a going concern.

The Government argues that its actions do not liquidate Chartered, in an attempt to avoid
the conclusion that it has not followed the Rehabilitation Act’s requirements to convert a
rehabilitation to a liquidation. But there is no credible argument that Chartered is not being
liquidated. Thus, the Government retreats to the argument that its conduct actually does accord

with existing law. It does not.

III.  The Rehabilitator abandoned Chartered’s prospects too quickly, converting its
rehabilitation into a liquidation—without an adequate showing, and usurping this
Court’s and DCHSI’s authority.

The Rehabilitator ignored his obligation under D.C. Code § 31-1314(a) to seek prior
court approval to liquidate Chartered. The Government, quoting § 31-1314(b), argues that the

only time it must seek a liquidation order is when “payment of policy obligations [was]
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suspended in substantial part for a period of 6 months at any time after the appointment of the
rehabilitator and the rehabilitator has not filed an application for approval of a plan under § 31-
1312(e).” Opp. at 18. This position misreads the law: § 31-1314(b) describes when the
Rehabilitator must seek a petition for liquidation; § 31-13 14((1)4 describes the circumstances in
which the Rehabilitator may seek a petition for liquidation. But both sections require the
Rehabilitator to petition the Court before implementing a liquidation of an insurer in
rehabilitation.

The Rehabilitator almost instantly abandoned any effort to find a solution to Chartered’s
capitalization deficit and declared rehabilitation futile because, he states, Chartered was destined
to lose its contract and unable to qualify even to bid for a new contract. Opp. at 19; see also
Opp. at 18 (blaming “the significant legal, financial and timing challenges facing Chartered”).
The Rehabilitator argues that Chartered could not have been awarded the contract given the
purported requirements that it “solve[] its financial problems through new ownership” and
emerge from rehabilitation. Opp. at 7. Even assuming that these were legitimate conditions—and
there is no legitimate basis for accepting the notion that Chartered was required to have a new
owner when all it needed was additional capital, so the Rehabilitator should have rejected it—
Chartered could have submitted its own response to the RFP and taken several more weeks,
perhaps even months, to evaluate potential buyers or to find another capital source. The
Rehabilitator’s hasty decision was irrational, at least if liquidation was not preordained. G. Serio

Aff. qq 32, 33.

Section 31-1314(a) states: “Whenever the Commissioner believes further attempts to
rehabilitate an insurer would substantially increase the risk of loss to creditors, policyholders, or
the public, or would be futile, the Commissioner may petition the Superior Court of the District
of Columbia for an order of liquidation. A petition under this subsection shall have the same
effect as a petition under § 31-1315. The Superior Court of the District of Columbia shall permit
the directors of the insurer to take any action reasonably necessary to defend against the petition
and may order payment from the estate of the insurer of the costs and other expenses of defense
as justice may require.”

> This is precisely the point of Consedine, 2012 WL 6721078—that the rehabilitator there gave
up too quickly by accepting and failing to contest adequately certain negative conduct.
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By not bidding and instead agreeing to put Chartered’s “resources, assets, and know-
how” behind AmeriHealth’s own bid, and to sell Chartered’s assets to AmeriHealth five weeks
into the proceeding in exchange only for a contingent, non-binding agreement from
AmeriHealth, the Rehabilitator abdicated his duty to attempt to rehabilitate Chartered and even
his ability to realize fair value for Chartered’s assets. Opp. Ex. 3 at 1; see also G. Serio Aff.

99 32-37. The Rehabilitator admits that “[s]everal well capitalized strategic parties declined to
participate in the process given the financial and legal condition of Chartered and the
compressed timeframe in which they were required to execute a letter of intent and respond to
the RFP” and that one of the selection criteria was “the likelihood that party would be regarded
highly in the RFP process and thus likely to secure a new contract.” Opp. at 9, Ex. 2 (KBW
Overview) at 5. That timeframe, however, was built on a false deadline. If Chartered had
submitted its own bid that it had been preparing for months, it would not have been stuck with “a
compressed timeframe,” but would have had weeks or even months to find a buyer or other
source of capital.

The fact that Chartered’s financial health has only improved since it entered rehabilitation
also belies the Government’s contention that Chartered could not have won the DHCF Contract.
In examining the September 30, 2012 quarterly statement filed for Chartered, it seems entirely
possible—even probable—that Chartered successfully could have exited rehabilitation, see G.
Serio Aff. {31, and met the financial requirements set forth in the DHCF Contract solicitation
under Section C.3.1.6 by the time the contract was awarded (which still has not taken place).
Although the Government points to the requirements in the DHCF Contract solicitation (as well
as DHCF-imposed requirements outside the formal solicitation) as reasons for the Rehabilitator’s
decision to no-bid the contract on behalf of Chartered, the Government fails to realize that
AmeriHealth did not qualify at the time of the bid because, for example, it had not yet secured an
HMO license. Opp. at 13, ] 31(c).Yet the Rehabilitator gambled the livelihoods of Chartered’s
employees on the hope that AmeriHealth would become eligible for the contract and then win it.
That AmeriHealth may ultimately be awarded the contract would be fortunate for those of
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Chartered’s employees that AmeriHealth may decide to hire—and certainly for the Chartered
executives that the Rehabilitator specifically negotiated to protect—but that does not excuse his
hasty and ill-considered decision to disregard his obligations to reform and revitalize Chartered
only five weeks into this proceeding and without prior Court approval.

The feeble nature of the Rehabilitator’s efforts to rehabilitate Chartered are also apparent
in the Rehabilitator’s admission that he looked only for an outright sale, and in doing so focused
heavily on the need for Medicaid expertise. But there were other possibilities beyond a sale to
keep Chartered a going concern, such as capital investment, recovery of funds from the District,
bidding on the contract, or any combination of those, and Medicaid expertise was superfluous
given that Chartered has abundant expertise and only needed capital. G. Serio Aff. ] 23, 26-27,
33.

Consedine, supra, supports Chartered, not the Government. The Government quotes
Consedine for the proposition that when “an insolvent insurer’s immediate financial
circumstances are in such disarray that they are completely unsalvageable,” continued
rehabilitation efforts are unnecessary. Opp. at 21. That reliance is disingenuous, however,
because Chartered’s capital was depleted by the District’s non-payment of more than $60
million, but nevertheless is being replenished as Chartered is now recovering financially;

Chartered is operating profitably given the May 2012 increase in reimbursement rates.®

IV.  The Court has the authority to grant the relief sought by DCHSI.

The Government acknowledges that DCHSI provided legal support for the proposition

that a court may enjoin award of a government contract if there is proof that the bid process was

% The Rehabilitator also overreaches in arguing he is not bound by Chartered’s articles of
incorporation and that his powers are supreme. Nothing in the law or this Court’s order grants
the Rehabilitator such sweeping authority. Instead, the Rehabilitator had the powers of
Chartered’s directors, officers, and managers—but under Chartered’s articles of incorporation,
board actions required approval from the shareholder, DCHSI. This would not have made the
Rehabilitator DCHSTI’s “puppet” (Opp. at 23), because the Rehabilitator always could have
sought approval from this Court, or even asked to be relieved from the requirements of the
articles of incorporation. Instead, as with so many of his duties and obligations, the Rehabilitator
simply ignored them.
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tainted. Opp. at 23. But the Government then argues that those authorities do not support the
(necessarily corresponding) proposition that the court may extend an existing contract or reopen
the bidding process. Not so: the cases DCHSI cited in its motion (Opp. at 31) provide that
authority; e.g., Dist. of Columbia v. Group Ins. Admin., 633 A.2d 2, 8 (D.C. 1993) (Superior
Court has authority “to order emergency relief forcing the rebidding of a public contract™).

In any event, DCHSI will shortly be filing a separate action in Superior Court seeking
injunctive relief with respect to the collusive, conflict-laden and anticompetitive bidding process

that prevented Chartered and DCHSI from bidding on the DHCF Contract.

V. DCHSI acted promptly under the circumstances; it did not remain idle once it
learned of Chartered’s failure to bid on the DHCF Contract.

The Government argues (without citation to authority) that relief should be denied
because DCHSI is guilty of laches—waiting too long to seek relief to the prejudice of others.
The Government argues that DCHSI learned that the Rehabilitator would not bid on the DHCF
Contract on Chartered’s behalf in December 2012, and should have acted then. Opp. at 26. In
fact, DCHSI did act: DCHSI promptly filed a bid protest.

Beyond that, DCHSI was not made aware at that time of the details of the simultaneously
announced non-binding letter of intent between AmeriHealth Mercy and Chartered. See Exhibit
3, Stephen 1. Glover Affidavit (““S. Glover Aff.”) ] 4, 6. It was possible that the Rehabilitator
was fulfilling his duty to maximize Chartered’s value and that DCHSI would find the transaction
acceptable. Thus, rather than rush to court to object to a deal about which it lacked information,
it requested information, repeatedly and to no avail. S. Glover Aff. { 3. DCHSI reasonably
expected that the information would be forthcoming; after all, DCHSI had consented to
Chartered being placed under rehabilitation with the understanding that it would have access to
relevant information and that the Rehabilitator’s actions would be transparent. S. Glover Aff.
4, 6,7.

As the Government correctly notes, DCHSI was obligated to cooperate with the

Rehabilitator under the terms of the Rehabilitation Act. DCHSI strove to do so, and viewed
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going to court as a last resort—particularly in light of the fact that the Rehabilitator told DCHSI
that taking judicial action would harm the rehabilitation. S. Glover Aff. | 10. Nevertheless, after
eight separate requests for information from October 2012 to January 2013, and with the filing of
the Rehabilitator’s First Status Report on January 11, 2013, DCHSI concluded it would have to
go to court to protect its rights. S. Glover Aff. { 3.

DCHSI promptly filed a notice of appearance as an interested party, and met with the
Government immediately after the January 15, 2013 hearing on the First Status Report in an
attempt once again to work out mutually acceptable terms for providing the information DCHSI
had been seeking since October. This conversation was memorialized in a formal letter request to
the Government later that same day. See Exhibit 4, attached hereto, January 15, 2013 Letter from
David Killalea to E. Louise R. Phillips. The Government agreed to provide some of the
information once a confidentiality agreement could be worked out. DCHSI promptly sent the
Government proposed terms for such an agreement. In retrospect, the Government plainly strung
DCHSI along while it finalized the agreement with AmeriHealth, and delayed signing a
confidentiality agreement and producing documents until February 22, 2013, the same day the
Government filed the Rehabilitator’s Second Status Report and requested expedited approval of
the proposed AmeriHealth-Chartered Asset Purchase Agreement. S. Glover Aff. {3, 6,7, 9, 11.

DCHSI immediately requested a hearing to establish a briefing schedule to address the
merits of the Rehabilitator’s proposed “sale.” Rather than setting a briefing schedule, however,
on March 1 the Court granted the Government’s substantive motion over DCHSI’s objections
and without the benefit of merits briefing. This motion, therefore, is the first opportunity DCHSI
has had to address the merits, particularly the alleged merits of the AmeriHealth deal.

DCHSI acted reasonably and timely throughout (S. Glover Aff. | 10); it is the
Government that has played games with timing and non-disclosure, and there has been no

showing of any harm that would result from granting the requested stay and injunction.
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VI.  The Government, not DCHSI, is guilty of unclean hands.

The Government also accuses DCHSI of coming to court with unclean hands and making
disingenuous arguments. It is the Government, however, that labors under glaring conflicts of
interest: e.g., acting to weaken its substantial creditor, Chartered; appointing as Deputy
Rehabilitator a person whose brother ran Chartered during much of the relevant period; and
hiring a law firm that represents AmeriHealth (and competitor United Healthcare). The
Government further contends that DISB and DHCF have no connection to one another, when in
fact they worked together for months to put Chartered into rehabilitation and the DHCF Director
instructed the Rehabilitator that Chartered would have to satisfy additional, manufactured criteria
to win the DHCF Contract. See Testimony of Wayne Turnage, Motion Ex. 4 at 6.

Moreover, it is the Government that argues it is not really “liquidating” Chartered, but
simply “transforming” it, while admitting that its plan is to effect a “winding down” of
Chartered.

Nor is there equity in one arm of the Government creating the conditions forcing an
insurer into rehabilitation (i.e., DHCF not paying more than $60 million owed to Chartered as a
result of the District’s unilateral change to the covered Medicaid population in 2010) and using
those conditions as a pretext for denying the insurer a chance to compete for the very contract it
has been performing for decades. Similarly, DHCF imposed Chartered-unique conditions in the
bid process and caused a non-independent Rehabilitator not to bid. This inequity is only
amplified with the recognition that one of the reasons that DHCF failed to pay Chartered what
was owed was a governmental budget shortfall. In sum, the District helped solve its own
financial woes by defaulting on its debt to Chartered, and then blamed Chartered for not having
enough money and liquidated Chartered as a consequence.

Finally, in an attempt to portray the equities in its favor, the Government asserts that
DCHSI has “unclean hands” because DCHSI allegedly owes “Chartered nearly $4 million under
a Tax Allocation Agreement.” Opp. at 27. That claimed debt is disputed. To date, the

Rehabilitator has failed to provide DCHSI with adequate evidentiary support for the claim, and
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the Rehabilitator’s claim has been a moving target. S. Glover Aff. | 12. In any event, an
allegation that DCHSI owes a debt to Chartered is not an allegation of “unclean hands.” See

Zanders v. Reid, 980 A.2d 1096, 1100-01 (D.C. 2009).
CONCLUSION

Granting the stay and injunctive relief that DCHSI requests will allow consideration of
the merits while preserving the status quo and without harm to anyone.

This Court should enter an order (1) staying its March 1 Order (Approving the Asset
Purchase Agreement, Plan of Reorganization and Related Matters) pending any further review
ordered by this Court or any expeditiously sought appellate review; (2) requiring the DISB to
replace the conflicted Deputy Rehabilitator and his conflicted counsel with a substitute Deputy
Rehabilitator, whose appointment will be subject to Court approval; (3) preliminarily enjoining
the Rehabilitator from liquidating Chartered or otherwise exceeding the limits of his authority
under the Rehabilitation Act and Rehabilitation Order; (4) vacating or rendering void all of the
Rehabilitator’s purported agreements with AmeriHealth; (5) requiring the Rehabilitator to use all
reasonable and available efforts to seek to have the bidding process for the DHCF Contract
reopened and to cause Chartered to submit its own bid; (6) requiring the Rehabilitator to comply
with Chartered’s Restated Articles of Incorporation by obtaining DCHSI’s advance approval of

any decision that would change the nature or operation of Chartered’s business or have a
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material affect on DCHSI’s interest in Chartered; and (7) requiring Petitioner District of
Columbia to reopen the bidding process for the DHCF Contract and to extend all deadlines for a

reasonable period sufficient to allow Chartered to submit a bid on its own behalf.
March 20, 2013 Respectfully submitted,

/s/
David Killalea (DC Bar 418724)
John Ray (DC Bar 214353)
Manatt, Phelps & Phillips, LLP
700 12™ Street, NW, Suite 1100
Washington, DC 20005-4075
Tel. (202) 585-6500
Fax. (202) 585-6600

Counsel for DCHSI
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CERTIFICATE OF SERVICE

I hereby certify that on this 20th day of March, 2013, a copy of the foregoing was filed
and served by email upon:

E. Louise R. Phillips

Assistant Attorney General
441 Fourth Street, N.W., 650N
Washington, DC 20001
louise.phillips@dc.gov

William P. White, Commissioner

c¢/o Thomas M. Glassic, General Counsel
DISB, Office of the General Counsel
810 First St., NE, Suite 701

Washington, DC 20002
Thomas.glassic@dc.gov

Charles T. Richardson, Esquire
Faegre Baker Daniels LLP
1050 K Street NW, Suite 400
Washington, DC 20001
crichardson @faegrebd.com

Daniel Watkins, Esquire

Special Deputy to the Rehabilitator
1050 K Street NW, Suite 400
Washington, DC 20001
danwatkins @sunflower.com

Courtesy Copies to:

Stephen I. Glover, Esquire
Gibson, Dunn & Crutcher

1050 Connecticut Avenue, NW
Washington, DC 20036
siglover @ gibsondunn.com
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Joseph D. Edmondson, Jr., Esquire
Foley & Lardner, LLP

3000 K St NW, Suite 600
Washington, DC 20007
jedmondson @foley.com

/s/

Jennifer A. Sincavage
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SUPERIOR COURT OF THE DISTRICT OF COLUMBIA

CIVIL DIVISION
DISTRICT OF COLUMBIA,
Department of Insurance, Securities and
Banking,
Petitioner, Civil Action No. 2012-8227

Judge Melvin R. Wright
V.

