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CONSENT ORDER

THIS CAUSE came on for consideration and final agency action by the Director of the
Idaho Department of Insurance (hereinafter “Department”). Upon consideration of the record,
and being otherwise fully advised in the premises, the Director of the Idaho Department of
Insurance of this state hereby finds:

1. MEGA Life and Health Insurance Company (hereinafter “MEGA™), an Oklahoma
domiciled company, Idaho Certificate of Authority No. 1545, is licensed to transact insurance in
this state. Accordingly, the Department has jurisdiction over the subject matter of this
proceeding and MEGA.

2. Mid-West National Life Insurance Company of Tennessee (hereinafter “Mid-

West), a Texas domiciled company, Idaho Certificate of Authority No. 1651, is licensed to
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transact insurance in this state. Accordingly, the Department has jurisdiction over the subject
matter of this proceeding and Mid-West.

3. The Chesapeake Life Insurance Company (hereinafter *“Chesapeake”), an
Oklahoma domiciled company, Idaho Certificate of Authority No. 803, is licensed to transact
insurance in this state. Accordingly, the Department has jurisdiction over the subject matter of
this proceeding and Chesapeake.

4. MEGA, Mid-West, and Chesapeake (collectively the “Companies”) are
subsidiaries of HealthMarkets, Inc., a Delaware corporation with its principal place of business
in North Richland Hills, Texas.

5. Alaska and Washington were the Lead Regulatory states in a multi-state targeted
market conduct examination of the Companies’ oversight, communication, monitoring and
training of agents, claims practices and procedures, complaint handling, and other marketing and
sales practices. The Lead Regulators engaged in discussions with the Companies regarding
multistate areas of regulatory concern, plans for corrective action, and means of enforcement of
such a plan. The Companies acknowledge but neither admit nor deny the regulatory findings in
the applicable examination reports.

6. A proposed regulatory settlement has been presented to the Department, the terms
of which are set forth in the Regulatory Settlement Agreement entered into as of May 29, 2008,
by and among the Companies and the Alaska Director of the Division of Insurance and the
Washington Insurance Commissioner as Lead Regulators and is attached hereto and incorporated
herein as Exhibit 1. In addition to having signed a signature page showing adoption of the
Regulatory Settlement Agreement on July 1, 2008, the Director wishes to memorialize the

agreement with this Consent Order.
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7. The Companies and states have agreed to compromise and settle this matter by
waiving any rights the Companies may have had to a public hearing and appeal, and the parties
have submitted this matter to me along with a specific recommendation for adoption of the
agreement in Idaho.

8. Pursuant to the Regulatory Settlement Agreement, the Companies have agreed to
pay a monetary penalty in settlement and comply with certain criteria - all as set forth in Exhibit
1.

9. To the extent the Consent Order affects Idaho insureds, it shall be governed by the
laws of the State of Idaho, and the jurisdiction of any dispute arising under this Consent Order
concerning an Idaho insured shall be vested in the Director of the Idaho Department of Insurance
or the courts of this state.

10.  After carefully considering the recommendations of the parties and the terms of
Exhibit 1, the Director signed the signature page to the agreement and further HEREBY
ORDERS:

The Regulatory Settlement Agreement, attached and incorporated herein as Exhibit 1, is
hereby approved, adopted and fully incorporated herein by reference. The Companies shall
initiate compliance with all terms and conditions of the agreement in accordance with the
provisions of Exhibit 1.

This is a final order of the agency which order is effective upon execution, given that
thirty states have joined in Exhibit 1 as confirmed by a press release from Washington.

NOTIFICATION OF RIGHTS

This constitutes a final order of the agency. Any party may file a motion for reconsideration
of this final order within fourteen (14) days of the service date of this order. The agency will dispose

of the petition for reconsideration within twenty-one (21) days of its receipt, or the petition will be
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considered denied by operation of law. See Idaho Code § 67-5246(4).

Pursuant to Idaho Code §§ 67-5270 and 67-5272, any party aggrieved by this final order
may appeal it by filing a petition for judicial review in the district court of the county in which:
(1) the hearing was held; or (2) the final agency action was taken; or (3) the aggrieved party
resides or operates their principal place of business in Idaho; or (4) the real property or personal
property that was the subject of the agency decision is located.

An appeal must be filed within twenty-eight (28) days of: (a) the service date of this final
order, or (b) an order denying a petition for reconsideration, or (c) the failure within twenty-one
(21) days to grant or deny a petition for reconsideration, whichever is later. See Idaho Code §
67-5273.

The filing of a petition for judicial review to the district court does not itself stay the

effectiveness or enforcement of the order under appeal.

DATED and EFFECTIVE this 2 2 ggay of July 2008.

