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Notes to Financial Statements

QCA HEALTH PLAN, INC.

Notes to Financial Statements - Statutory Basis
December 31, 2009 and 2008

(1) Summary of Significant Accounting Policies

The following is a summary of the significant accounting policies used in the
preparation of the accompanying financial statements. Such policies are in conformity
with the Annual Statement Instructions and the Accounting Practices and Procedures
Manual of the National Association of Insurance Commissioners (“NAIC”) and the
accounting practices as prescribed or permitted by the Arkansas Insurance Department
and are not intended to be a presentation in conformity with accounting principles
generally accepted in the United States of America.

Cash and Cash Equivalents: The Company considers all cash accounts and all highly
liquid debt instruments purchased with a maturity of three months or less to be cash
equivalents. Certificates of Deposit with a maturity of one year or less are also
considered to be cash equivalents.

Premiums Receivable: Premiums receivable represents medical premium revenue that
has been billed and recognized as revenue, but has not been collected.

Investment Securities: Bonds and other debt instruments are classified as held to
maturity and are stated at cost adjusted for amortization of premiums and accretion of
discounts computed by the interest method. Certificates of deposit, money market
trust accounts, and other interest bearing accounts are stated at cost.

Medical Claims Payable: Reported claims expected to be paid after the balance sheet
date for services provided to members prior to the balance sheet date are recorded as
liabilities. Claims for services provided to members during the financial reporting
period which are unreported at the balance sheet date are estimated based on the
Company’s claims experience and recorded as liabilities. The amounts recorded are
based upon estimates of the ultimate net cost of such services provided. These reserves
are subject to continuous review by management and changes in estimates are reflected
in earnings currently.

Income Taxes: Income taxes are provided for the tax effects of transactions reported in
the financial statements and consist of taxes currently due plus deferred taxes related
primarily to the differences between the treatment of surplus notes payable for financial
and income tax reporting and net operating loss carryforwards. The deferred tax assets
and liabilities represent the future tax return consequences of those differences, which
will either be taxable or deductible when the assets and liabilities are recovered or
settled.

Revenue: Medical premium revenue is recognized in the month in which members are
entitled to receive health care services. Medical premiums collected in advance are
recorded as premiums received in advance.

Cost of Benefits Provided: Cost of benefits provided includes the costs of all medical
services delivered to enrolled members of the Company and for whom the Company
has recorded medical premium revenue during the reporting period. These costs
include payments for specific medical services paid to physicians, hospitals, and other
health care providers on a fee-for-service basis. Costs of benefits include claims paid,
claims in process and pending, estimates of unreported claims and charges, and
processing costs of those estimates at the end of the fiscal year for which the Company
will be responsible. There are a limited number of provider contracts within the
network that contain a risk sharing arrangement. The withhold from this arrangement
is recorded as an expense and paid out in its entirety at the end of each month.

Premium Tax: The state in which the Company does business requires the remittance
of premium taxes based upon a percentage of billed premiums.
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Advertising Costs: Advertising and promotions related expenses are charged to
operations when incurred.

Non-Admitted Assets: Certain assets (principally pharmaceutical rebate receivables
and deferred tax assets not expected to be realized within a 12 month period)
designated as "non-admitted" are not included in the financial statements.

Accounting Estimates: The preparation of financial statements in conformity with the
accounting practices described above requires management to make estimates and
assumptions that affect the reported amounts in the financial statements and
accompanying notes. Actual results could differ from those estimates.

Accounting Changes and Corrections of Errors

None.

Business Combinations and Goodwill

None.

Discontinued Operations

None.

Investments

The carrying value and estimated market value of investments in securities as of
December 31, 2009 and 2008 are as follows:

2009
Gross Gross Estimated
Carrying Unrealized Unrealized Market
Value Gains Losses Value
U.S. Government
securities $ 12,662,030 46,255 - 12,708,285
Corporate bond 999,016 32,834 - 1,031,850
$ 13,661,046 79,089 - 13,740,135
2008
Gross Gross Estimated
Carrying Unrealized Unrealized Market
Value Gains Losses Value
U.S. Government
securities $ 11,393,476 188,239 - 11,581,715
Corporate bond 997,002 37,098 - 1,034,100
$ 12,390,478 225,337 - 12,615,815

The carrying value and estimated market value of securities as of December 31, 2009,
by contractual maturity, are shown below:
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Carrying Market

Value Value
Matures in one year or less $ 4,614,629 4,642,581
Matures in one to four years 9,046,417 9,097,554

$ 13,661,046 13,740,135

Included in the amounts above, the Company holds a U.S. Government debt security
that is restricted due to regulatory requirements, which matures in one to three years
and is held to maturity. At December 31, 2009 and 2008, the aggregate fair value was
$625,197 and $637,500, respectively.

