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UNITED STATES SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-K

(Mark One)
b ANNUAL REPORT UNDER SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2001

or

o TRANSITION REPORT UNDER SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

Commission file number: 0-12024

Maxicare Health Plans, Inc.

(Exact name of registrant as specified in its charter)
Delaware 95-3615709
(State or other jurisdiction of (IRS Employer

incorporation or organization) Identification No.)

1149 South Broadway Street, Los Angeles, California 90015
(Address of principal executive offices) (Zip Code)

Registrant s telephone number, including area code: (213) 765-2000

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange

None None
Securities registered pursuant to Section 12(g) of the Act:

Common Stock, $.01 par value
(Title of Class)

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. Yesp No o

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of Registrant s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendment to this Form 10-K. b
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The aggregate market value of the voting stock held by non-affiliates of the registrant as of April 8, 2001.
Common Stock, $.01 par value $97,419
The number of shares outstanding of each of the issuer s classes of capital stock, as of April 12, 2002.
Common Stock, $.01 par value 9,741,926 shares

DOCUMENTS INCORPORATED BY REFERENCE

Part III is incorporated by reference from the registrant s definitive proxy statement in connection with its 2002 Annual Meeting of
Stockholders to be filed within 120 days of the close of the registrant s fiscal year.
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PART I

Item 1. Business

General

Since January 1, 2002 we have not been engaged in any active business and we have no reasonable prospects of obtaining or generating any
ongoing business. Through our wholly-owned subsidiaries, we operated health maintenance organizations ( HMOs ) in California (through
December 31, 2001) and Indiana (through May 4, 2001). Maxicare Life and Health Insurance Company, our licensed insurance company,
operated preferred provider organizations ( PPOs ) in California (through December 31, 2001) and Indiana (through May 4, 2001) in conjunction
with the HMO products of Maxicare (our California HMO) and Maxicare Indiana, Inc. (our Indiana HMO). As of January 1, 2002 our
operations were substantially terminated. At December 31, 2001 we had a substantial capital deficiency.

On May 25, 2001, the California Department of Managed Health Care issued an order appointing a conservator for the California HMO.
Also on that date the California HMO filed for Chapter 11 bankruptcy protection. Effective June 5, 2001, the California HMO and the California
Department of Managed Health Care reached an agreement allowing the California HMO s bankruptcy filing to remain in effect with the
California Department of Managed Health Care-appointed conservator relinquishing that position in order to act as Examiner of the Debtor (the

Examiner ). The agreement calls for any disputes between the California HMO and the Examiner to be resolved in Bankruptcy Court. Effective
August 31, 2001, the California HMO terminated its Medicare product. Effective November 30, 2001 the California HMO completed the
assignment of its Medi-Cal contracts to other health care providers, effectively terminating the California HMO s Medi-Cal line of business.
Effective December 31, 2001, all commercial membership was transferred to other health plans, leaving the California HMO with no operations.
On December 31, 2001 the California HMO surrendered its California HMO license.

The Indiana HMO owns Maxicare Life and Health Insurance Company, Inc., the indemnity provider that had underwritten our preferred
provider organization ( PPO ), point of service ( POS ) and life insurance products. The Indiana HMO is incorporated under the laws of the state of
Indiana and is primarily regulated by the Indiana Department of Insurance. Maxicare Life and Health Insurance Company, Inc. is incorporated
under the laws of the state of Missouri and is primarily regulated by the Missouri Department of Insurance. On May 4, 2001, the Indiana
Department of Insurance placed the Indiana HMO into rehabilitation. On May 24, 2001 the Missouri Department of Insurance placed Maxicare
Life and Health Insurance Company, Inc. under administrative supervision. Maxicare Life and Health Insurance Company, Inc. ceased offering
all products effective December 31, 2001. On January 28, 2002 the Missouri Department of Insurance placed Maxicare Life and Health
Insurance Company, Inc. into rehabilitation. The effect of these actions was to terminate the ongoing operations of the Indiana HMO and
Maxicare Life and Health Insurance Company, Inc. as of May 4, 2001 and December 31, 2001, respectively.

We also own and operate Health Care Assurance Company, Ltd., a captive insurer that provided certain insurance coverage to us and our
subsidiaries. Effective January 1, 2002, Health Care Assurance Company, Ltd ceased providing all such insurance. We also served as
administrator of the California Access for Infants and Mothers program ( AIM ) program through another of our subsidiaries. Administration of
the AIM program was transferred to another health care provider effective March 15, 2002.

As noted above, we have no continuing business activities. We are in the process of exploring possible strategies to realize any possible
value remaining in the Company. It is likely, however, that it will be necessary for us to liquidate. We cannot give assurance that any liquidation
would provide any value to our stockholders.