Wﬂw cif

WILLIAM W. DEAL, Director
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CERTIFICATE OF SERVICE

I HEREBY CERTIFY that I have on this Jgéﬁay of July 2008, caused a true and
correct copy of the foregoing document to be served upon the following by the designated
means:

Mike Colliflower

Executive Vice President & General Counsel
9151 Boulevard 26

North Richland Hills, TS 76180
Mike.colliflower@healthmarkets.com

Leslie Krier

Market Conduct Oversight Manager
Office of Insurance Commissioner
P.O. Box 40259

Olympia, WA 98504-0259
lesliek(@oic.wa.gov

Thomas Donovan

Deputy Attorney General
Idaho Department of Insurance
700 W. State Street, 3™ Floor
P.O. Box 83720

Boise, ID 83720 — 0043
Tom.donovan(@doi.idaho.gov

first class mail
[ ] certified mail
[ ] hand delivery
[ ] via facsimile

via email

first class mail
[ ] certified mail
[ ] hand delivery
[ ] via facsimile

via email

[ ] first class mail
[ ] certified mail
[ ] hand delivery
[ ] via facsimile
X via email

Teresa Jones  / /
Assistant to the Director
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IN THE MATTER OF
THE MARKET CONDUCT EXAMINATION OF
THE MEGA LIFE AND HEALTH INSURANCE COMPANY,
MID-WEST NATIONAL LIFE INSURANCE COMPANY OF TENNESSEE, AND
THE CHESAPEAKE LIFE INSURANCE COMPANY
REGULATORY SETTLEMENT AGREEMENT
A. Parties
This Regulatory Settlement Agreement (“Agreement”) is entered into as of May 29,
2008 (“Execution Date”), by and among the above named Insurance Companies and the
Signatory Regulators.
A.l.  “The Companies” consist of the following three companies:
=  The MEGA Life and Health Insurance Company (“MEGA”),
= Mid-West National Life Insurance Company of Tennessee (“Mid-West™), and
= The Chesapeake Life Insurance Company (“Chesapeake™).
A.2.  The “Signatory Regulators” are made up of the following:
= The “Lead Regulators”, which are made up of two State regulators:
Director of the Alaska Division of Insurance, and
Insurance Commissioner of Washington State.
= The “Domestic Regulators,” which are made up of two State regulators:
Insurance Commissioner of the State of Oklahoma, and
Commissioner of Insurance of the State of Texas.

= The “Participating Regulators”, which are made up of the insurance regulators of

each of the remaining jurisdictions that agree to approve this Agreement.
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B. Scope of Agreement

The scope of this Agreement is the findings contained in the Multi-State Market Conduct

Examination of The HealthMarkets, Inc. Insurance Companies (“the Examination Report” or

“the Report”). The Report is attached as Attachment A, and is incorporated into this Agreement
by reference as though fully set forth here.
C. Effective Date

C.1.  The Effective Date of this Agreement is 30 days after the date this Agreement is
executed by the insurance regulators of twenty-seven jurisdictions where the Companies are

licensed/authorized to do business.

D. Recitals and Background

D.1. MEGA is and has been a licensed insurance company domiciled in the State of
Oklahoma.

D.2.  Mid-West is a licensed insurance company domiciled in the State of Texas. Mid-
West was formerly domiciled in the State of Tennessee.

D.3. Chesapeake is and has been a licensed insurance company domiciled in the State
of Oklahoma.

D.4. MEGA and Mid-West are subsidiaries of HealthMarkets, Inc. (“HealthMarkets™)
(formerly known as UICI), a Delaware corporation, with its principal place of business in North
Richland Hills, Texas. Chesapeake is a subsidiary of MEGA. MEGA, Mid-West, and
Chesapeake are each bound by any continuing conditions imposed upon them, regardless of their
subsidiary status.
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D.5.  On March 15, 2005, the States of Washington and Alaska issued a call letter to
UICT' for a multi-state examination with stated examination objectives. Those objectives are
fully set forth in the Report, Attachment A to this Agreement, at pages 6 — 7.

D.6. The examination was performed by an examination contracting firm, RSM

McGladrey, Inc.

E. Monetary Penalty and Penalty for Failure to Perform

E.1. The Companies agree that they are responsible, jointly and severally, to pay a
monetary penalty in settlement with each Signatory Regulator of the regulatory findings as
described in Attachment A. The total amount of the penalty is $20,000,000 (Twenty Million
Dollars). This amount is payable within 10 business days of the Effective Date of this
Agreement as defined in section C.1 of this Agreement or the sign-on period and any extensions,
as described in Sections H.7 and H.9 of this Agreement, whichever is later. The manner of
payment is set forth in Attachment B to this Agreement.

E.2. In the event the Companies are found not to have met fully each of the standards set
forth in the Standards for Performance Measurement as set forth in Attachment C, the
Companies agree that they are responsible, jointly and severally, to pay a Penalty for Failure to
Perform calculated as listed in Attachment E to this Agreement. The maximum total possible
Penalty for Failure to Perform is $10,000,000 (Ten Million Dollars). Reference Section G.1.

E.3.  The Monitoring Regulators as defined in Section G.2 will determine the amount,

if any, of the Penalty for Failure to Perform as a result of the Examination set forth in section

! On April 14, 2006, UICT announced that it had changed its corporate identity to HealthMarkets, Inc..
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G.4.of this Agreement. The amount of the Penalty for Failure to Perform must be agreed to by a
majority of the Monitoring Regulators. Once agreed upon, the Penalty for Failure to Perform
shall be the sole and exclusive remedy for the Signatory Regulators with regard to non-
compliance with the Standards for Performance Measurement, as shown by the results of the
follow up Examination as set forth in Section G.4.
F. Outreach Program

F.1. The Companies will develop an Outreach Program which will be fully
implemented within six months after the Effective Date of this Agreement. The Outreach
Program will have at least the features described in Sections F.2 and F.3 of this Agreement.

F.2. The Companies will send a notice to all existing insureds whose medical policies
were issued by the Companies prior to August 1, 2005. The notice will be substantially similar
to the sample attached to this Agreement as Attachment F and will be subject to approval by the
Monitoring Regulators. The Companies will also maintain a website that is responsive to
coverage questions as set forth below.

