
 
 

 
 

MD MEDICARE CHOICE, INC. RECEIVERSHIP 
INSOLVENCY REPORT 

 
     June 25, 2015 
 
 
Fred Staubitz 
Accounting Manager 
Florida Department of Financial Services 
Division of Rehabilitation and Liquidation 
P.O. Box 110 
Tallahassee, Florida 32302-0110 
 
Receivership Information/Reference:  
Name of Receivership   MD Medicare Choice, Inc.  
Receivership Number   519 
Date of Administrative Supervision August 27, 2008 
Date of Liquidation   September 30, 2008  
Guaranty Association   None  
  
Scope:  
 
As provided in the Provider Contract between the "Receiver of MD Medicare Choice, Inc.", (the 
Receiver being the Florida Department of Financial Services, Division of Rehabilitation and 
Liquidation), hereinafter referred to as "RECEIVER", and Berkowitz Pollack Brant Advisors and 
Accountants (formerly known as Berkowitz Dick Pollack & Brant Certified Public Accountants 
and Consultants, LLP), hereinafter referred to as "PROVIDER" effective October 15, 2009, under 
Section 5, SCOPE OF WORK, states in part: 
 
1) Prepare an insolvency summary report ("Insolvency Report"), pursuant to the requirements of 

631.398(3), Florida Statutes, relating to the history and causes of insolvency, including a 
statement of the business practices of MD Medicare Choice, Inc., which led to its insolvency. 
 

2) For the Receivership of MD Medicare Choice, Inc., PROVIDER will review MD Medicare 
Choice, Inc.'s records in the RECEIVER's possession for information relating to the cause(s) 
of MD Medicare Choice, Inc.'s insolvency and prepare and submit an approved, written 
summary report on those causes. 
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The authority under which the insolvency report is written is Section 631.398, Florida Statutes 
which states as follows: 
   
	
The	2009	Florida	Statutes	

 
 
 

  

Title XXXVII  
 

INSURANCE 

Chapter 631 
 

INSURER INSOLVENCY; GUARANTY OF PAYMENT 

 

 

 

631.398  Prevention of insolvencies.--To aid in the detection and prevention of insurer 
insolvencies or impairments:  

(1)  Any member insurer; agent, employee, or member of the board of directors; or 
representative of any insurance guaranty association may make reports and recommendations to 
the department or office upon any matter germane to the solvency, liquidation, rehabilitation, or 
conservation of any member insurer or germane to the solvency of any company seeking to do an 
insurance business in this state. Such reports and recommendations are confidential and exempt 
from the provisions of s. 119.07(1) until the termination of a delinquency proceeding.  

(2)  The office shall:  

(a)  Report to the board of directors of the appropriate insurance guaranty association when it has 
reasonable cause to believe from any examination, whether completed or in process, of any 
member insurer that such insurer may be an impaired or insolvent insurer.  

(b)  Seek the advice and recommendations of the board of directors of the appropriate insurance 
guaranty association concerning any matter affecting the duties and responsibilities of the office in 
relation to the financial condition of member companies and companies seeking admission to 
transact insurance business in this state.  

(3)  The department shall, no later than the conclusion of any domestic insurer insolvency 
proceeding, prepare a summary report containing such information as is in its possession relating 
to the history and causes of such insolvency, including a statement of the business practices of 
such insurer which led to such insolvency.  

History.--ss. 28, 39, ch. 83-38; ss. 187, 188, ch. 91-108; s. 4, ch. 91-429; ss. 2, 6, ch. 93-118; s. 385, ch. 96-406; 
s. 1351, ch. 2003-261.  
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The	 locations	 and	 dates	 of	 our	 review	 of	 files	 in	 the	 RECEIVER's	
possession	were	as	follows:	
	

 March 12-13, 2009: Review of Receiver's files at Receiver’s offices and the Sessions 
Road warehouse by Martin Prinsloo, CPA and David Siegel, CPA. 

