DEPARTMENT OF INSURANCE, FINANCIAL
INSTITUTIONS AND PROFESSIONAL REGISTRATION

F.O. Box 690, Jefferson City, Mo. 65102-0690
RE:  Examination Report of Mercy Health Plans of Missouri Inc as of December 31, 2009

ORDER

After full consideration and review of the report of the financial examination of Mercy Health
Plans of Missouri Inc. for the period ended December 31, 2009, together with any written
submissions or rebuttals and any relevant portions of the examiner’s workpapers, 1. John M.
Huff, Director, Missouri Department of Insurance, Financial Institutions and Professional
Registration pursuant to section 374.205.3(3)(a), RSMo., adopt such report. After my
consideration and review of such report, workpapers. and written submissions or rebuttals, the
findings and conclusions of the examination report are incorporated by reference and deemed to
be my findings and conclusions to accompany this order pursuant to section 374.205.3(4),
RSMo.

Based on such findings and conclusions, I hereby ORDER, to take the following action or
actions, which I consider necessary to cure any violation of law, regulation or prior order of the
Director revealed by such report: (1) implement, and verify compliance with, each item
mentioned in the General Comments and/or Recommendations section of such report: (2)
account for its financial condition and affairs in a manner consistent with the Director’s findings
and conclusions.

So ordered, signed and official seal affixed this 7" day of January, 2011.
e Y|
John M. Huff, Director

Department of Insurance, Financial Institutions
and Professional Registration
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October 18, 2010
Saint Louis, MO

Honorable Alfred W. Gross, Commissioner

State Corporation Commission

Bureau of Insurance

Commonwealth of Virginia

Chair of the NAIC Financial Condition (E) Committee

Honorable Mary Jo Hudson, Director
Department of Insurance

State of Ohio

Secretary, Midwestern Zone, NAIC

Honorable John M. Huff, Director

Missouri Department of Insurance, Financial Institutions
and Professional Registration

301 West High Street, Room 530

Jefferson City, MO 65101

Lady and Gentlemen:

In accordance with your financial examination warrant, a comprehensive financial examination
has been made of the records, affairs and financial condition of

Mercy Health Plans of Missouri, Inc.

also referred to as “Mercy-MO” or the “Company.” The examination was conducted at Mercy-
MO’s home office at 14528 South Outer 40 Road, Suite 300, Chesterfield, MO 63017, telephone
number (314) 214-8100. This examination began on February 16, 2010 and concluded on the
above date.

SCOPE OF EXAMINATION

Period Covered
| The previous examination of Mercy-MO was performed as of December 31, 2006. That
examination was conducted by examiners from the state of Missouri.

The current examination covers the period from January 1, 2007 through December 31, 2009.
The examination was conducted by examiners from the state of Missouri representing the
Midwestern Zone of the National Association of Insurance Commissioners (NAIC). No other
zones participated in this examination. This examination also included material transactions or
events occurring after December 31, 2009.

Procedures
We conducted the current examination in accordance with the NAIC Financial Condition
Examiners Handbook (Handbook) except where practices, procedures and applicable regulations
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of the Missouri Department of Insurance, Financial Institutions and Professional Registration
(Department) or statutes of the state of Missouri prevailed. The Handbook requires that we plan
and perform the examination to evaluate the financial condition and to identify prospective risks
of the Company. This process involves obtaining information, including corporate governance,
about the Company, identifying and assessing inherent risks within the Company and evaluating
the system controls and procedures used by the Company to mitigate those risks. The
examination also includes assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation including
compliance with Statutory Accounting Principles and Annual Statement Instructions.

All accounts and activities of the Company were considered in accordance with the risk-focused
examination process. We identified the following key activities: Investments, Treasury,
Premiums and Underwriting, Losses, Intercompany, Taxes and Governance.

Mercy-MO’s independent auditor, Ernst & Young, LLP, provided information and work papers
from their audits in 2007, 2008 and 2009. We relied upon work performed by the independent
auditor, including fraud risk analysis, internal control narratives, walk-throughs and tests of
controls, when appropriate.

SUMMARY OF SIGNIFICANT FINDINGS

The Company’s Board of Directors did not review investments as required by Missouri statutes.
(CORPORATE RECORDS)

The Company improperly admitted certain Health Care Receivables totalling $1,763,000.
(EXAMINATION CHANGES)

The consulting actuary found the Company’s Claims Unpaid to be overstated by $2,336,603.
(EXAMINATION CHANGES)

SUBSEQUENT EVENTS

There were no events occurring subsequent to year-end, through the end of field work, that had a
material effect upon the year-end financial statements.

On March 29, 2010, Christopher Knackstedt, formerly Interim President and Chief Executive
Officer, was appointed President and Chief Executive Officer.