The notice will be mailed no later than six months after the Effective Date and will
include the following:

e A toll free number, mailing address, and email address for insureds to access with any
questions. The toll-free number, mail and email will be directed to Company personnel as
described in Section F.3 of this agreement who will be able to provide detailed information
about the insured’s specific plan of insurance.

o A website address for the Companies. The website content related to this Outreach

Program will be acceptable to both parties and will include the following:
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o A “frequently asked questions” section that answers relevant coverage
questions, and which will be subject to an initial review by the Monitoring
Regulators.

o General coverage descriptions which will provide information about any
existing coverages provided by the Companies including, but not limited to,
preventive care, outpatient care for illnesses and injuries, inpatient hospital
care, and emergency care (including care in Urgent Care centers and
emergency rooms, and ambulance coverage).

o A listing of the mailing address, email address and toll free number to contact
the Company personnel described in Section F.3. of this agreement.

o Information about how to pursue the claims appeal and grievance process and

contact information.

F.3. The Companies will provide a toll-free telephone number that insureds may call
to ask any questions about their existing coverage. The number will connect them to appropriate
Company personnel who will:

e Be trained to respond to these calls
° Be able to walk the insured through his or her coverage using plain language to confirm
the insured’s understanding of the coverage.
¢ Explain insurance coverages under the insured’s existing plans.
e Offer to send the insured a complete certificate of insurance.
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 Provide information about any existing coverages provided by the Companies including,
but not limited to, preventive care, outpatient care for illnesses and injuries, inpatient
hospital care, and emergency care (including care in Urgent Care centers and emergency

rooms, and ambulance coverage).

G. Standards for Performance Measurement

G.1.  The Companies will continue their implementation of a plan of corrective action
following the Effective Date of this Agreement. The purpose of this plan will be to address and
resolve the findings in the Examination Report. The standards upon which the Companies’
performance of this plan will be measured will be known as the “Standards for Performance
Measurement” and are set forth in Attachment C to this Agreement. All standards in the
Standards for Performance Measurement will be met no later than December 31, 2009.

G.2.  The Domestic Regulators, the Lead Regulators and the California Department of
Insurance, will work together to monitor the Companies’ compliance with this Agreement. This
group of regulators monitoring the Companies’ compliance will be called the “Monitoring
Regulators.” The Companies understand that in addition to the standards set forth in the
Standards for Performance Measurement, it is the Companies’ obligation to take whatever action
is needed for the Companies to comply with the laws in each jurisdiction with which they do
business with respect to the issues of concern detailed in the examination.

G.3  The Companies and Monitoring Regulators agree to meet each other’s reasonable
request to discuss the Companies’ progress in implementing the terms of this Agreement. The
Companies agree to deliver to the Washington State Commissioner semi-annual written reports

in the format set forth in Attachment D to this Agreement. The period of time covered by each
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report, and the due date for each report is set forth in Attachment D to this Agreement. The
reporting period will extend from January 1, 2008 through December 31, 2009.
G.4. The Monitoring Regulators will:
= review the Companies’ reports of their progress in implementing the Standards for
Performance Measurement;
= provide summary reports of the Companies’ progress to the Participating Regulators;
= identify the need for additional measures if the Companies are not in compliance with
this Agreement and communicate the same to the Companies in a timely manner; and
= implement a follow-up examination of the Companies. This examination will be
initiated no later than July 1, 2010. The examination shall be conducted in
accordance with the then-current NAIC Market Regulation Handbook as a guideline.
The purpose of the examination will be to:
o Assess the accuracy and validity of the Companies’ reports;
o Assess the Companies’ compliance with this Agreement, including the
Standards for Performance Measurement;
o Assess the need for any possible Penalty for Failure to Perform; and,
o Conclude the terms of this Agreement and the multi-state market conduct
examination of the Companies.

G.5.  The Monitoring Regulators may personally participate in monitoring under this
Agreement, or may designate employees or other representatives such as contracted examiners to
participate on their behalf. The designation of participants will be at the discretion of each
Monitoring Regulator. This examination will be conducted as a follow-up examination under the
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direction of the Monitoring Regulators as set forth in Section G.4.

G.6. The Companies agree that the reasonable costs of monitoring by the Monitoring
Regulators and/or the contracted examiner(s) designated by the Monitoring Regulators will be
the Companies’ sole responsibility.

G.7.  The monitoring of the Companies’ compliance with this Agreement constitutes
an ongoing market analysis action by the State of Washington, as a Lead Regulator, pursuant to
Washington Insurance Code Chapter 48.37 RCW. To the extent permitted or required by law,
the work papers, recorded information, documents, and copies of work papers, recorded
information, and documents produced by, obtained by, or disclosed to the Signatory Regulators
pursuant to this Agreement shall be given confidential treatment and shall not be subject to
subpoena, civil investigative demand or other process, and may not be made public by the
Signatory Regulators or to any other person, and shall not be public records subject to disclosure
pursuant to other relevant Washington law. To the extent permitted or required by law, the
Signatory Regulators agree to provide written notice to the Companies if the disclosure of this
information is requested by a non-regulator and to permit sufficient time between the
Companies’ receipt of such notice and any disclosure of the information for the Companies to

take measures to protect the confidentiality of the information.

