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NOTES TO FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

Accounting Practices

PacifiCare of Ohio, Inc. ("the Company") is a wholly owned subsidiary of PacifiCare
Health Plan Administrators, Inc. ("PHPA").  PHPA is wholly owned by PacifiCare Health
Systems, Inc. ("PHS" or the "Parent").  The Company is a federally qualified health
maintenance organization domiciled in the State of Ohio and the Commonwealth of
Kentucky.   

On June 14, 2000, the Company publicly announced it would exit the HMO market in the
State of Ohio and the Commonwealth of Kentucky as of December 31, 2000.  As part of
the exit strategy, the Company signed a transition agreement with Community Insurance
Company, and Anthem Health Plans of Kentucky, Inc. (collectively, "Anthem").  This
agreement allowed Anthem to offer replacement coverage on a guarantee issue basis to
the Company’s individual and employer group members (excluding the Medicare+Choice
and FEHBP membership).  Pursuant to state and federal laws, the Company filed notice
of its intent to discontinue health benefit plans with the Ohio and Kentucky Departments
of Insurance.  The Company also submitted and received approval on a major
modification filing in Ohio which described the transfer of membership to Anthem, and
the discontinuation of the plan operations.  The Company had no membership as of
midnight December 31, 2000.

The Insurance Departments of the State of Ohio and the Commonwealth of Kentucky
("DOI") recognizes only statutory accounting practices prescribed or permitted by the
State of Ohio and Commonwealth of Kentucky for determining and reporting the
financial condition and results of operations of an insurance company, for determining its
solvency.  The National Association of Insurance Commissioners’ ("the NAIC")
Accounting Practices and Procedures manual, version effective January 1, 2001 ("SAP"),
has been adopted as a component of prescribed or permitted practices by the State of
Ohio and Commonwealth of Kentucky. The DOI has adopted the accounting practices as
prescribed by the NAIC.

There is no difference in the Company’s net income and capital and surplus between
NAIC SAP and practices prescribed and permitted by the States of Ohio and Kentucky.

This quarterly statement should be read together with the December 31, 2001 annual
statement, as amended, and notes thereto as well as our December 31, 2001 audited
financial statements and notes thereto.  This quarterly statement reflects all adjustments,
consisting solely of normal recurring adjustments, needed to present fairly the financial
results for the interim periods.  The quarterly results of operations presented for the
interim periods are not necessarily indicative of the results for a full year

2. Accounting Changes and Corrections of Errors

Not applicable.

3. Business Combinations and Goodwill

Not applicable.

4. Discontinued Operations

Not applicable.
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NOTES TO FINANCIAL STATEMENTS

5. Investments

Not applicable.

6. Joint Ventures, Partnerships and Limited Liability Companies

Not applicable.

7. Investment Income

No significant changes between quarter-end and year-end.

8. Derivative Instruments

Not applicable.

9. Income Taxes

Deferred income taxes reflect the net tax effects of temporary differences between the
carrying amounts of assets and liabilities for statutory reporting purposes and the amounts
used for income tax purposes.  The components of net deferred tax asset/(liability) at June
30, 2002 are as follows:

          June 30,
         2002

December 31,
2001

Total deferred tax assets (admitted and $ 49,290 $ 1,547,230
   nonadmitted)
Total deferred tax liabilities (359,342) (718,685)
Net deferred tax assets (liabilities) (310,052) 828,545
Total deferred tax assets nonadmitted in
  accordance with SSAP No 10, Income Taxes                  0 (828,545)
Net deferred tax assets (liabilities) admitted    $ (310,052) $ 0
(Increase) decrease in deferred tax assets
  nonadmitted $    828,545   $ 4,644,114

 The Company and other PHS subsidiaries are included in the consolidated federal
and state income tax returns filed by PHS.  The other entities included in the consolidated
returns are those listed in Schedule Y Part 1, except for PacifiCare International Limited,
Health Maintenance Life (Guam), PacifiCare Asia Pacific Insurance Brokers, Inc., and
PacifiCare Health Insurance Company of Micronesia, Inc.  Income taxes are allocated to
the Company in accordance with an intercompany tax allocation agreement.  The
agreement allocates federal income taxes in an amount generally equivalent to the amount
that would be expensed by the Company if it filed a separate federal tax return.    