The Company paid a dividend of $3.5 million to MHP Holdings, Inc. on April 7, 2010. This
dividend was then passed on to Mercy Health Plans (affiliate) as a capital contribution.

On June 29, 2010, Coventry Health Care, Inc. signed a definitive agreement with the Sisters of
Mercy Health System to acquire ownership of MHP Holdings, Inc., the Company’s parent. On
August 26, 2010, the Department held a hearing related to the proposed acquisition. On
September 14, 2010, the Department approved the acquisition.
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Effective July 31, 2010, George Schneider resigned as Chief Financial Officer and Treasurer.
Jason Schulz assumed the role of Interim Chief Financial Officer and Treasurer.

COMPANY HISTORY

General

The Sisters of Mercy Health System, a Missouri non-profit corporation sponsored by a Roman
Catholic religious order, organized Mercy Health Plans of Missouri, Inc. as a network model
health maintenance organization (HMO) in 1994. The Missouri Secretary of State issued the
Company a Certificate of Incorporation on October 17, 1994. On January 5, 1995, the Company

received its Certificate of Authority from the Department. The Company began operations on
January 6, 1995.

Capital Stock

The Company is authorized to issue up to 1,000,000 shares of common stock. The Company was
originally capitalized with 50,000 shares of $1 par common stock valued at $6 million, resulting
in $50,000 in common capital stock and $5,950,000 in paid in surplus. Through June 9, 2005, the
Company had issued 726,920.53 shares and retired 531,792 shares, leaving a balance of
195,128.53 shares. There have been no additional issues or retirements of common capital stock
during the current examination period.

Dividends
The Company paid the following dividends during the examination period.
Year Amount
2007  $ 18,000,000
2008 8,250,000
2009 8,100,000
Total  $34,350,000

Mergers and Acquisitions

The Company’s immediate parent changed its name from Mercy Health Plans, Inc. to MHP, Inc.
d/b/a MHP Holdings, Inc. effective July 17, 2007. On July 1, 2009, MHP, Inc. merged with its
immediate parent, Mercy Medical Services, Inc. with MHP, Inc. remaining as the surviving
entity.

On July 15, 2008, the Company dissolved its subsidiary, Mercy MC+. The Company absorbed
all of the assets and liabilities of Mercy MC+ through an assumption agreement. The Department
approved the dissolution on June 4, 2008. On September 30, 2009, the Company completed the
sale of its Texas CHIP Medicaid contracts to Molina Healthcare, Inc.

CORPORATE RECORDS

The Company’s articles of incorporation and bylaws were reviewed. The Company’s bylaws
were amended in June, 2008 increasing the size of the Executive Committee from four to five
members.
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The minutes of the shareholder, the Board of Directors and committee meetings were reviewed.

The minutes appeared to properly support and document the major transactions and events
occurring during the examination period.

Section 376.293 RSMo (Permissible investments—written plan for investments required)
requires an insurer’s board of directors to annually evidence, by formal resolution, that
investments have been made in accordance with the board’s objectives. The statute further
requires the board to review a summary report of investments, on at least a quarterly basis, to
determine whether investment activity is consistent with the written investment plan and to
review and revise the plan as appropriate. The meeting minutes do not indicate that the Board of
Directors complied with these requirements. The Company should ensure that the Board of
Directors reviews investment activity on at least a quarterly basis and annually certifies, by
formal resolution, that investments comply with the Board’s objectives. The Board of Directors’
meeting minutes should document compliance with the statute.

MANAGEMENT AND CONTROL

At year-end 2009, the Company’s board consisted of the following members:

Name and Address Principal Occupation and Business Affiliation
Ronald Ashworth Chair of the Board
Chesterfield, MO MHP, Inc.
James Britton President and Chief Executive Officer
Chesterfield, MO Sisters of Mercy Health System
Margaret DeNarvaez President and Chief Executive Officer
St. Louis, MO St. John's Mercy Health Care
Thomas Hale Medical Director
St. Louis, MO Sisters of Mercy Health System
James Jaacks Vice-President and Chief Financial Officer
St. Lous, MO Sisters of Mercy Health System
Timothy Johnsen Chief Executive Officer
Hot Springs, AR St. Joseph's Mercy Health Center
Christopher Knackstedt Senior Vice-President and Chief Financial
Springfield, MO Officer St. John's Health System
Ronald Meyer Retired
Columbia, MO
Cheryl Morley Executive
St. Louis, MO Monsanto Company
Robert Steele Physician
Springfield, MO St. John's Clinic- Whiteside Pediatrics
Robert Vogel Retisd
Apollo Beach, FL
4



At year-end 2009, the Company’s officers consisted of the following:

Name Office

Christopher Knackstedt Interim President and Chief Executive Officer
Charles Gilham Secretary

George Schnieder Chief Financial Officer and Treasurer
Kenneth Treash Chief Operating Officer

Mercy-MO is a member of an Insurance Holding Company system as defined by Chapter 382
RSMo. The Company’s immediate parent is MHP, Inc. (DE). The Company’s ultimate parent is
Sisters of Mercy Health System (MO). The chart below depicts the members of the holding
company group with which the Company has a direct relationship or transacts business.

