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LICERSTIRNG

AMERdmenisEalVatenallViodifications

BPejections grounded on reality.

- e
i -

— __?_assumptions for projections clearly presented.

== s ransfer of xxx subsidiary’ with no $$ value is
iInadequate for declaring dividend.

= Explain clearly in Exhibit E-1 the nature and purpose of
the filing.
e Network access subcontracted with no apparent

assumption of financial risk by Plan. Entire cost of
Specialty treatment apparently borne by enrollee.




LICENSING

SANERGIRMERSIEAVatedalViediications
— Ta} NEt Equity Impacts
'f-"'Subordination agreements properly executed
BeISecunty for ‘secured affiliate receivables’

. All laws complied with, including Corporation Code 8500

-

= Clearly defined contracts with providers and affiliates
® Right of setoff
® Pricing, payment, and settlement terms

License Applications
— All of the above and more.
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- Conslgigni Wil grleEdeileels

B NG Gash balance ties to ending cash balance of prior reporting
BENBURGIRtE Same  type (month, guarter, year)

— = |nternally consistent

— Are major variances in account activity between periods consistent
with enrollment gains or losses?

— Statements should balance and tie to one another. Since the time of
Brother Luca, debits should equal credits.




BREash and/or net worth increases or decreases between
close of business on the last day of the reporting period
Yand epening of business on the first day of the next
Speroed. (month, quarter, year)

“_'—TT;'—." = Significant fluctuations in income statement items that

~  are not consistent with enrollment. This may indicate
Improeper accrual accounting or other bookkeeping
errors.

— Unexplained differences between affiliate receivables
as reported on the balance sheet and as reflected in the
TNE calculation.
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2 Bmf’* Ace sheets that do not balance and income statements

SR de ot tie to the changes In equity on the balance
S ~ s eet Statements should balance and tie to one another.

Brother Luca Pacioli, in 1494 in his textbook on
mathematics, described double entry bookkeeping used In
Renalssance ltaly at the time. The father of Modern
Accounting warned that “a person should not go to sleep
at night until the debits equaled the credits!”
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AGLIPRSHIcIZEIIRS

Jh@rmg
- r@ phone cellfterplan
Siter to Plan
- —érrectlve Action Plan
= = Nonroutine Exam

e Enforcement referral




Sinancial Vialjljys s

Jg,z I spund operatlon and adequate prowsmn
SIS OTININSOIVEREY

— -quate WorKing caplital
H _‘;sfi'tive cashlew firem eperations
:_s'itive HEer earnings

E ._-i"nancially seund rates and charges

Malntaln reguired levels of Tangible Net Equity
— Capitalization
— Subtractions (intangibles, etc.)
— Suberdinated debt
Secured affiliate receivables




BRYYifeC ITaRes arrarsecared affiliate”
IECEIVARBIE tangible ?
?i?ok geods and services

B siiT the ordinary course of business

s Armts length pricing (on equivalent terms as similar
transactions with non-affiliates)

e Not past due
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pElancial EXanm
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- FoLtirle BEils
Orientation exains & — 42 monihs afier loenge jggued.
EEYOBICHIENCIalfExXaminations reguired by law.
_(_i)w.-up EXAMINEUGRSHECUSEd 0N findINgs.
=OCUISI S 0Nk
% Einancial Viability
e Statutery compliance, especially TNE
IBNR accrual methodology
Claims processing

s/ Affiliate transactions
® Contracts — terms and settlement provisions

— Currently about once every 3 years

Non-routine Exams

— May be billable
— Focused on specific areas
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= nlaeEPOrtSISSUED tIMEY.
SReNIAtErnallgoallis to have the final report within 180 days
ENGiFile date of the financial statements examined.

Iiermation contained In the examination report Is
gmelyand useful to the Plan.

— Follow-up survey at the end of the examination helps us
® measure the efficiency and effectiveness of the exam team

and s fecused on findings
* And helps us improve the examination process. Please help

us by completing it
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BEFIGIEN Y/ REPORTNBIANDIDY/A)NIVA1/2005— 5/19/2008)

ADMI ISTRATIVE GADNSIIRG
ZEING)OVERSIGHT OF ASA OR DELEGATED ENTITY
SINSOEEICIENT STAFFING

EAIVIS PAYMENT
10~ PAYMENT OF INTEREST
3 ~ CLAIMS PAYMENT > 30 DAYS
3~ 1455 — UNTIMELY PROCESSING./ OTHER MISCELLANEOUS DEFICIENCIES
2~ 1455 FAILURE TO PROVIDE DISPUTE RESOLUTION MECHANISM
2 ~ ACCURACY OF CLAIMS PAYMENT
1 - 1455 FAILURE TO ACKNOWLEDGE RECEIPTS
1 —~STATUS OF CLAIMS — 1300.77.4




