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Statement as of December 31, 2002 of the PhyS|C|anS Health Plan Of SOUthWGSt M'Chlgan

UNDERWRITING AND INVESTMENT EXHIBIT
PART 2 - CLAIMS INCURRED DURING THE YEAR
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Statement as of December 31, 2002 of the PhyS|C|anS Health Plan Of SOUthWGSt M'Chlgan

NOTES TO FINANCIAL STATEMENTS

10.

SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation - The financia statements have been prepared on the basis of accounting practices prescribed or
permitted by theMichigan Office of Financial and InsuranceServices (OFIS) and theNational Association of Insurance
Commissioners. Thesepractices differ in someespects from generallyaccepted accounting principles. Certain assets are
considered non-admitted for statutorypurposes and are excludedfor the balancesheet. Thesenon-admitted assets have
been allocatedto retainedearning inthe financial statements.

Cash and Cash Equivaents — Short-term investments with maturity of three months or less at the time of purchase are
reported ascash equivalents.

Property and Equipment - Property and equipment are stated at cost, less accumulated depreciation. Depreciation is
provided on a straight-linebasis, over the estimateduseful lives of theproperty, which range from3 to 15 years.

Claims Payable — Accrued medical claims and related expenses (hospitalization and other outside medical services)
include amounts billed andnot paid and anestimate of costs incurredfor unbilled services providedto the balance sheet
date.

Premiums — Premiums are recognized in the period in which the members are entitled to health care services. Premiums
billed andcollected in advanceare recorded asinearned premiums.

Use of Estimates — The statutory basis financia statements have been prepared in accordance with the accounting
practices prescribed or permittedby the CISwhich is acomprehensive basis of accounting other thangenerally accepted
accounting principles, and requiresthe use ofcertain estimates, the mostsignificant of whichrelated to incurred but
unreported claims formedical services. Actual results coulddiffer from theseestimates.

ACCOUNTING CHANGESAND CORRECTIONOF ERRORS

The stateof Michiganhas adopted codificatioreffective January1, 2003.

BUSINESS COMBINATIONS AND GOODWILL

Not applicable.

DISCONTINUED OPERATIONS

Not applicable.

INVESTMENTS

Not applicable.

JOINT VENTURES,PARTNERSHIPS ANDLIMITED LIABILITYCOMPANIES

The company has nanvestments in JointVentures, Partnerships or LimitedLiability Companies that exceed10% of its
admitted assets.

INVESTMENT INCOME

All incomedue or accruechas beenincluded in thdiling.

DERIVATIVE INSTRUMENTS

Not applicable.

INCOME TAXES

PHPSWM isnot subjectto incometaxes.

INFORMATION CONCERNINGPARENT, SUBSIDIARIESAND AFFILIATES

Bronson HealthcareGroup, Inc.contributed capital of $1,350,450 to PHPSWM.

PHPSWM members obtain medicalservices from Bronson Hospital, which ispart of the PHPSWMprovider network.
As a result,medical service expensesinclude approximately $12,300,000 ofclaims for 2002. Additionally, relatedparties
of Bronson PracticeManagement and BronsonVicksburg Hospital hadmedical services expenseof approximately

$812,000 and $240,000 respectively.

PHPSWM has amanagement agreement withIBA Health andLife Assurance Companyfor certain administrative
expenses. Payments forthese serviceswere $4,363,384during 2002.

PHPSWM is a partnerwith 1/3 ownership ofthe PHP Shared Services,L.L.C. The purposeof the PHP SharedServices,

L.L.C. is tofecilitate statewide contractingand to achieveeconomies to obtainhealth maintenance organization
management and otherrequired services. Payments for theseservices were $279,688during 2002.
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Statement as of December 31, 2002 of the PhyS|C|anS Health Plan Of SOUthWGSt M'Chlgan

NOTES TO FINANCIAL STATEMENTS

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

DEBT
Not applicable.

RETIREMENT PLANS,DEFERRED COMPENSATION, POSTRETIREMENT BENEFITS ANDCOMPENSATED
ABSENCES ANDOTHER POSTRETIREMENTBENEFIT PLANS

Not applicable

CAPITAL ANDSURPLUS, SHAREHOLDERS DIVIDEND RESTRICTIONS ANDQUASI-REORGANIZATIONS
Not applicable.

