PREMIER BEHAVIORAL SYSTEMS OF TENNESSEE, LLC.

STATEMENT OF OPINION ON
ACCURACY AND COMPLETENESS OF RECORDS
December 31, 2008

I, Michael D. Fotinos, of Magellan Health Services hereby affirm that the records,
listings, summaries of policies in force as of December 31, 2008, and other relevant data,
prepared for and submitted to Emnst & Young, LLP, were prepared under my direction
and, to the best of my knowledge and belief, are accurate and complete. I hereby affirm
that the claims incurral dates, claims paid dates, and contract totals are, to the best of my
knowledge and belief, accurately stated on the aforementioned records, listing,
summaries, and other relevant data.

I further affirm that, to the best of my knowledge and belief, Premier Behavioral Systems
of Tennessee, LLC. has no obligation or commitments with respect to which actuarial
reserves are required or appropriate other than those to which data in the aforementioned
records, listings, summaries, and other relevant data relate.

W/%a

Michael D. Fotinos

Finance Director, Public Sector
Magellan Health Services
Columbia, Maryland

February 26, 2009
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STATEMENT OF ACTUARIAL OPINION
February 25, 2009

Board of Directors
Premier Behavioral Systems, LLC

I, Michael J. Cellini, am a member of the American Academy of Actuaries ("the
Academy"), and a Senior Manager and Consulting Actuary with the firm of Emst &
Young LLP. I have been retained by Premier Behavioral Systems, LLC, ("the
Company") to issue this opinion. I meet the Academy qualification standards for
issuing this opinion, and I am familiar with the valuation requirements applicable to
the Company.

I have reviewed the actuarial assumptions and actuarial methods used in determining
the reserves and related actuarial items listed below and as shown in the Quarterly
financial statement of the Company, as prepared by the management of the Company
for filing with state regulatory officials, as of December 31, 2008. My responsibility is
to express an opinion on these reserves and related actuarial items based on my
review. The actuarial methods, considerations and analyses used in forming my
opinion conform to the appropriate Actuarial Standards of Practice and Actuarial
Compliance Guidelines as promulgated by the Actuarial Standards Board, and form
the basis of this statement of opinion.

Financial

Statement

Reference

Item Page-Line Amount
Claims Unpaid 3-1 $6,434.188

The reserves and related actuarial items listed above represent the estimates made by
management of the Company for all unpaid claims as of December 31, 2008.
Considerable uncertainty and variability are inherent in such estimates, and,
accordingly, the subsequent development of the unpaid claims liability may not
conform to the assumptions used in the determination of the unpaid claims liability
and therefore may vary from the amounts in the foregoing table.

1 have relied on listings and summaries of claims and other relevant data, and upon
management’s representations regarding the collectibility of reinsurance recoverable
amounts, as expressed in the attached statement. I have relied upon Mr. Michael D.



Fotinos, Finance Director, for the accuracy of the data, as expressed in the attached
statement.

In other respects, my examination included such review of the actuarial assumptions
and actuarial methods, including comparing prior years’ estimates of unpaid claims
liabilities to their subsequent development and such other tests of the actuarial
calculations, as I considered necessary.

In my opinion, the reserves and related actuarial items identified above:

(a) Are computed in accordance with presently accepted actuarial standards
consistently applied, and are fairly stated in accordance with sound actuarial
principles, except that consideration of the adequacy of the Company's
reserves and related actuarial items in conjunction with the assets which
support them has not been performed,

(b)  Are based on actuarial assumptions relevant to contract provisions and
appropriate to the purpose for which the financial statement was prepared, and
provide for all reasonably anticipated unpaid claims under the contracts;

(c) Meet the requirements of the insurance laws and regulations of the State of
Tennessee;

(d)  Are computed on the basis of assumptions consistent with those used in
computing the corresponding items in the Annual Statement of the preceding
year, with any exceptions noted below;

(e) Include provision for all actuarial reserves and related actuarial items which
ought to be established; and,

® Make good and sufficient provision for all unpaid claims and other actuarial
liabilities of the Company under the terms of its contracts and agreements, by
which I mean that the estimated liabilities is an appropriate measure of
reasonably anticipated payments on incurred claims under potentially
moderately adverse development, although, consistent with the scope of my
review, the adequacy of the Company’s reserves and related actuarial items in
conjunction with the assets which support them has not been considered,

My review did not include asset adequacy analysis, as such analysis is not in the
scope of my assignment. I have not reviewed any of the Company's assets and I have
not formed any opinion as to their validity or value. My opinion rests on the
assumption that the Company’s December 31, 2008 statutory-basis unpaid claims
liability is funded by valid assets that have suitably scheduled maturities and/or
adequate liquidity to meet future cash flow requirements.

As part of my review, I conducted analysis consistent with Section 3.6, “Follow-Up
Studies”, contained in ASOP Number 5, “Incurred Health and Disability Claims”,
adopted by the Actuarial Standards Board in December 2000.