=5inancial. Examinations

DEEICIENCY. REPORT.(D AND D/V)(1/1/2oos 5/19/2008)

FINANCIAL, REZC)TININ

W ESAINCONSISTENT WITH GAAP

7 — RE_‘f' SSIFICATION OF BALANCES
IR ABIUSTIVENT OF BALANCES

= nI* ANGIAILS OF AFFILIATE REQUIRED

2 J 3 NISSING INFORMATION IN FINANCIAL STATEMENTS
. .C_JJ-.P AL VAASILERg
‘-'*"?"'_EZ«—GENERAL VIABILITY ISSUES (WORKING CAPITAL, CASH FLOW, ETC.)
"’TNSURANCE [SSUES
8 6~ FIDELITY BOND INSURANCE

¢ 2. GENERAL LIABILITY INSURANCE
* | —MALPRACTICE INSURANCE
INTERNAL CONTROLS
* 5~ MISCELLANEOUS ISSUES
* 2 ~CASH CONTROL

e 2 —NO PROCEDURES MANUAL,
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DEFIGIENCY. REPORT.(D AND D /V) (1./1./2005 —5/19/2008)
SNV EINABILITIES : ——
N CLAIVIS PAYABLE
2 Q~J \ RUNDER ACCRUED
=] —«I S ROVER ACCRUED
OTrlZRE

= ""I - ADMINISTRATIVE COSTS

: [~ VIOLATION OF UNDERTAKINGS
-': iTmNGuéLE NETEQUITY (TNE)
= & 5 TNE NOT CALCULATED CORRECTLY
_ o 2—TNE DEFICIENCY

COMPLIANCE ISSUES
°* A4 ~BOOKS AND RECORDS
* 2~ JUSTIFICATION FOR EXCESSIVE ADMINISTRATIVE EXPENSES
AMENDMENTS OR MATERIAL MODIFICATIONS
* 11— FAILED TO FILE MATERIAL MODIFICATION OR AMENDMENT

e | —~UPDATE CONTRACT(S) TO CURRENT LAWS AND REGULATIONS




snancial.Examinations "

SAMPLE FINDINGS FROM EXAMINATIONS

THE PLAIL HAS ALLOWED CERTALL UL IRECONCILED CASEHLTEMS TO BE CARRIED)

FORWARD FROM MONTH TS MONTEN W RIOUT ARRRE PRIAIR S RE IO L UIFGINVANIB)
NSRRI EXAMINERS IDENTIFIED STALE-DATED PAYROLL CHECKS,
BENVEREEEIEASHIOVER (SHORDITEMS AND OTHER UNRECONCILED [TEMS IN
MATLL OF THE AGCIO)E)NFFsS

OIURIEX \MINATION DISCLOSED THAT THE PLAN DOES NOT COMPLY WITH THE
/\_)13 NISTRATIVE CAPACITY REQUIREMENTS OF §1367(G) AND RULE 1300.67.3

SO U] SEEAMINATION DISCLOSED THAT THE BROKER/AGENT COMMISSIONS WERE
= NN @I ACGOUNTED FOR IN ACCORDANCE WITH GAAP. THE PLAN RECORDS
= fr’E'*ﬂ--PREPAID COMMISSIONS AS AN ASSET RATHER THAN EXPENSING COMMISSIONS

1""..1-

T —AS_INCURRED AS REQUIRED BY GAAP.

s ©OUR EXAMINATION DISCLOSED THAT THE PLAN FAILED TO COMPLY WITH
§500(B)(1) OF THE CALIFORNIA CORPORATIONS CODE.

OBR EXAMINATION DISCLOSED THAT INSURANCE POLICIES AND SUPORTING
DOCUMENTATION FOR JOURNAL ENTRIES POSTED BY THE PLAN’S PARENT WERE
RETAINED AT THE OFFICES OF AFFILIATES OUTSIDE OF CALIFORNIA IN
VIOLATION ©F RULE 1300.81.

OUR EXAMINATION DISCLOSED THAT A SIGNIFICANT NUMBER OF THE PROVIDER
CONTRACTS REVIEWED DID NOT CONTAIN THE HOLD HARMLESS LANGUAGE
REQUIRED BY §1379
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SAWVIPINES NI IVITINASTHGIN ST

Our< =R AWVINANGNIDISCIEOSER THAT THE PLAN FAILED TO DEDUCT XXX, XXX OF
WINSEC] REDAEFILATE RECENVABLES FROM TNE AS REQUIRED BY RULE
1 ”OO 6 :
@ERN=XAMINATION ALSO DISCLOSED THAT THE PLAN FAILED TO USE THE
COR RECT ANNUALIZED HEALTH CARE EXPENSES AMOUNT IN CALCULATING
MI VIDMIREQUIRED TNE.