 Significant components of the current income tax expense and the change in
deferred tax assets and liabilities are as follows:

         June 30, December 31,
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NOTES TO FINANCIAL STATEMENTS
         June 30,

         2002
December 31,

2001
Current income tax expense (benefit) $ 0 $ 0

Increase (decrease) in deferred tax assets   
  (admitted and nonadmitted)

$ (1,497,940) $   (3,925,430)

(Increase) decrease in deferred tax liabilities 359,343     (718,685)
Net increase (decrease) in deferred tax      
  Assets (admitted and nonadmitted)/Net   
 (increase) decrease in deferred tax liabilities

$ (1,138,597) $ (4,644,115)

10. Information Concerning Parent, Subsidiaries and Affiliates

Dividends

The Company applied for a $6,000,000 extraordinary dividend on April 2, 2002.  The ODI
did not disapprove the dividend during the following thirty-day period; thus the dividend was
deemed approved and paid on May 9, 2002.

11. Debt

Not applicable.

12. Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated
Absences and Other Postretirement Benefit Plans

Not applicable.

13. Capital and Surplus, Shareholders’ Dividend Restrictions and Quasi-Reorganizations

No significant changes between quarter-end and year-end.

14. Contingencies

Office of Personnel Management   

The Company has a commercial contract with the United States Office of Personnel
Management ("OPM") to provide managed health care services to federal employees,
annuitants and their dependents under the Federal Employee Health Benefits Program
(FEHBP). Rather than negotiating rates with the Company, OPM requires the Company to
provide the FEHBP with rates comparable to the rates charged to the two employer groups
with enrollment closest in size to the FEHBP in the applicable community after making
required adjustments. OPM further requires that the Company certify each year that its rates
meet these requirements.   

Periodically, OPM’s Office of Inspector General ("OIG") audits the Company to verify that
the premiums charged are calculated and charged in compliance with these regulations and
guidelines. OPM has the right to audit the premiums charged during any period for up to six
years following that period. The final resolution and settlement of audits have historically
taken more than three years and as many as seven years.
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NOTES TO FINANCIAL STATEMENTS
During the audit process, OPM may refer its findings to the United States Department of
Justice ("DOJ") if it believes that the Company knowingly overcharged the government or
otherwise submitted false documentation or certifications in violation of the False Claims
Act. Under the False Claims Act, an action can be considered knowingly committed if the
government contractor acted with actual knowledge, or with reckless disregard or deliberate
ignorance of the government’s rules and regulations. If the government were to win a False
Claims Act lawsuit against the Company, the government could obtain the amounts
overcharged and a trebling of these damages, plus interest and substantial civil penalties. The
government could also permanently disqualify the Company from participating in all federal
government programs.

In late 1997, the Company established a formal compliance program to specifically address
potential issues that may arise from the FEHBP rating process, to work with OPM to
understand its interpretation of the rules and guidelines prior to completion of the rating
process, to standardize the FEHBP rating process, and to help reduce the likelihood that
future government audits will result in any significant findings. Based on the results of the
audits that have been conducted since the compliance program was implemented, the
Company believes that this program has been effective.

The Company acquired OPM contracts held by FHP International Corporation ("FHP") as a
result of its acquisition of FHP in 1997.  FHP’s HMO subsidiary, TakeCare of Ohio
("TakeCare"), was audited by the OIG.  The OIG issued a final audit report in January 1998,
alleging that TakeCare overcharged the government for contract years 1991 through 1995.   
The Company responded to this final audit in April 1998, objecting nearly all of the auditors’
claims.  OIG’s allegations were referred to the DOJ for review of potential claims under the
False Claims Act. In addition, a private individual filed a complaint under the False Claims
Act in 1998 that remained under seal. On April 12, 2002, the Company resolved issues raised
in OIG’s final audit report, as well as the False Claims investigations of the DOJ and the
private lawsuit under the False Claims Act.   

The global settlement with the DOJ requires PHPA to pay $88 million including interest, of
which approximately $7,533,000 relates to the Company and was paid in May 2002.  As part
of the settlement, the Company received from OPM approximately $4,181,000 in premiums
that were withheld pending resolution of these audits. The net settlement impact was a
favorable charge of approximately $222,000 in the statement of revenues and expenses for
the year ended December 31, 2001. The Company received a guarantee from PHPA on
December 31, 2001, under which PHPA indemnified the Company for the estimated OPM
liability for the contract years subsequent to 1995, which were not included in the settlement.   
Accordingly, the estimated OPM liability for 1996 through 2000 had no impact on the
Company’s 2001 net income.  The Company did not admit to any wrongdoing as part of the
settlement.  The settlement preserves the Company’s right to seek recovery from OPM of
premium underpayments, if any, for understatements of membership census during the
contract years covered by the settlement.   
   

