Edgar Filing: WELLCARE HEALTH PLANS, INC. - Form 10-Q

WELLCARE HEALTH PLANS, INC.
Form 10-Q
November 04, 2009

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q
(Mark One)

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2009
or

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to
Commission file number: 001-32209
WELLCARE HEALTH PLANS, INC.
(Exact name of registrant as specified in its charter)

Delaware 47-0937650
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

8725 Henderson Road, Renaissance One
Tampa, Florida 33634
(Address of principal executive offices) (Zip Code)

(813) 290-6200
(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes x No o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files).

Yes o No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act

Large Accelerated Filer Accelerated Filer Non-Accelerated

X 0 Filer 0
Smaller Reporting (Do not check if a smaller reporting company)
Company 0



Edgar Filing: WELLCARE HEALTH PLANS, INC. - Form 10-Q

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes o No x

As of November 2, 2009 there were 42,318,927 shares of the registrant’s common stock, par value $.01 per share,

outstanding.




Edgar Filing: WELLCARE HEALTH PLANS, INC. - Form 10-Q

WELLCARE HEALTH PLANS, INC.

TABLE OF CONTENTS

Part | — FINANCIAL INFORMATION

Item 1.

Item 2.

Item 3.

Item 4.

Financial Statements (unaudited)

Condensed Consolidated Balance Sheets at September 30, 2009 and
December 31, 2008

Condensed Consolidated Statements of Operations for the three and nine
months ended September 30, 2009 and 2008

Condensed Consolidated Statements of Cash Flows for the nine months
ended September 30, 2009 and 2008

Notes to Condensed Consolidated Financial Statements

Management’s Discussion and Analysis of Financial Condition and Results
of Operations

Quantitative and Qualitative Disclosures About Market Risk

Controls and Procedures

Part I — OTHER INFORMATION

Item 1.
Item 1A.
Item 2.
Item 3.
Item 4.
Item 5.
Item 6.
Signatures

2

Legal Proceedings

Risk Factors

Unregistered Sales of Equity Securities and Use of Proceeds
Defaults upon Senior Securities

Submission of Matters to a Vote of Security Holders

Other Information

Exhibits

Page

41

16

30

30

32

34

37

38

38

39

39




Edgar Filing: WELLCARE HEALTH PLANS, INC. - Form 10-Q

Table of Contents
Part I — FINANCIAL INFORMATION
Item 1.  Financial Statements.

WELLCARE HEALTH PLANS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited, in thousands, except share data)

September
30,
2009
Assets
Current Assets:
Cash and cash equivalents $1,171,218
Investments 59,356
Premium and other receivables, net 205,414
Other receivables from government partners, net 40,898
Funds receivable for the benefit of members 86,883
Prepaid expenses and other current assets, net 114,189
Deferred income taxes 15,596
Total current assets 1,693,554
Property, equipment and capitalized software, net 60,098
Goodwill 111,131
Other intangible assets, net 13,344
Long-term investments 53,301
Restricted investments 131,321
Deferred tax asset 21,105
Other assets 20,939
Total Assets $2,104,793
Liabilities and Stockholders’ Equity
Current Liabilities:
Medical benefits payable $857,887
Unearned premiums 20,708
Accounts payable 7,157
Other accrued expenses and liabilities 221,856
Current portion of amounts accrued related to investigation resolution 34,767
Other payables to government partners 26,497
Taxes payable 6,737
Debt
Other current liabilities 869
Total current liabilities 1,176,478
Amounts accrued related to investigation resolution 45,482
Other liabilities 23,879
Total liabilities 1,245,839

Commitments and contingencies (see Note 7)
Stockholders’ Equity:

Preferred stock, $0.01 par value (20,000,000 authorized, no shares issued or
outstanding)

December 31,
2008

$ 1,181,922
70,112
215,525
825
86,542
129,490
20,154
1,704,570
66,588
111,131
14,493
54,972
199,339
23,263
29,105

$ 2,203,461

$ 766,179

81,197
5,138
288,340
50,000
8,100
12,187
152,741
674
1,364,556

33,076
1,397,632
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Common stock, $0.01 par value (100,000,000 authorized,
42,336,016 and 42,261,345 shares issued and outstanding at September 30, 2009

and December 31, 2008, respectively) 423
Paid-in capital 413,214
Retained earnings 447,373
Accumulated other comprehensive loss (2,056

Total stockholders’ equity 858,954

Total Liabilities and Stockholders’ Equity $2,104,793

See notes to unaudited condensed consolidated financial statements.

