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STATEMENT as oF September 30, 2009 or THe Volunteer State Health Plan, Inc.

14.

Notes to Financial Statement

Contingencies

A.

o

Contingent Commitments

In the first quarter of 2008, BCBST raised $200,000,000 in order to help finance the construction
of BCBST’s new headquarters in Chattanooga. The Industrial Development Board of the City of
Chattanooga issued $200,000,000 of taxable variable rate demand revenue bonds on March 14,
2008 and made these funds available to BCBST pursuant to a lease agreement between the issuer
and BCBST. The payment of principal and interest on the bonds is secured by an irrevocable,
direct-pay letter of credit issued by Bank of America, NA (“BOA”). The bonds bear interest at a
weekly variable rate established by the Remarketing Agent (BOA). Interest is payable monthly in
arrears. The bonds are subject to optional redemption. There are no mandatory sinking fund
redemptions prior to maturity. However, the bonds are subject to mandatory redemption upon
certain events as described in the Official Statement. The letter of credit will expire on March 14,
2013, unless extended as provided in the Reimbursement Agreement. Under the Reimbursement
Agreement, the Company made certain covenants to the Letter of Credit Bank customary for
transactions of this type. Under the Reimbursement Agreement, the Company is considered a
"mater:al subsidiary” if the Company’s revenues exceed 7.5% of consolidated revenue for BCBST
and its subsidiaries. Should the Company become a "material subsidiary” under the
Reimbursement Agreement, BOA may require the Company to guaranty the BCBST financing,
subject to prior approval of the Tennessee Department of Insurance. As of September 30, 2009,
the Company was a "material subsidiary", as defined in the Reimbursement Agreement, and the
Company is currently in discussions with BOA about whether or not a guaranty by the Company
of the BCBST financing would be required.

Assessments

The Company receives periodic liquidated damage assessments from the State of Tennessee,
primarily related to operational performance targets.

The Company had no gain contingencies not recognized in the Company’s financial statements.
Claims related extra contractual obligation and bad faith losses stemming from lawsuits

Various lawsuits against the Company have arisen in the course of the Company’s business.
Contingent liabilities arising from litigation, income taxes and other matters are not considered

material in relation to the financial position of the Company.

The Company has no other contingencies to be reported as required by SSAP No. 5.
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