G.8 Compliance with each of the standards in the Standards for Performance
Measurement will be measured on either a pass/fail basis or a tolerance level as established in
Attachment C. Compliance with each standard of each action item articulated in the Standards

for Performance Measurement (Attachment C) shall be considered compliance with the
IN THE MATTER OF THE MARKET CONDUCT EXAMINATION OF THE MEGA LIFE AND HEALTH INSURANCE COMPANY, MID-

WEST NATIONAL LIFE INSURANCE COMPANY OF TENNESSEE, AND THE CHESAPEAKE LIFE INSURANCE COMPANY
REGULATORY SETTLEMENT AGREEMENT

Page 8



Standards for Performance Measurement. As set forth in Section G.1 of this Agreement, the
Companies will be in compliance on or before December 31, 2009.

G.9. Following implementation of the examination referenced in Section G.4. , if the
Monitoring Regulators, in consultation with other Participating Regulators, determine that the
Companies are not in compliance with each standard in the Standards for Performance
Measurement , the Companies agree to pay the applicable portion of the Penalty for Failure to
Perform, calculated as set forth in Attachment E of this Agreement. The Companies also agree
to undertake such other remedial measures as are agreed to by the Monitoring Regulators and the
Companies. The Companies understand that the Monitoring Regulators, in consultation with the
Participating Regulators, will determine appropriate action by the regulators.

G.10. This Agreement does not prevent any Signatory Regulator from taking any
appropriate action if the Companies violate any provision of the Regulator’s insurance laws and
regulations outside the scope of this Agreement.

G.11 Signatory Regulators, other than Domestic Regulators, agree not to examine the
Companies on matters set forth in the Scope of Examination on pages 27 and 28 of the
Examination Report until after the date of completion of the terms of this Agreement, including
the re-examination contained in Section G.4.

G.12 Signatory Regulators, other than Domestic Regulators, agree to terminate pending,
suspended or inactive examinations and investigations of the Companies on matters set forth in
Scope of Examination on pages 27 and 28 of the Examination Report, including the time frame

of the multi-state examination.
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G.13  This Agreement is not intended and may not be construed to limit the authority of
any Signatory Regulator to investigate and take appropriate action, including bringing an
administrative enforcement action with claim for penalties, against the Companies with regard to
a consumer or provider complaint.

G.14. If the Monitoring Regulators, in consultation with the Participating Regulators,
determine that the Companies are not in compliance with the Standards for Performance
Measurement in a particular jurisdiction of a Signatory Regulator, the Companies agree to work
with that Signatory Regulator to address and resolve the issues. In the event that the Signatory
Regulator and the Companies cannot resolve such issues, the Signatory Regulator may take
other appropriate action within the context of the jurisdiction’s laws. In connection with any
action taken under this paragraph, a Signatory Regulator shall not impose a monetary penalty in
excess of the amount that would have been payable to that Signatory Regulator individually
under Section G.10.

G. 15. In the event that the Monitoring Regulators find, after consultation with the
Companies, that the Companies have intentionally breached the terms of the Agreement, then
any penalty or fine imposed by the Signatory Regulators as a result of such finding shall not be
limited by the penalty provisions of this Agreement.

H. Other Provisions

H.1. By entering into this Agreement, the Signatory Regulators and Companies intend
to resolve all the findings in the Report, including any alleged violations of laws and regulations.
The Companies neither admit nor deny (1) the regulatory findings in the Report and (2) that their
conduct during the examination period violated any law or regulation, and desire to enter into
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this Agreement in order to promote regulatory efficiency. By the execution, delivery of this
Agreement and/or any Applicable Consent Order as defined in Section H.7 (and except as
necessary to enforce the terms hereof), and payment of the Monetary Penalty set forth in Section
E.1. each Signatory Regulator does hereby release and forever discharge the Companies and all
officers, directors, agents and representatives of and from all civil or administrative causes,
actions, claims, damages, fines, sanctions, losses, demands, or other liability that the Signatory
Regulators could pursue or seek for matters set forth in the Scope of Examination set forth on
pages 27 and 28 of the Examination Report, and the findings contained in the Examination
Report.

H.2.  The Signatory Regulators shall have the sole and exclusive right to enforce this
Agreement. If the Signatory Regulators fail at any time to require strict performance by the
Companies of any of the terms, provisions or conditions of this Agreement, this will in no way
affect the Signatory Regulators’ rights to enforce those terms, provisions or conditions. If the
Signatory Regulators at any time waive any breach of any terms, provisions or conditions of this
Agreement, this will not be construed or deemed a waiver of any succeeding breach of any term,
provision or condition.

H.3.  When an issue regarding interpretation of this Agreement applies to more than
one jurisdiction, the Signatory Regulators and the Companies agree that Washington law shall
govern. When an issue regarding this Agreement is specific to one jurisdiction, the Signatory
Regulators and the Companies agree that the particular substantive law of that Jurisdiction will
be used to interpret, apply and enforce any provision of this Agreement in that jurisdiction. In
such case(s), the appropriate forum is in the courts or before the regulatory agency of that
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particular jurisdiction. Nothing in this Agreement enlarges, diminishes, supersedes or preempts
the insurance laws and regulations of any Signatory Regulator’s jurisdiction.