CONTINGENCIES

In the ordinary courseof operations, PHPSWM issubject to various litigationmatters related tohealth benefits provided
to its subscribers. Although the outcomeof these matters cannotbe determined, it ismanagement's opinion that
disposition of these proceedswill not have anaterial adverse effect onthe financial position orthe results of operations.
LEASES

There areno lease obligations.

INFORMATION ABOUT FINANCIAL INSTRUMENTS WITH OFF-BALANCESHEET RISK ANDFINANCIAL
INSTRUMENTS WITHCONCENTRATIONS OFCREDIT RISK

Not applicable.
SALE, TRANSFER ANDSERVICING OF FINANCIALASSETS AND EXTINGUISHMENTSOF LIABILITIES
Not applicable.

GAIN OR LOSS TO THEREPORTING ENTITY FROM UNINSURED A&HPLANS AND THE UNINSURED
PORTION OF PARTIALLY INSURED PLANS

There are nogains and lossesfrom uninsured accidentand health plansor partialy insuredplans.

DIRECT PREMIUM WRITTENPRODUCED BY MANAGINGGENERAL AGENTS/THIRD PARTY
ADMINISTRATORS

Not applicable.

OTHER ITEMS

PHPSWM electedto userounding inreporting amountsin thestatement.

SUBSEQUENT EVENTS

There are nosubsequent eventsto December 312002 that requiredisclosure.

REINSURANCE

Not applicable.

RETROSPECTIVELY RATED CONTRACTS

Not applicable.

SALVAGE AND SUBROGATION

Due to the typeof business being writtenwith this license, theCompany has no salvage. As of December 31,2002 and
2001 the company hadno specific accruals establishedfor outstanding subrogation, asit is considered asa component of
the actuarial calculationsused to developthe estimates ofincurred but notyet reported claims.

CHANGE ININCURRED CLAIMSAND CLAIMADJUSTMENT EXPENSES

Reserves for incurred claimsattributable to insured eventsof prior years haglecreased by $11.4million from $11.6
million in 2001 td$.2 million in 2002. Included in thigdecrease, PHPSWM experienced $4.4million of favorable prior
year claim development on its policies.

ORGANIZATION AND OPERATION

Organization

Physicians Health Planof Southwest Michigan(PHPSWM) is anon-profit health maintenanceorganization under thelaws

of the State ofMichigan and is exemptfrom federal income taxesunder Section 501(c)(4) ofthe Internal RevenueCode.
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Statement as of December 31, 2002 of the PhyS|C|anS Health Plan Of SOUthWGSt M'Chlgan

NOTES TO FINANCIAL STATEMENTS

27.

PHPSWM is asm whollycontrolled subsidiaryof BronsonHealthcare Group, Inc(Bronson).
Contractual Agreements:

Medical Services - PHPSWM has contractual agreements with independent physicians, hospitals, pharmacies, and others
to provide comprehensivemedical services toenrollees and theireligible dependents. Contracts with participating
physicians allow foreither capitation paymentsor interim reimbursementfor health careservices at lessthan 100% of
their alowable fees. The balance ofremaining portion of allowable fees igecorded as contingency reserves,and
included inclaims payableon thestatement ofLiabilities andNet Worth.

The aggregate amount of contingency reserves to ultimately be returned to physiciansis established by the PHPSWM
Board of Directors, which bases this decision on a number of factors including regulatory and financial criteria such as
required reserve levels. The PHPSWM board of directors has approved 100 percent of the 2002 contingency reserve to be
returned to providers.

Administrative services — PHPSWM has an administrative services agreement with United Healthcare Service (UHS)
which covers managementservices that aresystem dependent (i.ebilling, enrollment, claimsprocessing and accounting).
The agreement expires December31, 2005. Theservices fees paid tdJHS by PHPSWM arecalculated based on a
determined dollar amount permember per month. PHPSWM withholds gportion of the servicefee, which maybe paid
contingent upon UHS'sperformance under theterms of theagreement. Feefor 2002 wereapproximately $3,600,000.

MINIMUM NET WORTHREQUIREMENTS

Under the laws ofthe State of Michigan,PHPSWM is required to maintaina minimum net worth. Net worth must

be the greater 0f$1,500,000 or 4% of premiumrevenue or 3 monthsof uncovered expenditures. Also Section 3551 (4)
states that the commissionershall take into accountthe risk-based capital requirementsas developed by theNAIC in order
to determine compliance withSection 403 under thisection. PHPSWM haset worth ofapproximately $7,500,000 and
is in compliancawith thecapital and surplusrequirements at year-end2002.

