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65(a), D.C. Healthcare Systems, Inc. (“DCHSI”), by and through its undersigned counsel of
record, hereby moves this Court to: (1) stay its March 1 Order (Approving the Asset Purchase
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Columbia to reopen the bidding process for the Department of Healthcare Finance (“DHCF”)
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and to extend all deadlines for a reasonable period sufficient to allow Chartered to submit a bid

on its own behalf or, in the alternative, to permit all current bidders at the “best and final offer



stage” to bid to acquire Chartered; and (5) 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 material affect on
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MEMORANDUM OF POINTS AND AUTHORITIES

Party-in-Interest D.C. Healthcare Systems, Inc. (“DCHSI”) is the sole shareholder of
Respondent D.C. Chartered Health Plan, Inc. (“Chartered”), a District of Columbia HMO that
has ably served the District’s neediest citizens since 1987 as an incumbent to the Department of
Health Care Finance (“DHCF’’) Medicaid and Alliance contract. Petitioner DISB, acting as
Chartered’s rehabilitator, petitioned this Court for an expedited order approving a purported
Reorganization Plan for Chartered and an Asset Purchase Agreement in which AmeriHealth
District of Columbia would purchase Chartered’s key assets. DCHSI objected to the expedited
proceedings and asked for a briefing schedule so that it could demonstrate that the proposed
Agreement with AmeriHealth is not fair and equitable and that the Rehabilitator’s plan did not
comport with the law. Rather than set a briefing schedule, on March 1, this Court granted all
relief Petitioner had requested and denied DCHSI’s request to file a brief on the merits.
Recognizing that DCHSI intended to appeal, the Court granted DCHSI leave to file this motion
for stay.'

DCHSI requests that the Court stay its March 1 order pending an expedited appeal (and
concurrent petition for writ of mandamus) because the Rehabilitator’s actions violate the order
placing Chartered into rehabilitation and the governing rehabilitation statute. The Rehabilitator is
taking steps to liguidate Chartered under the guise of a rehabilitation plan. Such liquidation
would irreparably harm DCHSI and violate its rights as Chartered’s sole shareholder and a
creditor. In addition to staying its March 1 order, DCHSI requests that the Court grant DCHSI

injunctive relief to: order the Rehabilitator to re-open the bidding process for Chartered’s sale;

! Although the docket mistakenly lists the undersigned counsel as having appeared for Chartered
and grants Chartered leave to file a stay motion, it is clear this was meant to refer to DCHSI. As
shareholder and creditor of Chartered, DCHSI qualifies as a party in interest. See Capital
Linoleum Co. v. Savage, 91 A.2d 564, 565 (D.C. 1952) (party in interest is one “who under
substantive law has the legal right to enforce the claim”); Black's Law Dictionary 1232 (9th ed.
2009) (party in interest is a party “entitled under the substantive law to enforce the right sued
upon and who generally, but not necessarily, benefits from the action's final outcome”).
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order the District to re-open the bidding process for the DHCF Contract; and to enjoin the

Rehabilitator from taking further actions in excess of his authority.
PRELIMINARY STATEMENT

From the outset, Chartered’s “Rehabilitator disregarded his fundamental obligation to
rehabilitate Chartered in favor of an unauthorized liguidation. The proposed AmeriHealth
transaction — whether or not properly recognized as a move toward liquidation, rather than
reorganization — is not “fair and equitable” as required by the rehabilitation statute. The
government has admitted that Chartered continues to meet the needs of enrollees and providers
under the DHCF Contract, as it has through annual contract renewals for 25 years. Chartered’s
DHCEF Contract is its sole revenue source. The government correctly alleged in its initial
pleading that DCHSI is a party in interest in this proceeding; in fact, Chartered is DCHSI’s sole
revenue source, and if Chartered fails, DCHSI fails. DCHSI also is interested as a creditor — it is
the lessor of Chartered’s office lease, which the Rehabilitator seeks to breach without
compensating DCHSI.

This proceeding was commenced for the express purpose of rehabilitating Chartered. The
Rehabilitator’s mandate is to reform and revitalize Chartered. See D.C. Code § 31-1312(c);
Emergency Consent Order of Rehabilitation (‘“Rehabilitation Order™) at 2, 3 (Rehabilitator has
“authority to take such action as deemed necessary or appropriate to reform and revitalize
Chartered”; “the Rehabilitator [is to] submit a plan of rehabilitation of Chartered for Court
approval if one is feasible” or, “[i]f the Rehabilitator determines that a rehabilitation plan is not
feasible,” he “shall submit a report to the Court which states the basis for such determination”).

If the Rehabilitator determines that a reorganization or other transformation of an insurer is

2 By law, the DISB Commissioner is the Rehabilitator. He appointed Daniel L. Watkins to carry
out the Rehabilitator’s powers as Special Deputy to the Rehabilitator; DCHSI uses “the
Rehabilitator” to refer to both the Commissioner and his deputy unless context requires
otherwise. The Commissioner appointed Mr. Watkins over Chartered’s objection that he was
conflicted because his brother was Chartered’s Chief Operating Officer for almost four years
until September 2011, and was involved in conduct directly subject to the Rehabilitator’s review.
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appropriate, he must first prepare a plan to effect the changes and seek Court approval, and the
Court may prescribe notice and hearings and then approve, disapprove, or modify the plan. See
D.C. Code § 31-1312(e). The plan must be “fair and equitable to all parties concerned” and
should not be carried out until it is approved by the Court. Id.

The goal of rehabilitating Chartered was to cure a deficiency in “risk-based capital” —
even though Chartered meets its statutory minimum net worth requirement and the District owes
Chartered a multiple of the amount of the alleged capital deficiency. Petitioner, however, never
attempted to rehabilitate Chartered. To the contrary, every action has been directed toward
effectuating an unauthorized liquidation, without the Rehabilitator first having sought a
liquidation order under the Rehabilitation Statute. See D.C. Code § 31-1314 et seq. (the
Commissioner may petition for a liquidation order when he “believes further attempts to
rehabilitate an insurer would substantially increase the risk of loss to creditors, policyholders, or
the public, or would be futile””) (emphasis added).

The Rehabilitator’s first and most critical liquidating step, taken just six weeks into this
proceeding (and without prior notice to the Court or DCHSI, as required by Chartered’s Articles
of Incorporation), was to prevent Chartered from bidding on renewal of the five-year DHCF
Contract to provide healthcare services to Medicaid and Alliance beneficiaries. If permitted to
stand, this decision would strip Chartered of its only business and source of income. Next, the
Rehabilitator put Chartered’s resources and experience behind competitor AmeriHealth’s bid on
the DHCF Contract. Then, the Rehabilitator spent three months negotiating a sale transaction
with AmeriHealth that, now that its terms were revealed on February 22, 2013, demonstrates that
he is dismantling what would remain of Chartered. The Rehabilitator’s disregard for Chartered’s
fate is further shown by the fact that, by tying Chartered’s fortunes to one bidder to the exclusion
of all others, he has risked leaving Chartered with nothing if AmeriHealth does not win the
contract. The Rehabilitator’s actions are consistent with the very definition of a liquidation, the
“process of converting assets into cash,” and diametrically opposed to a rehabilitation, which is
the “process of reorganizing a debtor’s financial affairs ... so that the debtor may continue to
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exist as a financial entity.” Black’s Law Dictionary 1080, 1451 (9th ed. 2009); see also 43 AM.
JUR. 2D INSURANCE § 99.

The Court should not accept the Rehabilitator’s remarkably quick conclusion that
Chartered should be liquidated. The Court also should either reverse its March 1 order to
consider facts that will demonstrate that the terms of the proposed Agreement are not “fair and
equitable to all parties concerned,” or stay that order pending appeal. This is particularly
important because the record, as it now stands, consists almost entirely of assertions of fact by
the Rehabilitator, but essentially no evidence. Although the government portrayed its Petition as
a plan of “rehabilitation,” the plan approved by this Court will strip Chartered of continued
operations, surrendering any chance it has to maintain its existing DHCF Contract, enrollee and
provider agreements, and giving away its desks, office supplies, phone numbers, and even its
name. Even the Rehabilitator describes this plan as a “wind down” of operations.

Liquidation would be a strange and, to DCHSTI’s understanding, unprecedented fate for a
company that (1) for over 25 years has fulfilled its responsibility to ensure Medicaid and
Alliance enrollees receive proper coverage and to pay the complex network of providers it has
developed; (2) is and has been in compliance with its statutory minimum net worth requirement;
(3) suffered a diminution of capital surplus in 2011 because, as the Rehabilitator himself
contends, DHCF unilaterally imposed $60 million in new costs on Chartered but then failed to
meet its obligation to pay Chartered for those costs; (4) would have more capital than is required
if only the District would pay what DHCF owes to Chartered; and (5) increased its capital and
surplus by 50% in the first nine months of 2012. Simply put, if the District would pay what it
owes, Chartered would not be subject to rehabilitation.

The Rehabilitator’s decision not to allow Chartered to bid on the new DHCF Contract, by
itself, was an act of liquidation. But liquidation is to be a last resort; the Rehabilitator should not
have been permitted to take any steps toward liquidation until after exhausting all reasonable
rehabilitation efforts. Even if the Rehabilitator had quickly determined that rehabilitation was
somehow futile notwithstanding Chartered’s strong track record and the District’s $60 million
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debt to Chartered, by order and statute he was required first to justify his conclusion to the Court
and propose a plan of action before taking steps toward liquidation. This Court then would have
had the full benefit of the adversary process in determining what is in the parties’ (and interested
parties’) best interests, before the Rehabilitator abandoned Chartered’s only business. The
Rehabilitator usurped this Court’s authority and ignored his statutory obligations. This Court’s
order has rewarded the Rehabilitator’s improper conduct and accepted the Rehabilitator’s plan
without adequate justification and without even hearing from DCHSI, a truly aggrieved party
that is not fairly and equitably treated under the Rehabilitator’s plan.

Selling Chartered’s key assets also violates its governing corporate documents, which the
Rehabilitation Order did not supplant. The Rehabilitation Order gives the Rehabilitator the
power of Chartered’s board; it does not give him powers greater than those held by the board.
Chartered’s articles of incorporation provide that no board action is effective unless approved by
DCHSI. Nevertheless, the Rehabilitator’s liquidating actions all have been set into motion, and
are now approved, without DCHSI even being consulted. The Rehabilitator thus also is usurping
DCHST’s corporate authority.

The Rehabilitator’s claim of exigency is disingenuous. The Rehabilitator himself has
caused much of the perceived exigency by not allowing Chartered to bid on the DHCF Contract;
by failing to work with DHCF to seek an extension of the bidding process if necessary to allow
Chartered time to pursue a buyer and to bid; and by then pursuing a sale transaction that was so
one-sided in favor of the buyer (and against Chartered’s interests ) that it prevents Chartered
from considering any better offers and gives the buyer the option to walk away if it does not win
the contract that the Rehabilitator so magnanimously gave up on Chartered’s behalf. The
Rehabilitator’s having casting his lot with one bidder, to the exclusion of all others and at the risk
of leaving Chartered with nothing if AmeriHealth does not win the DHCF Contract, underscores
the irrationality of his course of action. Further, the process for awarding the new Medicaid
contracts was, under D.C. procurement law, subject to an automatic stay as a result of DCHSI’s
bid protest from December 17, 2012 until February 27, 2013, when the bid protest was denied on
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procedural grounds. The Rehabilitator represented in Court that the stay in fact was not honored,
but that only shows further abuse of process and the need for relief.

DCHSI seeks a further injunction of the contracting process to permit a fair and open
process untainted by collusion between the Rehabilitator and a bidder. This Court should
exercise its power to require Petitioner District of Columbia to reopen the bidding process for the
DHCEF Contract and to extend all deadlines for a reasonable period sufficient to allow Chartered
to submit a bid on its own behalf or, in the alternative, to permit all current bidders at the “best
and final offer stage” to bid to acquire Chartered. This Court has jurisdiction to set an
appropriate bidding schedule. Moreover, as a practical matter, it is common for the District to
extend contracts and contract schedules generally, and it has extended the subject contract and
bid dates repeatedly without any interruption in service.

The Court should stay its March 1 order so that it may give the Rehabilitator’s Petition
the careful scrutiny it requires, rather than expedited approval without consideration of the
irreparable harm that will befall DCHSI. A stay would not cause any disruption to the provision
of services to beneficiaries and would not result in any harm to the parties or to the public. If
AmeriHealth were to lose the bid on the DHCF contract, it would walk away from the deal
anyway (the Asset Purchase Agreement is conditioned on AmeriHealth winning the contract). If
AmeriHealth were to win the DHCF Contract, it would have continued to rely substantially on
the processes Chartered set up, including its provider agreements and its employees. No
disruption in the provision of services would result from allowing Chartered to continue
providing services as Chartered rather than as an arm of AmeriHealth for the relatively short
time that it would take to allow for an expedited appeal or writ review of the issues.

Procedural History. DCHSI diligently has sought information from the Rehabilitator in
the hopes of reaching a fair and equitable result. DCHSI has been requesting information from
the Rehabilitator since Chartered was placed in rehabilitation and on at least eight separate
occasions since then. See Ex. 1 (Affidavit of Stephen Glover), | 3. It was not until the day that
responses to the DHCF Contract were due that DCHSI learned that the Rehabilitator had caused
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Chartered not to bid on the contract and, instead, had entered into a Letter of Intent with
AmeriHealth. See id. 4. The Rehabilitator filed his First Status Report in this proceeding on
January 11, 2013. DCHSTI’s counsel entered a notice of appearance in this proceeding the next
business day, in advance of the first status hearing in this proceeding. DCHSI’s counsel
requested documents from the District immediately following the court conference on Thursday,
January 15. DCHSI then worked with the District to enter into a confidentiality agreement so that
documents could be provided, and agreement was reached on February 21. On February 22, the
same day that the District provided documents to DCHSI, the Rehabilitator filed the Special
Deputy to the Rehabilitator’s Second Status Report (“Second Status Report™), revealing that it
already had entered into an Asset Purchase Agreement with AmeriHealth on terms highly
unfavorable to Chartered, and requesting expedited approval of the Agreement. DCHSI
immediately requested time to file a brief and for a status conference. Petitioner opposed the
Request but asked that, if DCHSI did file a brief, it do so by March 6. On March 1, however,
even before the date on which the District would have had DCHSI file its brief, the Court
approved the Asset Purchase Agreement, without a factual record and without affording DCHSI
the opportunity to submit briefing opposing the Rehabilitator’s plan on the merits.

To ensure that Chartered’s rehabilitation is conducted within the terms of the
Rehabilitation order, the law governing rehabilitations, and Chartered’s articles of incorporation,
and to remedy the ongoing and irreparable harm to DCHSI, this Court should stay its March 1

Order and grant DCHST’s requested injunctive relief.’

3 This Court denied the District’s motion to strike DCHSI’s motion for a status conference and
briefing schedule because DCHSI, as a creditor and as Chartered’s sole shareholder, is a party in
interest having a right to be heard. In any event, DCHSI meets the standards for formal
intervention. Mandatory intervention is appropriate because DCHSI’s legally-protectable
ownership interests in Chartered are at risk due to the Rehabilitator’s conduct; no other party can
represent DCHSIs interests; and the motion is timely. See D.C. Super. Ct. R. Civ. P. 24(a)(2).
Permissive intervention is appropriate because DCHST’s claims arise from the Rehabilitator’s
actions. See id. 24(b)(2).
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I. FACTS

A. Chartered, an HMO dependent on a DHCF Contract, is taken over by
Petitioner for rehabilitation

Chartered is a District of Columbia HMO that since 1987 has been an incumbent to the
DHCEF Contract, which is Chartered’s only business and source of income. See Emergency
Consent Petition for an Expedited Order of Rehabilitation (‘“Rehabilitation Petition) at | 2-3
(Oct. 19, 2012); the First Status Report at 3, { 4A. DCHSI is the sole shareholder of Chartered,
and Chartered is DCHSI’s sole source of revenue. See Ex. 2 (Affidavit of Richard Evans), ] 2-
3. Chartered leases its business space, located at 1025 15th Street, N.W., Washington, DC, from
DCHSI. Chartered is a party in interest in this proceeding. See Rehabilitation Petition at { 4.

Chartered’s governance is controlled by its Restated Articles of Incorporation,
Article VIII of which provides that “[n]o action of the Board of Directors shall take effect unless
it has been approved by the unanimous vote of the outstanding shares entitled to vote.” Ex. 3
(Chartered’s Restated Articles of Incorporation). Thus, no action by Chartered’s board is
effective unless approved by DCHSI.

DCHSI bought Chartered with the District of Columbia government’s approval in
May 2000, after Chartered’s prior owner filed for bankruptcy. Rehabilitation Petition at q 3.
Throughout the bankruptcy and sale process, Chartered’s provision of healthcare services under
the DHCF Contract continued undisturbed. Id.

The DHCF Contract is DHCF’s largest contract, serving over 100,000 members a month.
See Ex. 4 (Testimony of Wayne Turnage before the D.C. Council Comm. on Health and Comm.
on Public Services and Consumer Affairs), at 2. Chartered has developed “a significant provider
network incorporating primary, urgent and emergency care health services,” giving “both
Medicaid and Alliance beneficiaries ... access to the full range of health care services they may
need to address their medical needs.” Id.

By 2011, DHCF and DISB increased their financial oversight of Chartered due to

concerns over the adequacy of Chartered’s risk-based capital reserves. As reflected in
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Chartered’s audited financial statements, Chartered had the following total stockholder’s equity
in the years from 2004 to 2011 (the 2011 financial report, finalized under the Rehabilitator’s

supervision, changed the terminology from “stockholder’s equity” to “total capital and surplus”):

2004: $11,843,556
2005: $15,945,518
2006: $20,717,538
2007: $21,312,995
2008: $21,059,187
2009: $13,656,951
2010: $17,444,611
2011: $5,949,445

See Ex. 5 (Chartered’s Financial Statements Relating to 2004-2010); First Status Report Ex. 3, at
5.

The decrease in 2011, an obvious aberration, is hardly surprising, given that — as the
Rehabilitator has concluded — the District owes Chartered over $60 million, plus interest, for
retrospective rate adjustments due under the DHCF Contract.” Based on DCHSI’s reading of
Chartered’s financial statement as of September 30, 2012, which counted only $32 million of the
now $60 million claim and showed approximately $9 million in surplus capital, Chartered’s
current capital and surplus, or stockholder’s equity, now is over $37 million when the full claim
is taken into account. See Second Status Report at 2, Ex. 1. This is substantially above
Chartered’s historical capitalization in years when its DHCF Contract was continually renewed.

In the spring of 2012, the DISB Commissioner and the DHCF Director began to apply
substantial political pressure on Chartered and DCHSI. First, they insisted that DCHSI’s sole

shareholder, Jeffrey Thompson, step down as chairman of Chartered’s board of directors.

4 See Ex. 16 (Ltr. from Mercer to DHCF, June 22, 2010), at 1 (developing capitation rates for
July 1, 2010-April 30, 2011 and noting that “[t]he projections are [] based on the member
months for the current DCHFP population and do not consider the additional enrolment related
to the coverage expansion up to 133% of the federal poverty level (FPL)”); Ex. 17 (Mercer’s
DCHFP Data Book for Rates Effective May 1, 2012) at 3 (noting that “childless adults were
added to the DCHFP program effective July 2010 for individuals up to 133% the federal poverty
level” and those with “incomes between 134% and 200% of the FPL [] were enrolled in the
MCOs effective December 2010).
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Second, they insisted that DCHSI agree to sell Chartered. Bowing to that pressure,
Mr. Thompson agreed to and did step down as chairman of Chartered’s board and DCHSI agreed
to pursue the sale of Chartered.

DISB retained, at Chartered’s expense, Daniel Watkins, who became the Special Deputy
to the Rehabilitator, and Faegre Baker Daniels, the law firm that now represents him. DISB did
this over Chartered’s objections based on Mr. Watkins’ conflict of interest and those of his
chosen law firm: The Deputy Rehabilitator’s brother, Robert Watkins, served as Chartered’s
Chief Operating Officer from December 2007 to September 2011 and, in that role, was actively
involved on Chartered’s behalf in rate-setting, contract negotiations, and pharmacy management.
As a result, the Deputy Rehabilitator is directly involved in reviewing the practices and decisions
of his own brother. See Ex. 11 (Under Request for Proposals No. DHCF-2013-R-0003, Protest of
D.C. Healthcare Systems, Inc. (CAB No. P-0930) (Dep’t of Health Care Finance Dec. 17, 2012)
(“Bid Protest”), at 2. Furthermore, the Deputy Rehabilitator’s chosen counsel, Faegre Baker
Daniels, serves as counsel and advisor to entities owned by or directly affiliated with
AmeriHealth Mercy, see id. at 3, 10 (citing June 9, 2012 E-mail from T. Glassic to A. Bolden;
sources available at
http://online.wsj.com/article/SB10001424052970203914304576627071487867628.html;
http://www.ibx.com/companyJnfo/news/press_releases/2011/08_09_IBC_and_BCBS_oCMichig
an.html; www.in.govlilrc/files/2012_employer.pdf), and United Health Care.

In early October 2012, the DISB Commissioner and the DHCF Director approached
Chartered’s board to obtain its consent to submit Chartered to rehabilitation. The regulators “met
with Chartered’s board and laid out what [they] proposed to do and how it would benefit
everyone if the company did not contest [their] petition for receivership,” including the effort to
sell Chartered to one of several entities interested in continuing Chartered’s business. See Ex. 10
(Testimony of William P. White before the D.C. Council Comm. on Health and Comm. on
Public Services and Consumer Affairs), at 4. Chartered’s board consented. That consent would
have been ineffective under Chartered’s articles of incorporation without DCHSI’s consent. The
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regulators represented to DCHSI that the Rehabilitator would provide information to and consult
and cooperate with DCHSI. See Ex. 1, ] 5-6. DCHSI consented — that is, both Chartered and
DCHSI consented to a rehabilitation, not to a liquidation.

In the context of discussing Chartered’s potential sale, the Rehabilitator recognized that
“Chartered required a new Medicaid contract with the District to be a viable acquisition
candidate.” First Status Report at 3,  4A. Shortly after this proceeding started, the Rehabilitator
testified that “a sale and change of ownership, if feasible, is the best and safest outcome for

everyone,” pointedly stating:

I do believe that Chartered is a far more attractive prospect in rehabilitation as it
now has a far better chance to get its all-important city Medicaid contract
renewed.

Ex. 10, at 4 (emphasis added). This indication that Chartered would seek the award of the new
DHCEF Contract is consistent with the Rehabilitation Order (at 2), which gives the Rehabilitator
the “[a]uthority to accept new or renewal business or extension of Chartered’s contracts.” The
Rehabilitator expressed that it was important for him to “conduct an orderly, fair and open
process of evaluating the many well capitalized companies and people who appear to see value
in Chartered as an ongoing concern.” Ex. 10, at 5.

The current DHCF Contract was scheduled to expire on April 30, 2013 and the bidding
process on the new five-year DHCF Contract (the “Medicaid RFP”’) was to begin in early
November 2012, with initial bids due in early December 2012. It is routine in District contracting
to extend such deadlines generally, and such extensions have occurred repeatedly with the DHCF
Contract in particular. Knowing, as he testified, that there were “many well capitalized
companies” with an interest in purchasing Chartered outright and given the importance of the
services that Chartered was providing to over 100,000 District residents, the Rehabilitator could
have taken a number of steps to delay the bidding schedule so that he could “conduct an orderly,
fair and open process” to evaluate those companies. For example, there is no apparent reason

why the Rehabilitator could not have asked the Director of DHCEF, another District agency,
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simply to extend the bid date for the new contract, particularly since they worked hand in hand to
have Mr. Thompson resign, to have DCHSI agree to sell, and to bring about the consensual
rehabilitation. That failing, Chartered could have submitted the response to the Medicaid RFP
that it had been preparing for some time, see Ex. 11, at 10; see also Ex. 6 (Form Letter from J.
Sheehy)(“Chartered RFP”), at 2 and Ex. 10, at 4, by the early December deadline and could have
continued to identify and negotiate with prospective bidders from a position of strength. If the
Rehabilitator felt that he needed more time to respond to the RFP, he could have asked DHCF
for an extension or sought relief from this Court if necessary. Instead, he accepted the schedule
and conducted a two-day bidding process after which he determined to liquidate Chartered.

B. Rather than rehabilitate Chartered, the Rehabilitator begins to liquidate it

In October 2012, the Court entered the Rehabilitation Order and appointed DISB
Commissioner White as the Rehabilitator. See Rehabilitation Order at 1. The Rehabilitation
Order vests the Rehabilitator with “all appropriate and necessary powers provided under the
Insurers Rehabilitation and Liquidation Procedures Act, D.C. Code § 31-1301 et seq. (the
“Rehabilitation Act”),” and specifically gives the Rehabilitator, among other things, “all powers
of the directors, officers and managers of Chartered”; control of Chartered’s assets and the power
to “administer them under the general supervision of the Court”’; the “[a]uthority to take such
action as deemed necessary or appropriate to reform and revitalize Chartered”; and the
“[a]uthority to accept new or renewal business or extension of Chartered’s contracts.”
Rehabilitation Order at 2 (emphases added). The Court also ordered that “the Rehabilitator
submit a plan of rehabilitation of Chartered for Court approval, if one is feasible,” and if he
determines it is not, to “submit a report to the Court which states the basis for such
determination.” Id. at 3.

The Rehabilitator appointed Daniel Watkins as Special Deputy to the Rehabilitator, with
all the powers of the Rehabilitator. See Order Appointing Daniel L. Watkins Special Deputy to

the Rehabilitator, Nov. 2, 2012. The Rehabilitator appointed Faegre Baker Daniels as its counsel.
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See First Status Report at 1, J 2. Although the Rehabilitation Act requires that the “compensation
of the special deputy [and] counsel ... shall be fixed by the Commissioner, with the approval of
the court,” D.C. Code § 31-1312(a) (emphasis added), the record does not reflect that the
Rehabilitator obtained Court approval for the compensation of the Deputy Rehabilitator or his
counsel, despite the conflicts issues described herein.

Neither the Rehabilitation Act nor the Rehabilitation Order negates Chartered’s
governing corporate documents. To the contrary, the Rehabilitation Act recognizes the
importance of an insurer’s governing documents, providing that an insurer’s disregard for its
own governing documents is a ground for ordering the insurer into rehabilitation. See D.C. Code
§ 31-1310(9) (insurer’s willful violation of its articles of incorporation or bylaws constitutes
grounds for a rehabilitation order). Accordingly, although the Rehabilitator has the board’s
powers, any exercise of those powers is ineffective unless and until approved by DCHSI.

In November 2012, the Rehabilitator’s retained investment banker solicited interested
parties “to respond to a preliminary request for information in connection with ... a potential
acquisition and recapitalization of [Chartered].” See Ex. 6, at 1 . The Chartered RFP directed that
all responses were due by 5 p.m. Eastern Standard Time on November 14, 2012, just two
business days after the letter was sent, and it further stated that “a limited number” of responders
then would be selected to continue in the process and submit a binding letter of intent by
December 1, 2012. Id. at 2.

The Chartered RFP required bidders to submit “a detailed response” providing a variety
of information, including: (1) indicating the bidder’s ability to fund an estimated $30 million in
capitalization with the expectation that “any Transaction will be effected via the sale of 100% of
the issued share capital of [Chartered]”; (2) “clearly outlin[ing] your proposed sources of
financing,” including a “summary financing plan” and “the names and contact information of
proposed third-party funding sources or partners and the steps and timing required to secure the
necessary funds”; and (3) because Chartered ‘“‘has received the [Medicaid RFP],” executing “a
binding letter of intent prior to [Chartered] submitting a response to the RFP” and indicating all
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due diligence required “prior to executing a binding letter of intent” on December 1. Id. at 2 (also
requiring bidders to agree to Chartered’s response to the Medicaid RFP).

On February 22, 2013, DCHSI saw for the first time a non-binding letter agreement dated
November 30, 2012, reflecting that Chartered agreed to provide its “resources, assets, and know-
how in support of> AmeriHealth’s own RFP bid in exchange for $5 million, to be paid if
AmeriHealth “or one of its affiliates is chosen as a Service Provider under the [Medicaid] RFP
and commences operations thereunder.” See Ex. 7 (Chartered/AmeriHealth Letter Agreement)
(Nov. 30, 2012). The sole condition of AmeriHealth’s obligation to pay $5 million is
AmeriHealth winning the Medicaid RFP; subject to that condition, the money is to be paid on the
sooner of the closing of the Agreement or within five days after AmeriHealth begins performing
the DHCF Contract. See id.

Just after responses to the Medicaid RFP were due, the Rehabilitator revealed that —
without first submitting to this Court either a plan of rehabilitation or the basis for a
determination that rehabilitation was futile — he had caused Chartered not to respond to the
Medicaid RFP but, instead, had entered into a letter of intent for a transaction with AmeriHealth,
and that AmeriHealth had responded to the Medicaid RFP. See Ex. 8 (Receiver’s Status Report
on Chartered) (Dec. 3, 2012).5 In fact, as DCHSI later learned, by the week of November 26,
2012, the Rehabilitator had decided to enter into a non-binding letter of intent with AmeriHealth
and to work with AmeriHealth “to complete a response to the DHCF RFP in [AmeriHealth’s]
name (utilizing key Chartered personnel and experience in the response) and to negotiate a
definitive agreement with [AmeriHealth].” First Status Report at 5, | 6.

The Rehabilitator selected AmeriHealth even though, contrary to the requirements of the
Chartered RFP, it did not submit a binding letter of intent, did not agree to recapitalize

Chartered, and did not approve a response by Chartered to the Medicaid RFP. Moreover,

> The initial status report that appeared on the DISB website and is attached hereto incorrectly
dated the report December 3, 2002. The date has since been updated on the DISB website in a
new version of the status report (which does not differ in substance).
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AmeriHealth avoided altogether the stated requirement of providing in excess of $30 million in
financing to Chartered. There is no indication that other bidders were extended the same
opportunity to bid on terms contrary to those announced in the Chartered RFP.

Thus, less than six weeks after this rehabilitation proceeding was commenced, the
Rehabilitator had abandoned any effort to continue Chartered’s business and had taken steps to
sell off its parts — setting into motion an unauthorized liquidation plan — without the approval

of DCHSI and without the required advance approval of this Court.

C. DCHSYI’s unsuccessfully protests the DHCF bidding process
In December 2012, DCHSI filed a bid protest before the District of Columbia Contract

Appeals Board (“CAB”) challenging the DHCF bidding process regarding RFP DHCF-2013-R-
0003, renewal of a five-year contract to provide healthcare services to the District’s Medicaid-
eligible population enrolled in the District of Columbia Healthy Families Program and to its D.C.
Health Care Alliance members beginning May 1, 2013. See Ex. 11. Chartered, an incumbent
under the current contract, had failed to submit a bid by the December 3, 2012 proposal deadline
as DCHSI was led to believe that Chartered would when it consented to place Chartered under
rehabilitation in October 2012. See Ex. 1, 4.

DCHST’s bid protest explained that the RFP should be canceled and resolicited because
conflicts of interest existed regarding the Deputy Rehabilitator and his outside counsel; and the
RFP was tainted by an illegal restraint of trade and collusive bidding. See Ex. 11, at 11, 13. The
conflict issues included the fact that the Deputy Rehabilitator’s brother, Robert Watkins, served
as Chartered’s Chief Operating Officer from December 2007 through September 2011 and, while
in that position, was actively involved in rate-setting, contract negotiations, and pharmacy
management; which necessarily meant that the Deputy Rehabilitator, in analyzing and examining
Chartered, reviewed practices engaged in and decisions made by his brother. Id. at 12. In
addition, Faegre Baker Daniels, a consultant retained by DISB to examine and analyze Chartered

(and, the law firm ultimately hired to serve as the Rehabilitator’s counsel) represented or advised
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direct competitors of Chartered, or their corporate parents or affiliates, that had expressed
interest in acquiring Chartered and could gain an advantage if Chartered no longer could service
the D.C. market. Id. These conflicts of interest violated both the D.C. Code and the D.C. Rules of
Professional Conduct, and may have improperly influenced the Deputy Rehabilitator and
Faegre’s decision to “no bid” the contract on Chartered’s behalf. /d. By allowing the same
individuals who controlled or advised three potential bidders (Chartered, United Healthcare, and
AmeriHealth) on the District Medicaid contract to cause one of the three (Chartered) to “no bid,”
the District allowed collusive bidding. Id at 13-14.

The District moved to dismiss the bid protest, arguing that the issues were under the
exclusive jurisdiction of the Superior Court, not the CAB. See Ex. 12 (D.C.”s Mot. to Dismiss for
Lack of Subject Matter Jurisdiction and Standing in Resp. to Protest of D.C. Healthcare Systems,
Inc. (“Motion to Dismiss”) at 1, Protest of D.C. Healthcare Systems, Inc. (Jan. 10, 2013) (CAB
No. P-0930)). The District also claimed that DCHSI lacked standing to protest because DCHSI
was not an ‘“‘aggrieved party” or an actual or prospective bidder or offeror. Id. at 12. DCHSI
responded by demonstrating its “aggrieved party” status (i.e., due to the improper behavior of the
District’s agents or officials, DCHSI was denied the opportunity to compete under the RFP.) See
Ex. 13 (Opp. of Protestor D.C. Healthcare Systems, Inc. to the D.C.’s Mot. to Dismiss (“Opp. to
Motion to Dismiss”) at 11-13, Protest of D.C. Healthcare Systems, Inc. (Jan. 25, 2013) (CAB
No. P-0930)). DCHSI also is a prospective bidder or offeror under the District contract because
an agency may properly attribute the experience or past performance of an affiliated company
(here, Chartered) to an offeror where the firm’s proposal demonstrates that resources of the
affiliate will affect the performance of the offeror. Id. at 14. DCHSI also had the capacity to
submit a stand-alone proposal based on its experience in the managed healthcare business and
the fact that it had independent resources it could have organized and marshaled to submit its
own bid under the RFP, and would have done so had it known Chartered would not be allowed

to bid. Id. at 14-15. DCHST’s allegations concerning collusive bidding, anti-competitive
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behavior, and conflicts of interest all are alleged violations of the District’s procurement laws
and regulations.

On February 27, 2013, the CAB dismissed DCHSI’s bid protest, finding that it lacked
subject matter jurisdiction and that DCHSI lacked standing. See Ex. 14 (Order Dismissing
Protest, Protest of D.C. Healthcare Systems, Inc. (Feb. 27, 2013) (CAB No. P-0930)).

While DCHSI reserves its right to appeal the CAB decision, it notes that this Court has
the power — either through an appeal or through injunctive relief in this proceeding — to
provide a remedy to DCHSI, as an aggrieved party, by extending the current contract and re-

opening the bidding process on the DHCF Contract.

D. The Rehabilitator’s First Status Report to the Court

In January 2013 the Rehabilitator filed his First Status Report, which claimed that one of
his “overarching goals” has been to “preserve any residual value for Chartered’s shareholder.”
See First Status Report at 2, §2; see also id. at 3, {4A (acknowledging “Chartered required a new
Medicaid contract with the District to be a viable acquisition candidate’). He also attempted to
justify his previous actions in preventing Chartered from bidding on the renewal of the DHCF
Contract; assigning Chartered employees to help AmeriHealth prepare its own bid for the DHCF
Contract; and, contrary to the requirements for bidders set forth in the Chartered RFP, accepting
AmeriHealth’s non-binding letter of intent to buy Chartered’s assets when other bidders were
required to submit binding letters of intent to capitalize Chartered.

The Rehabilitator argued that DHCF was unwilling to award the DHCF contract to
Chartered unless Chartered had a new owner and was out of rehabilitation by mid-January 2013,
which conditions he believed could not be satisfied. See id. at 3, | 4B. The DHCF Director thus
not only was involved in pressuring Chartered to consent to rehabilitation, he then purported to

impose new bid “requirements” that are not found in the Medicaid RFP that would disqualify
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Chartered.® No authority supports these requirements. And the DHCF Director ignored that the
rehabilitation was intended to cure Chartered’s alleged undercapitalization, which primarily is
caused by DHCF’s $60 million debt to Chartered and could be corrected swiftly if DHCF simply
would pay Chartered what it owes.

The First Status Report also addressed Chartered’s recently-completed audited financial
statement as of December 31, 2011. See First Status Report at 3. As described above, the audit
report reflects Chartered’s reported reduction in capital and surplus, but also notes that Chartered
met or exceeded the minimum net worth requirement as of December 31, 2011. See id. at Ex. 3,

at 14, Note 7.

E. The Rehabilitator’s Second Status Report and Petition for Order Approving
the Asset Purchase Agreement

On February 22, 2013 the Rehabilitator filed both a Second Status Report and a Petition
seeking approval for the AmeriHealth acquisition of Chartered.

The Second Status Report discusses Chartered’s financial results as of September 30,
2012, and shows that Chartered’s stockholder’s equity, which the Rehabilitator calls capital and
surplus, was $9 million, up 50% from $5.9 million at year-end 2011. See Second Status Report at
2, q 1(a). The Rehabilitator also explains that he determined that the District in fact owes
Chartered $60 million, plus interest, rather than the $32 million booked as of September 30,
2012. The Rehabilitator has not explained his basis for booking only $32 million of the $60
million.” The claim arises from unpaid retrospective rate adjustments primarily due under the
DHCEF Contract because in mid-2010 DHCEF unilaterally transferred certain high-risk populations

to Chartered’s rolls with no rate adjustment. This resulted in a dramatic increase in Chartered’s

® The voluminous RFP can be found on CAB’s website available at
http://app.cab.dc.gov/WorkSite/Docket_Case_Number.asp by entering case number P-0930 and
selecting “AR Exhibit 1, Solicitation No. Doc70947-DHCF-2013-R-0003,” filed Jan. 10, 2013.
7 Nor has the Rehabilitator explained why the 2011 Audited Financial Statements reflect a
“$10,000,000 allowance,” which would appear to contemplate a dramatic reduction of the claim
resulting in a discount to the D.C. government.
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benefit costs, which the District is obligated to pay under the DHCF Contract but to date has not
paid. See Second Status Report at 3, | 1(d).

If the Rehabilitator is correct, then Chartered’s current stockholders’ equity based on the
$60 million claim (without regard to interest) would increase by $28 million from the
$32 million accounted for in September, and thus from $9 million to over $37 million. This is
substantially in excess of Chartered’s stockholder’s equity at any prior year, when its DHCF
Contract was continually renewed.

If, as it appears, Chartered has shareholder equity of $37 million (indeed, even if
Chartered were to recover substantially less than the amount the Rehabilitator concedes is due),
Chartered’s capitalization is at least equal to what it has been throughout its continuous renewals
of the DHCF Contract.

The Rehabilitator also entered into an asset purchase agreement with an AmeriHealth
affiliate. Chartered represents in the proposed Agreement that it “has all necessary and corporate
power and authority to enter into this Agreement” and that the delivery, performance and
consummation of the agreement by Chartered” have been duly authorized by all requisite
corporate action.” See Agreement §4.02. But this is false, because the Rehabilitator never
obtained DCHSI’s consent, as required by Chartered’s Restated Articles of Incorporation. This
representation is, however, consistent with the Rehabilitator’s refusal to provide DCHSI with any
meaningful information regarding the terms of this proposed transaction before filing the Second
Status Report with the Court, despite DCHSI’s willingness to enter into a non-disclosure
agreement. See Ex. 1 | 3, 7. As the Rehabilitator stated in an affidavit in the Bid Protest, he
believes he “was under no obligation under D.C. law or the Rehabilitation Order to consult with
or inform [DCHSI] ... prior to taking action.” See Ex. 9 (Affidavit of Daniel L. Watkins) at 1,
3, filed in support of D.C’s Mot. for Leave to File Reply to Protester’s Opp. to Motion to
Dismiss, CAB No. P-0930.

The Proposed Agreement would consummate the Rehabilitator’s decimation of Chartered
and, in turn, DCHSI. See Evans Aff. { 4. In effect, the Proposed Agreement contemplates the
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transfer of substantial Chartered assets to AmeriHealth for the sum of $5 million.® These assets
include not only the DHCF Contract and provider contracts (subject to opt-out), but also
Chartered’s telephone numbers and trade name, certain intellectual property rights, all furniture,
equipment, supplies, machinery, tools, vehicles and office equipment, enroller records, claims
data, price lists, supplies and sales records, financial and accounting records and more. See
Agreement § 2.01.

The Proposed Agreement is subject to numerous closing conditions, including that
AmeriHealth be awarded the next DHCF contract. Id. § 7.02(i); see Questions and Answers
About the Status and Petition to Approve the Sale of Certain Assets of DC Chartered Health Plan
Inc. to Amerihealth (Feb. 22, 2013), available at http://disb.dc.gov/node/433812; Ex. 16
(Statement by Special Deputy Rehabilitator Daniel L. Watkins). Thus, if the Rehabilitator’s
gamble is not successful — and despite collusion, AmeriHealth fails to win the contract —
Chartered not only will have lost its own chance to win the DHCF contract and its only
opportunity to continue as a going concern, but also will be left without its would-be buyer and
without any real value to attract another buyer. See First Status Report at 3,  4A (“Chartered

required a new Medicaid contract with the District to be a viable acquisition candidate™).”

% The Proposed Agreement’s stated purchase price is $5 million, all of which is subject to an
indemnification provision. See Proposed Agreement §§ 2.05, 8.02. Beyond that, it is unclear
whether the $5 million to be paid under the Proposed Agreement is new consideration, or the
same $5 million to be paid under the November 30, 2012 letter agreement. See § I.B., above. If
the latter, then if AmeriHealth wins the Medicaid RFP and the Proposed Agreement closes,
AmeriHealth would receive Chartered’s assets for no additional payment. Even if there is a total
payment of $10 million, Chartered still is left as a shell, and there is no basis on which to
determine fair value.

? The Proposed Agreement also is subject to the conditions that (1) the broad Representations
and Warranties of Chartered are true in all material respects and all Covenants of Chartered are
complied with in all material respects; (2) AmeriHealth obtain an HMO license that it finds
acceptable in its sole discretion; (3) Chartered make arrangements paying pre-closing provider
claims that AmeriHealth in its sole discretion finds to be appropriate; and (4) AmeriHealth enter
into employment contracts with ten named officers and employees of Chartered that
AmeriHealth in its sole discretion finds acceptable. See Agreement §§7.02 (b), (c), (j), (0), (p).
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The Rehabilitator admits, perhaps unwittingly, that he is liquidating Chartered, when he
states that his next step would be to “wind down Chartered’s remaining operations,” marshal the
remaining assets, and apply those assets to the outstanding liabilities. See Second Status Report
at 8. See also Ex. 15, at 1 (also noting that, if the AmeriHealth transaction does not close, the
Rehabilitator “would continue to marshal Chartered’s assets, resolve Chartered’s liabilities and
wind down Chartered’s affairs after the expiration of its current Medicaid contract”). This seems
to be precisely what D.C. Council member David Catania, who formerly chaired the Council’s
Health Committee, wanted when he stated less than a week after this proceeding was filed: “It’s
finished, as far as I’'m concerned. There just is simply no way it [Chartered] resurrects itself from
receivership.” See Tom Howell Jr., Chartered Health Plan’s finances draw scrutiny, Washington
Times, Oct. 25, 2012, available at http://m.washingtontimes.com/news/2012/oct/25/chartered-
health-plans-finances-draw-scrutiny/?page=all; see also Mike Debonis, Health Plan Takeover in
DC Eases Concerns but Doesn’t Erase Them, Washington Post, Oct. 22, 2012, available at
http://www.washingtonpost.com/local/dc-politics/health-plan-takeover-in-dc-eases-concerns-but-
doesnt-erase-them/2012/10/22/333d15c4-1c8d-11e2-9¢d5-b55¢38388962_story.html (“This
receivership is the epitaph for Chartered.”).

The Rehabilitator also claims that his plan is “fair and equitable for all parties concerned”
and that it is the “best way to [] preserve residual value, if any, for Chartered’s sole shareholder.”
See Second Status Report at 10. The Court in its March 1 Order agreed that the plan is fair and
equitable but did so without having permitted DCHSI to file any substantive opposition.
However, the notion that the plan is fair and equitable is belied by the terms of the deal with
AmeriHealth. The transaction would leave Chartered with no ability to conduct business, with no
ability to satisfy its obligations to DCHSI under its lease, with liabilities to providers, and
perhaps whatever furniture or supplies AmeriHealth, in its sole discretion, may decide to leave
behind. See Agreement §7.02. DCHSI would be left owning a shell company that holds
liabilities, a lease with no ability to collect rent from Chartered, and the right to attempt to collect
amounts owed by the District after the relevant records have been transferred to AmeriHealth
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and after the contract also is transferred, such that DHCF will have even less incentive to pay
Chartered the amounts owed.

The Rehabilitator claims that the Agreement was “negotiated in good faith and at arm’s
length by professionals and advisors who vigorously advocated the interests of their respective
clients,” but neglects to mention that potential conflict issues have not been resolved and that no

one represented the interests of DCHSI as Chartered’s sole shareholder and a creditor. Id. at 4.

II. ARGUMENT

The Court should reconsider its March 1 Order now that it has facts and substantive
argument. Alternatively, the Court should stay its March 1 Order to allow DCHSI to seek
appellate review (by appeal or writ) of that order because the Rehabilitator exceeded his powers
by taking steps toward liquidation before securing this Court’s approval; the proposed deal is not
fair or equitable to the concerned parties but, rather, violates DCHSTI’s rights as sole shareholder
of Chartered and decimates Chartered’s ability to continue its business and sells off key assets
without ensuring fair value is obtained; and DCHSI is threatened with irreparable harm if the
sale is consummated.

Issuance of stay or injunctive relief turns on the balancing of four factors (1) likelihood of
success on the merits; (2) irreparable injury without a stay (the most significant factor); (3) lack
of harm to the other side from a stay; and (4) public interest factors favoring a stay. Akassy v.
William Penn Apartments, Ltd. P’ship, 891 A.2d 291, 309 (D.C. 2006); Dist. of Columbia v. E.
Trans-Waste of Maryland, Inc., 758 A.2d 1, 14 (D.C. 2000).

A. There is a substantial likelihood that DCHSI will prevail on the merits

DCHSI seeks to enjoin two related, but distinct, improper actions by the Rehabilitator:
(1) his steps to liquidate Chartered without exhausting all reasonable rehabilitation efforts,
including re-opening the bidding on the Chartered RFP and submitting a response to the DHCF
RFP, and (2) his violation of DCHSTI’s rights under the Restated Articles of Incorporation. The

merits of both claims are framed by the Rehabilitation Act, D.C. Code § 31-1301 et seq., which
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adopted the National Association of Insurance Commissioners (“NAIC”) Insurer Receivership

Model Act (the “NAIC Model Act,” available at http://www .naic.org/store/free/MDL-555.pdf).

1. DCHSI will prevail in showing that the Rehabilitator improperly has
taken steps to liquidate Chartered

All aspects of a rehabilitation proceeding are subject to court supervision. The
Rehabilitation Act (like the Rehabilitation Order) vests title to Chartered’s assets in the
Rehabilitator, but he is constrained to “administer [the assets] under the general supervision of
the court.” D.C. Code § 31-1311(a). Significantly, the Rehabilitation Act requires that “[i]f the
rehabilitator determines” that any “transformation of the insurer is appropriate,” he must
“prepare a plan to effect the changes” and apply to the court “for approval of the plan.” Id. § 31-
1312(e). Then, “after any notice and hearings the court may prescribe, the court may either
approve or disapprove the plan proposed, or may modify it and approve it as modified,” as
necessary for the court to find the plan “fair and equitable to all parties concerned.” Id. Before a
rehabilitator may take steps to liquidate an insurer, he first must obtain an order of liquidation
upon a showing that “further attempts to rehabilitate [the] insurer would substantially increase
the risk of loss to creditors, policyholders, or the public, or would be futile.” Id. § 31-1314(a).

Here, the Rehabilitator’s mandate is to rehabilitate and revitalize Chartered if possible.
See Rehabilitation Order at 2; see D.C. Code § 31-1312(c). The Rehabilitator, however, has
ignored his mandate and exceeded the limits of his authority.

The Rehabilitator effected a “transformation” of Chartered before obtaining Court
approval and without demonstrating that it would be fair and equitable by (1) causing Chartered
not to bid on, and thus not to engage in, its only business, and (2) entering into an agreement to
sell Chartered’s assets. The Rehabilitation Act could not be clearer that “[i]f the rehabilitator
determines” that any “transformation of the insurer is appropriate,” he must “prepare a plan to
effect the changes” and apply to the court “for approval of the plan.” Id. § 31-1312(e). The law
contemplates that the plan will not be carried out until after it is approved. See id. (“If the plan is

approved, the rehabilitator shall carry out the plan.”). At a minimum, the Rehabilitator must
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receive Court approval before effecting a transformation. Here, as the Second Status Report
makes clear, the Rehabilitator took it on himself to make and implement transformative decisions
amounting to an unauthorized liquidation beginning with his November 2012 agreement with
AmeriHealth and his failure to have Chartered bid on the DHCF Contract.

Even if there had been no practical alternative, as the Rehabilitator claims, he had no
authority to take these actions before he received Court approval. But the Rehabilitator did have
other options he could and should have exhausted before engaging in a fire sale. Indeed, the
Rehabilitator represented to the D.C. Council on October 25, 2012, that there were “many well
capitalized, experienced companies and people who appear to see value in Chartered as a going
concern.” See Ex. 10, at 5. To allow time for that interest from buyers to play out, the
Rehabilitator could have asked his counterpart from DHCF, with whom he had worked hand-in-
hand for six months leading to obtaining Chartered’s and DCHSI’s consents to rehabilitation, to
defer the bidding process. Cooperation failing, had he properly caused Chartered to respond to
the Medicaid RFP, he could have filed a bid protest and obtained an automatic stay of the
process, or he could have asked this Court to intervene in aid of its own jurisdiction over this
proceeding. See, e.g., Dist. of Columbia v. Group Ins. Admin., 633 A.2d 2, 15 (D.C. 1993).

In either event, there is no reason why he could not have had Chartered file its own
response to the Medicaid RFP and at the same time pursued negotiations with AmeriHealth and
other interested parties from a position of strength — as a company that not only had tremendous
goodwill in the community and experienced and capable employees, but also had the prospect,
with a good purchaser, of once again securing the DHCF Contract. See Debonis, supra (quoting
Sharon Baskerville, Executive Director of D.C. Primary Care Association, a non-profit health
action and advocacy organization, stating that notwithstanding the concerns about
Mr. Thompson, “People in the community ... don’t know or care who Jeff Thompson is; they
just know that when they go to get their health care, it’s there.”).

Instead, the Rehabilitator conducted a two-day bidding process, at the end of which he
took a company that arguably does not even have a capital deficit and abandoned its entire
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business by not bidding on the DHCF Contract. He then put Chartered’s resources and expertise
to work for competitor AmeriHealth, and agreed to sell off Chartered’s assets. The Rehabilitator
has not offered evidence sufficient to support his conclusion that the deal struck with
AmeriHealth was the best option or that the assets would be sold for fair value. DCHSI
understands that the Rehabilitator is under tremendous political pressure, as reflected in Council
member Catania’s statement when the rehabilitation was filed that Chartered is “finished,” and
there “just is simply no way [Chartered] resurrects itself.” See Howell Jr., supra. The
Rehabilitator’s duty and obligation is to honor the requirements of the Rehabilitation Order and
the Rehabilitation Act, and to work to reform and revitalize Chartered, not to bow to political
pressure.

A recent decision from Pennsylvania, which like the District of Columbia has adopted the
NAIC Model Act, demonstrates that a rehabilitator’s legal duty is to exhaust all reasonable
possibilities of rehabilitation before seeking permission to pursue liquidation, and that the
Rehabilitator’s actions here fall well short of what is required. See Consedine v. Penn Treaty
Network Am. Ins. Co., 2012 WL 6721078, *68 (Pa. Commw. Ct. May 3, 2012).

In Consedine, the court denied the rehabilitator’s motion to convert a consented-to
rehabilitation into a liquidation proceeding. The rehabilitator had submitted a preliminary
rehabilitation plan that called for an effort to obtain from certain states actuarially-justified
premium rate increases that were necessary to fund anticipated future claims. See id., 2012 WL
6721078, at *18. Absent such rate increases, the insurers would be able to satisfy their
obligations to insureds for some time, but would be unable to fund all anticipated future claims,
rendering them technically insolvent. See id. at *3-4. The rehabilitator committed to submit a
formal rehabilitation plan, but two days before it was due he filed motions to liquidate the two
insurers. Id. at *4-*5. The court permitted the insurers’ shareholder to take discovery and contest
the liquidation petition. /d. at *5.

After trial, the court ruled in favor of the shareholders, finding that the rehabilitator had
failed to meet his burden under the Pennsylvania statute (which is materially identical to the
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Rehabilitation Act) to prove “‘that continued rehabilitation would “substantially increase the risk
of loss to creditors, [policyholders], or the public, or would be futile.””” Id. at *63 (quoting
Koken v. Legion Ins. Co., 831 A.2d 1196, 1230 (Pa. Commw. Ct. 2003) (quoting 40 PA. STAT.
ANN. § 221.18(a) (West))), see also D.C. Code § 31-1314(a). This standard sets a high barrier
between rehabilitation and liquidation, because liquidation “is a remedy of last resort” and the
rehabilitator may not petition for liquidation unless he has reasonable cause to believe that one of
the two elements of the liquidation standard is satisfied. See Consedine, 2012 WL 6721078, at
*63 (quoting Koken, 831 A.2d at 1230).

The court held that the rehabilitator failed to satisfy the liquidation standard for reasons
that apply here: The rehabilitator had “not undertaken a meaningful effort to rehabilitate the
Companies and, to the contrary, ha[d] acted to frustrate rehabilitation” and had “abandoned
[rehabilitation] in its nascency.” 2012 WL 6721078 at *4, *8. The rehabilitator had terminated
his efforts to obtain rate increases just four months into the proceeding “without the knowledge
or approval of the Court.” Id. at *20. The rehabilitator also had refused to appeal adverse
“decisions of state regulators to disapprove actuarially justified premium rate increase filings.”
1d."® The rehabilitator concluded that rehabilitation was futile without finally developing a
rehabilitation plan, instead “look[ing] for reasons to be excused from that duty.” Id. at *81. The
rehabilitator failed to give due regard to the fact that “[d]uring a rehabilitation, the impaired
insurer operates under the protection and direction of the Court” and focused on the wrong facts
by having his decisions turn on the insurers’ capitalization levels, despite the fact that satisfying

the insurer’s obligations to policyholders, “not surplus, is paramount.” Id. The court ordered that
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1" No deference is owed to a rehabilitator’s decision when, as here, the court “‘must apply
specific statutory standards to the evidence presented.”” 2012 WL 6721078 at *63 (quoting
Koken, 831 A.2d at 1232); see also Atl. Seaboard Corp. v. Fed. Power Comm'n, 131 U.S. App.
D.C. 291, 297, 404 F.2d 1268, 1274 (D.C. Cir. 1968) (courts defer to agency’s decisions only
“insofar as they are supported by substantial evidence and are not inconsistent with the statute”);
Robinson v. Bradshaw, 92 U.S. App. D.C. 216, 220, 206 F.2d 435, 439 (D.C. Cir. 1953)
(although deference is the norm, “nevertheless, when convinced that the evidence, with the
statute, requires a different result we must not refuse a remedy”).
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the rehabilitator “shall develop a plan of rehabilitation of the Companies, in consultation with the
[shareholder].” Id. at *83.

So too here, the Rehabilitator terminated efforts to rehabilitate before informing or
seeking the approval of the Court, and began to liquidate without ever making a meaningful
effort to rehabilitate. The Rehabilitator impeded rehabilitation by blocking Chartered from
bidding on the new DHCF Contract and collusively devoting Chartered’s resources to supporting
competitor AmeriHealth’s bid based only on a non-binding letter of intent. The Rehabilitator
then entered into the Agreement with AmeriHealth conditioned on AmeriHealth winning the
contract, giving AmeriHealth what amounts to a free option on Chartered’s key assets. If
AmeriHealth does not prevail, Chartered is left with no buyer, no contract, no business, no
income stream, and no hopes of finding a new buyer. And, if AmeriHealth wins the contract and
the sale goes through, Chartered would lose not only its business, but also its desks, chairs or
office supplies, phone numbers, and even its name.

The Rehabilitator’s duty was to devote his full attention to preparing a robust bid on the
Medicaid RFP for Chartered while negotiating with AmeriHealth and others; if necessary, to
seek an extension of the deadlines for the Medicaid RFP from his fellow regulators at DHCF or
from the CAB or this Court, see Consedine, 2012 WL 6721078, at *20 (rehabilitator should have
appealed adverse decisions denying rate increases); and to extend the Chartered RFP deadlines to
permit a fair, reasonable, and competitive bidding process. Indeed, the Rehabilitator should have
challenged the Medicaid RFP outright, given inherent flaws that were raised in the Bid Protest."!
The DISB and DHCEF regulators here, as in Consedine, have focused on the alleged inadequacy
of Chartered’s surplus, when it is the service of the Medicaid population that “is paramount” —
and it is uncontested that Chartered continues to serve its enrollees and pay its providers. See id.

at *81. Moreover, all these facts must be considered in view of the fact that Chartered’s reported

W eor example, there was an amendment on November 29, 2012, requiring bids two business
days later (December 3), including a special clause applying a prevailing wage and fringe benefit
law even though that law is not applicable to Medicaid contracts. See Ex. 14, at 5-6 n.3.
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risk-based capital shortfall arises almost entirely from DHCF’s underpayments and can be
corrected by DHCEF taking appropriate action to pay its debt to Chartered.

In short, the Rehabilitator had no authority unilaterally to abandon rehabilitation in its
nascency and to begin to liquidate without exhausting good-faith efforts to rehabilitate
Chartered. Even then, the Rehabilitator lacked authority to take any steps to transform or
liquidate Chartered without first affording this Court a meaningful opportunity to assess the
Rehabilitator’s written plan on adequate notice to interested parties such as DCHSI. See D.C.
Code § 31-1312(e). Instead, the Rehabilitator improperly treated liquidation as a first resort and
began to implement a liquidation plan on his own.

The Rehabilitator’s sale process and the Proposed Agreement also violate principles of
corporate law and are contrary to the Rehabilitator’s duty to reform and revitalize an insurer in
rehabilitation, if possible. See, D.C. Code § 31-1312. And that is what DCHSI consented to. See
Emergency Consent Petition for An Expedited Order of Rehabilitation Pursuant to D.C. Official
Code §§ 31-1310, 31-1311, 31-1312 and 31-3420(a) On or Before October 23, 2012 (“Consent
Petition”) at 3, 6. When the Rehabilitator exercises the powers of directors, which he is given
under D.C. Code § 31-1312, he should exercise them in a manner consistent with the duties of
directors of the insurer which, under established corporate law, include an obligation to act in the
best interests of the Company. See, e.g., Aronson v. Lewis, 473 A.2d 805, 812 (Del. 1984).

Under Delaware corporate lawu, directors effecting a sale or transformation under
circumstances comparable to those presented here have fiduciary obligations to terminate a deal
and accept a new proposal that offers better terms for stockholders. See, e.g., Omnicare, Inc. v.
NCS Healthcare, Inc., 818 A.2d 914, 939 (Del. 2003). In addition, when a company is to be sold,
the directors’ primary objective must be to secure the transaction offering the best value

reasonably available for the stockholders — and they must exercise their fiduciary duties to

2 Delaware corporate law is commonly followed and relied on by the D.C. Court of Appeals on
issues such as directors’ fiduciary duties. See, e.g., Daley v. Alpha Kappa Alpha Sorority, Inc.,
26 A.3d 723 (D.C. 2011); Behradrezaee v. Dashtara, 910 A.2d 349 (D.C. 2006).
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further that end. See, Revion, Inc. v. MacAndrews & Forbes Holdings, 506 A.2d 173, 182, 66
A.L.R. 4th 157, 166 (Del. 1986). The Rehabilitator exercised the powers of Chartered’s board of
directors in negotiating the Proposed Agreement, though he failed to obtain the consent of
Chartered’s sole shareholder as required for such board actions by the Articles of Incorporation.
The Rehabilitator’s failure to negotiate a “fiduciary out” provision and his failure to seek better
offers were not in the best interests of the company and, if taken by a director, would violate the
director’s fiduciary duties in this context. Although the Rehabilitator also must meet his statutory
duties to policyholders and the public, there is nothing inherent in his obligation to act in the best
interests of the company that would have presented a conflict. To the contrary, had the
Rehabilitator acted in the best interests of the company and in accordance with the duties owed
to the company by a director in this context, it would have maximized the value of the
transaction, thereby assuring maximum benefiting creditors and teh shareholder, without any
harm to the public.

Based on the undisputed facts regarding the proposed Agreement, DCHSI is likely to
prevail in establishing, as a matter of law, that the Rehabilitator has acted improperly in its sale

of Chartered.

2. The Rehabilitator has violated DCHSI’s rights to information and to
approve or reject board-level decisions

Under the Rehabilitation Act, an order of rehabilitation does not nullify the rights of
shareholders. To the contrary, the Rehabilitation Act recognizes that shareholders have
protectable rights. See, e.g., D.C. Code § 31-1304 (court may prevent any action that might
lessen the value of the insurer’s assets or prejudice shareholder rights); id. § 31-1305(c) (owners
obligated to cooperate in rehabilitation, but that “shall not be construed to abridge otherwise
existing legal rights™); id. § 31-1316(b) (“the rights of [the insurer’s] shareholders™ are fixed
when liquidation order entered) (emphasis added).

Although the Rehabilitator has authority over Chartered, he does not have the power to

amend or abrogate Chartered’s governing corporate documents. When another rehabilitator,
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purportedly exercising the authority of the board of directors to amend the bylaws of two
insurers in rehabilitation, gave herself the power to consent to liquidation, the court found that
the rehabilitator exceeded her authority. See Koken, 831 A.2d at 1226-27. Although a
rehabilitator assumes the board’s “‘full power to direct and manage’ and to ‘deal with the
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property and business of the insurer,’” the rehabilitator must direct those powers “but to one end;
to achieve a successful rehabilitation.” Id. at 1227 (quoting Pennsylvania statute).

The Rehabilitator has ignored Chartered’s governing documents altogether under the
erroneous assumption that DCHSI no longer has rights. But the Rehabilitation Act recognizes
that DCHSI retains its rights under Chartered’s articles of incorporation. The Rehabilitator’s
actions taken on behalf of the board — such as his decisions to abandon Chartered’s business,
commit Chartered’s resources to preparing a competitor’s bid, sell Chartered’s assets, and reduce
Chartered’s claim for reimbursement from DHCF — all required approval by DCHSI. Chartered
and DCHSI consented to a rehabilitation, not to liquidation. Because it is undisputed that the

Rehabilitator has done all this without DCHSI’s approval, DCHSI has established a probability

of success of the merits.

3. Actions taken by Petitioner DISB in concert with DHCF have
impermissibly interfered with a fair process for bidding on the DHCF
Contract

As DCHSI explained argued in its bid protest, the RFP for the DHCF Contract should be
canceled and re-solicited because conflicts of interest exist (regarding the Deputy Rehabilitator
and his outside counsel) and the RFP was tainted by an illegal restraint of trade and collusive
bidding. The District took the position, and the Contract Appeals Board found, that the issues
raised by DCHSI could not be addressed by the CAB and, therefore, are under this Court’s
jurisdiction, as well as that DCHSI lacked standing. DCHSI intends to appeal that decision, and
this Court also will have jurisdiction over the appeal; DCHSI will request that the actions be

consolidated.

13 The Koken court nevertheless ordered liquidation because, unlike here and in Consedine, the
insurers were unable to satisfy their obligations to policyholders. See Koken, 831 A.2d. at 1245.
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Any party “aggrieved” by a decision of a District of Columbia agency may initiate an
action for equitable relief in Superior Court. Capitol Hill Restoration Soc., Inc. v. Moore, 410
A.2d 184, 188 (D.C. 1979); Group Ins. Admin., 633 A.2d at 14. Agency decisions falling under
Superior Court jurisdiction include CAB bid protest decisions. Jones & Artis Const. Co. v. Dist.
of Columbia Contract Appeals Bd., 549 A.2d 315, 318 (D.C. 1988). The Superior Court has
authority to issue the relief requested by DHCSI including enjoining and reopening the bidding
process. See Group Ins. Admin., 633 A.2d at 19 (recognizing the Superior Court’s authority to
enjoin the award of a contract, thereby requiring the government to repeat the bidding process,
where the original bid process was allegedly tainted); see also MORI Associates, Inc. v. United
States, 102 Fed. Cl. 503 (Fed. CI. 2011) (court enjoined a federal agency from suspending a bid
solicitation process and enjoined the award of a contract where the bid process was allegedly
tainted).14

DCHSI is an aggrieved party with standing to challenge the bid process. “‘In order to
seek review of an administrative agency's decision, (1) the petitioner must allege that the
challenged action has caused him injury in fact; (2) the interest sought to be protected by the
petitioner must be arguably within the zone of interests to be protected or regulated by the statute
or constitutional guarantee in question; and (3) there must be no clear legislative intent to
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withhold judicial review either from the class of persons or in the type of case involved.”” Group
Ins. Admin., 633 A.2d at 17 (quoting Lee v. Dist. of Columbia Bd. of Appeals & Review, 423
A.2d 210, 216 (D.C. 1980)). DCHSI meets the standing requirements to challenge the bid

process. Since the DHCF Contract is Chartered’s sole source of income and Chartered is

DCHST’s sole holding, the challenged bid process has undoubtedly injured DCHSI.

14 «with few exceptions, District contracting practice parallels federal government contract law.”
Dano Res. Recovery, Inc. v. Dist. of Columbia, 620 A.2d 1346, 1351 (D.C. 1993) (“Thus, as in
the past, we avail ourselves here of decisions of the former United States Court of Claims and
present United States Claims Court and United States Court of Appeals for the Federal Circuit,
as well as the federal boards of contract appeals, all of which have particular expertise in this
area.”).
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In addition, the District of Columbia Procurement Act is meant “to ensure the fair and
equitable treatment of all persons who deal with the procurement system of the District
government.” D.C. Code §2-351.01(b)(4). DCHSI’s allegations that the bid process was tainted
by conflicts of interest, collusion, and illegal restraint of trade fall within the zone of interests to
be protected by the statute. 633 A.2d at 19. Finally, there does not seem to be any “clear
legislative intent” to withhold judicial review of the bid process from a party who is the owner of
a potential contract bidders, and a potential bidder in its own right, that is negatively affected by
a CAB decision. Accordingly, DHCSI has standing to bring the instant claim in Superior Court."

With respect to the bidding process, DCHSI requests that the Court enter an Order
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. In the alternative, DCHSI requests that the Court permit all bidders on the
DHCEF Contract at the “best and final offer stage” to bid to acquire Chartered. These options
could produce better results with little disruption and are the type of options the Rehabilitator

should have evaluated and preserved.

B. DCHSI will suffer irreparable harm if the Rehabilitator is allowed to
proceed unchecked

If the Rehabilitator is allowed to continue on his current course and his destructive
actions are allowed to stand, the very existence of Chartered’s business — and therefore the very
existence of DCHSI’s business — will be threatened and DCHSI’s rights as shareholder and
creditor will continue to be violated. See Ex. 2, | 4.

Irreparable harm is established on a showing of an “‘economic loss [that] threatens the

very existence of the movant’s business.”” E. Trans-Waste, 758 A.2d at 15 (quoting Group Ins.

> DCHSI is also an “aggrieved person” under the Contract Appeals Board standard. See D.C.
Mun. Regs. tit. 27, § 100.2(a) (2006) (defining an “aggrieved person” as an actual or prospective
bidder or offeror whose direct economic interest would be affected by the award of a contract or
by the failure to award a contract, or who is aggrieved in connection with the solicitation of a
contract).
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Admin., 633 A.2d at 23 (quoting Wisconsin Gas Co. v. FERC, 244 U.S. App. D.C. 349, 354, 758
F.2d 669, 674 (D.C. Cir. 1985))).

Irreparable harm also may be premised on the infringement of shareholders’ rights. See
Walker v. Johnson, 17 App. D.C. 144, 168 (D.C. Cir. 1900) (the deprivation of shareholders
voting rights constitutes “an injury for which there is no relief at law — certainly none that is...
adequate™); Telecom-SNI Investors, L.L.C. v. Sorrento Networks, Inc., CIV.A. 19038-NC, 2001
WL 1117505 (Del. Ch. Sept. 7, 2001) (““Courts have consistently found that corporate
management subjects shareholders to irreparable harm by denying them the right to vote their
shares...”” (quoting Int’l Banknote Co., Inc. v. Muller, 713 F. Supp. 612, 623 (S.D.N.Y. 1989));
Treco, Inc. v. Land of Lincoln Sav. & Loan, 572 F. Supp. 1447, 1450 (N.D. I1l. 1983) (plaintiff
shareholders would suffer “irreparable harm” absent an injunction requiring a vote to allow
cumulative voting at the company’s annual meeting, because, without the injunction, “plaintiffs
would be unnecessarily frustrated in their attempt to obtain representation on [the] Board of
Directors™); cf. In re Antioch Univ., 418 A.2d 105, 110 (D.C. 1980) (finding irreparable harm
and granting a preliminary injunction where a university on the brink of bankruptcy was denied
the right to manage and marshal the assets of its law school and noting that “[e]ach day that the
University was denied this right, the right was irretrievably lost™).

The DHCEF Contract is Chartered’s raison d’étre and sole source of revenue. Chartered, in
turn, is the raison d’étre of DCHSI’s business. See Ex. 1, { 3. The Rehabilitator’s refusal to
permit Chartered to bid on the DHCF Contract necessarily means the contract would be awarded
to entities other than Chartered, threatening Chartered’s very existence and, by extension,
DCHSI. It would be truly remarkable if, during a rehabilitation proceeding, the government —
DISB in conjunction with DHCF — could gut Chartered’s business by preventing it from bidding
on the DHCF Contract and then sell Chartered’s parts without even consulting its owner.

The terms of the proposed AmeriHealth deal demonstrate not only that it is not “fair and
equitable to all parties concerned” as required by the Rehabilitation Statute, see DC Code § 31-
1312(e), but also that it would result in irreparable harm to Chartered’s shareholder and creditor,
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DCHSI. If the Rehabilitator were permitted to enter into the Agreement on behalf of Chartered,
Chartered would be decimated without adequate compensation.

The closing conditions included in the Asset Purchase Agreement give AmeriHealth the
ability to walk away from the deal for various reasons, including if AmeriHealth is not awarded
the new DHCF Contract. But if AmeriHealth abandons the deal, it will leave Chartered with no
business and no practical ability to attract a new buyer.

Even if the deal does go through, the terms unreasonably favor AmeriHealth, to
Chartered’s detriment. The Rehabilitator has proffered no information to show the value of the
transferred assets. At a minimum, he should be required to present, and the parties should be able
to test, a fair and independent valuation of Chartered as it was before the Rehabilitator eliminated
Chartered’s business. There can be no question, in view of the assets being sold to AmeriHealth,
that Chartered would be left with no ability to conduct any business or generate revenues in the
future.'®

To avoid the irreparable harm facing DCHSI, this Court should enjoin the Rehabilitator’s
sub rosa liquidation plan; require the Rehabilitator to reopen the bidding for a sale of Chartered
on notice to all potentially interested parties and with the same Court-approved rules applied to
all bidders; and require Chartered, in consultation with DCHSI, to submit a response to the
Medicaid RFP if it is reopened.

That the Rehabilitator is improperly engaged in a liquidation is all the more improper
given that he failed to supply this Court with any factual record: The Rehabilitator never
supplied this Court with testimony, affidavits or evidence to justify a liquidation. Nor have any
opposing parties been given the opportunity (until now) to oppose the Rehabilitator’s actions and

supply opposing evidence.