H.4.  If the Companies default under any obligation under this Agreement, they shall
use commercially reasonable efforts to cure the default as soon as reasonably practicable. If the
default is not remedied within 90 business days following personal delivery or delivery by
facsimile of a written notice pursuant to Section H.18 specifying the default (during which
period the Signatory Regulators and the Companies will make reasonable efforts to resolve any
disputes regarding the default), the Signatory Regulator(s) may seek administrative and/or
Judicial enforcement of this Agreement, provided that if the Signatory Regulator’s laws provide
for an administrative hearing, the Companies may waive their right to a hearing to the extent
permitted by law. The Signatory Regulators reserve the right to pursue any other remedy or
remedies for violations of this Agreement. Nothing in this Agreement will be construed to
waive or limit the rights of the Signatory Regulators to seek such other additional remedies. In
addition to the other penalties applicable pursuant to this agreement, the Signatory Regulators
retain the right to impose any other regulatory penalty otherwise available by law, including
fines, for the Company’s intentional breach of the terms of this Agreement.

H.5." Nothing in this Agreement confers any rights upon any persons or entities other
than the Signatory Regulators and the Companies. Further, the parties do not intend for this
Agreement to have collateral estoppel or res judicata effect in any legal proceeding against the
Companies.

H.6.  The Companies may not seek or accept, directly or indirectly, indemnification
under any insurance policy for any amounts payable under this Agreement,
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H.7.  To become a party to this Agreement, an Insurance Director, Commissioner,
Superintendent or his or her designee must execute and deliver a signed signature page to the
Insurance Commissioner of the State Of Washington within 60 days from the date following the
receipt of this Agreement from the State of Washington. If a Signatory Regulator finds that
applicable state law, regulation or procedure requires the preparation and execution of a consent
order in order to carry out the terms of this Agreement, such a consent order (the “Applicable
Consent Order”) will be prepared by the Participating Regulator within 60 days following the
Effective Date. The Lead Regulators and the Companies may waive or extend the 60-day period
for Participating Regulators to execute this Agreement. For purposes of this Agreement, an
“Applicable Consent Order” shall be satisfactory to the Companies if it: (i) incorporates by
reference and attaches via exhibit a copy of this Agreement, (i1) expressly adopts and agrees to
the provisions of this Agreement, and (iii) includes only those other terms that may be legally
required in the jurisdiction of the applicable Participating Regulator. In order to be legally
required, the term must be specified by statute, regulation, bulletin or other interpretive
document, or case law and the statute, regulation, bulletin or other interpretive document, or case
law must further require the inclusion of the term in an agreement between the Participating
Regulator and its regulated entities. However, nothing in this Agreement will be construed to
require any jurisdiction to execute and deliver an Applicable Consent Order if that jurisdiction
elects instead to sign this Agreement.

H.8. By its signature, each Signatory Regulator gives his or her express assurance that:

= This Agreement is enforceable by its terms under the applicable laws, regulations and

judicial rulings in its respective jurisdiction;
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= The Signatory Regulator, on behalf of his or her respective jurisdiction, has the

authority to enter into this Agreement and bind that party now and in the future; and

= The Signatory Regulator has reviewed and agrees with the terms and conditions as

set forth in this Agreement.

H.9. The Monitoring Regulators and the Companies may mutually agree, in writing, to
any reasonable extensions of time that might become necessary to carry out the provisions of
this Agreement.

H.10. This Agreement (including Attachments) and/or any Applicable Consent Order
mwwbya&@MmyR%MMwsmﬁmhmemme@mmmMammgmemm%WMhmwmﬁo
its subject matter and supersedes all prior agreements, arrangements or understandings (whether
in written or oral form) between the Companies and the Signatory Regulators.

H.11. This Agreement (or its Attachments) may be amended upon request of any
Participating Regulator or the Companies, provided that such amendment does not materially
alter this Agreement. Such amendment requires a majority vote of the Monitoring Regulators
and agreement by the Companies but does not require the consent of any Participating
Regulator. This includes, but is not limited to, technical or typographical corrections. All such
amendments to this Agreement shall be in writing.

H.12. Nothing in this Agreement or any of its terms and conditions may be interpreted
to alter in any way the contractual terms of any insurance policy or health benefit plan issued or
acquired either by the Companies or by the parties to such contract.

H.13. Except in a proceeding to enforce the terms of this Agreement, neither the
Companies nor the Signatory Regulators may offer this Agreement or any related negotiations,

INTHE MATTER OF THE MARKET CONDUCT EXAMINATION OF THE MEGA LIFE AND HEALTH INSURANCE COMPANY, MID-
WEST NATIONAL LIFE INSURANCE COMPANY OF TENNESSEE, AND THE CHESAPEAKE LIFE INSURANCE COMPANY
REGULATORY SETTLEMENT AGREEMENT

Page 14



statements or court proceedings as evidence of an admission or concession of any liability or
wrongdoing whatsoever on the part of any person or entity, including but not limited to the
Companies or any affiliates thereof, or as a waiver by the Companies or any of its affiliates of
any applicable defense, including without limitation any applicable statute of limitations or
statute of frauds.

H.14. In addition to payments required under this Agreement, the Companies agree to
pay the reasonable expenses incurred by the Monitoring Regulators and the Participating
Regulators for their travel and incidental expenses associated with the negotiation and
implementation of the provisions of this Agreement. Such expenses will be payable within 30
days of the presentation of invoices. Moreover, reasonable expenses of the regulators or their
designees incurred in monitoring the Companies’ compliance with this Agreement, including the
expenses of conducting or attending any meetings, presentations, or discussions with the
Companies or other regulators, shall be the responsibility of the Companies.