ORGANIZATIONAL CHART

lSlsters of Mercy Health System l

|
[ |

MHF, Inc. St. John's Health System
(DE)
Mercy Health Plans of MO, Inc. Premier Benefits, Inc.

(MO) T

NAIC # 95309
Mercy Health Plans ForeSee Health, Inc.

(MO) =

NAIC # 11529

At year-end 2009, the Company was party to the following intercompany agreements.

Tax Allocation Agreement

A tax allocation agreement was approved by the Department on May 9, 2006 and became
effective as of December 31, 2005. Under the agreement the Company files a consolidated
federal income tax return with MHP, Inc., Mercy Health Plans, Premier Benefits, Inc. and
ForeSee Health, Inc. The Company's tax liability is computed under the "Stand Alone" method.
Tax liabilities are settled within 90 days of the filing of the consolidated return. The Company
was assessed taxes of $4,232,950 in 2009 and $5,620,851 in 2008.

Administrative Services Agreement

The Company is party to an administrative services agreement with Premier Benefits, Inc. Under
the agreement, Premier Benefits, Inc. provides claims administration services to the Company.
The agreement, originally effective January 1, 2005, was amended January 1, 2007 to change the
fee structure. The Company pays a fee based on an allocation of the costs associated with claims
processing. The Company incurred fees of $5,391,237 in 2009 and $6,181,612 in 2008.




Management Agreement

There is a management agreement among the Company, Mercy Health Plans and MHP, Inc.
Under the agreement, MHP, Inc. assesses the Company for services based on an allocation of
total expenses. The Company likewise assesses Mercy Health Plans for certain services
rendered. The agreement, originally effective January 1, 2005, was amended January 1, 2007 to
change the fee structure. The Company paid fees to MHP, Inc. of $14,707,629 in 2009 and

$11,210,210 in 2008. The Company assessed fees to Mercy Health Plans of $9,310,543 in 2009
and $8,112,794 in 2008.

Disease Management Services Agreement

The Company has an agreement with an affiliate, ForeSee Health, Inc., to provide disease
management services. The agreement, originally effective January 1, 2005, was amended
January 1, 2007 to change the fee structure. The Company paid ForeSee Health, Inc. $2,049,890
in 2009 and $2,445,908 in 2008.

Medical Management Agreement
The Company has an agreement with its parent, MHP, Inc., to provide medical management
services. The agreement, originally effective January 1, 2005, was amended January 1, 2007 to

change the fee structure. The Company incurred fees of $2,063,678 in 2009 and $3,113,621 in
2008.

Network Access Agreement

The Company is party to a network access agreement between its parent, MHP, Inc., (on behalf
of its subsidiaries) and St. John’s Health System, a wholly-owned subsidiary of the Sisters of
Mercy Health System, and thus an affiliate. The agreement, effective January 1, 2008, was
approved by the Department on October 22, 2008. Under the agreement, St. John’s Health
System provides access to its network of providers. The Company paid $1,483,130 for network
access in 2009 and $1,258,537 in 2008.

Global Capitation Agreement

The Company is party to a global capitation agreement between its parent, MHP, Inc., (on behalf
of its subsidiaries) and St. John’s Health System. The agreement became effective in 1999.
Under the agreement, the Company pays St. John’s Health System for health care services
provided to the Company’s members. The Company paid $113,959,909 in 2009 and
$119,276,527 in 2008 for these services.

Mental Health Network Agreement

The Company is party to a mental health network agreement between its parent, MHP, Inc. (on
behalf of its subsidiaries) and St. John’s Mercy Managed Behavioral Health. The agreement,
originally effective January 1, 2002 and amended January 1, 2008 was approved by the
Department January 14, 2009. Under the agreement, the Company receives mental health
network services. The Company paid $151,698 for these services in 2009 and $190,971 in 2008.

Guaranty Agreement

The Company is party to a guaranty agreement between its ultimate parent, Sisters of Mercy
Health System (Guarantor), and its immediate parent, MHP, Inc. Under the agreement,
Guarantor unconditionally guarantees the due and punctual payment of all legal obligations of
MHP, Inc. and its subsidiaries. Guarantor also unconditionally guarantees that MHP, Inc. and its
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