 August 12-14, 2009: Review of Receiver's files at the Sessions Road warehouse by 
Martin Prinsloo, CPA and David Siegel, CPA. 
 

Business:	Historical	information	related	to	the	company	is	as	follows:	
	
1. Date and Location of Incorporation: Originally incorporated in the State of Florida on 

February 11, 2005 as PartnerCare Health Plan Inc. On September 30, 2007 the Company 
changed its name to MD Medicare Choice, Inc. (“MDMC”)1  
 

2. Date Company began doing business in Florida: During 2005 the Company applied for and 
was issued a Certificate of Authority by the Florida Office of Insurance Regulation to operate 
as a health maintenance organization in the State of Florida commencing January 1, 2006. On 
September 20, 2007, the shareholders of the Company sold a controlling share of the 
Company’s capital stock to Caribe Equity Group, Inc., a company incorporated in the 
Commonwealth of Puerto Rico. Simultaneously with the closing of the stock purchase 
agreement governing the purchase and sale of the Company stock, the Board of Directors 
approved the Amended and Restated Articles of Incorporation.2 
 

3. Lines of business: The Company offered various plans to residents of the State of Florida, 
who were eligible for Medicare parts A and B, benefits under “Medicare Advantage”, pursuant 
to a contract signed with the United States Centers for Medicare and Medicaid Services (CMS), 
to operate as a Medicare Advantage Organization pursuant to Title 18, Sections 1851-1859 of 
Social Security Act and federal regulations at 42 CFR 422.501.3  
 

4. Certificates of Authority: The Company was granted a Certificate of Authority by the Florida 
Office of Insurance Regulation (“OIR”) to operate as a health maintenance organization in the 
State of Florida commencing January 1, 2006.4 

 
5. Geographic Areas: The Company's geographic area of insurance coverage was Florida. 

                                                 
1. Per Independent Auditors’ Report, Note 1. a) issued by Hevia, Beagles & Company, P.A. on May 26, 2008. 
2. Ibid. 
3. Ibid. 
4. Per note 20 C. to the Annual Statement for the Year 2007 of MD Medicare Choice, Inc. 
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6. Operating Results: According to the 2007 Annual Statement and Audit Report which includes 

2006, and the June 30, 2008 quarterly financial statements of the company: 
a) Net Premium Income was $95,691,066 for the six months ended 6/30/2008, $31,948,842 

in 2007 and $4,052,285 in 2006. 
b) Net Underwriting Losses were ($9,749,457) for the six months ended 6/30/2008, 

($9,053,558) in 2007 and ($6,028,267) in 2006. 
c) Net Income (Loss) was ($9,577,073) for the six months ended 6/30/2008, ($8,967,881) for 

2007 and ($5,948,548) for 2006. 
 

7. Ownership: 
a) The Company's audited financial statements for the years ended December 31, 2007 and 

2006 disclosed that Caribe Equity Group, Inc. owned a controlling interest of the 
Company’s capital stock. 

b) The December 31, 2007 Annual Statement for the Company listed the following officers 
and directors: 

 Antonio Marrero, Chief Executive Officer 

 Carlos H. Lugo, President 

 Jose J. Esparra, Chief Financial Officer 

 Abnel Crespo, Senior Executive Vice President Sales & Marketing 
 

8. Affiliates  

 Caribe Equity Group, Inc., parent company of MD Medicare Choice, Inc. 