We are a Delaware Corporation, organized on January 5, 1981. Our executive offices are located at 1149 South Broadway Street, Los
Angeles, California 90015, and our telephone number is (213) 765-2000. On May 3, 2002 our executive offices will be located at 11321 La
Cienega Boulevard, Los Angeles, California 90045.
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Forward Looking Statements

Statements in this Form 10-K annual report may be forward looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995. Forward-looking statements include, but are not limited to, statements that express our intentions, beliefs, expectations,
strategies, predictions or any other statements relating to our future activities or other future events or conditions. These statements are based on
current expectations, estimates and projections about our business based, in part, on assumptions made by management. These statements are not
guarantees of future performance and involve risks, uncertainties and assumptions that are difficult to predict. Therefore, actual outcomes and
results may, and probably will, differ materially from what is expressed or forecasted in the forward-looking statements due to numerous factors,
including those described above and those risks discussed from time to time in the Form 10-K annual report, including the risks described under

Risks Factors and Management s Discussion and Analysis of Financial Condition and Results of Operations and in other documents which we
file with the Securities and Exchange Commission. In Addition, such statements could be affected by risks and uncertainties related to our
financial condition, as well as general market conditions and growth rates, and general economics conditions. Any forward-looking statements
speak only as of the date on which they are made, and we do not undertake any obligation to update any forward-looking statements to reflect
events or circumstances after the date of this Form 10-K.

Risk Factors

Because we have no ongoing operations and no prospects of generating funds, we may not be able to continue in existence.
At December 31, 2001:

We had a consolidated working capital deficiency of approximately $5.1 million.
We had a deficiency in stockholders equity of approximately $7.8 million.

Only $78,000 of our cash and marketable securities of $3.7 million was immediately available to us; the remainder of our cash was held at
subsidiaries where the transfer of cash to us requires the approval of regulatory authorities, which we are not likely to receive.

We had no means of generating cash or working capital.

Substantial contingent liabilities, including a claim by the Commissioner of the Indiana Department of Insurance seeking at least
$3.5 million in money damages, a potential claim under a management services agreement of up to $15.0 million, a potential claim by a
former executive, and an undetermined amount due under a pharmacy services agreement.
As a result, we cannot give any assurance that it will not be necessary for us to seek protection under the Bankruptcy Code or liquidate
without paying any consideration to our stockholders.

Because our shares are not listed on a stock exchange, our shares are subject to the penny stock rules, which make it difficult to

purchase or sell our shares.

Our common stock is subject to the SEC s penny-stock rules, which impose additional sales practice requirements on broker-dealers which
sell our stock to persons other than established customers and institutional accredited investors. These rules may affect the ability of
broker-dealers to sell our common stock and may affect the ability of our stockholders to sell any common stock they may own.

Employees

As of March 31, 2002 we employed approximately seventy employees. None of our employees are represented by a labor union or covered
by a collective bargaining arrangement. We believe our employee relations are good.
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Our Executive Officers

Our executive officers at March 31, 2002 were as follows:

Name Age Position
Paul R. Dupee, Jr. 58 Chairman of the Board of Directors, Chief Executive Officer
Alan D. Bloom 56 Senior Vice President, Secretary and General Counsel
Patricia A. Fitzpatrick 50 Treasurer
Joseph W. White 43 Chief Financial Officer, Director

Paul R. Dupee, Jr. was appointed Chairman of the Board of Directors in June 1999 and Chief Executive Officer of the Company in August
1999. For more than five years prior hereto, Mr. Dupee has been a private investor. From 1996 through 2000, he served as a Director of the
Lynton Group, Inc. serving as Chairman from 1998 to 2000. From 1986 through 1996, Mr. Dupee was Director and Vice Chairman of the
Boston Celtics Limited Partnership, which owns the National Basketball Association team, the Boston Celtics. Mr. Dupee has been a director of
the Company since May 1998.

Alan D. Bloom has been Senior Vice President, Secretary and General Counsel to the Company since July 1987. Mr. Bloom joined the
Company as General Counsel in 1981.

Patricia A. Fitzpatrick has served as Treasurer of the Company since July 1998. Previously, Ms. Fitzpatrick served as Assistant Treasurer of
the Company from July 1988 to July 1998.

Joseph W. White has served as Chief Financial Officer of the Company since November 2001. Prior to November 2001 Mr. White served as
Controller and Interim Chief Financial Officer since February 2001. Mr. White was named a Director of the Company in March 2002 and has
served in various financial positions with the Company since March 1987. Mr. White is a certified public accountant.

