























AGREEMENTS WITH PARENT, SUBSIDIARIES AND AFFILIATES

The HMO meets the definition of a holding company pursuant to Tenn. Code Ann. § 56-11-
201(b)(5), which specifically defines a “health maintenance organization holding company
system”.

The HMO is managed by Windsor Management Services [Victory Management Services, Inc.
(VMS)], formerly known as Vanderbilt Management Services Inc. (used same synonym VMS).
A Management Services Agreement between Vanderbilt Management Services, Inc. (VMS) and
the HMO effective December 21, 2000 was approved by TDCI on November 21, 2000. The
parties intend that VMS manage the HMO as its business operations wind-down and the HMO
becomes inactive in the market place. Vanderbilt Health Services, Inc. the parent of the HMO
paid VMS a final fixed management fee of $5,500,000.

The original management agreement dated June 9, 1994 provided for a base fee contingent on the
number of enrollees in the HMO, plus an incentive fee based on certain performance measures.
After the number of enrollees reaches a specified level, the agreement provides for a fee based on
a percentage of revenue. The agreement was not submitted to the Commissioner for approval
until May 7, 1996. Formal approval was granted July 3, 1996. This original agreement was
between THG Management Services, Inc. and the HMO. On March 12, 1997, the HMO
purchased one hundred percent of the issued and outstanding stock of THG Management
Services, Inc. for $8,615,000 and changed the name to Vanderbilt Management Services, Inc.

Claims handling services are handled under a Managed Care Agreement with Perot Systems
formerly known as Shared Medical Systems Corporation. By virtue of an amendment made as of
September 30, 2000, this agreement added the assignor “Vanderbilt Management Services, Inc.”
The original agreement was made as of February 12, 1999 with Vanderbilt Health Plans, Inc.
The cost is on a fee per member basis. Perot handled the claims through runoff and continues to
provide lag reports to the HMO. This agreement has never been between the HMO and Shared
Medical Services. It does not require approval of TDCI.

PECUNIARY INTEREST - TENN. CODE § 56-3-103

The HMO has no employees, only five members of the Board of Directors and two officers who
are also board members. No salary or fee is paid by the HMO to any officer or director or
employee. These same individuals would also be party to any conflict of interest policy which is
in place for employees and officers of Vanderbilt University.

Additionally, Tenn. Code Ann. § 56-32-221(a) states “Except as otherwise provided in this part,
provisions of the insurance law, and provisions of hospital or medical service corporation laws
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are not applicable to any health maintenance organization granted a certificate of authority under
this part”.

COMMISSION EQUITY

No excess of loss agreements were in effect during the period of examination from January 1,
2004 to December 31, 2007; therefore, no commission equity could exist in ceded unearned
premium. In this scenario, there would be no ceded unearned premium.

DIVIDENDS OR DISTRIBUTIONS

In January 2003 and April 2003, the Company paid cash dividends to VHS totaling $11,262,500
($7,262,500 and $4,000,000 respectively). The cash dividend payments were made in
conjunction to the winding down of business. The dividend payment met the definition so stated
in Tenn. Code Ann. § 56-11-206(b).

There were no dividends paid during this examination period. It appears that a misclassification
of dividends paid in 2001 was recorded in the Annual Statements covering this examination
period on Page 3 of the Liabilities Page as an Aggregate write-in for other than special surplus
funds in the amount of $15,633,500.

LITIGATION

As of December 31, 2007, the Company had no pending litigation which would adversely affect
the financial condition of the Company.

SUBSEQUENT EVENTS

NONE
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FINANCIAL STATEMENT

There follows a statement of assets, liabilities and a summary of operations as of December 31,
2007 together with a reconciliation of capital and surplus for the period under review, as

established by this examination.

Assets
As of December 31. 2007

. Net
Ledger Assets  Non-Ledger Assets Not Admitted
Assets Admitted Assets

Bonds $905,735 $905,735
Cash and short-term investments 1,088,329 1,088,329
Investment income due and accrued 21,682 21,682
Receivables from parent, subsidiaries,

affiliates 630 630
Totals $2.016,376 $2.016.376
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LIABILITIES. SURPLUS, AND OTHER FUNDS

As of December 31, 2007

Claims unpaid

Unpaid claim adjustment expenses
Aggregate policy reserves
Aggregate claim reserves

General expenses due or accrued

Total Liabilities

Common capital stock

Gross paid in and contributed surplus

Aggregate write-ins for other than surplus funds (dividend to Vanderbilt)
Unassigned funds (surplus)

Total capital and surplus

Total liabiliﬁes, capital and surplus
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$0

0

0

0

640

640
$108,695
93,686,074
(15,633,500)
(76,145,533)

2,015,736

$2,016,376



STATEMENT OF REVENUE AND EXPENSES

For the Period Ended December 31, 2007

Member months
Net premium income

Total revenues

MEDICAL AND HOSPITAL

Hospital/medical benefits

Other professional services

Outside referrals

Emergency room and out of area

Aggregate write-ins for other medical and hospital

Subtotal

Net reinsurance recoveries

Total mediecal and hospital

Claims adjustment expenses

General administrative expenses

Increase in reserves for accident and health contracts

Total underwriting deductions

Total underwriting gain or loss

Net Investment income earned
Net realized capital gains or losses

Net investment gains or losses
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Uncovered

(2,662)
0
0
0
0

(2,662)

$0

<>

653
0

(2,009)

61,526

61,526

Total

(2,662)
0
0
0
0

(2,662)

$0

o

653

0

(2,009)

2009

61,526

61,526



Net income or (loss) before income taxes 63,535

Federal income taxes incurred 0

Net income 363,535
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Analysis Of Changesf In Financial Statement And Comments Resulting From Examination

Item Amount

Cash and short-term investments $1,088,329

This above amount includes $1,080,000 which was on deposit at December 31, 2007 with
Regions Bank as “Repurchase Transactions.” The Company classified these assets as Cash.

