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The aggregate market value of the Registrant’s voting common stock (the “Common Stock”) held by non-affiliates of the
registrant was approximately $40,487,499 (computed by reference to the last reported sale price of the registrant's
Common Stock on the American Stock Exchange on June 30, 2004, based on the assumption that directors and
officers and more than 10% stockholders are affiliates).

There were 48,028,821 shares of the registrant’s Common Stock, par value $.001 per share, outstanding on February
28, 2005.
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GENERAL

Unless otherwise indicated or the context otherwise requires, all references in this Form 10-K to the “Company” or
“Metropolitan” refers to Metropolitan Health Networks, Inc. and our consolidated subsidiaries. We disclaim any intent
or obligation to update “forward looking statements”.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Sections of this Annual Report contain statements that are forward-looking statements within the meaning of Section

27A of the Securities Act of 1933, as amended (the “Securities Act”) and Section 21E of the Securities Exchange Act of
1934, as amended (the “Exchange Act”), and we intend that such forward-looking statements be subject to the safe
harbors created thereby. Statements in this Annual Report containing the words “estimate,” “project,” “anticipate,” “expect,
“intend,” “believe,” “will,” “could,” “should,” “may,” and similar expressions may be deemed to create forward-loc
statements. Accordingly, such statements, including without limitation, those relating to our future business,
prospects, revenues, working capital, liquidity, capital needs, interest costs and income, wherever they may appear in

this document or in other statements attributable to us, involve estimates, assumptions and uncertainties which could

cause actual results to differ materially from those expressed in the forward-looking statements. Specifically, this

Annual Report contains forward-looking statements, including the following:

29 ¢ 99 ¢

* our ability to renew our managed care agreements and negotiate terms which
are favorable to us and affiliated physicians;

* our ability to respond to future changes in Medicare reimbursement levels and
reimbursement rates from other third parties;

* our ability to enhance the services we provide to our members;
* our ability to strengthen our medical management capabilities;
* our ability to improve our physician networks;

* our ability to establish new business relationships and expand into new
geographic markets;

* our ability to make capital expenditures and respond to capital needs; and

* our ability to fund and develop the necessary capabilities to successfully launch
our HMO.

The forward-looking statements reflect our current view about future events and are subject to risks, uncertainties and
assumptions. We wish to caution readers that certain important factors may have affected and could in the future
affect our actual results and could cause actual results to differ significantly from those expressed in any
forward-looking statement. The following important factors, in addition to factors we discuss elsewhere in this Annual
Report, including the section entitled “Risk Factors,” could prevent us from achieving our goals, and cause the
assumptions underlying the forward-looking statements and the actual results to differ materially from those expressed
in or implied by those forward-looking statements:

-
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* pricing pressures exerted on us by managed care organizations and the level of
payments we receive under governmental programs or from other payers;

* future legislation and changes in governmental regulations;
* increased operating costs;

* the impact of Medicare Risk Adjustments on payments we receive for our
managed care operations;

* loss of significant contracts;

* general economic and business conditions;

* increased competition;

* the relative health of our patients;

* the ability to obtain sufficient quantities of flu vaccine for our membership;

* changes in estimates and judgments associated with our critical accounting
policies;

* federal and state investigations;

* our ability to successfully recruit and retain key management personnel and
qualified medical professionals; and

* impairment charges that could be required in future periods.
RISK FACTORS
Failure to manage our growth effectively could harm our business and results of operation.

We have experienced growth in our business during the last three years. Continued growth may impair our ability to
provide our services efficiently and to manage our employees adequately. Our strategy is to focus on growth within
geographic parameters, identifying regions throughout Florida. Future results of operations could be materially
adversely affected if we are unable to manage our growth effectively.

Our quarterly results will likely fluctuate, which could cause the value of our Common Stock to decline.

We are subject to quarterly variations in our medical expenses due to fluctuations in patient utilization. We have

significant fixed operating costs and, as a result, are highly dependent on patient utilization to sustain profitability.