Information pertaining to securities with gross unrealized losses at December 31, 2009
and 2008, aggregated by investment category and length of time individual securities
have been in a continuous loss position, is as follows:

2009
Less Than 12 Months 12 Months or Greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
None
$ - - - - - -
2008
Less Than 12 Months 12 Months or Greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
None
$ - - - - - -

All of the securities above are either guaranteed by the U.S. Government or secured by
mortgage loans. These unrealized losses relate principally to current interest rates for
similar types of securities. In analyzing an issuer’s financial condition, management
considers whether the securities are issued by the federal government or its agencies,
whether downgrades by bond rating agencies have occurred, and the results of reviews
of the issuer’s financial condition. As management has the ability to hold debt
securities until maturity, no declines are deemed to be other-than-temporary.

Joint Ventures, Partnerships and Limited Liability Companies

The Company has no investments in joint ventures, partnerships, or limited liability
companies that exceed 10% of its admitted assets.

Investment Income

The Company’s investment income was earned on cash and cash equivalents, and
bonds and no investment income was excluded from surplus for the years ending
December 31, 2009 and 2008.
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Derivative Instruments

None.

Income Taxes

The Company’s net deferred tax asset account was comprised of the following as of
December 31:

2009 2008
Deferred tax assets $ 733,626 1,486,817
Valuation allowance - (862,817)
$ 733,626 624,000

The Company has available as of December 31, 2009 unused operating loss
carryforwards that may be applied against future taxable income and that expire as
follows:

Unused
Operating Loss
Year of Expiration Carryforwards

2020 $ 1,735,118
2021 557,462
$ 2,292,580

The provision for income taxes in the financial statements differs from the amount
determined by applying the statutory Federal income rate to earnings before income
taxes. The reconciling items and amounts as of December 31, 2009 and 2008 are as
follows:

2009 2008
Expected income tax expense $ 852,965 1,046,484
Benefit from net operating loss carryforwards (810,735) (955,348)
$ 42,230 91,136

While the Company has unused operating loss carryforwards to offset any regular
taxable income, the Company is only allowed a 90% net operating loss reduction in the
calculation of the alternative minimum tax (AMT). Thus, in years in which the
Company’s regular taxable income is offset due to loss carryforwards, the Company
will still be subject to some amount of AMT. This has resulted in AMT credit
carryovers of approximately $60,000 that may be available to offset future regular
income tax.

Information Concerning Parent, Subsidiaries and Affiliates and Other Parties

During 2008, the Company entered into a service agreement with an affiliate whereby
the affiliate would provide a full range of administrative, managerial and technological
services. The Company paid this affiliate $16,510,178 and $14,678,932 during 2009
and 2008, respectively, for these services.
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Under the provisions of various provider contracts, the Company paid $31,348,656 and
$32,835,885 to hospitals that owned a portion of the Company’s common or preferred
stock during 2009 and 2008, respectively.

Revenues in the amount of $6,849,603 and $6,428,319 were received from hospitals
that either owned a portion of the Company’s common or preferred stock during 2009
and 2008, respectively, that relate to risk-based and administrative services only (ASO)
lines of business.

The Company was due $186,136 and $155,478 from a stockholder as of December 31,
2009 and 2008, respectively. The balance relates to an agreement between the
Company and QualChoice of Arkansas, Inc. (“QualChoice”), for professional services
from a network of physicians, in which qualifying fee-for-service medical charges are
withheld by QualChoice and remitted to the Company.

The Company owed $971,826 and $276,496 to stockholders as of December 31, 2009
and 2008, respectively, for general expenses paid on behalf of the Company.

The Company entered into an agreement with QualChoice in November 2001, whereby
the Company assumed the groups QualChoice managed under a third party
administrator agreement on January 1, 2002, on behalf of employers which sponsor
health benefit plans for employees. The Company assumed the obligations to perform
such duties under the existing contracts with QualChoice, and in exchange for receiving
these groups, the Company is to pay QualChoice $650,000 in annual network rental
fees for the years ending December 31, 2002 through 2007. The fees can be
renegotiated annually. The fee was renegotiated for 2008. The Company paid
$250,000 in network rental fees to QualChoice for each of the years ending December
31, 2009 and 2008.

Debt
There were no surplus notes, debentures, or loans in 2009 or 2008.