D.C. CHARTERED HEALTH PLAN, INC.,

Respondent.

AFFIDAVIT OF JENNIFER A. SINCAVAGE IN SUPPORT OF PARTY-IN-INTEREST
D.C. HEALTHCARE SYSTEMS, INC.’S REPLY IN SUPPORT OF ITS MOTION FOR
{1) A STAY PENDING APPEAL OF THE ORDER APPROVING THE ASSET
PURCHASE AGREEMENT. PLAN OF REORGANIZATION AND RELATED
MATTERS: AND (2) INJUNCTIVE RELIEF

JENNIFER A. SINCAVAGE declares under penalty of perjury that:

1. Tam an attorney with Manatt, Phelps & Phillips, LLP, attorneys for ID.C. Healthcare
Systems, Inc, (“DCHSI”}. T submit this affidavit in support of DCHSI’s Reply in Support
of its Motion for (1) a Stay Pending Appeal of the Order Approving the Asset Purchase
Agreement, Plan of Reorganization and Related Matters; and (2) Injunctive Relief.

2. Annexed as Exhibit 1 is a true and correct copy of the Affidavit of Gregory V. Serto,
dated March 20, 2013.

3. Annexed as Exhibit 2 is a true and correct copy of D.C. Chartered Health Plan, Inc.’s
quarterly statement to the Department of Insurance, Securities and Banking for the

District of Columbia for the quarter ended September 30, 2012.



4. Annexed as Exhibit 3 is a true and correct copy of the Affidavit of Stephen I. Glover,
dated March 20, 2013. '
5. Annexed as Exhibit 4 is a true and correct copy of a Letter from David Killalea to E.

Louise R. Phillips, dated January 15, 2013.

. / -
;

{ ] ; :I:: //< J-/"
B A /

Jennifey A. Sincavage S

O

Sworn to before me in Los Angeles, California this
___dayof , 2013

Notary Public

' This affidavit is distinct from the affidavit of Stephen . Glover that accompanied DCHSI’s initial Moticn.
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which the person{s}acted, executed the instrument.

CYNTHIA A. TAYLOR
Commission # 1A61527

£k Natary Public - California g
£ Los Angeles County 3 | certify under PENALTY OF PERJURY under the laws

My Gomm. Expires Sep 13, 2013 of the State of California that the foregoing paragraph is

true and correct.

WITNESS my hand and official 3?7
Signature % < -

Piace Nolary Seal Above Signaiure of Notary Public ( )
<
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EXHIBIT 1



DISTRICT OF COLUMBIA,
DEPARTMENT OF INSURANCE, SECURITIES AND BANKING,

Pectitioncr,
Civil Action No.:
V. Judge Melvin R. Wright
D.C. CHARTERED HEALTH PLAN, INC.
Respondent,
STATE OF NEW YORK )

SS:

COUNTY OF ALBANY )

AFFIDAVIT OF GREGORY V. SERIO IN SUPPORT OF PARTY-IN-INTEREST D.C.
HEALTHCARE SYSTEM, INC.’S MOTION FOR (1) A STAY PENDING APPEAL OF
THE ORDER APPROVING THE ASSET PURCHASE AGREEMENT, PLAN OF
REORGANIZATION AND RELATED MATTERS; AND (2) INJUNCTIVE RELIEF

GREGORY V. SERIO, being duly sworn, deposes and says:

BACKGROUND AND QUALIFICATIONS

1. I am a partner at Park Strategies, LL.C, and director of its risk and insurance management
practice group. In this role, and as a practicing attorney licensed to practice law before the courts
of the State of New York and Connecticut, I have had the opportunity to be involved with, and
evaluate, more than 70 insurance companies in rehabilitation or liquidation, and engage with
various officials of the New York Liquidation Bureau and like entities of other states and
members and representatives of the National Association of Insurance Commissioners on these
issues. I submit this affidavit in support of Respondents’ Motion for (1) a Stay pending appeal of
the order approving the asset purchase agreement, plan of reorganization and related matters and

(2) injunctive relief in the above referenced action.



2. 1 am the former Superintendent (commissioner) of the New York State Insurance
Department (now Department of Financial Services), and as such, was a member of the cabinet
of the Governor of the State of New York, serving in that capacity from May, 2001 to January,
2005 after having been confirmed therefor by the New York State Senate. As Superintendent, |
was the chief insurance regulator of the state, responsible for the regulation of all forms of

insurance transacted in New York.

3. As Superintendent, I was also a member of the National Association of Insurance
Commissioners (the “NAIC”), an organization of state and territorial insurance regulators from
the United States. The NAIC members determine major issues in insurance regulation, oversee
the financial safety and soundness of the American insurance system and insurers operating
within that system and coordinate with other financial supervisors and insurance regulators from
other countries. As a member of the NAIC, I served as chairman of the Federal Affairs
Committee, responsible for the coordination of state insurance regulator relations with federal

legislators and regulators.

4. As Superintendent of Insurance 1 was also the statutory receiver of more than 70 insolvent
or impaired insurance companies. | supervised many insurance company rehabilitations and
liquidations, including the rehabilitation of Interboro Mutual, a New York auto insurer which is a
successfully operating insurer today. I supervised a number of company estates that went from
operating under orders of rehabilitation to orders of liquidation. As superintendent, I was also
the administrator of one or more guaranty funds maintained for the purpose of paying the claims
and obligations of liquidated insurers when there were insufficient assets within insurers for

those purposes.

5. As Superintendent I was familiar with and engaged in discussions with other regulators,
insurers and guaranty funds on issues pertaining to rehabilitations, liquidations and the NAIC
Insurers Rehabilitation and Liquidation Model Act (“NAIC Model Act”), including the past

commissioner of the District of Columbia.

6. Prior to my appointment as Superintendent, | served as First Deputy Superintendent of

Insurance of New York State. In this capacity, I was the chief operating officer of the New York



Insurance Department, responsible for the day-to-day operations of the second largest insurance
regulatory organization in the United States. In this role, 1 assisted the Superintendent in the
execution of the duties of the office, as described in paragraph 2 above. I held this position from
January 1995 until my selection as Superintendent. During my tenures as First Deputy
Superintendent and as Superintendent, I was routinely engaged directly with boards and
management of insurers concerning the financial condition of companies and regularly oversaw

the Department’s prudential safety and soundness oversight activities.

7. During my tenure at the New York Insurance Department, this insurance regulatory
agency became the first in the country to create a “Capital Markets Bureau” in which risk-based
analysis—including new asset/liability matching analysis-- of insurers’ financial conditions
would be joined with the traditional actuarial and claims reserving analyses to give a more
comprehensive, and real time, view of their actual financial strength. This innovation and the
advent of risk-based examinations, which has led to among other things a Capital Markets unit in
the Securities Valuation Office of the NAIC, gave new dimension to the risk-based capital rules
adopted in the early 1990s. As a result, I have become knowledgeable with the application of
the Risk Based Capital (“RBC”) Standards.

8. As First Deputy Superintendent and as Superintendent, 1 either presided over or was
otherwise integrally involved in numerous rehabilitations, liquidations and other situations
involving insurer financial duress, including those pertaining to Empire Blue Cross/Blue Shield
of Greater New York (non-profit health plan brought to brink of financial ruin and successfully
managed through the regulatory process to financial stability), Oxford Health Plans (precipitous
drop in share price revealed significant financial weakness, resulting in direct regulator
engagement with the company board to develop a workout plan), United Community Insurance
Company (property/casualty carrier found to be impaired and taken into rehabilitation, modified
by court order to liquidation), Lloyd’s of London Reconstruction and Renewal (seminal
regulatory effort in United States and United Kingdom to stabilize the world’s largest insurance
marketplace and usher in new corporate, financial and operating platforms to protect against

future financial crises), Reliance Insurance Co. (Pennsylvania domestic insurer with significant

commercial presence in New York liquidated after disastrous workers’ compensation insurance



program created significant financial strain on the company), and Frontier Insurance Co. (insurer
placed into long-term rehabilitation for purposes of stabilizing company as assets were garnered,

operations streamlined and bulk of claims paid), among others.

9. While I was Superintendent, I oversaw the New York Insurance Department’s and
insurance regulatory community’s response to the World Trade Center atrocities, still the single
largest insurance loss on record, which involved complex coverage and insurer financial
condition issues. No insurers or insurance markets became crippled by exposure to World Trade

Center losses, and a record number of property, casualty and life insurance claims were paid out.

10. As First Deputy Superintendent, the Liquidation Bureau of the State of New York
reported to me, during which time numerous estates were successfully closed and staff of the

bureau streamlined to make the agency more efficient and effective.

11. My tenure as First Deputy Superintendent included serving the Department as its General
Counsel from 1995 to 1997. 1 was also the Chief Counsel to the New York Senate Standing

Committee on Insurance from 1989 to 1995.

12. Since returning to the private sector, I have become heavily engaged in insurance
company, agent and adjuster legal, management and governance matters as a consultant, counsel
and board member. I served on the board of the Employers Security Assurance Company, a
bond insurer protecting professional staff leasing organizations. [ currently serve on the boards
of the Senior Health Insurance Plan of Pennsylvania, the Senior Health Insurance Plan Oversight
Trust, and Fuzion Analytics (“SHIP”), all related to the run-off of the Conseco Senior Health
Insurance Co. under the auspices of the commissioner of insurance of the Commonwealth of

Pennsylvania.

13. I am presently a member of the board of the publicly-traded Radian Group, Inc., a
mortgage insurance and financial guaranty provider. 1 am also on the board of the Pension Plan
for Insurance Organizations, a pension fund for the employees of insurance —industry support
entities, such as the Insurance Information Institute. Additionally, I am a member of the board of

AFP Risk, Inc., a Vermont-domiciled captive insurance company.



14. Along with my legal and advisory practices 1 have also served as an expert witness in
numerous matters involving insurance companies, insurance regulation, coverage disputes and
carrier dissolutions. I have represented carrier, policyholder, shareholder and regulator interests

in these proceedings.

15. Party-in-interest’s counsel has asked me to provide my expert opinion concerning the
actions of the D.C. Department of Insurance Securities and Banking Commissioner as
Rehabilitator and those of the Special Deputy (“Rehabilitator”) designated in the matter
pertaining to D.C. Chartered Healthcare Plan, Inc. (“Chartered”). Specifically, I have been asked
to opine on the management of the rehabilitation, the sale of assets during the rehabilitation and

other matters pertaining thereto.

16. This affidavit is based on my professional knowledge and experience, as discussed above,
and my familiarity with the facts, pleadings and proceedings of this matter. Documents which I

have reviewed are listed in Exhibit 1.

SUMMARY OF CONCLUSIONS

17. The Rehabilitator failed to meet the straightforward mandate of “reforming and
revitalizing” Chartered, as the Emergency Order of Rehabilitation (“Rehabilitation Order”) and
the D.C. Code required of him.

18. The Rehabilitator failed to conduct essential steps necessary to a rehabilitation and failed
to perform steps in a manner consistent with the mandate of the Rehabilitation Order and D.C.
Code. The Rehabilitator’s actions are far more consistent with a liquidation rather than a

rehabilitation, which caused great harm to the carrier.

19. This rehabilitation and de facto liquidation are mired in a morass of conflicts of interests
both in the selection of the Special Deputy to run Chartered as well as between the various parts
of the District of Columbia government itself. Such conflicts call into question several key
decisions made by the Rehabilitator which have worked to the detriment of Chartered and its
owner D.C. Healthcare System, Inc. (“DCHSI™).



20. The rehabilitation appears to be a situation wherein so many options available to the
Rehabilitator were so quickly converted into the worst options, in terms of the interest of the

carrier and contrary to the purpose of a rehabilitation.

ROLE AND RESPONSIBILITY OF THE REHABILITATOR

21. I acknowledge at the outset that a Rehabilitator and his deputies are afforded significant
latitude in the approach to the management of a rehabilitation, and in my experience such
discretion is important when dealing with the unique set of circumstances that each rehabilitation
presents. At the same time, though, such discretion is not absolute by any means; such discretion
is framed by the provisions of the law pertaining to such proceedings, the terms and conditions
both of orders appointing the Rehabilitator and of orders establishing the rehabilitation, and by
directives and instructions from the rchabilitation court. There are also well established practices
informed by years of experience that provide the foundation of any rehabilitation. With the
power of discretion comes the responsibility, for example, to report often to the court so that the
court is able to supervise the proceedings meaningfully and interested parties are able to

understand how they might be affected. This applies equally to liquidation matters.

22. In my experience in New York, and in proceedings outside New York, the court’s role
has been critical to both serving as a check on the Rehabilitator’s powers as well as serving as
the venue in which objections to a rehabilitation plan can be heard. In the cases in which I have
been involved, and based on my understanding and observations of the basic, universal
principles of the rehabilitation process, the court’s role is substantive, primary and integral to the
integrity of the rehabilitation process. My review of the D.C. Code with respect to
rehabilitations and liquidations is that it is so substantially similar to most of the rehabilitation
and liquidation statutes around the United States that this principle is applicable in this case and

all rehabilitations in this jurisdiction.

23. Indeed, D.C. Code Section §31-1311(a), states “the rehabilitator [shall] take possession
of the assets of the insurer, and to administer them under the general supervision of the court.”
As noted, the provision that the rehabilitator operates under the court’s supervision is vitally

important, and requires that the Rehabilitator involve the court, in advance, into every primary



activity of the rehabilitation. Based on my review of the record in this case, I believe the
Rehabilitator here failed in his duty to bring important decisions to the Court and that his process

has been defective.

24. For example, the Rehabilitator in his role did not provide advance information to the
court with respect to: 1)a full recitation of the actual financial condition of the company, the
assets and liabilities thereof, and, for example, the amount, status and likelihood of collecting the
receivables due and owing to the insurer from the District; 2) the critical decision to not have
Chartered bid on the renewal of the D.C. Health Care Finance (“DHCF”’) Medicaid contract, a
decision which amounted to the de facto liquidation of Chartered, as the DHCF Medicaid
contract is Chartered’s only method of producing income; 3) the Rehabilitator’s evaluations of
available options to successfully rehabilitate Chartered and providing an analysis of the strengths
and weaknesses of each option, and 4) a valuation of Chartered, both with the contract and in

particular, in the context of an asset sale, to establish the fair value of its assets.