Our results of operations for any quarter are not necessarily indicative of results of operations for any future period or

full year. We experience a greater use of medical services in the winter months. As a result, our results of operations

may fluctuate significantly from period to period, which could cause the value of our Common Stock to decline. For

example, in recent times, Metropolitan has been unable to secure a sufficient supply of flu vaccine for its members

due to the announced national shortfall in flu vaccine supply. While the anticipated additional cost of the vaccine is

not expected to be material, influenza and related seasonal illnesses could have a material impact on Metropolitan’s
results of operations.



Edgar Filing: METROPOLITAN HEALTH NETWORKS INC - Form 10-K




Edgar Filing: METROPOLITAN HEALTH NETWORKS INC - Form 10-K

The loss of certain agreements and the capitated nature of our revenues could materially affect our operations.

The majority of our revenues come from agreements with one managed care organization that provides for the receipt
of capitated fees. The principal organization that we contract with is Humana. We have one-year automatically
renewable agreements with Humana to provide healthcare services to Humana members in certain markets. For the
twelve months ended December 31, 2004, approximately 99% of our revenue was obtained from these agreements.
The Humana agreements may be terminated in the event we participate in activities Humana reasonably believes may
adversely affect the health or welfare of any member or other material breach, or upon 180-day notice of non-renewal
by either party. Failure to maintain these agreements, or successfully develop additional sources of revenue could
adversely affect our financial condition. A continuing decline in enrollees in Medicare Advantage could also have a
material adverse effect on our profitability.

Under the Humana agreements we, through our affiliated providers, are generally responsible for the provision of all
covered hospital benefits, as well as outpatient benefits, regardless of whether the affiliated providers directly provide
the healthcare services associated with the covered benefits. To the extent that enrollees require more care than is
anticipated, aggregate capitation rates may be insufficient to cover the costs associated with the treatment of enrollees.
Additionally, certain other factors beyond our control such as pricing pressures, changes in government regulations or
mandated benefits, changes in health care practices, inflation, new technologies and costly treatments, catastrophes,
epidemics or terrorist attacks, and other factors affecting the delivery and cost of health care may increase the cost of
providing the required medical services and may adversely affect our operating results.

In general, if revenue is insufficient to cover costs, our operating results would be adversely affected. As a result, our
success will depend in large part on the effective management of health care costs. If we cannot continue to improve
our controls and procedures for managing costs, our business, results of operations, and financial condition may be
adversely affected.

Reimbursement for Our Managed Care Operations will be affected by the Medicare Risk Adjustment.

The Balanced Budget Act of 1997 directed the Health Care Financing Administration (now the Centers for Medicare
and Medicaid Services) to replace the then existing system of risk adjustment, which previously relied solely on
demographic factors, with one that took enrollees’ health status into account (the “Medicare Risk Adjustment” or “MRA”).
The demographic-only portion of the payment was adjusted for age, gender, Medicaid eligibility, institutional status
and working aged status. The revised MRA portion of the payment, however, includes these same categories but adds
health status as a new criteria. Such health status is measured by the previous medical costs for inpatient hospital stays
incurred by the individual. These are then used to determine each individual’s expected future medical risk and,
therefore, how much the health plan in which they are enrolled should be paid. To ensure that health plans had time to
adjust to the new payment method, the Centers for Medicare and Medicaid Services (“CMS”) built a five-year transition
period into the MRA methodology it adopted. The initial data used to facilitate the transition to MRA was based
solely upon inpatient hospital encounter data. For 2000 and 2001, under the Balanced Budget Refinement Act of 1999
(“BBRA”) the transition to risk adjustment was based upon a blend percentage consisting of 10% risk adjustment
payment and 90% on the adjustment for demographic factors. For 2002, the blend percentage was adjusted to 20%
risk adjustment payment and 80% on the adjustment for demographic factors. The law required that the ambulatory
data be incorporated beginning January 1, 2004, at which time the blend percentage consisted of 30% risk adjustment
payment and 70% on the adjustment for demographic factors. In 2005, the blend percentage will consist of 50% risk
adjustment payment and 50% on the adjustment for demographic factors. In 2006, the blend percentage will consist of
75% risk adjustment payment and 25% on the adjustment for demographic factors. In 2007, the blend percentage will
consist of 100% risk adjustment payment and 0% on the adjustment for demographic factors. While the impact of the
MRA methodology in fiscal year 2004 was favorable on our operating results, at this time it cannot be determined if
the impact will be favorable or unfavorable in future years.