Item 2. Properties

We lease space at four locations in California. These leases have remaining terms of up to three years. Our leased properties include
administrative locations for our California HMO and corporate facilities. Our executive offices are located in an 83,000 square foot facility at
1149 South Broadway, Los Angeles, California pursuant to a lease expiring in May 2002. Under the terms of this lease, we pay a monthly base
rental of approximately $81,000, plus a percentage of operating costs and annual increases.

Item 3. Legal Proceedings

a. Indiana Department of Insurance

On or about June 25, 2001, the Commissioner of the Indiana Department of Insurance (the Commissioner ), as the rehabilitator of Maxicare
Indiana, Inc., the Company s Indiana HMO, filed a complaint (the Complaint ) in the Marion County Circuit Court of Indiana against MHP and
the five directors of the Indiana HMO, one of whom was a director of MHP. The Commissioner amended the Complaint on February 1, 2002.

The Complaint, as amended, alleges, in substance, that: (1) the directors breached their fiduciary duty by failing to maintain a plan providing for
continuation of care benefits in the event that the Indiana HMO was placed in receivership, and further alleging on various grounds that MHP is
also liable for such failure; (2) MHP fraudulently concealed the financial condition of the Indiana HMO; (3) MHP manipulated the finances of
the Indiana HMO for MHP s own benefit; and (4) MHP received preferential and/or fraudulent transfers of money from the Indiana HMO. The
amended Complaint requests money damages but does not specify the amount of damages sought, except that it seeks approximately

$3.5 million respecting the alleged preferential and/or fraudulent transfers. All defendants answered the amended Complaint on April 5, 2002.
No formal pre-trial discovery has yet been taken. MHP believes that the claims against it are without merit and intends to vigorously defend the
suit.
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b. Other Litigation

We are also involved in legal actions in the normal course of business, including cases in which the plaintiffs assert claims against the
Company or third parties assert breach of contract, indemnity or contribution claims against the Company for malpractice, negligence, bad faith
in the failure to pay claims on a timely basis or denial of coverage, seeking compensatory, fraud and, in certain instances, punitive damages in an
indeterminate amount which may be material and are not covered by insurance and/or seeking other forms of equitable relief. We do not believe
that the ultimate determination of these cases will either individually or in the aggregate have a material, adverse effect on our business or
operations. However, our evaluation of the likely impact of these actions could change in the future and an unfavorable outcome, depending on
the amount and timing, could have a material effect on our business and operations in future period.

Item 4. Submission of Matters to a Vote of Security Holders

No matter was submitted to a vote of security holders during the three months ended December 31, 2001.

PART II

Item 5. Market for the Registrant s Common Stock and Related Stockholder Matters
(a) Market Information
Our Common Stock trades on the Over the Counter Bulletin Board under the trading symbol MAXIQ.OB.

The following table sets forth the high and low sale prices per share of our common stock. The quotations are interdealer prices without
retail mark-ups, markdowns, or commissions, and may not represent actual transactions.

On March 27, 2001 we effected a one-for-five reverse split of our common stock. All share and per share information in this Annual Report
on Form 10-K retroactively reflect the reverse split as if it had been in effect from the beginning of the periods covered.

Common Stock

Sale Price

High Low
2000
First Quarter $18.75 $8.75
Second Quarter $10.65 $3.75
Third Quarter $15.00 $5.00
Fourth Quarter $ 6.70 $2.50
2001
First Quarter $ 5.00 $2.03
Second Quarter $ 2.19 $ .01
Third Quarter $ .05 $ .01
Fourth Quarter $ .03 $ .01

Our common stock is subject to the SEC s penny-stock rules, which impose additional sales practice requirements on broker-dealers who sell
our stock to persons other than established customers and institutional accredited investors. These rules may affect the ability of broker-dealers
to sell our common stock and may affect the ability of our stockholders to sell any common stock they may own.

(b) Holders
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There were 869 holders of record of our Common Stock as of December 31, 2001.
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(¢) Dividends
We have not paid any cash dividends on our Common Stock and have no intention of doing so in the near future.
(d) Sales of Unregistered Equity Security

During 2001 we had no sales of unregistered equity securities.
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Item 6.  Selected Financial Data

Continuing operations(1):
Revenues
Premiums
Investment income
Inter-company service agreement income
Other income

Total revenues

Expenses
Health care expenses
Salary, general and administrative expenses
Depreciation and amortization
Charges for litigation and management
settlements(2)

Total expenses

Loss from continuing operations before income
taxes
Income tax benefit (provision)

Net loss from continuing operations(3)

Discontinued operations:
Loss from discontinued operations
Write-off of excess of rehabilitated and
bankrupt subsidiaries liabilities over
assets(4)