)

423
390,526
418,641
(3,761
805,829

$ 2,203,461

)
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Revenues:

Premium

Investment and other income
Total revenues

Expenses:

Medical benefits

Selling, general and administrative
Depreciation and amortization
Interest

Total expenses

Income (loss) before income taxes
Income tax expense (benefit)

Net income (loss)

WELLCARE HEALTH PLANS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited, in thousands, except per share data)

Net income (loss) per common share (see Note 1):

Basic
Diluted

Three Months
Ended September 30,
2009 2008
$1,666,031 $1,629,306

1,614 8,126
1,667,645 1,637,432
1,420,193 1,443,742
195,303 228,811
5,851 5,385
366 2,962
1,621,713 1,680,900
45,932 (43,468
17,272 (25,299
$28,660 $(18,169
$0.68 $(0.44
$0.68 $(0.44

See notes to unaudited condensed consolidated financial statements.

Nine Months
Ended September 30,
2009 2008
$5,245,809 $4,886,699
8,375 33,072
5,254,184 4,919,771
4,477,210 4,218,254
681,730 690,330
17,547 15,763
3,845 9,170
5,180,332 4,933,517
) 73,852 (13,746
) 45,120 (8,002
) $28,732 $(5,744
) $0.69 $(0.14
) $0.68 $(0.14

)
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WELLCARE HEALTH PLANS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited, in thousands)

Cash from (used in) operating activities:
Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by operating activities:

Depreciation and amortization

Equity-based compensation expense

Incremental tax benefit from stock-based compensation
Deferred taxes, net

Changes in operating accounts:

Premium and other receivables, net

Other receivables from government partners, net
Prepaid expenses and other, net

Medical benefits payable

Unearned premiums

Accounts payable

Other accrued expenses

Other payables to government partners

Amounts accrued related to investigation resolution
Taxes, net

Other, net

Net cash provided by operating activities

Cash from (used in) investing activities:

Purchases of investments

Proceeds from sale and maturities of investments
Purchases of restricted investments

Proceeds from maturities of restricted investments
Additions to property and equipment, and capitalized software, net
Net cash provided by (used in) investing activities
Cash from (used in) financing activities:

Proceeds from option exercises and other

Purchase of treasury stock

Incremental tax benefit received for stock based compensation
Payments on debt

Funds received for the benefits of members, net of disbursements
Net cash (used in) provided by financing activities
Cash and cash equivalents:

(Decrease) increase during the period

Balance at beginning of year

Balance at end of year

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:

Nine Months Ended
September 30,
2009 2008

$28,732 $(5,744
17,547 15,764
29,776 28,309
(2,162
197 (4,095
10,111 73,073
(40,073 ) (3,361
15,301 (12,102
91,708 231,430
(60,489 ) (19,325
2,019 922
(66,484 ) 15,641
18,397 (100,984
30,249
(5,450 ) (10,583
(1,999 ) (36,774
69,542 170,009
(19,295 ) (157,947
34,012 273,156
(64,039 ) (119,572
131,707 8,945
(9,908 ) (13,412
72,477 (8,830
418 1,039
(2,400
2,162
(152,800 ) (1,200
(341 ) 7,094
(152,723 ) 6,695
(10,704 ) 167,874
1,181,922 1,008,409

$1,171,218  $1,176,283

)
)
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Cash paid for taxes $58,489 $44.223
Cash paid for interest $2,642 $8,001

See notes to unaudited condensed consolidated financial statements.
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WELLCARE HEALTH PLANS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited, in thousands, except member, share and per share data)

1. ORGANIZATION AND BASIS OF PRESENTATION

WellCare Health Plans, Inc., a Delaware corporation (the “Company,” “we,” “us,” or “our”), provides managed care service:
exclusively to government-sponsored health care programs, focusing on Medicaid and Medicare, including health
plans for families, children, the aged, blind and disabled and prescription drug plans, serving approximately 2,330,000
members nationwide as of September 30, 2009. Our Medicaid plans include plans for recipients of the Temporary
Assistance for Needy Families (“TANF”) programs, Supplemental Security Income (“SSI”’) programs, Aged Blind and
Disabled (“ABD”) programs, Children’s Health Insurance Programs (“CHIP”) and the Family Health Plus (“FHP”)
programs. Through our licensed subsidiaries, as of September 30, 2009, we operated our Medicaid health plans in
Florida, Georgia, Hawaii, Illinois, Missouri, New York and Ohio. Our Medicare plans include stand-alone
prescription drug plans (“PDP”’) and Medicare Advantage (“MA”) plans, which include both Medicare coordinated care
plans (“CCP”) and Medicare private fee-for-service (“PFFS”) plans. As of September 30, 2009, we offered our CCP plans
in Connecticut, Florida, Georgia, Hawaii, Illinois, Indiana, Louisiana, Missouri, New Jersey, New York, Ohio and
Texas, our PDP plans in 50 states and the District of Columbia and our PFFS plans in 40 states and the District of
Columbia.