Management:	People	involved	with	the	ownership	and	management	of	
the	Company	were	as	follows:	
 

Name: Antonio Marrero 
Job Title: Chairman and Chief Executive Officer 
Dates of Employment: Unknown 
 
Name: Carlos H. Lugo 
Job Title: President 
Dates of Employment: Unknown  
 
Name: Jose J. Esparra 
Job Title: Chief Financial Officer 
Dates of Employment: Unknown 
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Name: Abnel Crespo 
Job Title: Senior Executive Vice President 
Dates of Employment: Unknown  
 
Name: Raul Villalabos 
Job Title: Senior Executive Vice President – Medical Affairs 
Dates of Employment: Unknown  
 
Name: Carlos LaCasa 
Job Title: Corporate Vice President of Legal, Contracting/Compliance 
Dates of Employment: Unknown 
 
 

Background/Events	of	Impact:	
		
MDMC was a health maintenance organization that obtained its Florida license in February 2005 
and began operations in January 2006. Headquartered in Tampa, Florida, the Medicare only HMO 
provided health care coverage to approximately 16,000 Medicare beneficiaries in 23 counties. 
Medicare premiums and contracts are administered through a federal agency, the Centers for 
Medicare and Medicaid Services (“CMS”).  
 
MDMC failed to generate any profits during the operating years of 2006, 2007 and 2008. MDMC 
reported negative surplus of $(7,677,867) as of June 30, 2008 in its Quarterly Statement filed with 
the OIR. MDMC subsequently received a capital infusion of approximately $2.5 million but this 
was insufficient to cure its insolvency. On August 27, 2008 the OIR and MDMC entered into a 
Consent Order for Administrative Supervision and Contingent Order of Liquidation requiring, 
among other things, that MDMC would provide evidence of capital infusions and supporting 
documentation of assets by specific dates and times. MDMC failed to meet the deadlines and 
provide additional documentation as specified by the Consent Order for Administrative 
Supervision and Contingent Order of Liquidation. MDMC was ordered into liquidation effective 
September 30, 2008 at 11:59 P.M. in the Circuit Court of the Second Judicial Circuit in and for 
Leon County, Florida. 	
 
	
Underwriting	Results:		
	
According to the MDMC Financial Statements, there were Net Underwriting Losses of 
($6,028,267) for 2006, ($9,053,558) for 2007 and ($9,749,457) for the six months ended June 30, 
2008.  
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Financial	Highlights:  
 
The following financial information is per the 2007 Audit Report, which includes 2006, and the 
June 30, 2008 quarterly financial statements of the company: 
 

Description 
Year Ended 
12/31/2006 

Year Ended 
12/31/2007 

6 Mos. Ended 
6/30/2008 

     
Total Admitted Assets   $      1,230,276   $       7,223,669   $       32,216,763 

     
Total Liabilities           1,730,159            9,869,891            39,894,630 

     

Surplus Deficit   $       (499,883)  $    (2,646,222)  $      (7,677,867)

     
Net Premium Income   $      4,052,285   $     31,948,842   $    95,691,066 

     

Total Hospital and Medical Costs 
  

(5,152,269)
  

(24,310,530)         (81,434,830)

     
Other Underwriting Expense             (991,839)  

    
General and Administrative 
Expenses 

  
(3,936,444)

  
(16,691,870)         (24,005,693)

     
Net Investment Income                 79,719                  85,677                 172,384 

     

Net Loss   $   (5,948,548)  $    (8,967,881)  $      (9,577,073)

 
 
Causes	of	Insolvency:	
	
MDMC experienced explosive premium growth during 2007 and 2008 when premiums grew from 
approximately $4 million in 2006 to over $95 million in the first six months of 2008.  Despite this 
growth MDMC failed to achieve any profits. Total hospital medical and underwriting costs and 
expenses grew from approximately $6 million in 2006 to $24 million in 2007 and $81 million in 
the 6 months ended June 30, 2008. As a percentage of premium income, the hospital and medical 
costs increased from 76% in 2007 to 85% in the six months ended June 30, 2008. General and 
administrative (“G&A”) expenses were also too high to achieve profitability. G&A expenses 
declined as a percentage of net premium income from 97% in 2006 to 25% in 2008. In actual 
dollars, however, G&A expenses increased every year from approximately $4 million in 2006 to 
$16.6 million in 2007 and to $24 million in 2008 for just six months.  
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A significant part of G&A expenses was executive compensation that totaled over $4.8 million in 
2008 for 7 executives. Executive compensation included housing allowances plus apartment lease 
payments, car allowances plus lease payments for luxury automobiles, salaries, bonuses and other 
perquisites. On July 2, 2008, MDMC submitted employment agreements to the OIR that indicated 
MDMC would pay $7,517,568 in salaries and bonuses to the top seven officers of the company 
during 2008.5   