15. Leases

Not applicable.

16. Information About Financial Instruments With Off-Balance Sheet Risk And Financial
Instruments With Concentrations of Credit Risk

Not applicable.

17. Sale, Transfer and Servicing of Financial Assets and Extinguishment of Liabilities

 



1 0 . 4

PacifiCare of Ohio, Inc.Statement as of June 30, 2002 of the
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

NOTES TO FINANCIAL STATEMENTS
Not applicable.

18. Gain or Loss to the Reporting Entity from Unisured A&H Plans and the Uninsured
Portion of Partially Insured Plans

Not applicable.

19. Direct Premium Written/Produced by Managing General Agents/Third Party
Administrators

Not applicable.

20. Other Items

No significant changes between quarter-end and year-end.

21. Events Subsequent

The Company filed a Material Modification with the ODI on May 7, 2002 requesting to
transfer all known liabilities and related assets to PHPA.  On July 5, 2002, the Ohio
Department of Insurance approved the transfer of all known liabilities and related assets to
PHPA.  The transfer occurred on July 29, 2002 in the amount of $1,367,216.    

22. Reinsurance

No significant changes between quarter-end and year-end.

23. Retrospectively Rated Contracts

Not applicable.
   

24. Salvage and Subrogation

Not applicable.

25. Change in Incurred Claims and Claims Adjustment Expenses

No significant changes between quarter-end and year-end.

26. Organization and Operation

No significant changes between quarter-end and year-end.

27. Minimum Net Worth

No significant changes between quarter-end and year-end.
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GENERAL INTERROGATORIES
(Responses to these interrogatories should be based on changes that have occurred since prior year end unless otherwise noted)

PART 1 - COMMON INTERROGATORIES

GENERAL
1.1 Did the reporting entity implement any significant accounting policy changes which would require disclosure in the

Notes to the Financial Statements? Yes [ ] No [ X ]

1.2 If yes, explain:
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

2.1 Did the reporting entity experience any material transactions requiring the filing of Disclosure of Material Transactions

with the State of Domicilie, as required by the Model Act? Yes [ ] No [ X ]

2.2 If yes, has the report been filed with the domiciliary state? Yes [ ] No [ X ]

3.1 Has any change been made during the year of this statement in the charter, by-laws, articles of incorporation, or deed of settlement

of the reporting entity? Yes [ ] No [ X ]

3.2 If yes, date of change:

If not previously filed, furnish herewith a certified copy of the instrument as amended.

4. Have there been any substantial changes in the organizational chart since the prior quarter end? Yes [ ] No [ X ]

If yes, attach an organizational chart.

5.1 Has the reporting entity been a party to a merger or consolidation during the period covered by this statement? Yes [ ] No [ X ]

5.2 If yes, provide the name of entity, NAIC Company Code, and state of domicile (use two letter state abbreviation)

for any entity that has ceased to exist as a result of the merger or consolidation.

1 2 3
Name of Entity NAIC Company Code State of Domicile

6. If the reporting entity is subject to a management agreement, including third-party administrator(s), managing general agent(s),

attorney-in-fact, or similar agreement, have there been any significant changes regarding the terms of the agreement or

principals involved? Yes [ ] No [ X ] N/A [ ]

If yes, attach an explanation.

7.1 State as of what date the latest financial examination of the reporting entity was made or is being made. 09/30/2000

7.2 State the as of date that the latest financial examination report became available from either the state of domicile or the reporting entity.