Basis of Presentation

The accompanying unaudited condensed consolidated interim financial statements should be read in conjunction
with the consolidated financial statements and notes thereto included in our Annual Report on Form 10-K for the
fiscal year ended December 31, 2008 (the “2008 10-K”), filed with the U.S. Securities and Exchange Commission (the
“SEC”) in March 2009. In the opinion of our management, the interim financial statements reflect all normal recurring
adjustments that we consider necessary for the fair presentation of our financial position and results of operations and
cash flows for the interim periods presented. The interim financial statements included herein have been prepared in
accordance with accounting principles generally accepted in the United States of America (“GAAP”) and with the
instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, certain information and footnote
disclosures normally included in financial statements prepared in accordance with GAAP have been condensed or
omitted. Results for the interim periods presented are not necessarily indicative of results that may be expected for the
entire year or any other interim period. We have evaluated all material events subsequent to the date of our financial
statements through the filing date of this quarterly report.

Net Income (Loss) per Share

We compute basic net income (loss) per common share on the basis of the weighted-average number of unrestricted
common shares outstanding. Diluted net income (loss) per common share is computed on the basis of the
weighted-average number of unrestricted common shares outstanding plus the dilutive effect of outstanding restricted
shares, restricted stock units and stock options using the treasury stock method. The following table presents the
calculation of net income (loss) per common share — basic and diluted:

Three Months Ended Nine Months Ended
September 30, September 30,
2009 2008 2009 2008
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Numerator:

Net income (loss) — basic and diluted $28,660
Denominator:

Weighted-average common shares outstanding — basic 41,849,749
Dilutive effect of:

Unvested restricted common shares and units 348,539
Stock options 81,747
Weighted-average common shares outstanding — diluted 42,280,035

Net income (loss) per common share:

Basic $0.68
Diluted $0.68
6

$(18,169

41,538,055

41,538,055

$(0.44
$(0.44

) $28,732
41,771,713
175,149

60,440
42,007,302

) $0.69
) $0.68

$(5,744 )

41,321,526

41,321,526

$(0.14 )
$(0.14 )

10
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Certain options to purchase common stock were not included in the calculation of diluted net income (loss) per
common share because their exercise prices were greater than the average market price of our common stock for the
period and, therefore, the effect would be anti-dilutive. For the three and nine months ended September 30, 2009,
approximately 1,200,422 and 1,580,570 restricted equity awards as well as 2,133,215 options with exercise prices
ranging from $19.38 to $105.37 per share and 2,212,824 options with exercise prices ranging from $13.13 to $105.37
per share were excluded from diluted weighted-average common shares outstanding, respectively. Due to the net loss
for the three and nine months ended September 30, 2008, the assumed exercise of 5,692,115 equity awards had an
antidilutive effect and was therefore excluded from the computation of diluted loss per share.

Recently Issued Accounting Standards

In August 2009, the Financial Accounting Standards Board (“FASB”) issued authoritative guidance surrounding the fair
value measurements and disclosures of liabilities. This guidance provides clarification in circumstances where a
quoted market price in an active market for an identical liability is not available, a reporting entity is required to
measure the fair value of the liability using either: (1) the quoted price of the identical liability when traded as an
asset; (2) the quoted prices for similar liabilities or similar liabilities when traded as assets; or (3) another valuation
technique, such as a present value calculation or the amount that the reporting entity would pay to transfer the
identical liability or would receive to enter into the identical liability. This statement becomes effective for the first
reporting period (including interim periods) beginning after issuance. We adopted this guidance during the third
quarter of 2009, as required. The adoption did not have a material impact on our financial statements.

In June 2009, the FASB issued authoritative guidance serving as the single source of authoritative non-governmental
U.S. GAAP (the “Codification”), superseding various existing authoritative accounting pronouncements. The
Codification now establishes one level of authoritative GAAP. All other literature is considered non-authoritative.
This Codification was launched on July 1, 2009 and is effective for financial statements issued for interim and annual
periods ending after September 15, 2009. We have adopted the Codification during the third quarter of 2009.
However, there will be no change to our consolidated financial statements due to the implementation of the
Codification other than changes in reference to various authoritative accounting pronouncements in our consolidated
financial statements.