H.I5. Except as provided in H.1, nothing in this Agreement limits the authority of the
Signatory Regulators to conduct any regulatory functions, including dealing with specific
instances of consumer complaints, licensing changes, or rate and form filings.

H.16. This Agreement may be signed in multiple counterparts. Each will constitute a
duplicate original, but taken together, they will constitute one and the same instrument.

H.17. If any portion of this Agreement is held invalid by a court of competent
Jurisdiction, the invalid portion will be deemed to be severed only within that court’s
jurisdiction. All remaining provisions of this Agreement will be given full force and effect and
will not in any way be affected.

IN THE MATTER OF THE MARKET CONDUCT EXAMINATION OF THE MEGA LIFE AND HEALTH INSURANCE COMPANY, MID-
WEST NATIONAL LIFE INSURANCE COMPANY OF TENNESSEE, AND THE CHESAPEAKE LIFE INSURANCE COMPANY
REGULATORY SETTLEMENT AGREEMENT
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H.18.  All notices permitted or required to be delivered under this Agreement must be in
writing and will be deemed delivered:
= At the time they are delivered by hand;
= One business day after transmission by facsimile or other electronic system
(evidenced by machine generated receipt);
= Five business days after being placed in the hands of a commercial courier service for
express delivery; or
= 10 business days after placement in the mail. All notices must be mailed as follows:
o Registered or certified mail with return receipt requested.
o Postage prepaid.
o Addressed to the following addresses or a party’s most current principal
address of which the party sending the notice has been notified:
If to the Companies:
Mike Colliflower
Executive Vice President and General Counsel
9151 Boulevard 26
North Richland Hills, TX 76180

817-255-5498
mike.colliflower@healthmarkets.com

If to the Lead or Monitoring Regulators:

Leslie Krier

Market Conduct Oversight Manager
Office of Insurance Commissioner
Insurance 5000 Building

PO Box 40259

Olympia, WA 98504-0259
360-725-7216

lesliek@oic.wa.gov

IN'THE MATTER OF THE MARKET CONDUCT EXAMINATION OF THE MEGA LIFE AND HEALTH INSURANCE COMPANY, MID-
WEST NATIONAL LIFE INSURANCE COMPANY OF TENNESSEE, AND THE CHESAPEAKE LIFE INSURANCE COMPANY
REGULATORY SETTLEMENT AGREEMENT
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H.19. The Companies will be excused from performance for any period and to the
extent that the Companies are prevented from performing any services, in whole or in part, as a
result of delays caused by an act of God, civil disturbance, court order, or other cause beyond the
Companies’ reasonable control, including failures or fluctuations in electrical power, light, or
telecommunications equipment. Such non-performance will not be considered for determining
the Companies’ compliance with this Agreement. However, the Companies agree to establish
and maintain commercially reasonable recovery steps, including technical disaster recovery
facilities, uninterruptible power supplies for computer equipment, and communications. The
Companies agree to use commercially reasonable efforts to ensure that its business will be
operational within 72 hours of a performance failure due to one of the causes listed above.

H.20. The Signatory Regulators and the Companies agree to make a reasonable effort to
provide each other a copy of press releases pertaining to this Agreement at least 24 hours prior to

release. This information is to be sent to the contacts listed in Section H.18.

IN THE MATTER OF THE MARKET CONDUCT EXAMINATION OF THE MEGA LIFE AND HEALTH INSURANCE COMPANY, MID-
WEST NATIONAL LIFE INSURANCE COMPANY OF TENNESSEE, AND THE CHESAPEAKE LIFE INSURANCE COMPANY
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THE MEGA LIFE AND HEALTH INSURANCE COMPANY

BY: DATE
SIGNATURE

ITS:
PRINTED TITLE

I, , hereby affirm that I am the of
PRINTED NAME PRINTED TITLE

The Mega Life and Health Insurance Company and have the authority to execute this Agreement

on behalf of that company.
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MID-WEST NATIONAL LIFE INSURANCE COMPANY OF TENNESSEE

BY: DATE
SIGNATURE

ITS:
PRINTED TITLE

I, , hereby affirm that [ am the of
PRINTED NAME PRINTED TITLE

Mid-West National Life Insurance Company of Tennessee and have the authority to execute this

Agreement on behalf of that company.

THE CHESAPEAKE LIFE INSURANCE COMPANY

BY: DATE
SIGNATURE

ITS:
PRINTED TITLE

I, , hereby affirm that I am the of
PRINTED NAME PRINTED TITLE

The Chesapeake Life Insurance Company and have the authority to execute this Agreement on

behalf of that company.

IN THE MATTER OF THE MARKET CONDUCT EXAMINATION OF THE MEGA LIFE AND HEALTH INSURANCE COMPANY, MID-
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WASHINGTON STATE OFFICE OF THE INSURANCE COMMISSIONER

BY: DATE
Mike Kreidler,
Insurance Commissioner of Washington State

ALASKA DIVISION OF INSURANCE

BY: DATE
Linda S. Hall,
Director, Alaska Division of Insurance

IN THE MATTER OF THE MARKET CONDUCT EXAMINATION OF THE MEGA LIFE AND HEALTH INSURANCE COMPANY, MID-
WEST NATIONAL LIFE INSURANCE COMPANY OF TENNESSEE, AND THE CHESAPEAKE LIFE INSURANCE COMPANY
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PARTICIPATING REGULATOR ADOPTION OF
THE MEGA LIFE AND HEALTH INSURANCE COMPANY,
MIDWEST NATIONAL LIFE INSURANCE COMPANY OF TENNESSEE, AND
THE CHESAPEAKE LIFE INSURANCE COMPANY
REGULATORY SETTLEMENT AGREEMENT

On behalf of [Insert Jurisdiction and Insurance Regulatory Agency], I, [Insert name of insurance

regulatory official executing the Agreement], hereby adopt, agree, and approve this Agreement.