16 It is not surprising that the proposed Agreement so heavily favors the buyer, since
AmeriHealth had all the leverage once the Rehabilitator decided to forgo Chartered’s bid on the
new DHCF Contract and permitted AmeriHealth to rely on Chartered’s experience and expertise
in formulating its own bid.
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C. Preventing the Rehabilitator from essentially liquidating Chartered and
requiring him to recognize DCHSI’s rights will not harm the parties or the
public

Requiring the Rehabilitator to exhaust all reasonable efforts to rehabilitate Chartered and
to recognize the rights of Chartered’s shareholder would not harm any party, since these are
requirements of the Rehabilitation Act and Chartered’s governing documents. Requiring the
Rehabilitator to act within his mandate also serves the public interest.

Requiring that the bidding on both the DHCF Contract and the sale of Chartered be
reopened would also serve the interests of the public and not result in any harm to the parties or
the public. As the Rehabilitator and the DHCF Director have acknowledged, Chartered has
developed a significant provider network, provided ongoing full-service healthcare to needy
District residents and met its obligations to pay providers since 1987. See Ex. 10, at 2; Ex. 4, at
2. Indeed, even if Chartered’s reserves are too few, it is uncontested that Chartered meets or
exceeds the District’s statutory minimum net worth requirement as of December 31, 2011, and
that the Rehabilitator has asserted a $60 million underpayment claim against the District. See
First Status Report Ex. 3 at 14, Note 7; Second Status Report at 3. Thus, the interests of the
public, policyholders and creditors would best be served by permitting Chartered to bid on the
DHCEF Contract, and the Court should order that the bidding on the DHCF Contract be re-
opened.

In any event, this Court should require that the Chartered RFP be reopened and
conducted with a reasonable timeframe, so that Chartered in fact has a legitimate chance to
realize fair value and can compete to continue bringing its more than 25 years of developed
expertise to bear for the benefit of the District’s neediest residents. Other insurers may see
greater value in Chartered’s assets — a current bidder on the DHCF Contract that purchases
Chartered could rely on the acquisition to improve its position and pay more than AmeriHealth is
offering. Re-opening the Chartered RFP would foster competition and afford Chartered the

chance to survive and prosper, which is the purpose of the Rehabilitation Act. There is no
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conceivable harm to the government in allowing a longstanding service provider to continue to
perform under the contract as it successfully has for over 25 years.

In contrast to the lack of harm to the parties and the public, DCHSI would face
irreparable harm if its request for a preliminary injunction is not granted. DCHSI therefore is
entitled to a stay and injunctive relief. See Eastern Trans-Waste, 758 A.2d at 14.

III. CONCLUSION

DCHSI respectfully requests that the Court enter an order (1) staying its March 1 Order
(Approving the Asset Purchase Agreement, Plan of Reorganization and Related Matters) pending
appellate review and (2) preliminarily enjoining the Rehabilitator from liquidating Chartered or
otherwise exceeding the limits of his authority under the Rehabilitation Act and Rehabilitation
Order; (3) vacating or rendering void all of the Rehabilitator’s liquidating actions, including any
and all purported agreements with AmeriHealth; (4) 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 or, in the alternative, to

permit all current bidders at the “best and final offer stage” to bid to acquire Chartered; and

[continued on next page]
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(5) 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 material affect on DCHSI’s interest in Chartered.
Dated: March 6, 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 6th 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 Copy to:

Stephen 1. Glover, Esquire
Gibson, Dunn & Crutcher
1050 Connecticut Avenue, NW
Washington, DC 20036
siglover @ gibsondunn.com

/sl
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.

DC CHARTERED HEALTH PLAN, INC.,
Respondent.
ORDER GRANTING 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

Before this Court is Party-in-Interest D.C. Healthcare Systems, Inc.’s (“DCHSI”’) 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 (“Motion”). The Court having
considered the arguments of the parties hereby orders that:
1. The Court’s March 1, 2013 Order Approving Asset Purchase Agreement, Plan of
Rehabilitation and Related Matters is stayed pending appellate review;
2. The Rehabilitator is preliminarily enjoined from liquidating Chartered or otherwise
exceeding the limits of his authority under the Insurers Rehabilitation and Liquidation
Procedures Act, D.C. Code § 31-1301 er seq. (the “Rehabilitation Act”) and the
October 19, 2012 Order of this Court placing Chartered into rehabilitation;

3. All of the Rehabilitator’s liquidating actions are vacated and rendered void, including

any and all purported agreements with AmeriHealth;



4. Petitioner District of Columbia is required to reopen the bidding process for the
Department of Healthcare Finance (“DHCF’) Medicaid contract (Solicitation No.
Doc70947/DHCF-2013-R-0003 (MCO)) (“DHCF Contract”) and to extend all
deadlines for a reasonable period sufficient to allow Chartered to submit a bid on its
own behalf or, in the alternative, to permit all current bidders at the “best and final
offer stage” to bid to acquire Chartered; and

5. The Rehabilitator is required to comply with Article VIII of 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 material affect

on DCHST’s interest in Chartered.

SO ORDERED.

Judge Melvin R. Wright

Entered on:

Copies to be Served:

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

Stephen I. Glover, Esquire
Gibson, Dunn & Crutcher

1050 Connecticut Avenue, NW
Washington, DC 20036
siglover @ gibsondunn.com



SUPERIOR COURT OF THE DISTRICT OF COLUMBIA

CIVIL DIVISION
DISTRICT OF COLUMBIA,
Department of Insurance, Securities and
Banking,
Petitioner, o Civil Action No. 20128227

Judge Melvin R. Wright
V.

D.C. CHARTERED HEALTH PLAN, INC,,

Respondent.

STATE OF NEW YORK )
.SS:..
COUNTY OF NEW YORK )

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

LORIE E. LUPKIN declares under penalty of perjury that:

1. Iam an attorney with Manatt, Phelps & Phillips, LLP, attorneys for D.C. Healthcare
Systems, Inc. (“DCHSI”). Isubmit this affidavit in support of DCHSI’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.

2. Annexed as Exhibit 1 is a true and correct copy of the Affidavit of Stephen I. Glover,
dated March 15, 2013.

3. Annexed as Exhibit 2 is a true and correct copy of the Affidavit of Richard Evans, dated
February 27, 2013.

4. Annexed as Exhibit 3 is a true and correct copy of the Restated Articles of Incorporation

with Amendments of D.C. Chartered Health Plan, Inc.
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Annexed as Exhibit 4 is a frue and correct copy of the Testimony of Wayne Turnage,
Director, Department of Health Care Finance, before the Council of the District of
Columbia Committee on Health and Committee on Public Services and Consumer
Affairs, dated October 25, 2012, obtained from the Contract Appeals Board’s website,
available at http://app.cab.dc.gov/WorkSite/Docket Case_Number.asp.

Annexed as Exhibit 5 is a true and correct copy of D.C. Chartered Health Plan, Inc.’s
Financial Statements with Independent Auditors’ Report Thereon Relating to 2004-2010.
Annexed as Exhibit 6 is a true and correct copy of a Form Letter from James M. Sheehy,
Keefe, Bruyette & Woods, dated November 9, 2012.

Annexed as Exhibit 7 is a true and correct.copy of a Letter Agreement, dated November
30, 2012, entered into among D.C. Chartered Health Plan, Inc. and AmeriHealth Mercy
Health Plan.

Annexed as Exhibit 8 is a true and correct copy of a document entitled “Receiver’s Status
Report on Chartered Health Plan, Inc.” dated Dec. 3, 2012, obtained from the Contract
Appeals Board’s website, available at

http://app.cab.dc.gov/WorkSite/Docket Case_Number.asp.

Annexed as Exhibit 9 is a true and correct copy of the Declaration of Daniel L. Watkins,
filed as Exhibit A to the District of Columbia’s Motion for Leave to Reply to Protestor’s
Opposition to the District of Columbia’s Motion to Dismiss (CAB No. P-0930), dated

February 5, 2013.
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12.

13.

14.

15.

16.

Annexed as Exhibit 10 is a true and correct copy of the Testimony of William P. White,
Commissioner of the Department of Insurance, Securities and Banking, at the Joint
Oversight Roundtable on the D.C. Chartered Health Plan, Inc. Receivership of the
Committee on Public Services and Consumer Affairs, Yvette Alexander, Chairperson,
and the Committee on Health, David Catania, Chairperson, dated Oct. 25, 2012, obtained
from Contract Appeals Board’s website, available at
http://app.cab.dc.gov/WorkSite/Docket Case Number.asp.

Annexed as Exhibit 11 is a true and correct copy of Protest of D.C. Healthcare Systems,
Inc. Under Request for Proposals No. DHCF-2013-R-0003 (CAB No. P-0930), dated
Dec. 17, 2012 (without exhibits).

Annexed as Exhibit 12 is a true and correct copy of the District of Columbia’s Motion to
Dismiss for Lack of Subject Matter Jurisdiction and Standing in Response to Protest of
D.C. Healthcare Systems, Inc. (CAB No. P-0930), dated January 10, 2013 (without
exhibits).

Annexed as Exhibit 13 is a true and correct copy of the Opposition of Protestor D.C.
Healthcare Systems, Inc. to the District of Columbia’s Motion to Dismiss (CAB No. P-
0930), dated January 25, 2013 (without exhibits).

Annexed as Exhibit 14 is a true and correct copy of the District of Columbia Contract
Appeals Board Order Dismissing Protest (CAB No. P-0930), dated February 27, 2013.
Annexed as Exhibit 15 is a true and correct copy of a document entitled “Questions and
Answe_rs about D.C. Chartered Health Plan Inc.”, dated Feb. 22, 2013, obtained from
D.C. Chartered Health Plan, Inc. Rehabilitation’s website, available at

http://disb.dc.gov/node/344592.



17. Annexed as Exhibit 16 is a true and correct copy of a Letter dated June 22, 2010 from
Jonathan C. Marsden, Mercer, to Tanya Ehrmann, District of Columbia Department of
Health Care Finance, regarding District of Columbia Healthy Families Program Rate
Development and Actuarial Certification for the Contract Period July 1, 2010 through
April 30, 2011. We have highlighted select portions of the letter for the convenience of
the Court.

18. Annexed as Exhibit 17 is a true and correct copy of a document dated January 6, 2012
entitled “DCHFP Book for Rates Effective May 1, 2012: District of Columbia

Department of Health Care Finance.”

"Lorie E. Lupkm ”

Sworn to before me this

G dayofmwck ,2013

/M@W%/
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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 RICHARD EVANS
The undersigned, RICHARD EVANS, having been duly sworn, hereby deposes and
states as follows:

1. My name is Richard Evans and the facts set forth below are true based upon my

personal knowledge. 1am a Director of D.C. Healthcare Systems, Inc. (“DCHSI”).
2. DCHSI is the sole shareholder of D.C. Chartered Health Plan, Inc. (“Chartered”).
3. Chartered is DCHSI’s sole source of revenue.
4, Without revenue from Chartered, DCHSI’s existence would be threatened.

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

information and belief.

2 ~27-2613 Wc_.

Date Richard Evans

- i}
Sworn to before me this}fﬁ”day of i’n}amvﬁls ,2013

Nota(()' Public , P-RD .
) / /L] et .vo Pe
My commission expires: Ho / [3 1 BRI S S e
, L Q’:" g ! RERCE T
_NOTARY PuBLIC Y0 ' o
District of Columbia N ) &2 0
My gogmms;e;ian Expires ' 5 LY
rebruary 28, 201z ' -
4 3 ) /N v »

[t
st
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GOVERNMENT OF THE DISTRICT OF COLUMBIA

DEPARTMENT OF CONSUMER AND REGULATORY AFFAIRS
CORPORATIONS DIVISION

* Kk %

CERTIFICATE

THIS IS TO CERTIFY that the attached is a true and correct copy of the documents for
this entity as shown by the records of this office.

D.C. CHARTERED HEALTH PLAN, INC.

IN TESTIMONY WHEREOF I have hereunto set my hand and caused the seal
of this office to be affixed as of (4/12/2012

Business and Professional Licensing Administration

PATRICIA E. GRAYS
Superintendent of Corporations
Corporations Division

Vincent C. Gray
Mayor

Tracking #2 GHOMBWBCAW
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GOVERNMENT OF THE DISTRICT OF COLUMEIA
> . A . DEPARTMENT OF CONSUMER AND REGULATORY AFFAIRS
BUSINESS REGULATION ADMINISTRATION

CERTIFICATE

THIS IS TO CERTIFY that all applicable provisions of the DISTRICT OF
COLUMBIA BUSINESS CORPORATION ACT have been complied with and

ACCORDINGLY, this CERTIFICATE of Incorporation
is hereby issued to D.C. CHARTERED HEALTH PIEN , INC.
as of Janwary 20 19 97

»

Donald G. Murray
Acting Director

R. Benjamin Johnson
Administrator
Business Regulation Administration

superintendent o
Cerporations Div

Marion Barry, Jr.
Mayor

* ¥ *

(1
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r . - ARTICLES QF INCORPORATION
of
D.C. CHARTERED HEALTH PLAN, INC.

TO: RECORDER OF DEEDS
WASHINGTON, D.C.

The undersigned natural persons, of the age of 21 years or
more, do, under and by virtue of the District of Columbia Corpora-
tion Act authorizing the formation of Corporations, with the
intention of forming a Corporation, hereby adopts the following
Articles of Incorporation for such Corporation:

FIRST: The name of the corporation is D.C. CHARTERED
HEALTH PLAN, INC.

SECOND: The period of its duraticn is perpetual.

THIRD: The purpose or purposes for which the Corporation
is organized are: to provide management and administration serv-
ices to providers of health care; to engage in and to do any law-
ful act concerning any or all lawful business for which corpora-
tions may be incorporated under the District of Columbia Corpora-
tion Act, including but not limited to, the power to engage in
the bugsiness of manufacturing, processing, research and develop-
ment and to invest its funds in real estate, mortgages, stocks,
bonds and other types of investment assets and to own, and to
deal with or dispose of such real and personal property as may bhe
necessary or appropriate for the conduct of its business.

FOURTH: The aggregate number of shares which the Corpora-
tion is authorized to issue is one hundred thousand shares of
common stock having a par value of $1.00 per share.

FIFTH: The Corporation will not comménce busineéss uftil at

. 208l

e
¥ 7 v e e O O T
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1eagt bn;.&housand Dollars ($1,000) has been received by it as
consideration for the issuance of ghares.

SIXTH: The address, including street and number of the
initial registered office of the Corporation is 665 E. Street,
S.W., Washington, D.C. 20024, and the name of the initial regis-
tered agent at that address is ILewis W. Marshall.

SEVENTH: The Lollowing persons shall constitute the initial
Board of Directors and shall serve as the Directors until the
first annual meeting of the Shareholders or until their successors

are elected and shall gualify:

Name Address
Jerry H. Dolchin Suite 2000, 1234 Market St., Phila., P4 19107
Mark I, Slotkin Suite 2000, 1234 Market 8t., Phila., PA 19107

Lewis W. Marshall 2758 Unicorn Lane, Washington, DC 20015

EIGHTH: The name and address of each Incorporator 1is as
follows:

Name address
Jerry H. Dolchin Suite 2000, 1234 Market St., Phila., P& 192107
Mark I. Slotkin Suite 2000, 1234 Market St,, Phila., PA 19107

Lewis W. Marshall 2758 Unicorn Lane, Washington, DC 20015

Dated: December 1 r 1286

Incorpora



GOVERNMENT OF THE DISTRICT OF COLUMBIA

DEPARTMENT OF CONSUMER AND REGULATORY AFFAIRS
CORPORATIONS DIVISION

CERTIFICATE

THIS IS TO CERTIFY that the attached is a true and correct copy of the documents for
this entity as shown by the records of this office.

D.C. CHARTERED HEALTH PLAN, INC.

IN TESTIMONY WHEREOF 1 have hereunto set my hand and caused the seal
of this office to be affixed as of ¢4/13/2012

Business and Professional Licensing Administration

PATRICIA E. GRAYS
Superintendent of Corporations
Corporations Division

Vincent C. Gray
Mayor

Tracking #: SI3W45GE3B
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GOVERNMENT OF THE DISTRICT OF COLUMBIA 9
DEPARTMENT OF CONSUMER AND REGULATORY AFFAIRS

~ BUSINESS REGULATION ADMINISTRATION

CERTIFICATE

THIS IS TO CERTIFY that all applicable provisions of the DISTRICT
OF COLUMBIA BUSINESS CORPORATION ACT have been complied with and

accordingly, this CERTIFICATE of AMENDMENT is hereby issued to

D.C. CHARTERED HEALTH PLAN, INC.

as of JANUARY 10th, 1989 '

Donald G. Murray
Director

L

Henry C. Lee, III
Administrator
Business Requlation Administration

Assistant

Marion Barry, Jr.
Mayor
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CERTIFICATE OF AMENDMENT
TO THE
ARTICLES OF INCORPORATION
or
D.C. CHARTERED HEATHH PLAN, INC.
The undersigned, for the purpose of amending Articles of
Incorporation pursuant to Sections 29-356 and 29-357 of the District

of Columbia Business Corporation Act, do hereby certify that:

FIRST: The name of the corporation is D.C. Chartered

Health Flan, Inc. (the ""Corporation").

SECOND: Current Article Fourth is deleted in its entirety

and the following substituted in lieu thereof:

FOURTH: The total number of shares
of all classes of capital stock which
the Corporation shall have the
authority to issue is 350,000 shares,
consisting of 300,000 shares of
common stock with a par value of $.10
per share (the "Common Stock") and
50,000 shares of preferred stock with
a par value of $1.00 per share
{("Preferred sStock™). The 300,000
shares of Common Stock which the

Corporation is authorized to issue

PILED
are hereby divided into three classes T E Y e
< JAN |0 (099

ﬂ—“-—----—-i. ------
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as follows: 100,000 shares of Class
& Common Stock, 100,000 shares of
Class B Common 3tock, and 100,000

shares of Class C Common Stock.

The Corporation's Board of Directors
shall ke comprised of twelve menbers.
The holders of the Class 2 Common
Stock shall have the right to elect
six members of the Board of
Directors, designated as the Class
A Direéi:ors, and the holders of the
Class B Common Stock shall have the
right tec elect six members of the
Board of Directors, designated as the
Class B Directors. No later than
July 31, 12838, the holders of both
Class A Common Stock and Class B
Common Stock shall each select two
of their six menbers of the Board
Directors from the subscribers of the
Corporation, based upon the
Corporation's subscriber board
membearship selection procedure. Until
the subscribers are chosen, the Board

of Directors shall consist of eight
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menbers of which four members shall
be designated Class A Directors and
four members shall be designated as

Class B Directors.

The holders of Class C Common Stock
shall have no right to elect members
of the Beoard of Directors. The
holders of Preferred Stock shall have
no right to elect members of the
Board of Directors. The holders of
the Preferred stock shall be entitled
to receive, when and as declared by
the Board of Directors, vyearly
dividends from the surplus or net
profits of the Corporation at a rate
of 5.5 percent per annum. Such
dividends shall be payable before any
dividends shall be paid upon, or set
apart for, the Common Stock of the
Corporation and shall be cumulative.
Such dividends shall be paid during
the first quarter of Corporation's
1991 fiscal vear uniess there is an
affirmative vote of no less than

seventy~five percent (75%) of the
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antire Board of Directors that such
dividends should not be paid at that

time.

Except as otherwise provided for
herein, a description of the
respective classes of Common Stock
and a statement of the designations,
preferences, voting powers (or no
voting powers), relative,
participating, optional, or other
special rights and privileges and the
qualifications, limitations, and
restrictions of the Common Stock and
Praeferred Stock shall be established
by reseclution of the Corporation's
Board of Directors; provided,
however, +that no share of the
Corporation's capital stock shall be
convertible inte Class A or Class B

Common Stock.
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THIRD: A new Article Eighth is added to read as
follows:
The affirmative vote of no less than
gseventy-five percent (75%) of the
entire Board of Directors shall be
regquired to approve any mnerger,
consolidation, dissolution, reduction
of stated capital, sale, 1lea=e,
exchange, mortgage, pledge or other
disposition of all or substantially
all of the property and assets of the
Corporation, amendment of the Articles
of Inco%poration or Bylaws, issuance
of any securities, change in nature
of Corporation's business,
establishment of reserves or any
contract or other financial
relationship to which a mnember of
the Board of Directors or five percent
(5%) or more stockholder of the
Corporation is a party or in which
a member of the Board of Directors
or five percent (5%) or more
stockholder of the Corporation has
a direct or indirect material

interest,
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FOURTH: A new Article Ninth is added to read as follows:
If in any of the years in which
Consumers United Capital Corporation,
a Delaware corporation, owns shares
of the Corporaticn's Class B Common
Stock, the pre-tax annual income of
the Corporation is less than seventy-
five percent (75%) of the amount
projected in the Corporation's Joint
Venture Proposal Of February 1988 at
page 2 and any subsequent annual
projections as adopted by the Board
of Directors, not including
projections for the Corporatioen's
commercial marketing, then the
president of the Corporation shall
call a special meeting of the Board
of Directors for the purpose of
determining whether the Corporation
should centinue its business
activities. In the event three-
fourths (3/4) of the Corporation's
entire Board of Directors does not
affirmatively vote to continue the

Corporation's business activities,
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the Board of Directors shall cause
all steps to be taken necessary to
wind-up the Corporation's business
activities and +to dissolve the
Corporation pursuant to the District
of Ceclumbia Business Corporation

Act.

FIFTH: These amendments to the Corporation's Articles

of Incorporation were adopted by the sharehelders entitled to vote

thereon effective December 30 , 1988.

8IXTH: Seventy-six shares of the Corporation's Common
Stock were cutstanding pricr to the adoption of these amendments

and each share was entitled to one vote.

SEVENTH: These amendments were adopted by the
shareholders of the Corporation at a meeting held for that purpose

on 12/30 , 1988. Sewventy-six of the 76 outstanding shares of

the Corporation's Common Stock were represented at the meeting.

76

Of the 76 shares represented, shares were voted

in favor of the adoption of the anendment and shares were

voted against the adopticn of the amendment.

EIGHTH: ©Each share of the Corporation's Common Steck

issued and outstanding immediately prior to the filing of this
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Certificate of Amendment shall, by virtue of the filing of this
Certificate of Amendment and without any action on the part of the
holder thereof, be converted into and exchangeabhle for 445 shares

pf Class A Common Stock of the Corporation. Each such share shall

be deemed fully paid and non-assessable.

NINTH: These amendments shall cause a change in the
amount of stated capital from $76.00 to % 80,000 and a change
in the paid-in surplus from $597,086 to $ 517,162. The Corporation
shall effect such change by transferring paid-in surplus to stated

capital on the books and records of the Corporation.

IN WITNESS WHEREOF, the undersigned has subscribed his

name this =0 day of Decenrbes , 1988.

Chartered Health Plan,

President

Received with all regquired

Deca A 29, /55 p

Date




GOVERNMENT OF THE DISTRICT OF COLUMBIA
DEPARTMENT OF CONSUMER AND REGULATORY AFFAIRS
CORPORATIONS DIVISION

CERTIFICATE

THIS IS TO CERTIFY that the attached is a true and correct copy of the documents for
this entity as shown by the records of this office.

D.C. CHARTERED HEALTH PLAN, INC.

IN TESTIMONY WHEREOF I have hereunto set my hand and caused the seal
of this office to be affixed as of (4/13/2012

Business and Professional Licensing Administration

PATRICIA E. GRAYS
Superintendent of Corporations
Corporations Division

Vincent C. Gray
Mayor

Tracking #: SI3W45GE3B
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GOVERNMENT OF THE DISTRICT OF COLUMBIA
DEPARTMENT QF CONSUMER AND REGULATORY AFFAIRS
BUSINESS REGULATION ADMINISTRATION

CERTIFICATE

THIS IS TO CERTIFY that all applicable provisions of the DISTRICT
OF COLUMBIA BUSINESS CORPORATION ACT nave been complied with and

accordingly, this CERTIFICATE of AMENDMENT is hereby issued to
D,C. CHARTERED HEALTH PLAN, INC.

as of JUIY 14th, 1992 |

Barbara E. Brown
Acting Director

James E. Rerr
Adnministrator
Regulation stration

Corporations Division

Sharon Pratt Kelly
Mayor
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ARTICLES OF AMENDMENT
TO THE
ARTICLES OF INCORPORATION
OF
D.C. CHARTERED HEALTH PLAN, INC.

The undersigned corporation, for the parposes of amending its Articles of
Incorporation pursuant to the District of Columbia Business Corporation Act, does hereby

certify that:

FIRST: The name of the corporation is D.C. Chartered Health Plan,
Inc. (the "Corporation”).

SECOND: The Articles of Incorporation are amended as follows:
L New Article Tenth is added to read as follows:

TENTH: No shareholder of any class of stock of the
Corporation shall have the preemptive right to subscribe for
or acquire additional shares of the Corporation, whether now
or hereafter authorized.

THIRD: These amendments to the Corporation’s Articles of Incorporation
were adopted by at least two-thirds of the shareholders entitled to vote thereon effective
April 21, 1992,

FOURTH: Thirty three thousand eight hundred twenty six and eighty
three tenths (33,826.83) shares of the Corporation’s Class A Common Stock, zero (0) shares
of the Corporation’s Class B Common Stock, zero(0) shares of the Corporation’s Class
C Common Stock, and zero (0} shares of the Corporation’s Preferred Stock, were
outstanding prior to the adoption of these amendments and each such outstanding class
shares were entitled to one vote. '

FIFTH: These amendments were adopted by the shareholders of the
Corporation at a meeting held for that purpose on April 21, 1992. 29,883.33 of the
33,826.83 outstanding shares of the Corporations’s Class A Common Stock were represented
in person or by proxy at the meeting, Of the 29,883.33 shares represented, 25,721.74 shares
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were voted in favor of the adoption of the amendment and 4,161.59 shares were voted
against the adoption of the amendment with 3,943.50 shares abstaining.

SIXTH: These amendments to the Corporation’s Articles of Incorporation
were adopted by an affirmative vote of at least seventy-five percent (75%) of the entire
Board of Directors effective April 6, 1992.

SEVENTH: These amendments do not provide for anm exchange,
reclassification, or cancellation of the issued shares of the ( rporation.

EIGHTH: These amendments shall not effect a change in the amount
of stated capital of the Corporation.

IN WITNESS WHEREOF, the Corporation has caused these Articles of
Amendment to the Articles of Incorporation to be signed in its name and on its behalf
by its President and attested to by its Secretary on the 4th day of June, 1992, and its
President acknowledges that these Articles of Amendment are the act and deed of the
Corporation and, under the penalties of perjury, that the matters and facts set forth herein
with respect to authorization and approval are true in all material respects to the best of
his knowledge, information and belief.

Attested to:

Niws Wrmancbad!

Secretary



GOVERNMENT OF THE DISTRICT OF COLUMBIA

DEPARTMENT OF CONSUMER AND REGULATORY AFFAIRS
CORPORATIONS DIVISION

CERTIFICATE

THIS IS TO CERTIFY that the attached is a true and correct copy of the documents for
this entity as shown by the records of this office.

D.C. CHARTERED HEALTH PLAN, INC.

IN TESTIMONY WHEREOF 1 have hereunto set my hand and caused the seal
of this office to be affixed as of ¢4/13/2012

Business and Professional Licensing Administration

PATRICIA E. GRAYS
Superintendent of Corporations
Corporations Division

Vincent C. Gray
Mayor

Tracking #: SI3W45GE3B
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GOVERNMENT OF THE DISTRICT OF COLUMBIA
DEPARTMENT OF CONSUMER AND REGULATORY AFFAIRS

* k X
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CERTIFICATE

THIS IS TO CERTIFY that all applicable provisicns of the District of Golumbia
Business Corporation Act have been complied with and accordingly, this

CERTIFICATE OF AMENDMENT is hereby issued to:

D.C. CHARTERED HEALTH PLAN, INC.

IN WITNESS WHEREOF I have hereunto set my hand and caused the seal of this
office to be affixed as of the 30th day of October, 2000.

Cariynn M. Fuiler
R et = Acting Director

Patricia E. Grays
Acting Administrator
Business Regulaticn Administration

y I M.

/ Patricia E. Grays
Superintendent of Corporations
Corporations Division

Anthony A.
Wiiliams Mayor
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TO:  The Department of Consumer and Regulatory Affairs
Corporations Division, Government of the District of Columbia

[, the undersigned, a vice-president of D.C, Chartered Health Plan, Inc., adopt these

Restates Articles of Incorporation with Amendments.

ARTICLEI
| CORPORATE NAME

The present name c;Jf the corporation is D.C. CHARTERED HEALTH PLAN, INC. The
original corporate name was D.C. CHARTERED HEALTH PLAN, INC. and the original
Articles of Incorporation were filed on January 20, 1987.

ARTICLE Il
= DURATION

The period of duration of the corporation is perpetual. The original period of duration
was perpetual.

ARTICLE LIl
ADOPTION OF RESTATED ARTICLES WITH AMENDMENTS
These Restated Articles both restate and amend the Articles of Incorporation. The Board
of Directors adopted a resolution setting for the proposed amendments and directing that the
amendments be submitled to the shareholder for approval, The shareholder approved the
amendments by a unanimous vote of the shares outstanding and entitled to vote on Qctober 28,
2000, )

? ARTICLEIV
AMENDM ICLE

The Articles of Incorporation are amended by striking out the Fourth Article in its entirety
and inserting in its place the following new Article IV:

Page 1 of 3 Emgﬁ {w::

0cT 30 2000
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The corporation is 'guthorized to issue 1,000 shares of common stock with a par value of

$1.00 per share. The corporation is authorized to issue one class of common stock.”

_ ARTICLEY
- AM EN
The Articles of Incorporation are amended by striking out the Eighth Article in its entirety
and inserting in its place the following new Ariicle VIIL;

No action of the Board of Directors shall take effect unless it has been approved by the

unanimous vote of the outstanding shares entitled to vote.™

1

ARTICLE V1
AMENDMENT OF NINTH ARTICLE

The Articles of Incorporation are amended by striking out the Ninth Article in its entirely
and inserting in its place the following new Article IX:

SARTICLEIX
' PREEMPTIVE RIGHTS

The preemptive rights of the sharcholders of the corporation shall not be limited in any

1

way,

AMENDMENT OF TENTH ARTICLE

The Articles of Incorporation are amended by striking out the Tenth Article in its entirety
and inserting in its place the following new Article X:

-

Page 2 of 3
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“ARTICLE X - . .
INTERNAL AFFAIRS

The internal affairs of the corporation shall be conducted according to the shareholder

agreement of the corporation.”

dtles N fhas foly (eolots 30, 200
Nicholas G. Karambélas . Date /
Vice President :

(CORPORATE SEAL)

Page 3 of 3
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Joint Oversight Roundtable
On
The Chartered Health Plan Receivership

Testimony of
Wayne Turnage
Director
Department of Health Care Finance
Before the
Council of the District of Columbia
Committee on Health
And

Committee on Public Services and Consumer Affairs

Thursday, October 25, 2012

John A. Wilson Building,
1350 Pennsylvania Avenue, NW
Washington, D.C. 20004



e

Introduction

Good moming Chairperson Catania, Chairperson Alexander and members of the
Committee on Health and the Committee on Public Services and Consamer Affairs. Iam Wayne
Tumage, Director of the Department of Health Care Finance (DHCF), and 1 appreciate the
opportunity to provide testimony on the status of our activities with Chartered Health Plan
(Chartered), in light of the recent decision to take the company into receivership.

The initial portion of my testimony will focus on.the impact of the company’s
receivership on its Medicaid and Alliance beneficiaries as well as the Department’s oversight
and monitoring responsibilities specific to Chartered. The last part of my remarks outlines
DHCF’s upcoming plans to re-bid the entire managed care pfogram.

Impact of Receivership on Beneficiary Access to Care and Provider Payments

As has been accurately stated in the past, the managed care agreement that DHCF has
with CHP is our largest contract, covering approximately 110,000 members a month at an annual
cost of more than $359 million ($334M DCHF and $25M Alliance). With this contract, CHP has
established a significant provider network incorporating primary, urgent and emergcﬁcy care
health services. Specifically, CHP has contracts with a total of 5,387 health care providers
including 10 acute and specialty hospitals, 35 community clinics, 484 primary care physicians
and numerous dentists and other specialty care physicians. Through this network, both Medicaid
and Alliance beneficiaries have access to the full range of health care services they may need to
address their medical needs.

There are three important facts to be emphasized about the impact of the decision by the
Department of Insurance Securities and Banking (DISB) to take CHP into receivership. First,

this decision allows DHCF to extend a contract to CHP for the remainder of the original contract



period which extends to April 30, 2013. This contract is forthcoming to the Council for
approval.

Second, this decision does not alter or diminish the existing health care provider network
for Chartered’s beneficiaries. Accordingly, each of the 110,000 members will continue to have
access to the same network and hence the full range of health care services they enjoyed prior to
the move that placed the company into receivership. This would obviously have not been
possible had DHCF been forced to move Chartered’s existing members to the District’s
remaining Medicaid and Alliance health plans in response to the company's problems.

The third noteworthy fact is that the contractual arrangements governing provider
payments from Chartered to the many providers in the network are unchanged. In most cases
these are straightforward fee-for-service payments made by Chartered to providers for the care
delivered to beneficiaries. In some other cases, Chartered has established more complex
capitated risk-based payment systems with its providers for the members they carry in their
networks. Unwinding these arrangements in the middle of the fiscal year without creating
significant problems for both plan members and providers would be a daunting task. The
receivership solution allowed DHCF to avoid this problem as well.

Monitoring of Chartered Health Plan During Receivership Status

Chartered’s receivership status will not restrictr DHCF’s monitoring activities which we
routinely implement to govern our health plans. Currently, the Division of Managed Care is
responsible for oversight and monitoring of the agency’s managed care program. Contract
Administrators (CAs) are assigned to each Managed Care Organization (MCO) for the purpose
of monitoring MCO compliance with the contract while also providing guidance as needed by

the plans.



To carry out this function, each CA routinely meets with key MCO staff to review and
address policy questions, health plan changes or updates, and any plan deficiencies that could
adversely impact beneficiaries. In addition, contract staff must review performance reports that
health plans are required to submit to DHCF, These reports enable staff to trend MCO
performance in several areas including the level of case management provided, beneficiary
grievance rates, and service use patterns that point to a disproportionate use of costly and
potentially unnecessary treatment trends (e.g. use of emergency room for non-emergency care).
CAs also regularly employ a check list based on provisions from the health plan contracts to
ensure that all components of oversight are monitored and completed.

While Chartered is in receivership, each of these monitoring and oversight activities will
continue unabated. For the remaining six months of the contract, DHCF staff will meet with
Chartered to continually assess the company’s implementation activities. A coordinated
schedule of weekly and monthly meetings will occur to evaluate program activities, address
critical concerns, and assess the status of any corrective actions imposed upon the company.

The following outlines several of the primary activities that will be implemented to assess
the performance of Chartcrqd for the remaining months of the contract.

1. DHCEF staff will review claims payment activities with Chartered’s

Provider Relations and Claims Department. This will be conducted to
determine the timeliness of payments for clean claims submitted to the
MCO while also identifying outstanding payments.

2. DHCEF staff will work with Chartered’s Provider Relations team to

ensure adherence to provider agreements. The goal here will be to
confirm that there is no change in paymcnt:practiccs or any diminution

of beneficiary access to care.

3. DHCEF staff will attend all meetings convened by Chartered with their
network providers. These meetings are typically held quarterly and



should be used to highlight program changes, updates, and any
residual provider issues.

4. The Department will conduct a 360 evaluation of randomly selected
providers within Chartered‘s network including specialists, primary
care doctors, pediatricians, dentists and early intervention providers.
This will assist DHCF in identifying issues not openly discussed
during Chartered’s provider meetings.

3. The Department will conduct monthly site visits to Chartered, focusing
on key areas of concern and assessing current staff levels. Chartered
will be required to notify DHCF of all staff departures, replacing the
requirement to only notify us of key personnel departures.

Finally, it should also be noted that, at time of receivership, DHCF was in the process of
establishing a corrective action plan for Chartered to address problems with inadequate staff.
Company officials were notified of DHCF’s plans to cap enrollment of new beneficiaries until
these staff deficiencies are addressed. We anticipate modifying the contract that the Council is
about to receive to impose this enroliment cap beginning in the month of November. The
restriction will remain in place until Chartered successfully implements the necessary corrective
action,

Status of Process to Rebid the Entire Managed Care Program

Notwithstanding the current or future status of Chartered, the Department. has begun the
process to rebid its managed care program. The current contract for all health plans in the
program expires April 30, 2013. Hence, the Department is pursuing a schedule that permits an
orderly transition to the new five year contracts. The following indicates the schedule DHCF

will pursue with the Office of Contracts and Procurement to successfully rebid the program.

» October 30, 2012 - Release Request For Proposals (RFP) to solicit
new bidders,

» November 30, 2012 - All responses to the RFP from prospective
bidders are due

)



e December 31, 2012 - Select three health plans and award five-year
contracts

e February 01, 2013 — Initiate necessary transition activities for any
new plans selected to be a part of the program

s May 1, 2013 - New contract year begins

DHCF is cognizant of the challenge this timelines poses for Chartered, especially since
we will not award a contract to any company while it is in receivership. Thus, if Chartered is to
compete for the next bid, this timeline essentially means that the company will either need to be
sold or successfully exit receivership before the contract award date.

This concludes my remarks Chairpersons Catania and Alexander and I welcome your

questions and those of other members as well.
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1660 International Drive
Mclean, VA 22102

Independent Auditors’ Report

The Board of Directors
D.C. Chartered Health Plan, Inc.:

We have audited the accompanying balance sheets of D.C. Chartered Health Plan, Inc. (the Company), a
wholly owned subsidiary of DC Healthcare Systems, Inc., as of December 31, 2005 and 2004, and the
related statements of operations, stockholder’s equity, and cash flows for the years then ended. These
financial statements are the responsibility of the Company’s management. Our respounsibility is to express
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of D.C. Chartered Health Plan, Inc. as of December 31, 2005 and 2004, and the results of
its operations and its cash flows for the years then ended, in conformity with U.S. generally accepted
accounting principles.

KPMe P -

L

May 19, 2006

KPMG LLP, & U.S. limited liability parinership, is the U.S,
member firm of KPMG international, 8 Swiss cooperativa.



D.C. CHARTERED HEALTH PLAN, INC.

(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Balance Sheets

December 31, 2005 and 2004

Assets

Current assets:
Cash and cash equivalents $
Premiums receivable — Medicaid, net (note 1(d))
Reinsurance receivable (note 6)
Income tax receivable
Due from affiliates (note 5)
Prepaid expenses and other current assets
Deferred income taxes (note 7)

Total current assets

Certificates of deposit-long term

Certificates of deposit — pledged (notes 3 and 9)
Property and equipment, net (note 2)

Goodwill, net (note 1(i))

Noncurrent deferred income taxes (note 7)
Other assets

Total assets 3

Liabilities and Stockholder’s Equity
Current liabilities:
Accrued salaries and benefits $
Accounts payable and accrued expenses
Current portion, capital lease obligation (note 4)
Healthcare costs payable (note 8)
Claims payable — uninsured (note 2)
Unpaid claims adjustment expenses (note 1(g))

Total current liabilities

Noncurrent capital lease obligation (note 4)
Deferred rent liability
Other noncurrent liabilities

Stockholder’s equity:
Class A common stock; $0.10 par value. Authorized, issued,
and outstanding 1,000 shares in 2005 and 2004
Additional paid-in capital
Retained earnings

Total stockholder’s equity

Commitments and contingencies (notes 3, 4, 5, 8 and 9)

Total liabilities and stockholder’s equity R 1

2005 2004
20,803,904 16,034,306
1,930,172 1,908,923
82,624 229,438
— 115,507
1,965,425 456,149
987,846 714,237
83,493 70,964
25,853,464 19,529,524
5,741,811 5,541,276
2,828,007 2,828,007
2,278,179 2,478,290
1,460,583 1,460,583
611,770 546,150
144,734 132,836
38,918,548 32,516,666
735,560 588,144
1,041,668 904,662
113,936 104,105
13,646,918 13,091,300
2,037,653 199,442
422,070 392,739
17,997,805 15.280,392
112,565 226,847
137,178 49,128
24,198 115,315
18,271,746 15,671,682
100 100
4,690,419 4,690,419
15,956,283 12,154,465
20,646,802 16,844,984
38,918,548 32,516,666

See accompanying notes to financial statements.



D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Statements of Operations
Years ended December 31, 2005 and 2004

Revenues:
Medicaid
Commercial and other
Administrative services fees (note 1(a))

Total revenues

Expenses:
Healthcare costs, net (notes 5, 6 and 8)
General and administrative costs (notes 1(a), 4, 5 and 10)

Total expenses

Operating income
Other income and expense, net

Income before income taxes
Provision for income taxes (note 7)

Net income

See accompanying notes to financial statements.

2005 2004
99,048,249 90,080,546
— 119
6,946,625 6,938,881
105,994,874 97,019,546
81,765,779 74,602,035
18,705,754 17,032,612
100,471,533 91,634,647
5,523,341 5,384,899
1,077,390 602,141
6,600,731 5,987,040
2,798,913 2,706,380
3,801,818 3,280,660




D.C. CHARTERED HEALTH PLAN, INC.

(A Wholly Owned Sabsidiary of DC Healthcare Systems, Inc.)

Statements of Stockholder’s Equity
Years ended December 3¢, 2005 and 2004

Class A ,
common stock
($0.10 par
value; 1,000
shares
authorized, Additional Total
issued, and paid-in Retained stockholder’s
outstanding) capital carnings equity
Balance at December 31, 2003 $ 100 4690419 8,873,805 13,564,324
Net income —_— — 3,280,660 3,280,660
Balance at December 31, 2004 100 4,690,419 12,154,465 16,844,984
Net income 3,801,818 3,801,818
Balance at December 31, 2005 $ 100 4,690,419 15,956,283 20,646,802

See accompanying notes to financial statements.



D.C. CHARTERED HEALTH PLAN, INC.

(A Wholly Owned Subsidiary of DC Healthcare Systems. Inc.)

Statements of Cash Flows

Years ended December 31, 2005 and 2004

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by
operating activities:

Depreciation and amortization

Provision for doubtful accounts

Changes in operating assets and liabilities:
Increase in premiums receivable — Medicaid
Decrease (increase) in reinsurance receivable
Decrease (increase) in income tax receivable
Decrease (increase) in due from (to) affiliate
Increase in prepaid expenses and other

current assets
Increase in deferred income taxes
Increase in other assets
Increase in accrued salaries and benefits
Increase (decrease) in accounts payable and
accrued expenses

Increase in healthcare costs payable
Increase (decrease) in uninsured claims payable
Decrease in deferred revenue
Increase in unpaid claims adjustment expenses
Decrease in other noncurrent liabilities
Increase in deferred rent liability
Decrease in income tax payable

Net cash provided by operating activities

Cash flows used in investing activities:
Additions to property and equipment
Purchase of certificates of deposit

Net cash used in investing activities

Cash flows used in financing activities:
Principal payments on capital lease obligation

Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Supplemental disclosure of cash flow information:
Income taxes paid
Interest paid

Supplemental noncash financing activities:
Assets acquired under capital lease

See accompanying notes to financial statements.

2005 2004
3,801,818 3,280,660
647,678 571,056
— (2,853)
(21,249) (187,329)
146 814 (181,126)
115,507 (115,507)
(1,509.276) 468,775
(273.609) (140,276)
(78,149) (35,292)
(11,898) (119,336)
147,416 11,052
137,006 (799,279)
555.618 3,179,913
1,838,211 (24,460)
_— (1,895,000)
29,331 86,201
(91.117) (82,672)
88,050 49,128
— (591,445)
5,522,151 3,472,210
(447,567) (1,074,570)
(200,535) (157,039)
(648,102) (1,231,609)
(104,451) (76,201)
4,769,598 2,164,400
16,034,306 13,869,906
20,803,904 16,034,306
3,065,904 3,448,624
41,857 51,271
- 188,500
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2005 and 2004

Sﬁmmary of Significant Accounting Policies

(a)

Corporate Information and Basis of Accounting

D.C. Chartered Health Plan, Inc. (Chartered) was established on December 31, 1986 under the laws
of the District of Columbia. Chartered’s primary purpose is to provide quality healthcare within a
managed care framework. Chartered accomplishes this primarily through a contract with the District
of Columbia Department of Health (DOH), which requires Chartered to provide healthcare services
to the Medicaid and Temporary Aid to Needy Families (TANF) residents of the District of Columbia
through a Health Maintenance Organization (HMO). Chartered currently provides healthcare
services to approximately 38,000 beneficiaries receiving assistance under Medicaid and TANF.
Approximately 93% of Chartered’s revenue was eamed from its Medicaid contract for the years
ended December 31, 2005 and 2004. The contract with the DOH requires Chartered to provide
transportation services to its Medicaid members through RapidTrans, Inc. (RapidTrans), a wholly
owned subsidiary of Chartered’s parent, DC Healthcare Systems, Inc. (DCHSI). Chartered also
provides the services of a health center to both members and nonmembers through a contract with
Chartered Family Health Center, P.C. (CFHC), a wholly owned subsidiary of DCHSI.

Chartered’s business strategy lies in its fundamental commitment to promoting access and
emphasizing prevention and health maintenance, as well as treatment. Each member enrolled in
Chartered is assigned a primary care physician. Chartered has over 1,365 physicians under contract,
including 314 primary care physicians. Chartered’s members receive prescriptions, health education,
nutrition counseling, and when necessary, referrals to specialists and hospital services, Chartered
focuses on increasing access to its services by (i) improving knowledge and awareness of benefits;
(ii) providing extensive wellness and preventative healthcare services; and (iii) directly providing
transportation to and from healthcare appointments.

Medicaid beneficiaries in the District of Columbia are required to enroll in an approved managed
care plan, one of which is Chartered. Those beneficiaries who do not voluntarily select a managed
care plan are assigned to a default plan. Chartered entered into a contract with DOH commencing
May 1, 1998, under which Chartered is designated as the default plan for one-fifth of the Medicaid
beneficiaries who do not voluntarily select a plan. The terms of this contract extend through July 31,
2008 and the contract is renewable annually, subject to rate negotiations. The rates for the contract
year ending July 31, 2006 have been negotiated and signed by Chartered and DOH. In addition, the
rates for contract year ending July 31, 2007 are in the process of being negotiated and finalized
between Chartered and DOH.

6 {Continued)



(b)

(c)

(d)

D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2005 and 2004

As a result of the bankruptcy proceedings of Chartered’s previous parent company, the stock of
Chartered was held in a trust (the Collateral Trust), and Bank of America, N.A. (BOA) was
designated and appointed as the Collateral Trustee, obtaining full legal title to the collateral and full
legal power and authority to transfer, sell, assign, or dispose of the collateral, including the stock of
Chartered. The Collateral Trust entered into a stock sale and transfer agreement pursuant to which
the stock of Chartered was sold to DCHSI. DCHSI financed the purchase through a $3,500,000 bank
loan at a floating prime rate of interest. Payments of interest on the loan commenced on June 12,
2000, and continued monthly through May 12, 2001, Payments of principal and interest on the loan
commenced on June 12, 2001, and will continue monthly through May 12, 2011. The outstanding
principal balance on the loan was $1,313,778 and $1,496,168 at December 31, 2005 and 2004,
respectively. Chartered and the owner of DCHSI are guarantors on the loan. This loan is partially
collateralized by a $1,000,000 certificate of deposit from DCHSI that will be held for the entire term
of the loan. The balance of the certificate of deposit held by DCHS], including accrued interest was
$1,255,386 and $1,206,367 at December 31, 2005 and 2004, respectively. Additionaily, Chartered
granted the lender a first security -interest in certain collateral held by Chartered. except for the
$2,828,007 certificates of deposit discussed in notes 3 and 9; however, in the event the lender
exercises its rights under the guaranty, the owner of DCHSI has agreed in writing to irrevocably and
unconditionally hold Chartered harmless and indemmify Chartered for any monies that Chartered
may be obligated to pay under the guaranty.

The accompanying financial statements are presented on the historical basis of accounting and do not
reflect any allocation of the purchase price based on the fair value of the assets acquired and the
liabilities assumed on May 17, 2000. »

Cash and Cash Equivalents

Cash and cash equivalents are generally comprised of highly liquid instruments with original
maturities of three months or less.

Property and Equipment

Property and equipment are stated at cost and are depreciated using the straight-line method over a
period of three to seven years. Chartered capitalized external direct costs of materials and services
and internal payroll costs related to the implementation of a claims management system. Leaschold
improvements are also stated at cost and are amortized using the straight-line method over the term
of the related lease or the estimated useful life of the improvement, whichever is shorter. Equipment
under capital leases is stated at the present value of minimum lease payments and is amortized using
the straight-line method over the term of the lease.

Medrcaid Revenue

Chartered recognizes premiums received from DOH for members as revenue in the period to which
healthcare coverage relates. Member premiums are paid on a fixed monthly fee per capita basis.
Medicaid premiums receivable are presented net of allowances for uncollectible amounts of $23,885
in the accompanying balance sheets at December 31, 2005 and 2004.

7 s (Continued)



(e)

(g)
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements

December 31, 2005 and 2004

Administrative Services Revenue

Chartered has an administrative services agreement (the agreement) with DOH to provide
administrative services supporting a program that provides comprehensive, integrated, and
coordinated healthcare services for the uninsured population of the District of Columbia. Chartered
provides administrative services to approximately 32,000 members. Under the terms of the
agreement, Chartered is expected to maintain and administer a network of healthcare providers,
provide for the enrollment of eligible individuals in the program, provide general administrative
services including claims administration, and provide quality and utilization management services
for the program. The effective date of the agreement was June 1, 2001, the agreement extends
through May 31, 2006, and may be terminated at any time upon mutual consent of the parties. The
agreement also allows for an automatic renewal of two additional two-year terms, unless the parties
terminate the agreement in writing 180 days prior to the expiration of each renewal date. Revenue
under the contract is due monthly and is recognized during the period in which Chartered is
obligated to provide administrative services. Chartered’s revenue for these services is negotiated
with DOH annually, and was $6,946,625 and $6,938,881 in 2005 and 2004, respectively. Chartered
incurred expenses of $7,751,682 and $7,808,397 in 2005 and 2004, respectively, to administer the
contract.

Effective June 1, 2006 the DOH voluntarily terminated the administrative services agreement and
entered into a new contract with Chartered. Under the new contract Chartered will provide healthcare
services to a portion of the uninsured population of the District of Columbia and receive premiums
based on a fixed monthly per capita basis of $212.21 per beneficiary per month. Chartered is
expected to provide healthcare services to approximately 15,000 beneficiaries.

Reinsurance

Reinsurance premiums and recoveries are reported net as a component of healthcare costs.

Healthcare Costs and Unpaid Claims Adjustment Expenses

Chartered contracts with various healthcare providers for the provision of related medical care
services to its members. The providers are compensated based on fixed fees per member per month
(capitation), per diem rates, or fee-for-service rates as specified in the provider agreements.
Healthcare costs are recognized as services are provided, including estimated amounts for which
claims are incurred but not yet reported to Chartered. The lability for healthcare costs is based on
historical payment patterns using actuarial techniques. As part of the estimate of the cost of all
claims reported but unpaid and claims incurred but not reported, Chartered accrued $422,070 and
$392,739 at December 31, 2005 and 2004, respectively, as an estimate of the expense to settle these
claims.

Income Taxes

In accordance with the tax sharing agreement with DCHSI, Chartered files a consolidated federal and
state income tax return with DCHSI, using an April 30 fiscal year end. Deferred tax assets, deferred
tax liabilities, and income tax expense or benefit associated with Chartered have been provided for

8 (Continued)
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2005 and 2004

on a separate company basis. In addition, Chartered determines its deferred income taxes on a
separate company basis and remits its tax payment to DCHSIL

Income taxes are accounted for under the asset and liability method. Deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases
and operating loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of
a change in tax rates is recognized in income in the period that includes the enactment date.

Goodwill

Chartered adopted the provisions of Statement of Financial Accounting Standards (SFAS) No. 142,
Goodwill and Other Intangible Assets (SFAS No. 142), as ,of January 1, 2002. SFAS No. 142
requires that goodwill and intangible assets with indefinite useful lives no longer be amortized, but
instead be tested for impairment at least annually. As of the date of adoption of SFAS No. 142,
Chartered had unamortized goodwill in the amount of $1,460,583, which was subject to the
provisions of this statement. During 2002, Chartered completed its analysis pursuant to the
transitional provisions of SFAS No. 142 and determined that no impairment charge was necessary.
Accumulated amortization related to this goodwill was $554,018 at December 31, 2005 and 2004.

Prior to the adoption of SFAS No. 142, goodwill was amortized on a straight-line basis over
20 years. At each repotting date, Chartered assessed the recoverability of goodwill by determining
whether the balance can be recovered through estimated undiscounted future operating cash flows.

Certificates of Deposit

Certificates of deposit are deposits held by financial institutions and are carried at cost. Accrued
interest earned on these certificates of deposit are included in investment income due and accrued on
the accompanying balance sheets.

Claims Payable — Uninsured

Claims payable — uninsured represent cash received in advance from DOH for the reimbursement of
healthcare claims paid by Chartered in accordance with the administrative services agreement.

Use of Estimates

The preparation of financial statements. in’ conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

9 (Continued)
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D.C. CHARTERED HEALTH PLAN, INC. |
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2005 and 2004

(m) Reclassifications

Certain reclassifications have been made to the prior year financial statements to conform to the
current year presentation.

Property and Equipment
Property and equipment consisted of the following as of December 31:

2005 2004
Computer software $ 3,408,951 3,056,454
Computer and office equipment 2,517,115 2,446,191
Office furniture . 766,632 766,632
Leasehold improvements and office fixtures 2,844,293 2,820,147
Total cost ‘ 9536991  9,089.424
Less accumulated depreciation and amortization 7,258,812 6,611,134
Property and equipment, net $ 2,278,179 2,478,290

Depreciation expense related to property and equipment and amortization expense related to the leasehold
improvements and equipment under capital leases was $534,271 and $455,326 for the years ended
December 31, 2005 and 2004, respectively. Amortization of capitalized software development costs was
$113,407 and $115,730 for the years ended December 31, 2005 and 2004, respectively.

Minimum Net Worth and Regulatory and Contractual Requirements

As required by the District of Columbia’s Health Maintenance Organization Act of 1996 (the Act),
Chartered entered into a Health Maintenance Organization Custodial Agreement dated February 27, 1998.
Chartered maintains a certificate of deposit of $300,000 which is included in certificates of deposit
-pledged on the balance sheets at December 31, 2005, for the sole benefit of Chartered’s members in the
event of Chartered’s insolvency. Under the laws of the Act, Chartered is also required to maintain a
minimum net worth equal to the greater of (1) $1,000,000; (2) the sum of all uncovered healthcare
expenditures for the latest three-month periods ending December 31, March 31, June 30, or September 30;
(3)2% of its annual revenues; or (4)a prescribed percentage of annual healthcare expenditures. At
December 31, 2005 and 2004, Chartered’s statutory net worth was $15,945,518 and $11,843,556,
respectively. Chartered was in compliance with its statutory net worth requirements.

10 (Continued)



D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2005 and 2004

Under the terms of its Medicaid contract with DOH dated August 1. 2002, Chartered is also required to
meet certain financial requirements to maintain compliance with these contract terms. As such, chartered is
required to maintain a positive net worth, and insolvency reserves or deposits that equal or exceed the
minimum requirements established by the District of Columbia’s Department of Insurance, Securities and
Banking Regulation as a condition for maintaining a certificate of authority to operate an HMO in the
District. These requirements establish a minimum reserve or deposits balance threshold of the greater of
(1) $1.000,000, or (2)2% of 2005 Chartered revenue, net of reinsurance expense (see note 6), of
$98,538,389 which is $1,970,768. Chartered maintained a Medicaid escrow deposit of $1,940,077, which
is included ir certificates of deposit — pledged on the balance sheets at December 31, 2005 and 2004.
Chartered intends to increase the escrow deposit up to $1,970,768 by the end of 2006 to satisfy the
contractual requirements. Therefore, the insolvency reserve or deposits balance requirement for
compliance with the Medicaid contract will and have been met by the Company.

The National Association of Insurance Commissioners developed the Managed Care Organization
Risk-Based Capital Report and required all HMOs to complete the report beginning with the year ended
December 31, 1998. Risk-based capital (RBC) was developed as a method of measuring the minimum
amount of capital appropriate for a. managed care organization to support its overall business operations in
consideration of its size and risk profile. A company’s RBC is calculated by applying certain factors to
various asset, premium,. and reserve items. Four action levels of RBC have been defined to set industry
standards for regulatory intervention. These levels range from Company Action Level (CAL) to Mandatory
Control Level (MCL). Effective January 1, 2001, all HMOs licensed in the District of Columbia became
subject to the RBC provisions. Chartered’s RBC exceeded all action levels as of December 31, 2005 and
2004.
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Heaithcare Systems, Inc.)

Notes to Financial Statemenis
December 31, 2005 and 2004

(4) Commitments and Contingencies
(a) Leases

Chartered is obligated under several noncancelable operating and capital leases for office space,
office equipment, and vehicles. Future amounts due under these leases are as follows:

Operating Capital

2006 ¥ 847378 $ 130,611
2007 868,563 87,586
2008 890,277 32,246
2009 912,533 —
2010 935,347 —
Thereafier 3,458,546 —
$ 7,912,644 250,443

Less amounts representing interest 23,942
226,501

Less current portion of capital lease obligation 113,936
b3 112,565

Total rent expense was $915,780 and $1,007,647 for the years ended December 31, 2005 and 2004,
respectively.

(b) Litigation and Contingencies

Chartered is from time to time subject to claims and suits arising in the ordinary course of business.
In the opinion of management, the ultimate resolution of pending legal proceedings will not have a
material effect on the financial statements.

(c} Employment Contracts

Chantered has entered into employment agreements with its key executives, establishing minimum
compensation levels, severance and certain other benefits.

12 (Continued)
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2005 and 2004

Related-Party Transactions

Chartered has entered into various management and services arrangements with certain related parties,
including DCHSI, CFHC, and RapidTrans. These arrangements do not include an accrued interest
component and are expected to be recovered within one year of the balance sheet date, and are therefore
classified as current assets in the accompanying balance sheets. Management believes that all amounts due
from affiliates are fully collectible and expects that they will be repaid during 2006. Amounts due from
affiliates are comprised of the following at December 31:

2005 2004
Due from DCHSI $ 1,713,246 26,000
Due from CFHC 214,108 133,296
Due from RapidTrans 38,071 296,853
$ 1,965,425 456,149

(a)

(b)

DC Healthcare Systems, Inc.

Chartered has an agreement with DCHSI for technical and professional consulting services in
connection with the HMO business and healthcare insurance business of Chartered. In exchange for
these services received from DCHSI, Chartered is obligated to pay consulting fees and related
expenses to DCHSI. The term of the consulting agreement is three years and can be terminated by
DCHSI at any time. Chartered recorded consulting fees and related expenses of approximately
$1,800,000 under the terms of this agreement for each of the years ended December 31, 2005 and
2004, respectively.

On August 29, 2003, Chartered entered into a noncancelable operating lease agreement to lease
office space from DCHSI. The lease commenced July 1, 2004 and expires on June 30, 2014. The
base annual rent is $25 per square foot for 32,660 square feet space with 2.5% annual rate increase.

At December 31, 2005, amounts due from DCHS! of $1,713,246 is primarily related to overpayment
of federal and state income taxes and adjustment for expense allocation by Chartered to DCHSI.

Chartered Family Health Center

CFHC, a wholly owned subsidiary of DCHS], is an 18,000 square foot health center on Minnesota
Avenue in the District of Columbia. It has full-time staff of board-certified family physicians,
pediatricians, internists, and OB-GYNs backed by an ancillary staff of nurses, radiology and
laboratory technicians, pharmacists, and medical assistants. Chartered pays capitation fees to CFHC
for professional medical services performed on behalf of Chartered members enrolled at CFHC.
Chartered paid capitation fees to CFHC in the amounts of $6,566,840 and $6,236,729 for the years
ended December 31, 2005 and 2004, respectively. All amounts due from CFHC at December 31,
2005 and 2004 are included in due from affiliates in the accompanying financial statements.

At December 31, 2005, amounts due from CFHC of $214,108 is related to the payroll and related
benefit expenses paid by Chartered for CFHC employees.
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Notes to Financial Statements
December 31, 2005 and 2004

RapidTrans

RapidTrans, a wholly owned subsidiary of DCHSI, provides transportation services to Chartered’s
Medicaid members and Chartered provides certain management services to RapidTrans. Chartered
pays capitation fees to RapidTrans for the transportation services and receives payment to cover the
value of services provided. Chartered paid capitation fees to RapidTrans in the amounts of
$2,940,569 and $2,385,802 for the years ended December 31, 2005 and 2004, respectively, which
are included in healthcare costs in the accompanying financial statements. All amounts due from
RapidTrans at December 31, 2005 and 2004 are included in due from affiliates in the accompanying
financial statements. In the event that RapidTrans’ revenues do not cover its expenses, Chartered
agreed to cover the excess expenses on RapidTrans’ behalf. In 2005, no additional amounts are due
to RapidTrans under the terms of the agreements.

At December 31, 2005, amounts due from RapidTrans of $38,071 is related to the payroll and related
benefit expenses paid by Chartered for RapidTrans employees.

Thompson, Cobb, Bazilio and Associates, PC

Thompson, Cobb, Bazilio & Associates, PC (TCBA) is an accounting and management consulting
firm that is 79.5% owned by the owuer of DCHSL During 2005, TCBA provided certain
professional consulting services to Chartered. In exchange for these services, Chartered paid TCBA
$235,827 during 2005 as a reimbursement for its actual labor cost plus overhead and general and
administrative costs calculated ai TCBA’s approved Federal Government GSA overhead and
General and Administrative rates, without any profit markup to TCBA. The amount paid to TCBA
under this cost reimbursement agreement is included in general and administrative expenses in the
accompanying statements of operations.

Reinsurance Coverage

Chartered has entered into a reinsurance agreement with an insurance company to limit its losses on
individual claims. The contract provides coverage for 80% of hospital claims in excess of $90,000, subject
to certain limitations, with an annual limit of $1,000,000 per enrollee and a lifetime limit of $2,000,000 per
enrollee. Total reinsurance premiums expense for the years ended December 31, 2005 and 2004 was
$509,860 and $754,419, respectively, and is included in healthcare costs in the accompanying statements
of operations. Claim recoveries of $297,177 and $558,884 for the years ended December 31, 2005 and
2004, respectively, were netted against healthcare costs in the accompanying statements of operations.
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(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes o Financial Statements
December 31, 2005 and 2004

(7 Income Taxes

Income tax expense (benefit) related 1o the continuing operations for the years ended December 31, 2005

and 2004 consisted of the following:

Current Deferred Total

Year ended December 31, 2005:
U.S. federal 5 2,194,240 (59,358) 2,134,882
State and local 682,822 (18,791) 664,031
5 2,877,062 (78,149) 2,798,913

Year ended December 31, 2004:
U.S. federal 5 2,099, 18¢ (26,806) 2,072.375
State and local 642 491 (8,486) 634,005
$ 2,741,672 (35,292) 2,706,380

Income tax expense was $2,798.913 and $2,706,380 for the years ended December 31, 2005 and 2004,
respectively. The income tax expenses differed from the amounts computed by applying the U.S, federal

statutory income tax rate of 35% to pretax income as a result of the following:

_ 2005 2004
Computed “expected™ tax expense 5 2.310,256 2,005 464
Increase in income taxes resulting from:
State and local income taxes, net of federal income tax
benefit 427975 388,185
Other, net 60,682 222,731
Income tax expense 2,798,913 2,706,380
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(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2005 and 2004

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets at
December 31, 2005 and 2004 are presented below:

2005 2004
Deferred tax assets:

Accounts receivable principally due to allowance for
doubtful accounts $ 9,908 9,908

Compensated absences, principally due to accrual for
financial reporting purposes 42,019 61,056
Amortization of membership list 127,672 140,767

Property and equipment principally due to difference
in depreciation 458,757 385,003
Deferred straight line lease expense 56,907 20,380
$ 695,263 617,114

The Company establishes valuation allowances in accordance with the provisions of SFAS No. 109,
Accounting for Income Taxes. A valuation allowance was not recognized as of December 31, 2005 and
2004, because it is more likely than not that the deferred tax assets will be realized.

Utilization of the Company’s net operating loss carryforwards may be subject to limitation under the
Internal Revenue Code Section 382 (Section 382). Generally, these limitations restrict the availability of
net operating loss carmryforwards upon cerfain changes in ownership by 5% shareholders which, in
aggregate, exceed fifty percentage points in value in a three-year period. As a result of the transfer of title
of Chartered stock to the Collateral Trust effective December 31, 1999 and the purchase of the Chartered
stock in May 2000 by DCHSI, the ownership change provisions of Section 382 may apply. Management
has not yet fully determined the amount of the net operating loss carryforwards that might exist at
December 31, 2005; therefore, no amount was reported in the accompanying financial statements.
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Healthcare Costs Payable

A summary of the activity for healthcare costs payable is as follows:

2005 : 2004
Balance at January | $ 13,091,300 9,911,387
Plus incurred related to:
Current year 64,368,683 55,617,404
Prior years (2,196,682) (286,580)
Total incurred 62,172,001 55,330,824
Less paid related to: ‘
Current year 50,396,532 42,133,365
Prior years 11,219,851 10,017,546
Total incurred 61,616,383 52,150,911
Balance at December 31 $ 13,646,918 13,091,300

Chartered uses actuarial techniques based on historical experience to estimate incurred claims. Amounts
incurred related to prior years vary from previously estimated liabilities as the claims are ultimately settled.
Liabilities at any year-end are continually reviewed and re-estimated as information regarding actual
claims payments becomes known. This information is compared to the originally established year-end
liability. Negative amounts reported for incurred related to prior years result from claims being settled for
amounts less than onginally estimated. This experience is primarily attributable to actual medical cost
experience more favorable than that assumed at the time the liability was established. The Company
incurred other healthcare costs, which primarily consisted of capitation payments to providers of healthcare
services for Chartered’s members of $19,593,778 and $19,271,211 for the years ended December 31, 2005
and 2004, respectively.

Professional Liability Insurance

During 2005 and 2004, Chartered maintained a medical professional liability insurance policy, which is
written on a claims-made basis. The coverage limits for the primary medical professional liability policy
are $1,000,000 per loss event and a $3,000,000 policy limit per physician. This policy remained in full
force and effect during 2005 and 2004 and has been renewed through May 2006. Chartered has not accrued
for claims incurred but not reported as of December 31, 2005 and 2004 as these amounts are not
reasonably estimable. Management believes that these amounts would not have a material impact on
Chartered’s financial statements as of December 31, 2005 and 2004.

Chartered is required to maintain deposits in accordance with the terms of the medical professional liability
policy. In accordance with this policy, Chartered maintained a certificate of deposit of $200,000 at
December 31, 2005 and 2004, which is included in the balance of certificates of deposit — pledged in the
accompanying balance sheets. o
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In management’s opinion, there are no pending or anticipated claims against the Company that will have a
material effect on the financial position, results of operations, or cash flows of the Company.

Defined Contribution 401(k) Plan

Chartered sponsors a 401(k) plan (the Plan) for its employees. Employees are eligible to participate in the
Plan if they are at teast 21 years of age and have worked 90 days or longer at Chartered. Employees may
contribute between 1% and 12% of eligible salary on a pre-tax basis. Chartered may make a discretionary
matching contribution to the Plan of 12% of each employees’ contribution amount. Chartered contributed
$27,705 and $26,498 to the Plan for the years ended December 31, 2005 and 2004, respectively.

Subsequent Event

On March 12, 2006 the Board of Directors of Chartered approved an ordinary dividend distribution to its
parent holding company, D.C. Healthcare Systems, Inc., in the amount of $1,536,543. The dividend was
for the year ended December 31, 2005 and made pursuant to District of Columbia regulation
DC ST Section 31-706. Chartered paid the amount in full on April 13, 2006.
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1660 International Drive
MclLean, VA 22102

Independent Auditors’ Report

The Board of Directors
D.C. Chartered Health Plan, Inc.:

We have audited the accompanying balance sheets of D.C. Chartered Health Plan, Inc. (Chartered), a
wholly owned subsidiary of DC Healthcare Systems, Inc., as of December 31, 2006 and 2005, and the
related statements of operations, stockholder’s equity, and cash flows for the years then ended. These
financial statements are the responsibility of the Chartered’s management. Our responsibility is to express
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Chartered’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion. We conducted our audits in accordance with auditing standards generally accepted in
the United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes consideration of internal control over financial reporting as a basis for designing audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Chartered’s internal control over financial reporting. Accordingly, we express no such
opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of D.C. Chartered Health Plan, Inc. as of December 31, 2006 and 2005, and the results of
its operations and its cash flows for the years then ended in conformity with U.S. generally accepted
accounting principles.

KPre UP

May 24, 2007




D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Balance Sheets
December 31, 2006 and 2005

Assets

Current assets:
Cash and cash equivalents $
Premiums receivable, net :
Reinsurance receivable
Due from affiliates (note 5)
Prepaid expenses and other current assets
Interest income receivable
Deferred income taxes (note 7)

Total current assets

Certificates of deposit-long term

Certificates of deposit — pledged (notes 3, 4(a), and 9)
Property and equipment, net (note 2)

Goodwill, net

Noncurrent deferred income taxes (note 7)

Other assets

Total assets b
Liabilities and Stockholder’s Equity

Current Liabilities:
Accrued salaries and benefits $
Accounts payable and accrued expenses
Current portion, capital lease obligation {note 4)
Healthcare costs payable (note 8)
Claims payable — uninsured (note 1¢k))
Unpaid claims adjustment expenses (note 1(g))

Total current labilities

Noncurrent capital lease obligation (note 4)
Deferred rent liability
Other noncurrent liabilities

Commitments and contingencies (notes 3, 4, 5, 8 and 9)

Stockholder’s equity:
Class A common stock; $0.10 par value. Authorized, issued,
and outstanding 1,000 shares in 2006 and 2005
Additional paid-in capital
Retained earnings

Total stockholder’s equity
Total liabilities and stockholder’s equity $

See accompanying notes to financial statements.

2006 2005
19,340,509 20,803,904
8,718,874 1,930,172
184,974 82,624
593,270 1,965,425
545,896 683,712
441,213 304,134
156,565 83,493
29,981,301 25,853,464
11,051,013 5,741,811
2,828,007 2,828,007
1,873,536 2,278,179
1,460,583 1,460,583
740,160 611,770
144,734 144,734
48,079,334 38,918,548
829,200 735,560
1,094,138 1,041,668
81,072 113,936
19,801,826 13,646,918
479,145 2,037,653
612,428 422,070
22,897,809 17,997,805
31,493 112,565
204,560 137,178
— 24,198
23,133,862 18,271,746
‘ 100 100
4,690,419 4,690,419
20,254,953 15,956,283
24,945,472 20,646,802
48,079,334 38,918,548




D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Statements of Operations
Years ended December 31, 2006 and 2005

2006 2005

Revenues:
Medicaid premiums $ 103,205,005 99,048,249
Alliance premiums _ 28,839,763 o
Administrative services fees (note 1(e)) 3,829,691 6,946,625
Total revenues 135,874,459 105,994,874

Expenses:
Healthcare costs, net (notes 5, 6 and 8) 111,237,638 81,765,779
General and administrative costs (notes 1(a), 2, 4, 5 and 10) 16,934,025 18,705,754
Total expenses 128,171,663 100,471,533
Operating income 7,702,796 5,523,341
Other income and expense, net 2,329,280 1,077,390
Income before income taxes 10,032,076 6,600,731
Provision for income taxes (note 7) ) o -~ 4,196,862 2,798,913
3,801,818

Net income $ 5,835,214

See accompanying notes to financial statements.