In June 2009, the FASB issued authoritative guidance to modify financial reporting by enterprises involved with
variable interest entities by addressing the effects on certain provisions of previously issued guidance on the
consolidation of variable interest entities (“‘VIE”), as a result of eliminating the qualifying special-purpose entity (“SPE”)
concept in accounting for transfers of financial assets, and (2) constituent concerns about the application of certain key
provisions of previously issued guidance on VIEs, including those in which the accounting and disclosures do not
always provide timely and useful information about an enterprise’s involvement in a VIE. This guidance shall be
effective as of January 1, 2010, our first annual reporting period beginning after November 15, 2009. Earlier
application is prohibited. The adoption of this guidance is not currently expected to have a material effect on our
financial statements.

In June 2009, the FASB issued authoritative guidance modifying the relevance, representational faithfulness and
comparability of the information that a reporting entity provides in its financial statements about a transfer of financial
assets; the effects of a transfer on its financial position, financial performance, and cash flows; and a transferor’s
continuing involvement, if any, in transferred financial assets. The FASB undertook this project to address: (1)
practices that have developed since the issuance of previous guidance concerning the accounting for transfers and
servicing of financial assets and extinguishments of liabilities, that are not consistent with the original intent and key
requirements of that statement and (2) concerns of financial statement users that many of the financial assets (and
related obligations) that have been derecognized should continue to be reported in the financial statements of

11
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transferors. This guidance must be applied as of January 1, 2010, the beginning of our first annual reporting period
after November 15, 2009. Earlier application is prohibited. This guidance must also be applied to transfers occurring
on or after the effective date. Additionally, on and after the effective date, the concept of a qualifying SPE is no
longer relevant for accounting purposes. Therefore, a formerly qualifying SPE should be evaluated for consolidation
by reporting entities on and after the effective date in accordance with the applicable consolidation guidance. If the
evaluation on the effective date results in consolidation, the reporting entity should apply the transition guidance
provided in the pronouncement that requires consolidation. The disclosure provisions of this guidance should be
applied to transfers that occurred both before and after the effective date of this statement. The adoption is not
currently expected to have a material effect on our financial statements.

In May 2009, the FASB issued authoritative guidance that provides general standards of accounting for and disclosure
of events that occur after the balance sheet date but before financial statements are issued or are available to be issued.
The guidance sets forth the period after the balance sheet date during which management of a reporting entity should
evaluate events or transactions that may occur for potential recognition or disclosure in the financial statements. The
guidance also sets forth the circumstances under which an entity should recognize events or transactions occurring
after the balance sheet date in its financial statements. Furthermore, this guidance identifies the disclosures that an
entity should make about events or transactions that occurred after the balance sheet date. We adopted this guidance,
as required in the second quarter of 2009.

12
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In April 2009, the FASB issued authoritative guidance on the recognition and presentation of other-than-temporary
impairments (“OTTI”) modifying previous OTTI guidance for debt securities through increased consistency in the
timing of impairment recognition and enhanced disclosures related to the credit and noncredit components of impaired
debt securities that are not expected to be sold. In addition, increased disclosures are required for both debt and equity
securities regarding expected cash flows, credit losses, and an aging of securities with unrealized losses. We adopted
this guidance during the second quarter of 2009, as required. The adoption did not have a material impact on our
financial statements.

In April 2009, the FASB issued authoritative guidance that requires fair value disclosures for financial instruments
that are not reflected in the Condensed Consolidated Balance Sheets at fair value. Prior to the issuance of this
guidance, the fair values of those assets and liabilities were disclosed only once each year. We now disclose this
information on a quarterly basis, providing quantitative and qualitative information about fair value estimates for all
financial instruments not measured in the Condensed Consolidated Balance Sheets at fair value. We adopted this
guidance during the second quarter of 2009, as required. The adoption did not have a material impact on our financial
statements.

In April 2009, the FASB issued authoritative guidance in regard to (1) determining fair value when the volume and
level of activity for the asset or liability has significantly decreased and (2) identifying transactions that are considered
not orderly. This guidance specifically clarifies the methodology used to determine fair value when there is no active
market or where the price inputs being used represent distressed sales. The guidance also reaffirms the objective of a
fair value measurement, which is to reflect how much an asset would be sold for in an orderly transaction. It also
reaffirms the need to use judgment to determine if a formerly active market has become inactive, as well as to
determine fair values when markets have become inactive. This guidance was adopted and applied prospectively
during the second quarter of 2009, as required. The adoption did not have a material impact on our financial
statements.