25. While courts have been known to “rely upon” the representations of the commissioner as
regulator upon an initial application for rehabilitation, which is usually ex-parte, once the
proceeding is filed the Rehabilitator has a duty to frequently report to the court and create a
record of information as he moves forward with developing a plan of rehabilitation, executing on
that plan, and ultimately either applying to terminate the rehabilitation because the company has
been “rehabilitated” or convert it to a petition for liquidation. In all events, it is crucial for the
Rehabilitator to develop a detailed and transparent record for the interests of those who have a
statutory or common law protection or recourse further into the rehabilitation process such as the
court, directors, creditors and equity stakeholders; the Rehabilitator fell well short of complying
with his duties by merely filing two status reports, the first of which contained little meaningful
information, after he already had implemented decisions that effectively implemented a

liquidation and eliminated Chartered’s only prospect for rehabilitation.

CHARTERED’S FINANCIAL CONDITION

26. My review of the record indicates that the Rehabilitator disclosed inadequate information

concerning the actual financial condition of Chartered, what financial improvements were



necessary to accomplish a successful rehabilitation, and what aspects of that financial condition
the Rehabilitator utilized to conclude so quickly, within a matter of weeks, that it would be futile
to continue attempts at a rehabilitation. Based on my review of the record and experience, the
Rehabilitator’s conclusion was reached too quickly, without involving the court, without notice
to interested parties, and based on reasoning that is deeply flawed an inconsistent with the
universal objectives of rehabilitation.  In effect, it was a game changing decision by the
Rehabilitator for which he did not give the court an opportunity to review and approve (or

disapprove).

27. Also, the financial information in the record does not support liquidation, de facto or
otherwise. It appears that the rehabilitation was brought on due to a low risk-based capital
number. That number, however, is suspect based on the $60 million receivable owed to
Chartered by DHCF for retrospective premiums. (as well as the investment income lost from not
having the obligation satisfied). I have not been provided with the details of Chartered’s claim
against the Government and therefore have not evaluated its merits. However, | am advised that
the claim was filed by the Deputy Rehabilitator and that, for him to have filed the claim, he must
have determined in good faith that the claim has merit. That of course does not mean that there
is a guarantee that the claim will be recovered in full, but from a regulatory perspective, in my
experience, no insurer would be liquidated or otherwise deprived of its ongoing business if it 1)
is meeting its ongoing obligations and 2) has a capital shortfall that would be solved with the
collection of even a reasonable portion of a receivable that the Rehabilitator had evaluated and
determined had merit. The Rehabilitator’s conduct here undermined and disserved the goals of
rehabilitation. In my experience, with a receivable that large, on its own and in proportion to the
company’s finances, it should have been the centerpiece of any rehabilitation plan. More
importantly, the Rehabilitator should have used the existence of this receivable to the company
in pushing back on DHCEF’s insistence that it would not award the contract to Chartered,
emphasizing how self-serving DHCF’s unreasonable position appeared to be. In my opinion,
had DHCF paid to Chartered even a reasonable portion of the funds allegedly due and owing,
Chartered’s financial condition would be even stronger at that point than it had been in several

previous years.



28. The treatment of the receivable on the record is troubling. Despite the critical fact that
the Rehabilitator had assessed, calculated and asserted a claim for a receivable large enough to
remove any glint of doubt as to Chartered’s ability to survive, meet any conceivable (and still
unexplained) capital requirement and satisfy its obligations under the Medicaid contract, the debt
owed by DHCEF to Chartered is mentioned in only a cursory way to the court in any of the reports
filed by the Rehabilitator. The diligent pursuit of the collectability of that receivable, and

reporting on same to the court, should have been “job one” of the Rehabilitator.

29. The failure of the Rehabilitator to make as his first priority the aggressively pursuit of the
collection of the receivable or its monetization, in one of many forms by which it could have
been credited to the financial statement, becomes compounded in its impact when one takes into
account the pressure imposed by DHCF when it unilaterally imposed contract bidding rules
pertaining only to Chartered centered on its financial condition and rehabilitation status. It
became a self-fulfilling prophecy that Chartered would not get the DHCF Medicaid contract
because of the actions of both the Rehabilitator and DHCF. These critical facts should have been
more fully disclosed to the court, in advance of the decision not to bid and to support a
competitor’s bid, and additional options to alleviate the situation should have been pursued. For
example, had the Rehabilitator decided to bid on the contract it would have given the
Rehabilitator maximum flexibility and leverage to negotiate an agreement with AmeriHealth, or
others, that could be done in a less compressed timeframe and with the prospect of
independence. That would have gone far to assure maximum value for the insurer upon a sale, if
a sale was indicated; There was no reason, however, to make sale the only option, as an
investment, loan, or other asset monetization would have worked; it would have given Chartered
time to recover on its own (see below); and it would have removed the need (if it existed at all)
to use Medicaid experience as a criterion for selection of an investment partner, as Chartered has
25 plus years experience and all it needed was capital, not experience, to solve its singular capital

deficiency.

30. Risk-Based Capital (“RBC”) is one of the leading methods of determining the financial
health of an insurer. By measuring the ratio between its capital resources and the amount of risk

that an insurer carries, it is a reliable measure of an insurer’s financial strength in relation to the



risks that are on its books. RBC helps insurers and regulators determine the types and amount of
risk an insurer may assume. The greater the risk assumed, the greater the amount of capital that
the insurer must hold. RBC is not designed, however, to be a standalone indicator of insurer
solvency, and is one of several tools that regulators have at their disposal to maintain real time

and long term surveillance on insurers.

31. The condition of Chartered’s RBC appears to be the reason for its rehabilitation, though
the record is unclear whether the RBC standard was in fact the basis for the petition for
rehabilitation, or if there were other financial indicators relied upon by the Rehabilitator (or,
more accurately, the Commissioner as regulator, who makes the petition to the court for an order
of rehabilitation). The financial picture itself, RBC included, is as puzzling as the Rehabilitator’s
actions in this matter. Chartered’s audited financials for 2011, as well as its Third Quarter
financials for 2012 show a significantly better picture of Chartered’s financial condition. In fact,
Chartered experienced a $700,000 profit for the first three quarters of 2012. This much
improved financial condition, combined with the large receivable due from DHCF and
Chartered’s unbroken 25-year history of servicing DHCF’s Medicaid contract, casts significant
doubt that Chartered’s financial position was ever as dire as was presented by DISB, but, in any

case, would present very positive chances for its successful rehabilitation.

FAILURE OF THE REHABILITATOR

32. The Rehabilitator is charged with taking “such action as deemed necessary and
appropriate to reform and revitalize the insurer.” D.C. Code §31-1312(c); Emergency Consent
Order of Rehabilitation. The Order further provides that the Rehabilitator is provided the “(vi)
Authority to accept new or renewal business or extension of Chartered contracts.” This authority
is provided in conjunction with the mandate to “reform and revitalize” in order to stabilize the
company, give the Rehabilitator an opportunity to evaluate the long-term prospects for the

success of the rehabilitation, and then to report back to the rehabilitation court on his findings

and recommendations, rather than summarily taking action on his own that seals the fate of the

company and that of those with rights and responsibilities under the law, such as directors,

creditors and equity stakeholders.
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33. Established practice within rehabilitations and liquidations, in my experience, involves
common, almost universal initial steps; 1) evaluate and often replace senior management, who
generally played a role in causing problems giving rise to a rehabilitation, or at least in allowing
the problems to get out of hand; 2) value the company’s assets and liabilities; and 3) promptly
seek to settle accounts concerning both asscts and liabilities. Iere, in contrast, the Rehabilitator
1) seems to have retained all of Chartered’s senior executives and entrusted them with day-to-
day control and then negotiated to ensure that they would be protected with similar jobs with
AmeriHealth (First Status Report and Deputy Superintendent’s letter to McAlpine); 2) has not
conducted any valuation of Chartered, which should have been done as a going concern, and if
an asset sale was appropriate, it is unprecedented to have done so without a prior valuation of
those assets or, at least an open auction; and, 3) did not make the aggressive recovery of the

District receivables outstanding, as well as reinsurance and other assets, his first job.

34. These failures by the Rehabilitator here are compounded by his next two actions: almost
immediately putting the company up for sale and quickly deciding not to bid on retainer of the
single most important and valuable asset of the company. These two actions are inconsistent
between themselves, because the loss of the contract substantially devalues the company in any
sale; they also are inconsistent with the plain meaning of the D.C. Code provisions on
rehabilitation and the terms of the Rehabilitation Order, because the actions are not steps to
“revitalize” Chartered but are more in keeping with liquidation. As such, they should only have
been pursued after a plan of rehabilitation was submitted to the court and attempted and, if that
failed, a petition for liquidation and a plan of liquidation submitted to and approved by the
rehabilitation court. The Rehabilitator undertook each of these actions without informing or

receiving guidance from this court.

35. The Rehabilitator gave up his best leverage to assume maximum value for Chartered
when he decided to not put in a bid for the DHCF Medicaid contract. That decision immediately
significantly reduced the value of Chartered to a prospective buyer. Had he decided to enter a
bid on behalf of Chartered, there would undoubtedly be far more prospects for its purchase than
the number that ultimately showed interest. The decision to not bid unnecessarily reduced the

viable rehabilitation period to a mere six weeks by forcing the Rehabilitator into finding a buyer

11



for Chartered in advance of the December 3, 2012 bid submission deadline and gutted the value
of the company in the process. Had the Rehabilitator decided to put a bid in for Chartered he
could then continue to search for rehabilitation options for a much longer period with a greater
leverage of Chartered in the running to renew the contract. A prudent and independent
Rehabilitator would not have given away such valuable time and leverage by deciding not to

enter a bid from Chartered.

Selling the Company

36. Given the questionable severity of the financial condition of the company which
precipitated the rehabilitation order (as noted above, the record is lacking in any credible detail
on this crucial point), it is curious that the Rehabilitator almost immediately decided that a sale
of the company was not only indicated, but urgently needed as well. From my review of the
record, no genuine effort was taken to “reform™ or “revitalize” Chartered and, for the reasons
stated above and below, doing so should have been relatively easy. There is no indication as to
how sale of the company furthered these goals, and in fact the sale, as structured by this

Rehabilitator, was done in the worst possible way if the goal was to “reform” or “revitalize.”

37. The negotiation of the Asset Purchase Agreement with AmeriHealth by the Rehabilitator
has been done without any proper valuation of Chartered. It appears from the record that
AmeriHealth agreed to pay $5 million to Chartered for Chartered’s assistance in preparing
AmeriHealth’s bid—itself a perplexing and unprecedented step for a Rehabilitator—if
AmeriHealth wins the contract. It further appears, and I am advised, that all of Chartered’s other
assets, including its contracts, its provider network, its personal property, its intellectual
property, and its accounting records among other things, are to be transferred to AmeriHealth for
no additional compensation. No reasonable Rehabilitator would transfer a company’s valuable
assets to a competitor for no payment whatsoever. The Rehabilitator should have commissioned
a valuation and presented that to the court along with substantiation for his sale of the asset, or a
competitive sale of the assets to achieve maximum recovery for Chartered. Instead the
Rehabilitator gives Chartered’s assets away, something 1 have never seen through dozens of

rehabilitation and liquidation proceedings during my career.
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Failing to Bid

38. The D.C. Code and this Court’s Rehabilitation Order gives explicit authority to the
Rehabilitator to engage in contracts, whether new or the renewal of existing contracts, for the
simple reason that the Rehabilitator is charged with maintaining the entity as a going concern
while the reasons for rehabilitation are mitigated or abated. Restoration of the company to
financial health should be the first priority. Wholesale reformation of a company is not
envisioned by the rehabilitation laws premised upon the NAIC Model Act, at least until all less
extreme avenues are explored. Study, evaluation, plan development and regular interfacing with
the rehabilitation court are all contemplated under the law and the practice of insurer

rehabilitation and insolvency management in the United States.

39. From my review of the record, it appears that DHCF told the Rehabilitator that Chartered
could not win the Medicaid contract unless it had new ownership and was out of rehabilitation.
In my experience, the “new ownership” requirement lacks any basis. As to getting out of
rehabilitation, assuming that is a legitimate requirement, there were many opportunities to “cure”
Chartered’s capital depletion that the Rehabilitator foreclosed by not bidding. But the first thing
that strikes me from my review of the record is that the Rehabilitator apparently accepted the
DHCF’s conditions without question or resistance. It is the Rehabilitator’s duty to fight for the
company in rehabilitation, and by accepting seemingly untoward conditions the Rehabilitator
here breached his obligations. It is the purpose of the rehabilitation that the subject company be
released from rehabilitation to carry on its business in the future. The Rehabilitator ensured that
Chartered could not do so. Instead, the Rehabilitator should have bid on the DHCF contract, then

explored all options with more time and more leverage, as discussed above.

40. The Rehabilitators failure to conduct a proper rehabilitation in accordance with the D.C.
Code leads me to the inescapable conclusion that the Rehabilitator was operating under a pre-
ordained and de facto liquidation plan that was not presented to or approved by the court, rather
than a genuine effort at rehabilitation. A true rehabilitation would have required the

Rehabilitator to do so much more than come to the precipitous decision not to have Chartered bid
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on the DHCF Medicaid contract, thereby cutting off the company’s lifeblood and enter into the
terms and conditions of the Asset Purchase Agreement with AmeriHealth which gave away

Chartered’s essential and valuable assets.

CONFLICTS OF INTEREST

41. Conflicts of interest are pervasive in the administration of this rehabilitation proceeding.
As a regulator and otherwise, I have seen any number of insurers who are brought into
receivership because of problems arising from conflicts of interest. I have never, before this case
seen a receivership that itself was so conflict ridden. The first and most critical contflict is that
the District government owes Chartered $60 million (or more); forced Chartered into
rehabilitation because Chartered had inadequate capital (when its capital would be more than
adequate if the District government had paid); then through the agency that owes the money
imposed suspect conditions on Chartered’s ability to win the contract (DHCF asserted it would
not renew Chartered’s Medicaid contract as Chartered was then constituted, which the
Rehabilitator says justifies his precipitous decision not to submit a bid on behalf of Chartered);
and then, through the DISB/Rehabilitator, quit Chartered’s business and left the claims against
the government with the remains of Chartered, which has no resources, revenue or ability to
generate revenue to fight for its claim. As such, it appears this whole proceeding has the effect
of putting a major creditor of the District government in the weakest possible position to collect
from the government. I have never seen such a pervasive conflict. At a minimum, this conflict
alone required the Rehabilitator to seek court guidance and permission even more than the usual
case, when in fact the Rehabilitator failed to bring matters to the court’s attention at a level

expected even in the absence of conflicts.

42. This conflict must explain why this proceeding was not readily resolved. It is highly
unusual in insurer receivership that all key players are so closely related. Given that the
controlling players are two governmental agencies, I would have thought it would be relatively
easy for the Rehabilitator to facilitate a readily-available remedy for Chartered rather than the
death sentence that was delivered. A small amount of cooperation among the interested parties
could have resolved Chartered’s capital depletion, but instead the D.C. agencies threatened one

another on the one hand, and then operated apparently in concert on the other, giving Chartered

14



little chance of coming out of the rehabilitation process reformed or revitalized. Offering an
extended contracting period without punitive demands relative to the company’s status in
rehabilitation, an acknowledgement of the debt owed by the District to the carrier and a
negotiated settlement thereon, and the development of a legitimate plan for rehabilitation all
would have given Chartered, its directors, creditors and equity stakeholders fairer treatment.

Instead, a genuine rehabilitation appears to have been frustrated by governmental self-interest.

43. Further, the structure of the contract with AmeriHealth reveals the extent of the conflict.
The Chartered claim against DHCF is left to Chartered to pursue, with no Medicaid contract,
expert staff or income with which to pursue the claim. The Government thus has engineered a
situation where, instead of the Rehabilitator serving the interests of Chartered and its employees,
enrollees and providers, it serves the Government’s interests in leaving a substantial creditor in a

weakened position to pursue its claims.