D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Statements of Cash Flows
Years ended December 31, 2006 and 2005

2006 2005

Cash flows from operating activities:
Net income $ 5,835,214 3,801,818
Adjustments to reconcile net income to net cash provided by
operating activities:

Depreciation and amortization 668,455 647,678
Changes in operating assets and liabilities:
Premiums receivable (6,788,702) (21,249)
Reinsurance receivable (102,350) 146,814
Income tax receivable — 115,507
Due from affiliates 1,372,155 (1,509,276)
Interest income receivable, prepaid expenses and
other current assets 737 (273,609)
Deferred income taxes (201,462) (78,149)
Other assets — (11,898)
Accrued salaries and benefits 93,640 147,416
Accounts payable and accrued expenses 52,470 137,006
Healthcare costs payable 6,154,908 555,618
Uninsured claims payable (1,558,508) 1,838,211
Unpaid claims adjustment expenses 190,358 29,331
Other noncurrent liabilities (24,198) 91,117)
Deferred rent liability 67,382 88,050
Net cash provided by operating activities 5,760,099 5,522,151
Cash flows from investing activities: . .
Additions to property and equipment (263,812) (447,567)
Purchase of certificates of deposit (5,309,202) (200,535)
Net cash used in investing activities (5,573,014) (648,102)
Cash flows from financing activities:
Dividends paid (1,536,544) —
Principal payments on capital lease obligation (113,936) (104,451)
Net cash used in financing activities (1,650,480) (104,451)
Net increase (decrease) in cash and cash equivalents (1,463,395) 4,769,598
Cash and cash equivalents, beginning of year 20,803,504 16,034,306
Cash and cash equivalents, end of year $ 19,340,509 20,803,904
Supplemental disclosure of cash flow information:
Income taxes paid $ 2,700,146 3,065,904
Interest paid 23,582 41,857

See accompanying notes to financial statements.
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(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2006 and 2005

Summary of Significant Accounting Policies

(@)

Corporate Information and Basis of Accounting

D.C. Chartered Health Plan, Inc. (Chartered) was established on December 31, 1986 under the laws
of the District of Columbia. Chartered’s primary purpose is to provide quality healthcare within a
managed care framework. Chartered accomplishes this primarily through a contract with the District
of Columbia Department of Health (the DOH), which requires Chartered to provide healthcare
services to the residents of the District of Columbia that qualify under the Medicaid, Temporary Aid
to Needy Families (TANF), and Alliance programs through a Health Maintenance Organization
(HMO). Alliance enrollees represent the population not eligible for Medicaid but whose income falls
200% or more below the poverty level. Chartered currently provides healthcare services to
approximately 60,000 beneficiaries receiving assistance under Medicaid, Alliance and TANF.
Approximately 97% and 93% of Chartered’s revenue was earned from its contracts with the DOH
for the years ended December 31, 2006 and 2005, respectively. The contract with the DOH requires
Chartered to provide transportation services to its Medicaid members. Chartered provides these
services through a contract with RapidTrans, Inc. (RapidTrans), a wholly owned subsidiary of
Chartered’s parent, DC Healthcare Systems, Inc. (DCHSI). Chartered also provides the services of a
health center to members through a contract with Chartered Family Health Center, P.C. (CFHC), a
wholly owned subsidiary of DCHSI.

Chartered’s business strategy lies in its fundamental commitment to promoting access and
emphasizing prevention and health maintenance, as well as treatment. Each member enrolled in
Chartered is assigned a primary care physician. Chartered has over 1,365 physicians under contract,
including 314 primary care physicians. Chartered’s members receive prescriptions, health education,
nutrition counseling, and when necessary, referrals to specialists and hospital services. Chartered
focuses on increasing access to its services by (i) improving knowledge and awareness of benefits;
(ii) providing extensive wellness and preventative healthcare services; and (iii) directly providing
transportation to and from healthcare appointments.

Medicaid beneficiaries in the District of Columbia are required to enroll in an approved managed
care plan, one of which is Chartered. Those beneficiaries who do not voluntarily select a managed
care plan are assigned to a default plan. Chartered entered into a contract with the DOH commencing
May 1, 1998, under which Chartered is designated as the default plan for one-third of the Medicaid
beneficiaries who do not voluntarily select a plan. The terms of this 5-year contract extend through
July 31, 2007 and the contract is renewable annually, subject to rate negotiations. The rates for the
contract year ending July 31, 2007 have been negotiated and signed by Chartered and the DOH. In
addition, the rates for contract year beyond July 31, 2007 are in the process of being finalized
between Chartered and the: DOH.

Alliance beneficiaries in the District of Columbia are required to enroll in an approved managed care
plan, one of which is Chartered. Those beneficiaries who do not voluntarily select a managed care
plan are assigned to a default plan. Chartered entered into a contract with the DOH commencing
June 1, 2006, under which Chartered is designated as the default plan for one-half of the Alliance
beneficiaries who do not voluntarily select a plan. The Alliance program is administered by the
Healthcare Safety Net Administration (HSNA), a department of the DOH. The terms of this contract
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2006 and 2005

extend through July 31, 2007 and the confract is renewable annually, subject to rate negotiations.
The rates for the contract year ending July 31, 2007 have been negotiated and signed by Chartered
and the DOH. In addition, the rates for confract year beyond July 31, 2007 are in the process of being
finalized between Chartered and the DOH.

As a result of the bankruptcy proceedings of PHP Corporation, Chartered’s previous parent
company, the stock of Chartered was held in a trust (the Collateral Trust), and Bank of America,
N.A. (BOA) was designated and appointed as the Collateral Trustee, obtaining full legal title to the
collateral and full legal power and authority to transfer, sell, assign, or dispose of the collateral,
including the stock of Chartered. The Collateral Trust entered into a stock sale and transfer
agreement pursuant to which the stock of Chartered was sold to DCHSI on May 17, 2000. DCHSI
financed the purchase through a $3,500,000 bank loan at a floating prime rate of interest. Payments
of interest on the loan commenced on June 12, 2000, and continued monthly through May 12, 2001.
Payments of principal and interest on the loan commenced on June 12, 2001, and will continue
monthly through May 12, 2011. The outstanding principal balance on the loan was $1,131,276 and
$1,313,778 at December 31, 2006 and 2005, respectively. Chartered and the owner of DCHSI are
guarantors on the loan. This loan is partially collateralized by a $1,000,000 certificate of deposit
from DCHSI that will be held for the entire term of the loan. The balance of the certificate of deposit
held by DCHSI, including accrued interest was $1,313,047 and $1,255,386 at December 31, 2006
and 2005, respectively. Additionally, Chartered granted the lender a first security interest in certain
collateral held by Chartered, except for the $2,828,007 certificates of deposit discussed in notes 3,
4(a), and 9; however, in the event the lender exercises its rights under the guaranty, the owner of
DCHSI has agreed in writing to irrevocably and unconditionally hold Chartered harmless and
indemnify Chartered for any monies that Chartered may be obligated to pay under the guaranty.

The accompanying financial statements are presented on the historical basis of accounting and do not
reflect any allocation of the purchase price based on the fair value of the assets acquired and the
liabilities assumed on May 17, 2000, pursuant to the May 17, 2000 stock sale and transfer agreement
with the Collateral Trust.

Cash and Cash Egquivalents

Cash and cash equivalents are generally comprised of highly liquid instruments with original
maturities of three months or less.

Property and Equipment

Property and equipment are stated at cost and. are depreciated iising the straight-line method over a
period of three to seven years. Chartered capitalized external direct costs of materials and services
and internal payroll costs related to the implementation of a claims management system. Leasehold
improvements are also stated at cost and are amortized using the straight-line method over the term
of the related lease or the estimated useful life of the improvement, whichever is shorter. Equipment
under capital leases is stated at the present value of minimum lease payments and is amortized using
the straight-line method over the term of the lease.
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statemepts
December 31, 2006 and 2005

Premium Revenue
Medicaid

Chartered recognizes premiums received from the DOH for members enrolled in the Medicaid
program as revenue in the period to which healthcare coverage relates. Member premiums are paid
on a fixed monthly fee per capita basis.

Alliance

Effective June 1, 2006, the DOH terminated the administrative services agreement for the Alliance
program and entered into a new contract with Chartered.

Under the new contract with the DOH, effective June 1, 2006, Chartered will provide healthcare
services to approximately 50% of the uninsured population of the District of Columbia and receive
premiums based on a fixed fee per capita basis. Chartered is expected to provide healthcare services
to approximately 22,000 beneficiaries under this contract, as of December 31, 2006.

Administrative Services Revenue

Prior to June 1, 2006, Chartered had an administrative services agreement (the Agreement) with
DOH to provide administrative services supporting a program that provides comprehensive,
integrated, and coordinated healthcare services for the uninsured population of the District of
Columbia. Chartered provided administrative services for approximately 32,000 members under the
Agreement. Under the terms of the Agreement, Chartered was expected to maintain and administer a
network of healthcare providers, provide for the enrollment of eligible individuals in the program,
provide general administrative services including claims administration, and provide quality and
utilization management services for the program. The effective date of the Agreement was
June 1, 2001, the Agreement extended through May 31, 2006. Revenue under the Agreement was
due monthly and is recognized during the period in which Chartered is obligated to provide
administrative services. Chartered’s fees for these services are negotiated with the DOH annually,
and was $3,829,691 and $6,946,625 in 2006 and 2005, respectively. Chartered incurred expenses of
$3,100,704 and $7,751,682 in 2006 and 2005, respectively, to administer the Agreement. Effective
June 1, 2006, the administrative services agreement with the DOH ended and Chartered entered into
a new contract with the DOH.

Reinsurance

Reinsurance premiums and recoveries are reported net as a component of healthcare costs.

Healthcare Costs and Unpaid Claims Adjustment Expenses

Chartered has entered into hospital service contracts, to provide the necessary inpatient and
outpatient hospital services to its enrollees. Under the contracts, Chartered pays the participating
hospitals at the fee-for-service rates in effect at the time the services were provided to its enrollees
less any discounts which are available. Chartered has also entered into several agreements with
network physicians and suppliers to provide medical services and supplies to Chartered’s enrollees at
agreed upon fee-for-service rates or at fixed fees per member per month (capitation).
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2006 and 2005

Monthly capitation payments to primary care physicians and other health care providers are
expensed as incurred. Healthcare costs and healthcare costs payable include amounts for known
services rendered and an estimate of incurred but not reported services rendered by hospitals,
physicians, and other health care providers. The estimated incurred but not reported healthcare costs
payable has been actuarially determined based on relevant industry data and Chartered’s historical
trends. Management believes that the methodologies employed to estimate the healthcare costs
payable are reasonable and that the amount accrued is appropriate. Due to uncertainties inherent in
the medical claims estimation process, there is a reasonable possibility that actual experience may
vary from accrued amounts.

As part of the estimate of the cost of all claims reported but unpaid and claims incurred but not
reported, Chartered accrued $612,428 and $422,070 at December 31, 2006 and 2005, respectively, as
an estimate of the expense to settle these claims.

Income Taxes

In accordance with the tax allocation agreement with DCHSI, Chartered files a consolidated federal
and state income tax return with DCHSI, using an April 30 fiscal year end. Deferred tax assets,
deferred tax liabilities, and income tax expense or benefit associated with Chartered have been
provided for on a separate company basis. In addition, Chartered determines its deferred income
taxes on a separate company basis and remits its tax payment to DCHSI.

Income taxes are accounted for under the asset and liability method. Deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases
and operating loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of
a change in tax rates is recognized in income in the period that includes the enactment date.

Goodwill

Goodwill is primarily attributable to acquisitions made by Chartered. An impairment evaluation of
goodwill, is conducted annually, or more frequently if events or changes in circumstances indicate
that an asset might be impaired. The estimated fair value is determined on the basis of discounted
future cash flows and is compared with the carrying amount. If the estimated fair value of the
goodwill is less than the carrying amount, then an impairment charge is recorded for the difference.

Certificates of Deposit

Certificates of deposit are deposits held by financial institutions and are carried at cost. Accrued
interest earned on these certificates of deposit are included in prepaid expenses and other current
assets on the accompanying balance sheets.

9 (Continued)
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D.C. CHARTERED HEALTH PLAN, INC,
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2006 and 2005

k) Claims Payable — Uninsured

Claims payable — uninsured represent cash received in advance from the DOH for the reimbursement
of healthcare claims paid by Chartered in accordance with the administrative services agreement.

(1)  Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

(m) Reclassifications

Certain items in the 2005 financial statements have been reclassified to conform to 2006

presentation.
Property and Equipment
Property and equipment consisted of the following as of December 31:
2006 2005
Computer software $ 3,280,727 3,408,951
Computer and office equipment 2,588,211 2,517,115
Office furniture 699,137 766,632
Leasehold improvements and office fixtures 2,871,961 2,844,293
Total cost 9,440,036 9,536,991
Less accumulated depreciation and amortization , 7,566,500 7,258,812
Property and equipment, net : $ 1,873,536 2,278,179

Depreciation expense related to property and equipment and amortization expense related to the leasehold
improvements and equipment under capital leases was $594,277 and $534,271 for the years ended
December 31, 2006 and 2005, respectively. Amortization of capitalized software development costs was
$74,178 and $113,407 for the years ended December 31, 2006 and 2005, respectively.

Minimum Net Worth and Regulatory and Contractual Requirements

As required by the District of Columbia’s Health Maintenance Organization Act of 1996 (the Act),
Chartered entered into a Health Maintenance Organization Custodial Agreement dated February 27, 1998.
Chartered maintains a certificate of deposit of $300,000, which is included in certificates of deposit
-pledged on the balance sheets at December 31, 2006, for the sole benefit of Chartered’s members in the
event of Chartered’s insolvency. Under the laws of the Act, Chartered is also required to maintain a
minimum net worth equal to the greater of (1) $1,000,000; (2) the sum of all uncovered healthcare
expenditures for the latest three-month periods ending December 31, March 31, June 30, or September 30;

10 (Continued)
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2006 and 2005

(3) 2% of its annual revenues; or (4)a prescribed percentage of annual healthcare expenditures. At
December 31, 2006 and 2005, Chartered’s statutory net worth was $20,717,538 and $15,945,518,
respectively. Chartered was in compliance with its statutory net worth requirements.

Under the terms of its Medicaid contract with the DOH dated August 1, 2002, Chartered is also required to
meet certain financial requirements to maintain compliance with these contract terms. As such, Chartered
is required to maintain a positive net worth, and insolvency reserves or deposits that equal or exceed the
minimum requirements established by the District of Columbia’s Department of Insurance, Securities and
Banking Regulation as a condition for maintaining a certificate of authority to operate an HMO in the
District. Chartered met or exceeded the minimum net worth, insolvency reserve, and deposit balance
requirements as of December 31, 2006 and 2005. Pursuant to the terms of the Medicaid contract with the
DOH, Chartered maintained an escrow deposit of $1,940,077, which is included in certificates of deposit —
pledged on the balance sheets at December 31, 2006 and 2005.

The National Association of Insurance Commissioners developed the Managed Care Organization
Risk-Based Capital Report and required all HMOs to complete the report beginning with the year ended
December 31, 1998, Risk-based capital (RBC) was developed as a method of measuring the minimum
amount of capital appropriate for a managed care organization to support its overall business operations in
consideration of its size and risk profile. A company’s RBC is calculated by applying certain factors to
various asset, premium, and reserve items. Four action levels of RBC have been defined to set industry
standards for regulatory intervention. These levels range from Company Action Level (CAL) to Mandatory
Control Level (MCL). All HMOs licensed in the District of Columbia are subject to the RBC provisions.
Chartered’s RBC exceeded all action levels as of December 31, 2006 and 2005.

Commitments and Contingencies
(a) Leases

Chartered is obligated under several noncancelable operating and capital leases for office space,
office equipment, and vehicles. Future amounts due under these leases are as follows:

Operating Capital
2007 $ 868,563 § 87,587
2008 890,277 31,844
2009 912,533 o
2010 935,347 —
$ 3,606,720 119,431
Less amounts representing interest ‘ o 6,866
- 112,565
Less current portion of capital lease obligation 81,072

$ 31,493

1 (Continued)
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2006 and 2005

Total rent expense was $913,017 and $915,780 for the years ended December 31, 2006 and 2005,
respectively.

Chartered is required to maintain deposits in accordance with certain capital lease agreements.
Accordingly, Chartered maintained a certificate of deposit of $387,930 at December 31, 2006 and
2005, which is included in certificate of deposit — pledged in the accompanying balance sheets.

Litigation and Contingencies

Chartered is from time to time subject to claims and suits arising in the ordinary course of business.
In the opinion of management, the ultimate resolution of pending legal proceedings will not have a
material effect on the financial statements.

Employment Contracts

Chartered has entered into employment agreements with its key executives, establishing minimum
compensation levels, performance requirements, severance and certain other benefits.

Related-Party Transactions

Chartered has entered into various management and services arrangements with certain related parties,
including DCHSI, CFHC, and RapidTrans. Payments under these arrangements do not include an accrued
interest component and are expected to be recovered within one year of the balance sheet date, and are
therefore classified as current assets in the accompanying balance sheets. Management believes that all
amounts due from affiliates are fully collectible and expects that they will be repaid during 2007. Amounts
due from affiliates are comprised of the following at December 31:

2006 2005
Due from DCHSI $ 15,069 1,713,246
Due from CFHC 354,526 214,108
Due from RapidTrans - 223,675 38,071

$ 593,270 1,965,425

(a) DC Healthcare Systems, Inc.

Chartered has a management service and cost allocation agreement with DCHSI for technical and
professional consulting services in connection with the HMO business and healthcare insurance
business of Chartered. In exchange for these services received from DCHSI, Chartered is obligated
to pay consulting fees and related allocated costs and expenses to DCHSI. The term of the agreement
is from May 18, 2000 to September 30, 2007 and can be terminated by DCHSI at any time.
Chartered recorded consulting fees and related allocated costs and expenses of approximately
$1,800,000 under the terms of this agreement for each of the years ended December 31, 2006 and
2005, respectively.

On August 29, 2003, Chartered entered into a noncancelable operating lease agreement to lease
office space from DCHSI. The lease commenced July 1, 2004 and expires on June 30, 2014. The
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2006 and 2005

base annual rent is $25 per square foot for 32,660 square feet of space with a 2.5% annual rate
increase. Chartered recorded rent expense of $913,017 and $915,780 under the terms of this
agreement for the years ended December 31, 2006 and 2005, respectively.

Amounts due from DCHSI are primarily related to overpayment ‘of federal and state income taxes
and adjustment for expense allocation by Chartered to DCHSI and were $15,069 and $1,713,246 for
the years ended December 31, 2006 and 2005, respectively.

Chartered Family Health Center

CFHC, a wholly owned subsidiary of DCHSI, is an 18,000 square foot full service health center on
Minnesota Avenue in the District of Columbia. It has full-time staff of board-certified family
physicians, pediatricians, internists, OB-GYNSs, and other medical specialists backed by an ancillary
staff of nurses, radiology and laboratory technicians, pharmacists, and medical assistants. Chartered
pays capitation fees to CFHC for professional medical services performed on behalf of Chartered
members enrolled at CFHC. Chartered paid capitation fees to CFHC in the amounts of $6,116,592
and $6,566,840 for the years ended December 31, 2006 and 2005, respectively. All amounts due

‘from CFHC at December 31, 2006 and 2005, are included in due from affiliates in the accompanying

financial statements.

Amounts due from CFHC are related primarily to management fees Chartered assessed CFHC for
accounting and administrative services, payroll and related benefits expenses paid by Chartered and
were $354,526 and $214,108 for the years ended December 31, 2006 and 2005, respectively.

RapidTrans

RapidTrans, a wholly owned subsidiary of DCHS]I, provides transportation services to Chartered’s
Medicaid members and Chartered provides certain management services to RapidTrans. Chartered
pays capitation fees to RapidTrans for the transportation services and receives payment to cover the
value of services provided. Chartered paid capitation fees ‘to' RapidTrans in the amounts of
$2,468,729 and $2,940,569 for the years ended December 31, 2006 and 2005, respectively, which
are included in healthcare costs in the accompanying financial statements., All amounts due from
RapidTrans at December 31, 2006 and 2005 are included in due from affiliates in the accompanying
financial statements. In the event that RapidTrans’ revenues do not cover its expenses, Chartered
agreed to cover the excess expenses on RapidTrans’ behalf. In 2006, no additional amounts are due
to RapidTrans under the terms of the agreements.

Amounts due from RapidTrans are related primarily to management fees Chartered assessed
RapidTrans for accounting and administrative services, payroll and related benefits expenses paid by
Chartered and were $223,675 and $38,071 for the years ended December 31, 2006 and 2005,

respectively.
Thompson, Cobb, Bazilio and Associates, PC

Thompson, Cobb, Bazilio & Associates, PC (TCBA) is an accounting and management consulting
firm that is 79.5% owned by the owner of DCHSI. TCBA provides certain professional consulting
services to Chartered. In exchange for these services, Chartered reimburses TCBA for its actual labor

13 (Continued)
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Notes to Financial Statements
December 31, 2006 and 2005

cost plus overhead and general and administrative costs calculated at TCBA’s approved Federal
Government GSA overhead and General and Administrative rates, without any profit markup to
TCBA. The amounts paid to TCBA under this cost reimbursement agreement were $381,031 and
$235,827 for the years ended December 31, 2006 and 20035, respectively, and are included in general
and administrative expenses in the accompanying statements of operations.

Reinsurance Coverage

The Company is financially responsible for the cost of each enrollee’s annual medical services. Annual
inpatient hospital services per enrollee were limited as follows for the years ended December 31, 2006 and
2005: :

Effective dates Limits of coverage

October 1, 2005 through September 30, 2006  $90,000 plus 20% of paid services in excess of the
$90,000 stop-loss amount

October 1, 2006 through September 30, 2007 $125,000 plus 20% of paid services in excess of the
$125,000 stop-loss amount

Coverage above these stop-loss amounts is provided by an insurance company. The maximum
reimbursement per enrollee is limited to $2,000,000 in aggregate over all contract years.

For the years ended December 31, 2006 and 2005, the Company incurred stop-loss insurance premium
expense of $559,548 and $509,860, respectively. For the years ended December 31, 2006 and 2005, the
Company had stop-loss insurance recoveries of $340,625 and $297,177, respectively. These amounts
related to the stop-loss insurance arrangement are included in medical services in the accompanying
statements of operations.

Income Taxes

Income tax expense (benefit) related to the continuing operations for the years ended December 31, 2006
and 2005 consisted of the following:

» Current Deferred Total

Year ended December 31, 2006:
U.S. federal $ 3,341,195 .. (153,019) 3,188,176
State and local - 1,057,129 - (48,443) 1,008,686
3 4,398,324 (201,462) 4,196,862

Year ended December 31, 2005:
U.S. federal $ 2,194,240 (59,358) 2,134,882
State and local 682,822 (18,791) 664,031
$ 2,877,062 (78,149) 2,798,913

14 (Continued)
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Notes to Financial Statements
December 31, 2006 and 2005

Chartered is required to maintain deposits in accordance with the terms of the medical professional liability
policy. In accordance with this policy, Chartered maintained a certificate of deposit of $200,000 at
December 31, 2006 and 2005, which is included in the balance of certificates of deposit — pledged in the
accompanying balance sheets.

In July 2006, Chartered acquired an umbrella liability insurance policy that provides an additional
coverage limit of $5,000,000 per loss event. This policy expires in July 2007.

In management’s opinion, there are no pending or anticipated claims against the Company that will have a
material effect on the financial position, results of operations, or cash flows of the Company.

Defined Contribution 401(k) Plan

Chartered sponsors a 401(k) plan (the Plan) for its employees. Employees are eligible to participate in the
Plan if they are at least 21 years of age and have worked 90 days or longer at Chartered. Employees may
contribute between 1% and 12% of eligible salary on a pre-tax basis. Chartered makes a discretionary
matching contribution to the Plan of 12% of each employees’ contribution amount. Chartered contributed
$25,344 and $27,705 to the Plan for the years ended December 31, 2006 and 2005, respectively.

Dividend paid

On March 12, 2006, the Board of Directors of Chartered approved an ordinary dividend distribution to its
parent holding company, DCHSI, in the amount of $1,536,544. The dividend was for the year ended
December 31, 2005 and made pursuant to District of Columbia regulation DC ST Section 31-706.
Chartered paid the amount in full on April 13, 2006.

Subsequent event

On March 26, 2007, the Board of Directors of Chartered approved an ordinary dividend distribution to its
parent holding company, DCHSI, in the amount of $2,022,671. The dividend was for the year ended
December 31, 2006 and made pursuant to District of Columbia regulation DC ST Section 31-706.
Chartered paid the amount in full on March 29, 2007.
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KPMG LLP

1 East Pratt Street
Baitimore, MD 21202-1128

Independent Auditors’ Report

The Board of Directors
D.C. Chartered Health Plan, Inc.:

We have audited the accompanying balance sheets of D.C. Chartered Health Plan, Inc. (Chartered), a
wholly owned subsidiary of DC Healthcare Systems, Inc., as of December 31, 2008 and 2007, and the
related statements of income, stockholder’s equity, and cash flows for the years then ended. These financial
statements are the responsibility of Chartered management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of Chartered’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

As discussed in note 1(c) to the financial statements, effective January 1, 2008, Chartered adopted
Statement of Financial Accounting Standards (SFAS) No. 157, Fair Value Measurements, SFAS No. 159,
The Fair Value Option for Financial Assets and Financial Liabilities — Including an amendment of
Financial Accounting Standards Board (FASB Statement No. 115).

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of D.C. Chartered Health Plan, Inc. as of December 31, 2008 and 2007, and the results of
its operations and its cash flows for the years then ended in conformity with U.S. generally accepted
accounting principles.

KPMe P

June 5, 2009

KPMG LLP, a U.S. timited habiity partnership, is the U.S,
member firm of KPMG internationsl, 8 Swiss cooperative.
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

December 31, 2008 and 2007

Assets

Current assets:
Cash and cash equivalents
Short-term investments
Premiums receivable, net
Reinsurance receivable
Due from affiliates
Prepaid expenses and other current assets
Interest income receivable
Deferred income taxes

Total current assets

Certificates of deposit-long term
Certificates of deposit - pledged
Property and equipment, net
Goodwill, net

Noncurrent deferred income taxes
Other assets

Total assets

Balance Sheets

Liabilities and Stockholder’s Equity

Current liabilities:
Accrued salaries and benefits
Accounts payable and accrued expenses
Current portion, capital lease obligation
Healthcare costs payable
Claims payable — uninsured
Unpaid claims adjustment expenses

Total current liabilities

Noncurrent capital lease obligation
Deferred rent liability

Commitments and contingencies
Stockholder’s equity:

Class A common stock; $0.10 par value. Authorized, issued,
and outstanding 1,000 shares in 2008 and 2007

Additional paid-in capital
Retained earnings

Total stockholder’s equity

Total liabilities and stockholder’s equity

See accompanying notes to financial statements.

2008 2007
5,272,970 19,332,943
13,231,483 5,279,780
8,439,721 7,857,734
277,414 146,930
2,844,073 1,940,330
1,912,646 854,881
60,597 583,203
381,313 408,628
32,420,217 36,404,429
— 6,314,165
15,781,440 2,828,007
1,761,648 1,621,684
1,460,583 1,460,583
900,482 842,846
148,800 132,837
52,473,170 49,604,551
1,047,098 1,140,465
1,136,276 1,083,222
17,616 36,575
21,482,835 20,571,067
638,039 —
637,630 636,219
25,009,494 23,467,548
92,430 63,317
275,242 250,758
25,377,166 23,781,623
100 100
4,690,419 4,690,419
22,405,485 21,132,409
27,096,004 25,822,928
52,473,170 49,604,551




D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Statements of Income
Years ended December 31, 2008 and 2007

2008 2007
Revenues:
Medicaid premiums $ 130,803,456 106,670,840
Alliance premiums 51,234,168 59,293,809
Other 64,000 79,860
Total revenues 182,101,624 166,044,509
Expenses:

Healthcare costs, net
General and administrative

Total expenses

Operating income

Investment income

Income before income taxes

Provision for income taxes

Net income $

153,041,625 137,006,151
24,731,005 22,910,230
177,772,630 159,916,381
4,328,994 6,128,128
1,446,858 2,330,160
5,775,852 8,458,288
2,402,776 3,558,162
3,373,076 4,900,126

See accompanying notes to financial statements.



D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Statements of Stockholder’s Equity
Years ended December 31, 2008 and 2007

Class A
common stock
($0.10 par
value; 1,000
shares
authorized, Additional Total
issued, and paid-in Retained stockholder’s
___outstanding) capital earnings equity
Balance at December 31,2006  § 100 4,690,419 20,254,953 24,945,472
Net income — —_ 4,900,126 4,900,126
Dividends — — (4,022,670) (4,022,670)
Balance at December 31, 2007 100 4,690,419 21,132,409 25,822,928
Net income — — 3,373,076 3,373,076
Dividends — — (2,100,000) (2,100,000)
Balance at December 31, 2008 5 100 4,690,419 22 405,485 27,096,004

See accompanying notes to financial statements.



D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Statements of Cash Flows
Years ended December 31, 2008 and 2007

2008 2007
Cash flows from operating activities:
Net income 3,373,076 4,900,126
Adjustments to reconcile net income to net cash provided by
operating activities: .
Depreciation and amortization 643,771 618,228
Changes in operating assets and liabilities:
Premiums receivable (581,987) 861,140
Reinsurance receivable (130,484) 38,044
Due from affiliates (903,743) (1,347,060)
Interest income receivable, prepaid expenses and
other current assets (535,159) (450,975)
Deferred income taxes (30,321) (354,749)
Other assets (15,963) 11,897
Accrued salaries and benefits (93,367) 311,265
Accounts payable and accrued expenses 53,054 (10,916)
Healthcare costs payable 911,768 769,241
Uninsured claims payable 688,039 (479,145)
Unpaid claims adjustment expenses 1,411 23,791
Deferred rent liability 24,484 46,198
Net cash provided by operating activities 3,404,579 4,937,085
Cash flows from investing activities:
Additions to property and equipment (733,224) (297,976)
Sale of certificates of deposit 6,314,165 4,736,848
Purchase of certificates of deposit (20,905,136) (5,279,780)
Net cash used in investing activities (15,324,195) {840,908)
Cash flows from financing activities:
Dividends paid (2,100,000) (4,022,670)
Principal payments on capital lease obligation {40,357) (81,073)
Net cash used in financing activities (2,140,357) (4,103,743)
Net decrease in cash and cash equivalents (14,059,973) (7,566)
Cash and cash equivalents, beginning of year 19,332,943 19,340,509
Cash and cash equivalents, end of year 5,272,970 19,332,943
Supplemental disclosures of cash flow information:
Income taxes paid 2,152,009 3,027,375
Interest paid 32,503 6,910
Purchase of office equipment through capital lease obligation 50,511 68,400

See accompanying notes to financial statements.
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(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2008 and 2007

Summary of Significant Accounting Policies

(a)

Corporate Information and Basis of Accounting

D.C. Chartered Health Plan, Inc. (Chartered) was established on December 31, 1986 under the laws
of the District of Columbia. Chartered’s primary purpose is to provide quality healthcare within a
managed care framework. Chartered accomplishes this primarily through a contract with the District
of Columbia Government Department of Health (the DOH), which requires Chartered to provide
healthcare services to the residents of the District of Columbia that qualify under the Medicaid,
Temporary Aid to Needy Families (TANF), and Alliance programs through a Health Maintenance
Organization (HMO). Alliance enrollees represent the population not eligible for Medicaid but
whose income falls 200% or more below the poverty level. Chartered currently provides healthcare
services to approximately 81,000 beneficiaries receiving assistance under Medicaid, Alliance and
TANF. All of Chartered’s revenue was eamed from its contracts with the DOH for the years ended
December 31, 2008 and 2007, respectively. The contract with the DOH requires Chartered to provide
transportation services to its Medicaid members. Prior to June 1, 2008, Chartered provided these
services through a contract with RapidTrans, Inc. (RapidTrans), a wholly owned subsidiary of
Chartered’s parent, DC Healthcare Systems, Inc. (DCHSI). RapidTrans ceased operations in
May 2008 and the contract was terminated. Chartered also provides the services of a health center to
members through a contract with Chartered Family Health Center, P.C. (CFHC), a wholly owned
subsidiary of DCHSL In 2008, Chartered’s contract with the DOH was assumed by the District of
Columbia Department of Healthcare Finance (DHCF).

Chartered’s business strategy lies in its fundamental commitment to promoting access and
emphasizing prevention and health maintenance, as well as treatment. Each member enrolled in
Chartered is assigned a primary care physician. Chartered has over 3,335 physicians under contract,
including 350 primary care physicians. Chartered’s members receive prescriptions, health education,
nutrition counseling, and when necessary, referrals to specialists and hospital services. Chartered
focuses on increasing access to its services by (i) improving knowledge and awareness of benefits;
(ii) providing extensive wellness and preventative healthcare services; and (iii) directly providing
transportation to and from healthcare appointments.

Medicaid beneficiaries in the District of Columbia are required to enroll in an approved managed
care plan, one of which is Chartered. Those beneficiaries who do not voluntarily select a managed
care plan are assigned to a default plan. Chartered entered into a contract with the DOH commencing
May 1, 1998, under which Chartered is designated as the default plan for one-third of the Medicaid
beneficiaries who do not voluntarily select a plan. The terms of this contract were amended to extend
through April 30, 2008. Chartered was awarded a contract for an additional five years, beginning
May 1, 2008. The terms of the new five year contract with the DHCF extend through April 30, 2013.
The contract is renewable annually, subject to rate negotiations. The rates for the contract year
ending April 30, 2010 have been negotiated, agreed to, and implemented by Chartered and the
DHCF.

Alliance beneficiaries in the District of Columbia are required to enroll in an approved managed care
plan, one of which is Chartered. Those beneficiaries who do not voluntarily select a managed care
plan are assigned to a default plan. Chartered entered into a contract with the DOH commencing
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(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2008 and 2007

June 1, 2006, under which Chartered is designated as the default plan for one-half of the Alliance
beneficiaries who do not voluntarily select a plan. The Alliance program was administered by the
Healthcare Safety Net Administration (HSNA), a department of the DOH and in 2008, DHCF
assumed oversight of this program. The contract was amended to extend through April 30, 2008.
Chartered was awarded a contract for up to an additional five years, beginning May 1, 2008. The
terms of the new contract with the DOH may extend through April 30, 2013. The new contract is
renewable annually, subject to rate negotiations. The rates for the contract year ending April 30,
2010 have been negotiated, agreed to, and implemented by Chartered and the DHCF.

As a result of the bankruptcy proceedings of PHP Corporation, Chartered’s previous parent
company, the stock of Chartered was held in a trust (the Collateral Trust), and Bank of America,
N.A. (BOA) was designated and appointed as the Collateral Trustee, obtaining full legal title to the
collateral and full legal power and authority to transfer, sell, assign, or dispose of the collateral,
including the stock of Chartered. The Collateral Trust entered into a stock sale and transfer
agreement pursuant to which the stock of Chartered was sold to DCHSI on May 17, 2000. DCHSI
financed the purchase through a $3,500,000 bank loan at a floating prime rate of interest. Payments
of principal and interest on the loan will continue monthly through May 12, 201 1. The outstanding
principal balance on the loan was $824,255 and $987,607 at December 31, 2008 and 2007,
respectively. Chartered and the owner of DCHSI are guarantors on the loan. This loan is partially
collateralized by a $1,000,000 certificate of deposit from DCHSI that will be held for the entire term
of the loan. The balance of the certificate of deposit held by DCHS], including accrued interest was
$1,457,333 and $1,389,300 at December 31, 2008 and 2007, respectively. Additionally, Chartered
granted the lender a first security interest in certain collateral held by Chartered, except for the
$15,781,440 certificates of deposit discussed in notes 3 and 4(c); however, in the event the lender
exercises its rights under the guaranty, the owner of DCHSI has agreed in writing to irrevocably and
unconditionally hold Chartered harmless and indemnify Chartered for any monies that Chartered
may be obligated to pay under the guaranty,

Cash and Cash Equivalents

Cash and cash equivalents are generally comprised of cash, money market accounts, and certificates
of deposits with original maturities of three months or less. Cash and cash equivalents consisted of
cash and money market funds of $5,272,970 and $19,332,943 at December 31, 2008 and 2007,
respectively.

Short-Term Investments

Short-term investments consist of certificates of deposit with original maturities of twelve months or
less. The certificates of deposit are held by financial institutions and are carried at cost, which
approximates fair value,

In 2006, the Financial Accounting Standards Board (FASB) issued Statement of Financial Standards
(SFAS) No. 157, Fair Value Measurements, which establishes a framework for measuring fair value
in U.S. generally accepted accounting principles (GAAP) and expands disclosures about fair value
measurements. SFAS No. 157 applies to the accounting for assets and liabilities required or
permitted to be measured at fair value. SFAS No. 157 prioritizes the inputs used to measure fair
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value as follows: quoted prices in active markets for identical assets or liabilities (level 1), significant
other observable inputs (level 2), and significant unobservable inputs (level 3). The fair value
measurement is assigned an overall input level based on the lowest level input that is significant to
the fair value measurement in its entirety. ‘

In 2008, SFAS No. 157 was amended by FASB Staff Position No. 157-1, Application of
FASB Statement No. 157 to FASB Statement No. 13 and Other Accounting Pronouncements That
Address Fair Value Measurements for Purposes of Lease Classification or Measurement under
Statement 13 (FSP 157-1), FASB Staff Position No. 157-2, Effective Date of FASB Statement 157
(FSP 157-2), and FASB Staff Position No. 157-3, Determining the Fair Value of a Financial Asset
When the Market for That Asset is Not Active (FSP 157-3). FSP 157-1 exempts FASB Statement
No. 13, Accounting for Leases, from application of SFAS No. 157 to FASB Statement No, 13,
except with respect to business combinations. FSP 157-2 permits delayed implementation of
SFAS No. 157 to nonfinancial assets and liabilities for nonrecurring fair value measurements until
fiscal years beginning after November 15, 2008. FSP 157-3 provides additional guidance on
determining fair value of a financial asset when the market for that asset is not active. All were
effective when issued.

Effective January 1, 2008, the Company adopted SFAS No. 157. This pronouncement did not require
any new fair value measurements and its adoption did not affect the results of operations or financial
position of Chartered.

In 2006, FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities. SFAS No. 159 permits entities to choose to measure many financial instruments and
certain other items at fair value mitigating volatility in reported earnings caused by measuring related
assets and liabilities differently without having to apply complex hedge accounting provisions.
Effective January 1, 2008, Chartered adopted SFAS No. 159 and eclected fair value option for
financial investments that would otherwise be recorded using either the cost or equity method. This
election applies to all such investments owned at January 1, 2008, Chartered made this election in
order to ensure that the accounting treatment of these investments was comparable between
categories, regardless of the current organizational structure of the various investments. This election
did not have a material effect on the financial statements of Chartered.

Property and Equipment

Property and equipment are stated at cost and are depreciated using the straight-line method over a
period of three to seven years. Chartered capitalized external direct costs of materials and services
and internal payroll costs related to the implementation of a claims management system. Leasehold
improvements are also stated at cost and are amortized using the straight-line method over the term
of the related lease or the estimated useful life of the improvement, whichever is shorter. Equipment
under capital leases is stated at the present value of minimum lease payments and is amortized using
the straight-line method over the term of the lease.
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Premium Revenue
Medicaid

Chartered recognizes premiums received from the DOH and DHCF for members enrolled in the
Medicaid program as revenue in the period to which healthcare coverage relates. Member premiums
are paid on a fixed monthly fee per capita basis.

Alliance

Chartered recognizes premiums received from the DOH and DHCF for members enrolled in the
Alliance program as revenue in the period to which healthcare coverage relates. Member premiums
are paid on a fixed monthly fee per capita basis

Reinsurance

Reinsurance premiums and recoveries are reported net as a component of healthcare costs.

Healthcare Costs and Unpaid Claims Adjustment Expenses

Chartered has entered into hospital service contracts, to provide the necessary inpatient and
outpatient hospital services to its enrollees. Under the contracts, Chartered pays the participating
hospitals at the fee-for-service rates in effect at the time the services were provided to its enrollees
less any discounts which are available. Chartered has also entered into several agreements with
network physicians and suppliers to provide medical services and supplies to Chartered’s enrollees at
agreed upon fee-for-service rates or at fixed fees per member per month (capitation).

Monthly capitation payments to primary care physicians and other healthcare providers are expensed
as incurred. Healthcare costs and healthcare costs payable include amounts for known services
rendered and an estimate of incurred but not reported services rendered by hospitals, physicians, and
other healthcare providers. The estimated incurred but not reported healthcare costs payable have
been actuarially determined based on relevant industry data and Chartered’s historical trends.
Management believes that the methodologies employed to estimate the healthcare costs payable are
reasonable and that the amount accrued is appropriate. Due to uncertainties inherent in the medical
claims estimation process, there is a reasonable possibility that actual experience may vary from
accrued amounts.

As part of the process to estimate the cost of all claims reported but unpaid and claims incurred but
not reported, Chartered accrued $637,630 and $636,219 at December 31, 2008 and 2007,
respectively, as an estimate of the expense to settle these claims.

Income Taxes

In accordance with the tax allocation agreement with DCHSI, Chartered is included in a consolidated
federal and state income tax return with DCHSI, using an April 30 fiscal year-end. Deferred tax
assets, deferred tax liabilities, and income tax expense or benefit associated with Chartered have
been provided for on a separate company basis. In addition, Chartered determines its deferred
income taxes on a separate company basis and remits its estimated tax payment to DCHSI.

9
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Income taxes are accounted for under the asset and liability method. Deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases
and operating loss and tax credit carryforwards, Deferred tax assets and liabilities are measured using

‘enacted tax rates expected to apply to taxable income in the years in which those temporary

differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of
a change in tax rates is recognized in income in the period that includes the enactment date.

Goodwill

Goodwill is primarily attributable to acquisitions made by Chartered. An impairment evaluation of
goodwill is conducted annually, or more frequently if events or changes in circumstances indicate
that an asset might be impaired. The estimated fair value is determined on the basis of discounted
future cash flows and is compared with the carrying amount. If the estimated fair value of the
goodwill is less than the carrying amount, then an impairment charge is recorded for the difference.

Certificates of Deposit

Certificates of deposit are deposits held by financial institutions and are carried at cost, which
approximates fair value. Accrued interest earned on these certificates of deposit are included in
interest income receivable on the accompanying balance sheets.

Claims Payable — Uninsured

Claims payablé — uninsured represent cash received in advance from the DOH for the reimbursement
of healthcare claims paid by Chartered in accordance with a previous administrative services
agreement. '

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

10
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Property and Equipment
Property and equipment consisted of the following as of December 31:
2008 2007
Computer software $ 3,873,843 3,427,670
Computer and office equipment 2,431,156 2,263,269
Office furniture 799,484 705,115
Leasehold improvements and office fixtures 3,015,298 2,939,992
Total cost 10,119,781 9,336,046
Less accumulated depreciation and amortization 8,358,133 7,714,362
Property and equipment, net $ 1,761,648 1,621,684

Depreciation expense related to property and equipment and amortization expense related to the leasehold
improvements and equipment under capital leases was $515,018 and $533,515 for the years ended
December 31, 2008 and 2007, respectively. Amortization of capitalized software development costs was
$128,753 and $84,713 for the years ended December 31, 2008 and 2007, respectively.

Minimum Net Worth and Regulatory and Contractual Requirements

As required by the District of Columbia’s Health Maintenance Organization Act of 1996 (the Act),
Chartered entered into a Health Maintenance Organization Custodial Agreement dated February 27, 1998.
Chartered maintains a certificate of deposit of $2,447,872 and $300,000, which are included in certificates
of deposit pledged on the balance sheets at December 31, 2008 and 2007, respectively, for the sole benefit
of Chartered’s members in the event of Chartered’s insolvency. Under the laws of the Act, Chartered is
also required to maintain a minimum net worth equal to the greater of (1) $1,000,000; (2) the sum of all
uncovered healthcare expenditures for the latest three-month periods ending December 31, March 31,
June 30, or September 30; (3)2% of its annual revenues; or (4)a prescribed percentage of annual
healthcare expenditures. At December 31, 2008 and 2007, Chartered’s statutory net worth was
$21,059,187 and $21,312,995, respectively. Chartered was in compliance with its statutory net worth
requirements.

Under the terms of its Medicaid contract with the DOH dated May 1, 2008, Chartered is also required to
meet certain financial requirements to maintain compliance with these contract terms. As such, Chartered
is required to maintain a positive net worth, and insolvency reserves or deposits that equal or exceed the
minimum requirements established by the District of Columbia’s Department of Insurance, Securities and
Banking Regulation as a condition for maintaining a certificate of authority to operate an HMO in the
District of Columbia. Chartered met or exceeded the minimum net worth, insolvency reserve, and deposit
balance requirements as of December 31, 2008 and 2007. Pursuant to the terms of the Medicaid contract
with the DOH and DHCF, Chartered maintained an escrow deposit of $2,447,872 and $1,940,077, which
are included in certificates of deposit — pledged on the balance sheets at December 31, 2008 and 2007,
respectively.
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The National Association of Insurance Commissioners developed the Managed Care Organization
Risk-Based Capital Report and required all HMOs to complete the report beginning with the year ended
December 31, 1998. Risk-based capital (RBC) was developed as a method of measuring the minimum
amount of capital appropriate for a managed care organization to support its overall business operations in
consideration of its size and risk profile. A company’s RBC is calculated by applying certain factors to
various asset, premium, and reserve items. Four action levels of RBC have been defined to set industry
standards for regulatory intervention. These levels range from Company Action Level (CAL) to Mandatory
Control Level (MCL). All HMOs licensed in the District of Columbia are subject to the RBC provisions.
Chartered’s RBC exceeded all action levels as of December 31, 2008 and 2007.

Commitments and Contingencies
(@) Leases

Chartered is obligated under several noncancelable operating and capital leases for office space,
office equipment, and vehicles. Future amounts due under these leases are as follows:

Operating Capital

2009 5 912,533 51,564
2010 935,347 51,564
2011 958,730 51,564
2012 982,699 46,899
2013 1,007,266 : —
Thereafter 509,851 —
$ 5,306,426 201,591

Less amounts representing interest 91,545
110,046

Less current portion of capital lease obligation 17,616

S___ 92430

Total rent expense was $979,084 and $914,761 for the years ended December 31, 2008 and 2007,
respectively.

Chartered was required to maintain deposits in accordance with certain capital lease agreements
during 2007. Accordingly, Chartered maintained a certtificate of deposit of $387,930 at December 31,
2007, which is included in certificate of deposit - pledged in the accompanying balance sheets. The
lease agreements terminated in 2008 and Chartered was no longer required to maintain these
deposits. ‘

12
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Litigation and Contingencies

Chartered is from time to time subject to claims and suits arising in the ordinary course of business.
In the opinion of management, the ultimate resolution of pending legal proceedings will not have a
material effect on the financial statements.

Risk-Based Contract Dispute Settlement

In March 2008, the District of Columbia filed a civil complaint in the Superior Court for the District
of Columbia against Chartered. The complaint pertains to disagreements and disputes on certain
contract related items under Chartered’s actuarially rate determined risk based contract with the
DOH. Chartered vigorously contested the complaint and the complaint was dismissed “with
prejudice” by the District of Columbia in October 2008.

In the third quarter of 2008, Chartered’s parent company, DCHSI, executed a settlement and dispute
resolution agreement for contractual disputes from January 1, 2001 through April 30, 2008 with the
Office of Attorney General for the District of Columbia (OAG of DC), which required DCHSI to pay
$12,000,000. DCHSI financed the settlement payment through a $12,000,000 long term Bank Loan
Payable (Loan). Payments of interest only on the outstanding principal balance are due monthly
through November 10, 2012; thereafter, payments of principal and interest will continue monthly
through November 10, 2018, based on a 25-year amortization schedule. Interest is calculated at an
annual fixed rate of 5.65% for the first five years, thereafter adjusting to a rate equal to the Federal
Home Loan Bank five-year rate plus 1.50%. Chartered and the owner of DCHSI are co-guarantors of
the Loan. Pursuant to the Loan, Chartered is required to pledge investments in the amount of
$13,333,567 as collateral for the Loan, which is included in the accompanying balance sheet at
December 31, 2008. In the event that DCHSI defauits on or is not able to meet it’s obligations under
the provisions of the Loan, the owner of DCHSI has executed an Indemnification Agreement to
irrevocably and unconditionally hold Chartered harmless and indemnify Chartered for any monies
that Chartered is or may be obligated to pay under the guaranty agreement and pledge and security
agreement, including but not limited to any liquidation of the pledged collateral.

Contingent Contributions

In September 2008, in addition to the Settlement Agreement, DCHSI, Chartered, and the owner of
DCHSI entered into a Letter Agreement (Agreement) with the District of Columbia that requires
DCHSI, Chartered, and the owner of DCHSI to make contributions to the District of Columbia
Department of Health’s Immunization Program and several other not-for-profit organizations,
including the District of Columbia Public Education Fund, of approximately $1,050,000 each year
for a period of five years beginning January 1, 2009. Under the Agreement, these contributions will
be made subject to the following conditions being met: (1) the funds received by the various
organizations from the previous year were used for the purposes outlined in the Agreement, (2) the
submission of a report that demonstrates that the funds were expended in compliance with the
Agreement, and (3) Chartered and DCHSI are able to maintain “normal operations” during that year.
Therefore, if the District fails to use the funds provided as required, the District is unable to account
for related expenditures, or either Chartered or DCHSI suffer adverse financial circumstances, the
Agreement may be voided or are subject to renegotiation. Management believes that there is more
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than a remote likelihood that the above mentioned conditions will not be met as of December 31,
2008, and accordingly has not accrued a liability. Chartered will record the expense in the period in
which the payments are made. As of December 31, 2008, Chartered paid $500,000 to the District of
Columbia Public Education Fund program under the terms of this agreement and accordingly has
included this amount in prepaid expenses in the accompanying 2008 balance sheet.

(e) Employment Contracts

Chartered has entered into employment agreements with its key executives, establishing minimum
compensation levels, performance requirements, severance and certain other benefits.

Related-Party Transactions

Chartered has entered into various management and services arrangements with certain related parties,
including DCHSI, CFHC, and RapidTrans. The arrangements with DCHSI expired September 30, 2007
and the transportation service agreement with RapidTrans was terminated on May 30, 2008. Payments
under these arrangements do not include an accrued interest component and are expected to be recovered
within one year of the balance sheet date, and are therefore classified as current assets in the accompanying
balance sheets. Management believes that all amounts due from affiliates are fully collectible and expects
that they will be repaid during 2009. Amounts due from affiliates are comprised of the following at
December 31:

2008 2007
Due from DCHSI, net 3 2,679,058 1,310,147
Due from CFHC 163,687 . 493,412
Due from RapidTrans 1,328 136,771
$ 2,844,073 1,940,330

(a) DC Healthcare Systems, Inc.

From May 18, 2000 through September 30, 2007, Chartered had a management service and cost
allocation/reimbursement agreement with DCHSI for technical and professional consulting services
in connection with the HMO business and healthcare insurance business of Chartered. In exchange
for these services received from DCHSI, Chartered is obligated to pay consulting fees and related
allocated costs and expenses to DCHSI. The term of the agreement was from May 18, 2000 to
September 30, 2007. Chartered did not renew the agreement for fiscal year 2008. The terms of the
agreement for fiscal year 2009 are currently under negotiation between DCHSI and Chartered.
Chartered recorded consulting fees and related allocated costs and expenses of approximately
$1,350,000 under the terms of this agreement for the period from January 1 to September 30, 2007.

Chartered has a noncancelable operating lease agreement to lease office space from DCHSI. The
lease commenced July 1, 2004 and expires on June 30, 2014. The base annual rent is $25 per square
foot for 32,660 square feet of space with a 2.5% annual rate increase. Chartered recorded rent
expense of $979,084 and $914,761 under the terms of this agreement for the years ended
December 31, 2008 and 2007, respectively.
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Amounts due from DCHSI, net are primarily related to over or under payments of estimated federal
and state income taxes, adjustments for expense allocation by Chartered to DCHSI through
September 30, 2007, and management service agreement fees through September 30, 2007.

Chartered Family Health Center (CFHC)

CFHC, which became a wholly owned subsidiary of DCHSI on August 14, 2003, is an
18,000-square-foot, full service health center on Minnesota Avenue in the District of Columbia
which was opened in December 1997. It has a staff of board-certified family physicians,
pediatricians, intemists, OB-GYNs, and other medical specialists backed by an ancillary staff of
nurses, radiology and laboratory technicians, pharmacists, and medical assistants. Under the terms of
the agreement effective May 1, 2008, Chartered reimburses CFHC for actual operating costs incurred
by CFHC in providing services to Chartered’s members, without any profit markup to CFHC. Actual
operating costs include the expenses incurred in the operation of CFHC after deducting all revenues
collected from third-party payors (other than Chartered) for services rendered to non-Chartered
members. Prior to this agreement, Chartered paid capitation fees to CFHC for professional medical
services performed on behalf of Chartered members enrolled at CFHC. Chartered paid capitation
fees and net reimbursement costs to CFHC in the amounts of $4,560,837 and $5,535,052 for the
years ended December 31, 2008 and 2007, respectively. All amounts due from CFHC at
December 31, 2008 and 2007 are included in due from affiliates in the accompanying balance sheets.
DCHSI is in active discussions and negotiations with several providers to divest itself of CFHC,
while continuing the provision of professional medical services at CFHC.

Amounts due from CFHC are related primarily to management fees Chartered assessed CFHC for
accounting and administrative services, payroll and related benefits expenses paid by Chartered and
were $163,687 and $493,412 for the years ended December 31, 2008 and 2007, respectively.

RapidTrans N
Effective May 30, 2008, RapidTrans no longer provides transportation services to Chartered’s
members. Accordingly, RapidTrans ceased operations as of May 31, 2008. RapidTrans, which
became a wholly owned subsidiary of DCHSI on August 14, 2003, provided transportation services
to Chartered’s Medicaid members prior to June 1, 2008, and Chartered provides certain management
services to RapidTrans. Chartered pays capitation fees to RapidTrans for the transportation services
and receives payment to cover the value of services provided. Chartered paid capitation fees to
RapidTrans in the amounts of $1,036,900 and $2,479,960 for the years ended December 31, 2008
and 2007, respectively, which are included in healthcare costs, net in the accompanying balance
sheets. All amounts due from RapidTrans at December 31, 2008 and 2007 are included in due from
affiliates in the accompanying balance sheets. In the event that RapidTrans’ revenues do not cover its
expenses, Chartered agreed to cover the excess expenses on RapidTrans’ behalf. In 2008 and 2007,
no additional amounts are due to RapidTrans under the terms of the agreements.

Amounts due from RapidTrans are related primarily to cost reimbursements to Chartered for
RapidTrans accounting and administrative services, payroll, and related benefits expenses paid by
Chartered and were $1,328 and $136,771 for the years ended December 31, 2008 and 2007,
respectively.
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(d) Thompson, Cobb, Bazilio and Associates, PC (TCBA)

TCBA is an accounting and management consulting firm that is 79.5% owned by the owner of
DCHSI. Under an agreement that terminated December 31, 2007, TCBA provided certain
professional consulting services to Chartered. In exchange for these services, Chartered reimbursed
TCBA for its actual labor cost plus overhead and general and administrative costs calculated at
TCBA'’s approved Federal Government GSA overhead and General and Administrative rates,
without any profit markup to TCBA. The amount paid to TCBA under this cost reimbursement
agreement was $78,949 for the year ended December 31, 2007, and is included in general and
administrative expenses in the accompanying 2007 statement of income.

Reinsurance Coverage

Chartered is financially responsible for the cost of each enrollee’s annual medical services. Annual
inpatient hospital services per enrollee were limited as follows for the years ended December 31, 2008 and

2007:

Effective dates Limits of coverage

October 1, 2007 through September 30, 2008 $125,000 plus 20% of paid services in excess of the
$125,000 stop-loss amount

October 1, 2008 through September 30, 2009 $125,000 plus 20% of paid services in excess of the
$125,000 stop-loss amount

Coverage above these stop-loss amounts is provided by an insurance company. The maximum
reimbursement per enrollee is limited to $2,000,000 in the aggregate over all contract years. .

For the years ended December 31, 2008 and 2007, Chartered incurred stop-loss insurance premium
expense of $1,045,562 and $860,942, respectively. For the years ended December 31, 2008 and 2007,
Chartered had stop-loss insurance recoveries of $563,766 and $593,946, respectively. These amounts
related to the stop-loss insurance arrangement are included in healthcare costs, net in the accompanying
statements of income.
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(7) Income Taxes

Income tax expense (benefit) related to the continuing operations for the years ended December 31, 2008
and 2007 consisted of the following:

Current Deferred Total

Year ended December 31, 2008:
U.S. federal $ 1,848,045 (4,740) 1,843,305
State and local _ 585,052 (25,581) 559,471
$ 2,433,097 (30,321) 2,402,776

Year ended December 31, 2007:
U.S. federal $ 2,972,054 (299,331) 2,672,723
State and local 940,857 (55,418) 885,439
$ 3,912,911 (354,749) 3,558,162

Income tax expense was $2,402,776 and $3,558,162 for the years ended December 31, 2008 and 2007,
respectively. The income tax expenses differed from the amounts computed by applying the U.S. federal
statutory income tax rate to pretax income as a result of the following:

2008 2007
Computed “expected” tax expense $ 2,006,965 2,977,026
Increase in income taxes resulting from:
State and local income taxes, net of federal income tax
benefit 371,790 551,494
Other, net 24,021 29,642
Income tax expense $ 2,402,776 3,558,162
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The tax effects of temporary differences that give rise to significant portions of the deferred tax assets at
December 31, 2008 and 2007 are presented below:

2008 2007
Deferred tax assets:
Compensated absences, principally due to accrual for
financial reporting purposes b 80,069 98,341
Amortization of membership list 88,388 101,483
Performance bonus, due to accrual for financial reporting 113,292 129,638
Property and equipment principally due to difference
in depreciation and amortization 708,959 648,385
Discounted incurred but not reported healthcare costs 176,904 169,601
Deferred straight-line lease expense 114,183 104,026
Total deferred tax 1,281,795 1,251,474
Less current portion, net 381,313 408,628
$ 900,482 842,846

The Company establishes valuation allowances in accordance with the provisions of SFAS No. 109,
Accounting for Income Taxes. A valuation allowance was not recognized as of December 31, 2008 and
2007 because it is more likely than not that the deferred tax assets will be realized.

Healthcare Costs Payable

A summary of the activity for healthcare costs payable is as follows:

- 2008 2007
Balance at January 1 $ 20,571,067 19,801,826
Plus incurred related to:
Current year 134,563,396 121,424,217
Prior years 481,798 (954,172)
Total incurred 135,045,194 120,470,045
Less paid related to:
Current year 118,565,614 102,624,840
Prior years 15,567,812 17,075,964
Total incurred 134,133,426 119,700,804
Balance at December 31 $ 21,482,835 20,571,067

Chartered uses actuarial techniques based on historical experience to estimate incurred claims. Amounts
incurred related to prior years vary from previously estimated liabilities as the claims are ultimately settled.
Liabilities at any year-end are continually reviewed and reestimated as information regarding actual claims
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payments becomes known. This information is compared to the originally established year-end liability.
Positive or negative amounts reported for incurred related to prior years result from claims being settled for
amounts greater or less, respectively, than originally estimated. This experience is primarily attributable to
actual medical cost experience more favorable than that assumed at the time the liability was established.
The Company incurred other healthcare costs, which primarily consisted of capitation payments to
providers of healthcare services for Chartered’s members of $17,996,431 and $16,536,106 for the years
ended December 31, 2008 and 2007, respectively.

Professional Liability Insurance

During 2008 and 2007, Chartered maintained a medical professional liability insurance policy, which is
written on a claims-made basis. The coverage limits for the primary medical professional liability policy
are $1,000,000 per loss event and a $3,000,000 policy limit per physician. This policy remained in full
force and effect during 2008 and 2007 and has been renewed through May 2009. Chartered has not accrued
for claims. incurred but not reported as of December 31, 2008 and 2007 as these amounts are not
reasonably estimable. Management believes that these amounts would not have a material impact on
Chartered’s financial statements as of December 31, 2008 and 2007.

Chartered was required to maintain deposits in accordance with the terms of the medical professional
liability policy through May 2008. In accordance with this policy, Chartered maintained a certificate of
deposit of $200,000 at December 31, 2007, which is included in certificates of deposit - pledged in the
accompanying balance sheets.

In July 2007, Chartered acquired an umbrella liability insurance policy that provides an additional
coverage limit of $5,000,000 per loss event. This policy has been renewed through July 2009.

In management’s opinion, there are no pending or anticipated claims against the Company that will have a
material effect on the financial position, results of operations, or cash flows of the Company.

Defined Contribution 401(k) Plan

Chartered sponsors a 401(k) plan (the Plan) for its employees. Employees are eligible to participate in the
Plan if they are at least 21 years of age and have worked 90 days or longer at Chartered. Employees may
contribute between 1% and 12% of eligible salary on a pretax basis. Chartered makes a discretionary
matching contribution to the Plan of 12% of each employees’ contribution amount. Chartered contributed
$26,947 and $29,730 to the Plan for the years ended December 31, 2008 and 2007, respectively.

Dividends paid

On December 12, 2008, the board of directors of Chartered approved an ordinary dividend distribution to
its parent holding company, DCHSI, in the amount of $2,100,000. The dividends were for the year ended
December 31, 2007 and made pursuant to District of Columbia regulation DC ST Section 31-706.
Chartered paid the amounts in full on December 24, 2008.

On March 26, 2007 and July 2, 2007, the board of directors of Chartered approved ordinary dividend
distributions to its parent holding company, DCHSI, in the amount of $2,022,670 and $2,000,000,
respectively. The dividends were for the year ended December 31, 2006 and made pursuant to District of
Columbia regulation DC ST Section 31-706. Chartered paid the amounts in full on March 29, 2007 and
Tuly 20, 2007.
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KPMG LLP
1 East Pratt Street
Baltimore, MD 21202-1128

Independent Auditors’ Report

The Board of Directors
D.C. Chartered Health Plan, Inc.:

We have audited the accompanying balance sheets of D.C. Chartered Health Plan, Inc. (Chartered), a
wholly owned subsidiary of DC Healthcare Systems, Inc., as of December 31, 2010 and 2009, and the
related statements of operations, stockholder’s equity, and cash flows for the years then ended. These
financial statements are the responsibility of Chartered’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of Chartered’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of D.C. Chartered Health Plan, Inc. as of December 31, 2010 and 2009, and the results of
its operations and its cash flows for the years then ended in conformity with U.S. generally accepted
accounting principles.

KPMe P

Octaber 28, 2011

KPMG LLP, a U.S. limited liability partnership, is the U.S.
member firm of KPMG || i 8 Swiss cc i




D.C. CHARTERED HEALTH PLAN, INC,

(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Balance Sheets
December 31, 2010 and 2009

Assets
Current assets:

Cash and cash equivalents $

Short-term investments

Premiums receivable, net

Reinsurance receivable

Due from DCHSI, net

Due from CFHC, net

Healthcare provider receivables

Prepaid expenses and other current assets
Interest income receivable

Deferred income taxes

Total current assets
Certificates of deposit — pledged
Property and equipment, net
Goodwill, net

Noncurrent deferred income taxes
Other assets

Total assets $

Liabilities and Stockliolder’s Equity
Current liabilities: i
Accrued salaries and benefits $
Accounts payable and accrued expenses
Premium tax payable
Current portion, capital lease obligation
Healthcare costs payable
Unpaid claims adjustment expenses
Due to CFHC, net

Total current liabilities

Noncurrent capital lease obligation
Deferred rent liability

Total liabilities
Commitments and contingencies

Stockholder’s equity:
Class A common stock; $0.10 par value. Authorized, issued,
and outstanding 1,000 shares in 2010 and 2009
Additional paid-in capital
Retained earnings

Total stockholder’s equity
Total liabilities and stockholder’s equity $

See accompanying notes to financial statements,

2010 2009
10,791,099 —
14,192,167 13,762,527

7,859,616 4,463,848
157,939 210,611
5,039,029 6,073,734
- 45,456
5,101,903 3,621,825
2,163,856 1,741,539
155,428 30,410
1,842,127 292,926
47,303,164 30,242,876
15,966,095 15,966,095
1,068,448 1,703,196
1,460,583 1,460,583
1,147,127 1,382,512
162,405 148,800
67,107,822 50,904,062
499,098 555,388

- 2,039,064 1,600,070
3,959,356 —
37,947 25,209
37,071,098 25,352,717
954,072 760,582
2,015,240 —
46,575,875 28,293,966
47,164 86,449
256,884 277,469
46,879,923 28,657,884
100 100
4,690,419 4,690,419
15,537,380 17,555,659
20,227,899 22,246,178
67,107,822 30,904,062




D.C, CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Statements of Operations

Years ended December 31, 2010 and 2009

Revenues:
Medicaid premiums
Alliance premiums

Total revenues

Expenses:
Healthcare costs, net
General and administrative

Total expenses

Operating loss
Investment income

Loss before income taxes
Income tax benefit

Net loss

See accompanying notes to financial statements.

$

2010 2009 .
$ 256,400,778 183,826,685
41,822,799 47,085,005
298,223,577 230,911,690
271,862,090 215,598,919
29,377,350 24,697,598
301,239,440 240,296,517
(3,015,863) (9,384,827)
738,996 1,119,653
(2,276,867) (8,265,174)
(258,588) (3,415,348)
(2,018,279) (4,849,826)




D.C. CHARTERED HEALTH PLAN, INC.

(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Balance at December 31, 2008
Net loss

Balance at December 31, 2009
Net loss

Balance at December 31, 2010

$

Statements of Stockholder’s Equity
Years ended December 31, 2010 and 2009

Class A
comion stock
($0.10 par
value; 1,000
shares
authorized, Additional Total
issued, and paid-in Retained stockholder’s
outstanding) capital earnings equity
100 4,690,419 22,405,485 27,096,004
— — {(4,849,826) (4,849,826)
100 4,690,419 17,555,659 22,246,178
— — (2,018,279) (2.,018,279)
100 4,690,419 15,537 380 20,.22’7,891:",7_1=

See accompanying notes to financial statements.



D.C. CHARTERED HEALTH PLAN, INC.

(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Statements of Cash Flows
Years ended December 31, 2010 and 2009

2010 2009
Cash flows from operating activities:
Net loss $ (2,018,279 (4,849,826)
Adjustments to reconcile net loss to net cash provided by
(used in) operating activities:
Depreciation and amortization 758,773 742,022
Deferred income taxes (1,313,816) (393,643)
Changes in operating assets and liabilities:
Premiums receivable (3,395,768) 3,975,873
Reinsurance receivable 52,672 66,802
Due from affiliates, including DCHSI and CFHC 3,095,401 (3.275,117)
Healthcare provider receivables (1,480,078) (3,621,825)
Interest income receivable, prepaid expenses, and
other current assets (547,335) 201,294
Other assets (13,605) —
Accrued salaries and benefits (56,290) (491,710)
Accounts payable and accrued expenses 4,398,350 (224,245)
Healthcare costs payable 11,718,381 3,869,883
Unpaid claims adjustment expenses 193,490 122,952
Deferred rent liability (20,586) 2,227
Net cash provided by (used in) operating activities 11,371,310 (3,875,313)
Cash flows from investing activities: ’ '
Additions to property and equipment (107,650) (667,195)
Purchase of short-term investments, net (429,640) (715,699)
Net cash used in investing activities (537,290) (1,382,894)
Cash flows from financing activities:
Principal payments on capital lease obligation (42,921) (14,763)
Net cash used in financing activities (42,921) (14,763)
Net increase (decrease) in cash and cash equivalents 10,791,099 (5,272,970)
Cash and cash equivalents, beginning of year — 5,272,970
Cash and cash equivalents, end of year $ 10,791,099 —
Supplemental disclosures of cash flow information:
Interest paid $ 27,825 43,106
Purchase of office equipment through capital lease obligation’ 16,375 16,375

See accompanying notes to financial statements.
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2010 and 2009

Description of Business

D.C. Chartered Health Plan, Inc. (Chartered) was established on December 31, 1986 under the laws of the
District of Columbia. Chartered’s primary purpose is to provide quality healthcare within a managed care
framework. Chartered accomplishes this primarily through a contract with the District of Columbia
Government Department of Healthcare Finance (the DHCF), which requires Chartered to provide
healthcare services to the residents of the District of Columbia (the District) that qualify under the
Medicaid, Temporary Aid to Needy Families (TANF), and Alliance programs through a Health
Maintenance Organization (HMO). Alliance enrollees represent the population not eligible for Medicaid
but whose income falls below 200% of the poverty level. Chartered currently provides healthcare services
to approximately 110,000 beneficiaries receiving assistance under Medicaid, Alliance, and TANE. All of
Chartered’s revenue was earned from its contracts with the DHCF for the years ended December 31, 2010
and 2009. Chartered also provides the services of a health center to members through a contract with
Chartered Family Health Center, P.C. (CFHC), a wholly owned subsidiary of Chartered’s parent, D.C.
Healthcare Systems, Inc. (DCHSI).

Chartered’s business strategy lies in its fundamental commitment to promoting access and emphasizing
prevention and health maintenance, as well as treatment. Each member enrolled in Chartered is assigned a
primary care physician. Chartered has 4,318 physicians under contract, including 464 primary care
physicians. Chartered’s members receive prescriptions, health education, nutrition counseling, and when
necessary, referrals to specialists and hospital services. Chartered focuses on increasing access to its
services by (i) improving knowledge and awareness of benefits and (ii) providing extensive wellness and
preventative healthcare services.

Medicaid beneficiaries in the District are required to enroll in an approved managed care plan, one of
which is Chartered. Those beneficiaries who do not voluntarily select a managed care plan are assigned to
a default plan, Chartered entered into a contract with the DHCF, undér which Chartered is designated as
the default plan for one-half of the Medicaid beneficiaries who do not voluntarily select a plan. The current
contract extends through April 30, 2013 and is renewable annually subject only to rate negotiations. The

rates for the contract year ended April 30, 2012 have been negotiated, agreed to, and implemented by
Chartered and the DHCF.

Alliance beneficiaries in the District are required to enroll in an approved managed care plan, one of which
is Chartered. Those beneficiaries who do not voluntarily select a managed care plan are assigned to a
default plan. Chartered entered into a contract with the DHCF, under which Chartered is designated as the
default plan for one-half of the Alliance beneficiaries who do not voluntarily select a plan. Chartered was
awarded a new contract with the DHCF that extends through April 30, 2013. The new contract is
renewable annually, subject only to rate negotiations. The rates for the contract year ending April 30, 2012
have been negotiated, agreed to, and implemented by Chartered and the DHCF.

Until May 17, 2000, Chartered was owned by PHP Corporation. As a result of the bankruptcy proceedings
of PHP Corporation, the stock of Chartered was held in a trust (the Collateral Trust), and Bank of America,
N.A. (BOA) was designated and appointed as the Collateral Trustee, obtaining full legal title to the
collateral and full legal power and authority to transfer, sell, assign, or dispose of the collateral, including
the stock of Chartered. The Collateral Trust entered into a stock sale and transfer agreement pursuant to

6 (Continued)
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2010 and 2009

which the stock of Chartered was sold to DCHSI on May 17, 2000. DCHSI financed the purchase through
a $3,500,000 bank loan at a floating prime rate of interest. Payments of principal and interest on the loan
will continue monthly through May 12, 2011. The outstanding principal balance on the loan was $569,461
and $719,084 at December 31, 2010 and 2009, respectively. Chartered and the owner of DCHSI are
guarantors on the loan. This loan is collateralized by a certificate of deposit from DCHSI that will be held
for the entire term of the loan. The balance of the certificate of deposit held by DCHS], including accrued
interest, was $787,612 and $770,000 at December 31, 2010 and 2009, respectively. Additionally,
Chartered granted the lender a first security interest in certain collateral held by Chartered, except for the
$15,966,095 of certificates of deposit — pledged at December 31, 2010 and 2009, discussed in notes 8 and
9(c). In the event the lender exercises its rights under the guaranty, the owner of DCHSI has agreed in
writing to irrevocably and unconditionally hold Chartered harmless and indemnify Chartered for any
monies that Chartered may be obligated to pay under the guaranty.