According to the NAIC Accounting Practices and Procedures Manual SSAP No. 2 (10) Short-
Term Investments include repurchase transactions. Therefore these repurchase transaction assets
should have been classified as short-term investments by the Company.

The Company has not been able to furnish a copy of the Repurchase Agreements to the Examiner
as required by Tennessee Code Annotated § 56-3-303(a)(18)(A). In addition, according to the
Company, the Company receives a daily confirmation from Regions Bank of the overnight
repurchase transactions which includes confirmations of the collateral. On a monthly basis, after
the master account is reconciled and the period is closed, all daily confirmations are shredded.

According to Tennessee Code Annotated Section§ 56-3-303(a)(18)(D), the amount of collateral
required for securities lending, repurchase and reverse repurchase transactions is the amount
required pursuant to the provisions of the Purposes and Procedures Manual of the Securities
Valuation Office of the NAIC or, if it is no longer being published, the successor publication
thereto.

According to the NAIC Accounting Practices and Procedures Manual SSAP No. 91 (71) for
repurchase transactions, the reporting entity shall receive as collateral transferred securities
having a fair value at least equal to 102 percent of the purchase price paid by the reporting entity
for securities. As a result the Examiner was unable to determine that the repurchase transaction

assets at December 31, 2007 were covered by repurchase agreements with Regions Bank as
required by Tennessee Code Annotated 56-3-303 § (a) (18) (A)and were secured by collateral as
required by Tennessee Code Annotated § 56-3-303 (a) (18) (D). The $1,080,000 for the
repurchase of the repurchase transaction assets together with $8,329 interest was received by the
Company from Regions Bank on January 3, 2008. Therefore the entire $1,080,000 repurchase
transaction asset has been admitted for purposes of this examination.
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COMMENTS AND RECOMMENDATIONS

COMMENTS

A decision has not been made by management whether to ultimately surrender the Certificate of
Authority or market the authority to another qualified party. The HMO presently plans to remain
inactive. No enrollees have been in the organization since April 1, 2001. No active claims

remain open.

The HMO has not updated the Custodial Agreement with Regions Bank as of this Examination
period.

It appears that a misclassification of dividends paid in 2001 was recorded in the Annual
Statement covering this examination period on Page 3 of the Liabilities Page as an Aggregate

write-in for other than special surplus funds in the amount of 15,633,500.
It is recommended that the Company only record current dividends in Annual Statements.

The HMO has not amended the Charter to reflect the 2005 change of address.
It is further recommended that the HMO amend the Charter as required by Tenn. Code Ann § 48-

15-102.

RECOMMENDATIONS

® Assets totaling $1,080,000 consisting of repurchase transactions assets were
~ incorrectly classified as cash rather than as short-term investments in accordance
with NAIC Accounting Practices and Procedures Manual SSAP No. 2 (10).

It is recommended that the Company properly classify repurchase transaction
assets as short-term investments.

® The HMO could not provide written agreements covering these repurchase
transactions assets or confirmation of the collateral securing these assets as
required by Tenn. Code Ann § 56-3-303(a)(18)(A).
It is recommended that the Company enter into written agreements with Regions
Bank covering these repurchase transactions; and it is further recommended that
the Company retain the collateral confirmation provided by Regions Bank.
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CONCLUSION

The customary insurance examination practices and procedures, as promulgated by the National
Association of Insurance Commissioners, have been followed in connection with the verification
and valuation of assets and the determination of liabilities of Health 123, Inc.

In such manner, it was determined that, as of December 31, 2007, the Company had admitted
assets of $2,016,376 and liabilities, exclusive of capital and surplus, of $640. Thus, there existed
for the additional protection of the policyholders, the amount of $2,015,736 in the form of
common capital stock, gross paid-in and contributed surplus and unassigned funds (surplus).

The courteous cooperation of the officers and employees of the Company extended during the
course of the examination is hereby acknowledged.

Respectfully submitted,

Py
MO M fW/

SandyM Banks, MBA
Insurance Examiner

Tennessee Department of Commerce and Insurance
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EXAMINATION AFFIDAVIT

The undersigned deposes and says that she has duly executed the attached examination report of
Health 123, Inc. dated June 16, 2009 and made as of December 31, 2007, on behalf of the
Tennessee Department of Commerce and Insurance. Deponent further says he is familiar with
such instrument and the contents thereof, and that the facts therein set forth are true to the best of

his knowledge, information and belief.

\*Sfﬁdy M. BaﬁksJ MBA

Insurance Examiner
State of Tennessee

County g b4 }f{ [l 3 A
State - }{) [at EVe {

Subscribed and sworn to before me
this AL {7Lh day of
' , 2009
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My Gommission Expiras MAY 22,710
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RGANY ZAT] ONAL CHAR?

University/VUMC
fennessee

2-0476822

Minon-ty,]()()% Ownership

/ e/ aderbilt Health Services,
7002/ o, N Inc.

/ raetship Tennessee
62-1176354

100%/ Ownership

Health 123, Inc.
Contraey _ t Tennessee

62-1571078
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