My review relates only to those reserves and related actuarial items identified herein,
and I do not express an opinion on the Company's financial statements taken as a
whole.

This opinion has been prepared solely for the Board and the management of the
Company and for filing with state regulatory officials and is not intended for any
other purpose.

UL 2.

Michael J. Cellini, ASA, FCA, MAAA
Associate, Society of Actuaries

Fellow, Conference of Consulting Actuaries
Member, American Academy of Actuaries
Emst & Young, LLP

5 Times Square

New York, New York 10036-6530

(212) 773-0873
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February 24, 2009

Mr. Michael Cellini, ASA, MAAA
Emst & Young LLP

5 Times Square

New York, NY 10036

I, Michael Fotinos, Finance Director for Premier Behavioral Systems of Tennessee, LLC ("the
Company"), hereby affirm that the listings and summaries of claims, exposures and other relevant
data as of December 31, 2008, prepared for and submitted to Michael Cellini, all of which are
detailed in the attached schedule, were prepared under my direction and, to the best of my
knowledge and belief, are accurate and complete, and are the same as or derived from the in force
records and other data which form the basis for the Company's 2008 Annual Filing. I further
affirm that the line of business classifications, claim incurral dates, claim payment dates,
development intervals, reinsurance data and premijum rate information contained in such listings,
summaries, and related data are, to the best of my knowledge and belief, accurately stated. I
further affirm that the Underwriting and Investment Exhibit of the Annual Statement was
prepared consistent with the claim incurral and claim payment dates of the data provided to
support determination of the liability for unpaid claims. 1 further affirm that the listings,
summaries, line of business classifications, to the best of my knowledge and belief, are compiled
on a basis consistent with comparable data at December 31, 2007.

Policy reserves, the liability for unpaid claims, and unearned premiums are net of reinsurance
ceded amounts. All such reinsurance recoverable amounts are collectible at December 31, 2008.
I am unaware of anmy material adverse change in the financial condition of the Company's
reinsurers that might raise concern about their ability to honor their reinsurance commitments.
The reinsurance contracts provided to you by the Company represent the Company's complete
agreements with its ceding and assuming companies, and there are no modifications, either
written or oral, of the terms of the Company's reinsurance contracts or additional reinsurance
agreements that have not been provided to you.

I further affirm that, to the best of my knowledge and belief, the Company has no obligations or
commitments at December 31, 2008 with respect to which actuarial reserves are required or
appropriate, except those for which reserves and liabilities are included in the following exhibits
and line items on page 3 of the Company's 2008 Annual Filing:

Claims unpaid $6,434,188

Wbl D %-A

Michael D. Fotinos/
Finance Director

Finance Department 6950 Columbia Gateway Drive 410/953-1000 tsl
Columbia, Maryland 21046 410/953-5205 fax
www.MagellanHealth.com



Premler Behaviorzl Systems
R .

fon of Net Premium b and Uncollected Premiums

A: Docomber 31, 2008
Jan-08

Gross Rovenua Paid 7.806.769.01
Change in Retro Revenua Accrua! 1.2 (23.440.97)
Total Reveus 7,783,328.04
Retro Rovenue Acctual
Balance, December 31, 2007 1,204,729.01
2008 Change In Balance {163.313.18)
Balance, December 31, 2008 1,041,415.84
Uneallocted Promluma
December 2008 2.5% Withhold 124,537.17
Hebo Revenue Accrual 1,2 1,041,415.84
Miscellaneous Difference -
Tola! 1,165,953.01

Feb-08 Mar-08 Ani-08 May-08 Jun-08 Jul-0g

7.361,444.69 8,087,561.20 7.813,841.82 7,846,517.90 8,107,644.73 8,058,553.67
329,765.88 336,467.76 11.242.42 8,693.90 (240.170.73) (510.815.74)

7,711,210.77 7,751,083.44 7,825,084.24 7,855,211.60 7,858,474.00 7,647,737.93

1. Dus to iming of pilozity status assossment belng submitted to the State and entered Inlo paymients system, at the lime of Inftial paymant cettaln inombers who
would qualily for payment a! the higher priority rales ere pald at the non pilority rates. PBS records an accrua! related to this misclassification.

2 for

additions. Ci i

of remittance to cligibility

Aug.08
8,435,497.57

872,935.23] 1,621,817.35 103,840.06

7.562,662.34

Sep-08
6,746,697.48

8,368,514.83

Oct-08
7.627,127.45

7.730,967.51

Nov.08
5,005,681.94

521,832.92 275,980.56

4,483,849.02

Dec-08
4,981,486.98

5,257,477.54

Total
87,698,814.64
1 13.18]

67,736,501.46



PREMIER BEHAVIORAL SYSTEM
12/31/2008 IBNR

Premier
FFS Claims 4,310,628
FFS PAD 301,747
CMHC 588,696
Claims Cutoff 1,004,303

6,295,373
Reinvestment - 138,815

TOTAL 6,434,188



TennCare Partners Program
Reconcilation of IBNR per MLR to Quarterly Filing
December 31, 2008

PBS TBH East

IBNR Per MLR Report 4,899,323 1,232,128 13,095,876
Adjustments

Claims Cutoff (1) 1,094,303 647,404 2,257,480
FFS PAD (2) 301,747 59,367 652,869
Reinvestment Reserve 138,815 427,050 -
Total Adjustments 1,634,865 1,133,821 2,910,349
IBNR Per Monthly Filing 6,434,188 2,365,949 16,006,225

(1) Claims processed during month but not paid until January. Included as a

component of paid claims on the MLR reports.