Summary of Significant Accounting Policies
(a) Basis of Presentation

The accompanying financial statements have been prepared in accordance with U.S. generally
accepted accounting principles. Management has evaluated subsequent events through October 28,
2011, which is the date that these financial statements were issued.

() Cash and Cash Equivalents

Cash and cash equivalents generally comprise cash, money market accounts, and certificates of
deposits with original maturities of three months or less from the date of purchase. Cash and cash
equivalents that are restricted per regulatory or other requirements are classified as certificates of
deposits — pledged and excluded from cash and cash equivalents. Cash equivalents were $3,351,572
and $0 for the years ended December 31, 2010 and 2009, respectively.

(c) Short-Term Investinents

Short-term investments consist of certificates of deposit with original maturities of twelve months or
less. The certificates of deposit are held by financial institutions and are carried at cost, which
approximates fair value. Chartered classifies its short-term investments as trading securities. Trading
securities are bought and held principally for the purpose of selling them in the near term.

Chartered records its investments in accordance with Accounting Standards Codification (ASC)
Topic 820, Fair Value Measurements and Disclosures. ASC Topic 820 defines fair value, establishes
a framework for measuring fair value in accordance with U.S. generally accepted accounting
principles, and expands disclosures about fair value measurements.

7 (Continued)
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2010 and 2009

Property and Equipment

Property and equipment are stated at cost and are depreciated using the straight-line method over a
period of three to seven years. Leaschold improvements are also stated at cost and are amortized
using the straight-line method over the term of the related lease or the estimated useful life of the
improvement, whichever is shorter. Equipment under capital leases is stated at the present value of
minimum lease payments and is amortized using the straight-line method over the term of the lease.

Premium Revenue

Chartered recognizes premiums received for members enrolled in the Medicaid and Alliance
programs as revenue in the period to which healthcare coverage relates. Member premiums are paid
on a fixed monthly fee per capita basis. During 2010 and 2009, the DHCF withheld one percent of
Chartered’s premiums revenue. The amount withheld is payable under DHCF’s incentive program if
certain criteria are met by the Chartered during the contract period. In 2010 and 2009, $2,600,000
and $1,200,000, respectively, were withheld from Chartered. Chartered recorded premium revenue
of $2,104,095 and $600,000 in 2010 and 2009, respectively, for amounts expected to be received in
accordance with DHCF’s incentive program., ‘

Healthcare Provider Receivables

Healthcare provider receivables primarily consist of amounts due from providers relating to
overpayments of healthcare claims.

Reinsurance

Reinsurance premiums and recoveries are reported net as a component of healthcare costs.

Healthcare Costs and Unpaid Claims Adjustment Expenses

Chartered has entered into hospital service contracts to provide the necessary inpatient and outpatient
hospital services to its enrollees. Under the contracts, Chartered pays the participating hospitals at
the fee-for-service rates in effect at the time the services were provided to its enrollees. Chartered has
also entered into several agreements with network physicians and suppliers to provide medical
services and supplies to Chartered’s enrollees at agreed-upon fee-for-service rates or at fixed fees per
member per month (capitation).

Monthly capitation payments to primary care physicians and other healthcare providers are expensed
as incurred. Healthcare costs and healthcare costs payable include amounts for known services
rendered and an estimate of incurred-but-not-reported services rendered by hospitals, physicians, and
other healthcare providers. The estimated incurred-but-not-reported healthcare costs payable have
been actuarially determined based on relevant industry data and Chartered’s historical trends.
Management believes that the methodologies employed to estimate the healthcare costs payable are
reasonable and that the amount accrued is appropriate. Due to uncertainties inherent in the medical

claims estimation process, there is a reasonable possibility that actual experience may vary from
accrued amounts.

8 (Continued)
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2010 and 2009

As part of the process to estimate the cost of all claims reported but unpaid and claims incurred but

~ not reported, Chartered accrued $954,072 and $760,582 at December31, 2010 and 2009,

respectively, as an estimate of the expense to settle these claims.

Income Taxes

[y

In accordance with the tax allocation agreement with DCHSI, Chartered is included in a consolidated
federal and state income tax return with DCHSI, using an April 30 fiscal year-end. Deferred tax
assets, deferred tax liabilities, and income tax expense or benefit associated with Chartered have
been provided for on a separate company basis. In addition, Chartered determines its deferred
income taxes on a separate company basis and remits its estimated tax payment to DCHSI.

Income taxes are accounted for under the asset and liability method. Deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases
and operating loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of
a change in tax rates is recognized in income in the period that includes the enactment date.

Goodwill

Goodwill is primarily attributable to the acquisition of Chartered by PHP Corporation. An
impairment evaluation of goodwill is conducted annually, or more frequently if events or changes in
circumstances indicate that an asset might be impaired. The estimated fair value is determined on the
basis of discounted future cash flows and is compared with the carrying amount. If the estimated fair

value of the goodwill is less than the carrying amount, then an impairment charge is recorded for the
difference.

Certificates of Deposit

Certificates of deposit are deposits held by financial institutions and are carried at cost, which
approximates fair value. Accrued interest earned on these certificates of deposit is included in
interest income receivable on the accompanying balance sheets.

Premium Deficiency Reserve

Premium deficiency reserves and the related expense are recognized when it is probable that
expected future healthcare and maintenance costs under a group of existing contracts will exceed
anticipated future premiums and reinsurance recoveries over the remaining lives of the contracts,
The methods for making such estimates and for establishing the resulting reserves are continually
reviewed and updated, and any adjustments resulting therefrom are reflected in current operations,
Given the inherent variability of such estimates, the actual liability could differ significantly from the
amounts provided. At December 31, 2010 and 2009, the need for a premium deficiency reserve was
assessed and management is of the opinion that no premium deficiency reserve was required.

9 - (Continued)



D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2010 and 2009

(m) Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial

statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

(n) Reclassifications

Certain reclassifications have been made in the 2009 financial statements to conform to the 2010
presentation.

(3) Property and Equipment
Property and equipment consisted of the following as of December 31:

2010 2009
Computer software $ 4,379,411 4,379,411
Computer and office equipment 2,532,095 2,488,176
Office furniture 889,146 844,852
Leasehold improvements and office fixtures 3,126,724 3,090,912
Total cost ‘ 10,927,376 10,803,351
Less accumulated depreciation and amortization 9,858,928 9,100,155
Property and equipment, net $ 1,068,448 1,703,196

Depreciation expense related to property and equipment and amortization expense related to the leasehold
improvements and equipment under capital leases was $399,675 and $431,930 for the years ended
December 31, 2010 and 2009, respectively. Amortization of capitalized software development costs was
$359,098 and $310,092 for the years ended December 31, 2010 and 2009, respectively.

10 (Continued)



D.C. CHARTERED HEALTH PLAN, INC,
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2010 and 2009

() Investments

Investments by tevel at December 31, 2010 were as follows:

Fair value measurements at

December 31, using
Quoted
prices in
active Significant
markets for other Significant
identical observable unobservable
assety Imputs inputs
(Level 1) (Level 2) (Level 3) Total
Investments;
Current:
Certificates of deposit $ e 14,192,167 — 14,192,167
Nomcurrent: :
Certificates of deposit — 15,966,095 — 15,966,095
Total investments $ — 30,158,262 — 30,158,262
There were no unrealized holding gains or losses as of December 31, 2010.
Investments by level at December 31, 2009 were as follows:
Fair value measurements at
December 31, using
Quoted
prices in
active Sigmificant
markets for other Significant
identical observable unohservable
assets inputs Inputy
(Level 1) (Level 2) (Level 3) Total
Investments:
Curent;
Certificates of deposit 3 — 13,762,527 —— 13,762,527
Noncurrent: : -
Certificates of deposit — 15,966,093 — 15,966,095
Total investments 3 — 29!728,622 — 29,7285622

There were no unrealized holding gains or losses as of December 31, 2009,
(5) Fair Value of Financial Instruments

The carrying amounts reported in the balance sheet for cash and cash equivalents, premiums receivable,
interest income receivable, due from affiliates, other current assets, accounts payable and accrued

11 (Continued)
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2010 and 2009

expenses, accrued salaries and benefits, and healthcare costs payable approximate fair value based on the
short maturity of those items.

Investments are reported at fair value. Fair values for Chartered’s fixed maturity securities are based on
prices provided by its investment managers and its custodian bank. Both the investment managers and the
custodian bunk use a variety or pricing sources to determine market valuations. Each designates specific
pricing services or indexes for each sector of the market based upon the provider’s expertise. The fair
values of investments are based on quoted market prices, if available, or estimated using quoted market
prices for similar investments. If listed prices or quotes are not available, fair value is based upon models
that primarily use as inputs market-based or independently sourced market parameters. In addition to
market information, models also incorporate transaction details such as maturity. Fair value adjustments,
including credit, liquidity, and other factors, are included, as appropriate, to amive at a fair value
measurement.

Chartered utilizes a three-level valuation hierarchy for fair value measurements. An instrument’s
categorization within the hierarchy is based upon the lowest level of input that is significant to the fair
value measurement. For instruments classified in Level 1 of the hierarchy, valuation inputs are quoted
prices in active markets as of the measurement date for identical instruments. For instruments classified in
Level 2 of the hierarchy, valuation inputs are directly observable but do not qualify as Level 1 inputs.
Examples of Level 2 inputs include: quoted prices for similar instruments in active markets; quoted prices
for identical or similar instruments in nonactive markets; other observable inputs such as interest rates and
yield curves observable at commonly quoted intervals, volatilities, prepayment speeds, loss severities,
credit risks, and default rates; and market-correlated inputs that are derived principally from or
corroborated by observable market data. For instruments classified in Level 3 of the hierarchy, valuation
inputs are unobservable inputs for the instrument. Level 3 inputs incorporate assumptions about the factors
that market participants would use in pricing the instrument.

Prepaid Expenses and Other Current Assets
Prepaid expenses and other current assets consisted of the following as of December 31:

2010 2009
Prepaid expenses 3 936,770 9273811
Notes receivable 669,481 263,662
Other current assets 557,605 550,066
$ 2,163,856 1,741,539
Risk-Based Capital

The National Association of Insurance Comumissioners developed the Managed Care Organization
Risk-Based Capital Report and required all HMOs to complete the report beginning with the year ended
December 31, 1998. Risk-based capital (RBC) was developed as a method of measuring the minimum
amount of capital appropriate for a managed care organization to support its overall business operations in
consideration of its size and risk profile. A company’s RBC target is calculated by applying certain factors

12 ' (Continued)



D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2010 and 2009

to various asset, premium, and reserve items. Four action levels of RBC have been defined to set industry
standards for regulatory intervention. The specific capital levels, in declining order are as follows:
1) Company Action Level (CAL), 2) Regulatory Action Level (RAL), 3) Authorized Control Level (ACL),
and 4) Mandatory Control Level (MCL). Companies at the Company Action Level must submit a
comprehensive financial plan to the insurance commissioner of the state of domicile. Companies at the
Regulatory Action Level are subject to a mandatory examination or analysis by the commissioner and
possible required corrective actions. At the Authorized Control Level, a company is subject to, among
other things, the commissioner placing it under regulatory control. At the Mandatory Control Level, the
insurance commissioner is required to place a company under regulatory control. All HMOs licensed in the
District are subject to the RBC provisions. Chartered was within the Company Action Level RBC at 160%
and 152% as of December 31, 2010 and 2009, respectively.

In April 2010, Chartered submitted a comprehensive financial plan with the Department of Insurance,
Securities and Banking Regulation of the District of Columbia (the Department) outlining its plans for
attaining all of the required levels of RBC by the year ending December 31, 2011. To date, Chartered has
not received notification of rejection from the Department regarding their comprehensive financial plan.
Failure to meet the capital requirements and interim capital targets included in Chartered’s comprehensive
financial plan would expose Chartered to regulatory sanctions that may include restrictions on operations
and growth, mandatory asset dispositions, and placing Chartered under regulatory control. The ultimate
outcome of this situation cannot presently be determined. These financial statements do not include any
adjustments that might result from the outcome of these uncertainties. Achievement of the comprehensive
financial plan depends on future events and circumstances, the outcome of which cannot be assured. The

comprehensive financial plan includes the following initiatives to meet the RBC requirements by the year
ending December 31, 2011:

. Chartered has signed its annual contract renewal with DHCF for the period August 1, 2011 through
April 30, 2012. The new actuarially determined rates will add ‘approximately $9 per member per
month, which at the current membership will increase premium revenues by approximately
$9.5 million for the year ended December 31, 2011.

. Chartered renegotiated new rates with its largest hospital provider effective September 15, 2011. The

estimated savings of the new rates, based upon current utilization rates, is $1.6 million in the year
ending December 31, 2011.

. Chartered engaged a specialized claims review and recovery contractor on August 1, 2011 to review
claims to major providers and ensure that claims payments were in accordance with contracted
terms. As of August 29, 2011, approximately $4 million of net claims adjustment recoveries were
identified which related to 2010 and 2011. The Company has a plan to charge back these amounts to
the providers by reducing future claims payments over a three- to four-month period which began in
September 2011. Management plans to continue this process until all such claims recoveries have
been identified and adjusted.

. On September 9, 2011, Chartered obtained a signed order of judgment from the District’s Contract
Appeals Board to obtain an equitable rate adjustment for the dental program. The total settlement
amount was approximately $7.5 million and was paid in full to Chartered by Department of
Healthcare Finance of DC on September 23, 2011 (see note 16).

13 (Continued)
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2010 and 2009

Minimum Net Worth and Regulatory and Contractual Requirements

As required by the District of Columbia’s Health Maintenance Organization Act of 1996 (the Act),
Chartered entered into a Health Maintenance Organization Custodial Agreement dated February 27, 1998,
Chartered maintains a certificate of deposit of $300,000, which is included in certificates of deposit
pledged on the balance sheets at December 31, 2010 and 2009 for the sole benefit of Chartered’s members
in the event of Chartered’s insolvency. Under the laws of the Act, Chartered is also required to maintain a
minimum net worth equal to the greater of (1) $1,000,000; (2) the sum of all uncovered healthcare
expenditures for the latest three-month periods ending December 31, September 30, June 30, or March 31
(3) 2% of its annual revenues; or (4) a prescribed percentage of annual healthcare expenditures. According
to the Act, a health maintenance organization shall not be required to maintain a net worth in excess of
$4,000,000. At December 31, 2010 and 2009, Chartered’s statutory net worth was $17,444,611 and
$13,656,951, respectively. Chartered was in compliance with its minimum statutory net worth
requirements.

Under the terms of its Medicaid contract with DHCF, Chartered is also required to meet certain financial
requirements. As such, Chartered is required to maintain a positive net worth, and insolvency reserves or
deposits that equal or exceed the minimum requirements established by the Department as a condition for
maintaining a certificate of authority to operate an HMO in the District. Chartered met or exceeded the
minimum net worth, insolvency reserve, and deposit balance requirements as of December 31, 2010 and
2009. The Medicaid contract also requires Chartered to maintain escrow deposits of $2,000,000, which are
included in certificates of deposit — pledged on the balance sheets at December 31, 2010 and 2009.

Commitments and Contingencies
(a) Leases

Chartered is obligated under several noncancelable operating and capital leases for office space,
office equipment, and vehicles. Future amounts due under these leases are as follows:

Operating Capital
2011 $ 958,730 56,090
2012 . 982,699 51,425
2013 O 1,007,266 6,645
2014 ' 509,851 —
2015 —_— S
Thereafter — —
3 3,458,546 114,160
Less amounts representing interest 29,049
85,111
Less current portion of capital lease obligation 37,947
$ 47,164
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D.C. CHARTERED HEALTH PLAN, INC.
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2010 and 2009

Total rent expense was $1,132,553 and $1,109,866 for tﬁe years ended December 31, 2010 and 2009,
respectively.

Litigation and Contingencies

Chartered is from time to time subject to claims and suits arising in the ordinary course of business.
In the opinion of management, the ultimate resolution of pending legal proceedings will not have a
material effect on the financial statements.

Risk-Based Contract Dispute Settlement

Chartered’s parent company, DCHSI, executed a settlement and dispute resolution agreement for
contractual disputes from January 1, 2001 through April 30, 2008 with the Office of Attorney
General for the District of Columbia (QAG of DC), which required DCHSI to pay $12,000,000.
DCHSI financed the settlement payment through a $12,000,000 long-term Bank Loan Payable
(Loan). Payments of interest only on the outstanding principal balance are due monthly through
November 10, 2012; thereafter, payments of principal and interest will continue monthly through
November 10, 2018, based on a 25-year amortization schedule. Interest is calculated at an annual
fixed rate of 5.65% for the first five years, thereafter adjusting to a rate equal to the Federal Home
Loan Bank five-year rate plus 1.50%. Chartered and the owner of DCHSI are co-guarantors of the
Loan. Pursuant to the Loan, Chartered is required to pledge investments in the amount of
$13,666,095 as collateral for the Loan, which is included in certificates of deposits — pledged in the
accompanying balance sheets at December 31, 2010 and 2009. In the event that DCHSI defaults on
or is not able to meet its obligations under the provisions of the Loan, the owner of DCHSI has
executed an Indemnification Agreement to itrevocably and unconditionally hold Chartered harmless
and indemnify Chartered for any monies that Chartered is or may be obligated to pay under the

guaranty agreement and pledge and security agreement, including but not limited to any liquidation
of the pledged collateral.

Contingent Contributions

In September 2008, in addition to the Settlement Agreement, DCHSI, Chartered, and the owner of
DCHSI entered into a Letter Agreement (Agreement) with the District that requires DCHSI,
Chartered, and the owner of DCHSI to make contributions to the District of Columbia Department of
Health’s Immunization Program and several other not-for-profit organizations, including the District
of Columbia Public Education Fund, of approximately $1,050,000 each year for a period of
five years beginning January 1, 2009. Under the Agreement, these contributions will be made subject
to the following conditions being met: (1) the funds received by the various organizations from the
previous year were used for the purposes outlined in the Agreement, (2) the submission of a report
that demonstrates that the funds were expended -in compliance with the Agreement, and
(3) Chartered and DCHSI are able to maintain “normal operations” during that year. Therefore, if the
District fails to use the funds provided as required, the District is unable to account for related
expenditures, or either Chartered or DCHSI suffer adverse financial circumstances, the Agreement
may be voided, or are subject to renegotiation. Management believes that there is more than a remote
likelihood that the above-mentioned conditions will not be met as of December 31, 2010 and 2009,
and, accordingly, has not accrued a liability. Chartered will record the expense in the period in which
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Notes to Financial Statements
December 31, 2010 and 2009

* the payments are made. Chartered recorded contributions expense of $700,000 and $1,050,000 for
the years ended December 31, 2010 and 2009, respectively.

(¢) Employment Contracts

Chartered has entered into employment agreements with its key executives, establishing minimum
compensation levels, performance requirements, severance, and certain other benefits.

Related-Party Transactions

Chartered has entered into various services arrangements with certain related parties, including DCHSI and
CFHC. Payments due under these arrangements do not include an accrued interest component and are
expected to be recovered within one year of the balance sheet date and are, therefore, classified as current
assets in the accompanying balance sheets. Management believes that all amounts due from affiliates
related to the tax-sharing arrangement are fully collectible and will be repaid upon settlement of federal
and/or state income tax refund. Management believes that all other amounts due from affiliates are fully
collectible and expects that they will be repaid during 2011. Amounts due from (to) affiliates are recorded
as assets or liabilities in the accompanying balance sheets, and comprise the following at December 31:

2010 2009
Due from DCHSI, net $ 5,039,029 6,073,734
Due (to) from CFHC, net (2,015,240) 45,456
$ 3,023,789 6,119,190

(@) DC Healthcare Systems, Inc.

Chartered has a noncancelable operating lease agreement to lease office space from DCHSL The
lease commenced July 1, 2004 and expires on June 30, 2014. The base annual rent is $25 per square
foot for 32,660 square feet of space with a 2.5% annual rate increase. Chartered recorded rent
expense of $914,761 and $912,533 under the terms of this agreement for the years ended
December 31, 2010 and 2009, respectively.

Amounts due from DCHSI, net, are primarily related to net over/payments of estimated federal and
state income taxes that Chartered has made to DCHSI during 2010 and 2009.

(b) Chartered Family Health Center, P.C.

CFHC, which became a wholly owned subsidiary of DCHSI on August 14, 2003, is an
18,000-square-foot, full service health center on Minnesota Avenue in the District, which was
opened in December 1997. It has a staff of board-certified family physicians, pediatricians, internists,
OB-GYNs, and other medical specialists backed by an ancillary staff of nurses, radiology and
laboratory technicians, pharmacists, and medical assistants. Under the terms of a Group Provider
Agreement (the Provider Agreement) effective May 1, 2008, Chartered reimburses CFHC for actual
operating costs incurred by CFHC in providing services to Chartered’s members, without any profit
markup. Actual operating costs include the expenses incurred in the operation of CFHC after
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D.C. CHARTERED HEALTH PLAN, INC,
(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2010 and 2009

deducting all revenues collected from third-party payors (other than Chartered) for services rendered
to non-Chartered members. Prior to this Provider Agreement, Chartered paid capitation fees to
CFHC for professional medical services performed on behalf of Chartered members enrolled at
CFHC. Chartered paid capitation fees and net reimbursement costs to CFHC in the amounts of
$4,643,603 and $4,857,357 for the years ended December 31, 2010 and 2009, respectively. All
amounts due (to) from CFHC at December 31, 2010 and 2009 are included in due (to) from affiliates
in the accompanying balance sheets. In February 2011, DCHSI ceased the operations of CFHC.

Amounts due (to) from CFHC are related primarily to unpaid fees under the Provider Agreement and
management fees Chartered assessed CFHC for accounting and administrative services, payroll and

related benefits expenses paid by Chartered, and were $(2,015,240) and $45,456 at December 31,
2010 and 2009, respectively.

(11) Reinsurance Coverage

Chartered is financially responsible for the cost of each enrollee’s annual medical services. Annual

inpatient hospital services per enrollee were limited as follows for the years ended December 31, 2010 and
2009:

Effective dates Limits of coverage

October 1, 2008 through September 30, 2009 $125,000 plus 20% of paid services in excess of the
$125,000 stop-loss amount

October 1, 2009 through September 30, 2010 $250,000 plus 20% of paid services in excess of the
$250,000 stop-loss amount

October 1, 2010 through September 30, 2011 $300,000 plus 50% of paid services in excess of the
$300,000 stop-loss amount

Coverage above these stop-loss amounts is provided by an insurance company. The maximum
reimbursement per enrollee is limited to $1,000,000 per contract year with no lifetime maximum.

For the years ended December 31, 2010 and 2009, Chartered incurred stop-loss insurance premiumn
expense of $1,608,563 and $1,277,697, respectlvely For the years ended December 31, 2010 and 2009,
Chartered had stop-loss insurance recoveries of $806,010 and $569,252, respectlvcly These amounts
related to the stop-loss insurance arrangement are included in healthcare costs, net in the accompanying
statements of operations.
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(A Wholly Owned Subsidiary of DC Healthcare Systems, Inc.)

Notes to Financial Statements
December 31, 2010 and 2009

(12) Income Taxes

Income tax expense (benefi) related to the continuing operations for the years ended December 31, 2010
and 2009 consisted of the following:

Current Deferred ' Total
Year ended December 31, 2010: ‘
U.S. Federal $ 960,718 (1,575,689) (614,971)
State and local _ 94,510 261,873 356,383
$ 1,055,228 (1,313,816) (258,588)
Year ended December 31, 2009:
U.S. Federal $ (2,295,203) (298,989) (2,594,192)
State and local (726,502) (94,654) (821,156)
$ (3,021,705) (393,643) (3,415,348)

Income tax benefit was $258,588 and $3,415,348 for the years ended December 31, 2010 and 2009,
respectively. The income tax benefit differed from the amounts computed by applying the U.S. federal
statutory income tax rate to pretax income as a result of the following;

: 2010 2009
Computed “expected” tax benefit $ (796,903) (2,892,811)
State and local income taxes, net of federal income tax
expense 61,432 (472,226)
Reversal of state deferred tax assets 261,873 —
Other, net 215,010 (50,311)
Income tax benefit $ (258,588) (3,415,348)

Effective May 1, 2010, Chartered is no longer subject to State income taxes. As a result, the Company
wrote off $261,873 in state deferred tax assets during 2010. In lieu of State income taxes, Chartered is
subject to a 2% premium tax. Chartered has included $3,959,356 in general and administrative expenses in

the accompanying statement of operations, and premium taxes payable‘in the accompanying balance sheet
for the year ended December 31, 2010.
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Notes to Financial Statements
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The tax effects of temporary differences that give rise to significant portions of the deferred tax assets at
December 31, 2010 and 2009 are presented below:

2010 2009
Deferred tax assets:
Compensated absences, principally due to accrual for
financial reporting purposes $ 14,025 79,497
Amortization of membership list 52,477 75,293
Property and equipment, principally due to difference
in depreciation and amortization 467,249 777,273
Discounted incurred but not reported healthcare costs 2,183,600 213,429
Charitable contribution carryforward 537,491 414,840
Unearned premiums 29,083 —
Deferred straight-line lease expense 89,910 115,106
Total deferred tax assets 3,373,835 1,675,438
Deferred tax liabilities:
Claims overpayments recoveries ; ., (384,581) e
Total deferred tax assets, net 2,989,254 1,675,438
Less current portion, net 1,842,127 292 926
$ 1,147,127 1,382,512

In assessing the realizability of deferred tax assets, management considers whether it is more likely than
not that some portion or all of the deferred tax assets will not be realized. The ultimate realization of
deferred tax assets is dependent upon the generation of future taxable income during the periods in which
those temporary differences become deductible. Management considers the scheduled reversal of deferred
tax liabilities, projected future taxable income, and tax planning strategies in making this assessment.
Based upon operating trends through fiscal 2010, and projections for future taxable income, management
believes that it is more likely than not that Chartered will realize the benefits of certain deductible
differences at December 31, 2010. Therefore, management does not believe it is necessary to record a
valuation allowance as of December 31, 2010 and 2009.

As of December 31, 2010, Chartered has no unrecognized tax benefits. Therefore Chartered does not
expect any impact on the effective tax rate related to recognition of unrecognized tax benefits. In addition,
there are no anticipated reversals of uncertain tax positions in the next twelve months. Chartered’s policy is
to recognize interest and penalties related to unrecognized tax benefits as a component of income tax

expense. As of December 31, 2010, Chartered had no accrued interest or penalties related to uncertain tax
positions.
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(13) Healthcare Costs Payable

14

A summary of the activity for healthcare costs payable is as follows:

2010 2009
Balance at January 1 $ 25,352,717 21,482,835
Plus incurred related to:
Current year 248,529,260 196,055,227
Prior years - 4,278,216 2,309,504
Total incurred 252,807,476 198,364,731
Less paid related to:
Current year 211,458,231 170,971,024
Prior years 29,630,864 23,523,825
Total paid 241,089,095 194,494 849
Balance at December 31 $ 37,071,098 25,352,717

Chartered uses actuarial techniques based on historical experience to estimate incurred claims. Amounts
incurred related to prior years vary from previously estimated liabilities as the claims are ultimately settled.
Liabilities at any year-end are continually reviewed and re-estimated, as information regarding actual
claims payments become known. This information is compared to the originally established year-end
liability. Positive amounts reported for incurred related to prior years result from claims being settled for
amounts greater than originally estimated. This experience is primarily attributable to actual medical cost
experience being less favorable than that assumed at the time the liability was established. Chartered
incurred other healthcare costs, which primarily consisted of capitation payments to providers of healthcare

services for Chartered’s members of $18,252,061 and $15,956,491 for the years ended December 31, 2010
and 2009, respectively. :

Professional Liability Insurance

During 2010 and 2009, Chartered maintained a medical professional liability insurance policy, which is
written on a claims-made basis. The coverage limits for the primary medical professional liability policy
are $1,000,000 per loss event and a $3,000,000 policy limit per physician. This policy remained in full
force and effect during 2010 and 2009 and has been renewed through July 2011. Chartered has not accrued
for claims incurred but not reported as of December 31, 2010 and 2009 as these amounts are not
reasonably estimable. Management believes that these amounts would not have a material impact on
Chartered’s financial statements as of December 31, 2010 and 2009.

Chartered has an umbrella liability insurance policy that provides an additional coverage limit of
$25,000,000 per loss event. This policy has been renewed through July 2011.

In management’s opinion, there are no pending or anticipated claims against Chartered that will have a
material effect on the financial position, results of operations, or cash flows of Chartered.
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Defined Contribution 401(k) Plan

Chartered sponsors a 401(k) plan (the Plan) for its employees. Employees are eligible to participate in the
Plan if they are at least 21 years of age and have worked 90 days or longer at Chartered. Employees may
contribute between 1% and 12% of eligible salary on a pretax basis. Chartered makes a discretionary
matching contribution to the Plan of 12% of each employee’s contribution amount. Chartered contributed
$40,946 and $33,442 to the Plan for the years ended December 31, 2010 and 2009, respectively.

Subsequent Event

Chartered filed a claim for $14.9 million with DC Contract Appeals Board (CAB) against the DHCF to
obtain an equitable rate adjustment or payment if DHCF and the District’s Attomey General’s Office
approve the claim that was filed. On September 9, 2011, Chartered obtained a signed order of judgment
from the District’s Contract Appeals Board to obtain an equitable rate adjustment for the dental program.
The total settlement amount was approximately $7.5 million and was paid in full to Chartered by the
DHCEF on September 23, 2011.
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KEEFE, BRUYETTE & WOODS

November 9, 2012

[Insert Name]
[Insert Title]
[Insert Company]

Dear [Name]:

Thank you for your interest in DC Chartered Health Plan, Inc. (the “Company”). On behalf of
District of Columbia Insurance Commissioner William P. White, as Court-appointed
rehabilitator of the Company (the “Rehabilitator”), Keefe, Bruyette & Woods, Inc. (“KBW?’) is
inviting you to respond to a preliminary request for information in connection with your interest
in a potential acquisition and recapitalization of the Company (the “Transaction”).

1. Introduction

Pursuant to the Emergency Consent Order of Rehabilitation dated October 19, 2012, the
Rehabilitator is vested with title to all of the Company’s assets and the power to act as necessary
to reform and revitalize the Company. Daniel Watkins has been appointed as Special Deputy
Rehabilitator by the Rehabilitator and is responsible for the day-to-day operations of the
Company. Faegre Baker Daniels LLP (“FBD”) has been retained as legal counsel to the
Rehabilitator (KBW, Special Deputy Rehabilitator and FBD collectively, the “Receivership
Team”). The Receivership Team has been tasked by the Rehabilitator to conduct a confidential
process (the “Process”) with select qualified potential counterparties (each a “Counterparty”)
with respect to a Transaction. DC Healthcare Systems, Inc. is the current holding company of the
Company.

2. The Process
The Process is being conducted in phases:

Phase 1: Request for Additional Information from Counterparties

"  Your answers to the topics outlined below in 3. Request for Information should be
submitted to Kiw via email no later than 5 p.m. Eastern Standard Time on November
14,2012. i .

= Representatives from the Receivership Team will be available to consult with you or your
representatives to answer any questions you may have prior to the submission date. All
communication and questions should be coordinated through KBW.

Keefe, Bruyette & Woods ¢ 787 Seventh Avenue * New York, NY 10019
212.887.7777 * Toll Free: 800.966.1559 * www.kbw.com
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Additional Phases and Expected Timing

It is anticipated that a limited number of Counterparties may be invited to proceed in additional
phases of the Process, at which point additional details regarding the Process shall be provided. It
is expected that the prevailing Counterparty would sign a binding letter of intent by December 1,
2012, in advance of the Department of Health Care Finance’s RFP (as defined in DHCF RFP
and Timing below) response deadline of December 3, 2012.

3. The Request for Information

Please include a detailed response to the subjects outlined below, as well as any other items that
you believe should be considered by the Receivership Team in evaluating your ability to
consummate a transaction with the Company:

= Capitalization: It is currently envisaged that any Transaction will be effected via the sale
of 100% of the issued share capital of the Company. Upon closing of a Transaction, the
prevailing Counterparty is also expected to capitalize the Company so as to satisfy the
Company’ RBC deficiency as required under D.C. Code § 31-3851.01 et seq. The
Company and the Rehabilitator, based on the most recent financial information, estimate
that the capital required to satisfy the RBC deficiency will be in excess of $30 million.
~ Based upon this estimate, your response should indicate your ability to adequately
capitalize the Company in connection with a Transaction.

» Financing: Your response should clearly outline your proposed sources of financing a
Transaction. In the event that you intend to utilize third-party financing in connection
with a Transaction, your response should include a summary financing plan, including
the names and contact information of proposed third-party funding sources or partners
and the steps and timing required to secure the necessary funds.

»  Acquiring Entity: Your response should clearly identify the acquiring entity. The
Rehabilitator expects that the acquiring entity will be a fully capitalized company capable
of satisfying all Transaction obligations, including resolution of the Company’s RBC
deficiency as described above. Evidence of such capitalization should accompany your
response.

= DHCF RFP and Timing: The Company’s current contract with the Department of Health
Care Finance (“DHCF”) to provide health care coverage to the District of Columbia’s
Medicaid and Alliance population expires on April 30, 2013. The Company has received
the DHCF’s request for proposal (the “RFP”), due December 3, 2012, for award of a five
year contract commencing on May 1, 2013 (the “Contract’). The RFP is included with
this letter for your review. It is expected that the prevailing Counterparty sign a binding
letter of intent prior to the Company submitting a response to the RFP, no later than
December 1, 2012. The prevailing Counterparty will also be expected to review and
approve a mutually-agreeable response to the RFP prior to its submission. Your response
should indicate your ability to move quickly and devote the resources necessary to meet
this accelerated timeframe, and should outline the due diligence and necessary approvals
(internal or other) you will require prior to executing a binding letter of intent.

2. 1.
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= Expertise in the Medicaid Market and Strategic Plans for the Company: Your response
should describe in detail your expertise in the Medicaid managed care industry, including
any existing operations serving Medicaid eligible beneficiaries. Your response should
also include your strategic rationale for acquiring the business and your initial plans for
current management. If you envision new management in conjunction with a Transaction,
please identify the individuals in your response.

» Contact Information and Advisors: Please provide the names and contact information of
those persons the Receivership Team should contact when responding to your proposal
and the identity of any external advisors (financial, accounting, legal or other) you have
engaged or plan to engage to assist you in connection with the Transaction.

» Other Considerations: Please include any other elements in your response that you would
like the Receivership Team to consider.

4. Other Matters

The Rehabilitator reserves the right, in his absolute discretion, at any stage during the Process,
to:

e change or alter any part of the Process, which may include ending the Process at any
stage, not proceeding with additional phases, or not proceeding with a Transaction,

e exclude any Counterparty from the Process;

e consider any and all factors in evaluating each Counterparty’s ability to consummate a
Transaction; and

e select any Counterparty to continue discussions irrespective of the stage of the Process.

Neither the Rehabilitator nor the Receivership Team will have any liability or obligation to any
Counterparty as a result of the rejection of any proposal or indication of interest. Each
Counterparty shall bear all costs of its own investigation and evaluation of the Company and the
Transaction, including the fees and disbursements of its own counsel and advisors.

For planning purposes, you should assume that any Transaction will likely be subject to (i) the
approval process described in D.C. Code § 31-703(g), and (ii) approval by the Court overseeing
the Company’s rehabilitation.

You are reminded that all discussions regarding the Company and the Transaction remain subject
to the terms of the previously executed confidentiality agreement (“Confidentiality Agreement”).
The existence and terms of this letter should be considered to be Confidential Information for the
purposes of that Confidentiality Agreement.

Under no circumstances should any contact be made with the Company or any of its employees,
agents, customers, counterparties or third-party service providers (including auditors). All
correspondence relating to the Company or the Transaction should be made through KBW,
addressed to the individuals below:
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James Sheehy Andrew Kuo

Principal Associate

Keefe, Bruyette & Woods, Inc. Keefe, Bruyette & Woods, Inc.
787 Seventh Avenue 787 Seventh Avenue

New York, NY 10019 New York, NY 10019

Email: jsheehy@kbw.com Email: akuo@kbw.com

Tel: 212-887-7785 Tel: 212-887-6761

Fax: 212-541-1799 Fax: 212-541-1799

We look forward to receiving your response by November 14, 2012. Feel free to contact us if
you have any questions regarding the guidelines for submitting a response or any other matter
related to the Company or the Transaction.

Thank you for your interest in this opportunity.

Sincerely,

James M. Sheehy
Principal



EXHIBIT 7



November 30,

YIA EMAIL

2012

Jay S. Feldstein, D.O.

Regional President
Ameriflealth Mercy Health Plan
200 Stevens Drive

Philadelphia, PA 19113

Dear Dr. Feldstein:

This Letter Agreement (the “Agreement™) is hereby entered into among IDC Chartered Health Plan, Inc., a
health maintenance organization licensed in the District of Columbia (¥Chartered”) and AmeriHealth Mercy
Health Plan (“Merey™), and is intended to be a binding commitment among the parties hereto,

C-

RECITALS

WHEREAS, on November 1, 2012, the District of Columbia’s Department of Health Care
Finance (“DHCF™) released a Request for Proposals (“RFP”) to solicit proposals from managed
care organizations that are interested in coordinating the delivery of health care services provided
to District of Columbia residents (hrough the Medicaid and Alliance programs (each such
managed care organization, a “Service Provider”). The RFP will be for a new five (5} year
contract period beghming May 1, 2013 (the “Contract™); and

WHEREAS, with Chartered’s assistance, resources, assets and know-how, Merey intends to
submit a response {o this RFP, and Chartered has agreed to utilize its resources, assets, and
know-how in support of Mercy’s application based upon Merey's cormmitments made herein.

NOW, THEREFORE, the parties hereto, for good and valuable consideration, the sufficiency of
which is hereby acknowledged, apree as follows;

GREEMENT

Payment and Transition Services. If Mercy or one of its affiliates is chosen as a Service
Provider under the RFP and commences opetations thereunder, then Mercy shall do the
following:

a On the sooner of (i) the closing of the contemplated asset purchase transaction between
Merey and Chartered (the “Assct Purchase™) or (i) within five (5) business days after
Mercy begins performing services on behalf of District of Columbia residents as a
Service Provider under the RFP, Mercy shall pay Five Million Dollars ($5,000,000) to
Chartered in immediately available funds, wired in accordance with instructions provided
by Chartered.
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b. Mercy shall provide claims processing, accounting, humen resources, and relsted
transition services requested by Chartered to assist Chartered as it transitions its business
to Mercy upon commencement of the new Contract,

It is understoad that Mercy is under no obligation to commence such operations as a Service
Provider and will not commence such services if a closing in the Asset Purchase has not
oecutred,

2. Choice of Law; Jurisdiction, This Agreement is made in and shall be governed by and
construed in accordance with the laws of the State of Delaware without regard to conflict of laws
dovirines. Mercy and Chartered irrevecably consent and submit to the exclusive jurisdietion of
the applicable court within the District of Columbia for enforcement by Mercy and Chartered of
this Agreement. Mercy and Chartered irrevocably waive any objection they may have to verue
in the defense of an inconvenient forum to the mamtenance of such actions or proceedings to
enforce this Agreement,

3 Counterparts. This Agreement may be executed in the original, by facsimile or by any
generally accepted elecironic means (including transmission of a pdf file containing an executed
signature page) in any number of counterparts, each of which shall be deemed an original and all
of which shall constitute one and the same instrument.

4, Successors and Assipns. This Agreement shall be binding upon and inure fo the henefit of each
of the parties hereto, and their respective successors, assigns, heirs and personal representatives.
Nothing in this Apreement, express or implied, is infended {o confer on any person other than the
parties hereto, and their respsctive successors and permitted assigns any rights, remedies,
obligations or liabilities under or by reason of this Agteement, This Agreement shall not be
assignable by Mercy without the prior written consent of Chartered.

DiE_US 511656542
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3 Entire Apreement; Amendments. This Agreement constitutes the entire agreement beiween
the parties, This Agreement shall not be modified or amended except pursuant to an instrument
in writing executed and delivered on behalf of each of the parties hereto,

If the terms and conditions set forth sbove are acceptable to Mercy, please sign this Letter Agreement where
indicated balow and retixn ore counterpart hereof to the undersigned before the close of business on
Degeember 1, 2012,

Sincerely,

,Qd Chartered Health Plan, Inc.

AmeriHealth Mercy Health Plan
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Receiver’s Status Report on Chartered Health Plan Inc.

Dec. 3, 2002

The receiver is negotiating a transaction with health-insurer AmeriHealth Mercy headquartered
in Philadelphia and has entered into a letter of intent which has the potential to best achieve value

for Chartered and to best serve its members and providers and the District. Amerihealth has filed a
proposal today to service the District’s Medicaid clients.

Here are some questions and answers on Chartered’s status:

Is the independent audit of Chartered’s 2011 annual statement which was due November 30
completed?

Unfortunately, no. Chartered requested an extension of time to December 20 for the outside
auditors to complete their work on the 2011 financial statement.

Chartered has been working diligently to provide the auditors with the necessary information and
the auditors are performing appropriate tests of that data and reviewing the company’s schedules
and comments.

This process has taken more time than anticipated but it should be completed soon, and the audited
statement will be made public when it is filed with the Department of Insurance, Securities and
Banking.

Can Chartered pay its claims and perform on its current contract with the District?

Yes, Chartered is paying provider claims and continues to meet its obligations under its Medicaid
contract with the District. That agreement runs to April 30, 2013. The Rehabilitator continues to
seek a way forward that achieves the best value and utilization of Chartered’s assets and which can
help provide the best results for its members, providers and the District. We will take a plan to the
Court with details of how this would be done when definitive terms for a plan are finalized.

Did Chartered file a response to the RFP for a new five year Medicaid contract?

No. Chartered entered a letter of intent with AmeriHealth Mercy regarding a potential transaction
and AmeriHealth Mercy responded to the RFP.

How did Chartered determine not to bid on the RFP?

The Rehabilitator engaged an investment banking firm to conduct a process seeking a strategic
partner with sufficient financial and operational resources to serve the District’s Medicaid enrollees
and their medical providers. In a very compressed timeframe, Chartered and its advisors are
seeking a way forward that can realize value for Chartered’s assets and best provide model services
and improved health outcomes for District enrollees. We are negotiating a transaction with
AmeriHealth Mercy to accomplish both of those goals.

Is there any agreement‘with the holding company or the holding company's stockholder?



There are no agreements with the holding company or its shareholder regarding any potential
transaction or proceeds from such a transaction.

For more information, contact Michael Flagg at the Department of Insurance, Securities and
Banking: Michael.flagg@dc.gov, 202 442-7756.
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Exhibit A
Protest of D.C. Healthcare Systems, Inc.
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PROTEST OF:

D.C. Healthcare Systems, Inc.
1920 N Street, NW - Suite 800
Washington, DC 20036

Under Solicitation
No. Dec70947/DHCF-2013-R-0003

GOVERNMENT OF THE DISTRICT OF COLUMBIA
CONTRACT APPEALS BOARD

CAB No. P-0930

e g e

DECLARATION OF DANIEL L. WATKINS

I, DANIEL L. WATKINS, declare, in support of the District of Columbia’s defense of

the above-captioned protest, by D.C. Healthcare Systems, Inc., of the terms of Solicitation
Number Doc70947/DHCF-2013-R-0003:

1.

I am an adult over the age of 18 years old, and am competent to provide the information
set forth herein.

On October 19, 2012, the Superior Court for the District of Columbia (the “Court™)
entered an Emergency Consent Order of Rehabilitation (“Rehabilitation Order”) with
respect to D.C. Chartered Health Plan, Inc. (“Chartered”) in civil action 2012 CA -
0082272. A copy of the Rehabilitation Order is attached as Exhibit 1. The
Commissioner of the District of Columbia Department of Insurance, Securities and
Banking, William P. White, was appointed Rehabilitator, and he appointed me Special
Deputy to the Rehabilitator. A copy of the appointment order is attached as Exhibit 2.

Under the Rehabilitation Order and D.C. law, the Rehabilitator has (a) “[a]ll powers of
the directors, officers and managers of Chartered, whose authority is suspended except as
may be re-delegated by the Rehabilitator” (D.C. Code § 31-1312(c); Rehabilitation
Order, p. 2); (b) “[a]uthority to take such action as deemed necessary or appropriate to
reform and revitalize Chartered” (D.C. Code § 31-1312(c); Rehabilitation Order, p. 2);
and (c) “[a]uthority to take possession and control of Chartered's assets and administer
them under the general supervision of the Court.” (D.C. Code § 31-1311(a);
Rehabilitation Order, p. 2.) The Rehabilitator was under no obligation under D.C. law or
the Rehabilitation Order to consult with or inform Chartered’s parent company, D.C.
Healthcare Systems, Inc. (“DCHSI"), or DCHSI’s shareholder, Jeffrey Thompson, prior
to taking action.

On October 25, 2012, just six days after entry of the Rehabilitation Order, Commissioner
White and Director Turnage appeared before the Joint Oversight Roundtable on the D.C,
Chartered Health Plan, Inc. Receivership of the Committee on Public Services and
Consumer Affairs and the Committee on Health. Statements made by Commissioner
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White and Director Turnage at the meeting reflected their views at that time and not any
decisions about what could be accomplished.

5. The Office of Contracts and Procurement (“OCP”) and the Department of Health Care
Finance (“DHCF”) required RFP responses to be submitted by December 3, 2012, and
their announced timeline called for OCP to select MCO’s to negotiate with in early-
January 2013, so contracts could be presented to the District of Columbia Council for
approval by February 1, 2013.

6. Chartered had significant challenges to overcome in order to submit a viable RFP
response. DHCF made clear in numerous communications that while Chartered would be
permitted to submit a bid for a new Medicaid contract while in rehabilitation, no new
contract would be awarded to Chartered unless Chartered had a new owner and was out
of rehabilitation by mid-January 2013. To make Chartered a viable applicant, the
Rehabilitator immediately engaged an investment banker and sought to identify a
credible partner willing to purchase and recapitalize Chartered as part of a transaction
that needed to be negotiated, executed and closed in very little time. (See the Special
Deputy Rehabilitator’s First Status Report to the Court on January 11, 2013 (the
“Report™), pp.2-5, a copy of which is attached as Exhibit 3.)

7. While the Rehabilitator was exploring alternatives, Chartered worked on an RFP
response and monitored the OCP RIP process, submitting questions to clarify issues in
the RFP through the on-line process required by OCP. OCP provided responses to
Chartered’s inquiries to all prospective bidders through its RFP process.

8. At the very end of November, the Rehabilitator determined that Chartered would not
submit a response to the RFP in its own name. Instead, the Rehabilitator decided to
pursue a transaction with AmeriHealth Mercy (“AHM?”) for the purchase of certain assets
of Chartered and for AHM to submit an RFP response utilizing key Chartered personnel
and experience, The Report sets out the reasons for that decision, which was not made in
conjunction or consultation with, or with the knowledge of, OCP or DHCF. (Report pp.
5-7)

9. On December 3, 2012, after the bid responses were due, the Rehabilitator issued a
statement and answers to questions (the “Statement™) regarding the status of Chartered’s
2011 audit and the decision not to submit a response to the RFP, A copy of the Statement
is attached as Exhibit 4, The Statement noted that Chartered had signed a letter of intent
with AHM for the sale of certam assets.

10.  The asset transaction contemplated by the agreement with AIIM if completed and closed

will utilize Chartered employees and provider relationships and realize value for the
rehabilitation estate in meeting Chartered’s liabilities.
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I, DANIEL L. WATKINS, declare under penalty of perjury that the foregoing statements are
true and correct to the best of my knowledge and belief.

Dated: January 31, 2013

i
j
i
i

:
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EXHIBIT 1

¢ P

SUPERIOR COURT FOR THE DISTRICT OF COLUMBIA
Civil Diviston

DISTRICT OF COLUMEBIA,
Department of Insurance, Securities
and Banking,
810 First Street, NE, Suite 701 .
Washington, DC 20002 Civil Action No.:
5o Judge: &\h\%&.ﬂhﬁ\‘r\v\x ]
Calendar No.; MD M
Petitioner, Com R @} .

v.
DC CHARTERED HEALTH PLAN, INC,,

1205 15" Street, NW
Washington, D. C. 20005,

Respondent.

EMERGENCY OOZWHZH. ORDER OF REHABILITATION

Upon consideration of the Emergency Consent Petition for an Expedited Order of
Rehabilitation pursuant to D.C. Official Code $6 31-1303, 1310 - 1312 and 3420 and the
entire record herein, it is, hy the Court, this - day of October 2012,

ORDERED: That the Emergency Consent Petition for an Expedited Order of
Rehabilitation be, and is hereby, GRANTED; and it is ,

FURTHER ORDERED: That the nosammmmoaﬁ... and his successors in office,
are appointed Rehahilitator of Chartered pursuant to D.C, Official Code § 31-1311 (2001
ed.); and it is

FURTHER ORDERED: That the Commissioner, and his successors in office,

shall be vested with all appropriate and necessary powers provided under chapter 13 of

Title 31 of the D.C. Official Code, inchuding:




(i All powers of the directors, officers and managers of Chartered,
whose authority is sespended except as may be re-delegated by the
Rehabilitator.

(iiy  Authority to take possession and control of Chartered’s assets and
administer them under the general supervision of the Count,

(iii)  Authority to take such action as deemed necessary or appropriate
to reform and revitalize Chartered,

(iv)  Authority to pay claims,

(v) ~ Authority to petition courts for stay of litigation pending against
Chartered.

{vi)  Authority to accept new or renewal business or extension of
Chartered’s contracts.

(vi} Authority to accept, direct, manage and pay employees and pay all
other expenses necessary to the rehabilitation.

* (viii) Authority to appoint and compensate from Chartered’s assets one
or more special deputies (who shall have all the powers and
responsibilities of the Rehabilitator granted under the statute) and
to engage and compensate counsel, consultants, financial advisors,
clerks, and assistants deemed necessary to the rehabilitation.

(ix)  Authority to pursue all appropriate claims and legal remedies on
behalf of Chartered. :

(x)  Authority to avoid frandulent transfers under D.C. Official Code
§6 31-1324 & 1325.

(xi)  Authority to enjoin any person from interfering with the
Rehabilitator in possession and control of the property, books,
records and all other assets of Chartered.
FURTHER ORDERED: That title of all assets of Chartered is vested in the
Rehabilitator by operation of law.
FURTHER ORDERED: That the Rehabilitator shail seek Court approval of any

compromise or settlement of Chartered’s claim pending before the District of Columbia’s

Contract Appeals Board and the conternplated claim regarding capitation rates for the

Alliance Program.

FURTHER ORDERED: That officers, directors, employees, agents and others
are directed to cooperate with the Rehabilitator as provided by D.C. Cfficial Code § 31-
1305,

FURTHER ORDERED: That the Rehabilitator may seek to enjoin the initiation

of lawsuits, dissipation of bank accounts, obtaining of preferences, or any other

interference with the Rehabilitator.

FURTHER ORDERED: That the Rehabilitator file periodic m.nnoE.___.m:mm with
the Court, no less frequently than semi-annualty. .

FURTHER ORDERED: That the Rehabilitator submit a plan of rehabilitation
of Chartered for Court approval, if one is feasible. If the Rehabilitator determines that a
rehabilitation v.Fb is not feasible, the Rehabilitator shall submit a report to the Court
which states the basis for such detenmination,

FURTHER ORDERED:; That entry of this Order of Rehabilitation shall not
constitute an anticipatory breach of any contracts of Chartered nor shall it be grounds for
retroactive revocation or retroactive cancellation of any contracts of Chartered, unless the
revacation or cancellation is done by the Rehabilitator pursuant to D,C. Official Code
§31-1312.

FURTHER ORDERED: That this Court retains jurisdiction in this matter
during Chartered’s rehabilitation, and for purposes of granting such other and further

relief as this cause and the interest of the policyholders, creditors, or the public may

require,




Copies to:

E. Louise R. Phillips

Assistant Attorney General

Office of the Attomey General

44] Fourth Street, N.W,, Ste, 650N
Washington, D.C, 20001

Mr. Maynard G. McAlpin
President and CEQ

DC Chartered Health Plan, Inc.
1025 15™ Street, NW .
‘Washington, DC 20005

William P. White, Commissioner
c/o Adam H, Levi

DISB, Office of the General Counsel
810 First 8t., NE, Suite 701
Washington, D. C. 20002

A. Scott Bolden, Esquire
Reed Smith, LLP

1301 K Street, NW
Suite 1100, East Tower
Washington, DC 20005

EXHIBIT 2




rovernment of the Distriet of Columbia
Vincent C, Gray, Mayor
Department of Insurance, Securities and Bankiog

3. That Daniel L. Walkins as Special Deputy, shall have alf of the powers of the
Rehabilitator under the Order and Title 31, Chapter 13 of the District of Columbia Official Code,
and any other statutory or repulatory provisions pranting the Commissioner powers or authority
related o the Rehabilitation of an insurer, including the authority to appear in any court to
enforce the Order; and

William P White

Commissioner ORDER APPOINTING A SPECIAL DEPUTY : 4, That Damiel L. Watkins as Speciai Deputy shall serve at the pleasure of the
Rehabilitator.
; WHEREAS, on October 19, 2012, Judge Rufus G. King, Ili, Superior Court of the ‘ 5. This Order shall be eflective nunc pro tunc as of the 19th day of October, 2012.
W District of Columbia, issued an Order of Rehabilitation (“Order™) anthorizing the Rehabilitation
4 of DC Chartered Health Plan, Inc. (“Chartered™ by William P. White, the Commissioner of the : SO ORDERED,
: Department of [nsurance, Securities and Banking (“Commissioner” and/or “Rehabilitator”),
pursuant to D.C. Official Code §§ 31-1303, 1310-1312 and 3420, in the proceeding captioned WITNESS MY HAND AND THE OFFICIAL SEAL of the District of Columbia Department of
District of Columbia, Department of Insuronce, Securities and Banking v. DC Chartered Health b Insurance, Securities and Banking, this Second day of November, 2012,

Plan, Inc., Civil Action No. 2012 CA 8227, and

WHEREAS, the Order attached hereto and incorporated within this Order, appoints the Govermnment of the District of Columbia
Commissioner and his successors in office as Rehabilitator of Chartered; and Department of Insurance, Securities and Banking
WHEREAS, the Order authorizes the Rehabilitator to 1ake possession and administer the
assets of Chartered; and \\& - \ §
WHEREAS, the Order vests title in the Rehabilitator of all assets of Chartered; and William P. White, Commissioner/Rehabilitator

WHEREAS, the Order grants the Commissioner all rights, power, and authority vested
by law in a Rehabifitator; and

WHEREAS, the QOrder authorizes the Commissioner as Rehabilitator to appoint one or
more special deputies who may exercise the powers and responsibilities of the Rehabilitator;

NOW, THEREFORE, IT IS ORDERED as fallows:

1. Thet pursuant to the Rehabilitator’s authority under the Order and the provisions of
Title 31, Chapter 13 of the District of Columbia Official Code, Daniel L. Watkins is hersby
appointed as Special Deputy to the Rehabilitator for the purposes of rehabilitating Chartered and
for any related actions; and

: 2. That the reasonable compensation of Danic] L. Watkins as Special Deputy shall be
determined pursuant to a letter of engagement entered into berween the Rehabilitator and Daniel
L. Watkins and attached hereto; and

$10 First Street, NE, Suite 701 » Washington. DC « 20602 = Tel: (202) 727-8000 « www.dish de.goy Order pg. 2




EXHIBIT 3

SUPERIOR COURT FOR THE DISTRICT OF COLUMBIA
Civil Division

DISTRICT OF COLUMBIA,
Department of Insurance, Securities
and Banking,

Petitioner,

V.

DC CHARTERED HEALTH PLAN, INC,,

Respondent.

Civil Action No.: 2012 CA 008227 2
Judge: Wright

Calendar No,: 15

Next Event: Status — 1/15/13 at 9:30

NOTICE OF FILING SPECIAL DEPUTY TO THE REHABILITATOR'S

FIRST STATUS REPORT

The District of Columbia and William P. White, Commissioner of the District of

Columbia Department of Insurance, Securities and Banking (“DISB™), by and through his

attorneys, the Office of the Attomey General of the District of Columbia, files the attached

Special Deputy o the Rehabilitator’s First Status Report authored by Daniel L. Watkins, Special

Deputy to the Rehabilitator.

Respectfully submitted,

IRVIN B. NATHAN
Attorney General for the
Distriet of Columbia

ELLEN A. EFROS
Deputy Attorney General
Public Interest Division

&/ Stephane J. Latour.

STEPHANE I. LATOUR
Chief, Civil Enforcement Section




47 E, Louwise R, Phillips

E.LOUISER. PHILLIPS
Assistant Attormey General

Bar Number 422074

441 Fourth Street, N.W., 650N
‘Washington, D.C. 20001
202-727-0874, fax 202-730-0658
louise.phillips@de.gov

Attomey for the DC and Commissioner

CERTIFICATE OF SERVICE

1 hereby certify that on this 1" day of January, 2013, a copy of the foregoing was filed
and served by email upon:

William P. White, Commissioner

c/o Thomas M. Glassic, General Counsel,
DISB, Office of the General Counsel

810 First 8t., NE, Suite 701

Washington, D. C. 20002

Charles T, Richardson, Esquire
FAEGRE BAKER DANIELS LLP
1050 K Strect N'W, Suite 400
‘Washington, DC 20001

Daniel Watkins, Esquire

Special Deputy to the Rehabilitator
Chartered Health Plan

1025 15™ St NW

‘Washington, DC 20005
danwatkins@sunflower.com

Stephen 1. Glover, Esquire
Gibson, Dunn & Crutcher
1050 Connecticut Ave., NW
Washington, DC 20036
siglover@gibsondunn.com

&/ E. Louise R, Phillips

E. Louise R. Phillips
Assistant Attorney General

From:
Sent:
To:
Subject:

Page 1 of 2

notifications@cfxpress.com

Friday, January 11, 2013 11:17 AM

Phillips, Louise {0AG)

ACKNOWLEDGEMENT; Cause/Case: 2012 CA 00B227 2; Document Type:
Praecipe Filed:; Jurisdiction: D.C. Superior Court

You're receiving this emall because you are a registered user of CaseFileXpress.
Want the |atest updates? Follow us on Twitter.

Ommnm.wmxmﬁmwm. 'NOTIFICATION

ACKNOWLEDGMENT OF eFILING

This email acknowledges that a filing with the following information was receivad
by CaseFileXpress and has been transmitted successfully to the clerk's office,
Please do nat reply to this email.

Case Title/Style Number: 2012 CA 008227 2

Document Type: Pragcipe Filed:
Filing Attorney: Louise Phillips
Client Matter Number: na

Case Title/Style: District of Columbia v. DC Chartered Health Plan, inc.
Judge: Judge Wright
Status: ACKNOWLEDGEMENT (filing information has been received and

will be transmimed to the court)

Date of Status: Friday, January 11, 2013 11:16:56 AM (Eastern {U.5. and

Canada))
Court Assignment: Civil Actions
Jurisdiction: D.C. Superior Court

Filing Trace Number:

FAYMENT INFORMATION

Payment Method:

Amount:

Thank you for eFiling with CaseFileXpresst
Access documents and details about this filing or eService by clicking the 'login’ button
above,

file://C:\Documents and Settings\thomas\Local Settings\Temporary Internet Files\Content.... 1/11/2013




SUPERIOR COURT FOR THE DISTRICT OF COLUMBIA employees, lawyers and others conducting or having an impact on Chartered’s business,
Civil Division

including the Department of Health Care Finance (DHCF). From the beginning, the

DISTRICT OF COLUMBIA,
Departtnent of Insurance, Securities Rehabilitator has sought to ensure continuity of care for Chartered’s 110,000 Medicaid and
end Banking, Civil Action No.: 2012 CA 008227 2 :
. Judge: Wright DC Alliance enrollees, make paymenls to over 5,000 providers and other creditors, consider
Petitioner, Calendar No.; 15
Next Event; Status — 1/15/13 at 9:30 the interests of Chartered’s 160 employees and preserve any residual value for Chartered’s
v.

shareholder. With those overarching poals in mind, the Rehabilitator’s efforts to date have
4 DC CHARTERED HEALTH PLAN, INC.,
concentrated on:  (g) seeking a solution to Chartered’s financial issues through a

Respondent. transaction/plan, if feasible, (b) considering how best 1o respond to a request for proposals

(RFP) from the DHCF regarding a new Medicaid agreement, either with or through a new
SPECIAL DEPUTY TO THE REHABIT.ITATOR'S FIRST STATUS REPORT

. . e . parmet, by the Decerber 3, 2012 filing deadline, (c) facilitating completion of the oulside
Daniel L. Watkins, as Special Deputy to the Rehabilitator, files this first status

audit of Chartered’s Decembet 31, 2011 statutory financial statements by the auditing firm of

report:
Brown Smith Wallace, as well as bringing Chartered's 2012 financial statements clurent, and
1. Order of Rehabilitation. The Emergency Consent Order of Rehabilitation was entered by (d) addressing legal matters facing Chartered.

the Court on October 19, 2012, and the Commissioner of the District of Columbia
3. Initial Sieps jm Support of Those Activities. The Rehabilitator hoped to find a partner who

Department of Insurance, Securities and Banking, William P. White, was appointed

e e , . would acquire all of the outstanding shares of Chartered’s common stock and recapitalize the
Rehabilitator. Under the Court’s Order and DC law, the Rehabilitator is charged with

i . . N i company 50 as to cure its risk based capital deficiency. Toward that end, the Rehabilitator
opereting Chartered’s business (including teking possession of Chartered’s assets and

. engaged the investment banking firm Keefe, Bruyette & Woods (KBW) as a financial
pursuing legal claims on the company’s behalf) and taking such steps as are necessary to
L ] . advisor in the first week of Chartered’s rehabilitation. KBW distributed a process letter and a
reform, revitalize or otherwise deal with Chartered.
draft of Chartered’s unaudited summary 2011 statutory financial statements to those

Key Activities Immedintely After Rehabilitation. The Rehabilitator appointed Dan

prospects who signed a confidentiality agreement with the Rchabilitator. Confidential

Watkins Special Deputy (order attached as Exhibit 1) and Feegre Baker Daniels as the mestings and discussions with several interested partics follawed.

Rehabilitator’s counsel. There was a delegation by the Rehabilitator to Maynard MecAlpin,
4. Challenges’ Abound. In searching for a parmer willing to purchase and recapitalize

CEO of Chartered, of certain day-to-day operational matters, followed by meetings with
Chartered, the Rehabilitator faced significant challenges, including:
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A, Chartered’s sole source of revenue (its Medicald contract with the District)

expires on April 30, 2013. Chartered required a new Medicaid contract with the

District to be a viable acquisition candidate.

, DHCF made clear in numerous communications to the District Council, District
apencies and Chartered that while Chartered would be permitted to submit a bid
for a new Medicaid contract (by the December 3, 2012 due date}, no new contract
would be awarded to Chartered unless Chartered had 2 new owner and was out of
rehabilitation by mid-January 2013, when contract award recommendations were
scheduled 1o be made to the Council. The Rehabilitator believed that meeting
these requirements in the time allotted would not be possible — given the need to
close a stock transaction and have it approved by the Court — but appreciated

DHCF’s concerns and imperatives.

. DHCF's concerns were not limited to Chartered’s financial condition, ownership
and the fact that the company was in rehabilitation. DHCF also expressed
increasing concerns with Chartered’s performance and service levels, issuing a
Corrective Action Plan/Non-Compliance letter on November 28, 2012. Given the
scoring factors to be used in the RFP process, the Rehabililator believed that
performance and service level issues would present an additional obstacle to

Chartered’s securing a new Medicaid contract.

. Chartered’s financial picture was incomplete, but troubling. While year-end 2011
audited financials remained a work in progress, the unaudited financial statement

for 201} showed practically no remaining capital and surplus. Based on the

information aveilable at the fime the process letter was sent, the Rehabilitator
calculated that approximately $30 million in new capital would be required to

comrect Chartered’s risk based capital deficiency.

. A sipnificant portion of Chartered’s assets relate to (i) Chartered’s claims for

premium owed under its existing Medicaid contract (which DHCF comtests); and
(if) almost $14 million of investments that are pledged as security for & Joan
obligation owed by Chartered’s parent, D,C. Healthcare Systems, Inc. (DCHSCI).
H.aomo assets are not currently available to pay claims and cansed potential

investors considerable concern,

. In addition, potential investors were concemed because they could hot edequately

assess potential federal income tax implications imvolved with a purchase of
Chartered, including the collectability from DCHSCI of an aged $4 million
federal incowme tax asset recorded on Chartered’s unaudited 2011 financial

staternent.

. Potential acquirers had very little time to perform due diligence and secure

financing, given the December 3, 2012 deadline for Chartered to bid on a new

Medicaid contract with an acquirer.

. Adverse publicity and speculation relating to an investigation of Chartered’s

ultimate controiling person and possible related party transactions raised

guestions among would-be acquirers,




In the months leading up to rehabilitation, DCHSI faced most of these same challenges when

it tried (unsuccessfully) to sell Chartered,

. Discussions with Certain_Prospects, Starting the week of November 12, 2012, the
Rehabilitator’s efforts got down to specific discussions with mnmﬂm.mﬁ partners — firms that
could bring clear financial strength and operational credibility to the DC Medicaid market
very quickly. KBW ran the solicitation process, electronic data room and prospect
discussions/due diligence, with support from the Special Deputy and Chartered employees.
Transaction structure, given Chartered’s legal and financial situation, was a key driver and
consumer of time and effort as issues with prospects and their transaction teemns were worked

through. There were in-person meetings with three strategic parmer prospects.

. The Choices Made. During the week of November 26, 2012, the rehabilitation team, in
consultation with the Rehabilitator and others at Chartered, determined that the best
alternative for achieving value for Chartered under the circumstances was to enter into a
letter of intent with AmeriHealth Mercy (AHM) (corporate overview attached as Exhibit 2)
for the sale of certain Chartered assets, to work with AHM to complete a response to the
DHCF RFP in AHM®s name (utilizing key Chertered personnel end experience in the
response), and to negotiate a definitive agreement with AHM that would be subject te Court

approval. Here are the reasons for those choices:

A. The Rehabilitator believed that Chartered’s chances of winning a new Medicaid contract
were not realistic, given: (i) the DHCF requirement that Chartered have a new owner and
be out of rehabilitation in January 2013; (ii) the financial and legal obstacles to closing a

sale of the company and emerging from rehabilitation within a six week period at the end

of the year; and (iiiy DCHF’s concemns about Chartered’s performance and service levels.
Instead, the Rehabilitator concluded that the best option to realize vatue for Chartered and
participate in serving enrollees and providers under a new contract was to enter into an
asset purchase agreement with a financially strong company with significant expertise in
the Medicaid space and a strong chance of success in the DHCF’s rating criteria for a

new contract.

B. With one exception, other parties expressing interest failed to provide certainty regarding
their financing and capabilities in a timely manner or lacked experience in operating a

Mediceid HMO.

C. Our investment banker, KBW, has expressed the view that the transaclion reflected in the
AHM letter of intent, if negotiated to final tenms and closed, is the best altemative
avajlable given the circurnstances and represents a reasonable reflection of any inherent

value in Chartered’s business operation in its current state.

7. The Finganeial Aundit. Chartered submitted unaudited 2011 financial statements to DISB in

April 2012, Chartered filed an independently audited December 31, 2011 statutory financial
statement with DISB on January 10, 2013, Brown Smith Wallace LL.C performed the audit,
and a copy of the independent anditor’s report is attached as Exhibit 3. Here are the

highlights:

A, The statutory ennual statement shows Chartered experienced a loss of $9.4 million in
2011 and ended the year with $5.9 million in capiltal and surplus, The financial results
are somewhat stronger than reported in April 2012, due to the inclusion of a net

$20 million retrospective premium receivable that had not been recorded as an asset in
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the unaudited 2011 statutory financial statements filed in April 2012, This amount o Reductions of $2.2 million in premium income and $2.% million in healthcare
represents the estimated value of the company’s net receivable for a premium claim recoverables previously booked as assets; and

under the existing Medicaid contract at December 31, 201{. The ciaim, which is pending
o An increase of $5 million in claims liabilities based on claim trends and actual

before the District's Contract Appeals Board (CAB No. D-1445), is primarily driven by
cost analysis in 2012. This adjustment to cleims liability also caused an

HIV pharmacy costs over and above Chartered’s contracted premium rate with the
increase in claim adjustment expense liability.

District.

8. Other Matters, As part of the matiers described in paragraphs 1-7 above, the Rehabilitator

B. Chartered’s audited statement also recognizes that some related party balances previously
hes relied on Chartered’s employees, counsel and advisors in conducting Chartered’s

recorded as assets do not qualify for inclusion in Chartered’s financial statement under
business and moving forward in the receivership. The Rehabilitator has also authorized the

DC law continuation of the pursiit of claims and assets and the defense of any litigation, including
o A $1,027,504 receivable related to payments to the Chartesred Family Health litigation mitiated in the DC Superior Court (Case No. 2012 CA 009510 B} on December 2t,
Center {(CFTIC), a fonmer affiliate of Chartered, for which the auditors found 2012, against Chartered by Washington Hospital Center Corporation and MedStar
inadequate documentation to support the transactions; and Georgetown Medical Center, Inc. for injunctive refief growing out of Chartered’s contractual

andit of claims paid to those two entities. Finally, the Rehabilitator has worked with the
o A 32,828,018 receivable for net federal income tax emounts currently due
Office of Attorney General to respond o a protest filed by DCHST with the Contract Appeals
Chartered from DCHSI, which was deemed to not qualify for inclusion in
Board (CAB No. P-0930) in connection with the RFP for a new Medicaid contract.
Chartered’s financial statement because it is long overdue.

. . 9. Where From Here, Cbartered’s financial reality is that fair value on two currently illiquid
Chartered is demanding that DCHSI (i) pay the 32,828,018 income tax receivable and

assets on its balance sheet need to be realized — (i) the premium claim under Chartered’s
(ii) provide appropriate documentation or pay Chartered $1,027,504 for the unsupported
existing Medicaid contract and (ii) assets pledged to Cardinal Bank pursuant to a loan
amounts paid to CFHC. Chartered also is demanding that the holding company account
transaction with Chartered’s holding company in 2008. That is a tall order, but the
to Chartered on tax matters.
Rehabilitator is working diligently to achieve that fair valve and marshal sufficiens assets to

C. Other adjustments to Chartered’s restated 2011 financials include: satisfy claims and realize any residual value when the current Medicaid contract ends. The

Rehabilitator believes an AHM transaction will belp facilitate that desired result.




Negotiation of a definitive transaction agreement with AHM is underway, to be followed by
e request for the Court's consideration and approval of that agreement. Hopefully, a
successful result for AHM in the DHCF RFP process can lead to implementation of the
n_._mn_u.nm solution being pursued by the Rehabilitator. In the meantime, the Rehabilitator
and his Spesial Deputy will continue to follow the uEnnmE..om outlined in the initial
redelegation to management so that the day-to-day administration of Chartered’s business
oceurs — principally, service to over 110,000 enrollees and payment to providers, The
Rehabilitator and Special Deputy will also be carrying out their other responsibilities under

the October 19 Emergency Consent Order of Rehabilitation.