Loss from discontinued operations

Net Loss

Net loss per common share:

Basic:(5)
Basic loss per common share from
continuing operations

Basic loss per common share from
discontinued operations

Weighted average number of common
shares outstanding

Diluted:(5)

Table of Contents

For the Years Ended December 31,

2001 2000 1999 1998 1997
(Amounts in thousands except per share and membership data)
$ 1819 $ 2343 $ 1,928 $ 1,798 $ 1478
239 529 288 888 2,661
11,599 13,035 11,848 10,854
971 398 4,103 1,734 2,394
3,029 14,869 19,354 16,268 17,387
582 2,615 866 521 193
4,998 23,147 13,339 16,822 12,312
704 962 916 548 566
1,510 5,500 250 9,000
6,284 28,234 20,621 18,141 22,071
(3,255) (13,365) (1,267) (1,873) (4,684)
(18,229)
(3,255) (31,594) (1,267) (1,873) (4,684)
(28,095) (33,352) (10,997) (25,660) (20,397)
16,423
(11,672) (33,352) (10,997) (25,660) (20,397)
$(14,927) $(64,946) $(12,264) $(27,533) $(25,081)
I I I I I
$ (.33) $ (6.46) $ (.35) $ (52 $ (1.31)
$ (1.20) $ (6.81) $ (3.07) $ (7.16) $ (5.70)
I I I I I
9,742 4,894 3,585 3,586 3,579
I I I I I

11
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Diluted loss per common share from

continuing operations $ (33 $ (6.46) $ (35 $ (52 $ (1.31)
I I I I I

Diluted loss per common share from

discontinued operations $ (1.20) $ (6.81) $ (3.07) $ (7.16) $ (5.70)
I I I I I

Weighted average number of common and

common dilutive potential shares

outstanding 9,742 4,894 3,585 3,586 3,579
I I I I I
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Balance Sheet Data:

Assets of continuing operations
Indebtedness of continuing operations(6)
Net assets of discontinued operations(1)
Shareholders equity (deficit)
Membership Data:

Number of members

At December 31,

2001 2000 1999 1998 1997
$ 5,136 $ 13,198 $ 29,151 $ 32,181 $ 42,710
$12,942 $ 17,099 $ 19,931 $ 10,557 $ 9353
$ $ 11,042 $ 33,936 $ 31,332 $ 47,679
$ (7,806) $ 7,141 $ 43,156 $ 52,956 $ 81,036

0 416,000 466,600 512,000 514,000
7
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NOTES TO SELECTED FINANCIAL DATA

The selected financial data should be read in conjunction with Item 7. Management s Discussion and Analysis of Financial Condition and
Results of Operations and Item 8. Financial Statements and Supplementary Data.

(1) The placement of our Indiana HMO into rehabilitation on May 3, 2001 and the bankruptcy filing of our California HMO on May 25, 2001
have effectively ended our involvement in the managed care industry. As a result, we have treated our HMO subsidiaries as discontinued
operations in the preparation of these financial statements. (See Item 8. Financial Statements and Supplementary Data Notes 2 and 9 to
our Consolidated Financial Statements .)

(2) In 2000 we recorded charges of $785,000 for employee severance costs and $725,000 in litigation reserves for costs associated with the
defense and settlement of various legal actions. A $5.5 million charge for management settlement costs was recorded in 1999. A $250,000
charge for litigation costs was recorded in 1998. A $6.0 million litigation charge was recorded in 1997 as a result of a ruling denying the
Company recovery on its receivable of $5.0 million due in connection with the operation of a Medicaid managed care program from 1986
through 1989, and related litigation costs. A $3.0 million management restructuring charge was also recorded in 1997 for termination
expenses primarily related to the settlement of certain obligations pursuant to a former chief financial officer s employment agreement.
(See Item 8. Financial Statements and Supplementary Data Note 8 to our Consolidated Financial Statements .)

(3) The loss from discontinued operations in 2000 includes charges of $4.9 million, for losses associated with certain of our capitated provider
arrangements. The loss from discontinued operations for 1999 includes a $3.0 million charge for loss contracts related to the Carolinas
commercial line of business. The loss from discontinued operations for 1998 includes a $10 million charge for loss contracts and
divestiture costs and a $6.25 million charge for litigation, provider insolvency/ impairment, and an increase to the loss contracts and
divestiture costs reserve. (See Note 9 of Notes to Consolidated Financial Statements .)