CONCLUSION

44, In my experience, based upon many opportunities to interface with directors both as a
regulator and as a private attorney and consultant, it would have been irrational for Chartered’s
board to agree to rehabilitation if they knew the proceeding would quickly lead to liquidation, as
the Rehabilitator’s actions effectively does. The Rehabilitator did not fulfill his duties to inform
the Court of his plan before implementing it and, given the nature of that plan, to file a petition
for liquidation prior to bypassing the opportunity to bid and entering into an agreement with
AmeriHealth. This would have given the directors, as provided by the D.C. Code, and others,
including creditors and shareholders, an opportunity to be heard by the courts so it could make

an informed decision on a robust record. That is what the rehabilitation statute requires.

45. The court’s role in rehabilitation is critical, as expressed above, if for no other reason
than to make certain that the Rehabilitator is operating according to the rule of law, provisions of
the Rehabilitation Order and in the interests of those to be served by the rehabilitation process.
Party-in-interest cited to, and I reviewed as part of my analysis, the decision in the matter of
Consedine v. Penn Treaty Network America Insurance Co. In my twenty-five years in and

around insurance, insurance regulation and rehabilitations/liquidations, I have not found another

15



case decision as important to understanding how rehabilitations are supposed to work. The court
there went to great lengths to analyze the law under an NAIC Model Act and then determine that
the rehabilitator there abused his powers in thwarting the reforming and revitalizing of the
subject carriers in favor of setting the stage for a liquidation of those entities. I see many
parallels between the facts there and here. Here, the Rehabilitator frustrated the ability of
Chartered to rehabilitate, foreclosed opportunities to reform and revitalize Chartered, and acted

contrary to Chartered’s best interests and his own duties.

46. In conclusion, in my view, the Rehabilitator did a disservice to this Court, by putting it in
the position of having to pass on actions that might have been reasonable had this been a
liquidation, but were wholly inappropriate for a rehabilitation. It is my opinion that the
Rehabilitator in this case should have undertaken far more extensive steps to conduct a true
rehabilitation of Chartered and that given its experience Chartered could have and still could

emerge from a successful rehabilitation to continue operating as a viable insurance entity.

Dated: Albany, New York
March 20, 2013

ORYV. SERIO

Sworn to before me this
20" day of March, 2013

Notary Publi'(\rj

PETER J. MOLINARO
NOTARY PUBLIC-STATE OF NEW YORK
No 02MO6186279
Qualifted in Albany County
My Commission Expires April 28, 20110}
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List of Reviewed Materials

Party-In-Interest D.C. Healthcare System, Inc.’s Motion for (1) Stay Pending Appeal of the
Order Approving the Asset Purchase Agreement, Plan of Reorganization and Related
Matters; and (2) Injunctive Relief.

. D.C. Chartered Health Plan, Inc. Statutory Statements of Cash Flows; Admitted Assets,
Liabilities, and Capital and Surplus; Revenue and Expenses; Changes in Capital and Surplus
Period Ending September 30, 2012.

. Affidavit of Lorie E. Lupkin in Support of Party-In-Interest D.C. Healthcare System, Inc.’s
Motion for (1) A Stay Pending Appeal of the Order Approving the Asset Purchase
Agreement, Plan of Reorganization and Related Matters; and (2) Injunctive Relief; And all
Accompanying Exhibits.

. The Special Deputy to the Rehabilitator’s Verified Memorandum of Points and Authorities in
Opposition to the Party-In-Interest D.C. Healthcare System, Inc.’s Motion for (1) Stay
Pending Appeal of the Order Approving the Asset Purchase Agreement, Plan of

Reorganization and Related Matters; and (2) Injunctive Relief, And all accompanying
exhibits.

. D.C. Code Title 31, Chapter 13 Insurers Rehabilitation and Liquidation Procedures;
Special Deputy to the Rehabilitator’s First Status Report; And all accompanying exhibits;
Special Deputy to the Rehabilitator’s Second Status Report; And all accompanying exhibits;

. Consedine v. Penn Treaty Network Am. Ins. Co., 2012 WL 6721078, *68 (Pa. Comm. Ct.
May 3, 2012).

. Email dated March 18, 2013 from the D.C. Attorney General’s Office From Thomas M.
Glassic to Jennifer Sincavage re: September 9, 2012 D.C. Chartered Health Plan, Inc.
Quarterly Statement.
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EXHIBIT 2



D.C. CHARTERED HEALTH PLAN, INC.
Statutory Statements of Cash Flows
Period Ended September 30, 2012

Cash flows from operating activities
Premiums collected, net of reinsurance
Benefit payments

General and administrative expenses paid
Net investment income

Federal income taxes (paid) recovered

Net cash (used in) provided by operating activities

Cash flows from investing activities
Proceeds from investments
Costs of investments acquired

Net cash used in investing activities

Cash flows from financing activities
Other cash provided, net

Net cash (used in) provided by investing activities
Net decrease in cash, cash equivalents and
short-term investments

Cash, cash equivalents and short-term investments
Beginning of year
End of year

$ 289,299,226
(257.456,561)
(39,424,329)
157,581

(7,424,083)

2,515,700
(2,916,667)

(400,967)

842,746

842,746

(6,982,304)

16,975,318

$ 9,993,014




D.C. CHARTERED HEALTH PLAN, INC.

Statutory Statement of Admitted Assets, Liabilities, and Capital and Surplus

September 30, 2012

Admitted Asscts
Bonds, at cost which approximates fair value
Cash, cash equivalents and short-term investments

Total cash and invested assets

Accrued investment income

Uncollected premiums

Accrued retrospective premiums

Reinsurance recoverable

Electronic data processing equipment and software
Health care recejvables

Total admitted assets

Liabilities, capital and surplus
Claims unpaid

Unpaid claims adjustment expenses
(rher liabilities and accrued expenses
Federal income tax payable

Total liabilities

Class A common stock - $0.10 par value, 1,000 shares authorized,

issued and outstanding
(Gross paid-in and contributed surplus
Unassigned surplus

Total capital and surplus

Total liabilities, capital and surplus

15,628,805
5,993,014

25,621,819

175,707
4,982,344
32,000,000
18,855
152,335

62,951,260

45,807,749
1,275,722
6,575,692

254,878

53,914,041

100
4,690,419
4,346,700

9,037,219

62,951,260




D.C. CHARTERED HEALTH PLAN, INC.

Statutory Statement of Revenue and Expenses
Period Ended September 30, 2012

Underwriting income
Net premium income

Underwriting expenses

Claims incurred

Claimis adjustiment expenses
General administrative expenses

Total underwriting expenses
Net underwriting income

Net investment income
Net loss from premium balances charged off
Other income (expense)

Net income (loss) before federal taxes
I'ederal income tax expense

Net income

300,950,889

262,021,803
7,981,318
23,937,896

293,941,017

7,009.872

210,605
6,000,000
(492,253)

728,224

254,878

473,346




D.C. CHARTERED HEALTH PLAN, INC.
Statutory Statement of Changes in Capilal and Surplus
Period Ended September 30, 2012

Capital and surplus, beginning of year
Net income (loss)
Change in nonadmitted assets

Change in net deferred income taxes

Capital and surplus, end of vear

$ 5.949,445
473,346

2,614,428

$ 9037219
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sTATEMENT As oF September 30, 2012 or e DC CHARTERED HEALTH PLAN, INC.

ASSETS

Current Statement Date 4
1 2 3
Net Admitted December 31
Nonadmitied Assels Prior Year Net
Assets Assets (Cols. 1-2) Admitted Assels
1. Bonds 15,628,805 15,628,805 15,025,957
2. Stocks:
21 Preferred stocks
22 Commonstocks .. . ... ...
3. Mortgage loans on real estate:
3.1 Firstliens —_—
3.2 Other than first liens
4. Real estate:
44  Properties occupied by the company (IS8 $.vevnrerevend 0
encumbrances) .. .
42  Properties held for the production of income (less $ a0
encumbrances) .. . sé
4.3 Properties held for sale {iess $.... ...0 encumbrances)
5. Cash ($.....(1,270,002)), cash equivalents ($......11,263,015) and
short-term investments ($... 0) 9,993,014 . 9,993,014 ... 16,975,318
8. Contract loans (including §. ....0 premium notes)
7. Derivatives ...
8 Other invested assets .
9. Receivables for securities
10,  Securities lending reinvested collateral assets ...
11, Aggregate write-ins for invested assets ; ;
12, Sublotals, cash and invested assets (Lines 1to 11) 25,621,819 25621819 32,001,275
13, Title plants less §..............0 charged off (for Title insurers only) . .
14,  Investment income due and accrued . 175,707 175,707 122,683
15, Premiums and considerations:
151  Uncollected premiums and agents' balances in the course of
collection . 4,982,344 4,982,344 5,299,409
15.2 Deferred premiums, agents balances and |nstallments booked
but deferred and nol yet due (including §...............0 eamed but
unbilled premiums) ... ........ Z ST
15.3  Accrued retrospective premiums .. 32,000,000 32,000,000 ..., 20,000,000
16.  Reinsurance:
16.1  Amounts recoverable from reinsurers . . 18,855 18,855 246,430
16.2 Funds held by or deposited with reinsured companies
16.3  Other amounts receivable under reinsurance conlracts N3
17.  Amounts receivable relating to uninsured plans ..
18,1 Current federal and foreign income tax recoverable and interest thereon
18.2  Net deferred tax asset !
19, Guaranty funds receivable or on deposit . .. e e—— -
20.  Elecironic data processing equipment and software 311,334 ... 158,799 152,535
21.  Fumiture and equipment, including healith care delivery assets
[ —) aas " " . 360,551 360,551
22, Net adjustments in assets and liabilities due to foreign exchange rates
23, Receivables from parent, subsidiaries and affiliates ; ”
24, Health care (§..............0) and other amounts receivable . 1,675,000 1,675,000 143721
25.  Aggregate write-ing for other than invested assets 1,253,791 1,253,791
26,  Total assets excluding Separate Accounts, Segregated Accounts and
Protected Cell Accounts (Lines 12 to 25) 66,399,401 3,448,141 62,951,261 57,844,791
27.  From Separate Accounts, Segregated Accounts and Protected Cell
Accounts -z . i
28, Total (Lines 26 and 27) .. 66,399,401 3448141 62,951,261 57,844,791
DETAILS OF WRITE-INS
1101.
1102,
1103, .. = ; y =
1198. Summary of remaining write-ins for Line 11 from overflow page
1199. TOTALS (Lines 1101 through 1103 plus 1198) (Line 11 above} . .. .
2501. PREPAIDS .. 1,070,303 1,070,303
2502. DEPOSITS i . 162,205 162,205
2503. ADVANCES - EMPLOYEE ; 21,283 21,283
2598. Summary of remaining write-ins for Line 25 from overﬂow page
2599. TOTALS (Lines 2501 through 2503 plus 2598) (Line 25 above) 1,253,791 1,253,791
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STATEMENT A5 oF September 30, 2012 or ie DC CHARTERED HEALTH PLAN, INC.

LIABILITIES, CAPITAL AND SURPLUS

Curent Period Prior Year
1 2 3 4
Covered Uncovered Total Total

1. Claims unpaid (less $.......cree 0 reinsurance ceded) . .45,807,749 45,807,749 43,000,000
2. Accrued medical incentive poo! and bonus amounts " - | [ —
3. Unpaid claims adjustment expenses ...... S L 0 .. 1,275,122 1,275,722 1,275,722
4, Aggregate health policy reserves, including the ||abl||ty of$ .....0 for medical loss ratio

rebate per the Public Health Service Act .
5. Aggregate life policy reserves . .
6. Property/casualty uneamed premium reserve
7. Aggregate health claim reserves
8. Premiums received in advance .. ... — - I .
9. General expenses due or accrued . : ...6,300,658 6,300,658..... 7,313,520
10.1  Current federal and foreign income tax payable and interest thereon (|ncludmg $ sl

on realized gains {losses)) .. 254,878 ... 254,878
10.2  Net deferred tax liability . .
11, Ceded reinsurance premiums payable "] , .
12, Amounts withheld or retained for the account of others .95,638 . 95,638 122,176
13.  Remiltances and items not aliocated . L
14, Borrowed money (inciuding §..............0 currenl) and interest thereon 5 0

(including $.......c...un. 0 current)
15 Amounts due to parent, subsidiaries and affiliates
16.  Derivatives .
17.  Payable for securities .................... T, ey
18.  Payable for securities lending TP PO RTINS R
18.  Funds held under reinsurance treaties with ($...............0 authorized reinsurers and

$....ooeve.0 Unauthorized reinsurers)
20.  Reinsurance in unauthorized companies ;
21.  Net adjustments in assets and liabilities due to foreign exchange rates
22, Liability for amounts held under uninsured plans .. R O - -
23.  Aggregate write-ins for other fiabilities (including §...............0 cument) 179,395 179,395 183.928
24.  Tolal liabilities (Lines 110 23) ... 53,914,041 [t 53,914,041 . 51,895,347
25.  Aggregate write-ins for special surplus funds XXX . XXX .
26.  Common capital stock XXX, XXX 100 100
27, Preferred capital stock . s XXX XXX ;
28.  Gross paid in and contributed surpius XXX XXX 4,690,419 4,690,419
29.  Surplus notes S XXX ... XXX .
30.  Aggregate write-ins for other than spectal surplus funds L XXX XXX i i
31, Unassigned funds (sumplus) XXX, XXX ...4,346,700 .1,258,926
32, Less freasury stock, at cost:

321 .. ....0 shares common (value included in Line 26 $...... XXX XXX

322 .. ...0 shares preferred (value included in Line 27 § XXX XXX ;
33, Total capital and surplus {Lines 25 to 31 minus Line 32) XXX XXX 9,037,219 5,949,445
34, Total Liabilities, capital and surplus (Lines 24 and 33) XXX XXX 62.951,260| ... 57,844,791
DETAILS OF WRITE-INS
2301. UNCLAIMED CHECKS 179,395 179,395 183,928
2302.
2303 ... R v EvoviPierievovpres
2398. Summary of remaining write-ins for Line 23 from overflow page )
2399. TOTALS (Lines 2301 through 2303 plus 2398) (Line 23 above) 179,395 179,395 .. 183,928
2501, XXX, XXX
2502. XXX, XXX
2503. ... .. - FE—— XXX XXX
2598, Summary of remaining write-ins for Line 25 from overflow page XXX XXX
2599. TOTALS {Lines 2501 through 2503 plus 2598) {Line 25 above) XXX XXX
3001, XXX . XXX .
3002, XXX. XXX
3003. SRR sE G XXX XXX
3098. Summary of remaining write-ins for Line 30 from overflow page XXX XXX
3099. TOTALS (Lines 3001 through 3003 plus 3088) (Line 30 above) XXX XXX
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STATEMENT As oF September 30, 2012 or vt DC CHARTERED HEALTH PLAN, INC.