Respectfully submitted,

/5/ Daniel L, Watking
DANIEL L. WATKINS

Special Deputy Rehabilitator
Chartered Health Plan

1025 15" St. NW
‘Washington, DC 20005
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Government of the District of Columbia
Vineent C. Gray, Mayor
Department of Insurance, Securities and Banking

Williwm T, White
Conunissioner

ORPER APPOINTING A SPECIAL DEPUTY

WHEREAS, on Qctober 19, 2012, Judge Rufus G. King, IlI, Superier Count of the
' District of Columbia, issued an Order of Rehabilitation (“Order™) authorizing the Rehabilitation
, of DC Chartered Health Plan, ine, (*Chanered™) by William P. White, the Commissioner of the
Department of Insurance, Securitics and Banking (“Cemmissioner™ and/or “Rehabilitator™),
pursuant 10 D.C. Official Code §§ 31-1303, 1310-1312 und 3420, in the procecding captioned
District of Colomnbiu, Department of Insurance, Secyrities and Banking v. DC Chariered Health
Plar, Ine., Civi] Action No. 2012 CA 8227; and

WHEREAS, the Order attached herete and incerporated within this Order, appoints the
Commissioner and his successors in office as Rehabilitator of Chartered; and

WHEREAS, the Order authorizes the Rehabilitator 1o take possession and admintster the
assels of Chartered; and

WHEREAS, the Order vests litle in the Rehabilitator of ali assets of Chartered; and

WHEREAS, the Order grants the Commissioner all rights, power, and authority vested
by law in a Rehabilitator; and

WHEREAS, the Order authorizes the Commissioner as Rehabtlitator to appoint one or
mote special deputies who may exercise the powers and responsibilities of the Rehabilitator;

B NGQW. THEREFORE, 1T IS ORDERED as follows:

I 1. That pursuant to the Rehabilitator’s authority under the Order and the provisions of
Title 31, Chapter 13 of the District of Columbia Official Code, Daniel L. Watkins is berchy
appointed as Special Deputy 1o the Rehabilitator for the purposes of rehabilitating Chartered and
for any related actions; and

1. That the reasenable compensation of Daniel L. Watkins as Special Deputy shall he
dewermined pursuant to a letter of engagement entered into between the Rehabilitator and Daniel
L. Watkins and attached hereto; and

Xin

ite 701+ Washingtan, DC « 20002 « TeT: (2021 727-8000 « www.dish.de,zon

3. That Daniel L. Wking as Special Deputy, shall have zll ol the powers of the
Rehabilitator under the Order and Title 31, Chapter 13 of the Distriet of Columbia Gificial Code,
and any othir stalulory or regulatory provisions eranting the Commissioner powers or authorify
related 10 the Rehabilitation of ap insurer, including the authority w0 appear in any court to

" enforee the Order: and

4. Thor Daniel L. Watkins as Special Deputly shall serve at the pleasure of the
Rehabilitaer,

5. This Order shall be effective e pro e os ol the 19th day of Oclober. 2012,
SO ORDERED.

WITNESS MY HAND AND TIHE OFFICIAL SEAL of the Distriet of Columbin Department ol
[nsurance. Securities and Bunking. this Second duy of November, 2012,

Government of the Distriet of Columbia
Department of Insurance. Securilies and Banking

Order pg. 2




EXHIBIT 2

AMERIHEALTH MERCY FAMILY OF COMPANIES

AmeriHeaith traces its roots back to Dublin, Ireland, Catherine McAuley used her inheritance to
serve the poor, especially women and children, and founded the Sisters of Mercy in 1831, The
Sisters of Mercy arrived in Philadelphia in 1861 and immediately began visiting the sick in their
homes and setting up schools for the instruction and care of children and adults.

The Sisters founded Misericordia Hospital (now known as Mercy Philadelphia Hospital) in 1918.
In the late 1970°s and early 198Q’s the hospital witnessed a troubling increase in the number of
people, mostly on Medical Assistance (Pennsylvania’s Medicaid program), using the emergency
room to seek primary care. This was not a good solution, as the critical pace of an emergency
room is not intended to foster a patient/physician relationship, and engenders high costs and poor
stewardship of resources.

Thus the concept of Mercy Health Plan was born: a voluntary Medicaid managed care plan, In
1983, the leaders of Misericordia Hospital persuaded the Pennsylvania state government te et
them start a pilot capitated heath plan to give 300 Medicaid recipients a “medical home” to
reduce dependence on the emergency room for primary care, The Plan would work 2o connect
each member with a Primary Care Physician, to encourage consistent and proactive health care,
to extend benefits beyond the state fee-for-service model and to encourage the use of the
emergency room for emergencies only.

Mercy Health Plan grew quickly. And in 1996, the owners of Mercy Health Plan joined with
Independence Blue Cross to form the partnership that served as the foundation for the
Company’s growth tc date. In 2011, the criginal owners of Mercy Health Plan elected to return
to their original mission of providing ecute care services to the poor. Blue Cross Blue Shield of
Michigan agreed to join Independence Biue Cross in owning AmeriHealth Mercy resulting in the current
ovwmership structure of the Company.

The AmeriHeelth Family of Companies has grown to be one of the largest organizations of
government-sponsored managed care and administeative services entities in the United States,
touching almost five million members. AmeriHealth serves its members through five major
products:

Medicaid {(including TANF, ABD, S5F and TPA)

O Programs for Dual Eligibles {including D-SNPs and FIDEs)

[J Low-Income Products (including SCHIP and Uninsured products)

O Behavioral Health {risk and non-risk); and

O Pharmacy (Medicaid, Part I, and Commercial.

The states in which we have served Medicaid-eligible enrollees are as diverse as our enrollee
population, including: Pennsylvania, New Jersey, Kentucky, South Carolina, Indiana, Louisiana
and Nebraska. As of January 1, 2013, we will also serve members in Florida, and members
enrolled in our D-SNPS in South Carolina and Pennsylvania. We also anticipate serving
Medicaid members in Michigan during the first quarter of 2013.




Our areas of service have included both urben and rural populations. Enrollees benefit frem an
organization combining high-quality managed care expertise and a high-touch local presence.

AmeriHealth Mercy Family of Companies | Current Markets

Total Membership
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D.C. CHARTERED HEALTH PLAN. INC.
IN RECEIVERSHIF
{A WHOLLY OWNED SUBSIDIARY OF D.C. HEALTHCARE
SYSTEMS, INC.)

STATUTORY FINANCIAL STATEMENTS

DeceEmBER 31, 2011
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REPORT THEREON]
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Independent Auditors’ Report

Commissicner as Rehabilitator
T1.C. Chartered Health Plan, Inc. in Receivership
Washington, D.C. :

We were engaged to audit the accompanying Stetutory Statement of Admitted Assets, Liabilities, and
Capital and Surplus of D.C. Chartered Health Plan, Inc. in Receivership (“Chartered”), a wholly awned
subsidiary of I.C. Healthcare Systems, Inc. (the “Parent”™), as of December 31, 2011 and the related
Statutory Statements of Operations, Capital and Surplus, and Cash Flows for the year then ended. These
statutory financial statements are the responsibility of Chartered’s management and the Commissioner ag
Rehabikitator. Qur responsibility is to express an opinion on the statutory financiaf statements based an our
audit.

Except as discussed below, we conducted our audit in accordance with auditing standards generally
accepted in the United States of America, Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit Includes consideration of internal control aver financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of Chartered’s intemnal comtrol over financial reporting. Accordingly, we express no such
opinion, An audit also includes examining, on a lest basis, evidence supporting the amounts and disclosures
in the statutory financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by manegement, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

As described more fully in Note 2 ta the statutory financial statements, Chartered prepared these statutory
finaneial statements using accounting practices preseribed or permitted by the Department of Insurance,
Securities and Banking of the District of Columbia, which practices differ materially from accounting
principles generally accepted in the Uniled States of America.

Because of inadequacies in Chartered’s accounting records and the inability to support certaln transactions
with refated parties and other account balances, we were unable to rely on the amaounts recarded in the
Staternent of Admitted Assets, Liabilities, Capital and Surplus as of December 31, 201¢.

As discussed in Note 5 to the statutory financia! statements, Chartered recognized a change in accounting
principle to eccount for Chartered’s contract with the Department of Health Care Finance for the District of
Columbia as a retrospectively rated contract, Management has recorded a retraspective premium receivable
as of December 31, 2011, based on their best estimate of collectability, This cleim is currently under appeal
with the.Contract Appeals Board of the District of Calumbia. The actual amount ultimately received eould
vary significantly from the recorded $20 million amount as of December 31, 2011. Additionally, Chartered
recognized the change in accounting principle as of December 31, 2011, and failed to account for this
change in accounting principle retrospectively.

MEMBER AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS AND AN INDEPEMDENT FIRM
ASSQCIATED WITH THE NORTH AMERICAN REGION OF MOORE STEPHENS INTERNATIONAL LIMITED
KNOWN INTERNATIONALLY AS MOQORE STEPHENS BROWRN SMITH WALLACE, LLC

We were unable to obtain a discussion or evaluation from Chartered’s outside Jegal counsel of pending or
threatened litigation described in Note §(b). We were unabie to abtain sufficient appropriate audit evidence
by performicg other auditing procedures. :

As discussed in Noie 8(c) to the statutory financial statements, Chartered has pledged 313,933,879, of
investments as of December 31, 2011, as collateral to satisfy a long-term bank loan agreement for its Parent
company.

It is our understanding that the Parent has not filed consolidated Federal Income Tax retums that include
Chartered for any periods subsequent to Aprit 30, 2010, the Parent company”s fiscal year end.

Because of the significance of the matters discussed in the preceding paragraphs, the scope of our work wes
not sufficient to enable us to express, an unqualified opinion on the results of operations, changes in capital
and surplus and cash flows for the year ended December 31, 2011,

In our opinion, except for the effects of such adjustments, if any, as might have been determined to be
necessary regarding all of the above matters, the Statutory Statement of Admitted Assets, Liabilities, and
Capital and Surplus as of December 31, 2011 presents fairly, in all material respects, the admitted assets,
liabilities, and capital and surplus of D.C. Chertered Health Plan, Inc. as of December 31, 2011, on the basis
of accounting deseribed in Note 2,

The accompanying financial statements have been prepared assuming that Chartered wili continue as a
going concem. As discussed in Note 19 to the financial statements, on October 19, 2012, Chartered was
placed into Rehabilitation by the Superior Court for the District of Columbia. This condition raises
substantizl doubt about Chartered’s ability to continue as a going concern. The smtutory financial
statements do not include any adjustments that might result from the outcome of this uncertainty.

Our audit was conducted for the purpose of forming an apinion on the statutory basis financial stetements
takenas a whole. The accompanying Supplemental Summary Investment Schedule and Investment Risk
Interrogatories (coilectively referred to as “Supplemental Schedules™} of Chartered as of December 31,
2011 are presented for purpose of additional analysis and are not a required part of the statutory basis
financial statements. Such information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the statutory financial
statements. The information has been subjected to the auditing procedures applied in the audit of the
statutory basis financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the statutory basis
financial statements or to the statutory basis financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted tn the United States of America. In our
opinion, the information is fairly stated in all material respects in relation to the statutory basis financial
statemnents as a whole.

This repart is intended solely for the information and use of the Commissioner as Rehabilitator and

management of D.C. Chartered Health Plan, Inc. in Receivership and for filing with the Department of
Insurance, Securities and Banking of the District of Columbia and should not be used for any other purpose.

m\qcsz (ot A (s \\R&mhh\

5t. Louis, Missouri
Fanuary 9, 2013




D.C. CHARTERED HEALTH PLAN, INC,, in Receivership D.C. CHARTERED HEALTH PLAN, INC., in Receivership

(A Wholly Owned Subsidiary of D.C. Healthcare Systems, Inc.) (A Wholly Owned Subsidiary of D.C. Healthcare Systems, Inc.)
Statutory Statement of Admitted Assels, Liabililies and Statutory Statement of Operations

Capital and Surplus Year ended December 31, 2011

December 31, 2011 [See Independent Auditors' Report)

[See Independent Auditors' Report)

UNDERWRITING INCOME

ADMITTED ASSETS Net premium income $ 383,743,178
Cash and Invested Assets ’ L.
Bonds, at cost which approximates fair value $ 15,025,957 Total Underwriting Income 383,743,178
Cash and cash equivalents 16,975,318 UNDERWRITING EXPENSES
Total Cash and Invested Assets 32,001,275 Claims incurred, net of reinsurance 346,596,401
. . Claims adjustment expenses 12,344,020
Accrued investment income 122,683 General administrative expenses 26,915,784
Uncollected premiuvms 5,299,409 . _—
Accrued retrospective premiums (See Note 5 regarding collectibility) 20,000,000 Total Underwriting Expenses 385,856,205
Reinsurance recoverable 277,703 ios
Health care receivables :u“.__mu Net Underwriting Loss (2,113,027}
TOTAL ADMITTED ASSETS $ 57,844,791 Net investment income 271,136
Allowance on accrned retrospective premiums (10,000,000)
LIABILITIES AND CAPITAL AND SURPLUS wmwﬁ.m party bad debt expense (3,855,522)
Current Liabilities ther income e 5343,198
Claims unpaid § 43,000,000 Net loss before federal taxes (9,354,215)
Unpaid claims adjustment expenses 1,275,722
Other liabilities and accrued expenses 7,615,624 Federal income tax expense -
Total Current Liabilities 51,895,346 NET LOSS £ (9,354,215)

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

issued and outstanding 100
Gross paid-in and centributed surplus 4,690,419
Unassigned surplus 1,258,926

Total Capital and Surplus 5949445
TOTAL LIABILITIES AND CAPITAL AND SURPLUS § 57,844,791

The accompanying notes are an integral part of these statutory financial staterments.

The accompanying notes are an integral part of these statutory finencial statements.




D.C. CHARTERED HEALTH PLAN, INC., in Receivership
(A Wholly Owned Subsidiary of D.C. Healthcare Systems, Inc.)

Statutory Statement of Capital and Surplus
Year ended December 31, 2011
(See Independent Audiiors’ Report]

D.C. CHARTERED HEALTH PLAN, INC., in Receivership

(A Wholly Owned Subsidiary of D.C. Healthcare Systems, Inc.)

Statutory Statement of Cash Flows

Year ended December 31, 2011
{See Independent Auditors' Report)

Common  Additional Paid  Unassigned

Stock in Surplus Surplus Tatal
Balance at December 31, 2010 3 100 5 4,690,419 3 12,754,128 3 17,444,647
Net loss - - {9,354,215) (9,354,215}
Deferred income tex - - - (3,319.807) (3,319,807
Change in nonadmitted assets - - 1,611,527 1,611,527
Prior period adjustment " - (432,707) (432,707)
Balance at December 31, 2011 $ W00 5 4690419 %  1,258.925 & 5849445

The accompanying notes are an integral part of these statutory financiel statemnents.

Cash flows from operating activities:
Premiums collected, net of reinsuzance
Benefit payments
General and administrative expenses paid
Net investment income
Federal income taxes

Net cash used in 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 financing activities

NET DECREASE IN CASH
AND CASH EQUIVALENTS

Cash and cash equivalents,
beginning of year

Cash and cash equivalents,
end of year

§ 366,272,113
(333,628,360)
(45,030,386)
303,881
3,368,587

(8,714,165)

4,201,743
(7,049,630)
(2,847,887)

(267,912)
(267,912)

(11,829,964)
28,805,282

$ 16,975,318

The accompanying notes are an integral part of these statutory financial statements.




D.C. CHARTERED HEALTH PLAN, INC., in Receivership
(A Wholly Owned Subsidiary of D.C. Healthcare Systems, Inc.}

D.C. CHARTERED HEALTH PLAN, INC., in Receivership
(A Wholly Owned Subsidiary of D.C. Healthcare Systems, Inc.}

Statutory Financial Statements
December 31, 2011
{See Independent Auditors' Report]

@

Description of Business

D.C. Chartered Health Plan, Inc. in Receivership (Chartered) was established on December 31, 1586
under the laws of the District of Columbia. Chartered's primary purpose is to provide quelity health
care within a managed care framework. Chertered accomplishes this primarily through a contract
with the District of Columbia Government Department of Health Care Finance (the DHCF), which
requires Chartered to provide health care services ta the residents of the District of Calumbia (the
District) who qualify under the Medicaid, Temporary Aid to Needy Families {TANF), and Alliance
programs through a Health Maintenance Organization (HMO). Ailiance enrollees represent the
population not eligible for Medicaid but whose income falls below 200% of the poverty level.
Chartered currently provides health care services to approximately 110,000 beneficiaries receiving
assistance under Medicaid, Alliance, and TANF. All of Chartered's revenue was eamned from its
tontracts with the DHCF for the year ended December 31, 2011, Chartered previously provided the
services of a health center to members through a contract with an affiliated entity, Chartered Family
Health Center, P.C. (CFHC). The Chartered Family Health Center ceased operations effective
February 2011.

Chartered's business strategy lies in its fundamental commitment to promoting access and
emphasizing prevention and health maintenance, as well as treatment. Each member enrolled in
Chartered is assigned a primary care physician. Chartered has approximately 3,000 physicians under
contract, including 500 primery care physicians, Chartered's members receive prescriptions, health
education, nutrition counseling, and when necessary, referrals to specialists and hospital services.
Chartered focuses on increasing access ta its services by (i) improving knowledge and awareness of
benefits and (ii) providing extensive wellness and preventative health care services.

Medicaid beneficiartes in the District are required to enroll in an approved managed care plan, one of
which is Chartered. Those beneficiaries who do not voluntarily select a managed care plan are
essigned to a default plan. Chartered entered into a contract with the DHCF, under which Chartered is
designated as the default plan for one-half of the Medicaid beneficiaries who do not voluntarily select
a plan. The current contract extends through Aprii 30, 2013. Chartered received a rate adjustment
effective May 1, 2012 from the DHCF. As discussed further in Note 19 Chartered chose not to bid on
the subsequent contract that commences May 1, 2013,

Alliance beneficiaries in the District are required to enroll in an approved managed care plan, one of
which i5 Chartered. Those beneficiaries who do not voluntarily select 2 managed care plan are
assigned to a default plan. Chartered entered into a contract with the DHCF, under which Chartered is
designated as the default plan for one-half of the Alliance beneficiaries who do nat volunterily select
a plan. Chartered’s contract with DHCF to cover Alliance beneficiaries extends through April 30,
2013. Chartered also received a rate adjustment for the Alliance program effective May 1, 2012, As
discussed further in Note 19 Chartered chose not to bid on the subsequent contract that commences
May 1,2013.

Statutory Financial Statements - Confinued
December 31, 2011
{See Independent Auditors' Report]

@

Until May 17, 2000, Chartered was owned by PHP Corporation. As a result of the bankruptcy
proceedings of PHP Corporation, the stock of Chartered was held in a trust (the Cellateral Trust), and
Bank of America, N, A. (BOA) was designated and appointed as the Cellateral Trustes, obtaining full
legal title to the collateral and full iegal power and authority to transfer, sell, assign, or dispose of the
collateral, including the stock of Chartered.

The Collateral Trust entered into a stock sale and transfer agreement pursuant to which the stock of
Chartered was sold to D.C. Healthcare Systems, Inc. (“DCHSI™) on May 17, 2000, DCHS! financed
the purchase through = $3,500,000 bank loan at a floating prime rate of inmterest. Payments of
principal and interest on the loan were scheduled to continue monthly through September 12, 2011.
The outstanding principal balance on the loan was $425,863 at December 31, 201 1. Chartered and the
owner of DCHSI are guarantors on the loan. This loan is colleteralized by a certificate of deposit from
DCHSI that wil} be held for the entire term of the loan. The balance of the certificate of deposit held
by DCHSI, including accrued interest, was $486,223 at December 31, 2011. Additionally, Chartered
granted the lender a first security interest in certain collateral held by Chartered; however, in the
event the lender exercises its rights under the guaranty, the owner of DCHSI has agreed in writing to
irrevocably and unconditionally hold Chartered harmless and indemnify Chartered for any monies
that Chartered may be obligated to pay under the guaranty. Although, statutory accounting
pronouncements require that Chartered record a liability for the amount of the guarantee at December
31,2011, management determined not to record such a liability as the underlying loan was paid off on
February 2, 2012.

As discussed further in Note 19, Chartered was piaced into Rehabilitation on October 19, 2012, This
raises uncertainty about whether Chartered will be able to continue as a going concern. The
Rehabilitator is working to sell Chartered and currently there is a non-binding Letter of Intent in place
to sell ceriain assets to a third-party.

Basis of Presentation and Summary of Significant Accounting Policies and Practices

(a) Basis of Presentation

The accompanying statutory financial statements of Chartered have been prepared on the
statutory basis of accounting, in accordance with the accounting practices adopted by the
Nationel Association of Ingurance Commissioners (NAIC) codification project {Codification} a5
prescribed or permitted by Depariment of Insurance, Securities and Banking of the District of
Columbia (the Depertment). The Codification was adepted by the Department without
significant modification. The Department has determined that certain of Chartered’s pledged
investments should be classified as admitied assets, and are included in bonds, pledged in the
accompanying stztements of admitted assets, liabilities, and capital and surplus, see note 8(c).
Chartered has ne material stahitory accounting practices that differ from those of the Department
or the Codification.

These statutory financial statements differ materially ffom financial statements prepared in
accordance with principles generally accepted in the United States of America ("GAAP™).




D.C. CHARTERED HEALTH PLAN, INC., in Receivership
(A Wholly Owned Subsidiary of D.C. Healthcare Systems, inc.)

Statutory Financial Statements - Continued
December 31, 2011
(See Independent Auditors' Repert)

The principal differences are:

a)  Deferred tex assets are limited to (1) the amount of federal income taxes paid in prior years
that can be recovered through loss camybacks for existing temporary differences that
reverse by the end of the subsequent calendar year, plus {2) the lesser of the remaining
gross deferred tax assets expected to be realized within one year of the balance sheet date
or 10% of capital and surplus, excluding any net deferred tax assets, Electronic Data
Processing (EDP) equipment and operating software, and amy net pesitive goodwill, plus
(3) the amount of remaining gross deferred tax assets that can he offset against existing
gross deferred tax liabilities. The remaining deferred tax assets are nen-admitted. Deferred
taxes do not include amounts for state taxes, Under GAAP, state taxes are included in the
computation of deferred taxes, a deferred tax asset is recorded for the amount of gross
deferred tax assets expected to be realized in future years and a valuation allowance is
established for deferred tax assets not realizable.

b)  Certain assets such as uncollected premiums and other receivables over 90 days past due,
prepaid expenses, provider advances, provider overpayments, pharmecy rebate receivable,
lezsehold improvements, certain furniture and equipment, computer software, and amounts
due from affiliates are designated as nan-admitted for statutory accounting purposes if they
fail to meet certain tests and are excluded from the statutory statements of admitted assets,
liabilities, and capital and surplus by a direct charge to capital and surplus. For GAAP,
these emounts are carried a5 assets, net of a valuation allowance, if necessary.

t)  Intangible assets, including goodwill, are non-admitted and, therefore, are nof reflected in
Chartered’s statutory statements of admitted assets, liabilities, and capital and surplus,

dy  Cash and cash equivalents in the statements of cash flows represent cash balances and
investments with remaining maturities of one year of less. Under GA AP, the corresponding
caption of cash and cash equivalents includes cash balances and investments with initial
maturities of three months or less. Also, the statutory statements of cash flows do not
include classifications consistent with GAAP and a reconciliation of net income to net cash
provided by operating activities is not provided.

(%) Bonds

{c)

Bonds are comprised of certificates of deposits with original maturities greater than one year. The
certificates are held by financial institutions and are carried at cost, which approximates fair value.
Bonds totaled $15,025,957 &s of December 31,2011,

Cash and Cash Equivalents

Cash and cash equivalents generally comprise of cash, money market accounts and certificates of
deposits with original maturities of twelve months or less at the date of purchase. The certificates
are held by financial institutions and are carried at cost, which approximates fair value, Cash and
cash equivalents were $16,975,518 as of December 31, 2011.

D.C. CHARTERED HEALTH PLAN, INC., in Receivership
(A Wholly Owned Subsidiary of D.C. Healthcare Systems, Inc.)

Statutory Financial Statements - Contlinued
December 31, 2011
(See Independent Auditors' Report)

(d) Property and Equipment

fe

=

Property and equipment are stated at cost and are depreciated using the straight-line method over a
period not to exceed three years, Equipment under capital leases is stated at the present value of
minimum lease payments and is amortized using the straight-line method over the term of the lease,

Health Care Receivables

Health care receivables consist primarily of pharmaceutical rebate receivables, provider recoveries
and provider advances. Pharmacy rebate receivables are estimated based on the most currently
available data from Chartered*s claims processing systems and from data provided by Chartered’s
pharmaceutical benefit manager. Provider recoveries consist of claim overpayments to providers,
which are due back to Chartered. At December 31, 2011, admitted health care recelvables of
$143,721 consisted solely of pharmaceutical rebate receivables.

Premium Revenue

Chartered recognizes premiums recefved for members enrolled in the Medicaid and Allisnce
programs as tevenue in the period to which health care coverage relates. Member premiums are
paid on a fixed monthly fee per capita basis. During 2011 the DHCF withheld one percent of
Chartered’s premium revenve. The amount withheld is payable under DHCFs incentive progrem if
certain criterig are met by Chartered during the contract period. In 2011, §5,488,000 was withheld
from Chartered. Chartered recorded no premium revenue or receivable for amounts expected to be
received in accordance with DHCE s incentive program.

(g) Health Care Costs and Unpaid Claims Adjustinent Expenses

Chartered has entersd inte hospital service contracis to provide the necessary inpatient and
outpatient hospital services to its enrollees. Under the contracts, Chartered pays the participating
hospitals at the fee-for-service rates in effect at the time the services were provided o its enrollees.
Chartered has also entered into several agreements with network physicians and suppliers to
provide medical services and supplies ta Chartered’s enrollees at agreed-upon fee~far-service rates
or at fixed fees per member per month (capitation).

Monthly capitation payments to primary care physicians and other health care providers are
expensed as paid. Health care costs and health care costs payable inciude amounts for known
services rendered and an estimate of incurred but not reported services rendered by hospitals,
physicians, and other health care providers. The estimated incurred but not reported health care
costs payable have been actuarially determined based on relevant industry data and Chartered’s
historical trends. Management believes that the methodologies employed to estimate the health
care costs payable are reasonable and that the amount accrued is appropriate.

As part of the process to estimate the cost of all claims reported but unpaid and claims incurred but
not reported, Chartered accrued $1,275,722 at December 31, 2011, a5 an estimate of the expense to
settle these claims,




D.C. CHARTERED HEALTH PLAN, INC., in Receivership
(A Wholly Owned Subsidiary of D.C. Healthcare Systems, Inc.)

Statutery Financial Statements - Confinued
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(h} Income Taxes

In accordance with the tax allocation agreement with DCHSI, Chartered is included in a
consolidated federal and state income tax return with DCHSI, using an April 30 fiscel year-end.
Deferred tax assets, deferred tax liabilities, and income tax expense or benefit associated with
Chartered have been provided for on a separate company basis, In addition, Chartered determines
its deferred income taxes on a separate company basis and remits its estimated tax payment to
DCHSL DCHSI, including Chartered has filed Federal income tax returns through April 30, 2010,
1t is management’s understanding that tax retumns for fiscal years ended April 30, 2011 and 2012,
have not been filed with the Internal Revenue Service, as of the date of this report.

Income taxes are accounted for under the asset and Jiability method. Deferred tax assets (DTAs)
and liabilities (DTLs) are recognized for the firture tax consequences attributable to differences
between the financial statement cerrying amounts of existing assets and limbilities and their
respective tax bases and operating toss and tax credit carryforwards. DTAs and DTLs are measured
using enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled, The effect on DTAs and DTLs from a change in
tax rates is recognized in the peried that includes the enactment date.

Pursuant to Statements of Statutory Accounting Principles (SSAP) No. 10R, Jrcome Texes, gross
DTAs are first reduced by a statutory valuation allowance adjustment to an amount that is more
likely than not to be reslized (adjusted gross DTAs). Adjusted gross DTAs are then admitted in an
amount equal to the sum of (1} previously paid federal income taxes, which are expected to be
recovered through loss carrybacks or existing temporary differences, which reverse within 2 year
and (2) the lesser of the amount of gross DTAs expscted to be realized within one year of the
balance sheet dete after the application of (1) or 10% of statulory capital and surplus and (3) the
amount of gross DTAs, after the application of (1) and (2) that can be offset against existing gross
DTLs. Also pursuant to SSAP No. 10R, for reporting entities which are subject to risk-based capital
(RBC} requirements or which are required to file a RBC report with its domiciliary state, when
certain RBC thresholds are exceeded, the reporting entities have the option of calculating the
admitted portion of adjusted gross DTAs in accordance with peragraph |0 of SSAP No. 10R, which
would result in a higher admitted portion. Chartered did not qualify for such election for the year
ended December 31, 2011.

(i) Premium Deficiency Reserve

Premium deficiency reserves and the related expense are recognized when it is probable that
expected fulure health care and maintenance costs under a group of existing contracts will exceed
anticipated future premiums and reinsurance recoveries over the remaining lives of the contracts.
The methods for making such estimates and for establishing the resulting reserves are continually
teviewed and updated, and any adjustments resulting therefrom are reflected in current operations.
Given the inherent variability of such estimates, the actual liability could differ significantly from
the amounts provided. As discussed further in Note 5, management has identified additionat
premiums due under terms within Chartered’s contract with DHCF (retrospective premiums). At
December 31, 2011 the need for & premium deficiency reserve was assessed and management is of
the opinion that no premium deficiency reserve was required, after considering the affect of
retrospective premiums.
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() Use of Estimates

Management of Chartered has made a number of estimates and assumptions relating to the
reporting of admitted assets and liabilities and the disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period to prepare these statutory financial statements in conformity with statutory
accounting principles. Actual results could differ from those estimates.

(3) Investments

(O]

{a} Bonds

The cost, which approximates fair velue, of bonds, comprised solely of certificates of deposit, at
December 31, 2011 by contractual maturity, are shown below.

Meturing in one year or less $ 4,689,260
Maturing after one year through five years 10,336,697
§ 15,025,957

Net Investment Income

&

=

The following table reflects net investment income by type of investment:

Bonds $ 164,844
Cash and cash equivalents 188,536
Other 13,809
Gross investment income 367,189

Less investment expenses 96,053
£271,136

(¢} Regulatory Deposits
At December 31, 2011 investments with a carrying value of $317,000 were on deposit with the
Department of Insurance, Securities and Banking of the District of Columbia.

Property and Equipment

At December 31, 2011, Chartered’s property and equipment was non-admitted based upon the
requirements of SSAP No, 16R.

Depreciation and amortization expense related to property and equipment and software, including
non-edmitted assets, was $442,849 for the year ended December 31, 2011.
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(5) Retrospective Premiums — Change in Accounting Principle

During 2012, management determined that contracts in force with DHCF should be treated as
retrospectively rated contracts in accordance with SSAP No, 66 — Retrospectively Rated Cortracts.
This represents a change in accounting principle which management determined to apply as of
December 31, 2011. This represents an exception to statutory accounting principles, as the change in
accounting principle should have been applied retroactively,

As of December 31, 2011 Chartered recorded an Accrued Retrospective Premium Recelvable net
amount of $20 million for the period of August 2010 — December 31, 2011 related to the Medzcaid
contract, after consideration of a $10,000,000 allowance as reflected in the Statutory Statement of
Operations, based on management’s assessment of collectability. The gross retrospective premium
represents 7.8% of premiums earned during 2011.

On April 10, 2012, Chartered filed a claim with the District’s Centracts Appeals Board in the amount
of $25.8 million for the 2010 — 2011 Contract for pharmacy losses incurred from August 1, 2010 -
April 30, 2012 under the Medicaid contract, foliowing denial of the claim by DHCF. Chartered had
requested that the District review the Contract’s pharmacy rates and make a rate adjustment for the
2010 — 2011 contract year, based on management’s assumption that current rates were actuarially
unsound. During 2012, Chartered has revised this calculation based on a limited scope examination
performed by the DISB. Chartered calculated the amount of retrospective premium by comparing
premiums earned under the corntract to total claims paid and certain additional expenses during the
period from August I, 2010 — April 30, 2012 based on data provided to Charted as part of the annual
rate setting process. Chartered’s claim with the District's Contracts Appeals Board is cumently being
revised as of the date of this report.

Amounts recorded represent menagement’s best estimate of the receivable after considering all
potential outcomes of this litigation under the District’s Contracts Appeals Board. Resolution of this
claim and ultimate collectability of the receivable recorded as of December 31, 2011, could
significantly differ from managemeni’s estimate,

In addition, Chartered has drafied and intends to submit a claim with the District in connection with
their contract with DHCF related to the Alliance program. Management is currently unable to
estimate the amount of retrospective premium due to Chartered under the Alljance contract and has
not recorded the impact of any potential recavery as of December 31, 2011,

(6) Risk-Based Capital

The National Association of Insurance Commissioners developed the Managed Care Organization
Risk-Based Capital Report and required all HMOs to complete the repart beginning with the year
ended December 31, 1998. Risk-based capital (RBC) was developed as & method of measuring the
minimum amount of capital appropriate for a managed care organization to support its overall
business operations in consideration of s size and risk profile. A company's RBC target is calculated
by applying certain factors to various asset, premivm and reserve items. Four action levels of RBC
have been defined to set industry standards for regulatory Intervention. The specific capital levels, in
declining order are as follows: 1) Company Action Level {CAL), 2) Regulatory Action Level (RAL),
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3) Authorized Control Level (ACL), and 4) Mandatory Control Level (MCL). Companies at the
Company Action Level must submit a comprehensive financial plan to the insurance commissioner
of the state of domicile. Companies at the Regulatory Action Level are subject to a mandatory
examination or analysis by the commissioner and possibly required corrective actions. At the
Authorized Control Level, a company is subject to, among other things, the commissioner placing it
under reguiatory control. At the Mandatory Control Level, the insurance commissioner is required to
place a company under regulatory control. All HMOCs licensed in the District of Columbia are subject
to the RBC provisions. Chartered’s RBC ratio was approximately 42% as of December 31, 2011,

In May 2012, Chartered submitted a comprehensive financial plan with the Department of Insurance,
Securities and Banking Regulation of the District of Columbia (the Department) outlining its plan for
attaining all of the required levels of RBC. Chartered failed to make satisfactory progress in
achieving the capital requirements to exit the MCL status and with the approval of Chartered’s Board
of Directors and its owner, on October 19, 2012 the Department placed Chartered into court
receivership.

Minimum Net Worth and Regulatory and Contractual Requirements

As required by the District of Columbia's Health Maintenance Organization Act of 1996 (the Act),
Chartered entered into a Health Maintenance Organization Custodial Agreement dated February 27,
1998. Chartered maintains a certificate of deposit of $317,000 which is included in certificates of
deposit, pledged on the statutory statements of admitted assets, liabilities, and capital and surplus at
December 31, 2011, for the sole benefit of Chartered's members in the event of Chartered's
insolvency. Under the laws of the Act, Chartered is also required to maintain a minimum net worth
equal to the greater of (1) $1,000,000; (2) the sum of all uncovered heelth care expenditures for the
latest three-month period ending December 31, March 31, June 30, or September 30; (3) 2% of its
annual revenues; or (4) a prescribed percentage of annual health care expenditures. According to the
Act a health maintenance organization shall not be required to maintain a net worth in excess of
$4,000,000. At December 31, 2011, Chartered's statutory net worth was 55,949,445, Chartered was
in compliance with its minimum statutory net worth reguirements,

Under the terms of its Medicaid contract with the DHCF, Chartered is also required to meet certain
financial requirements. As such, Chartered is required to maintgin a positive net worth, and
insolvency reserves or deposits that equal or exceed the minimum requirements established by the
Depariment as a condition for maintaining a certificate of authority to operate an HMQ in the District.
Chartered met or exceeded the minimum net worth, insolvency reserve, and deposit balance
requirements as of December 31,2011,
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(8) Commitments and Contingencies Management concluded that the pledged investments are an admitted asset under Statement of

Statutory Accounting Principle 91R, Accounting for Servicing of Financial Asseis and

Chartered is obligated under several non-cancelable leases for affice space, office equipment and
vehicles. Future amounts due under these Ieases are as follows:

2012 51,580,842
2013 1,251,284
2014 761,189
2015 258,878
2016 177,330

Total rent expense was 31,242,692 for the year ended December 31, 2011,

Litigation

Chartered is from time to time subject to claims end suits arising in the ordinary course of
business. In the apinion of management, the ultimate resolution of pending lega! proceedings will

not have a materigl effect on the statutory financial statements, except for litigation brought
against the DHCF by Chartered. See Note 3 for further information on this litigation.

(¢) Risk-Based Contract Dispute Settlement

In the third quarter of 2008, Chartered executed a co-guarantor agreement with its parent
company, DCHSI, wherein Chartered guarenteed a $13,333,567 long term Bank Loan Payable
(Loan). Chartered, DCHSI, and Cardinal Bank, an operating unit of Cardinal Financial
Corporation, (NASDAQ; CFNL) executed an agreement under which Chartered serves as a
co-guarantor on the loan and to coliateralize the loan with specific securities currently held by
Chartered.

The Loan originated from the seftlement and dispute resolution agreement for contractual
disputes with the Office of the Attorney General for the District of Columbia, which required
DCHST to pay $13,333,567. DCHSI financed the settlement payment through a $13,138,558 long
term Bank Loan Payable. Payments of interest only on the outstanding principal balance are due
monthly through November 12, 2012, thereafter payments of principle and interest will continue
monthly through November 10, 2018, based on a 25 year amortization schedule. Interest is
calculated at an annual fixed rate of 5.65% for the first five years, thereafter adjusting to a rate
equal to the Federal Home Loan Bank 5 year rate plus 1.50%, Chartered end the owner of DCHSI
are co-guarantors of the loan.

Pursuant to the Loan, Chartered is required to pledge investments in the amount of $13,333,567
as collateral for the Loan. In the event that DCHSI defaults on or is not able to meet its
obligations under the provisions of the Loan, the owner of DCHSI has executed an
Indemnification Agreement to irrevocebly and unconditionally hold Chartered harmless and
indemnify Chartered for any monies that Chartered is or may be obligated to pay under the
guaranty agreement and pledge and security egreement, including but not limited to any
liquidation of the piedged collateral.

15

(a) Leases Extinguishment of Liabilities (SSAP No. 91R), paragraph No. 14, Secured Borrowings and

Collateral, and Interpretation 01-31, Assers Pledged as Collateral (INT-01-31). Management
communicated with the Department of Insurance, Securities and Banking of the District of
Celumbia which determined that the pledged investments, referred to above, should be classified
as admitted assets. Accordingly, $13,953,879 of pledged investments is included as certificates
of deposit, pledged in the accompanying statements of admitted assets, liabilities and capital and
surplus at December 31, 2011,

Effective April 12, 2012, Cardinal Bank, executed 2 Modification Agreement to a certam
“Pledge, Assignment and Security Agreement” dated October 10, 2008. The Modification
Agreement is berween D.C. Healthcere Systems, Inc., Jeffrey E. Thompson and D.C. Chartersd
Health Plan, Inc., wherein on the effective date, the Lender, Cardinal Bank, “releases and
discharges D.C. Chartered Health from its obligation under the Guaranty”,

The Modification Agresment releases Chartersd as a guarantor on & loan between Cardinal Bank
and the parent holding company DCHSI. This issue relates directly to new accounting guidance
that requires a reporting entity to book a liability for any guarantees made on behzlf of a parent
entity. As this release was granted prior to the filing of the Statutory Statement it is treated as a
Type [ Subsequent Event and no liability was reported on Chartered’s Statutory Statement in
accordence with SSAP No, 9 — Subsequent Events. The Modification Agreement did not affect
assets Chartered has pledged related to DCHSI’s loan.

Contingent Contributions

In addition to the Settlement Agreement, DCHSI, Chartered, and the owner of DCHSI entered
into a Letter Apgreement (Agreement) with the District that requires DCHSI, Chartered, and the
owner of DCHSI to make contributions te the District of Calumbia Department of Health's
Immunization Program and several other not-for-profit organizations, including the District of
Columbia Public Education Fund, of approximately $1,050,000 each year for a period of five
years beginning January 1, 2009. Under the Agreement, these contributions will be made subject
to the following conditions being met; (1) the funds received by the various crganizations from
the previous year were used for the purpeses outlined in the Agreement, (2} the submission of a
report that demanstrates that the funds were expended in compliance with the Agreement, and (3)
Chartered and DCHSI are able to maintain "normal operations" during that year. Therefore, if the
District fails to use the funds provided as required, the District is unable to account for related
expenditures, or either Chartered or DCHSI suffer adverse financial circumstances, the
commitments become vold or are subject to renegotiation. Management believes that there is
more than a remote lkelihood that the above mentioned conditions were not be met as of
December 31, 2011, and accordingly has not accrued a liability. Chartered will record the
expense in the perod in which the payments are made. Chartered did not record any
contributions expense for the year ended December 31, 2011,
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fe) Emplopyment Contracts
Chartered has entered into employment agreements with its key executives, establishing
minimum compensation levels, performance requirements, severance and certain other benefits.
Reinsurance Coverage

Chartered s financizlly responsible for the cost of each enrollze's medical services. Annual inpatient
hospital services per enrollee were reinsured by  third-party insurance carrier as follows:

Effective dates Limits of coverage
October 1, 2010 through September 30,2011 $300,000 plus 50% of paid services in excess of the $300,000
deductible amount
October 1, 2011 through September 30, 2012 $300,000 plus 50% of paid services in excess of the $300,000
deductible amount

The insurance compeny provides coverage above these dsductible amounts. The maximum
reimbursement per enrollee is limited to $1,000,000 and $2,000,000, in the ageregats, for contract
years ending September 30, 2011 and 2012, respectively.

For the year ended December 31, 2011, Chartered incurred reinsurance premium expenss of
$1,359,379, which is included as a reduction to premium revenue in the accompanying statutery
statement of operations. For the year ended December 31, 2011, Chartered had reinsurance
recoveries of $702,156, which are included as a reduction to health care costs in the accompanying
statutory statements of operations.

Federal Income Taxes

The components of the net deferred tax asset in the accompanying statutory statement of admitted
assets, liabilities and capital and surplus at December 31, 2011 are as follows:

2011
— Ordinary  __ Capital ____Total _
Gross deferred tax assets 3 6,695,441 k] - 3 6,695,441
Statutory valuation eliowance adjustment §5.695.441 - 6.695.441
Adjusted gross deferred tax assets - - -
Gross deferred tax ligbility - - -
Net deferred tax assets - - -
Nonadmitted deferred tax assets - - -
Net admitred adjusted deferred Lax assets § - $, - $, =
Increase (decrease) in nonadmitted
deferred tax assets k3 - 3 = § -
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The components of the admissibility calculation, by tax chamacter, as of December 31, 2011 are as follows:

2011
Ordinary Capital Total

SSAP No. 10R, paragraph 10.a. 3 - 5 - 3 -
SSAP No. 10R, paragraph 1¢.b - Co- -
The lesser of SSAP No. 10R, paragraph

10.b.i. and 10.b.11.:

SSAP No. 10R, paragraph 10.b.1. - - .

SSAP No. 10R, paragraph 10.b.ii. - B -
SSAP No. 10R, paragraph 10.c, - - -
SSAP No. 10R, paragraph 10.e. 5 - 5 - § -

SSAP No. 10R, paragraph 10.e.ii. - - -
The legser of SSAP No. 10R, paragraph

10.e.fi.a. and 10.e.di.b:

SSAF No. 10R, paragraph 10.e.ii.a. - - -

SSAP No. 10R, paragraph 10.e.ii.b. - - -
SSAP No. 10R, paragraph 10.e.ii. - - -

Used in SSAP No. 10R, paragraph 10.d. 2011
Total adjusted capital § 5.949.445

Autherized control level . -

The components of Chartered’s provision for federal income taxes for the year ended December
31, 2011 are as follows:

Current year income tax 3 -
Tax on cepitel gains -
Prior year tax over accrual -
Federnl income tax provision 5 =

The tax effects of temporary differences that give rise to significant portions of the deferred tax
assets and liabilities at December 31, 201 1are es follows:

2011
Ordinary Capital

Deferred tax assets:

Discounting of unpaid losses § 287,026 § -

Unearned premium reserve - -

Depreciation 828,892 -

[nvestments - -

Accrued expenses 91,697 -

Nonadmitted assets 2,121,899 -
18
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Net operating loss carryforward 1,764,126 -
Charitable contributions 210,939 -
Tax credit carryforward -
Other 1.390.862 -

Subtotal 6,695,441 -
Nonadmirtted 6.695.441 -
Admitted deferred tax assets kS - ) -

Deferred tax liability:
Investments 3 - 3 -
Depreciation - -
Deferred and uncollected premium - -
Unreatized gains - -
Deferred tax lability - -
Net admitted deferred tax assets B = $ -

The change in net deferred income taxes as reported in the accompanying statements of changes in

palicyholders® surplus for the year ended December 31, 2011 are as follows:

2011
Ordipary Capital
Total deferred tax assets £ 6,695,441 3 -
Total deferred tax ligbilities - -
Net deferred tax asset 6695441 3§ -

The provision for federal income taxes incurred is different from that which would be obtained
by applying the statutory federal income tax rate to income before income taxes. The significant
itemns causing this difference are as follows:

Tax Effect Effective Tax

Amount at 35% Rate

Income before taxes $(9,354,215) '$(3,273,976) 35.00%
DRD deduction and tax-exempt interest, net - - 0.00%
Penalties 1,581 553 «0.01%
Prior year under accrual 265,442 92,906 «.99%
Change in nonadmitted assets (577,930) (202,276) 2.16%
Meals and entertainment 19,814 6,935 -0.07%
Other 640 224 0.00%
Change in Valuation Allowance - 6,665.44] -36.09%

Total 5.(0.644.668) 3§ 37319.807 __0.00%

At December 31, 2011, Chariered had approximately $5,000,000 of net cperating losis
carryforwards. The following income tax expense for 2011 would be available far recoupment in
the event of future net losses:

2011 b n

Chartered is included in a consolidated federal income tax return with its parent company, D.C.
Healthcare Systems, Inc, for the fiscal tax years through April 30, 2010. Chartered has a written
agreement, approved by Chartered’s Board of Directors, which sets forth the manner in which the
total combined federal income tax is allocated to each entity that is a party to the consolidation.

(11) Health Care Costs Payable
A summary of the activity for health care costs payable is as follows:
Balance at January 1, 2011 § 31,432,008
Plus incurred related to:
Current year 341,924,875
Prior years 4,671,525
Total incurred 346,596,400
Less paid related to:
Current year 301,351,842
Prior years 33,676,656
Total paid 335.028.498
Balance at December 31, 2011 § 43,000,000

(12)

Chartered uses actuarial techniques based on historicel experience to estimate incurred claims.
Amounts incurred related to prior years may vary from previously estimated liabilities as the claims
are ultimately settled at amounts different than initially estimated, Liabilities at any year-end are
continually reviewed and re-estimated as information regarding actual claims payments becomes
known. This information is compared to the originally established year-end liability. Positive
amounts reported for incurred related to prior years result from claims being settied for amounts
greater than originally estimated. This experience is primarily attributable to actual medicat cost
experience being less favarable than that assumed at the time the lability was established. Chartered
incurred other health care costs, which primarily consisted of capitation payments to providers of
health care services for Chartered's members of $13,536,204 for the year ended December 31, 2011,

Professional Liability Insurance

During 2011, Chartered maintained a healthcare general liability insurance policy, which is written
on a claims-made basis. The coverage limits for this policy are $1 million per occurrence and $3
million aggregate. Similarly, Chartered maintained a managed care liability insurance policy, which
is also written on a claims~-made basis. During 2011, the coverage limits were §1 million per claim
and $3 million aggregate. Coverage limits were increased during 2012 to 86 million per claim and $8
million aggrégate. These policies remained in full foree and effect during 2011 and have been
renewed through March 2013,

Chartered also has purchased an umbrella lability insurance policy that provides an additional
coverage limit of $5 million per loss event. This policy has been renewed through March 2013.
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(13)

(14)

(15

{16

an

In management’s opinion, there are no pending or anticipated claims ageinst Chartered for activities
covered by the above-described liability insurance policies, which would have 2 material effect on
the results of operations, cash flows, or financial position of Chartered.

Related-Party Transactions

Chartered has entered into various services arrangements with certain related parties, including
DCHSI and CFHC. Chartered has not been able to fully substantiate certain related party
transactions. Chartered has evaluated known related party receivables for collectability and has
determined them to be uncoliectible as of December 31, 2011. At December 31, 2011, Chartered
recognized a bad debt expense of 83,855,522 related to related party balances which is reflected on
the statutory statement of operations.

Delined Contribution 401(k) Plan

Chartered sponsors a 401(k) plan (the Plan) for its employees. Employees are eligible to participate in
the Plan if they are at least 21 years of age and have worked 90 days or longer at Chartered.
Employees may contribute between 1% and 12% of eligible salary on a pre-tax basis. Chartered
makes a discretionary matching contribution to the Plan of 12% of each employee’s contribution
amount, Chartered contributed $41,827 to the Plan for the year ended December 31, 2011.

Other Income

Chartered included In other income $7,500,000 related to a September 9, 2011 signed order of
judgment from the District of Columbia Contracts Appeals Board, The settlement was related to a
dispute over rates paid to Chartered for dentel capitation. Chartered recorded $1,460,582 of other
expense related to a permanent impairment of goodwill that was non-admitted in prior perieds.
Additionally, Chartered had miscellaneous income of $303,780 during 2011.

Fair Valoe of Financial Instruments

Chartered’s financial assets and liabifities carried at fair value have been classified, for disclosure
purposes, based on a hierarchy defined by accounting standards prescribed or permitted by the DISB.
The hierarchy gives the highest ranking to fair values determined using unadjusted quoted prices in
active markets for identical assets and Habilities {Level 1), quoted prices from those willing to trade
in markets that are not active, or other inputs that are observable or can be corroborated by market
data for the term of the investment (Level 2}, and the lowest ranking to fair values determined by
using methodologies and modets with unobservable inputs (Level 3). Classification is based on the
lowest level input that is significant to its measurement. Assets and liabilities recorded at fair value in
the statutory statements of admiltted assets, liabilities, capital and surplus are categorized based upon
the level of judgment associated with the inputs used to measure their fair value. At December 31,
2011, Chartered’s bonds of 15,025,957 consisted entirely of Level 2 assets.

Dividends Paid

There were ne dividends approved or paid during the year ended December 31, 2011,

2]

D.C. CHARTERED HEALTH PLAN, INC., in Receivership
(A Wholly Owned Subsidiary of D.C. Healthcare $ystems, Inc.)

Statutory Financial Statements - Continued
December 31, 2011
{See Independent Auditors' Report]

(s)

(19)

Concentrations

Chartered earns 100% of its premium revenue under contracts with the District. The current contract
expires on April 30, 2013 and Chartered has chosen not to submit a bid for the subsequent contract.

Chartered is limited in both insureds and medical care providers to those within the geographic
boundaries of the District of Colunbia with limited exceptions.

Subsegunent Events

Management has evaluated subsequent events through January 9, 2013, which is the date that these
statutory financial statements were issued.

Type [ - Recognized Subsequent Events

Effective April 12, 2012, Cardinal Bank, executed a Modification Agresment 1o a certain
“Pledge, Assignment and Security Agreement dated October 10, 2008. The Modification
Agreement is between D.C. Healthcare Systems, Inc., Jeffrey E. Thompson and D.C.
Chartered Health Plan, Inc., wherein on the effective date, the Lender, Cardinal Bank,
“releases and discharges D.C. Chartered Health from its obligation under the Guaranty™.

The Modification Agresment releases Chartered as a guarantor on a loan between Cardinal
Bank and the parent holding company DCHSI. This issue relates directly to new accounting
guidance that requires a reperting entity to book a liability for any guarantees made on behalf
of a parent entity. As this release was granted prior to the filing of the Statutory Statement it is
treated 25 a Type [ Subsequent Event and no liability was reported on Chartered’s Statutory
Statement in accordance with 8SAP No. 9 — Subsequent Events.

Type Il - Nonrecognized Subsequent Events

The foliowing subsequent events have occurred:
+ The Chairman of the Board stepped down in April 2012,

= KPMGQG (the prior auditors) notified Chartered in April 2012 that they were resigning as
Chartered’s external auditors.

+  The Audit Committee and Board of Directors approved Brown Smith Wallace, LLC as
Chartered’s new audit firm for the year ended December 31, 2011,

s 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 Directers and authorized by its owner.

« 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 recelved.

+  Chartered has entered into a non-binding Letter of Intent on December 1, 2012, for the
sale of certain assets with a third-party.
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D.C. CHARTERED HEALTH PLAN, INC., in Receivership
(A Wholly Owned Subsidiary ot D.C. Healthcare Systems, Inc.)

Statutory Financial Statements - Continued
December 31, 2011
(See Independent Auditors' Report]

s On December 4, 2012, MedStar Health provided notice of contract terminations on
behalf of  Washington Hespital Center Corporation (WHC) and
MedStar—Georgetown Medical Center, Inc. (GUH) effective January 4, 2013.
Subsequently, MedS3tar filed 2 motion in the Superor 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.

{20) Reconciliation of Amounts Reported in the Annual Statement aud Statutory Financial
Statements

The below schedule summarizes the differences between Chartered’s 2011 annual statement and the
statutory financial statements presented herein,

Annual Financial

statement Dilference st 1
Assets:
Total Admitted Assets 347,658,334 £10,186,437 $57,844,791
Liabilities and Capitai and Surplus:
Total Current Liabilities $46,216,394 $5,678,952 $51,895,346
Total Capital and Surphus 31,441,940 $4,507,505 35,949,445
Net Loss:
Total Underwriting Income $355,498.611 §28,244,567 $383,743,178
Total Underwriting Expenses 378,642,292 7,213,913 385,856,205
Net investment income 432338 (161,202) 271,136
Net loss on premium balences charged off (1,027,504) (8,972,496) (10,000,000)
Other expensefincome 7,815,547 5,327,871 2,487,676
Federal income tax expense (960,716) 960,716 -
Net loss 5(14,962,584) $5,608,369 $(9,354,215)
Cash Flows:
Net cash used in operating activities $(9,804,717)  3(1,090,552} $(8,714,165)
Net cash used in investing activities (972,248) (1,875,639) (2,847.887)
Net cash provided by financing activilles 926,833 (1,194,745) {267,912)
Cash and cash equivalents, end of year 318,955,149 3(3,979,831) 516,975 318
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D.C. CHARTERED HEALTH PLAN, INC., in Receivership
{A Wholly Owned Subsidiary of D.C. Hedlthcare Systems, Inc.)

Summary Investment Schedule
Year ended December 31, 2011
(See Independent Audiiors' Report on Supplemental Information)

Admitted assets as reported in
the statntory finaneial statements

Investment holdings Amount Percentage
Cash and cash equivalents:
Cash and money market funds 5 16,975,318 53.0%
Bonds:
Certificates of deposit ’ 15,025,957 47.0%
Total invested assets § 32,001,275 100.0%

See accompanying independent auditors’ report.
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Summary Investment Schedule - Continued
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{See Independent Auditors' Report on Suppiemental Informaticon)

(1)
@

@

“)
) -(11)

(12)
(13)
(14
(15)
{16)-(tT)
(18)-(19)
(20)

@1
(22)
(23)

Total admitted assets: 3 57,844,791
10 largest expasures to a single issuet/borrower/investment:
Total admitted
Investment category Amount assets
Cardinal Bank 5 9,591,714 16.58%
Premier Bank & 430,000 0.83
Aurora Bank FSBLEH $ 250,000 043
First Bank of Puerto Rico FBP 3§ 250,000 0.43
First Bank of Puerto Rico CEN § 250,000 0.43
Alliance Bernstein § 250,000 043
State Bank of India $ 250,000 0.43
Communit National Bank of Waterloo, [A $ 250,000 0.43
Tristate Capital Bank $ 250,000 043
Bank of China 3§ 250,000 0.43
Total admitted assets held in bonds and preferred stocks by NAIC rating:
Bonds Amounnt Percentage  Stocks Amount Percentage
NAIC-1 $ 15025957 26.0% P/RP-1 None
NAIC-2 P/RP-2
NAIC-3 P/RP-3
NAIC4 P/RP-4
NAIC-5 P/RP-5
NAIC-§ P/RP-6

There were no admitted assets held in foreign investments and unhedged foreipn currency exposure.
There were no admitted assets held in Canadian investments, no unhedged Canadian currency
exposure, noy any Canadian-currency-dencminated investments, which support Canadian-denominated
insurance Jiabilities.

There were no admitted assets held in investments with contractual sales resirictions.

There were no edmitted assets held in equity interests,

There were no privately placed equities,

There were no admitted assets held in general partnership interests.

Thete were 1o admitted assets held in mortgage Joans.

There were no assets held in real estate.

There were no admitted assets subject 1o securities lending, repurchase, revetse repurchase, dollar
repurchase, ar dollar reverse repurchase agreements.

There were no warrants.

There was no potential exposure for collars, swaps, and forwards.

There was no potential exposure for future contracts.

See accompanying independent auditors’ report.

25

EXHIBIT 4



Receiver’s Status Report on Chartered Health Plan Ine.

Dec. 3,2012

Chartered’s receiver is negotiating a transaction with health-insurer AmeriHealth Mercy
headquartered in Philadelphia and has entered into a letter of intent which has the potential to best
achieve value for Chartered and to best serve its members and providers and the District.
Amerihealth has filed a proposal today to service the District’s Medicaid and Allied clients.

Here are some questions and answers from the receiver on Chartered’s status:

Is the independent andit of Chartered’s 2011 annual statement which was due November 30
completed?

Unfertunately, no. Chartered requested an extension of time to December 20 for the outside
auditors to complete their work on the 2011 financial statement.

Chartered has been working diligently to provide the auditors with the necessary information and
the auditers are performing appropriate tests of that data and reviewing the company’s schedules
apd comments.

This process has teken more time than anticipated but it should be completed soon, and the audited
statement will be made public when it is filed with the Department of Insurance, Securities and
Banking.

Can Chartered pay its claims and perform on its current contract with the District?

Yes, Chartered is paying provider claims and continues to meet its obligations under its Medicaid
contract with the District. That agreement runs to April 30, 2013. The Rehabilitator continues to
seek a way forward that achieves the best value and utilization of Chartered’s assets and which ¢can
help provide the best results for its members, providers and the District. We will teke a plan to the
Court with details of how this would be done when definitive terms for a plan are finalized.

Did Chartered file a response to the RFP for a new five year Medicaid contract?

No. Chartered entered a letter of intent with AmeriHealth Mercy regarding a potential transaction
and AmeriHealth Mercy responded 1o the RFP.

How did Chartered determire not to bid on the RFP?

The Rehabilitator engaged an investment banking firm to conduct 2 process seeking a strategic
partner with sufficient financial and operational resources to serve the Distriet’s Medicaid enroliees
and their medical providers. Ina very compressed timeframe, Chartered and its advisors are
seeking a way forward that can realize value for Chartered’s assets and best provide mode! services
and improved health outcomes for District enrallees. We are negotiating a transaction with
AmeriHeaith Mercy to accomplish both of those goals.

Is there any agreement with the holding company or the holding company's stockbolder?

There are no agreements with the holding company or its shareholder regarding any potential

transaction or proceeds from such a transaction.

For more information, contact Michael Flagg at the Department of Insurance, Securities and

Banking: Michael.flag

dc.gav, 202 442-7756.
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Chairwoman Alexander, Chairman Catania, council members and staff:

Thank you for the opportunity to appear and talk to you about the
Department of Insurance, Securities and Banking’s (DISB) actions last week
regarding D.C. Chartered Health Plan Inc.

Last Friday afternoon the Superior Court of the District of Columbia entered
an order putting Chartered into receivership and appointed me to take control of
the company and, if possible, strengthen its finances through a sale or otherwise.

Finding a qualified buyer and completing a purchase agreement within the
timeline to allow Chartered to effectively compete for a new contract will be
challenging, but we are going to do our best.

Working closely with DHCF, our primary goal throughout this process was
to ensure the company’s 110,000 Medicaid and D.C. Alliance enrollees — some of
our city’s most vulnerable citizens — continue to get health care and that their
providers continue to be paid.

That remains our goal now that the company is in receivership. Chartered’s
Board and the sole shareholder of its parent company, D.C. Healthcare Systems
Inc., unanimously consented to receivership and the legal process went smoothly.
The company continues to pay hospitals, doctors and other service-providers

without interruption. And more importantly, the city’s Medicaid and D.C. Alliance



enrollees will continue to receive health care. I am overseeing the company with
help from a deputy rehabilitator and the company’s management.

This is a prime example of how good, firm, sensible regulation works. Let
me explain how it went and what exactly we did in supervising the company over
the last two years.

In its annual financial statements for 2009, the capital levels reported by the
company had reached a level of concern to my department. We increased our
financial oversight of the company accordingly. In 2010, Chartered again filed an
annual financial statement that showed its capital at a level that concerned us. At
the company’s request, my department granted Chartered an extension to file its
2011 statement, normally due March 1, 2012. In April, the company reported a
$15 million loss for 2011. That weakened the company’s finances to the point that
I was worried about whether it had sufficient capital to keep operating.

My staff and I started consulting even more closely and often with the board
of directors and management to help Chartered improve its financial strength so it
could keep providing services to the city’s Medicaid and D.C. Alliance enrollees.

Not only were we extremely worried about continuing to provide care to
110,000 Medicaid and D.C. Alliance enrollees; we were also trying to keep the

more than 160 Chartered employees in the District from losing their jobs.



We also knew the District was trying to increase the number of competitors
in the city’s Medicaid market to lower prices and increase quality. There are only
three managed-care companies with city Medicaid contracts right now, the others
are smaller than Chartered. And one, MedStar Family Choice, only got a contract
this summer. Federal rules require state governments have at least two Medicaid
contractors.

Meanwhile problems at Chartered persisted through the summer and into the
fall. There were three big ones:

e First, the owner’s legal problems hurt the company’s ability to keep its
Medicaid contract, its only business and sole source of revenue.

e Second, the company’s original auditors, KPMG, resigned in May and the
company had to hire a new auditor, Brown Smith Wallace. In fact, the audit
still continues. We hope a final audit will be available soon.

e Third, several interested buyers couldn’t reach a deal with the company that

would have infused capital and addressed its financial problems.

There are several significant issues with the audit that are still unresolved,
including one the auditors may not be able to resolve; and because of some
potential irregularities, it remains unclear how much surplus the auditors will find.
I wish I could be more specific, but I can’t until the auditor ties up all the loose
ends and we have a completely accurate version of the company’s books and how

they got into this shape.



Recently it became clear from our careful half-year of intensive supervision
that the department would have to step in and assume a larger role to ensure health
care for Medicaid and Alliance enrollees would continue. I then decided on a
rehabilitation of the company under receivership. That means I control the
company and have final say over its actions, including supervising the
identification and selecting a potential buyer.

A week ago Tuesday, DHCF Director Wayne Turnage and I and our staffs
met with Chartered’s board and laid out what we proposed to do and how it would
benefit everyone if the company did not contest our petition for receivership. As I
mentioned, Chartered’s board agreed, as did the sole shareholder of Chartered’s
parent company, Mr. Jeff Thompson, who is no longer in Chartered management
after resigning as chairman of the board this spring. We are working closely with
the remaining managers, including Maynard G. McAlpin, president and CEO.

At this point we think a sale and change of ownership, if feasible, is the best
and safest outcome for everyone. Several interested buyers have approached the
company, some of them reported in the local press. I’'m not prepared now to say
that a sale will occur, who will buy the company or when, because I simply don’t
know. But I do believe that Chartered is a far more attractive prospect in
rehabilitation as it now has a far better chance to get its all-important city Medicaid

contract renewed.



I hope you’ll bear with me as the auditors finish their report and we get this
company into shape to be sold while keeping our Medicaid system — so important
to the city’s Medicaid and Alliance participants — working without interruption.

Let’s be clear: At no time did these possible financial irregularities found by
the ongoing audit affect the quality of care or payment to providers. To our
knowledge, patients are being seen and medical providers are being paid.
Chartered will pay all the costs of the receivership, as is typical with a
rehabilitation.

I have hired Daniel L. Watkins, an experienced insurance executive, as
special deputy rehabilitator and retained the law firm of Faegre Baker Daniels as
counsel. The company will continue to operate as a private company — it will
never become a city agency or otherwise change its status as a private corporation.

Several members of the Council have already asked where to direct people
interested in purchasing part or all of Chartered. Mr. Watkins, as special deputy
rehabilitator, will identify and evaluate potential buyers, and I ask that you direct
them to him so he can conduct an orderly, fair, and open process of evaluating the
many, well capitalized, experienced companies and people who appear to see value
in Chartered as an ongoing concern.

Of course, Mr. Watkins’ chief concern is identifying the best suitor to assure

minimum disruption for the City’s Medicaid and Alliance participants and to



protect the jobs of the more than 160 Chartered employees who work hard every
day to provide the best possible care and service to the most vulnerable of District
residents.

The best outcome here is that the enrollees continue to get their health care,
the providers continue to be paid and Chartered be sold to become strong
financially again and remain a private company so we can have vibrant

competition in the Medicaid market.
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December 17, 2012

VIA ELECTRONIC FILING

District of Columbia Contract Appeals Board
One Judiciary Square

441 4th Street NW, Suite 350 North
Washington, DC 20001

RE: Protest of DC Healthcare Systems, Inc.
Under Request for Proposals No. DHCF-2013-R-0003

Dear Sir/Madam:

DC Healthcare Systems, Inc. (“the Company” or “Protestor”), through the undersigned counsel,
respectfully submits this protest against the award of a contract to provide managed care under the
District of Columbia Medicaid program. The Company’s mailing address is 1920 N Street, NW,
Suite 800, Washington, D.C. 20036. The telephone number of the Company is (202) 667-4366.
The Company asks that all facsimiles be sent to Brown Rudnick LLP at (617) 289-0773. We are
special counsel to the Company and will be representing the Company in this protest. Our contact
information is contained on the letterhead above. Please direct all communications regarding this
protest to our attention.

The identity of the contracting agency that issued the solicitation is the Office of Contracting and
Procurement (“OCP”), on behalf of the Department of Health Care Finance (“DHCF”). The
Solicitation is designated as number DHCF-2013-R-0003 and the copy we possess is undated
(henceforth referred to as “Solicitation” or “RFP”). We have been told that initial proposals were
due on December 3, 2012. As far as we know, no contract has been awarded.

The factual and legal grounds for the protest are as follows:

STATEMENT OF FACTS

Sometime in the fall of 2012, OCP, on behalf of DHCF, (henceforth referred to as the “District”)
issued a Request for Proposals (“RFP”) to Managed Care Organizations “to join the District’s
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current Managed Care program in providing healthcare services to its Medicaid eligible population
enrolled in the District of Columbia Healthy Families Program (the “DCHFP”) and to its DC Health
Care Alliance (i.e., the “Alliance” program) from the date of award through April 30, 2018.”" The
RFP contemplated an award of up to award three (3)? contracts to top qualified offerors to provide
healthcare services in its Medicaid eligible population enrolled in DCHFP and Alliance.

DC Chartered Health Plan, Inc. (“Chartered”) is an incumbent contractor currently performing such
work. Chartered is a wholly-owned subsidiary of DC Health Care Systems, Inc. (i.e., “the
Company”). Chartered is currently being supervised by an appointed “Rehabilitator” pursuant to
D.C. Code § 31-1311 (2001 ed.) and an Emergency Consent Order of Rehabilitation issued by the
District of Columbia Superior Court. The Commissioner of the District of Columbia Department of
Insurance, Securities and Banking (“DISB”) designated the Rehabilitator who is the agent of the
District. DC Code § 31-1312(c) empowers the Rehabilitator to “take such action as deemed
necessary or appropriate to reform and revitalize the insurer.” By law and agreement, the
Rehabilitator is supposed to be working to reform and revitalize Chartered.

The protest here arises from the actions of the Rehabilitator and two other potential offerors under
the Solicitation, as well as the failure of the District to take appropriate corrective action when
notified of the ethical conflicts and the interlocking and collusive relationships of the offerors, the
Rehabilitator, and the Rehabilitator’s legal counsel.

On or about June 5, 2012, reserving all its rights,3 the Company and its subsidiary, Chartered, wrote
the District and noted two important ethical matters relating to the actions of the District and the
Rehabilitator:

The first conflict involves Daniel L. Watkins, the lawyer who DISB has
recently hired, at Chartered’s expense, to assist DISB with its examination
and analysis of Chartered. Specifically, although it was not disclosed to us by
DISB (or by Mr. Daniel Watkins), we have learned that Daniel Watkins’
brother, Robert Watkins, was the Chief Operating Officer of Chartered from
December of 2007 to September of 2011. Mr. Robert Watkins only left
Chartered last September, 2011. Moreover, Robert Watkins was actively
involved in rate-setting, contract negotiations (including the 2010-2011 rates),
and pharmacy management while he was Chartered’s COO. As you are
aware, several of these practices and decisions are being reviewed by DISB
and Mr. Watkins as part of the current examination of Chartered.

' RFP§B.1.

2 Id. However, § C.1.1 states that the District is seeking four (4) Managed Care Organizations.

®  Which it did in almost every single communication on this subject.
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Second, we have recently learned that Faegre Baker Daniels, LLP, the
second consultant DISB has retained, at Chartered’s expense, to examine
and analyze Chartered in this matter currently represents United Health Care,
a direct competitor of Chartered that has expressed interest in acquiring
Chartered and would gain a significant advantage should Chartered no longer
be able to continue to service the D.C. market. This actual or potential
conflict also was not disclosed to Chartered before (or after) DISB retained
Faegre Baker Daniels, LLP in this matter.

The retention by DISB of Mr. Daniel Watkins and Faegre Baker Daniels, LLP
to examine and analyze Chartered in this matter concerning Chartered’s
business raise actual or potential conflict of interest and potential bias issues
that we believe should have been disclosed to, and discussed with,
Chartered before Chartered agreed to Mr. Watkins’ or Faegre Baker Daniels,
LLP’s retention by DISB in this matter. Indeed, D.C. Code § 31-1405[,]
Conflict of interest, specifically provides that "No examiner may be appointed
by the Mayor if the examiner, either directly or indirectly, has a conflict of
interest or is affiliated with the management of or owns a pecuniary interest in
any person subject to examination under this chapter." Furthermore, as a
lawyer, Mr. Watkins has his own obligation to analyze and disclose his actual
or potential conflicts of interest pursuant to D.C. Rules of Professional
Conduct Rule 1.7.

The District replied on June 9, 2012, in pertinent part as follows:

Mr. Watkins --- Prior to formally engaging Mr. Watkins and initiating the
mandatory conflicts-check procedures imposed by the OAG for retaining
outside counsel, Mr. Watkins voluntarily disclosed the fact that his brother
had been employed by Chartered as recently as six-months ago. In
response to questions posed by DISB lawyers, Mr. Watkins assured us that
his brother was no longer affiliated with the company.

In further vetting Mr. Watkins with the OAG Ethics Officer, we disclosed this
fact and explained that his work regarding the examination of Chartered’s
RBC Plan would involve the review of proposed corrective actions that would
be prospective in nature. We also made clear that if an occasion arose
where the work performed by his brother was called into question, we would
direct Mr. Watkins to recuse himself. To this end, the OAG Ethics Officer
informed us that the Commissioner’'s engagement of Mr. Watkins would not
pose a conflict.
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Faegre Baker Daniels (FBD) --- In vetting the FBD proposed engagement
with the Department, the mandatory conflicts-check procedures required
prospective outside counsels to disclose those clients which may have
interests adverse to the District. In this regard, FBD, particularly in light of
what they have now shared with us, were under no obligation to disclose their
firm’s representation of United Health Care (“UHC”). Consequently, the
Department does not believe that the Commissioner’'s engagement of FBD
poses either an actual or potential conflict.