(4) The results of discontinued operations for the year ended December 31, 2001 include a gain of $16.4 million realized by MHP in the
second quarter of 2001 upon the placement of the Indiana HMO and its wholly-owned subsidiary, Maxicare Life and Health Insurance
Company, into rehabilitation and the placement of the California HMO into Chapter 11 bankruptcy. This gain represents the extent to
which consolidated losses of those entities through May 3, 2001 (the Indiana HMO and Maxicare Life and Health Insurance Company,
Inc.) and May 24, 2001 (the California HMO) exceeded MHP s investment in those subsidiaries. (See Item 8. Financial Statements and
Supplementary Data  Note 2 to our Consolidated Financial Statements .)

(5) All share and per share amounts have been retroactively restated to reflect the one for five reverse stock split completed on March 27,
2001.

(6) Includes long-term liabilities of $3,815, $5,092, $1,210, $104 and $0, in 2001, 2000, 1999, 1998 and 1997, respectively.
8
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Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations
Current Status

On December 31, 2001, we effectively ceased all operations. On that date, our California HMO and PPO terminated all membership. Our
remaining operations at December 31, 2001 consisted of Health Care Assurance Company, Ltd., a captive insurer that provided certain insurance
coverage to us and our subsidiaries, and our administration of the California Access for Infants and Mothers program ( AIM ) program through
another of our subsidiaries. The activities of Health Care Assurance Company, Ltd., essentially ended with the termination of our HMO and
PPO business. Our involvement with the AIM program ended on March 15, 2002.

We are exploring possible strategies to realize any possible value remaining in the Company. Any such strategy may include the ultimate
liquidation of Health Care Assurance Company, Ltd.; however, because of our financial condition and the claims of our creditors, we may seek
protection under the Bankruptcy Code.

Liquidity/ Working Capital Deficiency

At December 31, 2001, we had a consolidated working capital deficiency of approximately $5.1 million, and a deficiency in stockholders
equity of approximately $7.8 million. Furthermore, of our total cash and marketable securities of $3.7 million at December 31, 2001,
approximately $3.65 million was held at subsidiaries where the transfer of cash to MHP requires the approval of regulatory authorities. We
cannot give any assurance that we would receive such approval.

As noted above, we had no significant business activities after December 31, 2001 and no means of raising working capital from operations.

We have defaulted in making the October 2001 payment of approximately $43,000 due a former executive under his consulting agreement,
and has made no further payments. Under that agreement, the former executive may elect to receive the present value of the remaining
consulting fees due to him through June 30, 2003. The former executive has not to date made such election.

Disposition of Subsidiaries

On May 4, 2001, the Commissioner of the Indiana Department of Insurance petitioned the Marion County Circuit Court to place our Indiana
HMO into rehabilitation. Our Indiana HMO is the sole owner of Maxicare Life and Health Insurance Company, the indemnity provider
underwriting the preferred provider organization ( PPO ), point of service ( POS ) and life insurance products offered by both our Indiana
(PPO only) and California HMOs. On May 24, 2001, the Missouri Department of Insurance placed Maxicare Life and Health Insurance
Company, Inc. under an Order of Administrative Supervision and Maxicare Life and Health Insurance Company, Inc. was ordered to cease
writing new business by both the Missouri Department of Insurance, the California Department of Insurance and the Indiana Department of
Insurance. On January 28, 2002, Maxicare Life and Health Insurance Company, Inc. was placed into rehabilitation by the Missouri Department
of Insurance. As a result of these events, results for the year ended December 31, 2001 include Maxicare Life and Health Insurance Company,
Inc. and the Indiana HMO through May 3, 2001.

Our California HMO is primarily regulated by the California Department of Managed Health Care. On May 25, 2001, the California
Department of Managed Health Care issued an order appointing a conservator for the California HMO. Also on that date the California HMO
filed for Chapter 11 bankruptcy protection. Effective June 5, 2001, the California HMO and the California Department of Managed Health Care
reached an agreement allowing the California HMO s bankruptcy filing to remain in effect with the recently appointed conservator relinquishing
that position in order to act as Examiner of the Debtor (the Examiner ). The agreement calls for any disputes between the California HMO and
the Examiner to be resolved in Bankruptcy Court. As a result of these events, results for the year ended December 31, 2001 include California
only through May 24, 2001. On August 31, 2001 the California HMO terminated its Medicare line of business. On November 30, 2001, the
California HMO completed the assignment of its Medi-Cal contracts to other health
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care providers in exchange for $15.9 million. On December 31, 2001, after unsuccessful efforts to transfer its commercial membership to other
health care providers, the California HMO terminated its commercial line of business. Also on that day, the California HMO surrendered its
HMO license. Effective January 1, 2002, the California HMO had no membership. While the resolution of the California HMO s bankruptcy
continues, the possibility of MHP receiving a distribution upon the final resolution is remote at best.