(2) Ernst & Young requiring a 7% PAD above point estimate for FFS IBNR. Is

an allowance for adverse deviation. Not reflected in MLR reports.



TennCare Partners Program
Reconcilation of Medical Expense per MLR to Quarterly Filing
December 31, 2008

PBS TBH East
Medical Expense Per MLR Report 72,665,033 30,519,261 123,592,335
Adjustments
Adjustment to Prior Period IBNR (1) (1,840,030) (2,119,040) (1,867,590)
FFS PAD (2) 301,261 59,349 638,275
Total Adjustments (1,538,769) (2,059,691) (1,229,315)
Medical Expense Per Monthly Filing 71,126,264 28,459,570 122,363,020

(1) Adjustment to IBNR for 12/31/07 and prior dates of service. Ties to underwriting

and investment exhibit.
(2) Portion pertaining to 2008 only.



TennCare Partners Program
Reconcilation of Revenue per MLR to Quarterly Filing
December 31, 2008

PBS TBH East
Revenue Per MLR Report 87,641,422 38,219,223 160,951,375
Adjustments
2007 retro membership (1) ‘ 94,079 (189,302) (463,501)
Total Adjustments 94,079 (189,302) (463,501)
Revenue Per Monthly Filing 87,735,501 38,029,921 160,487,874

(1) Change in 2007 revenue between December 2007 MLR report and December 2008 MLR report.
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SUPPLEMENTAL EXHIBIT FOR THE YEAR 2008 OF THE Premier Behavioral Systems of Tennessee, LLC

SUPPLEMENTAL COMPENSATION EXHIBIT

For The Year Ended December 31, 2008
(To be filed by March 1)

PART 1 - INTERROGATORIES

1. The reporting insurer is a member of a group of insurers or other holding company system: Yes [ X | No [ ] If yes, do the amounts below represent
1) total gross compensation paid to each individual by or on behalf of all companies which are part of the group:
Yes [ ]; or 2) allocation to each insurer: Yes [ X ].

2. Did any person while an officer, director, or trustee of the reporting entity receive directly or indirectly, during the period covered by this statement any
commission on the business transactions of the reporting entity? Yes [ [ No[X]

3. Except for retirement plans generally applicable to its staff employees, has the reporting entity any agreement with any person, other than contracts
with its agents for the payment of commission whereby it agrees that for any service rendered or to be rendered, that he/she shall receive directly or
indirectly, any salary, compensation or employment that will extend beyond a period of 12 months from the date of the agreement?._______________ Yes [ [ No[X]

PART 2 - OFFICERS AND EMPLOYEES COMPENSATION

1 2 Annual Compensation
3 4 5 6
All Other
Name and Principal Position Year Salary Bonus Compensation Totals

Chief Executive Officer [none 2008 0
Chief Executive Officer [none 2007 0
Chief Executive Officer [none 2006 0

1. Carlos Ruiz, Project Manager, Service Operations 2008 51,672 | 12,442 0 64,114
Carlos Ruiz, Project Manager, Service Operations 2007 60,450 2,895 0 63,345
Carlos Ruiz, Project Manager, Service Operations 2006 0 0 0 0

2. Susan Bryant, Medical Director, CMC 2008 38,650 0 0 38,650
Susan Bryant, Medical Director, CMC 2007 48,750 0 0 48,750
Susan Bryant, Medical Director, CMC 2006 0 0 0 0

3. Vernon Greer, Regional Field Network Director 2008 28,020 4,275 0 32,295
Vernon Greer, Regional Field Network Director 2007 33,896 4,094 0 37,990
Vernon Greer, Regional Field Network Director 2006 0 0 0 0

4. Will Coltharp, Director, Clinical Services 2008 26,936 3,928 0 30,864
Will Coltharp, Director, Clinical Services 2007 32,669 4,915 0 37,584
Will Coltharp, Director, Clinical Services 2006 31,509 5,290 63 36,862

5. 2008 0
2007 0

2006 0

6. 2008 0
2007 0

2006 0

7. 2008 0
2007 0

2006 0

8. 2008 0
2007 0

2006 0

9. 2008 0
2007 0

2006 0

PART 3 - DIRECTOR COMPENSATION
1 2 3 4
Compensation Paid or All Other
Deferred for Services [Compensation Paid or
Name and Principal Position or Occupation as Director Deferred Totals

460
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