4-
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We depend on third parties to provide us with crucial data.

Our Provider Services Network (“PSN”) operations are dependent on the management information systems of Humana.
Humana provides us with certain financial and other information, including reports and calculations of costs of
services provided and payments to be received by us. Because Humana generates certain of the information on which
we depend, we have less control over the manner in which that information is generated than we would if we
generated the information internally. In addition, information systems such as these may be vulnerable to failure, acts
of sabotage such as "hacking," and obsolescence. Our business and results of operations could be materially and
adversely affected by our lack of control over the information generated by Humana, a loss of information by Humana
or loss of use of this development system owned by Humana.

With respect to our HMO segment, we expect that we will initially rely on a third party to provide claims processing,
billing and customer services. Because these matters will be outsourced as opposed to handled internally, we will have
less control over the manner in which these matters are handled and the data that is ultimately provided to us than we
would have if we handled those matters internally. Additionally, any loss of information by the third party hired to
provide these services could have a material adverse effect on our business and the results of our operations.

Potential claims against Metropolitan and the high cost of insurance could adversely affect our business, results of
operation and financial condition.

We rely on insurance to protect us from many business risks. As insurance policies expire, we may be offered renewal
policies offering narrower coverage, more exclusions and higher premiums. For example, our business involves some
exposure to medical malpractice claims due to claims against physicians practicing in our PSN for services rendered
by those physicians to patients. As a result of national trends evidencing a risk of substantial damage awards in
medical malpractice cases and the significant loss of professional insurance underwriting capacity, the cost of our
medical malpractice insurance has increased while the coverage afforded under the policies available has decreased.
As such, we cannot be certain that the insurance coverage carried by Metropolitan will be sufficient to cover all
liability stemming from pending or future medical malpractice claims. Additionally, as a result of recent high profile
director and officer related litigation, the cost of our director and officer insurance policy has also increased. We may
also experience future increases in stop-loss insurance premiums for which the premium is based on a cost per
member.

5.
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We anticipate that the costs for medical malpractice and director and officer liability insurance will continue to
increase in 2005. Furthermore, we cannot ensure that the insurance coverage maintained by Metropolitan will be
adequate to cover claims against Metropolitan or that the higher cost of insurance and pending and future claims will
not have a material adverse effect on our business, financial condition and results of operations.

Our industry is already very competitive; increased competition could adversely affect our revenues.

Metropolitan competes in the highly competitive and regulated health care industry which is subject to continuing
changes with respect to the provisioning of services and the selection and compensation of providers. The majority of
Metropolitan’s revenues come from its agreements with one principal organization, Humana. Humana is Florida’s
largest Medicare Advantage insurer with more than a 50% share of the market and Metropolitan currently provides
care for approximately 10% of Humana’s Florida Medicare Advantage members. As stated above, the Humana
agreements are structured as one-year automatically renewable agreements. Humana may terminate such agreements
upon 180 days’ notice of non-renewal to Metropolitan. Metropolitan competes with other risk providers for Humana’s
business and Humana competes with other HMOs in securing and serving patients in the Medicare Advantage
Program. Failure to maintain favorable terms in its agreements with Humana or to successfully develop additional
sources of revenue could adversely affect the financial condition of Metropolitan.

Metropolitan’s competitors vary in size and scope, in terms of products and services offered. Metropolitan believes that
it competes directly with various national, regional and local companies in providing its services. Some of

Metropolitan’s direct competitors in the PSN industry are Continucare Corporation, Primary Care Associates, Inc. and
MCCI, all based and operating in Florida. Additionally, companies in other health care industry segments, some of

which have financial and other resources greater than Metropolitan, may become competitors in providing similar

services at any given time. Additionally, the market in Florida may become increasingly attractive to competitor PSNs

due to the large population of Medicare participants. Metropolitan may not be able to continue to compete effectively

in the health care industry if additional competitors enter the same market.