STATEMENT OF REVENUE AND EXPENSES

Prior Year
Prior Year Ended
Current Year To Date To Date December 31
1 2 3 4
Uncovered Total Total Total

1. Member Months ... ........c...... e I N . > XXX . 987,152 | ........ . 992601| . 1,325,230
2 Net premium income (including §...............0 non-health premium income) ... b XXX o | ... 300,950,889 ... . 268,346,534 ... .. 383,743,178
3 Change in uneamed premium reserves and reserves for rate credits . ... XXX
4. Fee-for-service {net of $...............0 medical expenses) .............. ... AL e XXX
5. Risk revenue e PPN m— 5 XXX
6. Aggregate write-ins for other health care related revenugs ... .. e ) XXX
7. Aggregate write-ins for other non-health revenues - —— —— XXX
8. Total revenues (Lines 2t0 7) .. . [ NESSS————— |-t (O QG— S 300,950,869 | ... 268,346,534 . ... 383,743,178
Hospital and Medical:
9, Hospital/medical benefits . .. : 3 ’ o—y N of ” o . 117,070,127 | ....... 77,963,906 155,021,186
10. Other professional services ; o . s ool T . 57,536,995 |...... . 90,668,798 78,259,757
11a Outside referrals .. i ) : < e
12 Emergency room and out-of-area : N i o . " 45,199,329 | ...... 47,763,274]........ 66,604,970
13, Prescription drugs . . . . PERTRNYy o 40,768,282 32,080,110 45,297,314
14, Aggregate write-ins for other hospital and medical SIS B SR S o ....1,662645( ... 1,359,033 .. ... 2115329
15. Incentive pool, withhold adjustments and bonus amounts
16, Subtotal (Lines 9 fo 15) S —— i 262,237,378 249,835,121| ..., 347,298,556
Less
17 Net reinsurance recoveres ......................... 2 : 2155741 ... .....178.459 .. 102,156
18. Tatal hospital and medical {Lines 16 minus 17) ......... - = 262,021,804 249,656,662 346,596,400
19. Non-health claims (net) AARpPIPA
20. Claims adjustment expenses, including $.......4,249,486 cosl containment expenses ... ... : 7,981,318 . 6,480,546 12,344,021
21. General administrative expenses iR T S . = 23,937,896 19,343,721 26,915,784
22. Increase in reserves for life and accident and health contracts (including §..............0 increase

in reserves for life only) RO NPT i
23 Total underwriting deductions (Lines 18 through 22) e GEANS ) .. 293941.018] ... 275480,929 385,856,205
24, Net underwriling gain of (loss) (Lines 8 minus 23) . ... . KRR : oo XXX | 7,009,871 L (7.134,385) ). (2,113,027)
25. Net investment income eamed . o —) R . ...210,805 ..808,148|......... 271,136
26. Net realized capital gains {losses) less capital gains tax of $.............0
27. Net investment gains or (losses) {Lines 25 plus 26} ... S : 210,605 808,148 271,136
28. Net gain or {loss) from agents' or premium balances charged off [{(amount recovered

$....orornenr0) (@mount charged off $......6,000,000)] ... e . . - (6,000,000) ... ——| (10,000,000)
29. Aggregate write-ins for other income or expenses P - . (492.254)| .. ... .7.500,000 ... 2487676
30. Net income or (loss) after capital gains tax and before all other federal income taxes {Lines 24

plus 27 plus 28 plus 29) ; vaan: . . XXX ... 728,222 .. 1.173,753 ... (9,354,215)
31. Federal and foreign income taxes incurred .. ... . — XXX 254.878 410,813
32 Net income (loss} (Lines 30 minus 31) [— . XXX 473,343 762,940 {9,354,215)
DETAILS OF WRITE-INS
0601. X et o & XXX
0602. ... .. . y XXX
0603. A AONPIA : : XXX
0698.  Summary of remaining write-ins for Line & from overflow page = XXX
0699.  TOTALS (Lines 0601 through 0603 plus 0698} (Line 6 above) . . XXX
0701, . N . i PRI 7 . XXX
0702. . I v . . XXX
0703, . e - . XXX
0798.  Summary of remaining write-ins for Line 7 from overflow page . . XXX
0799.  TOTALS (Lines 0701 through 0703 plus 0798) {Line 7 above) XXX
1401.  OTHER MEDICAL CLAIMS - DME ‘ 1,662,645 1,359,033 2,115,329
1402
1403. : ?
1498.  Summary of remaining write-ins for Line 14 from overflow page
1499, TOTALS (Lines 1401 through 1403 plus 1498) (Line 14 above) 1.662.645 1.359.033 2,115,329
2901.  Dental Settiement with DCHF 7,500,000 7,500,000
2902 Write-off balances - Notes Receivable and AR - Other : (428,694) Yo
2903,  Write-off balances Due To/From Parent . .. ... ; : M| . (66,251) . .. (3,855,522)
2998.  Summary of remaining write-ins for Line 29 from overﬂow page — 2,691 R {1.156,802)
29998, TOTALS {Lines 2901 through 2903 plus 2998) (Line 29 above] _{492.254) 7,500,000 2,487,676
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STATEMENT AS oF September 30, 2012 or e DC CHARTERED HEALTH PLAN, INC.

STATEMENT OF REVENUE AND EXPENSES (Continued)

1 2 3
Prior Year
Current Year Prior Year Ended
To Date To Date December 31
CAPITAL & SURPLUS ACCOUNT

33 Capital and surplus prior reporting year 5949,445|. ... 17444647 .. 17444647
34, Net income or (loss) from Line 32 473,343 ... 762,940 ... ... (9,354,215)
35, Change in valuation basis of aggregate policy and claimreserves .. .. ... ol
36. Change in net unrealized capital gains (losses) less capital gains tax of $.........0
37. Change in net unrealized foreign exchange capital gain or (loss)
38. Change in net deferred income lax (3,319,807)
39. Change in nonadmitted assets 2,614,428 (667.452) . 1,611,527
40. Change in unauthorized reiNSUTANCE m uwi. aiivii hemid ritsbr s sed s 3 Lo wine L v | s v T | (7 ediina Tosc e i i
41, Change in freasury stock
42. Change in surplus notes
43. Cumulative effect of changes in accounting principles ...
44, Capital Changes:

441  Paidin

44,2 Transferred from surplus (Stock Dividend) ...

443  Transferred to surplus .
45, Surplus adjustments:

451  Paidin 1]

45.2  Transfemed to capital (Stock Dividend) ... ..

453  Transferred from capital
48. Dividends to stockholders
47.  Aggregate write-ins for gains or (losses) in surplus 363.211 {432,707)
48 Net change in capital and surplus (Lines 34 to 47) 3,087,772 458,699 ... (11.495,202)
49, Capital and surplus end of reporiing period (Line 33 plus 48) 9,037,216 17,903,346 5,949 445
DETAILS OF WRITE-INS
4701. CORRECTION OF PRIOR PERIOD ACCOUNTING ERROR i (102,734) (432,707)
4702. CHANGE IN CAPITAL ASSETS & FIXED ASSET DEPRECIATION caxtin 89 2
4703. ADJUSTMENT FOR DTA AL R od65,910 et
4798.  Summary of remaining write-ins for Line 47 from overflow page — .
4799. TOTALS (Lines 4701 through 4703 plus 4798} (Line 47 above) 363,211 (432.707)
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STATEMENT As oF September 30, 2012 of THe DC CHARTERED HEALTH PLAN, INC.

CASH FLOW

1 2 3
Current Prior Prior
Year Year Year Ended
To Date To Date December 31
Cash from Operations
1z Premiums collected net of reinsurance .. 289,299,226 263,981,738 366,272,113
2. Net investment income 157,581 603,643 303,881
3. Miscellaneous income .
4. Total {Lines 1 to 3) 289,456,807 264,585,381 366,575,994
5. Benefit and loss related payments 257,456,561 248,346,493 333,628,360
6. Net transfers to Separate Accounts, Segregated Accounts and Protected Cell Accounts ... . |....... .. ... ks ; s
7. Commissions, expenses paid and aggregate write-ins for deductions 39,424,330 18,205,987 45,030,386
8. Dividends paid to policyholders
9, Federal and foreign income taxes paid (recovered) net of $............. 0 tax on capital gains
(losses) : (238,109) (3,368,568
10, Total (Lines 5 through 9) 296,880,891 266,314,371 375,290,159
1. Net cash from operations (Line 4 minus Line 10} (7,424,084)|. {1,728,990) (8,714,165)
Cash from Investments
12. Proceeds from investments sold, matured or repaid:
121 Bonds 2313819 2,190,900 4,167,752
122 Stocks
123 MOMGAOE I0ANS 1vivivivnssvssnenssnsiomssioiarissmmasmsesnemssssesrrsrsmsrsnnsmesrsmes monns | sttty frasscisi L
124  Real estate
125  Other invested assets .. 13,283 33,991
126  Net gains or (losses) on cash, cash equivalents and short-term investments
12,7 Miscellaneous proceeds .. 188,599 X
128  Total investment proceeds (Lines 12.1 to 12.7) 2,515,700 2,190,900 4,201,743
13. Cost of investments acquired {long-term only):
131 Bonds 2,916,667 . . 4,390,000]........... 7,049,630
132  Stocks ..
13.3  Mortgage loans
134  Real estate
135  Other invested assets
136  Miscellaneous applications . "
137  Total investments acquired (Lines 13.1t0 13.6) © 2,916,667 4,390,000 7,049,630
14, Net increase (or decrease) in contract loans and premium notes iy
15, Net cash from investments {Line 12.8 minus Line 13.7 and Line 14) ....... . (400,966) (2,199,100 (2,847,887}
Cash from Financing and Miscellaneous Sources
16. Cash provided (apptied):
16.1  Sumlus noles, capital notes .. 117,989
162  Capital and paid in surplus, less treasury stock 0 0
16.3  Borowed funds o 4
164  Net deposits on deposit-type contracts and other insurance liabilities (2,847,921)
165  Dividends to stockholders . r .
16.6  Other cash provided (applied) o 842,747 {545,661) (267.912)
17. Net cash from financing and miscellaneous sources {Lines 16.1 through 16.4 minus Line 16.5
plus Line 16.6) . . — i 842,747 (3,275,593) (267,912)
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 (6,982,303) (7,203,683) (11,829,964)
19. Cash, cash equivalents and short-term investments:
19.1  Beginning of year y . 16,975,318 28,805,282 28,805,282
19.2  End of period (Line 18 plus Line 19.1) . . 9,993,014 21,601,599 16,975,318
Note: Supplemental Disclosures of Cash Flow Information for Non-Cash Transactions:
20.0001 | Long-term CDARSs were reported as cash in the 12/31/11 annual statement - this was corrected
in the 1Q 2012 filing and they are properly reported as Schedule D assets )
20.0002 | Notes Receiveable were reported as aggregate write-ins at 12/31/11 - at 3/3112 a
reclassification was made as these assets should be reported as Other invested Assets .

Q6




e 6591 10 SAXE) 3)

s Wy} Jdwaxs |||AX BilL IBApa JO Junowe usiium swnjwaid yesy o4 (e)

L62'PY0'6YZ

61’60 T

664'995'282

0B0'E6L'E}

gag'seLgl <

BRIy ] e

LEIETT9e

1y0'5eL'85¢ "

£85'228"10¢ "

“TTS30IN8G
QIE UJ[ERH JO LOISIAQLG 10} PLINAUL JUROLY

*** 530IAIAG A1) Y{E3H JO UOISIAQI 10} PIEC Junowy

** pawWes swniwalg Ajensed/Apadoid

Tttt DRUIRT SWNIWRI YHesH

SRSRAES [ RS———. | ———— o ———————————— A ————————
T L o) R, PR [ttt FPmprppesss prasssss) SN S DO
...... R e e S o T,
P YT Ty Y Y wNm.NN........... P Ty O T LG SeasiaReanirrarasa] SRierreracattaasar] recesssreanantirey Nm#_w seeeessasesres | sareemesrrererarnener Mﬂ#.#N EEEE T T T ey e e e Ty ....Um._._noz—mhmﬂucw_gm&_mu_QmDI o)
T T T | | e g T S g e e

962768

geg' Ly

J6RIGEE

.

‘poliad 10} S13juncou3 AIoje|nguy Jaquisyy jejoL

960'268

051'486

T S IO 3G JBSA Juaung

~Er ey T = T e (g aing 3
IRt PY LY AT I 699'g ° 219804 S jayene pig) ‘v

I
999°00) 1

80L'86

Ty TR
BEEILL e

Thpizy

€12'904

BROZLL

aggI0L} e

* Jayeny puodsg

 Japeny jsi

" JgaA Joug

b

JO pUa Je SISqUWBY j2joL

B3yl

0l

PIEdIpapy
XIX 8L

a1eaipapy
THAX 2L

Ueld Wsusg
Yyeay savhojdwig
[esapad
L

Auo
ejusq

9

fuo

UOISIA

g

Wawaddng
aleApapy

4

dnoig [EYT]

£ [

Al

P3N ® |ENSOH)

]

|EjoL

NOILYZITILN ANV INJWTTOUNT ‘SWNINI¥d 40 LISIHX3

"ONI ‘NV1d HL1v3H GI4318VHI 9Q3KL 07102 ‘0¢ Jaquiaydag 40 sv inawalvis

Q7



wESE< mscom E< _oon_ m>_E$=_ |EOIpSN Paniday 6666680

6vL'208'Gk i ~ predup) swield [e10L 66666.0
" PRYYIM SIUNOWY [E]0] 6866690
TS &amﬂ_ EﬁEzs 2« Em_"_ 35_..;_: 6656650
AT B T T — " S{EIOIANS BO6BEY0
850'620GL ¥ CETTEEEEEOIG069e9 T |€9Gzeeyl | peisa0g - peisi Alenpinipu JoN Sjunoday ejebeibby 66666€0
......5285 Em_ FERDIAPUTToN S1UT030y SEBaBBy 6656620
L0L'9E2'9L 1¥2'920'c " 098'602°EL T a_s SWE) P3isny Allenpinpu) 6666610
999°89Y |1 - R TR VT I " J19)UsY [e}dsoy uojbulysep
st -1 . e sy ey

pledup swie1d pajsr] Allenpjajpul

fejoL sAeq 0Z) 13A0 SAEP 0Z} - 16 SAeq 06 - 19 SABQI 09- 1€ sheq 0g- } Junodoy
1 9 ] 14 £ Z |
swieJ predup jo siskeuy Bujby

(pauodalun pue papoday) SNNOE ANY ATOHHLIM “100d FAILNIONI ANV aAlVdNN SWIV1D
*ONI ‘NY1d HLTv3H Q34314VHO 0Q3HL40g}0Z ‘0 Jequisydag J0sv Inanalvis

Q8



uwm__mea 184 j0u siapIAQId O} SEOLBAPE JO SUBO)|

'§ Sspnjox3 (e)

180°662°6€ T 29S 00K 0F T 084408 T T vee'809'6 ke ‘| 2vS'0oroy “Teb+ i+ 0L-6SeUr) SEIOL b
i i i fii ) ; S)UNOWE SNUO PUE Sjood SANUBOLY [2AIPAY ') o
U gEaYUOL B0 ) =
616702 000'629'} "+ (e) sa|qenisoal aloY)Rs Q)
000'000'€Y '|052'208'sy P6S'€82'212 | 2¥S'001'08 ’ v 8 a} | sauf) |ejolqns yjee 6
X i : T . WesyByo g
§50'160'0Y |08z Loy "(£50'085'902 T|€ZGBOE'LE I e " pIedlpay - XIX SplL L
ol v it AT e o PSR L i e s RN - HAX L 9
el s s g iian e saakodug [e19pa .m
—— ———— L) o Ajuo woisiA N
ATV, ARSI | N——1 | —————— e 0Pew | VR T ea B PR S BB o= 380w v e Ajuo [ejuag 0
Aeevra s e rsa s | e sdrnnaa s ieabasassekl] dedviiiiiaissabanen divaka ] srdaaa v da e s smmba | ket senanmiatansaseand | woeisurasrddiiieiasreeiat [astseaatatiecerreacerniras wCQE&—QﬁBw 0._m0_—uw§ .N
SHE'R0B'Z | B10'Ze0E T A e e I VK 1] it L0780 " s A_mu_vm:._%_ﬂ_amoé ansuayudwag b |
195 1011d {e+| suwnjody IE9A 1234 10Id IEEN IBaA JUBlINg O ssaujsng
jJo1£98q S183A J0lid U) ay; Buyng 101€98Q al Buung { Klenuer 0} Jojid 0
Aiigent paunou| swie paLinau| swie) pledun swie pauNou| swWiey) paunou] sweiy aup
wee ug ug uQ uo
PUE BAJ3SAY
wield psjewiis3 ¥ £ [4 l
18YenD) JusIng ajeq 0) 1eaA pied
o puz SWwier
9 §

FONVANSNIZY 40 LIN-HVIA ¥ORd-0IVANN SWIVTD 40 SISATYNY
L19IHX3 LNJWLSIANI ANV ONILRIMYIANN

"ONI ‘NV'1d HLTV3H QIHILYVHO IQ 02|02 ‘0¢ Jequisydag <0 sv inanalvis



sTATEMENT A5 oF September 30, 2012 orTie DC CHARTERED HEALTH PLAN, INC.
Notes to Financial Statement

1. Summary of Significant Accounting Policies

a. Accounting Practices

The financial statements of DC Chartered Health Plan (“Chartered™) are presented on the basis of
accounting practices prescribed or permitted by the District of Columbia Department of Insurance,
Securities and Banking (DISB). The DISB recognized only statutory accounting practices
prescribed or permitted by the District of Columbia (District) for determining and reporting the
financial condition and results of operations of an insurance company and for determining its
solvency under the District of Columbia Insurance Code. The DISB has adopted the National
Association of Insurance Commissioners' NAIC) Accounting Practices and Procedures Manual as
a component of prescribed or permitted practices for the District. The DISB has the right to permit
specific practices that deviate from prescribed practices. There is no deviation from the NAIC
Accounting Practices and Pracedures Manual.