[NAME OF INSURANCE REGULATORY AGENCY]

BY: DATE
SIGNATURE

PRINTED NAME OF REGULATORY OFFICIAL

PRINTED TITLE

IN THE MATTER OF THE MARKET CONDUCT EXAMINATION OF THE MEGA LIFE AND HEALTH INSURANCE COMPANY, MID-
WEST NATIONAL LIFE INSURANCE COMPANY OF TENNESSEE, AND THE CHESAPEAKE LIFE INSURANCE COMPANY
REGULATORY SETTLEMENT AGREEMENT
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ATTACHMENT A

Report
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ATTACHMENT B
MONETARY PENALTY AND ALLOCATION TO SIGNATORY STATES

A. Definitions — For purposes of this Attachment, the following definitions shall apply.

A. 1. *Monetary Penalty” means the sum referenced in Section E. 1. of this
Agreement.

A.2. “Pro Rata State Allocation of Monetary Penalty” means the sum resulting from the
calculation set forth in section B.5. below.

B. Pro Rata State Allocation of Monetary Penalty

The portion of the Monetary Penalty due to a Signatory Regulator agreeing to
participate in this Agreement will be calculated as follows:

B. 1. Source Data: Direct Premium data will be derived from the Accident and Health
column of the Schedule T page of the 2005 annual statements filed with the NAIC for each of
the Companies (i.e., Mega , Chesapeake, and Mid-West)

B.2. Accident and Health Premiums for each state: The accident and health premiums
from B.1. for each of the three companies will be added together to arrive at total accident and health
premiums for each state. This will be done for each state that is a Signatory Regulator.

B. 3. Grand total for all signatory states: Each state total of accident and health premiums
in B.2.will be added together to arrive at a Grand total for all states. The Grand total for all
states will be used as base premiums upon which all the Signatory Regulators will base their pro

rata per cent.

IN THE MATTER OF THE MARKET CONDUCT EXAMINATION OF THE MEGA LIFE AND HEALTH INSURANCE COMPANY, MID-
WEST NATIONAL LIFE INSURANCE COMPANY OF TENNESSEE, AND THE CHESAPEAKE LIFE INSURANCE COMPANY
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B.4. Pro rata per cent for each signatory state: Each signatory state total of accident and
health premiums will be divided by the Grand total from Paragraph B.3. above to arrive at a pro
rata percent for each state.

B.5. Pro Rata Allocation of Monetary Penalty due each state: To arrive at the Pro Rata
Allocation of Monetary Penalty due each Signatory Regulator state, the pro rata percent derived in

Paragraph B.4. above will be multiplied by the Grand Total for all states derived in B.3 above.

IN THE MATTER OF THE MARKET CONDUCT EXAMINATION OF THE MEGA LIFE AND HEALTH INSURANCE COMPANY, MID-
WEST NATIONAL LIFE INSURANCE COMPANY OF TENNESSEE, AND THE CHESAPEAKE LIFE INSURANCE COMPANY
REGULATORY SETTLEMENT AGREEMENT
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ATTACHMENT C

STANDARDS FOR PERFORMANCE MEASUREMENT

The first column, “Required Action #”, is used for ease of reference to the particular
Required Action Items in the Multi-State Market Conduct Examination of The MEGA Life and
Health Insurance Company, Mid-West National Life Insurance Company of Tennessee, and The
Chesapeake Life Insurance Company.

The second column, entitled “Performance Standard”, sets forth the Performance
Standards developed by the Companies and agreed to by the Monitoring Regulators.

The third column entitled “Tolerance” sets forth Tolerances described in the Regulatory
Settlement Agreement.

Compliance with the standards contained herein constitutes full compliance with the

requirements imposed by the Agreement, as set forth in Section E.2.

IN THE MATTER OF THE MARKET CONDUCT EXAMINATION OF THE MEGA LIFE AND HEALTH INSURANCE COMPANY, MID-
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ATTACHMENT D

Required Reports and Monitoring

1. Reports

The Companies will provide semi-annual reports to the Commissioner of
Washington State. These semi-annual reports will be in the format demonstrated in the
attached table, based directly upon the Standards for Performance Measurement specified
in Attachment C to this Agreement. In the third column of the reports, the Companies will
state whether the standard set forth in the second column is met or not met. In the
fourth column, “Comments”, the Companies will provide the evidence supporting the
conclusion that the standard is met. Where applicable, the Companies will indicate dates
where criteria was met, such as dates training was provided to the agent force or new
materials were implemented, and provide verifying documentation upon request of the
Monitoring Regulators. If the standard is not met, the Companies will set forth in the
fourth column the status of their work toward meeting the standard. This information
will include expected dates for completion of remaining work toward meeting the
standard.