Metropolitan believes that some of its competitors may be substantially larger than Metropolitan and have

significantly greater financial, sales and marketing, and other resources. Metropolitan believes that these competitors

may be able to respond more rapidly to changes in the regulatory environment in which Metropolitan operates and

changes in managed care organization business or to devote greater resources to the development and promotion of

their services than Metropolitan can. Furthermore, it is Metropolitan’s belief that some of its competitors may make
strategic acquisitions or establish cooperative relationships among themselves.

-6-
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We are dependent upon our key management personnel and the qualified physicians and medical personnel in our
network for our future success.

Our success depends to a significant extent on the continued contributions of our key management personnel. The loss
of these key personnel could have a material adverse effect on our business, results of operations, financial condition
and plans for future development. While we have employment contracts with certain key members of management,
we compete with other companies in the industry for executive talent and there can be no assurance that highly
qualified executives would be readily and easily available without delay, given the limited number of individuals in
the industry with expertise particular to Metropolitan’s business operations.

Our success also depends to a significant extent on the physicians and other medical professionals who provide
medical services in our network. We compete with hospitals other networks and medical providers for the services of
qualified physicians and medical personnel. If we are unable to successfully recruit and retain qualified physicians and
medical personnel, the success of our business could suffer.

The health care industry is highly regulated and our failure to comply with laws or regulations, or a determination
that in the past we have failed to comply with laws or regulations, could have an adverse effect on our business,
financial condition and results of operations.

The health care services that we and our affiliated professionals provide are subject to extensive federal, state and
local laws and regulations governing various matters such as the licensing and certification of our facilities and
personnel, the conduct of our operations, our billing and coding policies and practices, our policies and practices with
regard to patient privacy and confidentiality, and prohibitions on payments for the referral of business and
self-referrals. These laws are generally aimed at protecting patients and not shareholders of Metropolitan and the
agencies charged with the administration of these laws have broad authority to enforce them. For example, federal
anti-kickback laws and regulations prohibit certain offers, payments or receipts of remuneration in return for referrals
of Medicaid or other government-sponsored health care program patients or patient care opportunities or purchasing,
leasing, ordering, arranging for or recommending any service or item for which payment may be made by a
government-sponsored health care program. In addition, federal physician self-referral legislation, known as the Stark
law, prohibits Medicare or Medicaid payments for certain services furnished by a physician who has a financial
relationship with various physician-owned or physician-interested entities. These laws are broadly worded and, in the
case of the anti-kickback law, have been broadly interpreted by federal courts, and potentially subject many business
arrangements to government investigation and prosecution, which can be costly and time consuming. Violations of
these laws are punishable by monetary fines, civil and criminal penalties, exclusion from participation in
government-sponsored health care programs and forfeiture of amounts collected in violation of such laws. Florida also
has anti-kickback and self-referral laws, imposing substantial penalties for violations.

-
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The health care industry has been the subject of increased scrutiny by federal and state regulatory authorities in recent

years focusing on the appropriateness of care provided and referral and marketing practices. As such, Metropolitan

cannot be absolutely certain that it will not become subject to investigation from time to time which may be costly and

time consuming. Any adverse review, audit or investigation could result in forfeiture of amounts paid, the imposition

of penalties or fines, loss of rights to participate in government-sponsored programs, loss of licenses, damage to

reputation in various markets, and increased difficulty in hiring and retaining qualified personnel and marketing

Metropolitan’s business. In general, if we fail to comply with laws regulating our business, or a determination is made
that in the past we have failed to comply with those laws, our business, financial condition and results of operations

could be adversely affected.

Changes in regulations or health care reform initiatives could adversely affect Metropolitan’s business, results of
operations or financial condition.