A reconciliation of the Company's net income and capital and surplus between NAIC SAP and
practices prescribed and permitted by the District of Columbia Department of Insurance, Securities

and Banking is shown below:
State of
Domicile 2012 2011

(1)  Net Income Maryland state basis DC $473,343 $(9,354,215)
(2) State Prescribed Practices (Income): DC - -

(3)  State Permitted Practices (Income): DC - -

(4) NetIncome, NAIC SAP DC $473.343 $(9.354.215)
(5) Statutory Surplus Maryland basis DC $9,037,219 $5,949,445
(6)  State Prescribed Practices (Surplus): DC = =

(7)  State Permitted Practices (Surplus): DC - -

(8) Statutory Surplus, NAIC SAP DC $9,037.219 $5.949.445

b. Use of Estimates in the Preparation of the Financial Statements
No Material Changes
¢. Accounting Policy
No Material Changes
2. Accounting Changes and Corrections of Errors
No Material Changes
3. Business Combinations and Goodwill
No Material Changes
4. Discontinued Operations
No Material Changes
5. Investments

Mortgage Loans - None

Debt Restructuring - None

Reverse Mortgages - None

Loan-Backed Securities - None
Repurchase Agreements - None

Real Estate - None

Low Income Housing Tax Credits - None

a@ErEmoQwp

6. Joint Ventures, Partnerships and Limited Liability Companies

No Material Changes

Q10



STATEMENT A oF September 30, 2012 or e DC CHARTERED HEALTH PLAN, INC.
Notes to Financial Statement

7. Investment Income
No Material Changes
8. Derivative Instruments
No Material Changes
9. Income Taxes
No Material Changes
10. Information Concerning Parent, Subsidiaries and Affiliates
No Material Changes
11. Debt
No Material Changes

12. Retirement Plans, Deferred Compensation, Post-Employment Benefits, Compensated Absences
and other Postretirement Benefit Plans

No Material Changes
13. Capital and Surplus, Shareholders' Dividend Restrictions and Quasi-Reorganizations
No Material Changes
14. Contingencies
No Material Changes
15. Leases
No Material Changes

16. Information about Financial Instruments with off-balance sheet risk and financial instruments
with concentrations of credit risk

No Material Changes
17. Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities
a. Transfers of Receivables reported as Sales — No Material Changes
b. Transfer and Servicing of Financial Assets — No Material Changes
c. Wash Sales — None

18. Gain or Loss to the Reporting Entity from Uninsured A & H Plans and the Uninsured Portion
of Partially Insured Plans

No Material Changes
19. Direct Premium Written/Produced by Managing General Agents/Third Party Administrators
No Material Changes
20. Fair Value Measurements
A. Fair Value at Reporting Date
(1) Fair Value at Reporting Date - None

(2) Fair Value Measurements in (Level 3) of the Fair Value - None

Q10.1



STATEMENT As oF September 30, 2012 orve DC CHARTERED HEALTH PLAN, INC.

Notes to Financial Statement

(3) The Company's policy for determining when transfers between levels are recognized is the
end of the reporting period - None

(4) a & b & ¢ - There are no fair value measurements categorized within Level 2 and Level 3 of
the fair value hierarchy - None

(5) Derivative assets and liabilities - None

B. Fair Value information under SSAP No. 100 combined with Fair Value information Under Other
Accounting Pronouncements - None.

C. Aggregate Fair Value of All Financial Instruments

Not
Type of Practicable
Financial Aggregate Admitted (Carrying
Instrument | Fair Value Assets (Level 1) (Level 2) (Level 3) Value)
Bonds $15.628,805 | $15,628,805 $15,628,805

D. Not Practicable to Estimate Fair Value - None
21. Other Items
No Material Changes
22. Events Subsequent
Type [ — Recognized Subsequent Events — None
Type II — Nonrecognized Subsequent Events
The following subsequent events have occurred:

e On October 19, 2012 the Department of Insurance, Securities and Banking placed Chartered
into court receivership as a result of the voluntary receivership action approved by
Chartered’s Board of Directors and authorized by its owner.

s Chartered elected not to submit a response on December 3, 2012 to the office of OCP’s
request for proposal for a new 5-year contract. Chartered’s contract will end on April 30,

2013 and no further premiums will be received after that date.

e Chartered entered into a non-binding Letter of Intent on December 1, 2012, for the sale of
certain assets with a third-party.

e On December 4, 2012, MedStar Health provided notice of coniract terminations on behalf of
Washington Hospital Center Corporation (WHC) and MedStar-Georgetown Medical Center,
Inc. (GUH) effective January 4, 2013. Subsequently, MedStar filed a motion in the Superior
Court for the District of Columbia seeking to prevent Chartered from recouping amounts on

patient claims which Chartered asserts under the contracts. Chartered has not calculated the
financial impact of the contract terminations or litigation as of the date of this report.

23. Reinsurance
No Material Changes

24. Retrospectively Rated Contracts and Contracts Subject to Redetermination
During 2012, the Company recorded an additional Accrued Retrospective Premium Receivable net
amount of $12M for the period of January — April 2012 related to the Medicaid contract. The gross
receivable was $18M; however, the Company wrote-off $6M which is reflected as balances charged-
off in the Company’s current year income statement.

The gross retrospective premium represents 5.98% of premiums eamned through September 2012.

The total net amount recorded in the Company’s books and records is $32M.

Q10.2



STATEMENT A5 oF September 30, 2012 or ve DC CHARTERED HEALTH PLAN, INC.

Notes to Financial Statement
25. Change in Incurred Claims and Claims Adjustment Expenses

Reserves as of December 31, 2011 were $44,275,722. As of September 30, 2012, $41,676,264 has
been paid for incurred claims and claims adjustment expenses atiributable to insured events of prior
years. Reserves remaining for prior years are now $0 as a result of re-estimation of unpaid claims and
claim adjustment expenses principally on Medicare line of business. Therefore, there has been a
$2,599,458 favorable prior-year development since December 31, 2011 to September 30, 2012.
Original estimates are increased or decreased as additional information becomes known regarding
individual claims.

26. Intercompany Pooling Arrangements
No Material Changes

27. Structured Settlements
No Material Changes

28. Health Care Receivables
No Material Changes

29. Participating Policies
No Matenal Changes

30. Premium Deficiency Reserves
No Material Changes

31. Anticipated Salvage and Subrogation

No Matenial Changes
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STATEMENT A oF September 30, 2012 or ie DC CHARTERED HEALTH PLAN, INC.

GENERAL INTERROGATORIES

PART 1 - COMMON INTERROGATORIES
GENERAL

1.1 Did the reporting entity experience any material transactions requiring the filing of Disclosure of Material Transactions with the State of
Domicile, as required by the Model Act? )
1.2 If yes, has the report been filed with the domiciliary state?

2.1 Has any change been made during the year of this statement in the charter, byHaws, articles of incorporation, or deed of settiement of the
reporting entity?
2.2 If yes, date of change:

3. Have there been any substantial changes in the organizational chart since the prior quarter end?
If yes, complete the Schedule Y - Part 1 - organizational charl.

4.1 Has the reporiing entity bean a party to a merger or consolidation during the period covered by this statement?
4.2 If yes, provide the name of enlity, NAIC Company Code, and state of domicile (use two letter state abbreviation) for any entity that has ceased

to exist as & result of the merger or consolidation.

1 2 3
Name of Entity NAIC Company Code State of Domicile

5. Ifthe reporting entity is subject to a management agreement, including third-party administrator(s), managing general agent(s), attomey-in-fact,
or similar agreement, have there been any significant changes regarding the terms of the agreement or principals involved?
If yes, attach an explanation.

6.1 State as of what date the latest financial examination of the reporting entity was made or is being made.
6.2 State the as of date that the latest financial examination report became available from either the state of domicile or the reporting enfity. This
date should be the date of the examined balance sheet and not the date the report was completed or released.
6.3 State as of what date the latest financial examination report became available to other states or the public from either the state of domicile or
éhe r)eponing entity. This is the release date or completion date of the examination report and not the date of the examination (balance sheet
ate).
6.4 By what department or depariments?
DISTRICT OF COLUMBIA DEPARTMENT OF INSURANCE AND SECURITIES REGULATION
6.5 Have all financial statement adjustments within the latest financial examination report been accounted for in a subsequent financial statement
filed with Departments?
6.6 Have all of the recommendations within the latest financial examination report been complied with?

7.1 Has this reporiing entity had any Certificates of Authority, licenses or registrations (including corporate registration, if applicable) suspended or
revoked by any govemmental entity during the reporting period?
7.2 if yes, give full information

8.1 Is the company a subsidiary of a bank holding company regulated by the Federal Reserve Board?

8.2 If response to 8.1 Is yes, please identify the name of the bank holding company.

8.3 Is the company affiliated with one or more banks, thrifts or securilies firms

8.4 If response to 8.3 s yes, please [Ernvlde below the names and location (city and stale of the main office) of any affiliates regulated by a federal
regulatory semvices agency [i.e. the Federal Reserve Board (FRB), the Office of the Complroller of the Currency (OCC), the Federal Deposit
Insurance Corporation (FDIC) and the Securities Exchange Commission (SEC)] and identify the affiliate's primary federal regulator.]

1 2 3 4 5 6
Affiliale Name Location (City, State) FRB QCC FDIC SEC

. Yes[]No[X} | Yes[]No[X] | Yes[]No[X] | Yes[]No[X]

9.1 Are the senior officers {principal executive officer, principal financial officer, principal accounting officer or controller, or persons performing
similar functions) of the reporting entity subject to a code of ethics, which includes the following standards?
{a) Honest and ethical conduct, including the ethical handling of actual or apparent conflicts of interest between personal and professional
relationships;
{b) Full, fair, accurate, limely and understandable disclosure in the periodic reporis required Lo be filed by the reporting enfity;
{c) Compliance with applicable govemmental laws, rules and regulations; !
d) The prompt internal reporting of violations to an appropriate person or persons idenfified in the code; and
e} Accountability for adherence to the code.
9,11 If the response 1o 9.1 is No, please explain:
9.2 Has the code of ethics for senior managers been amended?
9.21 I the response to 9.2 is Yes, provide information relaled to amendment(s).
9.3 Have any provisions of the code of ethics been waived for any of the specified ofiicers?
9.31 If the response 10 9.3 is Yes, provide the nalure of any waiver(s),

FINANCIAL

10.1 Does the reporting entity report any amounts due from parent, subsidiarigs or affiliates on Page 2 of this statement?
10.2 I yes, indicate any amounts receivable from parent included in the Page 2 amount:

INVESTMENT
11.1 Were any of the slocks, bonds, or other assets of the reporting entity loaned, placed under option agreement, or otherwise made available for
use by another person? (Exclude securities under securifies lending agreements.)
11.2 If yes, give full and complete Information relating thereto:
12, Amount of real estate and mortgages held in other invested assets in Schedule BA:
13.  Amount of real estaie and mortgages held in short-term investments:

14.1 Does the reporting entity have any investments in parent, subsidiaries and affiliates?
14.2 if yes, please complete the following:

Q11

Yes{ ] No[X]
Yes[ ] No[ ] N/A[X]
Yes[] No[X]
Yes[X] No[ ]

Yes[] No[X]

Yes[] No[X] N/A[ ]

1213172007

12/31/2007

12/31/2008

Yes[X] No[ ] N/A[]
Yes[X] No[ ] N/A[]

Yes{] NoX]

Yes[] No[X]
Yes[]No[X]

Yes[X] No[ ]

Yes[} No[X]
Yes[ ] No[X]

Yes{] No[X]

Yes[] NofX]

Yes[] No[X]

0



STATEMENT AS oF September 30, 2012 or v DC CHARTERED HEALTH PLAN, INC.

GENERAL INTERROGATORIES (Continued)

1421 Bonds . .

1422 Preferred Stock ...
14.23 Common Stock
14,26  All Other .

Lines 14.21 fo 14.26)

above

14,24 Short-Term Investments .
14.25 Mortgages Loans on Real Estate

14,27  Total Investment in Parent, Subsidiaries and Affiliates (Subtotal

14.28  Total Investment in Parent included in Lines 14.21 to 14.26

1 2
Prior Year-End Current Quarter
Book/Adjusted Book/Adjusted
Carrying Value Canmying Value

15.1 Has the reporting entity entered into any hedging transactions reported on Schedule DB?
15.2 If yes, has a comprehensive description of the hedging program been made available to the domigiliary state?

If no, attach a description with this statement.

18. Excluding items in Schedule E - Pan 3 - Special Deposils, real estate, morigage loans and investments held physically in the reporting enlity's
offices, vaulls or safety daposit boxes, were all stocks, bonds and ofher securities, owned throughout the current year held pursuant to a
custodial agreement with a qualified bank or trust company in accordance with Section 1, 11l - General Examination Considerations, F.
Qutsourcing of Critical Functions, Custodial or Safekeeping Agreements of the NAIC Financial Condilion Examiners Handbook?

16.1 For all agreements that comply with the requirements of the NAIC Financial Condition Examiners Handbook, complete the following:

1

Name of Custodian(s)

2

Custodian Address

CARDINAL BANK

URBAN TRUST BANK ..

22102

8270 GREENSBORO DR. STE 500, MCLEAN, VA

1350 | St NW , WASHINGTON, DC 20005 ..

16.2 For all agreements that do not comply with the requirements of the NAIC Financial Condition Examiners Handbook, provide the name,

location and a complete explanation:

Yes[] No[X]
Yes[] No[ ] N/A[X]

Yes[X] No[]

1
Name(s)

2
Location(s)

3

Complete Explanation(s)

16.3 Have there been any changes; including name changes, in the custodian(s) identified in 16.1 during the cument quarter?