Please note however, as it relates to both outside firms, each firm has an on-
going duty to disclose any matters for new or existing clients whose interests
may be adverse to the District. Further, and in light of the concerns you have
expressed, we have also asked that they disclose any matters that could
pose a potential conflict. Going forward, if and when any such disclosures
are made to the Department by either firm, | will personally, where and when
appropriate, be sure to share such information with Chartered.*

The Company was not satisfied with the District’s response and, on June 13, 2012, the Company
and Chartered wrote to the District as follows:

First, with respect to the family conflict regarding Mr. Daniel L. Watkins, the
lawyer who DISB hired to examine and analyze Chartered, you merely
responded that Mr. Daniel Watkins “voluntarily disclosed the fact that his
brother had been employed by Chartered as recently as six-months ago.”
You further stated that DISB disclosed this fact to the OAG Ethics Officer
before he was retained by DISB. Your response failed, however, to explain
why DISB decided not to disclose this conflict to Chartered before retaining
Mr. Watkins as specifically requested in my June 5th email. Although you
stated that the OAG Ethics Officer believed that fact that Mr. Watkins’ brother
recently was Chartered’s former COO would not pose a conflict, this
presumably was based upon the representation to OAG repeated in your
email response that Mr. Watkins’ review would involve “proposed corrective
actions that would be prospective in nature.” You fail to mention, however,
that part of Mr. Watkins’ review necessarily would involve the reasons for
Chartered’s Corrective Action Plan, reasons which directly involved the
decisions made by Mr. Daniel Watkins’ brother, Robert Watkins, who recently
was actively involved in rate-setting, contract negotiations (including the
2010-2011 rates) and pharmacy management for Chartered. Unless you are

*  Email from Thomas M. Glassic (DC Department of Insurance, Securities and Banking) to A. Scott Bolden

dated June 9, 2012.



DC Contract Appeals Board
December 17, 2012
Page 5

conceding and are willing to confirm in writing that Mr. Daniel Watkins
absolutely will not review, evaluate or opine, in any way, on any of
Chartered’s past history or past decision-making, as part of his examination
and analysis in this matter, then DISB must direct Mr. Watkins to recuse
himself immediately as you suggest.

Chartered continues to believe that DISB’s retention of Mr. Watkins should
have been disclosed to, and discussed with, Chartered before Chartered
agreed to his retention by DISB in this matter. Your June 9th response does
not change our strong belief that DISB’s retention of Mr. Watkins violates
D.C. Code § 31-1405. To more completely evaluate your position, however,
we ask that DISB provide us promptly with a copy or inspection of the OAG’s
conflicts evaluation file of Mr. Watkins which you have represented was
conducted prior to DISB’s retention of Mr. Watkins.

Second, with respect to the conflict of interest relating DISB’s retention of
Faegre Baker Daniels, LLP ("Faegre") to examine and analyze Chartered in
this matter while also currently representing United Health Care, you
responded that: i) DISB required Faegre "to disclose those clients which may
have interests adverse to the District" and ii) DISB concluded that Faegre
was "under no obligation to disclose their firm’s representation of United
Health Care." This is an incomplete and unacceptable conflicts analysis.
Before retaining Faegre to examine Chartered in this matter, DISB was
required, but apparently failed, to determine whether Faegre may have
interests adverse to Chartered--not only to the District. D.C. Code § 31-1405
specifically provides that "No examiner may be appointed by the Mayor if the
examiner, either directly or indirectly, has a conflict of interest or is affiliated
with the management of or owns a pecuniary interest in any person subject to
examination under this chapter." D.C. Code § 31-1405 is not limited only to
conflicts of interest with the District as you suggest in your response. Rather,
pursuant to § 31-1405’s Conflict of Interest provision, DISB was required to
ensure that the consultants it retained to examine Chartered were free from
direct or indirect conflicts of interest with Chartered--the entity which is
"subject to examination." As | explained in my June 5th email, Faegre’s
current client, United Health Care, is a direct competitor of Chartered that has
expressed interest in acquiring Chartered and would gain a significant
advantage should Chartered no longer be able to continue to service the D.C.
market. Your response completely fails to address this fact. Moreover, Scott
M. Kosnoff, one of the Faegre partners assigned to to [sic] work on
Chartered’s examination in this matter, states in his current firm bio that he
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"Recently... advised...UnitedHealth Group," which is United Health Care’s
corporate parent. Further, as with the conflict with Mr. Watkins, DISB has
neglected in its response to explain why Faegre’s United Health Care conflict
was not disclosed to Chartered before (or after) DISB retained Faegre in this
matter.

Chartered continues to believe that Faegre’s conflict involving its
representation of United Health Care should have been disclosed to, and
discussed with, Chartered before Chartered agreed to Faegre’s retention by
DISB in this matter. Your June 9th response does not change our strong
belief that DISB’s retention of Faegre in this matter violates D.C. Code

§ 31-1405.

With respect to both conflicts of interest, Chartered expects that DISB will
answer the questions we have repeated herein, provide us with access to any
pre-retention conflicts of interest vetting or an opinion that was done by OAG
and/or DISB, and advise us if DISB will recuse Watkins and Faegre, and if
not, explain in detail how DISB’s plans to address these two conflicts of
interest going forward to ensure that DISB’s examination is credible,
impartial, non-biased and conducted without even the appearance of
impropriety. We would also be willing to allow a D.C. bar ethics panel
independently opine as to the conflicts issues created by DISB in this matter.
Indeed, without providing this requested conflicts information, DISB will be
and would be significantly challenged in defending its position before any
reviewing court before any reviewing court.

On June 22, 2012, the District replied to the Company and Chartered, noting, inter alia, that:
Mr. Watkins

Dan Watkins disclosed his family relationship with Bob Watkins in his first
interview with DISB. We discussed the matter with the OAG ethics officer,
who concluded that the family relationship does not cause a conflict in Mr.
Watkins performing his duties in DISB’s exam.

Moreover, Dan introduced himself to Joe Lowry as Bob’s brother at the May
17th meeting with Chartered. This was before Chartered executed the letter
confirming its acceptance of the terms of Mr. Watkins’ engagement. Thus,
Chartered executives knew who Mr. Watkins was and did not raise a timely
objection.
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As previously communicated, if work performed by Mr. Watkins’ brother
becomes the subject of the DISB’s review, we will direct Dan to recuse
himself from that facet of the examination.

Faegre Baker Daniels

DISB has conferred with FaegreBD regarding the firm’s representation of
UnitedHealth Group, which is mentioned in Scott Kosnoff’s bio on the firm’s
website. For all of the reasons described in the e-mail from Charlie
Richardson (see attached), the firm’s representation of UnitedHealth does not
pose a conflict with respect to the examination of Chartered.

The Company and Chartered quickly replied on June 23, 2012 that the District had not allayed their
concerns:

Unfortunately, your June 22nd response, like your June 9th response, does
not allay the serious concerns Chartered has raised regarding these conflicts
of interest. Your response also fails to respond to a number of the specific
questions and requests for documents and information posed in my June 5th
email and again in my June 13th email.

First, with respect to the retention of Mr. Daniel Watkins and Faegre Baker
Daniels ("Faegre"), we, as Chartered’s counsel, were not aware of the
conflicts of interest because neither had been disclosed to us by DISB. If they
had been disclosed by DISB, we obviously would have raised the conflict
issues with you before we confirmed the engagement letters you presented to
us. The fact that Daniel Watkins may have informally told Mr. Lowry about his
family relationship with Chartered’s former COO during the May 17th meeting
does not change the fact that DISB completely failed to advise us--
Chartered’s legal counsel in this matter--of a conflict about which you have
conceded you were aware and internally evaluated--without any prior
disclosure to us. We timely objected and advised your office of this conflict as
soon as we learned of it. Chartered continues to believe that DISB’s retention
of Mr. Watkins should have been disclosed to, and discussed with, us before
Chartered agreed to his retention by DISB in this matter.

Your June 22nd email again offers to recuse Mr. Watkins "if work performed
by Mr. Watkins’ brother becomes the subject of the DISB’s review," however,
you once again have failed to address the fact that Mr. Watkins’ review
necessarily will involve the reasons for Chartered’s Corrective Action Plan,
reasons which directly involved the decisions made by Mr. Daniel Watkins’
brother, Robert Watkins, who recently was actively involved in rate-setting,
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contract negotiations (including the 2010-2011 rates) and pharmacy
management for Chartered. Again, unless DISB is concedes and is willing to
confirm in writing that Mr. Daniel Watkins absolutely will not review, evaluate
or opine, in any way, on any of Chartered’s past history or past decision-
making as part of his examination and analysis in this matter, then DISB must
direct Mr. Watkins to recuse himself immediately as you have suggested. You
completely failed to respond to this request made previously in my June 13th
email. We renew it again here. You also failed to respond to our June 13th
request that DISB provide us promptly with a copy or inspection of the OAG’s
conflicts evaluation file of Mr. Watkins which you have represented was
conducted prior to DISB’s retention of Mr. Watkins. We also renew this
request again here.

Second, with respect to the conflict of interest relating to DISB’s retention of
Faegre to examine and analyze Chartered in this matter while also currently
representing United Health Care, Mr. Richardson’s June 22nd email (which
you attached to your June 22 email) does not allay the conflict concerns we
have raised or address our prior information requests. Mr. Richardson’s own
opinion that his own representation and examination in this matter does not
pose a conflict for him or his law firm is hardly an independent, objective or
unbiased opinion, but more importantly, it is wrong. Mr. Richardson asserts
that "FaegreBD’s client in this matter is the DISB, not Chartered. Thus, the
only relevant inquiry under the rules is the possible impact of our
representations of United Health (the "United Work") on our representation of
DISB." This is legally incorrect as it is directly contradicted by the express
language of D.C. Code § 31-1405 which specifically provides that "No
examiner may be appointed by the Mayor if the examiner, either directly or
indirectly, has a conflict of interest or is affiliated with the management of or
owns a pecuniary interest in any person subject to examination under this
chapter." (emphasis supplied). As we previously advised you on June 13th,
D.C. Code § 31-1405 is not limited only to conflicts of interest with the District
as Mr. Watkins claims in his June 22nd email. Rather, pursuant to § 31-
1405’s Conflict of Interest provision, DISB was required to ensure that the
consultants it retained to examine Chartered were free from direct or indirect
conflicts of interest with Chartered--the entity which is "subject to
examination." Not surprisingly, although Mr. Richardson cites D.C. Code §
31-1405 in his June 22nd email, he neglects to mention, address or
acknowledge that conflicts of interest with the entity which is "subject to

examination" must be evaluated, not just conflicts with DISB. Neither you or
Mr. Richardson address in your June 22nd emails, the fact, raised in my June
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5th and June 13th emails, that Faegre’s current client, United Health Care, is
a direct competitor of Chartered that already has expressed interest in
acquiring Chartered and would gain a significant advantage should Chartered
no longer be able to continue to service the D.C. market. These facts take
this conflict out of the realm of mere "competing insurers in disparate matters"
as Mr. Richardson blithely suggests in his June 22nd email. Mr. Richardson’s
after-the-fact assurance that Faegre’s "representations of United Health do
not give rise to a conflict of interest with respect to DISB or Chartered" is self-
serving and unacceptable without more information and independent
analysis. For example, Mr. Richardson does not disclose on what issues his
partner Scott M. Kosnoff working on Chartered’s examination in this matter
"[rlecently... advised...United Health Group," United Health Care’s corporate
parent. This information must be shared with us. Further, as with the conflict
with Mr. Watkins, DISB and Mr. Richardson have failed to explain why
Faegre’s United Health Care conflict was not disclosed to Chartered before
(or after) DISB retained Faegre in this matter.

Finally, you failed to address our request that these conflict issues be jointly
submitted for an independent conflicts evaluation by the D.C. Bar ethics
panel. Although you offer in your June 22nd email that "in the event DISB
determines that some aspect of the exam precludes either of their
participation on an issue due to a conflict, DISB will take steps to ensure that
occurs," (i) because you have not addressed our existing conflicts concerns
described above and (ii) because we would have no way of ascertaining or
monitoring when such potential conflict arises, this one-sided, non-
independent, non-transparent conflicts monitoring proposal is not acceptable.
Your proposal does not explain or even address how DISB proposes to
ensure that DISB’s examination is credible, impartial, non-biased and
conducted without even the appearance of impropriety.

We repeat our prior requests that with respect to both conflicts of interest,
DISB answer the questions we have repeated herein and provide us with
access to any pre-retention conflicts of interest vetting or an opinion that was
done by OAG and/or DISB. As we stated in our June 13th email, without
providing this requested conflicts information, DISB will be significantly
challenged in defending its position before any reviewing court or a DC Bar
ethics panel. This is our third request for this information regarding these
conflict of interest issues. Clearly, you are unwilling or incapable of proving
this information to us for our consideration. That being said, in order to
protect my client’s interests and the integrity of the DISB review process, | am
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recommending the matter be referred to the DC Bar for an independent
analysis and opinion. Perhaps, you and the consultants will provide them
with the information we have requested.

By making this reply to your June 22nd email response, Chartered does not
intend to waive or otherwise prejudice any of its rights, including, but not
limited to, any judicial review of this matter.

Notwithstanding this back and forth and notice to the District, no resolution of this matter was ever
proposed by the District and no corrective action was ever taken. Meanwhile, there is close-at-
hand, public information that the Faegre firm is hopelessly conflicted here. Faegre has admitted it
represents United Healthcare.® And, that is confirmed by news articles.® Faegre also represents
Blue Cross Shield entities, one of which is a parent company of AmeriHealth Mercy.” Likewise,
public records show that Faegre is a registered lobbyist for AmeriHealth Mercy of Indiana.®

Subsequently, the District issued the subject RFP. Chartered, as part of its rehabilitation plan, was
in the process of preparing a proposal in response to the Solicitation. At least that is what the
Company was told was the case, since if Chartered was to be “reformed and revitalized”, then it
had to seek award of the substantive contract that formed the sole source of operating revenue for
the business. On information and belief, proposals were due to be submitted the District on
December 3, 2012.

However, on December 3, 2012, the Company first learned from a DISB news release that
Chartered had not submitted a response to the Solicitation. Specifically, in a DISB document
entitled, Receiver’s Status Report on Chartered Health Plan Inc. and dated “Dec. 3, 2002 [sic],”® the
Company was told in writing that:

Did Chartered file a response to the RFP for a new five year Medicaid
contract?

No. Chartered entered a letter of intent with AmeriHealth Mercy regarding a
potential transaction and AmeriHealth Mercy responded to the RFP.

See June 9, 2012 Email from Glassic to Bolden (quoted above).

®  See, e.g., http://online.wsj.com/article/SB10001424052970203914304576627071487867628.htm|.
7

8 See www.in.goV/ilrc/files/2012_employer.pdf (noting that the Faegre law firm is the registered lobbyist for

Mercy in Indiana). The significance of this fact will become clear below.

°®  This document was received for the first time by outside counsel on December 3, 2012.

See http://www.ibx.com/company_info/news/press_releases/2011/08_09 IBC_and_BCBS_of Michigan.html.
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How did Chartered determine not to bid on the RFP?

The Rehabilitator engaged an investment banking firm to conduct a process
seeking a strategic partner with sufficient financial and operational resources
to serve the District’'s Medicaid enrollees and their medical providers. In a
very compressed timeframe, Chartered and its advisors are seeking a way
forward that can realize value for Chartered’s assets and best provide model
services and improved health outcomes for District enrollees. We are
negotiating a transaction with AmeriHealth Mercy to accomplish both of those
goals.

Is there any agreement with the holding company or the holding
company’s stockholder?

There are no agreements with the holding company or its shareholder
regarding any potential transaction or proceeds from such a transaction.

The Company was shocked by the news release from the DISB and its conflicted agent that
Chartered had not submitted a proposal in response to the RFP. The Company understands that
these decisions were influenced by and even made by Dan Watkins and the Faegre law firm. The
Company further understands that perhaps two clients of the Faegre law firm may have submitted
proposals in response to the RFP. Those clients apparently are United Healthcare and
AmeriHealth Mercy. And, thus, the Company learned that the fruits of it decades of work might be
awarded to its two competitors, and that the decision for the Company’s subsidiary to “no bid” was
made by individuals whom the District had been advised had incurable ethical issues, conflicts of
interest and interlocking relationships with Chartered’s competitors.

PROTEST GROUNDS

1. The RFP should be cancelled and resolicited due to violations of ethics and conflict
of interest laws and regulations

The purpose of the District’s procurement laws is to guarantee the integrity of the procurement
process and to ensure fair and equitable treatment of all persons who deal with the procurement
system of the District government.”® Here, the Company respectfully submits that, the only way to
guarantee that these statutory goals are met is to cancel the procurement, or at least, to re-opened
the Solicitation and receive new bids. The procurement is full of ethical lapses, omissions, personal
conflicts of interest, and organizational conflicts of interest which preclude full and open competition
and a fair award.

' Protest Of Urban Alliance Foundation etc., DCCAB No. P-0087, et al., 2012 WL 4775002 (citing D.C.
Code § 2-351.01(b)(4) (2010)).
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First, there is the fact of Dan Watkins’ family relationship to his blood brother Bob Watkins, the
former Chief Operating Officer (“COQ”) of Chartered, whose management decisions still affect
Chartered today. This relationship precluded Dan Watkins from exercising independent and
unbiased judgment in deciding whether Chartered should bid in response to the RFP, thus
depriving the District of full and fair competition. This was the most basic personal conflict of
interest. DCHF and DISB knew that Chartered was controlled by a Rehabilitator who could not
make an unbiased decision whether to bid on this procurement. DISB had an obligation to notify
DHCF of this relationship. Dan Watkins is an agent of the District government. In the discharge of
his agency functions, he did not devote himself to the reform and revitalization of Chartered; he
thereby depriving the District of the “top qualified” firms that the RFP sought.

Similarly, the District knew or should have known that the Faegre law firm, which has become
counsel to the Rehabilitator, and which has apparently justified the no bid, has an inherent
organizational conflict of interest. It also represents the two principal competitors (United
Healthcare and AmeriHealth Mercy). It is a registered lobbyist for AmeriHealth Mercy.
Representation of Chartered too, accordingly, would appear to violate the rules of professional
responsibility of the District of Columbia Bar association. The District knew all of this. And, even if
the District did not know, it is fundamentally wrong and an inexorable stain on the integrity of the
procurement process."’

The District has regulations relating to ethics and conflicts of interest which are intended to protect
the procurement system and the people that the District’'s agencies serve. For example, the
Procurement Code requires that contractors have “satisfactory records of integrity and business
ethics.”'? The RFP further said at section H.14.3: “In accordance with 42 C.F.R. § 438.58, as a
condition of contracting with MCOs, the District will have in effect safeguards against conflict of
interest on the part of the District and local officers, employees, and agents of the District who have
responsibilities relating to the MCO or PIHP, contracts, or the default enroliment process specified
in 42 C.F.R. §438.50(f).” As a DISB retained appointee, and the court-appointed Rehabilitator, Mr.
Watkins (as well as the Faegre law firm) is an agent of the District. The RFP also incorporates
federal anti-conflict of interest regulations such as 42 C.F.R. § 438.58. Accordingly, this
procurement is tainted by the violation of the letter, or at least the spirit, of numerous local and
Federal legislative and regulatory requirements.

" Make no mistake about it; these are not merely the private affairs of a private company that decided not

to compete for its own business reasons. The District took control of Chartered under the guise of reforming
and revitalizing it; yet it turned the instruments of its control over to agents who had another agenda, and then
sat by blindly while they pursued that contrary agenda, all to the detriment of the procurement system and the
participants of the DCHFP and Alliance programs

> DC Code § 2-353.01(4) (2001).
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Il The RFP should be cancelled and resolicited because it is tainted by an illegal
restraint of trade

District of Columbia Municipal Regulations § 2225 requires the District to prevent anti-trust
violations in connection with procurements. Agreements in restraint of trade are illegal in the
District.”® By allowing a Rehabilitator (with ethical conflicts) and a law firm (also with ethical
conflicts) to decide to “no bid” a public contract, the District has condoned a restraint of trade. The
goal of our procurement world is usually full and open competition by responsible, responsive
offerors. When private or public parties act in concert to restrain trade, that reduces competition,
and that causes a public harm. Here, the restraint of trade, caused one competitor to no-bid and
that can cause the other competitors, who are free from the competitive threat, to raise their prices.
Thus, the evil of restraining trade, and the anti-trust concepts, present valid bid protest
considerations.

Indeed, here the RFP contemplates up to three'* awards. We don’t know how many offers the
District actually received. But we do know it received one less than it should have. If there were
only two proposals in hand as a result of this restraint of trade, for example, the District would not
get adequate competition and would not get “top qualified Offerors to provide healthcare services in
its Medicaid eligible population enrolled in” DCHFP and Alliance.

M. The RFP should be cancelled and resolicited because it is tainted by illegal collusive
bidding

The District of Columbia Procurement Code prohibits collusion in bidding."”. Here, the District has
knowingly condoned collusive bidding because it looked the other way while the same individuals
controlled or advised three potential bidders (Chartered, United Healthcare and AmeriHealth
Mercy), while at the same time causing one of the three (Chartered) to “no bid” the Solicitation. At
the same time, the Company was deprived of the opportunity to bid. This is really no different, and,
indeed even worse than, the classic arrangement where contractors “no bid” in order to decrease
competition and proceed to rotate the award of lucrative government contracts. It justis an even
more sophisticated plan to limit competition. However, one thing is certain--there is nothing more
collusive then deciding not to bid when the decision is being made by the conflicted agents of the
District who also work for the competitors. How can that promote the integrity of or public faith in
the procurement system? It cannot be. Rather, this procurement is fatally tainted.

As noted by the DC Contract Appeals Board (“Board”), collusive bidding and a restraint of trade are
grounds cancel a solicitation and reject all bids. Specifically, the Board has held that:

'3 See District Unfair Trade Practices Act, DC Code §28-4508.
" Or four; see footnote 2.

> DC Code § 2-354.15.
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[The regulation] provides that a contracting agency may cancel a solicitation
and reject all bids when the CPO determines in writing that cancellation is in
the best interests of the District for reasons including that the “bids were not
independently arrived at in open competition, were collusive, or were
submitted in bad faith.” If there is evidence of collusion, or other anti-trust
violations among businesses in connection with a solicitation, the contracting
officer is required by 27 DCMR § 1007.2 to report such evidence to the CPO.
The CPO in turn “shall consult with the Corporation Counsel within ten (10)
days of the report to ascertain whether a reasonable basis exists for believing
that collusion has occurred among any businesses for purposes of defrauding
the District.” If the CPO in consultation with the Corporation Counsel
concludes that there is a reasonable basis to believe that an anti-trust
violation has occurred, the CPO would then be required to consider the
issues of cancellation and contractor responsibility, among others. Section
1007.3 of 27 DCMR sets forth practices and events that may evidence
violations of antitrust laws, including “[a]ssertions . . . by competitors of

offerors[] that an agreement to restrain trade exists.” '

Given the evidence of collusion here, the District should cancel the RFP and resolicit.
TIMELINESS OF PROTEST

This protest is timely because it is being filed within ten business days of when the Company knew
or should have known of the grounds for protest. Specifically, on December 3, 2012, the Company
learned for the first time from DISB and the conflicted agents, and to its surprise, that Chartered had
not submitted a bid in response to the subject solicitation. That factual knowledge gave rise to the
knowledge that the District had done nothing to resolve the conflict of interest and ethics problems
that have tainted this procurement. The Company was not prejudiced and could not file a protest
until the conflicts produced its subsidiary’s decision to “no bid”; only then did the Company have a
viable protest.

PROTESTOR IS AN AGGRIEVED PARTY

The Company is an “aggrieved party” with standing to protest because it has a direct economic
interest that would be affected by the award of a contract or by the failure to award a contract and it
is aggrieved in connection with the solicitation of a contract.

'® " Protest of Hood's Institutional Foods, Inc., DCCAB No. P-572, 1999 WL 292734 (emphasis added). In
that case the Board found no evidence of either and dismissed the protest. Here, the evidence is
overwhelming.
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Specifically, the Company did not submit a proposal on December 3™ because it was told that
Chartered would be doing so. However, the conflicted Rehabilitator and its conflicted legal counsel
supervise the day-to-day affairs of Chartered. They made the decision to no-bid, but never
communicated that decision to the Company until it was too late. Accordingly, the Company was
aggrieved at the hands of conflicted agents for the District, for all the reasons noted above.

Thus, the fact that neither the Company nor Chartered is an actual bidder should not affect the
Company’s standing since that is the very competitive harm which is being protested here. But for
the improprieties protested here, the Company could have taken appropriate steps to compete or
submit an offer. While we do not know the number of actual offerors, it is foreseeable that the
Company-owned subsidiary would have been in line for one of the three contemplated awards.
Accordingly, the company was prejudiced."’

REQUEST FOR A HEARING

The Company requests a hearing before the Board due to the fact-intensive nature of the conflicts
of interest, ethical concerns, restraint of trade and collusion.

REQUEST FOR DOCUMENTS

The Company requests the production of the following documents by the District (including DISB
and DCHF):

1. All documents possessed by the District related to the alleged conflict of interest or
ethical issues involving Daniel L. Watkins, Robert Watkins and/or Chartered Health Plan.

2. All documents possessed by the District related to the alleged conflict of interest or
ethical issues involving Faegre Baker Daniels, LLP and/or Charlie Ritchson, and
Chartered Health Plan.

3. All documents possessed by the District related to the relationship between Daniel L.
Watkins, Faegre Baker Daniel, LLP, and/or Charlie Ritchson and United Healthcare or
any of its affiliates.

4. All documents possessed by the District related to the relationship between Daniel L.
Watkins, Faegre Baker Daniel, LLP, and AmeriHealth Mercy or any of its affiliates.

5. All documents possessed by the District related to the relationship between Daniel L.
Watkins, Faegre Baker Daniel, LLP, and Mercy or any of its affiliates.

6. All documents possessed by the District related to the relationship between Daniel L.
Watkins, Faegre Baker Daniel, LLP, and AmeriHealth or any of its affiliates.

"7 See also footnote 11 supra.
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7.

10.

11.

11.

12.

All documents possessed by the District related to the relationship between Daniel L.
Watkins, Faegre Baker Daniel, LLP, and/or any Blue Cross Blue Shield of Pennsylvania
or Independence Blue Cross Blue Shield affiliate.

All documents related to the “mandatory conflicts-check procedures imposed by the
OAG for retaining outside counsel” as identified by the District in an email dated June 9,
2012.

All voluntary disclosures made by Mr. Watkins to the OAG Ethics Officer or others in the
District.

All communications between the Rehabilitator and management of Chartered and/or
AmeriHealth Mercy and/or Blue Cross Blue Shield of Pennsylvania or Independence
Blue Cross Blue Shield affiliate.

All supplemental disclosures or communications made to the OAG Ethics Officer or any
other District employee by:

a. Daniel L. Watkins;
b. Faegre Baker Daniels, LLP;
c. United Healthcare; and/or

d. AmeriHealth Mercy.

All communications between the OAG Ethics Officer and any other employee of the
District related to:

a. Daniel L. Watkins;
b. Faegre Baker Daniels; LLP;
c. United Healthcare; and/or

d. AmeriHealth Mercy.

All disclosures made to Chartered Health Plan and/or DC Healthcare Systems, Inc.
relating to any potential conflict of interest or ethical concern involving:

a. Daniel L. Watkins;
b. Faegre Baker Daniels; LLP
c. United Healthcare; and/or

d. AmeriHealth Mercy.
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REQUEST FOR RELIEF

The Company specifically requests the following relief: (1) The District should not make award, and,
instead, should stay performance of any contract pending the decision on the protest; (2) the
District should cancel the solicitation; (3) the Solicitation should be re-opened and the Company
should be permitted to submit a proposal; (4) the Company should be awarded its costs (including
attorney fees) for preparing and prosecuting this protest, to the extent allowed by law; and (5) any
other legal and equitable relief within the power of the Board and warranted by the facts.

Respectfully submitted,

BROWN RUDNICK LLP

Daniel B. Abrahams
Shlomo D. Katz

CC: O’Linda Fuller, MBA, CASA
Contracting Officer
441 4th Street, N.W. Suite 700S
Washington, DC 20001
202-724-5460
olindaa.fuller@dc.gov
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GOVERNMENT OF THE DISTRICT OF COLUMBIA
CONTRACT APPEALS BOARD

PROTEST OF:

)
)
D.C. Healthcare Systems, Inc. )
1920 N Street, NW — Suite 800 ) CAB No. P-0930
Washington, DC 20036 )
)
Under Solicitation )
No. Doc70947/DHCF-2013-R-0003 (MCO) )

DISTRICT OF COLUMBIA’S
MOTION TO DISMISS FOR LACK OF
SUBJECT MATTER JURISDICTION AND STANDING
IN RESPONSE TO PROTEST OF D.C. HEALTHCARE SYSTEMS, INC.

Pursuant to Rule 306 of the Rules of the District of Columbia Contract Appeals Board,
27 DCMR 8§ 306, the District of Columbia respectfully moves the Board to dismiss with
prejudice the protest in CAB No. P-0930 that D.C. Healthcare Systems, Inc., filed with the
Board on December 17, 2012. By sustaining this Motion to Dismiss, the Board would fully
dispose of all of the issues raised by D.C. Healthcare Systems, Inc., in the Protest.

As authorized by Board Rule 306.1, 27 DCMR § 306.1, the District is submitting to the
Board this dispositive motion in lieu of filing its Agency Report. By the Protest, D.C. Healthcare
Systems, Inc. (“D.C. Healthcare™), presents to the Board issues relating quite peripherally, if at
all, to the District’s activities in furtherance of the new Managed Care Organization procurement
by Solicitation No. Doc70947/DHCF-2013-R-0003 (the “Solicitation” or “RFP”). The District
submits that Protester is attempting to circumvent the exclusive jurisdiction of the District of
Columbia Superior Court, pursuant to Title 31, Chapter 13 of the D.C. Official Code, over all of
the matters raised in the Protest and that the Board has no jurisdiction over the subject matter of

the protest. Alternatively, on the facts presented in the Protest, the Board should conclude that it



has no jurisdiction of the Protest because Protester, D.C. Healthcare, has no standing in this
matter.

In support of this Motion, the District responds, and proves below, that D.C. Healthcare
has not established that the protested matters are subject to the Board’s jurisdiction nor that D.C.
Healthcare, which is not an offeror or prospective offeror pursuant to the above-captioned
solicitation, is an aggrieved party in the sense required by D.C. Official Code 8§ 2-360.03(a)(1)
and 2-360.08(a) and is therefore lacking in standing. On these bases, the District moves this

Board to dismiss the Protest with prejudice.

I. STATEMENT OF FACTS

A. The RFP and Closing for Proposals

1. On November 1, 2012, on behalf of the District of Columbia Department of Health Care
Finance (“DHCF”), the District’s Office of Contracting and Procurement (“OCP”) issued
RFP No. Doc70947/DHCF-2013-R-0003 (District of Columbia Motion to Dismiss Exhibit
No. (“Exhibit”) 1, page 1).* OCP issued this RFP electronically, in its E-Sourcing system, by
posting Doc70947 (Exhibit 1a) on the OCP website. Document DHCF-2013-R-0003 (Exhibit
1b), which contains the specifications, contract clauses, and proposal and evaluation criteria
for the RFP, is an attachment to the Doc70947 E-Sourcing document (as identified in section
1.1 of Doc70947 as the “STATEMENT OF WORK MCO RFP 110112(2).pdf”). [Exhibit 4,

Declaration of Helena Barbour, Contract Specialist, { 5].

! RFP No. Doc70947/DHCF-2013-R-0003 is the correct designation of the solicitation
according to the Office of Contracting and Procurement E-Sourcing (electronic) System.
[See Exhibit 4, 1 5].



By the RFP, the District is seeking Managed Care Organizations (“MCOs”) to join the
District’s current Managed Care program as contractors in providing healthcare services to
its Medicaid eligible population enrolled in the District of Columbia Healthy Families
Program and to its DC Health Care Alliance program). [Exhibits 4 ( 8) and 1.b (Sec. B.1)].
Pending award of new MCO contracts, D.C. Chartered Health Plan, Inc. (D.C. Chartered), is
performing its current MCO Contract, No. DCHC-2006-D-5052. Recently, the District
extended the term of this predecessor contract to April 30, 2013 and D.C. Chartered currently
is performing this predecessor contract. [Exhibit 3, Modification No. M023, (which extend
the term of predecessor contract) and Exhibit 4 ( 4)]. D.C. Chartered is wholly owned by
Protester. [Protest, page 2].

. At the same time that OCP/DHCF issued the RFP by posting on the E-Sourcing system,
through this system, they also communicated directly with some forty-three prospective
offerors, inviting them to participate in the procurement. The invited firms included the three
current MCO contractors, D.C. Chartered, MedStar Family Choice, and United Health Care.
Among the invited firms was also AmeriHealth Mercy. [Exhibit 4 (f 6); see gen. Protest,
pages 10-12].

Prospective offerors were required to register in the District’s E-Sourcing system in order to
submit proposals pursuant to the new MCO RFP. Neither D.C. Healthcare Systems, Inc. nor
D.C. Chartered Health Plan, Inc. registered to submit proposals for this new MCO RFP.
[Exhibit 4 (1 7)].

. The Contracting Officer issued eleven amendments to the RFP. By RFP Amendment 0006,

on November 15, 2012, the Contracting Officer revised the period of performance to clarify



10.

11.

that, in RFP sections B.4 and F.1, the period of performance of the awarded Contract shall
be for a one-year base period with four one-year option periods. [Exhibit 4 (1 9)].
OCP/DHCEF held a Pre-Proposal Conference on November 8, 2012, as provided in RFP
Amendment 0001 issued November 2, 2012. In Amendments 0004 and 0005, both dated
November 13, 2012, DHCF/OCP distributed written answers to questions by prospective
offerors resulting from their reviews of the RFP and from the Pre-Proposal Conference. In
Amendment 0004, the District stated that, by the RFP, the District was seeking to make
awards to three MCO contractors, as indicated in original sections B.1.1 and L.1.1 of RFP
DHCF-2013-R-0003 (Exhibit 1b, pages 2 and 262) and, to avoid a conflict on this issue,
accordingly would revise RFP section C.1.1 (Exhibit 1b, page 7) . [Exhibit 4 (] 10)].

By RFP Amendment 0009, issued November 29, 2012 (Exhibit 2), the Contracting
Officer revised the closing date for submission of proposals. By this revision, the
Contracting Officer returned the closing date to the original, final closing date of
December 3, 2012. [Exhibit 4 (1 11)].

By the closing date of December 3, 2012, several offerors submitted proposals pursuant to
MCO RFP No. Doc70947/DHCF-2013-R-0003. Protester, D.C. Healthcare Systems, Inc., did
not submit a proposal in its own name and neither did the current MCO contractor, D.C.
Chartered Health Plan, Inc. [Exhibit 4 (1 12)].

The District has not made any awards under MCO RFP No. Doc70947/DHCF-2013-R-0003.
[Exhibit 4 (T 13)].

Currently, the District is evaluating the proposals under this RFP and expects to solicit best

and final offers from appropriate offerors. [Exhibit 4 (1 13)].



12.

13.

14.

15.

In connection with the District’s administration of performance of the predecessor MCO
contract with D.C. Chartered Health Plan, the District’s Contract Specialist was aware that
D.C. Chartered has been under the control of the Commissioner of the D.C. Department of
Insurance, Securities, and Banking (“DISB” or “Rehabilitator”). However, OCP/DHCF
contract administration of the predecessor contract has not involved any contact with DISB
by the Contract Specialist. Neither has the Contract Specialist had any contact with DISB

concerning the solicitation of offerors under the New MCO RFP. [Exhibit 4 (Y 14)].

B. D.C. Healthcare Systems’ Protest Allegations

In its statement of facts, Protester has quoted from a series of e-mail communications in
June 2012 between Counsel for D.C. Chartered and the General Counsel, D.C. Department
of Insurance, Securities, and Banking. [Protest, pages 2-10].

Protester describes the relationship of these two parties as pertaining to the Commissioner’s
control of Chartered “by an appointed ‘Rehabilitator’ pursuant to D.C. Code 31-1311 ... and
an Emergency Consent Order of Rehabilitation issued by the District of Columbia Superior
Court.” [Protest, page 2]. DISB examination and oversight of Chartered utilizing consultants
had been ongoing since about May 2012 well prior to the Emergency Consent Order of
Rehabilitation. [See Exhibits 5, 6, 16].

Protester acknowledges that the Court-designated Rehabilitator, the DISB Commissioner,

is empowered by D.C. Official Code 31-1312(c) to “take such action as deemed necessary
or appropriate to reform and revitalize the insurer [D.C. Chartered].” [Protest, page 2].
Protester must also acknowledge that D.C. Chartered, by its sole shareholder and Board of
Directors, consented to the jurisdiction of the Rehabilitator and the Court overseeing the

rehabilitation. [Exhibit 13; see District’s Statement of Facts (“SOF”), { 26, below].
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16.

17.

In the above-described e-mail communications, sent significantly prior to Chartered entering
rehabilitation, the identified parties discussed the allegations that Protester characterizes
here as violations of ethics and conflict of interest laws and regulations in connection with
the ongoing examination by DISB of the financial condition of D.C. Chartered. In these
communications, the DISB representative informed the Chartered representative essentially
that no conflicts were apparent to DISB and that DISB would monitor the situation to
prevent conflicts. [Protest, pages 2-10].% Protester does not contend that these
communications involved any other non-DISB District personnel, e.g., personnel from the
OCP.? These communications do not identify Protester as a participant in this dialogue
about possible conflicts.

Protester further contends that the RFP is tainted by illegal collusive bidding. [Protest, pages
1-14]. This allegation is based upon Protester’s alleged expectation that D.C. Chartered
would submit a proposal pursuant to the RFP and its discovery on the proposal submission
date of December 3, 2012, that D.C. Chartered had not done so — Protester alleges that its
discovery occurred when its unidentified outside counsel received a DISB document, the
Receiver’s Status Report on Chartered Health Plan Inc. (Exhibit 20) on that date. [Protest,

page 10].* As Protester contends, that Status Report did state that D.C. Chartered did not file

% The communications from which these quotations in the Protest were extracted are included
as Exhibits 7-12 to this Motion to Dismiss.

% The DISB General Counsel did mention that DISB had “discussed the matter with the OAG
ethics officer.” [Exhibit 11 (page 1)].

* If Protester truly discovered that D.C. Chartered would not submit a proposal only on Decem-
ber, 3, 2012, it was not paying much attention to public postings by the Commissioner on the
DISB web site. [See the documents cited at SOF 20, 30, and 31].
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18.

19.

20.

a proposal but instead “entered a letter of intent with AmeriHealth Mercy regarding a
potential transaction and AmeriHealth Mercy responded to the RFP.”
Protester contends that its allegations of illegal collusive bidding are supported by its
assumptions that actions of Dan Watkins and the Faegre law firm, allegedly conflicted
representatives of the Rehabilitator, the DISB Commissioner, were collusive rather than
appropriate actions pursuant to the Rehabilitator’ performance of its statutory duties. [Protest,
pages 11, 13-14]. As shown in the District’s SOF, at Part C, below, Mr. Watkins and the
Faegre law firm were authorized representatives of the Rehabilitator who were engaged, with
the consent of D.C. Chartered, to facilitate the examination and rehabilitation of D.C.
Chartered.
Protester has not alleged that the District procurement authorities were involved in any way
with the actions of the Rehabilitator or his authorized agents and, in fact, they were not. The
District’s Contract Specialist was aware that D.C. Chartered has been under control of the
Commissioner of DISB, as Rehabilitator. However, administration of the predecessor
contract by OCP/DHCEF has not involved any contact with DISB or the Rehabilitator by the
Contract Specialist. Neither has the Contract Specialist had any contacts with the
Rehabilitator or DISB concerning the solicitation of offerors under the RFP. [SOF, { 12].

C. Rehabilitation of D.C. Chartered by the Commissioner,

Department of Insurance, Securities, and Banking,
Pursuant to Title 31, Chapter 13 of the D.C. Official Code

As elaborated below, for some time, at least from early in 2012, the Commissioner, D.C.
Department of Insurance, Securities, and Banking (“DISB”) has been engaged in examina-

tion, pre-rehabilitation and rehabilitation activities for D.C. Chartered, resulting in a court-



21.

22,

23.

24,

25.

ordered receivership. [See gen. Exhibit 17, DISB FAQ, Frequently Asked Questions on
Rehabilitation of D. C. Chartered Health Plan, Inc.].

Rehabilitation proceedings are conducted in accordance with District law, specifically Title
31, Chapter 13, Insurers Rehabilitation and Liquidation Procedures, of the D.C. Official
Code (2001).

The Rehabilitator has “[a]ll powers of the directors, officers and managers of Chartered,
whose authority is suspended except as may be re-delegated by the Rehabilitator.” He also
has “[a]uthority to take such action as deemed necessary or appropriate to reform and
revitalize Chartered.” [D.C. Official Code § 31-1312(c); Exhibit 16, Emergency Consent
Order of Rehabilitation, page 2].

All rehabilitation proceedings must be commenced in the Superior Court of the District of
Columbia, and the Superior Court has exclusive jurisdiction to entertain, hear or determine
any complaint seeking any relief relating to such proceedings. [D.C. Official Code § 31-
1303(a), (b) & (e)]. As addressed in SOF paragraphs 28 and 29, below, the Superior Court
appointed the Commissioner as Rehabilitator of D.C. Chartered and retains jurisdiction over
the Rehabilitator’s work in this matter.

The Superior Court granted the Rehabilitator “[a]uthority to take possession and control of
Chartered's assets and administer them under the general supervision of the Court.” [Exhibit
16, Emergency Consent Order of Rehabilitation, page 2; D.C. Official Code § 31-1311(a)].
On May 24, 2012, Maynard McAlpin, President and CEO of D.C. Chartered accepted terms
of engagement for Daniel L. Watkins and the law firm Faegre Baker Daniels LLP (“FBD”).
[Exhibits 5 and 6]. By accepting these terms, D.C. Chartered recognized, inter alia, that Mr.

Watkins and FBD were engaged to represent the Commissioner in all matters pertaining to



26.

27.

28.

29.

the examination of Chartered, pursuant to District of Columbia law on insurance, as
determined by the Commissioner. D.C. Chartered also agreed to pay the fees and expenses
authorized by the Commissioner in the examination of Chartered. [Seeg, e.g., D.C. Official
Code § 31-1402, Authority, scope, and scheduling of examinations].

On October 18, 2012, D.C. Chartered, through its Sole Shareholder, Jeffrey Thompson, and
its Board of Directors, consented in writing to the commencement of rehabilitation pro-
ceedings and the filing of a Consent Petition for an Order of Rehabilitation and entry of an
Order of Rehabilitation by the Superior Court of the District of Columbia. [Exhibit 13].

On October 19, 2012, on behalf of the Commissioner, the District filed in the D.C. Superior
Court an Emergency Consent Petition for an Expedited Order of Rehabilitation in District of
Columbia v. DC Chartered Health Plan, Inc., Civil Action No. 2012 CA 8227. [Exhibit 15].
On October 19, 2012, the D.C. Superior Court filed its Emergency Consent Order of
Rehabilitation in District of Columbia v. DC Chartered Health Plan, Inc., Civil Action No.
2012 CA 8227 (Exhibit 16). In this Consent Order, the Superior Court granted the above
Emergency Consent Petition and, pursuant to D.C. Official Code § 31-1311, appointed the
Commissioner the Rehabilitator of Chartered, with “all powers of the directors, officers and
managers of Chartered, whose authority is suspended except as may be re-delegated by the
Rehabilitator” and authority to take other enumerated actions necessary to manage and
administer the affairs of Chartered.

As provided in D.C. Official Code § 31-1311(a), in its above Emergency Consent Order, the
Superior Court granted the Rehabilitator “[a]uthority to take possession and control of
Chartered's assets and administer them under the general supervision of the Court.” As

provided in D.C. Official Code § 31-1312(c), the Court has also retained jurisdiction in this



30.

31.

matter “during Chartered's rehabilitation, and for purposes of granting such other and further
relief as this cause and the interest of the policyholders, creditors, or the public may require.”
[Exhibit 16].

Effective nunc pro tunc October 19, 2012, the Commissioner appointed Daniel L. Watkins
Special Deputy to the Rehabilitator, with all the powers of the Rehabilitator under the Order
and, inter alia, Title 31, Chapter 13 of the D.C. Official Code, for purposes of rehabilitating
D.C. Chartered and for any related actions. This Order was executed November 2, 2012 and
is posted to the DISB web site. [Exhibit 19, Order Appointing A Special Deputy].

On October 25, 2012, Commissioner William P. White testified at the Joint Oversight
Roundtable on DC Chartered Receivership, before the D.C. Council Committee on Public
Services and Consumer Affairs and the Committee on Health. Apropos of Protester’s
contention that it did not know that Chartered would not submit a proposal pursuant to the
RFP in its own name, Commissioner White noted that “(f)inding a qualified buyer and
completing a purchase agreement within the timeline to allow Chartered to effectively
compete for a new contract will be challenging. He also explained how the financial

condition of the company dictated his approach to this rehabilitation. [Exhibit 18].°

® This testimony, in the record at Exhibit 18, is posted at http:/disb.dc.gov/node/363252 on the
DISB web site.
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1. ARGUMENT
The District submits the following arguments in support of its two-part Motion to
Dismiss. In deciding these motions, the Board need not evaluate the truth of the Protester’s
allegations but only determine their sufficiency when measured against the jurisdictional
requirements that we address in following arguments. The District contends that as a matter
of law the Protest must be dismissed with prejudice on either of these grounds. °

A. The Board’s Subject Matter Jurisdiction and the
D.C. Code’s Requirements for Standing to Protest

The Board’s jurisdiction to hear protest cases is set forth in D.C. Official Code
2-360.03(a)(1)” and the requirements are substantially matched in the Board Rules as set forth
in D.C. Municipal Regulations, Title 27, § 300.1 (2002). Code 2-360.03(a)(1) provides that:

(@) The Board shall be the exclusive hearing tribunal for, and shall
review and determine de novo:

(1) Any protest of a solicitation or award of a contract addressed to
the Board by any actual or prospective bidder, offeror, or the
contractor who is aggrieved in connection with the solicitation
or award of a contract.

® Protester’s contention that this protest is timely is also suspect. If Protester was truly paying
attention, it should have discovered that D.C. Chartered would not submit a proposal well
before its asserted discovery date of December, 3, 2012 — several public postings on the DISB
web site in October and November 2012, Exhibits 17-19, so indicated. [See the documents
cited at SOF { 20, 30, and 31 and several other documents on that site — the links to the
documents are included in the District’s Index to Exhibits].

” The Procurement Practices Reform Act (“PPRA™), District of Columbia Code §2-360.03(a)(1)
is the controlling statute with respect to the Board’s jurisdiction. The Board has held that the
current Code §2-360.03(a)(1) is identical to the former §2-309.03(a)(1).” Lorenz Lawn & Land-
scape, Inc., CAB No. P-0869, September 29, 2011, note 7 [2011 WL 7402964]. With respect to
the Board’s protest jurisdiction, the terms of the PPRA do not differ at all from the PPA and the
PPA cases cited below are equally applicable to this matter governed by the PPRA.

-11 -



Thus, D.C. Official Code 2-360.03(a)(1) identifies the basic subject matter necessary to the
Board’s protest jurisdiction as “a solicitation or award of a contract” and also identifies the
entities or persons who may have standing to protest the solicitation or award of a contract.
As defined in Board Rule 100.2, 27 DCMR § 100.2, and relevant to this protest, to have
standing, a protester must be an aggrieved person, namely “an actual or prospective bidder or
offeror (i) whose direct economic interest would be affected by the award of a contract or by
the failure to award a contract, or (ii) who is aggrieved in connection with the solicitation of a
contract.”

The Board thus has jurisdiction only if the protester has satisfied both of the above
elements, namely that its protest relates to a District procurement and that the protesting
entity is an actual or prospective offeror and is aggrieved. As is elaborated below, Protester

has not met either of the required elements.

B. The Board Has No Jurisdiction Over the Subject Matter of This Protest

The allegations in this Protest by D.C. Healthcare Systems, Inc. do not relate directly to
the solicitation or award of a District contract. This is made clear in the District’s Statement of
Facts, at paragraphs 13-19, supra.

D.C. Healthcare’s allegations all relate to actions by authorized representatives of the
Court-appointed Rehabilitator, and its agents that were performed in furtherance of the
Rehabilitator’s non-procurement mission of working to rehabilitate, and make economically
viable, D.C. Chartered pursuant to Title 31, Chapter 13, Insurers Rehabilitation and
Liquidation Procedures, of the D.C. Official Code and the Rehabilitation Order thereunder
(Exhibit 16) issued by the D.C. Superior Court. In its own allegations, Protester has not

attributed any of these actions to the procurement or program officials of the Office of
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Contracting and Procurement or the Department of Health Care Finance in furtherance of the
procurement process undertaken through the RFP. The authority and actions of the
Commissioner of DISB, as the Court-appointed Rehabilitator of D.C. Chartered
(“Rehabilitator”), are not connected by Protester with the procurement process leading to the
and involving the RFP to procure the services of Managed Care Organizations for District
residents. [SOF, 11 20-31].

Because the Protester’s allegations all relate to the actions of the Rehabilitator, they do
not relate to the solicitation or award of a District contract in the sense of the jurisdictional
requirement for protest cases in D.C. Official Code 2-360.03(a)(1). As this Board has held, “the
Contract Appeals Board is an administrative agency created by the Procurement Practices Act ...
with only those powers conferred either expressly or by necessary implication.” Black Enter-

tainment Television, CAB No. P-436, October 2, 1995, 1995 WL 817330 (“BET protest™).

Thus, in the BET protest, the Board held that it did not have jurisdiction to address the
merits of the protester’s complaints under the following circumstances:

The Board concludes that the [Redevelopment Land Agency Board] did
not use nor was it required to use the statutory and regulatory framework
of the PPA in deciding which unsolicited proposal it would recommend
to the Council in leasing this RLA-owned land. We further conclude that
the PPA by itself does not authorize or empower us [to] hear protests
arising under D.C. Code §85-801 to 5-820.

Therefore the Board dismissed the BET protest for lack of subject matter jurisdiction.® Black

Entertainment Television, supra; see Metropolitan Service & Maintenance Corp., CAB No.

P-388, Feb. 7, 1995, 1995 WL 214778 at 8 (Board lacked subject matter jurisdiction over the

® In its BET Opinion, the Board recognized that the D.C. Council’s legislative history of the
PPA stated that: “The bill does not apply to agencies that have been granted statutory authority
to enter into contracts.” The Board also found that the RLA was one of those agencies that had
been granted statutory authority to enter into contracts prior to the enactment of the PPA.
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renewal of a contract issued pursuant to the Bus Shelter Act, D.C. Law 3-67, which law was
passed prior to the PPA and not amended or repealed by the PPA).

On the above authorities, the instant case should be considered to be outside the protest
jurisdiction of the Board. The inapplicability of the PPRA to the rehabilitation activities under
the above insurance laws is more clear and certain than the subject-matter-jurisdiction issues in
the cited cases and other similar Board cases. In those cases, the protests related to contracts of
the District or independent District agencies that were specifically exempted from the PPA, and
now PPRA, according to its terms.

Here, the protested actions of the Rehabilitator and his agents were taken pursuant to a
part of the D.C. Code that does not relate to procurement actions, but rather is designed to protect
the District and its citizens from failures of insurance firms that operate in the District. These
actions were taken after the informed consent of D.C. Chartered’s sole owner and Board of
Directors to enter rehabilitation (SOF { 25-26). [See gen. SOF {1 20-31; see, e.qg., Exhibits 18
and 20].

Furthermore, it is not only the authority of the Rehabilitator that the Protester here seeks
to circumvent, but also the authority of the D.C. Superior Court. In its Emergency Consent Order
of Rehabilitation for Chartered, the Superior Court made clear that it “retains jurisdiction in this
matter during Chartered's rehabilitation, and for purposes of granting such other and further
relief as this cause and the interest of the policyholders, creditors, or the public may require.”
[Exhibit 16 and SOF { ; see D.C. Official Code § 31-1312(c)]. Protester has not informed us
whether it has sought relief for its plaints from the Superior Court or, if not, why not.

The essence of this Protest is that D.C. Healthcare, the sole owner of D.C. Chartered, is

dissatisfied with the rehabilitation actions taken by the Commissioner with respect to D.C.
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Chartered. By closing its eyes and pretending to the Board that the statutory rehabilitation pro-
cess is a contract action, Protester seeks improperly to circumvent the Rehabilitator’s authority
and that of the Superior Court under the District’s insurance laws. Protester’s dissatisfaction is
remediable, if at all, by the Superior Court in its retained jurisdiction over the Chartered matter.
The Board must see this ploy for what it is and deny the protest for lack of subject
matter jurisdiction.
C. Protester, D.C. Healthcare Systems, Inc., is Not an Aggrieved Party
Because It Did Not Submit a Proposal and Because It Is Not

Authorized to Pursue a Protest on Behalf of D.C. Chartered Health
Plan, Inc. — Therefore Protester Has No Standing to Protest the RFP

On this record, there is no question that Protester did not submit a proposal in response
to the RFP. In a variety of factual situations, the Board has held that a protester that did not
submit a bid or proposal was not an aggrieved party and thereupon dismissed the protests.

1. Protester, D.C. Healthcare Systems, lacks standing because it did not

submit a proposal pursuant to the RFP and does not otherwise possess
the direct economic interest required by the PPRA

The record is clear that Protester did not submit a proposal in its own name. The Board
previously and on many occasions has held that a protester which did not submit an offer and did
not show that it had the capacity to participate in the procurement or that it was aggrieved by
agency action is not an interested party or aggrieved person. In one such case, finding that the
protester could not “be considered a prospective bidder or offeror for the purpose of our juris-

diction,” the Board dismissed the protest for lack of standing in the protester. Tyrone F. General,

CAB No. P-357, Feb. 19, 1993, 40 D.C. Reg. 4996, 4999 [1993 WL 763604]. In another such
case,, the Board held that, “(h)aving failed to submit a bid or establish itself as a prospective

bidder, protester cannot be considered to have a sufficient economic interest in the outcome of
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the procurement.” 24/7 Computer Doctors, LLC, CAB No. P-0909 (Order on Motion to

Dismiss), September 17, 2012 [2012 WL 4753873 at 3]. Protester does not explain why this
failure to submit a proposal is not fatal to its standing, as by showing that it is a prospective
offeror.

Plaintiff asserts that it has standing because it is an aggrieved part with a direct
economic interest in the contracting process for the MCO RFP. [Protest, page 14]. Protester
does not further explain this statement which is otherwise unsupported by the Board’s
decision on standing. Below we show why Protester’s purported showing of standing is
insufficient in law and fact.

The District concedes, as it must, that D.C. Healthcare Systems has some economic

interest in the award of a contract to its subsidiary. See Integral Systems, Inc., B-405303.1

(Comp. Gen.), 2011 CPD { 161 [2011 WL 3796660 at 4]; Eagle Eyes Security Company, LLC,

CAB No. P-0908, June 12, 2012 [2012 WL 4753872 at 3]. However, under the Board’s rulings,
the economic interest of D.C. Healthcare Systems is not the same as, or equivalent to, the direct
economic interest of an actual or prospective bidder that is contemplated and required by the
PPRA for the Board’s protest jurisdiction to attach.
The Board often has emphasized that the protester must have a direct economic interest in

the procurement regardless of the nature of the issues raised. Recently the Board held that:

Whether or not a protester is an interest [sic, interested] party is

determined by the nature of the issues raised, the protester’s

status in relation to the procurement, and the direct or indirect

benefit or relief sought.

Virginia E. Durbin, CAB No. P-0591, 46 D.C. Reg. 8693, 8694 [1999 WL 770211]. In Durbin,

the Board then held that it had no jurisdiction over a protest of terms of a solicitation lodged by

a potential subcontractor because its economic interest was not the direct economic interest of
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an actual or prospective offeror contemplated by the then-current Procurement Practices Act.

Accord, Mid-Atlantic Tennis Courts & Supplies, CAB No. P-0849, August 3, 2010 [2010 WL

3947586].

In Eagle Eyes Security, the protester had not submitted a bid, but instead had sought to
establish a subcontracting relationship with a prime contractor that would submit a bid in
response to the Solicitation. The Board first recognized that, as a potential subcontractor, Eagle
Eyes Security had some economic interest in offering services to a prime contractor. But the
Board held that Eagle Eyes Security was not aggrieved and had no standing to protest because its
economic interest was not the same as the direct economic interest of an actual or prospective

bidder contemplated by the PPRA. Eagle Eyes Security, supra.

The Integral Systems protest is close to the instant Protest on its facts and the reasoning
for the Comptroller General’s denial of standing in that case is persuasive and we contend that
it should control the result here. In Integral Systems, the Comptroller General addressed
standing in the context of a protest by the parent of an incorporated, wholly owned subsidiary
that had submitted a proposal but, during evaluation, had been excluded from the competitive
range by the government.

The Comptroller General found in Integral Systems that the proposal was submitted by
the incorporated, wholly owned subsidiary and that the government would have contracted
with that subsidiary because the protester had not shown the subsidiary to be other than a

separate and distinct legal entity from the protester. Integral Systems, Inc., supra [2011 WL

3796660 at 4]. Finally, rejecting the protester’s contention that it was an interested party
because it would benefit from award of the contract, the Comptroller General stated that it had

“no doubt that [protester] has an economic interest in the award of a contract to its
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subsidiary... but that “[s]uch interest ... is not the direct economic interest of an actual or

prospective offeror contemplated by CICA.”® Integral Systems, Inc., supra.

2. Protester, D.C. Healthcare Systems, lacks standing because it has not
demonstrated that it is capable of performing to the RFP requirements

Protester, D.C. Healthcare Systems, has not shown that it has the capacity to submit a
proposal and or to perform a contract pursuant to the MCO RFP. As shown above, Protester
does not currently control its subsidiary, D.C. Chartered Health Plan, Inc., because, by order of
the Superior Court, D.C. Chartered is under the control of the Rehabilitator. Therefore D.C.
Healthcare Systems could not propose to perform the District’s new MCO contract using D.C.
Chartered, an experienced and current MCO contractor. On this basis alone, the Board should
dismiss the protest for lack of standing in the Protester.

The Board has held that a protester which did not submit an offer and did not show that
it had the capacity to participate in the procurement or that it was aggrieved by agency action is
not an interested party or aggrieved person. In one such case, the Board stated:

... We are constrained to find from the facts extant that protestor has

shown that he, in any way, was a potential competitor with sufficient

economic interest in the procurements at issue. He certainly did not

participate in the procurements, and he has not shown that he had the

capacity to do so.

Therefore, finding that the protester could not “be considered a prospective bidder or offeror

for the purpose of our jurisdiction,” the Board dismissed the protest for lack of standing in the

protester. Tyrone F. General, CAB No. P-357, Feb. 19, 1993, 40 D.C. Reg. 4996, 4999 [1993

® Similarly to the PPRA, CICA (the federal Competition in Contracting Act of 1984) provides
that the Comptroller General “only may decide a protest filed by an interested party, which the
statute defines as an actual or prospective bidder or offeror whose direct economic interest would
be affected by the award of the contract or by the failure to award the contract.” 31 U.S.C.

§ 3551(2) (2010); 4 C.F.R. § 21.0 (2011).
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WL 763604 at 3]. Accord, Schwing America, Inc., CAB No. P-0156, 38 D.C. Reg. 2963, 2967

(Sept. 11, 1989) (Held that the protester was “neither an actual or prospective bidder because it
does not have the capability to perform the prime contract at issue.”) (1989 WL 508677).
Similarly, in 24/7 Computer Doctors, LLC, supra, the Board held as follows:

Lacking the capability to perform as a prospective prime

contractor, protester cannot be considered a prospective

bidder within the meaning of the statute.
The Board concluded that, having failed to submit a bid or establish itself as a prospective
bidder or to establish a sufficient economic interest in the outcome of the procurement, the
protester, Computer Doctors did not have standing to pursue the protest.

The instant Protester did not submit a proposal pursuant to the RFP and has not attempted
to show that it considered submitting a proposal in its own name or had the capacity to partici-
pate in the procurement. Therefore, D.C. Healthcare Systems should fare no better than
Computer Doctors and should be found to have no standing here.

3. Protester, D.C. Healthcare Systems, lacks standing to represent
the interests in this RFP, if any, of D.C. Chartered

D.C. Healthcare Systems has lodged the protest in its own name and has requested
relief that would provide it an opportunity to submit a proposal pursuant to a new solicitation
by the District. However, it seems that, on the current record, Protester is not capable of
performing the MCO contract contemplated by the RFP and perforce would need to use D.C.
Chartered for most of that work. To the extent that Protester has such an intent, D.C. Health-
care Systems seems to be representing D.C. Chartered in the protest. However, in Integral
Systems, Inc., the Comptroller General held that a parent corporation was not an actual or

prospective bidder or offeror and therefore did not qualify as an interested party under CICA
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when its wholly-owned and incorporated subsidiary had submitted the proposal involved in the
putative protest and would be the entity in privity with the government if its proposal were

chosen for award. Integral Systems, Inc., supra, at 4.

We submit that, on the authorities addressed above, Protester lacks standing to represent

the interests in this RFP, if any, of D.C. Chartered.

I11. PROTESTER”S REQUESTS FOR HEARING AND DOCUMENTS

In the Protest, at pages 15-16, D.C. Healthcare Systems requests a hearing before the
Board and requests production of many designated categories of documents. The District
submits that both requests are premature and should be addressed, if still appropriate, after the
Board decides the District’s Motion to Dismiss. The request for documents is subject to Board
Rule 309 which provides that discovery in protest cases is available to Protester “only with
approval by the Board.” We propose that, if the Board denies the District’s Motion to Dismiss,
the issue of discovery by Protester be addressed if necessary after the District has filed its

agency report pursuant to Rules 305 and 306.

IV. DISTRICT’S REQUEST FOR RELIEF
For all of the above reasons, Protester has failed to establish that the subject matter of
its protest may properly be brought before this Board and also has failed to establish, under the
facts herein, that D.C. Healthcare Systems, Inc., is an aggrieved person in the sense required by
the PPRA. On this record, therefore, there is no basis for finding that D.C. Healthcare
Systems, Inc., has this standing. For either of these reasons, the Board should dismiss the

Protest with prejudice.
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Accordingly, on the premises and facts set forth in this Motion to Dismiss, the District

respectfully requests that the Board dismiss with prejudice the Protest of DC Healthcare

Systems, Inc., in CAB No. P-0930.

Respectfully submitted,

IRVIN B. NATHAN
Attorney General for the District of Columbia
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Deputy Attorney General
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/sl
NANCY K. HAPEMAN
Chief, Procurement Section

Is/
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Assistant Attorney General
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441 4th Street, N.W., Suite 700 South
Washington, D.C. 20001
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(202) 741-5228 (fax)

Is/
TALIA SASSOON COHEN
Assistant Attorney General
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EXHIBIT 13



DISTRICT OF COLUMBIA CONTRACT APPEALS BOARD

PROTEST OF:
D.C. HEALTHCARE SYSTEMS, INC. CAB No. P-0930

Solicitation No: DHCF2013R0003

i g S N

OPPOSITION OF PROTESTOR D.C. HEALTHCARE SYSTEMS, INC.
TO THE DISTRICT OF COLUMBIA’S MOTION TO DISMISS

Protestor, D.C. Healthcare Systems, Inc. (*D.C. Healthcare™), through its undersigned
counsel, respectfully submits this Opposition to the Motion to Dismiss filed by the District of
Columbia (“the District™) in the above-referenced matter. Contrary to the District’s arguments,
the Contract Appeals Board (“CAB” or “Board”) does have jurisdiction over the subject matter
of this protest, D.C. Healthcare does have standing as an “aggrieved party,” and D.C.
Healthcare’s protest is timely. Therefore, and for the reasons set forth more fully below, the
District’s motion should be denied.

Introduction

The District’s jurisdictional arguments arise from a fundamental misunderstanding or
mischaracterization of D.C. Healthcare’s protest. D.C. Healthcare’s argument is simple: It was
deprived of an opportunity to bid. This happened because DC Chartered Health Plan, Inc.
(“Chartered”) was under control of the District and its appointed agent, the Rehabilitator.' Asa
result of anti-competitive behavior by District and its conflicted agents, and other bidders,
‘Chartered failed to submit a bid, and the District was deprived of adequate competition for the
services covered by the District’s request for proposals (“RFP” or “solicitation™), in violation of
the Procurement Practices Act’s mandate to obtain competition. Had D.C. Healthcare known in

advance that potential bidders and their District agents would engage in anti-competitive

" This filing presumes familiarity with the protest and the District’s motion and therefore does

not reintroduce the players.



behavior, D.C. Healthcare would have marshaled its resources and submitted a bid itself, thus
providing the District with adequate competition and placing itself in line for award. Instead,
D.C. Healthcare was misled by the agents of the District and in effect induced to sit on the
sidelines because its subsidiary, now controlled by the District’s agents, was going to bid for the
work. The law is well-established that contracting officers have a duty to watch for and mitigate
the effects of anti-competitive behavior; especially behavior orchestrated by the Department of
Health Care Finance (“DHCF”) and the Department of Securities, Insurance and Banking
(“DISB”). Accordingly, this procurement should be re-opened to allow D.C. Healthcare and
others to submit new bids.

The essence of the District’s Motion to Dismiss is that D.C. Healthcare is not an
aggrieved party because it did not bid and allegedly could not perform the contract. But in this
case, the District denied D.C. Healthcare the opponupity to compete. The District induced D.C.
Healthcare not to submit a bid, and misled it as to t;he course of action of its wholly-owned
subsidiary, which had come under the control of the District. Chartered was known to be
actively working to prepare a bid, attended a pre-bid conference, and on information and belief,
participated in the solicitation process, as well as drafted a proposal in response to the RFP. D.C.
Healthcare was a prospective bidder who was dissuaded from bidding by the actions of the
District. What the District is arguing now to D.C. Healthcare is that although we misled you and
induced you into not bidding, you can’t protest the collusive conduct since you aren’t an actual
bidder. That is just plain wrong.

As for the argument that D.C. Healthcare could not perform the work, that is just a naked
unsupported supposition by the District, and it has no basis in the record they presented in their

motion. D.C. Healthcare has been in this business since the year 2000. In its protest, D.C.



Healthcare asserted that it could have submitted a stand-alone proposal. It knows the MCO
business inside and out. The company oversaw, managed, and supervised its subsidiary, and
through that oversight it had all the corporate experience that Chartered possessed. (Chartered
has been performing this work for 25 years.) It was a direct service provider to Chartered, and
performed some of the Medicaid Managed Care Organization (“MCO”) work. It has intimate
technical knowledge of and proven experience in the performance of this kind of work. It is not
just some corporate shell. It could have used its own and accessed other resources, and submitted
its own bid. And it could have teamed with other potential bidders as well.?

So why didn’t D.C. Healthcare submit a proposal? The answer is self-evident. It
understood that its wholly owned subsidiary was bidding for the work. D.C. Healthcare has
certain duties it owed to Chartered. It could hardly have coveted and usurped the corporate
opportunities of its subsidiary without raising the ire of Chartered creditors and regulators.

There are creditors who are owed millions of dollars by Chartered. Moreover, this contract work
is Chartered’s life blood. Chartered has one customer, one contract, and basically one revenue
source. It is one of three incumbent contractors and it has been performing the work for 25
years. For Chartered not to go after and compete for the work is almost like asking why we
bother to breathe; it is inconceivable that Chartered would voluntarily suffocate itself and no bid
the procurement. There are also more than 160 District of Columbia jobs at stake. See

Commissioner White written testimony at the District’s Motion to Dismiss, Exhibit 18 at 2.

2 If D.C. Healthcare had known that the District intended to pull the plug on Chartered’s bidding
effort, abandon its creditors, and desert more than 160 employees, then it would have taken
immediate steps to incorporate those subsidiary resources in a bid and try to save them from the
executioner’s ax. It is a hornbook rule of procurement law, that the experiences of affiliated
corporations are considered in evaluating the proposals of a related entity. See, e.g., discussion
supra. at 14,



DHCEF Director Wayne Turnage also submitted written testimony at the City Council Roundtable
and noted that Chartered was the City’s largest Medicaid contractor, covering 110,000 members
at annual cost of more than $359 million, with contracts with 5,387 ‘health care providers (most
of whom are District employers). See Protester Exhibit 1 at 2. (This procurement thus impacts
approximately one out every six District residents.) And Chartered’s intention to compete was
further confirmed in written testimony by the Insurance Commissioner White of the DISB, who
also noted that he wanted to “to keep more than 160 Chartered employees from losing their
jobs.” Motion to Dismiss, Exhibit 18 at 2, He noted in his written testimony that allowing
“Chartered to effectively compete for a new contract would be challenging, but we are going to
do our best.” Id at 1. Commissioner White further represented that with Chartered in
rehabilitation “it now has a far better chance to get its all-important city Medicaid contract
renewed.” Id. at 4. And Commissioner White finally stated in writing that the City wanted
Chartered to “remain a private company so we can have competition in the Medicaid market.”
Id até.

This written testimony is backstopped by the oral testimony offered at the October 25,
2012 City Council Committee Roundtable hearing. That oral testimony was recorded on video
and is found at:

http://oct.de.gov/services/on demand video/on demand October 2012 week 4.shtm
(10/25/2012, 11 AM Public Hearing, Committee on the Health, David Catania, Chairperson).

At the hearing the following public statements were made:

e 27:30 minutes: [Catania] “Will your receiver be submitting a proposal? “[ White] “We
do expect that Chartered’s receivership will be submitting a bid.”
54:20 minutes: [White] “Chartered in receivership can respond to the RFP.”

¢ 54:50 minutes: [White] “Chartered in receivership will be able to make a bid, will be
able to go forward with the RFP.”

e 55:08 minutes: [White] “While it is in receivership, I anticipate that Chartered will bid
on the RFP.”



At the hearing, both Council Members Alexander and Barry prophetically suggested that the
District needed to be flexible to attract buyers for Chartered, and to protect the employees and
other interested parties, and expressed some dismay about the District’s actions to date,

Accordingly, and contrary the District’s motion, based on this record, D.C. Healthcare
had every reason to think Chartered was going to bid and it knew Chartered was working to
prepare a bid.

The District makes much of the fact that Chartered was invited to submit a proposal, but
allegedly didn’t register for the solicitation as a bidder, and thus chose not to compete. See
Motion to Dismiss, Exhibit 4 at §9 6 and 7. D.C. Healthcare, however, thinks the timeline

suggests something more complicated.3 Contrary to the District’s Declaration, the solicitation

3 The solicitation was completed with relative haste, including an amendment on November 29,
2012 suddenly requiring the submission of bids two working days later on an accelerated
schedule by Monday, December 3, 2012. The old adage is that haste makes waste is borne out
here. The RFP includes a special clause (1.2) applying the Service Contract Act (“SCA”). See
Motion to Dismiss Exhibit 1 at 223. The SCA is a prevailing wage and fringe benefit law. It
specifies wage levels by job category, vacation benefits, holidays, and health and welfare
benefits (which are currently $3.71 an hour) which are specified in a wage determination also
incorporated into the RFP. /d. at Attachment J-2. Every year a new wage determination is added
to the contract and the rates must be equitably adjusted. See id. at 223. The problem is that the
SCA is not applicable to Medicaid contracts. Specifically, the SCA regulations provide that:

[S]ervice contracts entered into by the State or local bodies with purveyors
of services are not deemed to be entered into by the United States merely
because such services are paid for with the funds of the public body which
have been received from the Federal Government as a grant under a
Federal program. ...Similarly, contracts let under the Medicaid program
which are financed by federally assisted grants to the States, and contracts
which provide for insurance benefits to a third party under the Medicare
program are not subject to the Act.