Changes to health care laws or regulations or health care reform initiatives adopted by the federal and Florida
governments from time to time may have an adverse effect on Metropolitan’s business, results of operations, and
financial conditions particularly if they restrict our existing operations, limit the expansion of our business or impose
additional compliance requirements. These changes, if effected, could have the effect of reducing our opportunities for
continued growth and imposing additional compliance costs on us that may not be recoverable through price
increases.

Limitations of or reduction in reimbursement amounts or rates by government-sponsored healthcare programs
could adversely affect our financial condition and results of operations.

The Medicare and Medicaid programs are subject to statutory and regulatory changes, retroactive and prospective rate
adjustments, administrative rulings and funding restrictions, any of which could have the effect of limiting or reducing
reimbursement levels. As of December 31, 2004 approximately 99% of our revenues were derived from
reimbursements by various government-sponsored health care programs. These government programs, as well as
private insurers, have taken and may continue to take steps to control the cost, use and delivery of health care services.
Any changes that limit or reduce Medicare reimbursement levels could have a material adverse effect on our business.
For example, the following events could result in an adverse effect on our financial condition and results of
operations:

- reductions in or limitations of reimbursement amounts or rates under programs;
- reductions in funding of programs;

- elimination of coverage for certain individuals or treatments under programs, which may be implemented as a result
of increasing budgetary and cost containment pressures on the health care industry; or

- new federal or state legislation reducing funding and reimbursements.

Further, significant changes may be made in the Medicare program, which could have a material adverse effect on our
business, results of operations, prospects, financial results, financial condition or cash flows. In addition, the Congress
of the United States may enact unfavorable legislation, which could adversely affect operations by, among other
things, decreasing Medicare reimbursement rates or reducing funding for Medicare without adjusting the benefits
offered to patients.

_8-

13



Edgar Filing: METROPOLITAN HEALTH NETWORKS INC - Form 10-K

A failure to estimate incurred but not reported medical benefits expense accurately will affect our profitability.

Direct medical expenses incurred by Metropolitan include costs paid by Humana on Metropolitan’s behalf. These costs
also include estimates of claims incurred but not reported (“IBNR”). The IBNR estimates are made by Humana utilizing
actuarial methods and are continually evaluated and adjusted by Metropolitan’s management, based upon its specific
claims experience and input from outside consultants. Adjustments, if necessary, are made to direct medical expenses
when the criteria used to determine IBNR change and when actual claim costs are ultimately determined. Due to the
inherent uncertainties associated with the factors used in these estimations, materially different amounts could be
reported in our financial statements for a particular period under different possible conditions or using different, but
still reasonable, assumptions. Although our past estimates of IBNR have been adequate, they may be inadequate in the
future, which would adversely affect our results of operations. Further, our inability to estimate IBNR accurately may
also affect our ability to take timely corrective actions, further exacerbating the extent of any adverse effect on our
results.

We have anti-takeover provisions which may make it difficult to replace or remove our current management.

Our Articles of Incorporation authorize the issuance of up to 10,000,000 shares of preferred stock with such rights and
preferences as may be determined from time to time by the Board of Directors. Our Board of Directors may, without
shareholder approval, issue preferred stock with dividends, liquidation, conversion, voting or other rights, which could
adversely affect the voting power, or other rights of the holders of our Common Stock. The ability of our Board of
Directors to issue preferred stock may prevent or frustrate shareholder attempts to replace or remove current
management.

The market price of our Common Stock could fall as a result of sales of shares of Common Stock in the market or
the price could remain lower because of the perception that such sales may occur.

We cannot predict the effect, if any, that future sales or the possibility of future sales may have on the market price of
our Common Stock. As of December 31, 2004, there were 48,004,262 shares of our Common Stock outstanding, all of
which are freely tradable without restriction with the exception that approximately 12,600,000 shares, which were
owned by certain of our officers, directors, affiliates and third parties, and which may be sold publicly at any time
subject to the volume and other restrictions under Rule 144 of the Securities Act. In addition, as of December 31,
2004, approximately 7,400,000 shares of our Common Stock were reserved for issuance upon the exercise of warrants
and options which have been previously granted.