16.4 If yes, give full and complete Information relating thereto:

Yes[] NoX

1

0id Custodian

2

New Gustodian

3
Date
of Change

4

Reason

16.5 |dentify all investment advisors, brokers/dealers or individuals acting on behalf of broker/dealers that have access to the investment accounts,
handle securities and have authority to make investments on behalf of the reporting entity:

1
Central Registration
Depository

2

Name(s)

3

Address

17.1 Have all the filing requirements of the Purposes and Procedures Manua! of the NAIC Securities Valuation Office been followed?

17.2 If no, list exceptions:

Q111

Yes[X] No[]



STATEMENT as oF September 30, 2012 oF ve DC CHARTERED HEALTH PLAN, INC.

GENERAL INTERROGATORIES

PART 2 - HEALTH

1. Operating Percentages:
1.1 ABH loss percent
1.2 ABH cosl containment percent
1.3 A&H expense percent excluding cost containment expenses

241

2.2 [f yes, please provide the amount of cuslodial funds held as of the reporting date.
2.3 Do you act as an administrator for health savings accounts?

24 Ifyés, please provide the balance of the funds administered as of the reporting date.

Do you act as a custodian for health savings accounts?

Q12
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Yes[ ] No[x] g

Yes[] N
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STATEMENT As oF September 30, 2012 or e DC CHARTERED HEALTH PLAN, INC.
SCHEDULE T - PREMIUMS AND OTHER CONSIDERATIONS
Current Year to Date - Allocated by States and Territories

Direct Business Only
1 2 3 4 5 6 7 ] ]
Federal Life and Annuity
Accident and Employees Health Premiums Property/ Total
Active Health Medicare Medicaid | Benefits Program and Other Casualty Columns | Deposit-Type
State, Etc. Status Premi Titie XVIII Title XIX Premi Consideration: Premi 2Through7 | Conlracts
1. Alabama (AL} . N. e | e ;
2. Alaska (AK) N oore bormrrensssssee [rsrbravpiiaians |z
3 Arizona (AZ) . N .
4, Arkansas (AR) N
5. Califonia (CA) . ... .. N
6. Colorado (CO) N
7. Connecticut (CT) N
8. Delaware (DE) ; saNa & i .
9. District of Columbia (DC}) L 14,313,844 287,558,739 301,872,583
10.  Florida (FL) N : .
1. Georgia (GA) .. N
12, Hawaii (H) N
13" idaho (ID) LN
14, ltiinois {IL) |\ TR S————] Rt R
15, Indiana {IN) N
16. lowa (18) ... N. ..
1%& Kansas {KS) JURY VI UURURUUUOR
18. Kenlucky (KY) N
19, Louisiana (LA} B VIO R SPRURRRUOTY|| U FENNRSS) [NNSSSUS——_——— ISSESSSLA | [ra RSN EE A
20, Maine (ME) N
21 Maryland (MD) . s N
22. Massachusetts (MA) N
23. Michigan (MI) N
24, Minngsota (MN) N
25. Mississippi (MS) N
26. Missouri (MO} 2 Nusaullloissii [omasisimie [posmsiisiss fommssasess | waviisavien [siniivessreain Liisesssssmmanio) firssorusers
20 Montana {MT) N
28. Nebraska (NE) N_.
29. Nevada (NV) . N
30. New Hampshire (NH) SO (] O | P—rR| | | [ERESIIACIPN MR
31 New Jersey (NJ) N .
32 New Mexico (NM) son: N owsit| larnnsissamosll sramyess eeysan ((|Rrmnesesrmsns, | ooverpressmsnsmmns | wepres
33 New York (NY) . . | o | L e | | et e
34, North Carolina (NC) VRl | NS | | NIRRT | I N—— TN IR | I | UN—— E——
35. North Dakota (ND) N
36. Ohio (OH) . . N
37 Oklahoma (OK) N
38. Oregon (OR) Nzt iz imaivirs Fasenintas | |esnoemmns: fcmmmiasays
39. Pennsylvania (PA} N..
40. Rhode Island (RI) N..
41. South Carolina {SC) N ..
42 South Dakota (SD) N..
43, Tennessee (TN) | VRN (S SUVPUIUUIN | (SRS ———— o ——— e [ B | EL
44, Texas (TX) N..
45, Utah(UT) N..
46, Verment (VT) N..
47. Virginia (VA) N..
48. Washington (WA} .. N..
49, West Virginia {(WV) N..
50. Wisconsin (WI) . = N.
51, Wyoming (WY) . N ..
52 American Samoa (AS) N
53. Guam (GU) N..
54, Puerio Rico (PR) ‘ N
55. U.S. Virgin Islands (V1) o N..
56. Northern Mariana Islands (MP) N..
57, Canada{CN) ........ ... ... N
58 Aggregate other alien (O XXX ’ . :
59 Subtotal - XXX 14,313,844 287,558,739 301,872,583
60. Reporting entity contributions for
Employee Benefit Plans XXX 2 . -
61. Total (Direct Busingss) fa). . 1] 14.313.844 287,558,738 301,872,583
DETAILS OF WRITE-INS
5801. XXX
5802 XXX
5803, » . XXX
5898.  Summary of remaining write-ins for
Line 58 from overflow page . L XXX
5899,  TOTALS (Lines 5801 through 5803
pius 5898} (Line 58 above) XXX ; i 3 ; , .
{L) Licensad or Chartered - Licensed Insurance Carrier or Domiciled RRG; (R) Registered - Non-domiciled RRGs; (Q) Qualified - Cualified or Accredited Reinsurer, (E) Eligible - Reporting Entities
eligible or approved to write Surplus Lines in the state; (N} None of the above - Not allowed to write business in the state.

(a) Insert the number of L responses except for Canada and Other Alien.

Q14
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STATEMENT As oF September 30, 2012 or e DG CHARTERED HEALTH PLAN, INC.

SUPPLEMENTAL EXHIBITS AND SCHEDULES INTERROGATORIES

The following supplemental reports are required to be filed as part of your statement filing. However, in the event that your company does not transact the type of
business for which the special report must be filed, your response of NO to the specific interrogatory will be accepted in lieu of filing a "NONE" report and a bar code
will be printed below. If the supplement is required of your company but is not being filed for whatever reason enter SEE EXPLANATION and provide an

explanation following the interrogatory questions.

__RESPONSE _
1. Will the Medicare Part D Coverage Supplement be filed with the state of domicile and the NAIC with this statement? No
Explanations:
Bar Codes:

Medicare Part D Coverage Supplement

957 Document Code: 365

'48201236500003 2012

Q17



STATEMENT AS OF September 30, 2012 o ve DC CHARTERED HEALTH PLAN, INC.

OVERFLOW PAGE FOR WRITE-INS

STATEMENT OF REVENUE AND EXPENSES

Prior Year
Prior Year Ended
Current Year To Date To Date December 31
1 2 3 4
Uncovered Tetal Total Total
2904, Goodwill impairment . I — - i i : i : 2 T (1,460,583)
2905.  Other miscellaneous income ... ) sarcrenad e e — LS SRTTV RSP PriTy .. 2869 : o 101.849
2906, Clams Adjudication Services gy i A ———— | | S— e b = Y PRI, 201,832
2697.  Summary of ining write-ins for Line 29 (Lines 2904 through 2996) A . 26% ... (4,156,802

Q18



STATEMENT as o September 30, 2012 or 1ve DC CHARTERED HEALTH PLAN, INC.

SCHEDULE A - VERIFICATION
Real Estate

1

Year To Date

2
Prior Year Ended
December 31

gl i B <

o

Bookfadjusted carrying value, December 31 of prior year
Cost of acquired

2.1 Actual cost at time of acquisition

2.2 Additional investment made after acqmsmon
Current year change in encumbrances

Total gain (loss) on disposals

Deduct amounts received on disposals

Total foreign exchange change in book/adjusted carrylng E N O N E

Deduct current year's other than temporary impairment recog
Deduct current year's depreciation .

Book/adjusted camying value at the end of current penod {Lines 1+ 2 +3+4-5+6-7-8)
Deduct total nonadmitted amounts po— et
Statemen value al end of current pericd (Line 9 minus Line 10} i

SCHEDULE B - VERIFICATION
Mortgage Loans

1

Year To Date

2
Prior Year Ended
December 31

=i

N o e w

S 2 © o™

- = = =
o w

Book valuefrecorded investmenl excluding accrued interest, December 31 of prior year
Cost of acquired:

2.1 Actual cost at time of acquisition . .

2.2 Additional investment made after acquisition

Capitalized deferred interest and other .
Accrual of discount ...

Unrealized valuation increase (decrease)
Total gain (loss} on disposals

Deduct amounts received on disposals :
Deduct amortization of premium and mortgage lnterest poin

Total foreign exchange change in book value/recorded invel
Deduct current year's other than temporary impairment recognized

Book value/recorded investment excluding accrued interest at end of current period (Llnes 1+2+ 3 +4 +5+

6-7-8+9-10) .

Total valuation allowance .

Subtotal {Line 11 plus Line 12)

Deduct total nonadmitted amounts .

Statement value 2t end of curent period (LInE 13 minus Line 14)

SCHEDULE BA - VERIFICATION
Other Long-Term Invested Assets

1

Year To Date

2
Prior Year Ended
December 31

Book/adjusted carrying value, December 31 of prior year

Cost of acquired:

2.1 Actual cost at time of acquisition

2.2 Additional investment made after acquisition

Capitalized deferred interest and other ...

Accrual of discounl

Unrealized valuation increase (decrease)

Total gain (loss) on disposals

Deduct amounts received on disposals

Deduct amortization of premium and depreciation ..

Total foreign exchange change in book/adjusted camying value

Deduct curent year's other than temporary impairment recognized

Book/adjusted carrying value at end of current period (Lines 1+2+3+4 +5+ S 7 8 +9 10)
Deduct total nonadmitted amounts .
Stalement value at end of current period {Llne 11 minus Ling 12}

201,882

13,263

188,593

235,873

33891

201,882
201882

SCHEDULE D - VERIFICATION

Bonds and Stocks

1

Year To Date

2
Prior Year Ended
December 31

Codmo R wo —

Book/adjusted carrying value of bonds and stocks, December 31 of prior year
Cost of bonds and stocks acquired ;

Accrual of discount ...

Unrealized valuation increase (decrease) .

Total gain (loss) on disposals

Deduct consideration for bonds and stocks dlsposed of

Deduct amortization of premium

Total foreign exchange change in book/adjusted camying value y

Deduct current year's other than lemporary impairment recognized :

Book/adjusted carrying value at end of current period (Lines 1+2+3 +4 + 5 6 7 +8-9)
Deduct total nonadmitted amounts

Statement value at end of current period (Line 10 minus Line 11)

15,025,957
2,916,667

2,313819

. 14,053,709
5,140,000

4,167,752

15,628.805

15,025,957

"~ 15.628,605

.. 15,025,957

Qsi01
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STATEMENT A8 oF September 30, 2012 orveDC CHARTERED HEALTH PLAN, INC.

SI03

$103

5104

S104

8105

Slo6

sio7

Schedule DAPAr T ...ccvor ittt iiien e eiasara e NONE
Schedule DA Verification ........ccocviviiniviiniiiinneiinnriensinens NONE
Schedule DB - Part A Verification .............ccciiiiiiiiiiiiiiianinan NONE
Schedule DB - Part B Verification ............ccoviiiiiiiiiiiiniininan, NONE
Schedule DBPart C Section 1 ... .oiiviicirinnrianrarrinrearinnrsnnans NONE
Schedule DB Part C Section2 ............. NS S QU I W, A NONE
Schedule DB - Verification ......o.vvvvviiiiniiiiiiinniiinniinnncnans NONE

Qslo3 - asio7



STATEMENT As OF September 30, 2012 or e DC CHARTERED HEALTH PLAN, INC.

SCHEDULE E - Verification
(Cash Equivalents)
1 2
Prior Year Endesd
Yeat To Dale December 31

1. Book/adjusted carrying value, December 31 of prlor year . .20,791,972| ... . 12,784,346
2 Cost of cash equivalents acquired .. i : 3,878.628,185| . 1470.489,701
3 Accrual of discount I " P e
4 Unrealized valuation increase {decmse) .
5. Total gain (loss) on disposals ... e b ke 058
6. Deduct consideration received en di sposals o] 3,888,357,142 | .. 1462482075
T Deduct amortization of pEmMIUM .. oo e S
8. Total foreign exchange change in bouk!adiusmd carrylng value
9 Deduct current year's ofher than lemparary impairment recognized
10.  Book/adjusted carrying value al end of current period [unes 142+

3+4+5-6-7+8-9) .. i . 11,263015 .. 20,791,972
1. Dedumm@nmadrmﬂzdamounls Tor ] cusias L .
12, Statement value al end of current period (Line 10 minus I.Ine 1 11 11,263,015 20,791,972

Qslos




sTATEMENT As oF September 30, 2012 or v DC CHARTERED HEALTH PLAN, INC.

E01 Schedule APart2 ...........ccoviiiriiiniiiininiarinniiinnaserrenes NONE
E01 Schedule APart3 .........cciviiiiiiiiiiiiiiiiiiiiiiiiieniiniiann, NONE
E02 ScheduleBPart2 .........covviiiiiiiiiiiiniiiinirnrrnrnennenernnns NONE
E02 Schedule BPart3 ......ovinuiiiiiiiiiiiia e i enrrnnranrnennes NONE

QE01 - QE02
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STATEMENT A5 oF September 30, 2012 or 1ve DC CHARTERED HEALTH PLAN, INC.

E06 Schedule DBPart ASectiond ......ccovvvvvnvivniiineininninininiinnis NONE
E07 ScheduleDBPartBSectiond .......cccvvvviiiirniiriiieiiiininenanns, NONE
E08 ScheduleDBPartD ........coiiiniiiiniiieninieniraniisnennsnsnenas NONE
E09 Schedule DL - Part 1 - Securities Lending Collateral Assets ................ NONE
E10 Schedule DL - Part 2 - Securities Lending Collateral Assets ................ NONE

QE06 - QE10



STATEMENT As oF September 30, 2012 or ve DC CHARTERED HEALTH PLAN, INC.

SCHEDULE E - PART 1 - CASH
Month End Depository Balances
1 2 3 4 5 Book Balance at End of Each Month 9
During Current Quarter
Amount | Amount of 6 1 7 8
of Interest| Interest
Received | Accrued
During | at Current
Raleof | Curmrent | Statement First Second Third
Depository Code | Interest | Quarter Date Month Month Month g
open depositories
Cardinal Bank - General . Washington, DC 485,667| . ...816,342) . .. 841,008| XXX
Cardinal Bank - MEDCLMS | Washington, DC (13,591,766) | (10,774,024)| . (5,747,003)| XXX
Cardinal Bank - Alliance
Claims............ .. Washington, DC (325,842) (733,242)]..... .. 117,201 | XXX
Cardinal Bank - Mental Health
Claims ? Washington, DC (122,246) (219,148)|. ... (144,691) | XXX
Premier Bank - Flexible
Spending ... .. ... .|Washington, DG .. .. 192 XXX
Premier Bank - Flexible
Benefits .. ... .. . Washington, DC ... - 1859 1,183 986| X XX
Cardinal Bank - MM .| Washington, DC .. 0.200 1 . mxanzail1) ()] (ee—" XXX
Bank of America - Payroll . . |Washington, DC . ; ... 58449 87,557] ... 198,887 | XXX
Cardinal Bank - Transportation| Washington, DC o 4,235 3435 3,035 ))8&
0199998 Deposits in ..............34 depositories that do not exceed the
allowable limit in any one depasitory - open deposiiories XXX] XXX 3459.776 3.459.776 3459,776 | X X X
0199999 Totals - Open Depositories XXX]|. XXX 1 (10,029,676) | (7.358,122)| (1.270.802)| XXX
0299998 Deposits in ..............0 depaosilories that do not exceed the
allowable limit in any one depository - suspended deposilories XXX XXX XXX
(/299999 Totals - Suspended Deposilories . s XXX] . XXX % iv XXX
(0399999 Total Cash On Deposit XXX] XXX - {10,029,676)| (7.356,122)| (1,270,802)| XX X
0499999 Cash in Company's Office XXX] XXX XXX XXX 800 800 BOO| XXX
0599999 TotalCash . ... ... . XXX] XXX 1 (10,028,876) | .. (7,357,322)] (1.270,002) | XX X

QEMN
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STATEMENT As oF September 30, 2012 or 1ve DC CHARTERED HEALTH PLAN, INC.