Discontinued Operations

The placement of the Indiana HMO into rehabilitation and the bankruptcy filing of the California HMO have effectively ended our
involvement in the managed care industry. As a result, we have treated our HMO subsidiaries and Maxicare Life and Health Insurance
Company, Inc. as discontinued operations in the preparation of our financial statements. Although our remaining operations (parent, Health Care
Assurance Company, Ltd., and the AIM program through March 15, 2002) are insignificant in size, financially dependent upon our California
and Indiana HMOs, and may also be terminated, they represent services not intrinsically linked to the managed care industry and have been
treated as continuing operations.

Results of Operations

Year Ended December 31, 2001 Compared to Year Ended December 31, 2000

We reported a net loss of $3.3 million, or $.33 per share (basic and diluted), from continuing operations for the year ended December 31,
2001. We sustained a loss of $31.6 million, or $6.46 per share (basic and diluted), from continuing operations for the year ended December 31,
2000. Year 2000 results from continuing operations included an $18.2 million non-cash charge associated with the write off of deferred tax
assets.

Revenues from continuing operations decreased by $11.8 million in 2001 when compared to 2000 due to the assumption of MHP s
inter-entity service agreements by the California HMO effective January 1, 2001. Through December 31, 2000, our HMOs and Maxicare Life
and Health Insurance Company, Inc. paid monthly fees to MHP pursuant to administrative services agreements for various management,
financial, legal, computer and telecommunications services. As a result of a corporate reorganization and simplification implemented on
December 31, 2000, certain employees performing functions in support of the administrative service agreements were transferred from MHP to
the California HMO. For the period January 1, 2001 to April 30, 2001 the Indiana HMO and Maxicare Life and Health Insurance Company, Inc.
paid monthly fees to the California HMO for the services previously provided to them by MHP. Prior to the reclassification of our HMO
activities as discontinued operations, the service agreement income and related expense were eliminated in consolidation. Salary, general and
administrative expenses of continuing operations declined from $23.1 million in 2000 to $5.0 million in 2001, principally due to decreased
salary costs as a result of the transfer of employees from MHP to the California HMO ($5.1 million); reserves taken against certain prepaid items
and accounts receivable in 2000 ($4.0 million); and higher consulting costs in 2000 associated with various infrastructure enhancements
($5.9 million).

Results of discontinued operations for the year ended December 31, 2001 include a gain of $16.4 million realized by MHP upon the Indiana
Department of Insurance s placement of the Indiana HMO and its wholly-owned subsidiary, Maxicare Life and Health Insurance Company, Inc.,
into rehabilitation and the bankruptcy of our California HMO. This gain represents the extent to which liabilities of those subsidiaries exceeded
their assets at the date of rehabilitation (Indiana) or bankruptcy (California). Loss from discontinued operations before adjustment for this gain
was $28.1 million in 2001 compared to $33.4 million in 2000. The accelerating losses from discontinued operations in 2001 (results for 2001 are
only through May 4, 2001 for Indiana and Maxicare Life and Health Insurance Company, Inc. and May 25, 2001 for California) stem from
rapidly deteriorating operating performance in the first quarter of 2001 and additional claims liabilities of the Indiana HMO relating to dates of
service prior to December 31, 2000.

10
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Year Ended December 31, 2000 Compared to Year Ended December 31, 1999

We reported a net loss of $31.6 million, or $6.46 per share (basic and diluted), from continuing operations for the year ended December 31,
2000. We sustained a loss of $1.3 million, or $.35 per share (basic and diluted), from continuing operations for the year ended December 31,
1999. Year 2000 results from continuing operations included an $18.2 million non-cash charge associated with the write off of deferred tax
assets.

Revenues from continuing operations decreased by $4.5 million in 2000 when compared to 1999 due to the recognition of $4.1 million of
other income in 1999 related to a settlement reached by us in connection with the operation of a Medicaid managed care program from 1986
through 1989. Salary, general and administrative expenses of continuing operations increased from $13.3 million in 1999 to $23.1 million in
2000, principally due to the increases in salary, general and administrative expenses for 2000 that were discussed above.

Results of discontinued operations for the year ended December 31, 2000 were a loss of $33.4 million compared to a loss of $11.0 million
in 1999. The deteriorating operating performance was the result of $14.4 million in provider network restructuring costs in Indiana; $2.6 million
in premium receivable write-offs; and increased medical claims costs.