This date should be the date of the examined balance sheet and not the date the report was completed or released. 06/30/1997

7.3 State as of what date the latest financial examination report became available to other states or the public from either the state of

domicile or the reporting entity. This is the release date or completion date of the examination report and not the date of the examination

(balance sheet date). 09/30/1997

7.4 By what department or departments? Ohio Department of Insurance
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

8.1 Has this reporting entity had any Certificates of Authority, licenses or registrations (including corporate registration, if applicable)

suspended or revoked by any governmental entity during the reporting period? (You need not report an action, either formal or informal,

if a confidentiality clause is part of the agreement.) Yes [ ] No [ X ]

8.2 If yes, give full information
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^
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GENERAL INTERROGATORIES (Continued)
(Responses to these interrogatories should be based on changes that have occurred since prior year end unless otherwise noted)

INVESTMENT
9.1 Has there been any change in the reporting entity's own preferred or common stock? Yes [ ] No [ X ]

9.2 If yes, explain
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

10.1 Were any of the stocks, bonds, or other assets of the reporting entity loaned, placed under option agreement, or otherwise made
available for use by another person? (Exclude securities under securities lending agreements.) Yes [ ] No [ X ]

10.2 If yes, give full and complete information relating thereto:
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

11. Amount of real estate and mortgages held in other invested assets in Schedule BA: $

12. Amount of real estate and mortgages held in short-term investments: $

13.1 Does the reporting entity have any investments in parent, subsidiaries and affiliates? Yes [ ] No [ X ]

13.2 If yes, please complete the following:

1 2
Prior Year-End Current Quarter
Statement Value Statement Value

13.21 Bonds $ $
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

13.22 Preferred Stock $ $
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

13.23 Common Stock $ $
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

13.24 Short-Term Investments $ $
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

13.25 Mortgages, Loans or Real Estate $ $
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

13.26 All Other $ $
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

13.27 Total Investment in Parent, Subsidiaries and
Affiliates (Subtotal Lines 13.21 to 13.26) $ $

^ ^ ^ ^ ^ ^ ^

13.28 Total Investment in Parent included in
Lines 13.21 to 13.26 above $ $

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

13.29 Receivable from Parent not included in
Lines 13.21 to 13.26 above $ $

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

14.1 Does the reporting entity have any hedging transactions reported on Schedule DB? Yes [ ] No [ X ]

14.2 If yes, has a comprehensive description of the hedging program been made available to the domiciliary state? Yes [ ] No [ X ]

If no, attach a description with this statement.

15. Excluding items in Schedule E, real estate, mortgage loans and investments held physically in the reporting entity's offices,
vaults or safety deposit boxes, were all stocks, bonds and other securities, owned throughout the current year held pursuant
to a custodial agreement with a qualified bank or trust company in accordance with Part 1-General, Section IV. H-Custodial or
Safekeeping Agreements of the NAIC Financial Condition Examiners Handbook? Yes [ X ] No [ ]

15.1 For all agreements that comply with the requirements of the NAIC Financial Condition Examiners Handbook, complete the following:

1 2
Name of Custodian(s) Custodian Address

Bank of New York BNY Western Trust Company
700 S. Flower Street, Suite 200
Los Angeles, CA 90017-4104

15.2 For all agreements that do not comply with the requirements of the NAIC Financial Condition Examiners Handbook,
provide the name, location and a complete explanation:

1 2 3
Name(s) Location(s) Complete Explanation(s)

15.3 Have there been any changes, including name changes, in the custodian(s) identified in 15.1 during the current year? Yes [ ] No [ X ]

15.4 If yes, give full and complete information relating thereto:

1 2 3 4
Old Custodian New Custodian Date of Change Reason

15.5 Identify all investment advisors, brokers/dealers or individuals acting on behalf of broker/dealers that have access
to the investment accounts, handle securities and have authority to make investments on behalf of the reporting entity:

1 2 3
Central Registration Depository Name(s) Address

30344 Morgan Stanley Investment Management One Tower Bridge
Miller Anderson & Sherrerd, LLP West Conshohocken, PA19428

N/A Joyce M. Zacks, Director of Treasury 3120 W. Lake Center Drive, M/S LC01-247
Santa Ana, CA 92704
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SCHEDULE A - VERIFICATION

1 2 3 4

First Quarter Second Quarter Third Quarter Prior Year Ended

Current Year Current Year Current Year December 31

1. Book/adjusted carrying value, beginning of period
^^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

2. Increase (decrease) by adjustment
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

3. Cost of acquired
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

4. Cost of additions to and permanent improvements
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

5. Total profit (loss) on sales
^^^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

6. Increase (decrease) by foreign exchange adjustment:
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

7. Amount received on sales
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

8. Book/adjusted carrying value at end of current period
^^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

9. Total valuation allowance
^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^

10. Subtotal (Lines 8 plus 9)
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