Sales of substantial amounts of Metropolitan’s Common Stock or the perception that such sales could occur could
adversely affect prevailing market prices which could impair Metropolitan’s ability to raise funds through future sales

of our Common Stock.

9.
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Our Common Stock has experienced in the past, and is expected to experience in the future, significant price and
volume volatility, which could substantially increase the risk of loss to persons owning Common Stock.

The market price and trading volume of our Common Stock could fluctuate significantly and unexpectedly as a result
of a number of factors, including factors beyond the control of Metropolitan and unrelated to Metropolitan’s business.
Some of the factors related to Metropolitan’s business include: termination of Metropolitan’s contracts with Humana,
announcements relating to Metropolitan’s business or that of Metropolitan’s competitors, adverse publicity concerning
organizations such as Metropolitan, changes in state or federal legislation and programs, general conditions affecting
the industry, performance of companies comparable to Metropolitan, and changes in the expectations of analysts with
the respect to Metropolitan’s future financial performance. Additionally, Metropolitan’s Common Stock may be
affected by general economic conditions or specific occurrences such as epidemics (such as influenza), natural
disasters (including hurricanes), acts of war or terrorism. Because of the limited trading market for our Common
Stock, and because of the possible price volatility, you may not be able to sell your shares of Common Stock when
you desire to do so. The inability to sell your shares in a rapidly declining market may substantially increase your risk
of loss because of such illiquidity and because the price for our Common Stock may suffer greater declines because of
its price volatility.

There can be no assurance that Metropolitan will be successful in its operation as an HMO.

Although Metropolitan has operated as a risk provider since 1999, it has not operated as an HMO. To successfully

operate an HMO, Metropolitan believes it will have to develop the following capabilities, among others: sales and

marketing, customer service, claims administration and regulatory compliance. Metropolitan anticipates that the

development efforts, required reserve requirements and start-up costs for its HMO can be funded by Metropolitan’s
current resources and projected cash flows from operations. Metropolitan expects that the HMO will be licensed and

operational in 2005 and expects to spend between $5 million and $7 million of its existing or future cash resources to

develop its HMO business. No assurances can be given that Metropolitan will be successful in developing, licensing

or operating this new segment of its business despite its allocation of a substantial amount of resources for this

purpose. If Metropolitan’s HMO business does not develop as anticipated or planned, Metropolitan may have to devote
additional managerial and/or capital resources to the HMO business, which could limit Metropolitan’s ability to
manage and/or grow its PSN.

Delisting of our Common Stock from AMEX, which is possible, would adversely affect us and the holders of those
shares.

Our Common Stock is listed on the AMEX. To maintain listing of securities, the AMEX requires satisfaction of
certain maintenance criteria that we are not sure that we will continue to be able to satisfy. If we become unable to
satisfy such maintenance criteria in the future and we fail to comply, our Common Stock may be delisted from trading
on AMEX. If our Common Stock is delisted from trading on AMEX, then trading, if any, might thereafter be
conducted in the over-the-counter market in the so-called "pink sheets" or on the "Electronic Bulletin Board" of the
National Association of Securities Dealers, Inc. (the "NASD") and consequently an investor could find it more
difficult to dispose of, or to obtain accurate quotations as to the price of, our Common Stock.

-10-
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Our Common Stock may not be excepted from “Penny Stock” Rules, which may adversely affect the market liquidity
of our Common Stock.

The Securities Enforcement and Penny Stock Reform Act of 1990 requires additional disclosure relating to the market
for penny stocks in connection with trades in any stock defined as a “penny stock.” The Securities Exchange
Commission’s (the “Commission” or the “SEC”) regulations generally define a penny stock to be an equity security that
has a market price of less than $5.00 per share, subject to certain exceptions. For example, such exceptions include
any equity security listed on a national securities exchange such as the AMEX. Currently, our Common Stock meets
this exception. Unless an exception is available, the regulations require the delivery, prior to any transaction involving