2. SEGMENT REPORTING

Reportable segments are defined as components of an enterprise for which discrete financial information is available
and evaluated on a regular basis, by the chief operating decision-maker or decision-making groups, to determine how
resources should be allocated to an individual segment and assessing performance of those segments. Accordingly,
our operations are bifurcated into two reportable segments: Medicaid and Medicare. The segments were determined
based upon the type of governmental administration and funding of the health plans.

Our Medicaid segment includes plans for beneficiaries of TANF, SSI, ABD, CHIP and FHP. TANF generally
provides assistance to low-income families with children and SSI generally provides assistance to low-income aged,
blind or disabled individuals. Our Medicaid segment also includes other programs which are not part of the Medicaid
program, such as CHIP and FHP for qualifying families who are not eligible for Medicaid because they exceed the
applicable income thresholds.

Our Medicare segment includes stand-alone PDP and MA plans, which include CCP and PFFS plans.

Balance sheet, investment and other income, and other expense details by segment have not been disclosed, as they
are not reported internally by us.

8
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Three Months Ended Nine Months Ended
September 30, September 30,
2009 2008 2009 2008

Medicaid premium revenue $ 814,111 $ 771,035 $ 2,437,048 $ 2,252,681
Medicare premium revenue 851,920 858,271 2,808,761 2,634,018
Total premium revenue 1,666,031 1,629,306 5,245,809 4,886,699
Investment and other income 1,614 8,126 8,375 33,072
Total revenues 1,667,645 1,637,432 5,254,184 4,919,771
Medicaid medical benefits
expense 710,310 686,885 2,091,908 1,919,549
Medicare medical benefits
expense 709,883 756,857 2,385,302 2,298,705
Total medical benefits expense 1,420,193 1,443,742 4,477,210 4,218,254
Other expenses 201,520 237,158 703,122 715,263

Total expenses 1,621,713 1,680,900 5,180,332 4,933,517
Income (loss) before income
taxes $ 45,932 $ (43468 )$ 73,852 $ (13,746 )

3. EQUITY-BASED COMPENSATION

The compensation expense recorded, which correspondingly also increased Paid-in-capital, related to our equity-based
compensation awards for the three months ended September 30, 2009 and 2008 was $10,534 and $10,440,
respectively, and $29,776 and $28,309 for the nine months ended September 30, 2009 and 2008, respectively. A
summary of our restricted stock, restricted stock unit (“RSU”’) and option activity for the nine months ended September
30, 20009 is presented in the table below.

Weighted Weighted
Restricted Average Average
Stock and Grant-Date Exercise
RSU Fair Value Options Price
Outstanding as of January 1, 2009 1,165,816 $ 50.53 4278118 $ 42.75
Granted 813,119 21.04 373,000 22.41
Exercised 43,157 ) 9.52
Vested (260,375 ) 48.94
Forfeited and expired (178,813 ) 55.52 (1,159,379) 45.30
Option exchange (1) 269,262 26.55 (1,077,960) 48.59
Outstanding at September 30, 2009 1,809,009 39.67 2,370,622 36.26
Exercisable at September 30, 2009 n/a n/a 1,162,925 37.42

(1)Certain eligible employees were offered the opportunity to voluntarily exchange any vested or unvested
outstanding options with an exercise price of greater than $40.00 per share, for a number of RSUs, which are
subject to a new vesting schedule, based on the exchange ratios set forth on Schedule TO, filed on August 17,
2009 with the SEC. This option exchange was a value-for-value modification and accordingly, incremental
compensation expense was not incurred.

14
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As of September 30, 2009, there was $55,504 of unrecognized compensation costs related to non-vested equity-based
compensation arrangements that is expected to be recognized over a weighted-average period of 2.0 years.

4. FAIR VALUE MEASUREMENTS

Fair value measurements apply to all financial assets and liabilities that are being measured and reported on a fair
value basis. Accounting standards require that fair value measurements be classified and disclosed in one of the
following three categories: Level 1, defined as observable inputs such as quoted prices in active markets; Level 2,
defined as inputs other than quoted prices in active markets that are either directly or indirectly observable; and Level
3, defined as unobservable inputs in which little or no market data exists, therefore requiring an entity to develop its
own assumptions.