INDEX TO HEALTH
QUARTERLY STATEMENT

Accounting Changes and Corrections of Emors; Q10, Note 2; Q11
Accounting Practices and Policies; Q5; Q10, Note 1
Admitted Assets; Q2
Bonds; Q2; Q6; Q11.1; Q11.2; QE04; QE05
Bonuses; Q3; Q4; QB; Q9
Borrowed Funds; Q3; Q6
Business Combinations and Goodwill; Q10, Note 3
Capital Gains (Losses)

Realized; Q4

Unrealized; Q4; Q5
Capital Stock; Q3; Q10, Note 13
Capital Notes; Q6; Q10, Note 11
Caps; QEQ6; QSI04
Cash; Q2; Q6; QE11
Cash Equivalents; Q2; Q6; QE12
Claims; Q3; Q4; Q8; Q9
Collars; QE06; QSI04
Commissions; Q6
Common Stock; Q2; Q3; Q6; Q11.1; Q11.2
Cost Containment Expenses; Q4
Contingencies; Q10, Note 14
Counterparty Exposure; Q10, Note 8; QE06; QE0B
Debt; @10, Note 11
Deferred Compensation; Q10, Note 12
Derivative Instruments; Q10, Note 8; QS104; QSI05; QSI06; QSI07; QE06; QE07; QE08
Discontinued Operations; Q10, Nofe 4
Electronic Data Processing Equipment; Q2
Encumbrances; Q2; QSI01; QEO1
Emergency Room; Q4
Expenses; Q3; Q4; Q6
Extinguishment of Liabilities; Q10, Note 17
Extraordinary item; Q10, Note 21
Fair Value; Q7, Note 20
Fee for Service; Q4
Foreign Exchange; Q2; Q3; Q5; QSI01; QSI03; QE01; QE02; QE03; QEQS
Forwards; QE0S; QS104
Fumiture, Equipment and Supplies; Q2
Guaranty Fund; Q2
Health Care Receivables; Q2; Q9; Q10, Note 28
Holding Company; Q16
Hospital/Medical Benefits; Q4
Incentive Pools; Q3; Q4; G8; Q9
Income; Q4; Q5; Q6
Income Taxes; Q2; Q3; Q4; Q5; Q10, Note 9
Incurred Claims and Claim Adjustment Expenses; Q10, Note 25
Intercompany Pooling; Q10, Note 26
Investment Income; Q10, Note 7

Accrued; Q2

Earned; Q2; QSI03

Received; Q6
Investments; Q10, Note 5, Q11.1; Q11.2; QE08
Joint Venture; Q10, Note 6
Leases; Q10, Note 15
Limited Liability Company (LLC); Q10, Note 6
Limited Partnership; Q10, Note 6
Long-Term tnvested Assets; Q2; QE03
Managing General Agents; Q10, Note 19
Medicare Part D Coverage; QSupp1
Member Months; Q4; Q7
Morigage Loans; Q2; Q6; Q11.1; QSI01; QE02
Nonadmitted Assets; Q2; Q5; QSI01; QSI03
Off-Balance Sheel Risk; Q10, Note 16
Options; QEO06; QS104
Organizational Chart; Q11; Q14
Out-of-Area; Q4
Outside Referrals; Q4
Parent, Subisidaries and Affiliates; Q2; Q3; Q10, Note 10; Q11.1
Participating Policies; Q10, Note 29
Phamaceutical Rebates; Q10, Note 28
Policyholder Dividends; Q5; Q8
Postemployment Benefits; Q10, Note 12
Postretirement Benefits; Q10, Note 12
Preferred Stock; Q2; Q3; Q6; Q11.1; Q11.2

INDEX



STATEMENT As oF September 30, 2012 or ie DG CHARTERED HEALTH PLAN, INC.

INDEX TO HEALTH
QUARTERLY STATEMENT

Premium Deficiency Reserves; Q10, Note 30
Premiums and Considerations

Advance; Q3

Collected; Q8

Deferred; Q2

Direct; Q7; Q13

Eamed; Q7

Retrospective; Q2

Uncoilected; Q2

Uneamed; Q4

Wiritten; Q4; Q7
Prescription Drugs; Q4
Quasi Reorganizations; Q10, Note 13
Real Estate; Q2; Q6; QE01; QSI01
Redetermination, Contracts Subject to; Q10, Note 24
Relnsurance; Q9; G10, Note 23

Ceded; Q3; Q12

Funds Held; Q2

Payable; Q3

Premiums; Q3

Receivable; Q2 Q4

Unauthorized; Q3; Q5
Reserves

Accident and Health; Q3; Q4

Claim; Q3; Q5; Q8

Life; Q3
Retirement Pians; Q10, Note 12
Retrospectively Rated Palicies; Q10, Note 24
Risk Revenue; Q4
Salvage and Subrogation; Q10, Note 31
Securities Lending; Q2; Q3; QE09; QE10
Servicing of Financial Assets; Q10, Note 17
Short-Tem Investments; Q2; 06, Q11.1; QSIC3
Stockholder Dividends; Q5; Q6
Subsequent Events; Q10, Note 22
Surplus; Q3; Q5; Q6
Surplus Notes; Q3; Q5; Q6
Swaps; QE07; Q8104
Synthetic Assets; QSI04; QSI05
Third Party Administrator; Q10, Note 19
Treasury Stock; Q3; Q5
Uninsured Aceident and Health; G2; Q3; Q10, Note 18
Valuation Allowance; QSI01
Wash Sales; Q10, Note 17
Withholds; Q4; QB

INDEX.1
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SUPERIOR COURT OF THE DISTRICT OF COLUMBIA

CIVIL DIVISION
DISTRICT OF COLUMBIA,
Department of Insurance, Securities and
Banking,
Petitioner, Civil Action No.: 2012-8227
V. Judge Melvin R. Wright

DC CHARTERED HEALTH PLAN, INC.,
Respondent.

AFFIDAVIT OF STEPHEN 1. GLOVER

The undersigned, STEPHEN I. GLOVER, having been duly sworn, hereby deposes and

states as follows:

1. My name is Stephen 1. Glover and the facts set forth below are true based upon
my personal knowledge.
2. I am a partner at the law firm Gibson, Dunn & Crutcher LLP, attorneys for D.C.

Healthcare Systems, Inc. (“DCHSI”) and its owner on certain corporate matters, including in
commection with the rehabilitation of D.C. Chartered Health Plan, Inc. (“Chartered”).

3 From October 19, 2012 until recently, during the meetings and telephone
conferences with the Special Deputy to the Rehabilitator and the Rehabilitator’s outside counsel,
including those on November 2, 2012, November 9, 2012, November 16, 2012, November 23,
2012, November 30, 2012, December 5, 2012, December 14, 2012 and January 11, 2013, on
behalf of DCHSI, I repeatedly requested information from the Special Deputy to the
Rehabilitator and the Rehabilitator’s outside counsel with respect to the status of the proposed
rehabilitation plan for Chartered, including structure, value and other key terms of a potential

transaction, details regarding the status of negotiations with buyers and the District government,



and details regarding timing. I did not receive any meaningful information in respect of these
requests from the Special Deputy to the Rehabilitator and the Rehabilitator’s outside counsel. In
particular, for example, they did not provide: (a) any information regarding the offers made by
AmeriHealth District of Columbia, Inc. (“AmeriHealth”) or other prospective buyers who were
contacted by the Special Deputy to the Rehabilitator or its advisers; (b) a copy or description of
the terms of the non-binding letter of intent entered into by AmeriHealth and Chartered; (c) the
purchase price proposed to be paid by AmeriHealth; (d) a description of the other key terms of
the proposed agreement between AmeriHealth and Chartered, including the structure of the
transaction, the allocation of assets and liabilities between buyer and seller, conditions to
completion and indemnification arrangements between buyer and seller; (e) drafts of the
proposed definitive agreement between AmeriHealth and Chartered; (f) the status of any
discussions among Chartered, AmeriHealth and/or the District government regarding the current
Medicaid contract or the request for proposals relating to the new five-year Medicaid contract,
including but not limited to any discussions regarding pricing and preparation of a response to
the RFP; (g) the status of any discussions between Chartered, AmeriHealth and/or the District
government regarding the settlement of Chartered’s retrospective rate adjustment claim.

4. Additionally, the Special Deputy to the Rehabilitator did not give DCHS], the sole
shareholder of Chartered, the opportunity to review and comment on the terms of the asset

purchase agreement reached between Chartered and AmeriHealth Mercy.

5. The Special Deputy to the Rehabilitator indicated to us that Chartered would
respond in its own right to the RFP for a new five year Medicaid contract. He also discussed the
possibility that Chartered would submit a bid that would be predicated on Chartered completing

rehabilitation by the time of the contract award. It was not until December 3, 2012, when the



deadline for such response had expired, that I learned that Chartered had not responded to the
RFP.

6. In the days leading to DCHSI’s consent to rehabilitation, the Special Deputy to
the Rehabilitator and his agents told us that during the rehabilitation they would provide
information to and cooperate and consult with DCHSI. As stated, once DCHSI gave its consent
and the rehabilitation proceeding began, the Special Deputy to the Rehabilitator and his counsel
did not cooperate with DCHSI’s repeated requests for information that was important to
DCHSI’s financial and business inferests.

7. Before DCHSI consented to the commencement of rehabilitation proceedings and
the filing of a Consent Petition for an Order of Rehabilitation, 1 asked the Special Deputy to the
Rehabilitator to provide a letter confirming that he would consult with DCHSI during the
rehabilitation process. The Special Deputy to the Rehabilitator said that he would provide such a
letter, but that he would not be able to do so until after the Consent Petition was filed. On
several occasions after DCHSI signed its consent, I asked the Special Deputy to the Rehabilitator
to provide the letter, but he refused.

8. The Special Deputy to the Rehabilitator indicated on several occasions that he believed
he had an obligation to protect the interests of DCHSI as owner, as well as the interests of other
stakeholders.

5. During the meeting on December 14, 2012, I told the Special Deputy to the
Rehahilitator and the Rehabilitator’s outside counsel that DCHSI would be willing to sign a
confidentiality agreement before any confidential information relating to the rehabilitation of

Chartered was shared with DCHSI by the Special Deputy to the Rehabilitator. The Special



Deputy to the Rehabilitator said he would think about this proposal. I did not receive a follow-
up response from the Special Deputy to the Rehabilitator on this proposal after the meeting.

10.  In December 2012 and January 2013, I informed the Special Deputy to the
Rehabilitator and his counsel that DCHSI’s owner was considering litigation against the District
due to the lack of information disclosure and on other grounds. The Special Deputy to the
Rehabilitator’s counsel responded that litigation would be a mistake for DCHSI and discouraged
DCHSI and its owner, Mr. Thompson, from pursuing that option. The Special Deputy to the
Rehabilitator’s current statement that DCHSI “sat idly by” is not true; I repeatedly expressed
DCHSI’s views on the proposed transactions, asked questions about the Special Deputy’s
strategy and approach, and asked for information that would have helped DCHSI better analyze
its alternatives.

1.  Although I repeatedly had requested that the Special Deputy to the Rehabilitator
disclose to DCHSI information about the proposed Chartered-AmeriHealth transaction, the
agreement was not disclosed to DCHSI until February 22, 2013, the same day it was filed with
the Court for approval.

12.  Despite contrary assertions, DCHSI did not refuse to cooperate with the
Rehabilitator. DCHSI did not ignore requests by the Special Rehabilitator to pay certain
amounts; rather, it disputed whether these amounts were owed. On several occasions I requested
financial information to back-up the Special Deputy to the Rehabilitator’s requests for payment.
The Special Deputy to the Rehabilitator did not provide the requested backup information. He

did reduce the amount claimed, however.



I solemnly affirm that the contents of the foregoing are true to the best of my knowledge,

fomation and beieh 2 .
3/20/1% j/ﬁ //f/i
P —

'Stephen 1. Glover

Nl Y Ok
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m David Killalea
ana Manatt, Phelps & Phillips, LLP
manatt | phelps | phillips Di.rect D.iaI: (202) 585-6555

E-mail: DKillalea@manatt.com

January 15, 2013 Client-Matter: 29276.062

BY E-MAIL

E. Louise R. Phillips
Assistant Attorney General
Civil Enforcement Section
441 4th Street, NW

Suite 650 N

Washington, D. C. 20001

Re: Rehabilitation of DC Chartered Health Plan, Inc.

Dear Ms. Phillips:

It was a pleasure to meet you in person this morning. As you are aware, we represent DC
Healthcare Systems, Inc. (“DCHSI”), the sole shareholder of DC Chartered Health Plan, Inc.
(“Chartered”), and Jeffrey E. Thompson, the sole shareholder of DC Healthcare Systems, Inc., in
connection with the above-referenced matter.

As you also are aware, DCHSI and Mr. Thompson consented to the filing of this
rehabilitation proceeding. DCHSI and Mr. Thompson did this with the agreement and
understanding that information concerning the sales process and any potential sale would be
shared with them, as owners, and that they would have input into the sales process. Instead, the
owners have been cut off from all information about the sale of their own company, including
information as to the financial impact on them of the contemplated transaction with AmeriHealth
Mercy. This failure of disclosure and refusal to communicate substantively about the potential
sale of Chartered or its assets is inappropriate and violates DCHSI’s rights under the Articles of
Incorporation and otherwise.

Accordingly, DCHSI and Mr. Thompson hereby formally demand that the Rehabilitator
provide us with (1) a copy of the Letter of Intent with AmeriHealth Mercy; (2) information about
all potential bidders or acquisition partners for the sale of Chartered or its assets; (3) ongoing
information concerning Chartered’s finances and any potential sale of Chartered or its assets; (4)
information supporting the allegation at page 7 of the Special Deputy Rehabilitator’s First Status
Report that DCHSI owes approximately $3.8 million to Chartered; (5) information supporting
the demands made in the October 15, 2012 letter from Maynard McAlpin to Mr. Thompson
(letter to be sent under separate cover); and (6) information responsive to Steven I. Glover’s
December 20, 2012 letter to Francis S. Smith (see attached). DCHSI and Mr. Thompson are

700 12th Street, N.W., Suite 1100, Washington, District of Columbia 20005 Telephone: 202.585.6500 Fax: 202.585.6600
Albany | Los Angeles | New York | Orange County | Palo Alto | Sacramento | San Francisco | Washington, D.C.



manatt

manatf | phelps | phillips

Ms. Louise Phillips
January 15, 2013
Page 2

willing to enter into a non-disclosure agreement, and to cooperate to resolve all issues in the best
interests of Chartered and its owners.

We look forward to your prompt response.

Very truly yours,
David Killalea VAS

DK:jas

Attachments