Retirement Plans, Deferred Compensation, Postemployment Benefit and
Compensated Absences and Other Postretirement Benefits Plans

The Company has an employee 401(k) plan covering all full-time employees of the
Company who have completed three months of employment and choose to participate.
The Company contributes an amount equal to the portion of the employee’s
contribution which does not exceed 3% of the employee’s salary. Contributions to the
plan during 2009 and 2008 totaled $211,460 and $178,984, respectively.

Capital and Surplus, Shareholders’ Dividend Restrictions and Quasi-
Reorganizations

The Company has 50,000 shares of $.10 per share par value common stock authorized
and 11,925 shares outstanding, exclusive of 3,600 shares held as treasury stock. The
Company has 25,500.046 shares of $1,000 par value preferred stock outstanding. The
Company does not intend to pay dividends on its common or preferred stock in the
foreseeable future. The Trizetto Group, Inc. which held 1.86% of the shares of common
stock also held common stock purchase warrants, which entitle the holder to purchase
9,009 shares of the Company’s common stock for $.10 per share. As of the date of the
filing, stock had not been issued for the warrants. However, on January 29, 2010, the
Company notified the Arkansas Insurance Department of its intent to issue shares of
common stock to the Trizetto Group.

The Company’s preferred stock structure is as follows as of December 31:
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Series A, $1,000 par value; 5% noncumulative,
nonvoting; convertible into 4,732 shares of

nonvoting common  stock;

authorized and issued.

Series B, $1,000 par value; 5% noncumulative,
nonvoting; convertible into 16,833 shares of
nonvoting common stock; 9,342.808 shares

authorized and issued.

Series C, $1,000 par value; 2% noncumulative,

nonvoting,  nonconvertible;
authorized and issued.

Series D, $1,000 par value; noncumulative,

nonvoting, nonconvertible;
authorized and issued.

2009 2008

2,868  shares
$ 2,868,000 2,868,000
9,342,808 9,342,808

5,000  shares
5,000,000 5,000,000

8,289.238 shares
8,289,238 8,289,238
$ 25,500,046 25,500,046

In the event of any voluntary or involuntary liquidation, dissolution, or winding up of
the affairs of the Company the holders of the preferred stock shall be entitled to share
ratably in any assets of the Company available for distribution to the Company’s
stockholders. The amount will be equal to the greater of (a) $1,000 per share of
preferred stock, subject to appropriate adjustment in the event of any stock dividend,
stock split, combination or other similar recapitalization, plus all declared, approved,
but unpaid dividends through such distribution payment date or (b) the amount per
share such shareholder would receive if such shareholder converted such shares of
preferred stock into common stock in accordance with the conversion factor set out on
in the “Statement of Preferences and Terms of Preferred Stock™ immediately prior to
such liquidation, dissolution, or winding up of the affairs of the Company. Any
payments or distributions to the preferred stockholders shall be made before any such
payments or distributions shall be made to common stockholders.

(14) Contingent Liabilities

The Company is a defendant in general litigation as of December 31, 2009, in the
ordinary course of business. The Company’s management believes, however, that any
liability it may incur as a result of this litigation would not have a material or adverse
effect to the financial statements and, accordingly, no contingencies have been

recorded.

The Company is subject to various regulatory requirements, including maintenance of
minimum capital and surplus. At December 31, 2009, the Company is in compliance
with requirements established by the Arkansas Insurance Department. The Company is
required to maintain restricted investments in the minimum maturity amount of

$625,000.
(15) Leases

None.

(16) Information About Financial Instruments With Off Balance Sheet Risk and

Financial Instruments With Concentrations of Credit Risk

None.

(17) Sale, Transfer and Servicing of Financial Assets and Extinguishments of

Liabilities
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None.

Gain or Loss To The Reporting Entity From Uninsured A&H Plans and The
Uninsured Portion of Partially Insured Plans

During 2009 and 2008, the Company had Administrative Services Only (ASO)
contracts and minimum premium contracts, for which the employer retained all health
care service risk, while the Company assumed administrative risk. The Company
recorded administrative fee revenues of approximately $7,388,789 and $6,998,808 for
2009 and 2008, respectively. The amounts are not recorded as revenue in this statutory
statement, but rather as a reduction in operating expenses. The profit (loss) associated
with this line of business was $171,421 and $279,894 for 2009 and 2008, respectively.
The claims volume was approximately $96,584,964 and $96,940,691 for 2009 and
2008, respectively. The Company has no Medicare or similarly structured cost based
reimbursement contracts.

Direct Premium Written/Produced By Managing General Agents/Third Party
Administrators

None.
Other Items
None.