a penny stock, of a disclosure schedule explaining the penny stock market and the risks associated therewith. In
addition, if our Common Stock becomes delisted from the AMEX and we do not meet another exception to the penny
stock regulations, trading in our Common Stock, including exercising the rights offered hereby, would be covered by
the Commission's Rule 15g-9 under the Exchange Act for non-national securities exchange listed securities. Under
this rule, broker/dealers who recommend such securities to persons other than established customers and accredited
investors must make a special written suitability determination for the purchaser and receive the purchaser's written
agreement to a transaction prior to sale. Securities also are exempt from this rule if the market price is at least $5.00
per share. If our Common Stock becomes subject to the regulations applicable to penny stocks, the market liquidity
for our Common Stock could be adversely affected. In such event, the regulations on penny stocks could limit the
ability of broker/dealers to sell our Common Stock and thus the ability of purchasers of our Common Stock to sell
their shares in the secondary market.

-11-
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PART 1
ITEM 1 DESCRIPTION OF BUSINESS
Introduction

Metropolitan provides healthcare benefits to approximately 26,700 Medicare Advantage members in Central and
South Florida under risk contracts with Humana, Inc., the second largest participant in this Medicare program
(“‘Humana”). Metropolitan entered into this business in 1999, operating a PSN, also known as a Managed Service
Organization (“MSQO”).

Metropolitan’s PSN currently includes thirty-nine (39) primary care physician practices. Metropolitan owns nine of
these practices; the balance are independently owned and operated under capitation contracts with Metropolitan. In
addition to the primary care practices, the PSN contracts with specialists, ancillary service providers, and hospitals.
Metropolitan also owns and operates an oncology practice, which is part of the network.

Under its full risk agreements with Humana, Metropolitan receives monthly payments per patient at a rate established
by the agreements in return for its services, also called a capitated fee. The capitated fee is a majority percentage of
the monthly premiums received by Humana from CMS. In return for such fees, Metropolitan assumes full financial
responsibility for the provision of all covered medical care to its patients, including those medical services that
Metropolitan’s PSN does not itself provide. To the extent the costs of providing such care are less than the related
premiums received from Humana, Metropolitan generates an operating profit. Conversely, if the costs exceed related
premiums, Metropolitan generates an operating loss. As of December 31, 2004, Metropolitan had the exclusive right
and obligation to provide medical care to designated Humana members in certain areas of Central Florida (“Central
Florida” as used in this Annual Report means Flagler and Volusia Counties) and the non-exclusive right to provide
medical care to Humana members in South Florida (“South Florida” as used in this Annual Report means Palm Beach,
Broward and Miami-Dade Counties). As of December 31, 2004, Metropolitan’s contracts with Humana covered over
26,700 Humana members, including 19,200 members in Central Florida and 7,500 members in South Florida.

Metropolitan re-insures against catastrophic losses and certain diseases annually on a per member basis. The annual
stop-loss limits are $100,000 and $40,000 per member in the Central Florida and South Florida markets, respectively.

The Medicare Advantage business accounts for nearly all of Metropolitan’s revenues. In addition, Metropolitan
charges a fee for servicing patients in its owned practices.

Metropolitan is currently developing and seeking to license its own Medicare Advantage HMO to operate in certain
Florida markets underserved by this Medicare program. Management does not intend to compete in markets in which
it is contracted with Humana and views this growth strategy as an extension of its existing core competency and
organization. The current plan calls for operations to begin in 2005. Management believes that the ongoing
development efforts, required reserve requirements and start-up costs for the HMO can be funded by Metropolitan’s
current resources and projected cash flows from operations.
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Although Metropolitan has operated as a Medicare risk provider since 1999, it has not operated as an HMO. To
successfully operate an HMO, Metropolitan is developing additional capabilities, including sales and marketing,
customer service, claims administration and regulatory compliance. No assurances can be given that Metropolitan will
be successful in developing, licensing or operating the new plan.

Information regarding Metropolitan’s PSN and HMO segments for fiscal years 2004, 2003 and 2002, if any, is set forth
in Note 11 to Metropolitan’s “Notes to Consolidated Financial Statements” contained on pages F-20 through F-21 of this
Form 10-K. Such information is incorporated here