— IS IIPAN'S PROCEDURES DID NOT ACCURATELY CAPTURE THE DATE OF
s B EEEIPT ON 279 OF THE CLAIMS REVIEWED.

r"""‘ln.
...T—L_‘.'."-'CTUR EXAMINATION DISCLOSED THAT THE PLAN FAILED TO PAY CLAIMS WITHIN

=

— B0 WORKING DAYS AFTER RECEIPT FOR 10% OF THE PAID CLAIMS SAMPLED

= AND DID NOT PAY INTEREST AND PENALTIES ON 67% OF THE LATE PAID CLAIMS
@UR EXAMINATION DISCLOSED THAT THE RECONCILIATIONS OF KEY BANK
ACCOUNTS BY THE PLAN'S AFFILIATES WERE PREPARED WITH ON OVERSIGHT
REVIEW PEREORMED BY A PLAN EXECUTIVE OR PLAN'S MANAGEMENT STAFF.

OUR EXAMINATION DISCLLOSED THAT THE PLAN DID NOT HAVE POLICIES AND
PROCEDURES IN PLACE TO ASSIGN ENROLLEES TO GENERAL DENTISTS WHEN
THE ENROLLEES DID NOT SELECT ONE FOR THEMSELVES.




snancial.Examinations "

SAME EINDINGS FROM EXAMINATIONS

OUR REVIEWAGE PIPANS FRELCRY BOND DISCIIOSED THAT THE NOTICE OF

r_mvm N @NEENIDERSEVENIFCONTAINS HHE WO RID " REGARDING
OTIF F NEN OF THE DIRECTOR 30 DAYS PRIOR TO TERMINATION. THE

Rw QUI-" EONSISTHIATNE THAT THE BOND ISSUER “SHALL” PROVIDE 30 DAYS
@] hTo NHE DIRECTOR. ENDEAVOR IS DEFINED AS AN “EARNEST ATTEMPT”

AJ*J_D'_ EN@T AN ACCGEPTABLE SUBSTITUTION FOR “SHALL”.

@_l-';' XAMINATION DISCLOSED THAT THE PLAN DETERMINES THE TOTAL CLAIMS
SSNABILITY BUT DOES NOT ALLOCATE AN AMOUNT TO CLAIMS PAYABLE BASED ON
=5 E ACTUAIL INVENTORY OF CLAIMS RECEIVED BUT NOT YET PROCESSED.

L\,___;._--I—:_TIjI_'E PIBANSSIEIDELNY INSURANCE DOES NOT PROVIDE A DETERMINABLE AMOUNT
@ EEXEILESIVE COVERAGE FOR THE PLAN.

J .T._HE PLAN DID NOT DEDUCT INTANGIBLE ASSETS IN THE CALCULATION OF TNE
IN VIOLATION OF THE REQUIREMENTS OF RULE 1300.76.

OUR EXAMINATION DISCILOSED THAT THE PLAN HAS NOT DEMONSTRATED A
EISCALLY SOUND OPERATION. IT IS NOT GENERATING POSITIVE CASH FLOW.
FROM OPERATIONS AND DID NOT MAINTAIN ADEQUATE CASH TO MEET ITS
CURRENT OBLIGATIONS.
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— HJSI SIS ERIONESPBNE RO EXaMISLl

— "-I Ui ENLE PROVIGCE appropriate documentation

— r) an WIREIBIE t0 support transactions

B Yy beaim Uncevers indications of serious non-compliance

..'_,

= ‘\ n routine Exams (generally billable)

,.,.l_

= Jhreugh monitoring or other means, indications of serious non-
—-_"— — compliance with Act or Rules surface

— Plan fails to adequately respond to documentation or
Infermation requests related to an amendment or material
modification

Lack of veracity or conformance with GAAP of financial filings
IS Indicated

Inappropriate patterns of claims payment need to be
Investigated




ﬁl PeTerrals 10 the OffiCENG
ERforeement

RETETIcISICan aiilse from: Exams, Financial Statement
REVIEW, OF Licensing.

%rr\ als are made for
== { Claims payment violations
f'ﬁ'anglble Net Equity violations
= Fiphancial Viability violations
False Filings with the Department
Reguest to subpoena records
Delinguent filing of financial statements
Takeover of plan or license revocation
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