Forward Looking Information

Statements in this Form 10-K annual report may be forward-looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995. Forward-looking statements include, but are not limited to, statements that express our intentions, beliefs, expectations,
strategies, predictions or any other statements relating to our future activities or other future events or conditions. These statements are based on
current expectations, estimates and projections about our business based, in part, on assumptions made by management. These statements are not
guarantees of future performance and involve risks, uncertainties and assumptions that are difficult to predict. Therefore, actual outcomes and
results may, and probably will, differ materially from what is expressed or forecasted in the forward-looking statements due to numerous factors,
including those described above and those risks discussed from time to time in this Form 10-K annual report, including the risks described under

Risk Factors and Management s Discussion and Analysis of Financial Condition and Results of Operations and in other documents which we file
with the Securities and Exchange Commission. In addition, such statements could be affected by risks and uncertainties related to our financial
condition, as well as general market conditions and growth rates, and general economic conditions. Any forward-looking statements speak only
as of the date on which they are made, and we do not undertake any obligation to update any forward-looking statement to reflect events or
circumstances after the date of this Form 10-K.

Item 7a.  Quantitative and Qualitative Disclosures About Market Risk

As of December 31, 2001, we had approximately $3.7 million in cash, cash equivalents, and marketable securities (principally United States
Treasury Securities). Marketable securities of $300,000 are classified as available-for-sale investments. These investments are primarily in fixed
income, investment grade securities. Our investment policies emphasize return of principal and liquidity and are focused on fixed returns that
limit volatility and risk of principal. Because of our investment policies, the primary market risk associated with our portfolio is interest rate risk.

As of December 31, 2001, we did not have any outstanding bank borrowings or debt obligations.
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Item 8.  Financial Statements and Supplementary Data
REPORT OF INDEPENDENT AUDITORS

The Board of Directors and Shareholders

Macxicare Health Plans, Inc.

We have audited the accompanying consolidated balance sheets of Maxicare Health Plans, Inc. as of December 31, 2001 and 2000, and the
related consolidated statements of operations, changes in shareholders equity and cash flows for each of the three years in the period ended
December 31, 2001. Our audits also included the information with respect to the financial statement schedules listed in the index at Item 14(a).
These financial statements and schedules are the responsibility of the Company s management. Our responsibility is to express an opinion on
these financial statements and schedules based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of
Maxicare Health Plans, Inc. at December 31, 2001 and 2000, and the consolidated results of its operations and its cash flows for each of the
three years in the period ended December 31, 2001 in conformity with accounting principles generally accepted in the United States. Also, in our
opinion, the related financial statement schedules, when considered in relation to the basic financial statements taken as a whole, present fairly in
all material respects the information set forth therein.

The accompanying financial statements have been prepared assuming that Maxicare Health Plans, Inc. will continue as a going concern. As
more fully described in Note 1, the Company has incurred recurring operating losses and deficiencies in working capital and shareholders equity.
These conditions raise substantial doubt about the Company s ability to continue as a going concern. The financial statements do not reflect the
possible future effects on the recoverability and classification of assets or the amounts and classification of liabilities that may result from this
uncertainty.

ERNST & YOUNG LLP
Los Angeles, California

March 22, 2002
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MAXICARE HEALTH PLANS, INC.

CONSOLIDATED BALANCE SHEETS

Current Assets
Cash and cash equivalents
Marketable securities
Accounts receivable, net
Other current assets

Total Current Assets

Furniture and Equipment
Furniture and equipment
Less accumulated depreciation and amortization

Net Property and Equipment

Other Long-Term Assets
Restricted investments
Net assets of discontinued operations Note 9

Total Long-Term Assets

Total Assets

Current Liabilities
Estimated claims and other health care costs payable
Accounts payable
Deferred income
Accrued salary expense
Other current liabilities

Total Current Liabilities
Long-Term Liabilities Note 7

Total Liabilities

Commitments and Contingencies Note 3
Shareholders Equity

Common stock, $.01 par value 80,000 shares authorized,

9,742 shares issued and outstanding Note 4
Additional paid-in capital

Notes receivable from shareholders Note 5
Accumulated deficit

Accumulated other comprehensive income

Total Shareholders Equity (Deficit)

Table of Contents

December 31,

2001 2000

(Amounts in thousands
except par value)

$ 3426 $ 8,159
306 2,078
10
248 660
3,980 10,907
2,462 2,430
1,306 859
1,156 1,571
720
0 11,042
0 11,762
$ 5,136 $ 24,240
] |
$ 1,050 $ 2420
54 603

113
247 1,402
7,663 7,582
9,127 12,007
3,815 5,092
12,942 17,099
98 98
283,466 283,442
(2,887) (2,842)
(288,485) (273,558)
2 1
(7,806) 7,141
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Total Liabilities and Shareholders Equity $ 5,136 $ 24,240