Events Subsequent

Subsequent events have been considered through February 28, 2010 for the statutory
statement issued on February 28, 2010. On January 29, 2010 the Company bought
$1,500,000 of preferred stock in QualChoice of Arkansas Insurance Company, Inc., an
Arkansas company. As noted in Note 13 on January 29, 2010, the Company notified the
Arkansas Insurance Department of its intent to issue the common stock to the Trizetto
Group, Inc. As of the date of the filing, the warrants had not been issued

Reinsurance

The Company is covered under a medical reinsurance agreement effective October 1,
2009 through September 30, 2010, that provides annual coverage for eligible in area
and out of area hospital services of 90% in excess of $200,000 per member. The policy
covers all medical and pharmaceutical services including inpatient and outpatient
hospital, sub-acute facility services, skilled nursing facility and rehabilitation facility
services, hospice services, home health agency services, outpatient facility services,
prescription drugs, and physician and other professional services. Certain of the
covered services have per unit or annual coverage limits. For example, coverage for
inpatient hospital services is limited $4,000 per day and coverage for prescription drugs
is limited to $250,000 per contract year. The reinsurance limitation of the maximum
average per day is waived for transplant services performed in a hospital whose
negotiated arrangement has been approved by the reinsurer. Each insured member’s
coverage is limited to $5,000,000 in the contract year. The policy is a renewal of an
initial contract signed in October 2005, with Allianz Life Insurance Company of North
America (“Allianz”). The original agreement provided coverage for only hospital
services and high cost specialty pharmaceuticals. During 2007, HCC Life Insurance
Company (“HCC”) acquired Allianz. The renewal on October 1, 2007 was written with
HCC, as is the October 1, 2008 and 2009 renewals.

The reinsurance agreement also includes catastrophic reinsurance coverage. The
catastrophic provision provides coverage for the same categories of eligible medical
services of 90% in excess of $500,000 per member with a maximum of $5,000,000 per
member in the contract year. The Company receives reimbursement under the
agreement at the most favorable coverage level.

The reinsurance agreement contains a provision through which the Company may
receive an Experience Refund equal to 50% of a realized gain in a contract year. A
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realized gain is defined as the amount by which the actual claims against policy filed by
the Company are less than 70% of total policy premiums for the contract year. The
policy must be renewed in a subsequent contract year for the Company to receive a
prior year’s Experience Refund. At December 31, 2009 the Company recorded a
receivable of $254,730 for Experience Refund related to the contract year that began
October 31, 2009 and $39,881 for the contract year ended September 30, 2009. At
December 31, 2008 the Company recorded no receivable for Experience Refund related
to the contract year ended September 30, 2008.

The Company has recorded a no reinsurance receivable for expenses that exceed the
limits discussed above.

The reinsurance agreement also contains a Continuation of Coverage endorsement in
the event of insolvency on the part of the Company. The limitation on liability to HCC
under this endorsement is $5,000,000.

The Company has no return commission, which would have been due if the Company
had cancelled the reinsurance. @~ The Company has no retroactive reinsurance

agreements. The reinsurance does not have retroactive termination arrangement clause.

Retrospectively Rated Contracts & Contracts Subject To Redetermination

None.

Change In Incurred Claims and Claim Adjustment Expenses

None.

Intercompany Pooling Arrangements

None.

Structured Settlements

None.

Health Care Receivables

The Company experienced the following activity associated with the pharmaceutical
rebate receivables by quarter for the previous three years from December 31, 2009:

Estimated Actual Actual Actual Rebates
Pharmacy | Pharmacy Rebates Rebates Received More
Rebates as | Rebates as | Received Received Than 180 Days
Reported
on Billed or Within 90 | Within 91 to After
Financial | Otherwise Days of 180 Days of Billing
Quarter Statements | Confirmed | Confirmed Billing
12/31/2009 559,077
9/30/2009 356,137 377,185 377,185
6/30/2009 372,276 479,255 102,070 377,185
3/31/2009 489,705 510,791 159,853 102,070 248,868
12/31/2008 505,226 534,924 155,943 159,853 219,128
9/30/2008 396,280 498,151 105,569 155,493 237,089
6/30/2008 179,162 351,514 10,368 105,569 235577
3/31/2008 245,543 375,524 163,703 10,368 201,453
12/31/2007 325,102 317,382 143,205 163,703 10,474
9/30/2007 163,204 299,498 155,670 143,205 623
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6/30/2007

158,392

355,300

196,503

155,670

3,127

3/31/2007

260,772

564,530

212,357

196,503

155,670

(28) Participating Policies

None.

(29) Premium Deficiency Reserves

None.

(30) Anticipated Salvage and Subrogation

None.

25.8




	Amended Cover Page
	Page 1, Jurat Page  
	Page 25, Notes To Financial Statement