The semi-annual reports will include attachments showing complete, jurisdiction-
specific summary results of all required monitoring. The results may be in the format in
which they are routinely used by the Companies, or another format as desired by the
Companies, so long as the format is understandable and useful to the Monitoring Regulators
in evaluating the results. If a majority of the Monitoring Regulators agree that the format in
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which the monitoring results are presented is not understandable and useful, the Companies
will provide the results in a format which is mutually agreeable to the Companies and the
Monitoring Regulators.
2. Report Due Dates
The first report will be due the later of 90 days after the Effective Date of the
Agreement or August 14, 2008, whichever date is later, and will cover the period of

January 1, 2008 through June 30, 2008. Thereafter, reports will be due as follows:

Period Covered Due Date

July 1, 2008 through December 31, 2008 February 14, 2009

January 1, 2009 through June 30, 2009 August 14, 2009

July 1, 2009 through December 31, 2009 February 14, 2010

3. Report Format
The reports submitted to the Monitoring States on the schedule described in
Section 2 will be in table form and will include the following:
e The Required Action as described and set forth in Attachment C of this
Agreement.
o Each Performance Standard as set forth in Attachment C of this
Agreement.
e The Tolerance Level as set forth in Attachment C of this Agreement.
e The Status of the each Performance Standard as set forth in Attachment C

of this Agreement.
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e Company Comments about the current status of the Performance Standard
as set forth in Attachment C of this Agreement.
* A list of the Evidence to support the Status of the Performance Standard as

set forth in Attachment C of this Agreement.
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ATTACHMENT E

Penalty for Failure to Perform

1. Definition: It is expected that the Companies will be in compliance with

each of the standards in the Standards for Performance Measurement ("SPM™) by the

time of the follow-up examination by the Monitoring Regulators set forth in Section

G.4. of the Agreement. If, at that time, the Monitoring Regulators find that the

Companies have not fully met each of the standards set forth in Attachment C, the

Companies will pay the penalty to the Signatory Regulators as set forth in Section E.2.

of the Agreement as calculated on this Attachment E.

2. Calculation of Penalty: The total possible penalty for failure to perform is

$10,000,000 (Ten Million Dollars). The amount of the total possible penalty that is to be

imposed will be calculated by the Monitoring Regulators based on the following table.

Each section of the SPM has been assigned a weighted percentage of the total possible

penalty that may be imposed for failure to meet the standards of that section. The

weighted percentages are as follows:

Agent Training

25%

Agent Oversight 25%
Claims Handling 8%
Claims Procedures Manual 8%
Identification of Company 2%
Transparent Relationships with Associations 10%
Complaints And Grievances 10%
Cancellation, Non-Renewal And Discontinuance Notices 2%
Compliance Program 4%
Separate Financial Information For PDA & SDA 2%
Accounting Support for Treatment of Agents’ Stock Benefit Match 2%
Providing Requested Copy of Outside Consulting Report 1%
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(a) Failure to meet all of the standards in a section will result in imposition
of the entire weighted percentage of the penalty for that section. For example, failure to
meet all of the standards in the Agent Training section of the SPM will result in imposition
of 25% of the penalty, or $2,500,000 (Two Million, Five-Hundred Thousand Dollars).
The penalty will not be reduced even if some of the standards in the applicable section
of the SPM are met. If all standards in the section are met, none of the penalty assigned
to that section will be imposed. If one or more standards are not met, all of the penalty
assigned to that section will be imposed.

(b) The Monitoring Regulators will add all weighted percentages of penalty
for each section of the SPM, if any, that has not been fully met. This sum will be the
total penalty for failure to perform to be imposed. This sum will be payable to the
Signatory Regulators by the Companies within 30 days after notification that the penalty
for failure to perform is to be imposed.

3. Pro Rata State Allocation of Penalty: The Pro Rata State Allocation of
Penalty for Failure to Perform will be calculated in the same manner as the Pro Rata
State Allocation of Monetary Penalty. That calculation is set forth in Attachment B to the
Agreement. This means that each Signatory Regulator will receive the same percentage

of any imposed Penalty for Failure to Perform that it received of the Monetary Penalty.
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PROPOSED ATTACHMENT F
SAMPLE NOTICE TO BE MAILED TO INSUREDS BY COMPANY

Date

Name
Address

Policy/Certificate Number(s)
Dear Named Insured:

Thank you for choosing The MEGA Life and Health Insurance Company (MEGA) for
your medical insurance needs.

Have you ever had questions about your policy? Questions such as “Am I covered for
doctor visits?”, “Do I have coverage for emergency care?”, “Am I covered for hospital
stays?” or “What is my deductible?”

We have a new service that will help you better understand and get the most out of your
coverage with MEGA. We would like to answer any questions you may have regarding
your coverage or, at your request, explain your current coverage. We can also provide
you with a copy of your policy/certificate at your request.

A special customer service representative is ready to assist you from
8 a.m. to 5 p.m., Monday through Friday at (800) 527-2845.

You may also contact us by sending an email via www.megainsurance.com.

If you believe you have additional coverage needs or if you believe your coverage needs
have changed, we will be happy to explain the variety of coverages MEGA has to offer in
your state. You will not be referred to or contacted by an insurance agent unless you
specifically request to have one contact you.

You are also encouraged to visit our website, www.megainsurance.com, for further
information about MEGA and our products and services.

We appreciate your business and welcome the continued opportunity to assist you with
your medical insurance needs.

Sincerely,
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