 

The Receiver conducted an investigation of the financial affairs of MDMC in accordance with 
Florida Statute Section 631.391. The Receiver’s investigation found that seven executives were 
paid approximately $2.8 million over and above their contracted compensation amounts per their 
employment agreements with MDMC. Furthermore the Receiver’s investigation uncovered 
millions of dollars in payments to companies owned by or affiliated with several officers of 
MDMC. It is unclear if MDMC received full value for these payments. Approximately $452,000 
in payments by MDMC to or on behalf of Caribe Equity Group were also identified by the 
Receiver. No related party transactions were disclosed in the financial statements of the Company 
for any period. 
 
Furthermore, MDMC recorded accrued income and receivables purportedly due from CMS that 
totaled approximately $21 million as of July 31, 2008. This money was never received because 
MDMC failed to provide documentation to CMS required to support the amounts recorded. Net 
cash provided from or (used in) operations was $(5,084,140) in 2006, $(7,238,214) in 2007 and 
$3,618,591 for the six months ended June 30, 2008.  
 
The Company’s auditors included a paragraph in their audit report for the years ended December 
31, 2006 and 2007 stating that there was substantial doubt about the Company’s ability to continue 
as a going concern.  In a report dated May 26, 2008 the auditors of MDMC reported significant 
deficiencies in management’s internal control over the recording and processing of member 
enrollment and premiums, claims and information systems; the auditors also reported a material 
weakness over financial reporting. 
 
On September 24, 2008, Florida Bank, where MDMC had an operating account, requested 
approval to extend a line of credit for approximately $12.5 million secured by revenues of MDMC. 
The line of credit was needed to cure an overdraft of approximately $10 million. The overdraft 
was created due to an investment sweep account for approximately $27.6 million that was frozen 
by the Securities Exchange Commission (“SEC”).  The SEC action prevented MDMC from paying 
its bills in the normal course of business.6 	
	
Summary	and	Conclusion:		
	
MDMC was found to be insolvent and that management and the owners of MDMC failed to cure 
the insolvency. MDMC was ordered into liquidation effective September 30, 2008 at 11:59 P.M. 
in the Circuit Court of the Second Judicial Circuit in and for Leon County, Florida. 	
                                                 
5 Per September 24th, 2008 Affidavit of Toma L. Wilkerson. 
6 Ibid. 
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The OIR determined that grounds existed for issuing an Order for entry into receivership under 
Sections 631.051(1) and 631.051(3) of the Florida Statutes and that MDMC was in unsound 
financial condition. Specifically, the OIR found that: 
 

 MDMC was insolvent as of the quarter ended June 30, 2008. The total liabilities of MDMC 
were $39,894,630 which exceeded the total assets of $32,216,763 resulting in negative 
capital and surplus of $(7,677,867) rendering MDMC insolvent at June 30, 2008. 

 MDMC violated lawful orders issued by OIR by entering into affiliate agreements without 
prior approval from the OIR and failing to maintain accurate internal control procedures in 
addition to failing to meet the capital and surplus requirements specified in the consent 
order. 

 MDMC failed to meet the conditions set forth in the Consent Order for Administration 
Supervision and Contingent Order of Liquidation. 

 MDMC did not have access to an investment account in the amount of approximately $27.6 
million and, as such, it could not cover its debts in the normal course of business.7  

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                 
7 Ibid. 
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Independent Auditors’ Report 
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Auditors’ Internal Control Letter 
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