Our Condensed Consolidated Balance Sheets include the following financial instruments: cash and cash equivalents,
investments, receivables, accounts payable, medical benefits payable, amounts accrued related to the investigation
resolution and debt. The carrying amounts of current assets and liabilities approximate their fair value because of the
relatively short period of time between the origination of these instruments and their expected realization.

15
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As of September 30, 2009, our investments included municipal note investments with an auction reset feature (‘“auction
rate securities”) that had an aggregate par value of $57,000. These auction rate securities had auctions that failed
during the nine months ended September 30, 2009. As a result, our ability to liquidate and fully recover the carrying
value of our remaining auction rate securities in the near term may be limited or non-existent. We do not believe our
auction rate securities are impaired, primarily due to government guarantees or municipal bond insurance and, as a
result, did not record any impairment losses for our auction rate securities for the three or nine months ended
September 30, 2009. We have the ability and the present intent to hold the securities until market stability is restored,
but as these securities are believed to be in an inactive market, we have estimated the fair value of these securities
using a discounted cash flow model. This model considered, among other things, the collateralization underlying the
securities, the creditworthiness of the counterparty, the timing of expected future cash flows, and the expectation of
the next time the security would be expected to have a successful auction. The estimated values of these securities
were also compared, when possible, to valuation data with respect to similar securities held by other parties. Prior to
January 1, 2008, these securities were recorded at fair value based on quoted prices in active markets (i.e., Level 1
data).

The following table includes our assets and liabilities measured at fair value on a recurring basis:

Fair Value Measurements at September 30, 2009 Using:

Quoted Prices
in
Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
September 30,
Description 2009 (Level 1) (Level 2) (Level 3)
Investments and Long-term
investments:
Available-for-sale securities
Certificates of deposit $ 55,541 $ 55,541 $ $
Auction rate securities 53,301 53,301
Other municipal variable rate
bonds 3,815 3,815
Total Investments and Long-term
investments: $ 112,657 $ 59,356 $ $ 53,301
Restricted investments:
Available-for-sale securities
Cash $ 4,375 $ 4,375 $ $
Certificates of deposit 1,721 1,721
U.S. Government securities 20,848 20,848
Money market funds 104,377 104,377
Total Restricted investments $ 131,321 $ 131,321 $ $
Amounts accrued related to
investigation
resolution(1) $ 55,448 $ $ 55,448 $

16
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(1) These amounts are included in the short- and long-term portions of amounts accrued related to investigation
resolution line items in our Condensed Consolidated Balance Sheet as of September 30, 2009.
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Fair Value Measurements at December 31, 2008 Using:

Quoted Prices
in Significant
Active Significant
Markets for Other Unobservable
Identical Observable
Assets Inputs Inputs
December 31,

Description 2008 (Level 1) (Level 2) (Level 3)
Investments and Long-term
investments:
Available-for-sale securities

Certificates of deposit $ 66,187 $ 66,187 $ $

Auction rate securities 54,972 54,972

Other municipal variable rate
bonds 3,925 3,925
Total Investments and Long-term
investments: $ 125,084 $ 70,112 $ $ 54,972
Restricted investments:
Available-for-sale securities

Cash $ 5,894 $ 5,894 $ $

Certificates of deposit 1,713 1,713

U.S. Government securities 19,765 19,765

Money market funds 171,967 171,967
Total Restricted investments $ 199,339 $ 199,339 $ $

The following table represents our auction rate securities measured at fair value on a recurring basis using significant
unobservable inputs (Level 3):

Fair Value Measurements
Using Significant
Unobservable Inputs

(Level 3)
Three months Nine months
ended ended
September 30, September 30,
2009 2009
Beginning balance $ 51,488 $ 54,972
Realized gains (losses) in earnings (or changes in
net assets)
Unrealized gains (losses) in other comprehensive
income (a) 1,813 2,729
Purchases, issuances and settlements
Transfers in and/or out of Level 3 (b) (4,400)
Ending balance at September 30, 2009 $ 53,301 $ 53,301
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(a)As a result of the increase in the fair value of our investments in auction rate securities, we recorded a net
unrealized gain of $1,813 to Accumulated other comprehensive loss for the three months ended September 30,
2009. For the nine months ended September 30, 2009, the net result is an unrealized gain of $2,729 to
Accumulated other comprehensive loss. The increase in unrealized gain was driven by the stabilization and
improvement within the municipal bond market during the third quarter of the 2009.

(b) A $4,400 auction rate security tranche was redeemed by the issuer at par in February 2009. Accordingly, we
recorded an adjustment to the fair market valuation of th