See notes to consolidated financial statements.
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MAXICARE HEALTH PLANS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

Revenues
Premiums
Investment income
Inter-company service agreement income
Other income

Total Revenues

Expenses
Health care expenses
Salary, general and administrative expenses
Depreciation and amortization
Charges for litigation and management settlements

Total Expenses

Loss from continuing operations before income taxes
Income tax provision Note 6

Loss from continuing operations

Discontinued operations Note 9
Loss from discontinued operations
Write-off of excess of rehabilitated and bankrupt
subsidiaries liabilities over assets

Loss from discontinued operations

Net Loss

Net Loss Per Common Share:
Basic Loss Per Common Share:
Continuing operations

Discontinued operations

Weighted average number of common shares
outstanding

Diluted Loss Per Common Share:
Continuing operations

Table of Contents

Note 8

Years Ended December 31,

2001 2000 1999
(Amounts in thousands
except per share data)
$ 1,819 $ 2,343 $ 1,928
239 529 288
11,599 13,035
971 398 4,103
3,029 14,869 19,354
582 2,615 866
4,998 23,147 13,339
704 962 916
1,510 5,500
6,284 28,234 20,621
(3,255) (13,365) (1,267)
(18,229)
(3,255) (31,594) (1,267)
(28,095) (33,352) (10,997)
16,423
(11,672) (33,352) (10,997)
$(14,927) $(64,946) $(12,264)
I I I
$ (.33) $ (6.46) $ (.35)
$ (1.20) $ (6.8 $ 3.07)
I I I
9,742 4,894 3,585
I I I
$ (.33) $ (6.46) $ (.35)
I I I
$ (1.20) $ (6.81) $ (3.07)
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Discontinued operations Diluted Loss Per Common

Share
I I I
Weighted average number of common and common
dilutive potential shares outstanding 9,742 4,894 3,585
I I I

See notes to consolidated financial statements.
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MAXICARE HEALTH PLANS, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS EQUITY

Accumulated
Number of Additional Other
Common Common Paid-in Accumulated Comprehensive
Shares Stock Capital Other Deficit Income Total
(Amounts in thousands)
Balances at December 31, 1998 3,579 36 254,393 (5,159) (196,348) 34 52,956
Comprehensive income (loss): Net loss (12,264) (12,264)
Other comprehensive income, net of
tax, related to unrealized gains on
marketable securities (44) (44)
Comprehensive loss (12,308)
Notes receivable from shareholders (179) (179)
Forgiveness of note receivable from
shareholders 2,687 2,687
Balances at December 31, 1999 3,579 36 254,393 (2,651) (208,612) (10) 43,156
Comprehensive income (loss): Net loss (64,946) (64,946)
Other comprehensive income, net of
tax, related to unrealized gains on
marketable securities 11 11
Comprehensive loss (64,935)
Issuance of common stock 6,163 62 28,991 29,053
Notes receivable from shareholder (191) (191)
Warrants issued in connection with
professional services contract 58 58
Balances at December 31, 2000 9,742 98 283,442 (2,842) (273,558) 1 7,141
Comprehensive income (loss): Net loss (14,927) (14,927)
Other comprehensive income, net of
tax, related to unrealized gains on
marketable securities 1 1
Comprehensive loss (14,926)
Notes receivable from shareholder (45) 45)
Warrants issued in connection with
professional services contract 24 24
Balances at December 31, 2001 9,742 $ 98 $283,466 $(2,887) $(288,485) $ 2 $ (7,806)
I I I I I ] I

See notes to consolidated financial statements.
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MAXICARE HEALTH PLANS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

2001 2000 1999

(Amounts in thousands)
Cash Flows from Operating Activities:
Net loss $ (14,927) $(64,946) $(12,264)
Adjustments to reconcile net loss to net cash provided by
(used for) operating activities:

Depreciation and amortization 1,305 1,527 1,173
Provision for (benefit from) deferred income taxes 18,229 (55)
Write-off of rehabilitated and bankrupt subsidiaries

liabilities over assets (16,423)

Loss contracts, divestiture costs, litigation, management

settlement and other charges 1,959 4,948

Changes in assets and liabilities (net of effect of
rehabilitation and bankruptcy of subsidiaries):

(Increase) decrease in accounts receivable 8,403 (7,216) 8,375

Increase (decrease) in estimated claims and other health

care costs payable (5,969) 31,337 4,077

Increase (decrease) in deferred income (5,789) (3,177) 3,810

Changes in other miscellaneous assets and liabilities 2,161 6,874 4,337)
Net cash provided by (used for) operating activities (31,239) (15,413) 5,727

Cash Flows from 