The State of Michigan further requires health maintenance organizations (HMO's) to maintain positive working capital
defined as current assets less current liabilities. PHPSWM has positive working capital of approximately $2,100,000
when measured using the statutory basis of accounting.

In addition, the Stateof Michigan requires PHPSWMto provide a statutorydeposit. The depositamount must bethe
greater of $100,000 or5% of annual premiunrevenue up to &31,000,000 maximum. Asf December 31, 2002,
PHPSWM has approximately$1,100,000 to meet therequired level forstatutory deposits. PHPSWM is incompliance
with the statutory deposit reguirements.
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Statement as of December 31, 2002 of the PhyS|C|anS Health Plan Of SOUthWGSt M'Chlgan

GENERAL INTERROGATORIES (continued)
PART 2 - HEALTH INTERROGATORIES

1.1 Does the reporting entity have any direct Medicare Supplement Insurance in force? Yes[ 1] No [X]
1.2 Ifyes, indicate premium earned on U.S. business only B 0
1.3 What portion of Item (1.2) is not reported on the Medicare Supplement Insurance Experience Exhibit? B 0

1.31 Reason for excluding

1.4 Indicate amount of earned premium attributable to Canadian and/or Other Alien not included in Item (1.2) above. B 0
1.5 Indicate total incurred claims on all Medicare Supplement insurance. B 0

1.6 Individual policies:
Most current three years:

1.61 Total premium earned B 0
1.62 Total incurred claims G 0
1.63 Numberofcoveredlives 0
All years prior to most current three years:

1.64 Total premium earned B 0
1.65 Total incurred claims G 0
1.66 Numberofcoveredlives 0

1.7 Group policies:
Most current three years:

1.71  Total premium earned B 0
1.72  Total incurred claims e 0
1.73 Numberofcoveredlives 0
All years prior to most current three years:

1.74  Total premium earned B 0
1.75 Total incurred claims O 0
1.76 Numberof coveredlives 0

2.1 Has the reporting entity received any endowment or gift from contracting hospitals, physicians, dentists, or others that is agreed will be
returned when, as and if the earnings of the reporting entity permits? Yes[ 1] No [X]

2.2 Ifyes, give particulars:

3.1 Have copies of all agreements stating the period and nature of hospitals', physicians', and dentists' care offered to subscribers and

departments been filed with the appropriate regulatory agency? Yes[X] No[ ]
3.2 If not previously filed, furnish herewith a copy(ies) of such agreement(s). Do these agreements include additional benefits offered? Yes[ 1] No [X]
4.1 Does the reporting entity have stop-loss reinsurance? Yes[X] No[ ]

4.2  Ifno, explain:

4.3 Maximum retained risk (see instructions):

4.31 Comprehensive medical

4.32  Medical only

4.33  Medicare supplement

4.34 Dental

4.35 Other limited benefit plan

4.36 Other
5. Describe arrangement which the reporting entity may have to protect subscribers and their dependents against the risk of insolvency including

hold harmless provisions, conversion privileges with other carriers, agreements with providers to continue rendering services, and any other

agreements:

Plan carried coordination of benefits coverage for insolvency as a rider to its stop-loss agreement. Provider contracts contain language stating that in no event,

including insolvency of Payor, shall the Provider seek payment from the Member or persons acting on behalf of the Member for Health Services eligible for reimbursement under this Agreement.
6.1 Does the reporting entity set up its claim liability for provider services on a service data base? Yes[X] No[ ]
6.2 Ifno, give details:

7. Provide the following information regarding participating providers:

7.1 Number of providers at start of reportingyear 1,110

7.2 Number of providers at end of reportingyear 1,156
8.1 Does the reporting entity have business subject to premium rate guarantees? Yes[ 1] No [X]
8.2 Ifyes, direct premium earned:

8.21 Business with the rate guarantees between 15-36 months B 0

8.22 Business with rate guarantees over 36 months B 0
9.1 Does the reporting entity have Bonus/withhold arrangements in its provider contracts? Yes[X] No[ ]
9.2 Ifyes:

9.21 Maximum amount payable bonuses B 0

9.22  Amount actually paid for year bonuses B 0

9.23 Maximum amount payable withholds B 703,397

9.24  Amount actually paid for year withholds B 0
10.  List service areas in which reporting entity is licensed to operate:

1

Name of Service Area
Kalamazoo, Allegan, Berrien, Barry, Branch, Calhoun, Cass, St. Joseph, Van Buren
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