29 C.F.R. 4.107(b). 1t would appear that in its haste to procure the work, the District has ladled
on extra wage and fringe benefit requirements not otherwise required by law. This will
obviously impact the cost to perform the work and the level of benefits that can be given to the
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had been circulated to prospective offerors since the middle of 2012. A revised RFP was issued
November 12, 2012, and there were 11 amendments resulting in bid submission deadline of
December 3, 2012. Yet on October 24, 2012, presumably near the date for registration of
bidders, DISB Commissioner White testified in writing before the District of Columbia City
Council at a Joint Oversight Roundtable that “we are going to do our best” to allow Chartered to
effectively compete for a new contract, See id. at Exhibit 18, page 1. Since this testimony came
rather late in the procurement process, it would suggests that the Commissioner should have
known then that Chartered wasn’t bidding, but for some reason he testified otherwise before the
City Council, represented otherwise to the public, and thus misled D.C. Healthcare.’

In addition, D.C. Healthcare respectfully submits that, as between D.C. Healthcare—an
innocent potential bidder—and the District, any anticompetitive behavior by agents of the
District (i.e., the Rehabilitator and DISB) must be ascribed to the District as a whole. The
District has given a carefully worded Declaration of Helena Barbour which states in pertinent
part “Neither have we had any contact with DISB concerning the solicitation of offerors under
the New MCO RFP.” See District Exhibit 4 at p. 3 q 14. Notice, however, that the District
Declarant doesn’t deny that there may have been ample contact between DHCF, whom she
works for, and DISB regarding Chartered’s status and its non-participation in the solicitation. It

strains credulity to think that the District officials didn’t notice or discuss the fact that the largest

District’s Medicaid recipients. It alone, from the cost perspective, is a reason enough for the
District to pull back, re-open the RFP, fix the problem and take new bids using the proper living
wages required by these types of city contracts. Otherwise, this contract will presumably cost
possibly millions of dollars more over the next five years than would be required by law to be
incurred.

% While the DISB Commissioner and the DHCF Director testified that the procurement timelines
are short here, it is a fact that in the past the District has always extended performance of the
existing MCO contractors to accommodate the pace of their procurements, and can do the same
in this procurement.



of the MCO contractors performing services for more than 100,000 enrollees was not going to be
bidding. Indeed, in its carefully crafted Motion to Dismiss, the District simply says “Neither has
the Contract Specialist had any contact with DISB concerning the solicitation of offerors under
the New MCO RFP.” /d. at 5. Suffice it to say, that doesn’t mean much, since it doesn’t prove
that others in the District procurement office or DHCF had no such contact. The problem here is
the non-participation of Chartered and the misleading conduct toward D.C. Healthcare. The
supposed lack of contact concerning the solicitation is not the same as saying everyone at DHCF
was in the dark about the lack of a bid by D.C Healthcare or Chartered, or the other facts alleged
in the protest.” Indeed, as the District emphasizes repeatedly in its Motion to Dismiss, D.C.
Healthcare does not control Chartered. Rather, the Commissioner of DISB and the Rehabilitator
he appointed, both of whom are agents of the District of Columbia itself, control Chartered and
have used that control to affect the outcome of the procurement to the detriment of other actual
or prospective competitors, including D.C. Healthcare, as well as the District and Medicaid

beneficiaries.®

> Indeed, the District’s Declaration clearly suggests otherwise, noting that Chartered was invited
to bid, District Exhibit 4 at 2, 96, and neither Chartered nor D.C. Healthcare registered to submit
proposals, id. at 2, §7. It strains credulity to suggest that DHCF, the procuring entity, was
unaware of the events at Chartered since it was the largest of the incumbent contractors
performing the work. In fact, Wayne Turnage, Director of DHCF provided written testimony on
October 25, 2012, at the Joint Oversight Roundtable before the City Council regarding the
intense, close oversight his agency was performing on Chartered. See Protester Exhibit 1 at 2-5.
Nor does the District try to suggest that no one at DISB had contact with DHCF regarding these
events. Of course, the content and scope of that contact, and what actually went on, awaits an
agency report and a substantive response to the protest.

8 The District’s contracting officials cannot avoid the knowledge imputed to the District of

Columbia agency for which the procurement is being conducted, DHCF, nor the information that
D.C. Healthcare provided to DISB. All these players are part of a single entity, the Government
of the District of Columbia. Even the Rehabilitator, his appointees, and his law firm are mere
agents of the District of Columbia. Thus, an affidavit from the contracting officer’s
representative that she didn’t know about some fact doesn’t mean the knowledge of the
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D.C. Healthcare is rot asserting rights on behalf of Chartered, nor is it asserting rights
under the District’s insurance laws. Thus, the District’s characterization of the protest as
attempting to circumvent the authority of the Rehabilitator and the Superior Court simply misses
the point. D.C. Healthcare’s protest also does not require the CAB to rule directly on the
propriety or impropriety of the acts of the Rehabilitator, Mr. Watkins or the Faegre law firm.
Rather, it would suffice for the procurement to be cancelled and the potential conflicts, ethical
issues and anti-trust matters to be remanded to the contracting agency for investigation, review
and a determination. Meanwhile, the procurement could be re-opened for new bids. The protest
argues that the contracting officer may not proceed with the procurement in the face of
unresolved allegations of collusive bidding and other potential anti-trust violations. There is no
dispute that the procuring agency was aware that Chartered was under the control of a
Rehabilitator (District’s Statement of Facts (“DSOF”) § 12), whose actions, inactions, and
conflicts form the basis for D.C. Healthcare’s allegations of anti-competitive practices. In
addition, the protest also concerns the relationships between the District’s agents and other
bidders — including Chartered, United Health Plan, and AmeriHealth Mercy. And, as discussed
in the protest and below, it is well-established that procurement authorities should be concerned
about the potential for such anti-competitive practices. As such, those practices also are a proper
subject of inquiry for the CAB to the extent they impact the integrity of the procurement process,
as they do here.

D.C. Healthcare is an “aggrieved party” with standing to bring and maintain this protest.

The District admits that Chartered was invited to submit a bid (DSOF”} § 4), but that Chartered

collusion, anti-competitive behavior, and conflicts was not found within the four corners of the
District government—or even in the possession of other procurement officials.
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neither registered to submit a bid” (DSOF 9 5) nor submitted a bid (DSOF 19). The District also
admits that D.C. Healthcare has an economic interest in the award of a contract to its subsidiary,
Chartered (Motion to Dismiss at 16). Obviously, then, D.C. Healthcare also has an economic
interest in an award to itself, which will be a possibility if the relief sought by D.C. Healthcare is
granted. Because D.C. Healthcare has a direct economic interest that would be affected by the
award of a contract or by the failure to award a contract and it is aggrieved iﬁ connection with
the solicitation of a contract.

Lastly, D.C. Healthcare’s protest is timely. Sadly, the statement by the DISB
Commissioner on which the District bases its timeliness argument is incompletely quoted by the
District and therefore misleading,

For these reasons, as discussed in detail below, D.C. Healthcare’s protest should not be
dismissed.

Discussion

L. D.C. Healthcare’s Protest is Timely

The District argues that D.C. Healthcare’s protest is untimely because D.C. Healthcare
allegedly should have known on October 25, 2012 that Chartered would not submit a proposal.
The District asserts this to be true because DISB Commissioner William P. White purportedly
testified before the D.C. Council on that date that finding a qualified buyer and completing a
purchase agreement within the timeline to allow Chartered to effectively compete for a new
contract will be challenging. Motion to Dismiss, at 10, § 31.

However, that is not what Commissioner White actually said, as reflected by Exhibit 18

to the District’s motion. What Commissioner White actually said was:

7 Chartered’s failure to even register to submit a bid should have raised red flags for the

contracting officer about the likelihood of anti-competitive behavior taking place.

9



Finding a qualified buyer and completing a purchase agreement within the
time to allow Chartered to effectively compete for a new contract will be
challenging, but we are going to do our best.

District Motion to Dismiss, Exhibit 18, at 1 (emphasis added). Commissioner White further
said:

o “[W]e were also trying to keep the more than 160 Chartered
employees in the District from losing their jobs.” [/d. at 2]

e “We also knew the District was trying to increase the number of
competitors in the city’s Medicaid market to lower prices and
increase quality.” [Id at 3]

o “The best outcome here is that . . . Chartered be sold to become
strong financially again and remain a private company se we can
have vibrant competition in the Medicaid market” [Id at 6
(emphasis added)]

Commissioner White’s statements were not indications that Chartered would not be
bidding. Indeed, they were representations to the contrary. See also citations to the video of the
public hearing at set forth at page 4 of this Opposition. The quoted statements clearly indicated
the Commissioner’s intent that Chartered would be a bidder.

Thus, as of October 25, 2012, D.C. Healthcare was justified in believing that the
Rehabilitator was doing his best to submit a bid in Chartered’s name. As indicated in the protest,
D.C. Healthcare did not know, and had no reason to know, until December 3, 2012, (timed to be
posted after the proposal submission was due) that Chartered had not submitted a bid. Thus, this
protest is timely because it was filed within ten business days of when the Company knew or
should have known of the grounds for protest.

II. D.C. Healthcare Is an “Aggrieved Party” and Is Properly Pursuing This Protest in
its Own Name.

A. D.C. Healthcare does not need to have submitted a proposal in order to have
standing where the whole basis of its protest is that the anti-competitive acts
complained of prevented it from submitting a proposal.

10



Predictably, the District argues that D.C. Healthcare does not have a direct economic
interest in the procurement and is not an aggrieved party because D.C. Healthcare did not submit
a proposal in response to the Solicitation. As set fdrth below, that argument disregards the facts,
twists the law, and is incorrect.

In order for the Board to have jurisdiction over a protest, a protestor must be an aggrieved
party, i.e., the protestor must have a direct economic interest in the procurement. Whether such
an interest exists is not as simple as whether the protestor submitted a proposal or whether the
protestor is second-in-line for award. Rather, this Board has held that whether a party is
sufficiently interested to be considered aggrieved “depends on the party’s status in relation to the
procurement and the issues involved and how these circumstances show the existence of a direct
or a substantial economic interest on the part of the protester.” Cup Temporaries, Inc., CAB No.
P-474, July 3, 1997, 1997 WL 383070.

This Board has stated that: “Sufficient injury can be found, for example, in an adverse
agency action which denies a person the right to be considered for contract award, denies the
person the opportunity to compete, or precludes the person’s product or services from being
considered due to defects in the government’s specifications.” M.C. Dean, Inc., CAB No. P-528,
April 16, 1998, 1998 WL 198901. That is one of the arguments that D.C. Healthcare is making
here—that due to the improper behavior of the District’s agents, the DISB Commissioner and the
Rehabilitator for Chartered, D.C. Healthcare was denied the opportunity to compete.

In B&B Security Consultants, Inc., CAB No. P-630, March 7, 2001, 2001 WL 433425,
the protestor challenged the District’s decision to restrict competition to holders of Federal
Supply Schedule (“FSS”) contracts. Not being an FSS contract holder, B&B Security

Consultants (“B&B Security”) had not submitted an offer in response to the solicitation, The

11



District argued that B&B Security was not an aggrieved party, since it had not submitted an
offer, but the Board disagreed, saying:

Were the Board to decide that the District’s use of the FSS was illegal, the
District would have to procure its service needs either by exercising its
option with B&B Security or resoliciting the contract in the open market.
In either case, B&B Security would have a possibility of receiving the
award.®

See also McRae Industries, Inc., B- 287609.2, 2001 CPD § 127 (Protester is an interested party
to challenge contracting agency's alleged waiver of solicitation testing requirements
notwithstanding that it did not submit a proposal where, if protest were sustained, the protester
would have an opportunity to compete under a revised solicitation); Courtney Contracting Corp.,
B- 242945, 91-1 CPD Y 593 (same).

Here, too, were the Board to sustain D.C. Healthcare’s protest, D.C. Healthcare would
have a possibility of submitting a bid and, thereafter, be eligible for award. Thus, D.C.
Healthcare is an aggrieved party.

The cases cited by the District to argue that D.C. Healthcare is not an aggrieved party are
readily distinguishable. For example, in Eagle Eyes, the protestor was merely a prospective or
“wannabe” subcontractor, which is not the case here. And, in Infegrail Systems, the primary case
on which the District relies, the protestor was arguing on behalf of its subsidiary. That is not the
case here, where D.C. Healthcare is arguing that it, D.C. Healthcare, was deprived of the
opportunity to bid.

In any case, the District “concedes, as it must, that D.C. Healthcare has some economic

interest in the award of the contract....” Motion to Dismiss at 16. But the District persists in

B Ultimately, the Board dismissed B&B Security’s protest as untimely for reasons not present

here,
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minimizing the direct economic interest that D.C. Healthcare has in its own right in this
procurement. D.C. Healthcare has twelve years of intimate technical involvement, knowledge
and experience in this Medicaid work. As noted above it has its own independent interest in the
procurement. Yes, it is the parent company of Chartered. But that is not the only basis for its
interest. D.C. Healthcare has been supervising, managing and overseeing the operations of this
Medicaid contract for a dozen years. It has an intimate knowledge of the Medicaid business and
has the corporate and technical experience to perform the work. As they had done for Chartered
in the prior procurement process in the past, D.C. Healthcare could have bundled its own
resources, and that of other potential team members, and submitted a proposal, but for the anti-
competitive and misleading actions of the District and its agents.

B. D.C. Healthcare has the capacity to perform the RFP’s requirements.

The District argues, citing the Tyrone F. General and 24/7 Computer Doctors cases, that
D.C. Healthcare has no standing because it has not shown that it has the capacity to perform the
RFP’s requirements. The District’s legal argument Jacks merit and it has provided no facts to
back up its contentions.

In Tyrone F. General, the Board found that the protestor failed to demonstrate aggrieved
party status where he asserted only that he was “an ‘enterprising businessman’ who has desired
an opportunity to compete since 1990.” In 24/7 Computer Doctors case, the protestor was
initially involved in a team to bid, but then abandoned that effort. Moreover, the protestor in
24/7 Computer Doctors did not allege that the District had violated any procurement law. These
cases are a far cry from the present case, where the protestor, D.C. Healthcare, is itself in the
Medicaid MCO business; has participated in this procurement in the past; and where the District

has failed to fulfill its duty to obtain competition and to prevent or mitigate anti-competitive
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bidding practices by the district’s own agents. While the District argues that D.C. Healthcare
does not control Chartered, the fact is that, were Chartered to lose the Medicaid contract, its
resources would no longer be necessary for that purpose and the rehabilitation proceeding would
presumably end. In that event, D.C. Healthcare, as the sole owner of Chartered, would again
have access to those resources.” While those resources were not a necessary prerequisite for
D.C. Healthcare’s bid, they would augment it. And, it is well established that an agency may
properly attribute the experience or past performance of an affiliated company to an offeror
where the firm’s proposal demonstrates that resources of the affiliate will affect the performance
of the offeror. See, e.g., Ecompex, Inc., B-292865, 2004 CPD Y 149 at 5; Perini/Jones, Joint
Venture, B-285906, 2002 CPD Y 68 at 4. Here, of course, D.C. Healthcare never received a
chance to make that showing, since it was deprived of the opportunity to submit a bid by the
actions of agents of the District.

And, in any case, D.C. Healthcare emphatically submits that it does have the capacity to
bid on and successfully perform this contract. D.C. Healthcare has been in this business since the
year 2000. In its protest, D.C. Healthcare affirmatively asserted that it could have submitted a
stand-alone proposal, and for motion to dismiss purposes, the facts asserted to be true must be so
conceded. In any case, D.C. Healthcare knows the MCO business inside and out. The company
supervised and managed its subsidiary, and through that oversight it had all the experience that
Chartered possessed. It was a direct service provider to Chartered, and had performed services on
this same MCO contract. D.C. Healthcare has intricate technical and working knowledge of and
experience in the performance of this kind of work. Again, it is not just some corporate shell.

The company has independent resources that it could organize and marshal to submit its own bid.

Obviously, this is not a decision for the CAB to make. At this stage, the only question is
whether D.C. Healthcare has standing to protest.
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D.C. Healthcare had done this very same proposal work for Chartered in the past, including
managing and drafting the Chartered proposal which won the award of a contract on the prior
procurement cycle. And, given this wealth of experience, and the solicitation provisions
offering special evaluative credit to local offerors, it was particularly well-situated to team with
other potential bidders as well.

Accordingly, the case law is squarely in D.C Healthcare’s corner; the Company alleged
in its protest filing that it was capable of bidding; under the ordinary legal rules for a motion to
dismiss, the allegation must be accepted as true. For the foregoing reasons, D.C. Healthcare is
an “aggrieved party.”

IIl.  D.C. Healthcare’s Protest Is within the Subject Matter Jurisdiction of the Board

The District’s Motion to Dismiss wrongly characterizes D.C. Healthcare’s protest as
attempting to circumvent the authority of the Rehabilitator and the Superior Court.'® As noted,
D.C. Healthcare is not asserting any rights under the insurance laws of the District of Columbia.

Rather, as stated in D.C. Healthcare’s protest, and not addressed at all in the District’s motion,

' The District suggests that “Protester’s dissatisfaction is remediable, if at all, by the Superior
Court....” District Motion to Dismiss at 15. (Emphasis added). But this claim ignores the fact
that this dispute is a bid protest initiated to correct alleged violation of the D.C, procurement
code. As the District knows, it cannot bestow initial jurisdiction over that bid protest in the
Superior Court, at least until this Board has exhausted its statutory jurisdiction. This Board has
initial and exclusive and independent jurisdiction over the procurement process, and not the
Superior Court, whose protest role is only appellate in nature. If D.C. Healthcare had run to the
Superior Court with a request to cancel the District’s solicitation, the District would have argued
that D.C. Healthcare had failed to exhaust its administrative remedies at the Board. Only the
Board has at least the initial and exclusive jurisdiction over the allegations concerning collusive
bidding and other procurement irregularities. What the District is really arguing is that these
allegations have no remedy (i.e., hence, in the District’s words “remedial, if at all”) and there is
no forum for the protest. D.C. Healthcare, on the other hand, urges the Board to defend its
jurisdiction — the role of the Board and the courts are not in conflict. The Superior Court’s
continued jurisdiction over the Rehabilitator is concurrent (and complementary to) the Board’s
jurisdiction over the procurement process and this protest.
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this protest is brought under the District of Columbia Procurement Code, which prohibits
collusion in bidding as well as the other acts complained of. D.C. Code § 2-354.15. D.C.
Healthcare argued, inter alia, in its protest that the District has knowingly condoned collusive
bidding because it looked the other way while the same individuals (again, agents of the District,
no less!) controlled or advised three potential bidders (Chartered, United Healthcare and
AmeriHealth Mercy) and caused one of the three (the incumbent, Chartered) to “no bid” the
Solicitation. As alleged in the bid protest, this decision not to bid benefitted the conflicted agents
and other competitors, who knew that the largest and most experienced competitor was out of the
picture. The District admits that the incumbent, Chartered, did not even register to submit bid.
DSOF { 5. This should have been a giant red flag, given Chartered status as the largest of the
MCO incumbent contractors engaged by DCHF. But the District’s procurement officials
apparently did nothing to ensure that adequate competition would take place. Instead, officials
of the District publicly assured all that they would do their “best™ to make sure Chartered
submitted a bid and more than 160 jobs would be protected. When the District controlled
Chartered decided no bid, the District defaulted on that representation and actively misled D.C.
Healthcare by continuing to withhold that information until the deadline for submission of
proposals had past.

As stated in D.C. Healthcare’s protest, this Board has held that collusive bidding and a
restraint of trade are grounds to cancel a solicitation and reject all bids. Unlike the non-
procurement-related statutes at issue in the Black Entertainment Television and Metropolitan
Service & Maintenance Corp. cases cited on page 13 of the District’s Motion to Dismiss, laws

against anti-competitive behavior are very much the business of the District’s procurement
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authorities. As just noted, the District’s Procurement Code prohibits collusion in bidding. D.C.
Code § 2-354.15. Moreover, this Board has held that:

[The regulation] provides that a contracting agency may cancel a
solicitation and reject all bids when the CPO determines in writing that
cancellation is in the best interests of the District for reasons including that
the “bids were not independently arrived at in open competition, were
collusive, or were submitted in bad faith,” If there is evidence of
collusion, or other anti-trust violations among businesses in connection
with a solicitation, the contracting officer is required by 27 DCMR §
1007.2 to report such evidence to the CPQ. The CPO in turn “shall
consult with the Corporation Counsel within ten (10) days of the report to
ascertain whether a reasonable basis exists for believing that collusion has
occurred among any businesses for purposes of defrauding the District.” If
the CPO in consultation with the Corporation Counsel concludes that there
is a reasonable basis to believe that an anti-trust violation has occurred, the
CPO would then be required to consider the issues of cancellation and
contractor responsibility, among others, Section 1007.3 of 27 DCMR sets
forth practices and events that may evidence violations of antitrust laws,
including “[a]ssertions . . . by competitors of offerors[] that an agreement
to restrain trade exists.”

The question of whether the Board has jurisdiction and whether a protestor is an
aggrieved party must be viewed in the context of the procurement error being alleged. Here the
procurement involves turning a blind eye to collusive bidding, anti-competitive behavior and
conflicts of interest. If an aggrieved party, including a party that was induced to not bid, cannot
challenge such violations of the Procurement Code at the CAB, then the Procurement Code itself
becomes toothless. That’s why the conduct here, which denied D.C. Healthcare the opportunity
to compete, and which compromised the public interest in competition, suffices to bestow

standing and to give the Board jurisdiction.

""" Similarly, it renders D.C. Healthcare's protest timely. It is inevitable that anti-competitive

behavior will become apparent only after bids have been submitted.
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Conclusion

As demonstrated above, D.C. Healthcare’s protest was timely filed because it was filed
within ten business days of when D.C. Healthcare learned that collusive bidding behavior had
caused its subsidiary to “no-bid” the procurement. D).C. Healthcare is an aggrieved party
because it has a direct economic interest in the out¢ome of the procurement; it is a prospect
bidder, capable of bidding, and aggrieved by the District’s actions. And this Board does have
jurisdiction over D.C. Healthcare’s challenge to a violation of the D.C. Procurement Code.

The protest alleges anti-competitive practices in violation of the D.C. Procurement Code
that go to the heart of the integrity of the procurement process. The District says nothing in
response to the substance of the allegations. If the protest allegations are correct, and for a
motion to dismiss purposes they should be so deemed, they describe serious procurement-related
irregularities. This Board is charged with resolving that protest.

From our vantage point, the District’s Motion to Dismiss is a finely calibrated dagger
aimed at the jurisdiction of this Board to hear and resolve important issues of procurement
integrity. Granting of this motion would undermine the Board’s jurisdiction, and leave the
procurement community without a forum to address serious procurement irregularities. That
serves no public good. For these reasons, the District’s Motion to Dismiss should be denied.

Accordingly, D.C. Healthcare respectfully requests that the Board enter an order:

1. Denying the Motion to Dismiss;

2. Directing the District to submit on an expedited basis an agency report and record

responsive to the protest; and

3. Directing the District to include in that record all the documents specifically

requested by D.C. Healthcare in it protest filing.
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Respectfully submitted,
BROWN RUDNICK LLP
/s/

Daniel B. Abrahams (D.C. Bar No. 375334)
Shlomo D. Katz (D.C. Bar No. 436030)

601 13™ Street, N.W.

Suite 600

Washington, D.C. 20005

(202) 536-1751

Facsimile: (617) 289-0773
dabrahams(@brownrudnick.com
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I'hereby certify that on the filing date for this Opposition, January 25, 2013, the Protestor
served on the District, through listed counsel, by File & Serve, a copy of the foregoing
OPPOSITION OF PROTESTOR D.C. HEALTHCARE SYSTEMS, INC. TO THE DISTRICT
OF COLUMBIA’S MOTION TO DISMISS in CAB No. P-0930 to:

Jon N. Kulish, Esquire

Talia Sassoon Cohen, Esquire

441 4" Street, N.W., Suite 700 South
Washington, D.C. 20001

/s/
Michael D. Maloney
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DISTRICT OF COLUMBIA CONTRACT APPEALS BOARD

PROTEST OF:
DC HEALTHCARE SYSTEMS, INC. )

) CAB No. P-0930
Solicitation No: DHCF-2013-R-0003 )

For the Protester: Daniel B. Abrahams, Esq., Shlomo B. Katz, Esq., Brown Rudnick LLP.
For the District of Columbia Government: Jon N. Kulish, Esg., Talia S. Cohen, Esq., Office of
the Attorney General.

Opinion by Administrative Judge Monica C. Parchment, with Chief Administrative Judge
Marc D. Loud, Sr. and Administrative Judge Maxine E. McBean, concurring.

ORDER DISMISSING PROTEST
Filing 1D #49821131

This protest arises in connection with the District’s solicitation for managed care
organizations to provide healthcare services to the District’s Medicaid eligible population. The
protester, DC Healthcare Systems, Inc., alleges collusion and various other improprieties in the
District’s management of protester’s wholly-owned subsidiary, DC Chartered Health Plan, Inc.,
which it alleges caused both the protester and the subsidiary to not respond to the solicitation.
The Board finds that (1) we lack jurisdiction over the subject matter of protester’s allegations;
and (2) the protester lacks standing to bring the protest. Accordingly, we dismiss the protest.

FACTUAL BACKGROUND

DC Chartered Health Plan, Inc. (“Chartered”), a wholly-owned subsidiary of the
protester, is an incumbent contractor providing healthcare services to those enrolled in the
District of Columbia Healthy Families Program. (Protest 1-2.) The provision of these services,
on behalf of the District of Columbia Department of Health Care Finance (“DHCF”), serves as
Chartered’s sole source of operating revenue. (Id. at 10.) Chartered’s current contract with
DHCEF expires on April 30, 2013. (Dist. Ex. 3.)

On November 1, 2012, the District of Columbia Office of Contracting and Procurement
(“OCP”), on behalf of DHCF, issued Request for Proposals No. DHCF-2013-R-0003 (the
“Solicitation”). (Dist. Ex. 1.) The Solicitation sought offerors to provide healthcare services to
the District’s Medicaid eligible population under the District of Columbia Healthy Families
Program through April 30, 2018. (Dist. Ex. 1 { B.1.) The Solicitation anticipated making
awards to up to three offerors for such services. (Id.) Under Amendment 9 to the Solicitation,
proposals were due on December 3, 2012. (Dist. Ex. 2.) Neither the protester nor Chartered
submitted a proposal in response to the Solicitation, or otherwise challenged the terms of the
Solicitation before proposals were due. (Protest 10, 15.)
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The District of Columbia Department of Insurance, Securities & Banking (“DISB”),
pursuant to a Superior Court Order of Rehabilitation, is the court-appointed Rehabilitator of
Chartered’s affairs. (Dist. Ex. 16.) As Rehabilitator, DISB is empowered to “take such action as
deemed necessary or appropriate to reform and revitalize” Chartered. D.C. Cobe § 31-1312(c)
(2001). To assist it in managing the affairs of Chartered, DISB hired Daniel L. Watkins and
Faegre Baker Daniels, LLP (“Faegre”), as examiners pursuant to D.C. Cope § 31-1401 et seq.
(Protest 2-3.) On December 3, 2012, DISB issued a status report in which it explained why
Chartered had not submitted an offer in response to the Solicitation. (Dist. Ex. 20.) This report
from DISB indicated that AmeriHealth Mercy and Chartered had established some type of
partnering arrangement, but that only AmeriHealth Mercy was directly responding to the RFP as
the prime contractor. (Id. at 2.)

The protester submits that if it had known that Chartered was not submitting an offer, it
would have prepared its own response to the Solicitation. (Protest 15.) The protester filed the
present protest on December 17, 2012, raising three related protest grounds and requesting that
the Board cancel the Solicitation.

Protest Allegations

The protester first alleges that various conflicts of interest have tainted the present
procurement. (Protest 11-12.) In its protest, the protester quotes, at length, its June 2012
communications with DISB in which the protester and Chartered alleged that DISB’s examiners,
Watkins and Faegre, had impermissible conflicts of interest in violation of D.C. Cobt § 31-1405
(2001). (Id. at 2-10.) Protester alleges that Watkins is the brother of Chartered’s former Chief
Operating Officer. (Id. at 2.) The protester also alleges that, in addition to its work with
Chartered, Faegre also (1) represents various Blue Cross Shield entities, including AmeriHealth
Mercy; (2) is a registered lobbyist for AmeriHealth Mercy of Indiana; and (3) represents United
Healthcare, another bidder and competitor, which had also expressed an interest in acquiring
Chartered. (Id. at 3, 10.) The protester alleges that these “conflicts of interest [...] preclude full
and open competition and a fair award.” (Id. at 11.)

Second, the protester alleges that the conflicts of interest described above resulted in
collusive bidding when DISB decided that Chartered would not respond to the Solicitation, but
would instead partner with AmeriHealth Mercy. (ld. at 13.) Finally, the protester argues that
DISB’s decision not to have Chartered submit a proposal in response to the Solicitation
constituted an illegal restraint on trade in violation of D.C. CoDE § 28-4501 et seq. (Id.)

Motion to Dismiss

The District moved to dismiss the protest on January 10, 2013, arguing that the Board
lacks jurisdiction to hear the protest, and that the protester lacks standing. More specifically, the
District argues that the Board lacks jurisdiction because the protester’s allegations do not directly
relate to the solicitation or award of a contract. (Dist. Mot. to Dismiss 12.) Rather, the District
argues that the protest arises from the protester’s dissatisfaction with the Rehabilitator’s actions
as they relate to Chartered. (Id. at 14-15.) The District further argues that the protester lacks
standing to bring the present protest because the protester did not submit an offer in its own
name, and the protester has not demonstrated that it has the capacity to perform as a prime
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contractor. As such, the District argues that the protester lacks a direct economic interest in the
outcome of the procurement, which is necessary to establish standing before the Board. (Id. at
15-19.) Finally, citing Integral Systems, Inc., B-405303.1, 2011 CPD { 161 (Aug. 16, 2011), the
District argues that the protester lacks standing to represent the interests of its subsidiary,
Chartered, in this protest before the Board." (Id. at 19-20.)

The protester filed its opposition to the District’s motion to dismiss on January 25, 2013.
The protester argues, broadly, that the actions protested violate the anti-collusion provisions in
“the District of Columbia Procurement Code,” and therefore that the Board has jurisdiction over
its protest. (Protester’s Opp’n to Mot. to Dismiss 15-17 (citing DC CoDE § 2-354.15 (2011)).)
The protester further argues that it has standing to bring the protest in its own right as a
prospective offeror denied an opportunity to compete for the underlying contract and asserts that
it has the capability to perform the disputed contract. (Id. at 11-15.)

After the Board’s review of this matter, and the underlying record, we find that the Board
lacks jurisdiction over the present protest for the reasons discussed below.

DISCUSSION

Before considering the merits of protester’s allegations, the Board must first determine
(1) whether it has subject matter jurisdiction over the claims raised in the instant protest; and (2)
whether protester has standing to bring this protest—that is, whether protester is an “aggrieved
person,” as defined in D.C. MUN. REGS. tit. 27, § 100.2(a) (2002).

Jurisdiction

The Board has exclusive jurisdiction over any “protest of a solicitation or award of a
contract...by any actual or prospective bidder, offeror, or the contractor who is aggrieved in
connection with the solicitation or award of a contract.” D.C. Cobt § 2-360.03(a)(1) (2011).
The Board’s statutory protest jurisdiction, however, is limited to deciding whether a solicitation
or award of a contract was made in accordance with applicable procurement law and regulations,
and the terms of the solicitation. D.C. Cobe § 2-360.08(d). In this regard, the District asserts
that the present protest is not a “protest of a solicitation or award of a contract,” but instead
consists of a series of allegations by the protester concerning conduct by District officials (and
agents) that were not responsible for issuing the solicitation, evaluating offers, or awarding the
resulting contract in this procurement. (Dist. Mot. to Dismiss 12-13.)

While the District asserts that this is a protest against the actions of the Rehabilitator, and
not against the actions of procurement officials, the protester, on the other hand, argues that its
protest “does not require the [Board] to rule directly on the propriety or impropriety of the acts of
the Rehabilitator.” (Protester’s Opp’n to Mot. to Dismiss 8.) However, the Board notes that all
of the protester’s protest allegations center on actions taken by DISB and its agents acting as

! The District filed its Motion for Leave to File Reply to Protester’s Opposition to the District of Columbia’s Motion
to Dismiss (“Reply”) on February 5, 2013, which the Board grants. In its Reply, the District reiterated many of the
arguments contained in its initial brief, and included with its Reply separate Declarations by the Rehabilitator and by
the Contracting Officer, which effectively state that, contrary to Protester’s allegations, said individuals acted
independently and without collusion. (See generally Reply Ex. A, Ex. B.)

-3-
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Rehabilitator for Chartered, which the protester effectively admits in its opposition. (Id.)
Specifically, as set forth above, the thrust of the protest alleges that DISB’s decision that
Chartered would not submit an offer in response to the Solicitation was improper because it
resulted from the influence of agents who had conflicts of interest including, specifically, Mr.
Watkins and Faegre, that unduly influenced Chartered not to bid for the contract. Accordingly,
the Board finds that the protest, in fact, largely challenges the propriety of the conduct of the
Rehabilitator, and its agents, and not that of the procuring agency — OCP on behalf of DHCF -
that issued the Solicitation.

Nevertheless, while the protester does not allege any improper acts directly on the part of
OCP or the contracting agency, DHCF,* the protester still argues that any anti-competitive
behavior by the Rehabilitator and its agents must be ascribed to the District as a whole,
presumably to include the procuring agencies OCP and DHCF. (Id. at 6.) Although the Board
has, on occasion, held that knowledge of the actions of one District official can be imputed to
another, such imputation would require evidence of close cooperation between said officials. See
Fort Myer Constr. Corp., CAB No. D-859, 40 D.C. Reg. 4655, 4677 (Nov. 3, 1992) (holding
that the District project manager’s knowledge of contractor’s performance must be imputed to
the contracting officer, because the project manager “had a duty to report matters concerning
performance of work” to the contracting officer). Here, on the other hand, there is no evidence
of an ongoing communication line between DISB and its agents and OCP and DHCF that would
require that the Board impute any knowledge to OCP and DHCF regarding the Rehabilitator’s
conduct in managing Chartered, or to find that collusion occurred between these agencies that
tainted the protested Solicitation.

In addition to the fact that this protest is not directly related to the Solicitation, the
protester also seeks to have the Board adjudicate statutory provisions unrelated to the
procurement matters within the statutorily-prescribed jurisdiction of the Board, because the
protester is effectively challenging the actions of the Rehabilitator’s deputies appointed under
D.C. CopE § 31-1312(a) (2001). Indeed, the Board would be required to interpret the conflict of
interest provision at D.C. CoDE § 31-1405 (2001), enacted under a statutory scheme regulating
the insurance industry, in connection with the protester’s allegation that the Rehabilitator’s
agents had unmitigated organizational and personal conflicts of interest. Further, as set forth in
the statutory provisions concerning antitrust violations, the protester’s allegations that Watkins
and Faegre illegally restrained trade through their involvement with Chartered’s no-bid decision
are matters for the District of Columbia Attorney General to review in enforcing the District’s
antitrust laws, and for individuals who wish to seek civil remedies through the courts. See D.C.
CoDE 88 2-354.15, 28-4506, 28-4507, 28-4508; see also Great South Bay Marina, B-296335,
2005 CPD § 135 at 6 (July 13, 2005) (holding that allegations of antitrust violations are not
reviewable under GAQ’s bid protest function); Shel-Ken Props., Inc.; McSwain & Assocs., Inc.,
B-261443, B-216443.2, 95-2 CPD { 139 at 3 (Sept. 18, 1995) (“If the contracting officer
suspects collusion, the matter should be referred to the Attorney General.”).

2 At most, the protest asserts that DHCF had knowledge of Chartered’s rehabilitation. (See Protest 12.) In its
opposition to the District’s motion, the Protester further asserts that DHCF had knowledge that Chartered would not
submit an offer prior to the submission deadline. (See Protester’s Opp’n to Mot. to Dismiss 7, 16.) However, this
still does not establish that DHCF acted improperly in relation to this procurement, as there is nothing inherently
unusual or improper in an incumbent not bidding on a follow-on contract.

-4-
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Therefore, based upon these factors, we find that the nature of the protester’s allegations
do not constitute a challenge against a solicitation or award of a contract as contemplated by
D.C. CobDE § 2-360.08 and, moreover, concern matters beyond the jurisdiction of this Board.

Standing

In response to the District’s allegation that the Protestor lacks standing, the Board finds
that protester is not an “aggrieved person,” as defined in D.C. MuN. REGSs. tit. 27, § 100.2(a), and
therefore has no standing to bring the instant protest. This Board has repeatedly held that “[i]n
order to have standing an actual or prospective bidder or offeror must show that it has suffered,
or will suffer, a direct economic injury as a result of the alleged adverse agency action. M.C.
Dean, Inc., CAB No. P-528, 45 D.C. Reg. 8746, 8749-50 (Apr. 16, 1998) (citing District of
Columbia v. Grp. Ins. Admin., 633 A.2d 2, 18-19 (D.C. 1993)); accord MorphoTrust USA, Inc.,
CAB No. P-924, 2012 WL 6929398 (Nov. 28, 2012).

In MorphoTrust, the protester was excluded from competition due to the rigorous
specifications included with the solicitation. CAB No. P-924, 2012 WL 6929398. The Board
held that despite that protester’s inability to submit a responsive proposal, the protester
nonetheless had standing because it could allege that it had been denied the opportunity to
compete, and/or had been excluded from consideration “due to defects in the government’s
specifications.” 1d. (citing Recycling Solutions, Inc., CAB No. P-0377, 42 D.C. Reg. 4550, 4575
(Apr. 15, 1992)). In the instant case, and under the same rationale, the facts reflect that neither
OCP nor DHCF (the District agencies responsible for the procurement) have denied the protester
the opportunity to compete. Nor has the protester been excluded from consideration due to
defects in the solicitation, or other acts by procurement officials that could have precluded this
protester from submitting a responsive proposal. Essentially, it appears to the Board that the
protester learned too late that Chartered was not going to bid for the contract, and once it learned
this fact, the District’ deadline for submission of proposals had passed. In short, these facts
indicate that the protester was not an actual, or a prospective, offeror in this procurement given
that the protester clearly had no original intention to bid on the contract before it later learned
that Chartered had not submitted a proposal.

Finally, the Board notes that the protester’s status as the parent company of Chartered
would not, by itself, give the protester the direct economic interest in the procurement that is
required to show standing. In Integral Systems, Inc., the parent company of an offeror protested
the exclusion of its wholly-owned subsidiary from the competitive range. Integral Systems, Inc.,
B-405303.1, 2011 CPD { 161 (Aug. 16, 2011). Although the Government Accountability Office
(“GAQO”) agreed that the protester, as the offeror’s corporate parent, had an economic interest in
the procurement, GAO held that the protester did not have standing because this interest was not
the direct economic interest required by federal statute. Id. at 5 (citing Allied Tube & Conduit,
B-252371, 93-1 CPD 1 345 at 2 (Apr. 27, 1993)). Similarly, in the instant case, while the
protester has an economic interest in Chartered’s future as a contractor for the District, this
interest is not a direct one. Thus, the protester cannot demonstrate standing solely by virtue of its
status as the parent company of Chartered.
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CONCLUSION

For the foregoing reasons, the Board holds that the present protest is not a protest of a
solicitation or award of a contract as defined by statute and, therefore, is beyond the scope of our
protest jurisdiction. D.C. Cobe § 2-360.03(a)(1). We also hold that the protester is not an
“aggrieved person,” as defined in D.C. MuUN. REGs. tit. 27, 8 100.2(a), and therefore has no
standing to bring the instant protest. Accordingly, the protest is hereby DISMISSED with
prejudice.

SO ORDERED.

Date: February 27, 2013 /s/ Monica C. Parchment
MONICA C. PARCHMENT
Administrative Judge

CONCURRING:

/s/ Marc D. Loud, Sr. /s/ Maxine E. McBean

MARC D. LOUD, SR. MAXINE E. MCBEAN

Chief Administrative Judge Administrative Judge

Electronic Service:

Daniel B. Abrahams

Shlomo D. Katz

Brown Rudnick LLP

601 13th Street, N.W., Suite 600
Washington, D.C. 20005

Jon N. Kulish

Talia S. Cohen

Office of the Attorney General
441 4th Street, N.W., Suite 700 S
Washington, D.C. 20001
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QUESTIONS AND ANSWERS ABOUT D.C. CHARTERED HEALTH PLAN INC.
February 22, 2013

The special deputy rehabilitator for the company, Daniel L. Watkins, answers questions about
Chartered’s recent status report and petition to approve the sale of certain Chartered assets to
AmeriHealth, a national leader in government-sponsored managed-care health services.

What is AmeriHealth purchasing from Chartered?

AmeriHealth is purchasing certain assets of Chartered, not its stock or liabilities (except
those specifically identified in the Asset Purchase Agreement). AmeriHealth is seeking a new
Medicaid contract with the District. If it is successful in securing the contract, it would hire most
of Chartered’s employees and utilize Chartered’s provider network.

What happens if AmeriHealth does not secure a Medicaid contract with the
District?

AmeriHealth is not required to close on the Asset Purchase Agreement if it is not
successful in securing the Medicaid contract with the District. In that case, the rehabilitator
would continue to marshal Chartered's assets, resolve Chartered's liabilities and wind down
Chartered’s affairs after the expiration of its current Medicaid contract April 30.

How much is AmeriHealth paying for Chartered's assets?

AmeriHealth has agreed to pay $5 million and provide significant services for the
rehabilitation at no cost to Chartered after Chartered’s contract ends. AmeriHealth will also
capitalize its new company in an amount expected to be in excess of $30 million.

In addition, if the transaction is approved and closes, most of Chartered’s employees will
have jobs with AmeriHealth.

Chartered’s financial advisor, Keefe, Bruyette & Woods, believes the transaction
represents a reasonable reflection of any inherent value in Chartered’s business operations in its
current state, given the significant challenges—Ilegal and financial—described in the first report
to the court.

What are the premium-claims assets which Chartered is keeping?

Chartered has filed claims with the District for retrospective adjustments owed for costs
Chartered incurred due to contract changes the District made in 2010.

The increased costs are primarily due to expensive HIV medications heavily utilized by
enrollees in the city’s own health-care program for the poor, D.C. Healthcare Alliance, who were
shifted onto Medicaid coverage with expanded pharmacy benefits.



Chartered’s contract with the Department of Health Care Finance provides for an
equitable adjustment to pay for losses when there is a change to the contract, such as the switch
to Medicaid coverage for certain Alliance members.

The rehabilitator is seeking an expedited review and, hopefully, resolution of these claims
with the District. The claims represent a substantial portion of Chartered’s assets, and Chartered
needs to realize fair value on the claims to meet its liabilities under its current Medicaid contract.

Has Chartered’s holding company or its shareholder responded to Chartered’s
demand to provide satisfactory documentation for transactions with Chartered Family
Health Center or repayment of the amounts in question? What about federal income tax
refunds due Chartered by the holding company?

DC Health Systems Inc., Chartered’s parent company, has asked for additional
information and documentation regarding amounts claimed by Chartered from the parent
company and/or its shareholder. Chartered is providing the parent company updated
documentation and reconciliations on related party accounts. The rehabilitator will continue to
seek satisfactory documentation and recovery of income-tax refunds and other related party
payments determined to be due from the parent company and its shareholder.

Will providers be paid for the services currently being provided to Chartered
enrollees?

Chartered intends to marshal and utilize all available assets to pay provider claims. A
significant portion of Chartered’s assets are illiquid and currently not available—over $60
million in retrospective premium claims filed with the Department of Health Care Finance and
approximately $12 million in assets pledged to Cardinal Bank.

The rehabilitator is seeking an expedited review, and, hopefully, timely resolution of
those claims with the District so that providers can be paid in full.
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Jonathan C. Marsden, FSA, MAAA
Principal

M E R C E R 333 South 7th Streel, Suite 1600
Minneapolls, MN 55402-2427
+1 612 642 8340
MARSH MERCER KROLL jonathan.marsden@mercer.com

GUY CARPENTER  OLIVER WYMAN WWW.MEICEr.Com

Ms. Tanya Ehrmann

District of Columbia Department of Health Care Finance
Office of Managed Care

4th Floor

825 North Capital Street, NE

Washington, D.C. 20002

June 22, 2010

FINAL & CONFIDENTIAL — NOT FOR PUBLIC DISCLOSURE

Subject: District of Columbia Healthy Families Program (DCHFF) Rate Development and
Actuarial Certification for the Contract Period July 1, 2010 through April 30, 2011

Dear Tanya:

The District of Columbia contracted with Mercer Government Human Services
{Mercer)

is the 10-month pericd covering
the remaining time period of the third contract year. This letter presents an overview of the
methodology used in Mercer's managed care rate development for the purpose of satisfying
the requirements of the Centers for Medicare and Medicaid Services (CMS). This rate
development process was based primarfly on the managed care organization (MCQO}
encounter data supplemented by plan-reported financial data; therefore, this rate
Hevelopment process is characterized as a complete rebase of the capitation rates.

The District has chosen contract rates within the actuarially sound rate range and is
finalizing agreements with each MCO. If any changes are made to the rates documented in
this letter, ihe letter will be updated to certify the final rates are all within the actuarially
sound rate range. The rates offered to each MCO are outlined in Attachment A and are
within the actuarially sound rate range. These rates represent a 5.8% overall rate increase
assuming full payment of the incentive arangement. The rate ranges and associated
budget projections are provided in Attachments A and B. Note the budget projections reflect
an annual projection to allow for comparisons to past certifications. ThEpiojecions are also

Consulting. Outsourcing. Investments.
DC000587



MERCER

MARSH MERCER KROLL
GUY CARPENTER  OLIVER WYMAN

Page 2

June 22, 2010

Ms. Tanya Enmann

District of Columbla Department of Health Care Finance

Rate Methodology

Overview

Capltation rate ranges for DCHFP were developed in accordance with rate-setting guidelines
established by CMS. One of the key considerations in the rate range development was the
hase data. Mercer and the District discussed available data sources for rate range
development. These include Medicaid encounter data and MCO reperted DCHFP financial
data. The encounter and financial data was equally weighted during this rate-setting
exercise, as it has been determined that the encounter data is reasonably complete. Each
data source was reviewed to ensure it matched the populations and benefit package defined
in the State Plan and contract. ‘

To develop capitation rates, adjustments were applied to the base data consistent with the
CMS Rate-Setting Checklist:

» Completion factars to account for unpaid claims at the time of the data submission
{AA.3.14)

= Adjustment to reflect the underreporting of encounter dala (AA.3.14)

= Trend factors to forecast the expenditures and utilization to the appropriate contract
period (AA.3.10)

« Prospective and historic program changes not reflected in the base data (AA3.1)

= Data smoothing (AA.5.0)

i Administration loading (AA.3.2)

In the end, Mercer developed a rate range for each individual rate cell for the District to use
in contracting with the MCOs for the DCHFP.

Base Data Development

The financial data received from the DCHFP MCOs was incorporated as one of the data
sources for rate range setting, This data was cerlified as accurate by financial
representatives of each current MCO. Financial data provides per member per month
(PMPM) medical expenses by major category of service (COS) for each of the District's
current rate cells. Mercer reviewed the MCO-reported data for accuracy and consistency of
reporting. This review is discussed in more detail in the Financial Data section below.

DC000538



MERCER

IE MARSH MERCER KROLL
GUY CARPENTER  OLIVER WYMAN

Page 3

June 22, 2010

Ms. Tanya Ehrmann

District of Columbia Depariment of Health Care Finance

The District has been working with the MCOs on encounter data submission over the past
few years. Mercer reviewed the current encounter data submissions to determine the
potentlal use for rate range development. The encounter data provides valuable information
on the average utilization and unit cost of services covered under the contract. Encounter
data is also recommended by CMS as a source of utilization data for rate development. The
DCHFP encounter data has vastly improved over the last couple years and is now deemed
reasonable to use as a companion data source to the financial data, receiving 50% of the
weight for the medical services.

Financial Data

Mercer validated and incorporated the fiscal year (FY) August 1, 2007 through July 31, 2008
(FY 2008) and the FY August 1, 2008 through July 31, 2009 (FY09) financial data as a data
source in this rate range setting process. The financial data reflects the actual medical
expenses to the MCOs including the subcapitation payments to providers for each of the
rate cells. The expenses are net of pharmaceutical rebates and third party liability. Mercer
reviewed the financial data to ensure it was appropriate to incorporate into the rate
development. Specifically, Mercer reviewed the following issues:

* Completeness and accuracy of the submitted financial reports

» Consistency between submitted financial data and annual Department of Insurance
filings for calendar year (CY) 2009

»  Assurance that pharmacy rebates were reasonable and removed from the data

»  Assurance that reinsurance premiums and recoveries were accurately reflected in the
financial data

»  Assurance that submitted financial data was specific to State Plan services only

= Consistency of data among MCOs' submissions on a rate cell basis

Adjustments were made to the financial data to reflect the complete cost of an actuarially
equivalent population for the DCHFP contract.

Incurred-but-not-Reported (IBNR} Claims Adjustments — Mercer reviewed the
remaining liability associated with IBNR claims for FY 2008 and FY 2009 individually for
each of the MCOs. The overall adjustments for FY 2008 and FY 2009, using paid claims
data through September 2009, were 0.98% and 4.78%, respectively.

Redistribution of Subcapitation Payments — Since the MCOs reimburse providers using
different payment arrangements, Mercer adjusted each MCO's reported financial data, as
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necessary, to reflect a uniform payment methodology. Some MCO data needed to be
adjusted for subcapitation arrangements to better allocate costs across the various rate
cells. Since many of the subcapitation arrangements do not vary the rates by age/sex, the
subcapitation expenditures were redistributed to each rate cell in a budget neutral fashion
according to the cost distribution in the encounter data. This was a budget neutral
adjustment.

The aggregate FY 2009 financial data submitted by the MCOs are included as
Attachment C-1.

Encounter Data

To support the rate range development, Mercer summarized the District's encounter data
from August 1, 2007 through July 31, 2008 (FY 2008) and August 1, 2008 through

July 31, 2009 (FY 2009) by rate cell and COS. These data periods were selected because
they are recent and the MCOs have made significant strides in improving the quality of their
encounter data in recent years. in order to ensure the encounter data reflected all covered
services, Mercer performed high-level validation checks on the data.

Mercer compared the encounter data to lhe ncual
periods to énsure all costs were reflected. In dam
MCO_Paid amount field) in the encounter da than afor

the carresponding time period. The final comparison, after the adjustments described in this
section were applied, indicated approximately 93% of the financial expenses are reflected in
the encounter data. The major difference |s related to the subcapltatlon payments made

because pharmacy encounter data is- _not_ curr_e;nt_ly _bel_ng F?P,t.':‘,f.e_-d

Certain covered expenses were not captured in the encounter data due to reporting or data
collection issues. Mercer reviewed the additional data and made adjustments to include all
services covered under the contract.

Reclipient Claims Reported Outside of Encounter Data — A small subset of claims were
submitted in an Excel workbook due to provider difficulties with the HIPAA 837 format of the
encounter records. These claims included expenses for services such as dental,
transportation and vision. The supplemental file identified the recipient associated with the
encounter, so Mercer added these claims to the appropriate COS and rate cell.
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Subcapitated Provider Data — Encounters for subcapitated providers are submitted with
an MCO paid amount equal to zero. In order to assign a value to these valid encounters for
rate-setting purposes, Mercer shadow-priced the subcapitated encounters. For each MCQO
and procedure code, Mercer calculated a ratio of the MCO paid amount to the Medicaid
proxy amount (ACS_Paid_Amount) for the paid encounters with positive MCO paid
amounts. For the subcapitated encounters, this ratio is multiplied by the Medicaid proxy
amount (ACS_Paid_Amount) to assign a value to the subcapitated encounter.

Pharmacy Data — Currently, pharmacy data is not submitted through the encounter data
collection system, Pharmacy in the financial reports. submitted by
process, relied solely on the financial-
are no expenses included for pharmacy in the
encounter data exhibits.

Completion Factors — Since the encounter data has limited runout {two months), Mercer
calculated completion factors to account for incurred claims not reflected in the encounter
data, Due to dating conventions within the encounter data, Mercer relied on the financial
lags as the source of the completion factors. Mercer estimated the incurred claims for

FY 2008 and FY 2009 in the financial data and compared it to the total paid claims for
services incurred during the same period in the financial data with similar runout. The ratio of
paid claims to incurred claims in the financial data resulted in the completion factor for the
encounter data. This ratio was calculated by major COS separately for each MCO's data.
Mercer applied these completion factors to the encounter data by COS and MCO. In total,
the IBNR adjustment for FY 2008 and FY 2009 resulted in an increase of 1.44% and 5.86%,
respectively.

Adjustment for Missing Amerigroup Dental Data — Mercer noticed the dental encounters
for Amerigroup had decreased substantially in 2008. Upon follow-up with Amerigroup,
Mercer determined there was an issue with Amerigroup’s dental vendor. Mercer applied an
adjustment to the dental service costs to account for the missing dental data. This
adjustment was calculated based off the historical pertion of dental encounters attributable
to Amerigroup. This adjustment was applied by manth for November 2007 through

June 2008. The overall adjustment to the FY 2008 dental data was 18%.

Net Reinsurance Costs — The MCOs have been purchasing reinsurance coverage for high
cost inpatient claims. Mercer reviewed the historical experience from FY 2008 and FY 2009
to determine the average net reinsurance PMPM {premiums minus recoveries). Based on
this review, Mercer applied reinsurance adjustment factors to the Inpatient — Physical
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Health COS. The adjustments resulted in an increase of 0.5% and 1.11% in FY 2008 and
FY 2009, respectively.

Encounter Data Underreporting Adjustment — The initial comparison of encounter data
to financial data showed thal 83% and 93% of the financial data was reflected in the
encounter data in FY 2008 and FY 2009, respeclively. The primary area of difference is
related to services where MCOs have subcontracted providers such as physician services.
In addition, the exiting of one of the MCOs from DCHFP led to the underreporting of
encounter data, to some extent, in FY 2008. As a result, Mercer applied an encounter
underreporting adjustment to the encounter data for this MCO to reflect what the expected
senvice cost would have been had the MCO been reporting their encounters under normal
conditions. After the underreporting adjustment was applied to FY 2008 data, the encounter
data now reflects 88% of the financial data, which is more consistent with FY 2007 findings.
Pharmacy data was not included In the comparison because pharmacy encounter data is not
currently being captured.

The aggregate FY 2009 encounter data submitted by the MCOs is included as
Attachment C-2. -

Based on our review of the covered populations and covered services of DCHFP, the
following issues do not impact the ptan reported financial or encounter data. Therefore, no
adjustments were made to the financial or encounter data for these issues.

Prior Periods of Coverage, Retroactive Eligibility and Enroliment Lag Periods (AA.3.4)
— The base data was summarized to reflect the coverage period for the MCOs. These other
eligibility periods were not reflected in the financial data and were excluded from the
encounter data.

Non-covered Populations (AA.2.1, AA.2.2) — DCHFP.covers individuals classified as
temporary aid to-needy farnilies (TANF). Therefore; the base data is specfic to the TANF
popilation and excludes all other populations. ‘

Non-covered Services (AA.2.4) — The DCHFP rates are based on State Plan-approved
services covered under the DCHFP contract. All other services have been excluded from the
base data. For example, the MCOs are not responsible for services delivered within the
schools, thus these costs have been excluded from the rate base.
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Client Participation Amounts {AA.2.3, AA.3.13) — Costs associated with “spenddown”
and post-eligibility treatment of income are not included in the base data.

TPL (AA.3.6) — The base data does not include costs associated with TPL.

Excluding District Payments Made Outside of the Managed Care Program (AA.3.5,
AA.3.8, AA.3.9) — The District makes payments for Graduate Medical Education (GME),
Disproportionate Share Hospital (DSH) and Federally Qualified Health Center (FQHC) cost
settlements outside of managed care. These expenses are not reflected in the financial or
encounter data.

Copayments (AA.3.7) — The MCOs are not allowed to collect copayments from the
DCHFP eligibles. Since the MCOs cannot collect copayments, the financial and encounter
data reflects the total cost of providing the covered services.

The District does not cover any 1915(b)(3) services in this managed care program.

Rate Category Groupings

The base data sets are split into cohorts that represent different age/gender bands, which
inherently represent different levels of risk. The following is a list of the historical 11 rate cells

for DCHFP.

» Male & Female <1 =  Female 37+

= Male & Female 1-12 s Male 37+

= Female 13-18 = Male & Female 50-64 Year-old Expansion
= Male 13-18 population

= Female 19-36 » Infant's Month of Birth

«  fMale 19-36 s Mother's Month of Delivery

These cells were selected based on a review of the historical cost structures within these
age/gender bands. The separate matemity payments reflect the increased cost and financial
risk of these events.

As
care walver, covering the 50-64 year-old expansion population,
will end. In addition, many of the individuals currently covered through the District’s Alliance
program will become Medicaid eligible. As part of this rate-setting exercise, Mercer analyzed
the rate cells to determine how to handle the population over age 50.
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As can be seen in the table below, the popuiation over age 50 has costs significantly higher
than the 37-49 year old population. In addition, the females' PMPM cost exceeds the males’

FY 2008/2009
Age Group Gender PMPM
3749 Years F $258.34
37-49 Years M $168.05
50+ F $363.28
50+ M $281.07

Based on this analysis, Mercer and the District concluded a rate cell structure with separate
rate cells for the 37-49 year old population and the 50+ population split by gender was the
most appropriate. Therefore, the FY 2011 rates will now have 12 rate cells. The addition of
the rate cells required adjustments to the current rate cells. These percentage adjustments
were applied in a budget neutral faghion.

Trend Development

Trend is an estimate of the change in the overall cost of providing health care benefits over a
finite period of time. A trend factor is necessary to estimate the expenses of providing health
care services in a future period. Mercer reviewed a variety of sources to develop the trend
assumptions. These sources included, but were not limited 1o:

» Health care economic indices such as Consumer Price Index for the South-Atlantic
region

Mercer's regression analysis

Trends exhibited in the financial data submitted by the MCOs

Data related to issues raised by the DCHFP MCOs

Trends in other State Medicaid programs for similar TANF populations

Mercer developed individual trends for each COS. Mercer's target trend can be found in the
following table.
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Trend
Major COS Assumption
Inpatient Hospital Services 4.5%
Physician Services -2.0%
Qutpatient Hospital Services 11.5%
Pharmacy Services 6.5%
Dental 10.5%
Mental Health Services 1.5%
Other Services 1.5%

Average Trend Factor  5.57%

The overall annual trend assumption for DCHFP was 6.57%. This reflects approximately
2.5% cost trend and 3% utilization trend.

Programmatic Changes/Rate Issues

Programmatic change adjustments recognize the impact of benefit or eligibility changes that
took place during or after the base year. Mercer will apply programmatic change
adjustments to incorporate factors not fully reflected in the base data. These adjustments
were mutually exclusive and made only once in the rate-setting process. Since the changes
were effective after August 1, 2008, the impact was not fully reflected in the base data thus
warranting consideration in the rate development.

Changes to the District’s Medicaid Physician Fee Schedule — The District increased the
Medicald fee schedule for primary care and specialist physicians to the Medicare schedule
in effect April 2009. In October 2010, the fee schedule will be set at 80% of Medicare.
Mercer analyzed the encounter data to determine the impact of the Medicaid fee schedule
changes on the MCOs. Mercer re-priced the encounters for primary care and specialist
physicians based on the 2009 Medicare fee schedule for the District of Columbia. For
procedure codes not on the Medicare fee schedule, the rates were left at the MCO rates.
This results in an increase of 7.3% to physician costs in the base data.

Addition of Adult Dental to the Program — Effective May 1, 2009, the District modified
the DGHFP contract to move the coverage of adult dental benefits from fee-for-service (FFS)
to managed care, for DCHFP adults. Mercer summarized the FFS expenses incurred by
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DCHFP adults from May 2007 through September 2008. The data suggested an increase in
dental expenses in the more recent months, as individuals became more aware of the
benefit. Mercer developed the base costs using the April 2008 through June 2008 expenses.
Mercer and the District also incorparated an expansion adjustment to these costs of 30% to
account for anticipated utilization increase upon the introduction of this benefit to the
managed care networks. The base period data reflects three months of adult dental costs;
therefore, the adjustment applied equates to $2.2M.

Ambulance Fee Schedule Change — The District increased the ambulance rates for DC
Fire and Emergency Medical Services in FFS effective October 1, 2008. Mercer analyzed
the encounter data to determine the impact of the increase to the Medicaid ambulance fee
schedule change on the MCOs. Mercer applied the percentage increase in the ambulance
rates to the encounters for ambulance services by procedure code. For procedure codes not
impacted (non-emergent transportation), the rates were left at the MCO rates. The impact of
this change increases the transportation cost in the base data by 16%.

Residential Treatment Center (RTC}) Fee Increase — RTC fees are being increased from
$250 to $343 per day. Based on 2008 data submitted by the MCOs, Mercer analyzed the
impact of this rate change on the DCHFP rates. These costs are captured in either the
Inpatient Hospital — Mental Health or the Residential Treatment Center category of the data
book. The overail impact of this rate change on these expenses is a 6.2% adjustment to
Inpatient Hospital — Mental Health and Residential Treatment Center costs.

The overall impact of programmatic changes on the base data is an upward adjustment of
approximately 2.2%.

Data Smoothing

As part of the rate development process, Mercer reviewed data from multiple years

{(FY 2008 and FY 2009) of the program to arrive at the overall financial data source for rate
setting. The goal of the blending process is fo obtain a set of base data that has sufficient
credibility and reasonableness to develop actuarially-sound capitation rates. Mercer has
applied credibility weighting, as appropriate, to blend data from the two FYs focusing on the
most recent year of data.

For the financial data, Mercer put the maijority of the weight (70%) on the FY 2009 data and
incorporated the FY 2008 data (30%) to smooth out fluctuation in inpatient hospital costs
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from year to year. This enhanced the credibility of the data set and increased the stability of
the rates. This process was cost neutra! per step AA.5.2 of the CMS Rate-Setting Checklist.
Similarly, Mercer blended the two years of encounter data by assigning 70% credibility to the
FY 2009 data and 30% to the FY 2008 data.

Finally, Mercer blended the rates based on the financial and encounter data. As mentioned
earlier, the encounter data has improved over the last couple of years. This warrants
greater reliance on the encounter data. Thus, Mercer has blended the financial and
encounter data by assigning 50% credibility to the financial data and 50% to the encounter
data. The phamacy rate component is entirely weighted on the financial data, since
encounters are not currently collected for pharmacy services.

Managed Care Assumptions

In the development of the rate ranges, Mercer and the District discussed areas for
improvements in managed care efficiency. The major consideration in the rate development
was the exiting of one of the MCOs effective April 30, 2010. Mercer performed detailed
analyses of the encounter data to identify efficiencies that are likely to be gained by
transferring the exiting MCOs members to the remaining MCOs.

Mercer identified higher emergency room and outpatient costs for the exiting MCOs. Based
on a review of the encounter data, Mercer determined the higher costs were due to higher
cost per client served versus more clients served. In prior analysis, Mercer had performed a
risk assessment analysis of the MCOs and concluded the exiting MCO had the lowast risk
score, but the highest cost PMPM. As a result of these analyses, Mercer applied a
downward efficiency adjustment of 7% to the outpatient and emergency room costs.

Mercer also made minor adjustments to categories with outliers for a particular MCO to
further smooth the rates.

The overall impact of managed care assumptions was a reduction of 3.6% to the Target
rates.

Commercial Reinsurance

To provide protection against the risk of catastrophic claims, the DCHFP MCOs may
purchase reinsurance for inpatient hospital claims on the commercial market. The District

DCCO0597



MERCER

MARSH MERCER KROLL
GUY CARPENTER  QLIVER WYMAN

Page 12

June 22, 2010

Ms. Tanya Ehrmann

District of Columbia Department of Health Care Finance

recognizes this reinsurance arrangement and considers the net costs associated with
reinsurance in the rates. One of the MCOs received a waiver of the reinsurance
requirement, and Mercer made an adjustrent to account for this arrangement. For more
information on the reinsurance costs, pleasa refer to the adjustments discussed on Page 5
of this letter. This arrangement is allowable per subsection AA.6.0 of the CMS Rate-Setting
Checklist.

Incentive Arrangements

DHCF has implemented a pay-for-performance program in the DCHFP contract. The MCOs
have the opportunity to eam incentive payments by meeting various performance targets as
defined in the contract. This incentive arrangement is funded through a 1% withhold from the
capitation rates. Since DHCF chose to contract for certain rate cslis at the bottom of the rate
range, the withhold causes the interim rates for certain rate cells to fall below the range. In
Mercer's actuarial opinion, this armangement is actuarially sound as the overall weighted
average rate after consideration of the withhold is within the actuarially sound rate range.
The rates with and without the withhold are outlined in Attachment A. The total expenditures
in Attachment B have been calculated assuming the entire withhold is paid out to the MCOst
through the pay-for-performance program This arrangement is allowable per subsection
AA.7.0 of the CMS Rate-Setting Checklist.

Administration and Profit and MCO Assessment

Mercer and the District reviewed the components of the administrative allowance to evaluate
the administrative rates paid to the MCOs. The review focused on the reporting and
organizational requirements detailed in the DCHFP contract. Mercer modeled the cost
structure for these requirements to determine the administrative load necessary for an
average plan in this program. Since this contract also includes the 50,000 members
currently covered under the District’s Health Care Alliance program, Mercer considered this
enrolment along with the 90,000 current DCHFP members in assessing the administrative
load. The exiting of one of the MCOs increases the enrolment of the other MCOs. Mercer's
analysis concluded this should provide opportunities for economies of scale for the
remaining MCOs. Based on the analysis and comparisons with other state Medicaid
programs’ administrative allowances, Mercer assumed an overall administration load of
approximately 9.5% for the final premium rates. This percentage varied between the
non-matemity (10%) and the maternity {6%) rate cells to account for the different premium
levels.
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In addition, Mercer included profit and margin considerations in the rate development
explicitly through a load of 2% of premium. This is an acceptable rate consideration per
AA 3.2 of the CMS Rate-Setting Checklist.

For many years, the Depariment of Insurance, Securities and Banking (DISB) in the District
has imposed an assessment on Health Management Organizations (HMOs) and Preferred
Provider Organizations (PPOs) for the privilege of operating in the District to cover insurance
department costs. This HMO/PPO assessment has traditionally been waived for
Medicaid-contracting insurers. In May 2010, the commissioner of insurance extended the
application of this assessment to the Medicaid MCOs operating in the District and licensed
by the DISB as HMOs. This is a uniform, broad-based fee imposed on all HMOs and PPOs
and all fines of business. The assessment amounts to 2.0% of premiums.

This assessment is a legitimate cost of doing business in the District for Medicaid MCOs and
reasonable to include in the consideration of actuanally sound capitation rate ranges. Since
this is a cost of doing business in the District, Mercer included consideration for this
assessment in the rate range development. The assessment is expressed as a percentage
of the gross capitation rate (e.g., premium). Mercer applied a 2.0% adjustment consistent
with the assessment that will apply to the MCOs.

In total, the overall load applied to the rates for administration, profit/contingencies and
assessments was approximately 13.5%.

Rate Ranges

Mercer developed actuarially sound rate ranges for the District to use in rate negotiations
with the MCOs. Mercer specifically priced the upper and lower bound of the rate ranges by
vaiying the assumptions outlined above. Mercer varied the trend assumptions and the
financial data adjustments to account for different levels of managed care efficiency and
potential risk selection. The resulting rate range was approximately +/- 5% around the
Target rate. As a result, the lower bound of the rate range represents a rate for a very
efficient MCO and the upper bound represents the least amount of efficiency the District is
willing to purchase. The final contract rates will be selected by the District in contracting with
the MCOs. The rate ranges are included as Attachment A to this letter.
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Rate Development Qverview

To provide additional detail on the rate development, Mercer has provided an overview of
the adjustments applied to each rate cell in Attachment D. This exhibit presents the
breakdown of the assumptions used to calculate the Target rate within the actuarially sound
rate range. The actual contract rates differ from the Target rates based on the District's
contracting decisions, but all rates are within the actuarially sound range.

Family Planning Portion of the Rates

At the request of the District, Mercer has analyzed the component of the rates associated
with family planning services so that the District may claim the enhanced federal match of
90% on these services. CMS issued a guide in June 2009 to assist States in determining
which services are allowed to be claimed at the enhanced federal match rate. Specific
details on codes used to identify family planning services can be found in the document
accompanying this letter.

Attachment E contains the PMPMSs associated with family planning that will be claimed at
the enhanced match rate. Please note that these family planning PMPMs do not include
load for administration, profit or the MCO assessment.

Certification of Final Rate Ranges

In preparing the rate ranges shown in Attachment A, Mercer has used and relied upon
enroliment, encounter claims, reimbursement level, benefit design and financial data and
information supplied by District of Columbia Department of Health Care Finance and its
vendors. The District of Columbia Department of Heaith Care Finance and its vendors are
responsible for the validity and completeness of this supplied data and information, We have
reviewed the data and information for internal consistency and reasonableness, but we did
not audit it. In our opinion, it is appropriate for the intended purposes. If the data and

information are incomplete or inaccurate, the values shown in this report may need to be

revised accordingly.

1 rate ranges in Attachment A were developed
practices and principles, and are
s and services under the managed care
ers of the American Academy of Actuaries
the actuarial soundness of Medicaid
managed care capitation rates.
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Rate ranges developed by Mercer are actuarial projections of future contingent events.
Actual MCO costs will differ from these projections. Mercer.ha rate ranges
onbehalf of the District to demonstrate compliance with CMS r42 CFR:
438:6(c) and accordance with applicable law and regulations. Use of these rate ranges for
any purpose beyond that stated may not be appropriate.

MCOs are advised that the use of these rate ranges may not be appropriate for their
particular circumstance and Mercer disclaims any responsibility for the use of these rate
ranges by MCOs for any purpose. Mercer recommends that any MCO considering
gontracting with the District should analyze its own projected medical expense,
administrative expense and any other premium needs for comparison to these rate ranges
before deciding whether to contract with the District.

This certification letter assumes the reader is familiar with DCHFP, Medicaid eligibility rules
and actuarial rating techniques. 1t is intended for the District and CMS, and should not be
relied upon by third parties. Other readers should seek the advice of actuaries or other
qualified professionals competent in the area of actuarial rate projections to understand the
technical nature of these results.

If you have any questions on any of the information provided, please feel free fo call me at
612 642 8940.

Sincerely,

Jonathan C. Marsden, FSA, MAAA
A f>v4/~

An P. Danh, ASA, MAAA

Copy:

John McCarthy — DCHFP
Tom Steiner, Charles "Chip"” Carbone — Mercer
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1

Introduction

Purpose of this Data Book

The intent of this Data Book is to summarize historical data on the cost and utilization patterns of
Medicaid eligibles in the District of Columbia’s (District’'s) Healthy Families Program (DCHFP).
This Data Book has been produced by the State’s actuarial contractor, Mercer Government
Human Services Consulting (Mercer), as part of Mercer Health & Benefits LLC.

Contents of this Data Book

This Data Book contains demographic, cost and utilization data related to DCHFP covered
services only. The managed care data summarized in this Data Book was submitted by
contracted managed care organizations (MCOs) and includes encounter data and reported
financial information for Medicaid eligible individuals in the DCHFP managed care program.

« The encounter data is submitted by the MCOs to the District’s fiscal agent, ACS. ACS
provided an extract of the encounter data to Mercer in December 2011.

+  Pharmacy data was submitted by the MCOs directly to Mercer during September 201 1.

» The financial data is submitted by the MCOs directly to Mercer based on specifications
outlined in a data request.

»  The eligibility information used in the encounter data analysis is:summarized from the
District's eligibility file provided by ACS which outlines the MCO enroliment segments for
each member.

The users of this Data Book are cautioned that direct comparisons cannot be made between the
information in this Data Book and raw encounter data or financial data. Mercer applied
adjustments to the raw data, which are described in Section 3.

The encounter information in this Data Book is summarized for the following years
(based on date of service):

«  August 1, 2009 through July 31, 2010, paid through September 2011
«  August 1, 2010 through July 31, 2011, paid through September 2011

The pharmacy claims information in this Data Book is summarized for the following years
(based on date of service):

- August 1, 2009 through July 31 2010, paid through August 2011
+  August 1, 2010 through July 31 2011, paid through August 2011

MERCER
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The financial information in this Data Book is summarized for the following years (based on date
of service):

»  August 1, 2009 through July 31, 2010, paid through September 2011
- August 1, 2010 through July 31, 2011, paid through September 2011

Additionally, completion factors were applied to reflect claims not yet adjudicated in the
encounter or financial data. Please see Section 4 for more detail.

This Data Book summarizes information provided by each of the-'if(;liowing MCOs:

« Chartered Health Plan — Contract for the entire period of the Data Book

« Health Right, Incorporated — Contract through April 2010

+  Unison Health Plan — Contract for the entire period of the Data Book

The users of this Data Book are cautioned against relying solely on the data contained

herein. The District and Mercer provide no guarantee, either written or implied, that this
book is 100% accurate or error-free.

MERCER 2
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2

Covered Populations and Services

This section describes the covered populations and services of the DCHFP contract as they are
reflected in this Data Book.

Covered Populations

The DCHFP program covers individuals who m

Temporary Assistance for Needy Families p

into the Medicaid program from the Alliance

DCHFP program effective July 2010 for individ

(FPL). These adults are identified by program coc _

childless adults with incomes between 134% and 200% of the FPL ‘who were enrolled in the
MCOs effective December 2010. These adults are funded out of the District's Disproportionate
Share Hospital (DSH) funding.

t different age/gender bands, which

ng is a list of the twelve rate cells for the

effect July 1, 2010. The Medicaid adults
ective age/gender cells outlined below.

Male and Female <1 Male and Female 1-12
+ Female 1318 Male 13-18
+  Female 19-36 Male 19-36

Female 3749 Male 37-49
»  Female 50+ +  Male 50+

Mather's Month of Delivery « Infant’s Month of Birth

These cells were selected based on a review of the historical cost structures within these
age/gender bands. The separate matemity payments reflect the increased cost and financial risk
of these events. Based on a review of the service utilization and cost for this population during
this rate-setting cycle, Mercer has determined that separate rate cells are appropriate for the
adults in program code 775 with incomes between 134% and 200$ FPL. Therefore, the following
six rate cells were added specific to program code775. - .7 7y

Female 19-36 (775) . Male 19-36 (775)

Female 37-49 (775) Male 37—49 (775)
Female 50+ (775) Male 50+ (775)

MERCER 3
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Covered Services

The DCHFP contract specifies the services covered under the managed care contract in
Sections C.8.2. The historical service costs are summarized into the following major service
categories in this Data Book.

Service Category Description Units of Service
Inpatient Hospital — Physical Health Acute Care Services Days
Inpatient Hospital — Mental Health Behavioral Health Inpatient Days
Outpatient Hospital — Physical Health Qutpatient Hospital Services Visits
Outpatient Hospital — Mental Health Day Treatment and Qutpatient Mental Visits
Health
Emergency Room Emergency Room Services Visits
Physician — Physical Health Primary Care + Specialist Services Visits
Physician — Mental Health Professional Mental Health Claims Visits
Pharmacy Prescription Drugs Scripts
Transportation Ambulance and Non-emergent Trips
Dental Dental Services Units
Residential Treatrnent Center Residential Treatment Center Days
Long Term Care Skilled Nursing and Intemiediate Care Days
Facilities
Other Services DME, Home Health, independent Units
Lab, Vision

For a complete list of covered and excluded services, please refer to Section C.8.2 of the
DCHFP contract.

The following table outlines the logic used in the summarization of the encounter data to map
the encounters into the categories of service (COS).

Service Category Category of Service
Inpatient Hospital — Physical Health 01 + unknown COS with inpatient claim type

Inpatient Hospital — Mental Health 20, 26 + inpatient hospital claims meeting the mental health
indicator (see note below)

Outpatient Hospital — Physical Health 02,29,30,34 + 03 for lab claims with an outpatient claim type +
unknown COS with outpatient claim type

Outpatient Hospital — Mental Health 14 + outpatient hospital claims meeting the mental health
indicator {(see note below)

Emergency Room 02,29,30,34 (see note below)

MERCER 4
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Service Category Category of Service

Physician — Physical Health 05,10,11,22,23,25,28,32,35,42 + unknown COS with professional
claim type

Physician — Mental Health 09 + Physician claims meeting the mental heailth indicator (see
note below)

Pharmacy Based on claims directly by MCOs

Transportation 37,38,39,43,56

Dental 12

Residential Treatment Center 21

Long T Care 04,0819

Other Services

08,07,13,16-18,24,31,33 + 03 for lab claims with a professicnal
claim type

Mental Health Codes and Descrip

ith

Inpatient Hospital — Physical Health.

ICD-9 Diagnosis Codes

V11
V40
V61
VB2
290-294
295-299
300-316

317-319

DRG Godes
424
425
426
427
428

MERCER

PERSONAL HISTORY OF MENTAL DISORDER
MENTAL AND BEHAVIORAL PROBLEMS
OTHER FAMILY CIRCUMSTANCES

OTHER PSYCHOSOCIAL CIRCUMSTANCES
ORGANIC PSYCHOTIC CONDITIONS.

OTHER PSYCHOSES

NEUROTIC DISORDERS, PERSONALITY DISORDERS, AND OTHER
NONPSYCHOTIC MENTAL DISORDERS

MENTAL RETARDATION

0.R, PROCEDURE W PRINCIPAL DIAGNOSES OF MENTAL ILLNESS
ACUTE ADJUSTMENT REACTION & PSYCHOSOCIAL DYSFUNCTION
DEPRESSIVE NEUROSES

NEUROSES EXCEPT DEPRESSIVE

DISORDERS OF PERSONALITY & IMPULSE CONTROL
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DRG Codes

429
430
431
432
433
521
522

ORGANIC DISTURBANCES & MENTAL RETARDATION

PSYCHOSES

CHILDHOOD MENTAL DISORDERS

OTHER MENTAL DISORDER DIAGNOSES

ALCOHOL/DRUG ABUSE OR DEPENDENCE, LEFT AMA

ALCOHOL/DRUG ABUSE OR DEPENDENCE wcCC

ALCOHOL/DRUG ABUSE OR DEPENDENCE W REHABILITATION THERAPY W/O CC

Emergency Room Logic
Mercer separated emergency room services from other outpati nt hospital encounters using the

following logic.

Physician Component: HIPAA Place of Service Code “23” and Procedure Code

99281-99285
+ Facility Component. Revenue Code 450-459 and Procedure Code 09281-99285

MERCER
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3

Adjustments Reflected in this Data Book

This Section lists the adjustments Mercer made to the encounter and financial data sources.
These adjustments are reflected in the summarizs shown in Sections 4 and 5.

Encounter Data

0
on
the data.
Mercer compared the encounter data to the sto
ensure all costs were reflected. In total, the ount
are| ime
men
expenses are reflected in the encounter data for
Fy 2011.

A subset of encounter records were initially denied due to differing payment arrangements
between the MCOs and the fee-for-service program. Mercer's encounter data team confirmed
als) for covered services, which must be
setting exercise, the District and Mercer
nt in the encounter data that had not yet been
counters to include in the final rate-setting
0 data by 8.6% and the FY 2011 data by 3.5%.

Mercer ¢ District’s eligibility file to confirm Medicaid
eligibility a matching Medicaid eligibility segment. This
reduced 2011 data by 0.2%.

Completion Factors

The encounter data in this Data Book includes claims for dates of service from

August 1, 2009 to July 31, 2011. Mercer developed completion factors o estimate Incurred But
Not Reported (IBNR) claims (those claims not yet adjudicated).

Due to dating conventions within the encounter data, Mercer religd’on the financial lags as the
source of the completion factors. To estimate the completion factors, Mercer estimated the

MERCER 7
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incurred claims for each time period in the financial data and compared it to the total paid claims

for each perio ratio of paid claims to incurred claims in the
financial data for the encounter data. This ratio was calculated
by major serv MCO’s data.

Completion factors were deve the December 2010
effective date for the program been provided
separately for that population that more recent
data pericd.

The following factors are applied to both dollars and utilization.

December 2010—-July 2011

Category of Service August 2009-July 2010 August 2010-July 2011 775 Population
inpatient Hospital — PH 1.0084 1.1368 1.2068
Qutpatient Hospital —PH  1.0000 1.0144 1.0238
Physician — PH 1.0002 1.0298 1.0434
Pharmacy 0.9996 0.9997 1.0007
Mental Health 1.0050 1.1284 1.1129
Other Services 1.0002 1.0298 1.0434
Total 1.0023 1.0480 1.06894

Adjustments for

Certain covered expen nter data due to reporting or data
collection issues. Merc ‘made adjustments to include all
services covered under the contract. ' '

Encounter Data
xcel workbook due to provider difficuities with
hese claims included expenses for services
ntal file identified the recipient associated with
the appropriate COS and rate cell.

itted with an MCO paid amount equal to zero. In
, Mercer
Jated a ratio of the
the paid encounters
encounters, this ratio
S_Paid_Amount) to assign a value to the
subcapitated encounter.

MERCER 8
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Pharmacy Data

Currently, pharmacy data is not submitted through the encounter data collection system.
Pharmacy data was, however, collected by Mercer from the MCOs to support other District
analyses. For this rate range development process, Mercer incorporated the pharmacy claims
received from the MCOs and summarized the data by rate cell. As this data was claims data,
Mercer incorporated an adjustment to account for historical pharmacy rebates collected outside
the claims systems based on information captured in the financial data. The adjustment for

FY 2010 was -3.96% and the adjustment for FY 2011 was -2.03%.

Net Reinsurance Costs - S s

To the extent the MCOs have been purchasing einsurance coverage for high cost inpatient
claims, Mercer reviewed the historical experience from FY 2010 and FY 2011 to determine the
average net reinsurance per member per month (PMPM) (premiums minus recoveries). Based
on this review, Mercer applied reinsurance adjustment factors to the Inpatient Hospital —
Physical Health COS. The adjustment for FY 2010 was 0.87% to Inpatient Hospital — Physical
Health and the adjustment for FY 2011 was 0.78%.

Encounter Data Underreporting Adjustment

After applying completion factors and the adjustments outlined above, Mercer reviewed the
monthly incurred amounts captured in the encounter data to determine whether there were gaps
in the encounter reporting due to the exiting of Health Right as an MCO or to the switch in the
District's Medicaid Management Information Systems to OMNICAID. The Health Right
encounter data for FY 2010 was significantly lower than previous years. There were other minor
gaps in the encounter data for other MCOs, which were assumed to be related to the
OMNICAID implementation. To address this issue, Mercer and the District decided to apply an
encounter underreporting adjustment to the encounter data to bring the monthly FY 2010,
especially the months from December 2009 to April 2010, costs up to levels consistent with prior
months. Specific adjustments were applied by MCO and claim type for institutional, professional,
and dental encounters.

The following adjustments were applied by COS.

Category of Service FY 2010 Underreporting Adj
Inpatient Hospital — PH 1.0111
Outpatient Hospital —PH  1.0362

Physician — PH 1.0341
Pharmacy 1.0000
Mental Health 1.0173
Other Services 1.0341
Overall Adjustment 1.0278

MERCER 9
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Financial Data
es to the MCOs, including the subcapitation
expenses are net of phamaceutical
financial data to ensure it was appropriate
cally, Mercer reviewed the following issues:

« Completeness and accuracy of the submitted financial reports

+ Consistency between submitted financial data and annual Department of Insurance filings
for calendar year 2010

. Assurance that pharmacy rebates were reasonable and deducted from the data

. Assurance that reinsurance premiums and recoveries were accurately reflected in the
financial data

«  Assurance that administrative services only contract payments were excluded from medical
costs

. Assurance that submitted financial data was specific to State Plan services only

+  Consistency of data among MCOs’ submissions on a rate cell basis

Adjustments were made to the financial data to reflect the.complete cost of an actuarially
equivalent population for the DCHFP contract.

Completion Factors
Mercer reviewed the remaining liability associated with IBNR claims individually for each of the
MCOs. Adjustments were applied to the expenses reflected in Report #1 for each fiscal year

separately for each MCO. The claims
data through September 2011 ble.
Based on the monthly complet s for the

program code 775 rate cells due to the Decem

December 2010-July 2011
Category of Service August 2009-July 2010 August 2010—July 2011 775 Population
Inpatient Hospital — PH 1.0100 1.0812 1.1088
Outpatient Hospital —PH  0.9999 1.0122 1.0177
Physician — PH 1.0002 1.0183 1.0274
Pharmacy 0.9996 0.9956 1.0021
Mental Health 1.0037 1.0658 1.0410
Other Services 1.0003 1.0127 1.0127
Total 1.0032 1.0328 1.0407

Redistribution of Subcapitation Payments
Since the MCOs reimburse providers using different payment arrangements, Mercer adjusted
each MCO's reported financial data, as necessary, to reflecta uniform payment methedology.

MERCER 10
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Category of Service
Outpatient Hospital — Physical Health
Overall Adjustment

DEPARTMENT OF HEALTH CARE FINANCE

ion arrangements to better allocate costs

pitation arrangements do not vary the

redistributed to each rate cell in a
ribution in the encounter data.

2010. As such, Health Right was not in
ributed in October 2010 or October 2011.
as not available for the development of this

FY 2010 Health Right Adjustment
1.085
1.009

e financial data reflect the adjustment for the

rs and member months (MMs) on a comparable
penses on the financial data exhibits hased on
eniconsistént between the two data sources,

which allows for comparison of the total expenses between the two data sources on a
comparable enroliment basis. This has no impact on the rate cell PMPMs or the utilization per

1,000 or unit cost statistics.

MERCER
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4

DCHFP Encounter Data

Encounter Summaries ,

At the top of each page, the fiscal year and rate cefl are listed. Below this information is the MMs
associated with each rate cell. The MMs listed on the encounter data pages are based on the
MCO enroliment information for each month as represented in the District's eligibility file
provided by ACS.

Note the Data Book pages are arranged by first delineating the experience for the twelve
Medicaid rate cells followed by an overall Medicaid summary. Following those pages are the
experience for the six program code 775 rate cells followed by a 775-specific subtotal and finally
an overall DCHFP summary.

The remaining columns on each page are described below:

- COS — As described in Section 2, each of the covered services is listed

+  Units — Utilization for each service line item. This represents the number of visits, days or
services for each category (see chart in Section 3) as reported in the encounter data

.+ Expenses— MCO_Paid_Amount as reflected on the encounter. For subcapitated
encounters, a ratio was applied to the ACS_Paid_Amount to proxy the MCO_Paid Amount.
As stated previously, these amounts are based on date of service.

« Utilization Per 1,000 — Annual utilization for each service divided by total MMs multiplied
by 12,000

+  Unit Cost — Average cost of each service line item; expenses divided by the utilization of
services delivered
PMPM — Expenses divided by total MMs LA

MERGER 12
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DCHFP DATA BOOK FOR RATES EFFECTIVE MAY 1, 2012 DEPARTMENT OF HEALTH CARE FINANCE

5

Financial Data

Financial Summaries

At the top of each page, the fiscal year and rate cell are listed. Below this information is the Mis
associated with each rate cell. The MMs listed on the financial data pages are carried forward
from the encounter data summaries for FY10 in order to capture the Health Right enroliment.
For FY11, the MMs reflect the data reported by the MCOs.

Note the Data Book pages are arranged by first delineating the experience for the twelve
Medicaid rate cells followed by an overall Medicaid summary. Following those pages are the
experience for the six program code 775 rate cells followed by a 775-specific subtotal and finally
an overall DCHFP summary.

The remaining columns on each page are described below:

+  COS — As described in Section 2, each of the covered services is listed

«  Units — Utilization for each service line item. This represents the number of visits, days, or
services for each category (see chart in Section 3) calculated as the utilization per 1000
multiplied by the total MMs divided by 12,000

- Expenses — Amount paid for each service line item calculated as the total MMs from the
encounter data multiplied by the PMPM. As stated previously, these amounts are based on
date of service, not date of payment

+ Utilization Per 1,000 — Annual utilization for each service divided by MMs multiplied by
12,000. This is based on the data collected from Chartered and Unison adjusted for the
differential for Health Right.

. Unit Cost — Average cost of each service line item; expenses divided by the utilization of
services delivered

+  PMPM — Expenses divided by MMs based on the data collected from Chartered and Unison
adjusted for the PMPM differential for Health Right

MERCER 34



Ge

28012

€PEL

Lo
y0'e
0€'zh
Lo
17514
58S
000
oP'8L
000
£8°CCL
Wdid

00'SH

69'GL
949
oLy
68°GPE
bLoL
15'60S
oc'es
2E'162
288
80°6LP'L
1800 N

$
$
$
$
$
$
$
$
$
$
$
$
$

£rL's

265
IL'E

s

0p'L

0

zo8

3

186
000°LNBN

L09'9S

=0t

600'LPS'SL §
2e6'9Y9 $

s

$
ve'L $
6£0'22L $
L91'969 $
Le2's $
ov9'88S'T  §
099'8sE’e  §
89 $
ZL9'oL’E  $
[A%A $
GOE'Z66'9 §

sssuadx3

v

JONVNIH YYD HLTv3IH 40 INFWLHVYd3A

ozL'EY

701
1622
S18')
8L
ZeL'EE
119'8
3
18L'E
9
00L'y

spun

92'eST
6£'8

€L o
122
€5k
600
2.L705
: 1A
200
zeeT
0ao0
aroLlL
Wdid

P Y S Y S T S I T I I O R

858

69't8
l4d- 4
L9y
61°20¢€
9C'EL
oY vEY
zL'zee
£5%52
2oLk
L0°666
Js00 Hun

%°€eL't

[ . TR T - T < I <4
®
-

» o
-

L]
@
=1
=

1

0001/

895°L5

HIDHIN

Buipuno! o} anp sadlAles Jo A106ejed [enpiapul Jo uns (enba jou AW [£10)ANS .

€BL'625'PL

286287

€SE'2
2Zra'0EL
285'€99
aep's
158'818'2
S6T'9LL'T
Sov'L
825'962'L
98l
pZE'SSE'S
sasuadx3y

010z Anr- - 6002 3SNBNY

ajewa4 pue s[eW | UBYL SS37 ;PIEOIPSIN

P SR TR - S TR T B T S A AL O

00£'9S

08
w9’z
€T6'SL
ar
L08'6€

z52'9

¥80's
L
L9E'9

swn

= [B30IQNE

(fey-x ® ‘oe

Aoeuueyd!
pIEaH [BUB - UeIdISAUd
WiesH [eaisAud - ueisiud
wooy Aouefiswy
ujEeH (EIUBI - [EIdSOH Juaneding
(pepNPX3 ¥3) YieeH [eaishld - JudsoH jueneding
yilesH |elueiy - fdsoH juenedu)
WileeH feaisAud - |idsoH anedu|
801198 Jo Alofiajen

suyuo Jaqusy

e eley

Z1L0Z ‘L AVIN 3AILDT443 SILYH ¥O4 X008 Yiva d4HOa



9

90'0vL

299

213
o'l
0oLk
0’k
A5EE
PLEE
000
8%l
0se
LT
Hdid

[T T I

L I )

LUV

S1'El
BY6Z
f=3:1
LEBEL
SEL
\6grt
C8Ee8
06028
5T 451
EOLLE L
1500 un

L A

LES'L

BL¥'E

68

teg'e

08

0

L85

482

161
000"

ZZR'0CS

as'seE'rsL §

oLe'2p9'e

099'%PL'0L
Q0L vesL
162'L1e's
185248
ILP'BIE'LL
SeS'HLE'AL
el
£25'358°4
pEP'95R'|
28S'ELI'EL
sesuadig

v

JONYNIH TV HLTVAH 40 LNSWLHY430

S6S°29L

rl’iB
[§5:4-74
LEZ'L5E
ASE'E
EO5'BYL
BOS'EE
Fa%
L0g're
soa'tL
ESK'E

SN

OE'PE}

244

>4 %4
oL
SpolL
LE0
82'se
5474
00
vl
1:2h 4
5192

Wdhd

w B

(R I T I ]

L

£

0L'LL

[4 45410
952
S1LE
rres
S0ER
01'90F
al:g-=r4
B0'85T
T6BIT
27209
1300 3uN

H3DH3N

Bulpunol 0) enp saaases Jo Alobejed [enpIApUL jo WNS enbe jou ABw [0IqNS .

08v'gLEED
$ TSy BBE'ESZ'Z
8t £81'168'0}
vrL OL6'LLL
vLE'E ZIS'PIE'S
8¢ 8r8'sst
059’ ¥20'0S8°Zh
(5173 159'008'21
s €26'9
899 £28'228'L
252 85L'0VE'T
002 1S€'209'€L
000" LN zosusdey

269905

BT0Z ON[* - 6002 J=r0ny

8lEWa4 PUB BB ZL-| PIEIMSN

L " R B T TR T R R R

SZ5Z6L

[08'99
085°LE
oro'eRk
PLe'L
Zei'vst

BOL'LE

FE'RT
£8e'0L

N

== IR30ITNE
[feu-x ¢ Qe ‘ucisip WEaH woH ‘INa) Seyic
aley) wa) Bua
iBlues) Jraweal | [eluspisay
feag
uol|epodsuel |
foeuneye
LA[esY [E1UBHY - LBIIIsAl:
LyeaH [eaisiid - ueisisfuc
WAy Aushas
YHESH EUey - |EdsoH uateding
(PepnNEa Y¥3) Yueak RIS - |@dsoH Juaneding
yiEeH Equsiy - |Rudsay juaiedu|
(RIB8H M5y - [eydsoy weiedu|
earaieq jo Arabae)

SYIUO Y Jagquieiy

rao ey

ZL0Z ‘L AVIN 2AILDT443 S3LVH Y04 X009 VLIvad ddHDa



L€

ez'ysl

8572CL

£eZe
e

as’Lt
9.0

88°52
6t°9€
€00

|7 x4
g67TL
29%C

WdWd

[

% T T S T T T R R < A ]

62002
GL'EE
ys50e
€298
28
PL6LS
Lbeoe
69'PLE
65'G82
8E'6L0'L
3soD N

$
$
$
$
$
$
$
$
$
$
$
$
$

209'L

186'L
27
0ss'y
S0t
€28'c
192

3

628
Svs
922

000'LN9N

457983

50€'0pZ'0C §

125'vov’L

669'609'
885252
686'262'}
£08'v8
6¥€'008'C
195'v20'
pEO'E
91522’
ve8'ovY'L
ELE'ESL'T
sasuadxzy

JONVNI4 F¥YO HLVAH 40 LNIWLHVYAIA

LEL'0L

zzo'alL
20€°L
8ES'Zy
8.6
oyZ'ee
220°L
ol
pLLL
990°'S
§95°'Z

spun

09°€Ll

ve's

¥Lo
£5°ke
1
oF'LL
L0
£9'9¢C
08'9Z
aoa
Sv'LL
298t
LT

WdWd

pezL

0s'LLp'L
OLELZ
96’82
L6808
0Z'80}
oe'ed
S0'0St
989l
BLELC
a'ors
18218
1soo N

$
3
$
$
$
$
$
$
$
$
$
$
$

L't
94
Yradd

€EL'Y

StL

€56
PiA4
Loy

000'L/N

ZeP'ELt

lSEE

Buipunos o} enp saaiAJes jo AioBejed [enpiapul Jo uns |enba jou ABW (B101GNS ..

16520L'6)

£88'650'

595°gL
T85'815'€
EVE'60T
SKO've2'E
00£'ss
628'5S2'S
SE6'LY0'E
661
6v2'086'L
0Z9'ELL'T
880°00L'E

gosuadxy

ajewa g|-€1 PIEDIPSIN

$
$
$
$
$
$
$
$
$
$
$
$
$
$

208's8

€6L'04
1,543
081y
114
280°6E

65.'9

oLo's

806'E

082'€
spun

.. le3019n§
(Aey-X B 'qQE] ‘UOISIA 'UNERH BWOH "INQ) JAN0
) uua) fuo
Jejua’) jueuges) | [enuapisey
leluveq
uopepodsuery
Aoeuuerg
LQ[EOH [EUB - UEIISAUY
UieeH (ea1sAyd - ueldisiug
wooy AousBiawg
e el - |eydsoH juenedinC
(pepnpxg ¥3) yHEeH eaisiud - |EdsoH juenedinC
L}eeH [BIUB - [E)idsoH juanedu
ieeH [2a1shud - [ENdsoH juenedu
eaneg Jo Aiofieje

suyjuay Jequay

‘flap ajey

ZL0Z ‘L AVIN SALLDT 443 SALVH ¥04 M008 V1iva d4H00a



8¢

09°LS1

or'L”

[« 344
6e’l

8.2k
sy'h

851
8062
200

Yol
S8°02
143"

Wdd

eL0T

8202
SLIE
10°LS
89'Lp)
9.'}8
99'p2s
¥B'SLL
yo'LOP
v'esy

28°99%°L

s 827

€'
5E5
8052
6LL
S80'Z
828

3

834
6LS

182

1seQ Wun 0001490

026'66

Le§'IpL'SE §

268'6€L

sie'esy'
G28'8€l
bL8'v2Z
€21°9%L
6ZL'E6S'L
L9€'208'
€85}
969'zep’L
0LL'e80'

Z16'0LS'E

sasuadxgy

1Y nf* = 0L0¢ Isnbny

$

[ I T R T B B )

®» B o »

JONVYNI4 38VD HLTVY3H JO LNIWLAYL3d

869'SE

L9z'zL
5124
S6R'0C
066
Lee'sLL

86E'Y

985°'C
6LEY
p6EZ

suun

85°sPL
1]

[ §ord
SeL

3338
FANY

yZ8lL
o088l
200

LT
2002
92°0€

WdWNd

B » » "

L% I T S IR T T I I ]

L6CL

¥1'602
E9'LE
QL'eL
200144
£8°06
a4
[zA¥A-1%
LESLE
pLGLO
8e'Lss'L

1803 Wun

[ I B - T

»  H

$

28y

S9E'L
€16
282'
18
60%'2
615
13
sl
L6E
682
000°L/N

0LE'10}

HIOHIAN

Buipunal o} enp sao1AIaS Jo AroBe)ed [enplapul jo wns fenba jou Aew [E101GNS ..

¥56'952'p1
59v'52S

ZLe'8LY'e
9/6'0¢E1
0820l
6va'eLl
BZ5'8Y8'L
889'508'L
652'L
8ee'ee'
£5v'620C
ol0'ezl'e
sasusdxgy

S|EW 81-€} PIEAPIN

$
$
$
$
S
$
3
$
$
$
$
$
$
$

osg'or

2ESHL
LEE'y
9/Z'6L
(744
LS€'02
98E'y
L
668'C
662'C
9102

N

- [2303GNS
(Aey-X ® 'qQET 'UOISIA ‘UNESH BWOH ‘INQ) JANO
a1 uwe) Buo
Jejue) jueuneal | [enuepisey
|1ewsg
uonepodsues |
Aoeuueyd
weaH [guap - uepisiud
presH (eaishud - ueisiyd
wooy AsusBlaurg
ijeaH fejueiy - jEmidson Jusieding
{papnpx3 Y¥3) YyeoH EaIsiud - [BdsoH juenedinQ
WieeH [E1usip - 1EndsoH jusiedu)
\p|BoH |B2IsAU - 1E)1dS0H uenedu)
a01A198 Jo A1oBaje)

Syjuo Jequiapy

190 a3ey

ZL0Z ‘L AVIN 3ALLI3443 SALVY ¥04 M008 VY1va d4HIa



6¢

00°5€2
602t
$00

09t
or'e
1882
50
2008
cr'zs
100
65°62
v
se'et
WdNd

1621 $
00'528 $
- 8
8891 $
WS $
1888 8
89°601 $
oS0k $
[AXA4 3
PLER $
62'LE2 $
0502 $
bZ'es8 $
1500 un

(3%

MBS

160'L
6L
108's

62v's

9Le'tL

gze'L

L2

[A3)
000'LARN

1ve'762

n{* = 0102 3S

1£9'102'89 §
268'G66'Y

$
1209 $
$

Le¥'LoLy S
88'v66 $
syz'opp's  §
652'6¥L E}
952'829'pL

182'yZe'SL

28L'89Y'L

$

$
6€2' $
3
€82'5€'L  §
$

8.p'529'0L
sasuedxy

v

JONVYNIL YYD HLTVEH 40 INJWLEVYL3A

161'S8E

3

085'92
256’8t
[l 2454
14548
0/2'zEk
PTS'EE
LS
z62'ee
685'9
897'ZL

suun

80'622
89°GL
¥00
SE0
€0'9L
S E
009z
LE0
8PS
6 9
0o
zLee
R4
3415
Wdid

STOoL

19'2ES'L
S0'¥8L
8€°08
G6'9E
8¥'604
01 00}
L6'P0Y
JA-y <44
05°261
$9'00C
65959
1soQ un

oz€'aL

ShO'L
6e8

spv's

6.5'9

8LE'L

08’

it

0L
0004130

66L'2€2

HIOHIAN

Buipunos o} enp seaintes Jo A1oBejed [enpiApuL JO WNS [enbe Jou AW |EI0INS

088'628'€S
126'259'C
£89'8
zL2'08
88G'ZEL'E
1£2'618
L0e'e50's
££2'08
§5€'522°24
£40'€28'0}
628'}
T%E'88Z'S
812'690'L
905°L6'8
sasuedxy

ajpwo 9¢-61 (PIRIPOW

v B B B B B B B B B BN

'S8€'95E

61202
59204
vEa'EsL
862
9z9'221
geL'ee
sk
12'9e
B0E'S
6LO'EL
aun

=a [830}GNS
(Ae-X B *QE] ‘UOISIA ‘UHERH BWOH ‘IING) JAUI0
ase) uuwe| Buo
Jejua)) usugesi| [enuepsey
tesq
uoneyodsues|
Aoruleyd
UiesH [Eluaiy - uedisAud
uieaH |ed1shud - uerdishud
wooy Lousblawz
WjeeH 1eusy - |eNdson Jusheding
(Pepnpx3 ¥3) UieaH [eoishud - |ByIdsoH jualeding
YilesH (euep - |EndsoH Juaiedy
yieeH [easAud - |endsoH juanedu;
291A198 Jo Aiofieje

SUUOW toquualy

‘Hed ey

2102 ‘} AVIN A1LD3443 SALVY ¥O0d Y008 V1vad d4HOd



ov

16'991
sl
[<41)

L8°LL
v’k
SE0e
S0
FA 413
S6'6C
20’0
00°LL
144
-1:3:14
WdWd

L R R B T R N B L I B B

oLsl
68'SLE
yoZ6}
(4113
GE'G0L
S8'80L
890t
€L'62€
42801
YE'LEE
SE'vae
p'ees’L

1800 N

a9v's9T'sz $
$ 28BS Pe0'LYL'E
$ 8 Lso'ee
$ -
orL £89'962'+
[43% \pL'8le
5% PEL'EBS'Y
2] oes'es
866'L 198'3€6'2
856 €25'2e5'7
€ osy'e
oo 9SH'EL’L
wi 626'Lv9
68¢ zeR'ars's

000'LBN gssuadxg

0ze'151

b N - 0102 $snbny

JONVYNIH 38V HLIVIH 40 LNIWLHEVYd3Id

955'GL
S0t

L2'8
(714
LBS'EY
89
68L'SZ
€80'CH
e
L0's
218’
$08'y
spun

il
0L's

€00

00°ZL
0L
28791
Sv 0
§8'02
yi:x44
w0
BOLL
0e's
a4 4
Wdid

L8'8

60'26)
568
L9892
TOLEL
82°0L4
yg'ace
yr'osl
[4:1:14>
LELpE
8L 2be'L
soQ uun

9€8'9

0eL
8z

¥6S'Z

852’

£v8

3

18€

£8L

L6
000°L/MN

€18'28

H3A0YIN

Bupunoy 0} enp $ea1A1es Jo AI0623)83 [BNPIAPU JO WNS jEnbe jou ABW |BOIQNS ..

pavoLL's
298'22¢

9z9'}

£€6'689
689'26
O£l 'tS8
0£9'ST
L6L'66L'L
ZSP'SLE'L
0801
216'9£9
128'70€
608'295'2
sesuedxy

3B 96-61 PIEAIPAN

L% T T N T T S I T ]

LpZ'ee

10S'E
160°L
4> 44"
S6L
$28'oL

ove'y

er4- 1

848

208'L
syun

= [E30IONS
(Aey-X B *qE) 'UOISIA ‘tHESH BWOH ING) 18I0
ased wue) buo
Jejuag jueunes) | [ejuapisay
|ejuaq
uopepodsuel )
Aaguueyg
WHESH [BUB| - uedishyc
p|eeH 1ea1sAyd - UBtDISAYC
wooy Aouafilews
eaH [S1usyy - 1ejdsoH juenedinC
(PapnPX3 H3) YeeH EItsAud - E)dSOH juareding
UieeH [Ejusiy - [&IdsoH juenedu
yesH [e21sAud - [adsoH juanedu
sa1m2g jo LioBejen

sUyjuol Jaquay

H18d ey

2102 ‘I AVIN SAILO3443 STLVY ¥04 0018 Y.Lva d4HOa



84

st9lp
ya'le
$5°0

vELL
S5
£9'e8
yO'L
s8°¢L
¥S°LS
€00
e£y'09
28'G
8918

Wdid

Lz
00'52¢e
Lrest
2802
S6°Lbk
086
oe'seh
BEVLY
vLELL
pZLIE
¥8'99L
8190’k

3%02131uN

$
g
$

LBE'LZ

oz

opL'L
202
826'0Z
yz4%
€169
vOE'L
€
zz8'L
144
[ ]N
000°1A8N

£19'9Z}

S96'vLL'ZS
862'002'C

8LL'89

89L'96L'C
Lo'0sy
BZ0'v8S'0L
LS'LEL
8£9'222'6
859'825'9
8S6'E
291'559'L
8PPl
9.2'8LE'T)
sasuadxzy

H
$
$

$
$
$
$
$
$

$
g

JONYNIH VO HLTVY3IH 40 INJWLHYd3A

po8'sez

954

9€0'21L
v8°1T
1228'022
Zve'L
609'€L
292'el
S¢
€62'02
(2144
8v9°'LL

N

26'5)
€9
S8°GL
020
0912
ag'sy
200
2809
€25
LE700L
WdWd

[44-]

€2°184
£8'ce

1 a4

PL'GLE
87201
PO'LEY
28801
€0'68¢E
JAZANS
05°096

=0 Jun

'3

L I S R TR B T T I )

616'€2

150'L
269'L
el
€L
1L6°L
19z
4
9/8'L
asp
¥z
000'H/m3N

18L'v6

YIOH3IN

Buipunoy o) enp saoines Jo Alofiajed fenpiAlpul Jo WNs [enba jou Aew |gjoigns ..

Z8y'829'L¢
818'eze’t

6ze'y

£65°660'L
Leo'sey
Ly6'pLLL
524'99
66Y'ErL'9
£08'Y92'y
0002
508'82L'S
S02'260
LER'ZSY'S
sasuadxgy

alewsad gp-4€ :PEIIPAN

62L'281

252’8
€82'cL
v0L'8bL
.S
£95'29
yea's
el
sZL'pt
08S'E
re's

spun

«» 230190
(Aey-X 2 'qET 'UaISIA ‘YiIESH BWOH ‘JNQ) JeuiC
ased wia) Buoy
J8jue) Jueunesl | |EnUepISaY
Iewag
uonepodsuel ]
Aseuneud
IEeH Iguai - ueisAug
\AEsH |eDISAYd - UBIDISAU
wooy fusbews
LeeH [Riusw - [ENdsoH Jueleding
(papnpx3 ¥3) yieeH [eoIsAUd - 1E)dSOH Jueneding
ifesH [ejusiy - [endsoH Jusiedu;
uieeH EoisAyd - [EndsoH juenedu
30138 Jo AsoBejed

syjuog Jaqualy

180 a1ey

ZLOZ ‘L AVIN 3AILOT443 SALVY Y04 Y008 V1va d4HOd



[44

2672z
op'el
28’0

vl
[A1x4
2629
[433
Syev
69'6€
L0
yx444
1241
9201

WdiNd

Hn H N

oyel
L8ALE
96k
505
BeL
SPELL
89'8Z1
P LEE
- g~~4
8.'162
shiey
08'608°L

jsod yun

$ 666'14
$ oC

ave
058

000'1AN

1SE'Y8

IPL'SEV'OE §
~166'€92'L

yea'sy

LB0'EBE’L
619081
£28°20v'9
888'vZl
9/2'500'Y
YB'IPL'E
B95'EL
188'882'2
PLO'96L
€81'951'0
sesuadxg

JONVYNIH FdvO HLTV3IH 40 INJWLEVL3A

EVE'PE

i3

L€T'L
LLLE
989'08
Loty
9zL'Le
2956
L9
8y8'L
068'L
2229

suun

S6°pST

4572

(1194
554
89'9¢
980
6Ly
800¢
200
882
18z
08 68
WdiWd

£9'8

81951
80’68
oL'gy
L.°66
[+ ¥4
BO'BSE
cLLe
69'G5¢
9L'8pL
8v'806

1800 un

L I T I B B T - I

%]

UYL

6
cle
ost'e
01
1184
00

S00'L
602
€EL'L

000°L/1IN

9zy'ez

HIDU3N

Buipunou oy anp seatases 1o K106a1e3 ENPIAPU] JO WNS |enbs jou Aew |B1oqNS ..

0SS'ZTL6'S $
80¥'y62 $ AMPE

s -

s .
220'882 $ Le9'
S9L'pS $ 809
2BL'658 $ £88'21
8€0'0Z $ 60z
25p'es8 $ eo0L's
280'v0L ¢ 196’k
acy $ S
015'269 $ 196t
z0Z'l9 $ BOY
986'600'C § 22T

sasuadx3 spun

3|BIN B-LE PIRDIPAN

«= IE300ANS
(Aey-X 3 'qen) ‘UoISIA ‘WieBH BWwoH ‘IINQ) 18YiC
8ie] uue Buod
Jejuag Jeunee | [enuepisay
|eaq
uonmodsuel |
AopuLEYg
peeH (Buspy - ueisiyd
WeaH [21sAud - uerdisAug
waoy Aouabews
pjesH [ejusiy - {epdsoH jueneding
(pepnp>q ¥3) YyesH |eAsAUd - [EdsOH Juaneding
wieeH [eluein - (epdsoH Juenedu
WIEeH (e3isAud - (e1dsoH juenedu
801198 Jo AloBiajen

syuow Jequialy

‘180 aey

Z10Z ‘L AVIN 3AILD3443 STLVYH H04 Y009 YLvd d4Hoa



1514

2£°058
85742

g0

g98'est $

ezt

9z'eee

LO'P6L
L Ly
S9'sE
L6°L6
0vEL
op°L9Y
pL°00L
¥6'6.€
68'6¥L

S9°08€'L

O W B B B B A ©

®

S

1509 pun

6e8'92

SoL'L
181 |
voL'ee
8t
28’8
[-T{N

v

1692
16€
vzt

000'LNBN

0£9°08

oeR'sLevr $

yoe'viee

8vi'se

280'6LS'E
ShP'092
158'ZEL'8
zee'se
6¥9'950'8
s¥B'ees'e
€08'C
8r9'sea'e
LL0'00%

§s2'Liz'el

sasuadxy

TT6Z AT - 010 35nBNY

» B v B v

v v »

$

JONVNI4 3HVI HLTYIH 40 INJWLHEYL2A

ole'ost

ast

b[>: 3
9691
§98'9ge

280'09

0952

az

ezi'aL

699'2

895'6
spun

86°03S
1414

200

g8'st
pe'S
chLok
g8 0
29'66
25 LE
100
foa-l:d
268
107281
WdNd

L I - B4

»

3

L T R ]

34

LE'SLL
0z'8e
89'6E
PaLLL
[X:349%
80 92V
yeZLe
6E°LLE
peiSL
80°25L°L
1sog un

29€'26

1804
€402
$85'0€
56
S86'6

150°L

L'z

114

6E6'L
0001130

859'pE

H30H3INW

Buipunas o} 8np $8dIA1SS J0 AI0B81B3 |ENPIAIPUL JO WNS |enba jou B 1BOIANS ..

ZEev'zYY'st
€£5'6.8
[3=°]

152'085
800'584
L6'POS'E
079'0¢
LLEELE'E
125°00€'L
B8
TL2'986'2
8G2'902
8Z1'L8P'9
sosuadxy

BY0Z KT - 6002 ysibNY

ajewa +05 :PIEAPIY

29p'ce

6EL'E
£9¢'0
Lee'as
LT
ove'sz

zs0'e

816’2

pLEL

209'S
syun

== e301GN¢
- (Rey-X ¥ 'qE 'UOISIA ‘UeeH BWOH ‘FNA) J13YI0
eie) wie) Buoy
Jelua) euneal ) [eyuspisey
(L]
uoneyodsuel ]
Aoeuueyd
YeeH (Ruspy - uedisAyd
WiesH (eaisAud - UBISAYd
wooy fouabrews
UiieeH [ejusiy - |ENdsoH Jusijeding
(Papnpxa ¥3) ieeH [eatsiud - 1gidsoH juapedinC
UijeaH [ejualy - [ENdsoH Jusiedu)
\[EBH [B3ISAY - Edso wanedw
890|188 Jo AuoBajed

suyjuo W Jequiay

‘18 ey

Z10Z ‘I AVIN 3AILD3443 S31vH HOd4 Y008 V.Lvad d4HOa



48

30k
83¢Z

0z’

741
8T
95've
v
473
PTLE
e
L'y
PEP
25041
HWdnd

v v

[T S " T T B . T R )

sgl'cel'se §
£6'sk § 0012k 80p'Z06'L  §
SvGEE § Eb £p5'00t  $
- [ $
ez § evo't 6LLGS1L 8
65'5E § 008 oRR'EzZ $
BL'ES £ 1BO'6L vb@'ge0’t  $
sazLe & 95h SB0EZTE  §
piavh % ZSH'9 2BV S
800 & Ol BPOZZL'E $
2311 - I ] DEE'S} $
apee 3 oSt CERTT R
¥eBEZ 8 81T JZFER $
WwosklL  § O LEp BEE'YEZ'YL $
J800 puf 000°HIRD satlaca

Ze8'ed
0z AT = BLog J=nong

FONYNID JYvD HLTYIH 40 LNIWLEYHSa

asy’sllL

0og

€82'L
082'9
962'cEL
+60'L
8L8'zy
veL'L
09
$95'04
9zs'h
p66'6

sHun

S4°85¢€
€6°9L

220

L6781
LL'e
1869
180
1z'es
[54:14
00
Lo'sy
we
1SELE
WdWNd

w o B

v B A 3 W 6

§

9E8

sa'sal
2155

LE'DS

LEGrL
Z/0Zh
Ce'gPE
ELE0L
LELIE
LTSEL
SB'BFE

=ad pun

[

L O S B

L A

oo

Sha'LL

oLo'L
¥eL
0oF'aL
49
£aT'e
588

sTvL
L1Z
PEF'L
oo LY

17K 4

N[~ - 60!

H3IDH3INW

Buipuno] o} enp seamas o AL0GE1ES [ENAMALIL O WNS [ENba Jou ABW [B10)GNS .

a¥¥'bin'e H
Z69'8LY £ BLAYR
zve'al 5 -
g -
A155HE $ 802
£on'te & E9)
OFP'BZL 1 & LEBEE
8LL'0Z 3 8el
PESEES'L 3 1S62)
L2880 g Qe'z
06L'L 5§ 4
GEP'ELL'L & o982
s0r'09 s i
CER'IBT & 687
gasuadcy aun

BB +05 ‘PIEJIPAN

= [EYTIENE
(fex-x 7 'QE "LoEA, UljgaH BLOH "AING) 1840l
aenyuse) Suo
19UBES) JUBULERI | [BRUapISSY
1eag
ucEpedsUas ]
AoruLieyd
pEaH |quap - LeIHsAud
yeaH [eoishug - ueisiyd
weoy fouabisury
preaH jeyuery - [eudsoH ueeding
(pepnpa M3) WIeaH EsAU - [endsey jualeding
UiieeH EIU - EndsaH (Laledu|
\ijeaH [EoisAud - [EudsoH wagedu
eo1usg 1o fobaien

syuay Jaquay

HIER o]

Z10Z ‘L AVIN AALLD343 S31vH HO4 MO0 V1IVa d4HOA



14

Lsez's $
12°0¢€ $ 8982 $
$ - $
$ - $
$ - $
682 $ §8'85 $
[4¥A $ colt $
$ - $
05'821 $ 0ees $
9928 E VAL 4 $
$ - $
2592 $§ 2o H
$ $
Le2e0'e § 99'v0L $
Wdid j203 Hun

8E22h

019
2987

9a9'sL
pse'l

£L8°L

4

LS
0001110

zy'e

oge’09z'll §

OpL'e0L $
$
$
%

S06'6 $

18892 s

$
9sE'aYy $

$
$
668'06 $
$
$

$8S'0LP'0L
gsesuadx3y

TT0Z AIO[ - 0F0Z 15nDNnY

JONVYNIH 3Y¥YO HLTVIH 40 INIWLEVYLAA

S6Y'e

[4>4

L

viLvL
spun

9g'12S'E §

Bl S2

900
PLE
[4%:]

S0°'GLL

$

$

$

$

$

$

0s0 $
$

o xad $
$

EEE $
$

$

77'56Z'E
WdWd

St 24

o008
yZes
€922
LE'MPE
STYL

zL'ese

PLELT

GZ'8SL

1500 3un

$
g
$
$
$
$
$
$
$
$
$
$
$

EEe-E

Buipunot o anp sadlases jo Aofajes enpipul Jo wns |enba jou AeW |ROIQNS ..

£€0'696'0} $

1e9'LL [ig-7] $ LS
- PR

R s -
[ z8L [ 34
€89 £6L'8 s L
aee 9£0'6L $ pE8
81 ySs'L $ S
¥65'8L Z8£'85€E § lza'v
L8€'} 8S5'zEl $ 08¢
- s -
§8'L 192'€0} $ 80
- s -
$80'2S ¥62's92'0L § ozsel
000'/MIN sosuedxg spun

SLL'E

UHIE JO YIUOIN SIUBU :PIEDIPBIN

= [B33QNS

(Rey-x 2 'qe

uopepodsued |
Aseuueyd
\i[esH (guepy - uedisiyd
yijeeH (eisiud - ueiaisAud
wooy Auabewsy
UllEeH (21uep - jedsoH jueteding
(papnipx3 ¥3) UIlEeH RASAUd - jE3IdsoH jueteding
ypesH [eIusH - [eNdsoH juaedy|
peaH jestskud - fendsoH uanedu|
301008 Jo licBajed

syjuop Jequay

130 3ey

Z1L0Z ‘I AVIN SAILD3443 SALVYH ¥04 Y008 Y.Lva d4HOa



or

62'698'8
25°ebl

S9°L
20°L
L0
6€0
L2569
8Ty

L8'eva

oLt

¥5'602'9
WdWd

$

686'06€'9Z
1:9 %44 $ S22 058'98y
LZse 6L p8s's
»a'sL (473 1€9'€
280 y55'Y 950t
or'80tL [44 ({34
BLHIZ peE'sE 290'65€'C
[AN%73 Ly8°L 6Z¥'209'L
09°'59E 68922 PBE'E98'T
LS'ELEZ L 929'y
vO'2SP'L WL'LS £56'890'L.2

1809 nuf) 000'LAIN sasuadxy

LL

£6E'E

n{* = 010 3shbn

s

$
$
$

»w » ©n

$
$
$
$
$
$
$

FONVYNIH VO HLTIVIH 40 INIWLHVYLAT

8812

[44

: 184
a8z’
43
6ELHL

zoL'T

268°L
4

osy'yL

spun

pLes's

82711

$
3
8
$
60 $
eL's 3
$0°0 $
8.0 8
8E'v9S $
aese

8288

L I B < < ]

25'0L9'S  $
WdWd

P LEL

81'ive
<]
€20
1284
CISL
665

L1'€9E

802"t

3sodun

[ I

L I T BT I T )

$

HIOHIW

Buipuno) o) anp ssalAsas jo Alobsied [enpiApul j Wwns [enbe jou ABW [ROIANS ..

SEV26E2Z
1926 EETRES)
o 88L2
E0L'L S10°2L
015z Lbb
2 Q0e'z
£8P £LL'G20°L
1694 £85'00'L
81262 £¥5'y29'2
186'28 081'259'0L

000°L/1IN sasuadx3

896'2

AiBAII3Q J0 YO SISYIOW PIESIPAY

$
$
$
$
H
$
$
$
$
$
$
$
$
$

e

[4N
{774
129

P80‘LL

p06°L

frea

pOL'EL

sun

= lej0100S
(Aey-X 9 ‘e 'UOISIA ‘UYESH elLoH "FNA) JSWC
aie) una| Bua
Jajue) jueuneal] |enLepISaY
fesg
uonepodsuel |
Aoeuiteyc
\pEeH |RUe ~ verdisAlc
\RIeeH {B2IsAUd - UEIDISAYC
wooy AouaBiewz
uyeeH [ejuel - (EydsoH juenedine
(pspnioxg ¥3) WireeH BAsAYd - |BIdsoH uanedine
esH [ejue - |epdsoH juenedu:
WieaH [ea1shyd - |eydsoH juenedu:
eorAses Jo luoBejen

SyuoK Jaquiay

1180 818y

ZL0Z ‘L AVIN 3AILO3443 ST1vH HOd 008 v1vad d4HOa



VA4

61°19Z
SOtk
0z'o

o8t
[s>x4
E£E'EE
180
L0k
65°0p
€00
€182
pe's
85°2L
Wdid

84’5l
[

P7N 738
yTpe
868
8L°LLL
£6°801
6Z°LSY
5Ll
ep'zze
82’ ve
20°€ET'L

£28°0}
L

6eT'L
208
G158

§25'y
§90'L

0L
982
72

1soQ un 000°L1IN

v25'1€9°1

L0s'854'9ZY $

£9Y'862'1Z
9EE'ZEE
leriev'ee
£69'8bL'e
L80'B8E'YS
saL'esr’t
POL'SLO'L9
891'L£2'99
26E'28
90.'€68'SY
PZE'SE9'E
128'085'9Z1
sasuadxy

LEGZ AIN{ = 010 n

$
$
$
$
$

»w w»

B ®» »

$
$

JONVYNI4 3D HLTVAH 40 LNIWLNY43a

TIS'E0P')
996

Ly'B9L
925'601
9eL'L8L'L
86521
L0Z'5L9
cea'pyl
208
oLg'ert
a0y
559201
swun

56'92Z
696
€00
80°0
SL'BL
[4 x4
o] 74
PAg]
15
y9°Ce
100
8.2
€69
1289
WdWd

L0k

Zy'ees’t
8E'8LL
og'ce
344
L0°€2L
20'se

I iar48 4
2004k
££'182
65062
89'€20'L

}so3 un

0L0

H3OH3IW

Buipunos o} anp seainIes Jo AioBiejes enpiapul jo Wwns {enbe jou Aew |BJOIGNS ..

695'cr0'pE2
£58'04 z62'821°2L
0€L'pE
L L12'06
8871 0£9'796'€2
128 82v'006'C
v85'S ¥29'9L6'82
o £60'688
€66'% zL9'98Y'60
056 £29'v58'0%
3 868'LL
250°L 890'PLO'LE
[e:74 089'v20'8
008 901'59€'68
000'L/MIN sesuedxg
955°182°}
INf - 600 3sNBNY

$
$
$
$
$
$
$
$
$
$
$
8
$

I[e12A0 PIEOIPBIN

998'LEL'L

)
gEE'vEL
129'58
959'089
9L
814°025
16166
soL
ZHZoLL
258'62
ose'ea
SN

=» [B303GNS

{fey-X @ 'qE "UdISIA ‘YIIEBH BWOH ‘TNA) OO
ae) uwe | Buon

Jejua) jusuness ) {elUBPISSY

|ewsQg

uonepodsuel

Aoewveyd

yiesH (BAsAYd - ueiishud
wooy Auaebsaug
UesH {BjUBi - [ENDSOH jueiteding
(Popnpx3 ¥3) YYEsH [eoISAud - [E3IdsoH jueneding
uieeH [Ejuey - tepdsop Juanedu
\pIeaH jeasiyg - jgidson juanedu)
8910198 Jo AoBajed

syio W Jequsy

e ajey

Z10Z ‘L AVIN SAILD3443 S31VYH ¥O4 MO09 V.iva d4H2a



8y

e

90t

oL'ze
€91
v8'sC
80'%
a.L'op
88'oy

69'8t
00°}
FLv9

Wdid

189'spL
€26 § 2680 89Z'0f
s
8
oi'g8l 8§ SZY'L £€1'89
- ¥20's
0sze 5’6 089'62
/888 [ zoe'e
8v'ss vre'e L21Z'pL
9£°09¢ 195'L LES'PYL
90°59L 65€'L £60'5
229 =18 sL0'c
65661} 9 L5L°26L
1800 JUN 000"t sesuadxy
£80'c
TF0Z NAr - 010¢ Joquaseq

» o e

L - N ]

JONYNIH 3HVYO HLIVIH 40 INIALYYd3IA

ay

el

[4°14
PE

0£9

6YE

ey
Solb

‘T

'L

spun

Wdid

L I I

L7 I I T A <)

® B B »

jsod 3un

L I B

»

Y3IOHIN

Buipunoy o) snp seawas Jo K1o8ejes enpIAPLI J0 wWns [2nbe jou Aew [Bo)ang ,,

LI I - I T ]

L B I I ™ |

0001130 sosuedx3 spun

VIN 1834 Joud

ajewaj g¢-61 :uonendod 522

= [R30IGNE
{fer-X 2 'qeN 'LOISIA YESH BWOH "IINQ) JOUIC
a1e) wia) Buo-
Jejua) jueuneel | [eijuepisey
|lewsg
uonepodsuel |
Aoeuueyy
\jesH |gjuaiy - ueiaisAug
uiresH |eoisAyd - ueishug
wooy AausBiaws
UiesH [ejuei - [eudsaH Jueneding
(papnpxa ¥3) UlleeH [EAISAYd - [E1dSOH jueneding
tiesH [ejusy - |eydsoH juenedu|
uiesH [ea1sAyd - |epdsoH juenedu
201188 o KioBajen

SYJUO Jaquiey

130 a1ey

ZL0Z ‘L AVIN SAILDT443 S3.LVY HOd4 X008 Y1vad d4HOa



14

LL°5¥2 s
8L $ 1027

$

$
€56 $ €Loll
34 $ -
SPLLL $ 8€00Z
6L $ 88°0SL
Wiz $ ¥9'16
8L'LE $ i59€
800 $ S6'L6
€961 $ @69'8ee
Sbe $ sLisz
€682 $ 206kt

WdWd 1800 1uNn

tie

850t

529'9

£85'e

voz'L

8

[5]

-]

zoe
000'LABN

Zi6Z

189'512

962'6

9zZ'sy
€82°L
£85'PZE
olp'e
BLE'BL
zZLa'oLL
pal
205'st
Sb'6
z51'28
sesuadxy

JONVYNIH IHVYD HLTVIH 4O INIWLM¥VYd3A

152

0z9'L
€T
(213

[4:14

el
9
€L

syun

WdWd

v B N B B B B B v

1sog un

H ¥» B B v v w

L I

0001130

WIN JBSA J0Md

HIOH3AN

Buipuno: 6y enp saqiaes jo AioBsjes EnptapUL Jo WNS [enba jou Aew |5eIgNS ..

L I 4

L]

I B L I B - S 1

sasuedxy sjun

slen 9e-61 uoneindod /.

- IE30)QNE
(fey-x B 'qET ‘UCISIA "Y)lEaH SWOH 'TINQ) JAUIC
aled uus) Buo-
Jejue)) Jusuneal | [eyuapIsay
jejuec
uonepodsues |
Aoeuleyc
YHeeH (2usiy - uerdishlc
UleeH |eaisAud - Ue1oisiuc
wooy Aousiaurs
UyEeY [8jUBI - JEydsOH jusnedinC
(Pepnpx3 ¥3) UiReH [oIsAud - [R1dsoH Juspedine
YileeH Ejuew - (exdsoH jusnedu
BIEeH {ea1sAud - [endsoH Juapedu’
291aeg jo AioBejed

SYIUO W Jaquis

1180 ajey

ZL0Z ‘L AYIN 3AILD3443 S3LVYN ¥O4 Y008 v.Lva d4H3Aa



0§

€5°5EP
[¥A-13

£0'8L
08'L
£9°L0L
[4¥4
sy
LLoy
a0
99'8L
98°'L
0z€s
WdWd

$
$

vo'L8

L0631
€8'0E2
LZ's
S.°16
e9'ELL
oLy
14743
62101
6229

80°500'4

1800 Hun

L S TR R I R IR B R < <

Y0E'T

08Z't

S8L'€T
[724
gz6's
6EE'L
St
25€'2
Sve
€66

000'LADN

z62'e

oLL'eeY'L
610'SS

9965
££6'S
£95°vEE
£26'9
6LE'RL2
6G62'eSH
L5
186'952
[S44°]

$98'€L2

gsesuadxy

L < A O S I L I B L B

FONVYNIH VD HLTVIH 40 INIWLEVJ3d

2e8

LGE

§25'9
92
g4

192

S¥9
G6
e

spun

WdWd

L I R < D T T T B < B

isod 3un

L A < ]

d30Y3IN

Burpunos 0} anp saalnas Jo AioBeres EnpiApl O WNS [Bnbe jou Aeuwr [ROIGNS ..

LA T I I R B B

000°L/13N sasuadxy E T

VN Jeaj Jold

a[ewad a-/¢ :uoneindod 52/

« lR10JANS
(Aey-X 2 'qeT] ‘UaISIA "yNesH aulaH 'JWQ) J2UIC
e1eg une Buo
Jejuag jueuness ) [enuspisey
leeC
uonepodsuel |
AoRULRY
WIESH (8uUsy - Ueidisiye
\BieeH [edsAud - uerdIsAlc
waooy Lauabrew=
yyeeH [eiuep - jeydsoH jusneding
(PepnPX3 Y3) YiesH EatsAud - [ENdsoH juenedine
YiesH [ejusiy - |eyidsoH juenedu
pjeeH [eatsAyd - [E31dsoH juenedy|
201A98 Jo AioBajen

SyUOW Jequie |y

e ayey

ZL0Z ‘L AVIN 3AILDT 443 STLVYYH HO4 008 Y.1va d4HOa



LG

(A4
¥e'LL 5908
890 00002
08t 8LeL
£9°0 oV'eLs
€L’k 85 v8
1588 vb'SoL
6.'8¢ 26°35¢
100 20ty
908y 89'LLS

L4t

s

$

$

$

$

$
€2T0LL $ 250

$

$

$

$

$

$ BOEYS

$

€6°GEL 15'685'}L

WdRWd 1s09)un

292"t
154

128
€l
eav'al

pze's

162'L

224
£6€
920t

000'tN8N

pL9'e

206'se8’L
L0S'sP
zey'z

0v6'69
228'2
620'529
12454
191'v02
8LS'2rL
154
285'9/L
11£'59
cop'eey
sasuadgy

L B R A T I )

L I

JONVYNIH 34VYD H1TV3IH 40 LNIW1AvYd3a

6€5

(43

a0y

659
14
9E6

LBE

SPE
o743

(43

'S

‘b

spun

Wdd

L I S

[ T S ]

jsod Hun

Lo T I < ]

¥ H W B W

000°L/113N

YIN Jeaj Jold

H30H3AN

Butpunas o} enp saoies Jo A1068125 BNPIAIDUT Jo WNS [enbe jou ABw [BJojaNS .,

s - IE)aNS
g (Rey-x 8 'qen] "UOISIA ‘Wj|ERH BWOH "INQ) 48410

g ee) ws ) Buod

¢ JBjUa) JuaUnesas | [EUAPISaY

$ lewaq

g uonepodsues |

[3 Aaeuueyg

$ ieaH [EB - uedishug

[3 e |eaishyd - UBIdISAUg

$ wooy Aousfiews

$ \R(eaH [elueW - (epdsoH Juajeding

$ (pepnpx3 ¥3) UieeH EasAud - |adsoH juspedinC

$ uiesH [ejusiy - |BidsoH juanedu)

$ eeH {edisAud - lepdsoH jusnedu

gasuadxgy s3uf) 20|Adeg Jo KioBajen

SYJUO W Jaquuay

sleN 6L uonendod 522 4199 agey

2102 ‘L AVIN SAILOT443 SALVY ¥04 Y008 Y1iva d4HOa



[45]

bo'LEL

H

6¥'at $ G56'8EL
$
$

wez 85'8LL

a8y SE'SYE
9Lt6L 8.0V
oL 64 801
¥4 44 8F'ohy
az'o 00°0S4'L
S6'GLL 89'G6E

6LC

g
$
$
$
80°L2L $ protL
$
$
$
$ SeeL
$

28'6€C F2 Al N-¥4

WdWd Jsod uun

$ 62L't

oL5'L
64
(T2 44
SbE
LZL'el
891}
[4
ol8'e
L1
SpL's

000°L713N

818'S

poL'esz'’y $
SLe'zIe L1
LGL'08L 2EL
2e9'8 -]
956'288 6v9
1¥8'S g5
915'v0L 25€
2€T°2ST 946
oSkt L
£09'v29 S0L
[B74:]8 ¥6
LZa'ese’t §5S
sasvadxy

JONVNI4 3HVYD HLTV3AH 40 INIWLYVH3A

L

154

‘9

i

suun

WdiNd

L R L T - - S T S B - B 4

180 3un

Y3OH3aN

Bupunos o3 anp sedlAas J0 K1o881ea [enpiAipul Jo WNS [Enba jou ABW [E}01GNS ..

M o H B B B W B B B Hh W

000°L/MN sasuedaq sun

YIN Je3p sold

slewa4 +Qg :uoendod 522

~ [2301GNS
(Aey-x ® 'qE ‘UOISIA "UleaH eWoH ‘INQG) 8RO
eie) uua) Buo
Jaue) jueunes) | [ERUSPISOY
|=usq
uonepodsues)
AoguLeyd
WeeH |Buay - ueisAud
Qi[eeH jeoishud - uesiud
wooy Lusbiawg
uyeeH feuely - (epdsoH jueneding
(Papniox3 H3) iedH [e3sAud - (=idsoH juspeding
e H [ejuei - [epdsoH jueredu)
uiesH [eatsAud - |EndsoH Juanedy|
8o1ueg Jo AoBajeD

syjuoy tequmeyy

‘nad ajey

ZL0Z ‘L AVIN 3AILD3443 S3LVY ¥04 X008 Y1iva d4Hoa



€5

g§zpes

yLez

18781
143
6E£'8LL
690
pE'E8
£8°ce
0L0
€202
89t
[3:4%-74
Wdind

4

¥ H H P B B B B B H B »

eLyEL

£L'8L)
09'9LL
vaTL
9096
80641
¥E'86E
5098
29'vhY
96°L51
1872012
180D Huny

$

1992

6EE'L
6L
gE9'62

esy'8

8Lo'L

€L

g68'L

15:14

£6v'L
000'LABN

268210’

Jeleraray

£ec'an
080'S
V12282
pl0'€
L12ELE
Lp'0Sk
oey
oze'ele
per'at
pPIPEIL'L
sasuadxgy

"

LI T S T - T T T B R A

JONVNIH 34V HLIV3H 40 LNINWLYVY43a

986

feloig

286
[
SEL

B.E

0L
»OL

€55

‘0t

‘e

spun

Wdid

1502 3uN

L I - I T T - B )

000°L730
0

VIN 1e3) Jold

Y3I0U3IN

BuIpunol 0} anp SadIAI8S Jo KI0BajEd [ENPIAIPLE JO WNS [enbe jou Aew |E90IaNG ..

$

[ I - T B R I T 4

sasuedxy

3[EW +0¢ :uoneindod 622

.- le3010NS
(key-X B ‘qeEN ‘UOISIA ‘YNBBH SlwoH "JNQ) 18O
e1e) uuej Buoy
Je)ue) jueuneal | [enuepissy
leiwag
uonepodsuel)
Aoeuueyq
preeH (=B - uerdisiyd
e [e21SAud - uerdisiyq
weoy Aouebiews
\piesH [elueiy - |Epdso aneding
(papnpx3 ¥3) UyeaH [@oisAud - [gidsoH waneding
UHEsH [EILaIN - [ENdSOH jusiedu|
eeH (ed1sAud - [2dsop jusnedu|
suun sa1d0S Jo lioBejen

syjuo W Jequispy

189 eyey

2102 ‘L AVIN SAILD3443 S31VY ¥O4 X008 V1iVva 44HOa



¥S

SZT'6LS
1ze
Lo

a8'sl
L
OL'LEL
o't
€8°9L
&
gL'o
89'69
€08
99561

Wdd

yLELE
00002

£0'LLL
+1°666
6279
68'68
16801
Ly'LeE
08'8.L
10'¢6¢
09pe2
9€'0L8'L

Jsod jun

L I I T I I < A

L

260'090'2L $

BEZ'Z 999'Z6V $
9 z8p'z $
$

ere'l g62'L9Y $
S 892'82 $
852'62 S86'YP0e  $
6EL 696'92 $
sav'e 89E'veL'L  $
%zl 66956 $
L p2eT $
5002 26'525'L  §
182 222'9L) $
866 LEr'Si9e  $

000‘LNBAN sasuadxy

9zZZ'eT

JONWNId 3HVYD HLIV3H 40 LN3WLYYdIa

[4=94

[43

609'z
-1
lsg'sy
8724
PeE'SL
'
€L
L88'c
124
€E6'L
spupy

Wdind

»w v o B w»

1800 Jun

L < L I < I A SN B R B I )

000°4/130

VIN 1834 JoUd

Y¥3IOYIN

Bulpunol o) enp sedIes Jo AioBajed enplapul Jo wns [enbe jou Aew OGNS ..

L R S S B S T T S I I S I ]

sasuadxgy sjuf)

IleraAQ uonendod 52/

= IR3OJANS
(Aey-X ® ‘qET 'UCISIA 'UNESH WOH ‘ING) JenC
aie) uuey Buom

Jes) |weuneal | [enuepisex

|eac

uonepodsues |

Koeuueyc

WeoH IEUa - UBIdisAyc

WiesH |eatsAyd - uRnashle

wooy Asuefiews

UeeH [eius| - [EydsoH juegedin

(pepnpx3 Y3} UlesH eatsAud - [B1dsoH weneding

L|eeH |eaisiud - [endsoH yanedu;

aojeg jo AioBajen

syjuoy Jequreyy

Ne arey

ZL0Z ‘L AVIN 3AILD3443 STLVYH H04 Y008 Y1va d4Hoa



GS

08¢
82T
7 ¢
16’0
-804
090y
£0°0
99'82
£68's
89'8L

WdWd

sl
EETHE

o:4 743
ar've

1pid

Wil
£6804
2E°95p
€LELL
LEVTE
1374

iR A

865'81Z'9cY §

80Z°0L 62116212 §

L aLe'vee  §

- $

ovT 525'668'6C $
v6L 298'LLL€ 8
058 990'6EY'2S

3 geL'oLsL S
08s'y Ze5'662'89 $
as0°L 800'681°20 $

4 oLL'YS $
080’1 vazeLy'Ly §
%74 150°Z18'8  §
854 80L'96L°0CL §

1800 3UA 000N cosusdxa
008'v59'L
TT6Z AT~ 0L 0Z 35NBry

JONYNI4 IHYO HLIVIH 40 INJWLHVYLIA

£ra'Z0v'L

8.6

6¥0'LLL
955'604
£29'902'}
8%8'zL
$85'LES
vyeLpl
SIE
LBL'gpL
189'0%
885'0L

suun

58922
698
€00
800
Sh'6t
cee
oL'ez
%0
$S'6€
¥9°2¢
00
8L %2
£6'9
Lza9

WdRd

n n B w»

[ O . I T . N ]

zLroL

ZY'ees't
6 9.1
ag'ee
(344
LOEZL
20'56

| 1424
2004
€E18C
85062
29'€20°L

jsod uun

€58'0L

L
88T
4]
#85'9
kg
€66t

056

250°L
982
008

000'L18N

9s5°1S2'L

HIOHIN

Buipunicl oy enp sao1a1es Jo A106a1ED [ENPIAIPUI JO WNS [enbe jou ABW |2101GNS .

695'EP0'PBT
282'82L 2L
0EL'VE
12'%
0L9'796'€C
82¥'006'C
$29'016'8C
660'68S
2.9'®Y'sY
£29'vS8'0Y
868'LL
890'VL0'LE
089'v29'8
90L'69E's8

sasuadxg

$
$
$

[ I I T T T < B B T

$

I1eI2AQ d4HOa

996'LEL'}

€8
8EE'VEL
L29's8
859'989
181y
822'025
LEL'6E
S0L
oL
2s8'se
ose'en

swun

L
(Rey-X B G2 ‘UOISIA 'UiESH aWoH 'IWA) JoYI0
i) wia} Buo
Jejue)) jueuneal jenuaplsey
[EWaq
uoyepodsues )
Aseuleyd
uyeeH RIS ~ uedishyc
ylesH |eotsud - uersisAyc
wooy AousBraw=
YiieaH |ejUS - |E}dSOH juenedinC
(papnpaxa ¥3) uieeH jealsiud - |eldsoH waneding
Yl|eaH [ejusiy - fendson juegedu;
uieaH |e2sAud - [EdsoH jusgedu.
asjaieg jo Kiobajen

syuop Jequialy

18D aey

ZL0Z ‘L AVIN SAILD2443 STLYN ¥04 Y008 V1va 44HOA



DCHFP DATA BOOK FOR RATES EFFECTIVE MAY 1, 2012 DEPARTMENT OF HEALTH CARE FINANCE

6

Adjustments that will be made to Calculate the Capitation

Rate Ranges

This Section describes the adjustments that Mercer will make to calculate the capitation rates.
Mercer makes adjustments to the base data to match the experience of an actuarially equivalent
population. These adjustments are required by the Centers for Medicare and Medicaid Services
(CMS) in determining rates for Medicaid managed care programs. Mercer will certify to CMS
that the final rates are actuarially sound.

These adjustments have not been reflected in the Data Book pages:

Anomalies may exist in the data; therefore, all of the historical data are considered when
setting the rates. Mercer will blend the data placing the most reliance on the most recent full
year of data.
Mercer will project costs and utilization as part of the rate development. The trends used to
project these costs will be based on historical managed care data across different years and
services in the DCHFP program. In addition to the managed care data, Mercer will review
national CPI indices, and similar trend information from surrounding states.
Cost and utilization will be trended to the midpoint of the initial contract year.
In addition to making the above adjustments, Mercer will adjust for programmatic changes:
— Those that occurred during the base years (August 2009 through July 2011) and are not
fully reflected in the data
— Those that occurred after the base data time periods
— Known programmatic changes included in the rate development are listed below
- Reduction of Medicaid Physician fee schedule to 80% of Medicare
- Reduction to the dental fee schedules
- Impact of the Affordable Care Act related to prescription rebate collections and
primary care physician reimbursemen
An administrative assumption to account for MCOs administrative expenses will be applied
in the capitation rate development process. This will inciude consideration for the premium
tax and a load for profit/contingency margin.
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