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Investment Highlights 
 
1)  Metropolitan Health reported very strong earnings for their 
Q1/2010 this morning, earning $0.18 per share versus $0.09 one year 
ago on revenues of $93.0 million, up 3% year-over-year. Revenue 
growth was split evenly between an increase in total customer months 
of 1.1% (concurrent with an increase of 1.4% in Medicare Advantage 
customers under coverage) and a similar 1.7% increase in average 
premium per member, as improved risk scores countered Medicare 
reimbursement rate decreases. Our estimates had been revenues of 
$87.0 million (representing a 4% decrease year-over-year) and 
earnings per share of $0.05. The main difference in actual and 
projected results, however, came from a large drop in the medical 
expense ratio in Q1/2010,  to 81.7% from 87.9% in the prior year 
period and 84.9% in the prior quarter, fueled by a decrease in average 
per member medical costs to $713 from $754. These costs fell due to a 
number of factors, including improved utilization, a decrease in certain 
plan benefits allowed by Humana, and an elimination of certain types 
of expensive medical plans. The drop in medical costs more than offset 
increases in other costs, including administrative payroll, marketing 
and general and administrative expenses, although some of these 
increased costs were a result of planned infrastructure put in place to 
support the new Patient-Centered Medical Home model. Combined 
with a lower share count and slightly lower effective tax rates, net 
income and earnings per share were able to significantly exceed last 
year’s totals and our estimates for this year. Membership under 
contract fell slightly to 35,400 from 35,500 at the start of 2010.   
  
2)  Again Metropolitan management did not provide specific financial 
guidance for the upcoming year, although they did mention in the press 
release that although first quarter does not make a trend, the Company 
is well positioned for the rest of this year and even into next, before the 
4-year phase-in of the next round of Medicare HMO rate cuts is set to 
begin in 2012. Keeping in mind the better-than-expected results for 
Q1/2010, we are thus increasing our estimates for Metropolitan to 
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revenues of $367.0 million for 2010, up 4% from 2009, and earnings per share to $0.40, representing a nice 
jump from EPS of $0.31 for 2009. Our estimates had been revenues of $352.5 million, essentially flat year-
over-year, and earnings of $0.25 per share. Wild cards for the remainder of this year for Metropolitan include 
additional share buybacks (the Company has over 5 million shares remaining under their current authorization) 
and potential acquisitions, an area where Metropolitan has been quiet since the 2008 presidential election.  
 
3)  Cash flow from operations was positive for Metropolitan for the quarter, coming in at an estimated $7.5-$8 
million, although much of this amount was used to repurchase shares or remains a receivable due from Humana, 
which historically distributes cash after the second quarter of the year following a mid-year Medicare risk 
adjustment analysis. At the end of March, Metropolitan had $30.3 million in cash on hand, plus an additional 
$4.7 million held in restricted reserves, offset by less than $1 million in long-term debt. We estimate that the 
Company could finish its share re-purchase program in 2010 using its operating cash flow estimated for the 
remainder of the year plus the receivable amount due from Humana.  Alternatively, Metropolitan could once 
again delve into the acquisition arena, especially targeting physician-owned or managed care plans or network 
providers.   
 
Conclusion/Stock Valuation 
 
Metropolitan Health can be compared with a large group of other managed care companies, including some 
large national and some smaller regional players. These include large national HMOs with some operations in 
Florida such as Humana, United Healthcare, WellCare, Coventry Health; other larger HMOs including 
WellPoint (NYSE/WLP/NR), Healthnet (NYSE/HNT/NR) and HealthSpring; Medicaid-oriented HMOs such as 
Amerigroup (NYSE/AGP/NR), Centene (NYSE/CNC/NR), and Molina Healthcare (NYSE/MOH/NR); and 
several other managed care service providers including CorVel (Nasdaq/CRVL/NR), HMS Holding 
(Nasdaq/HMSY/NR) and Continucare (ASE/CNU/NR). Perhaps due to its smaller size or only recent 
simplification to a pure network service provider, MetCare’s shares currently trade at a discount to our list of 
thirteen comparable managed care firms, ranging from 30% to 50%, based on price/earnings ratios for 2009 
actual and 2010 estimated and price/revenues ratio for 2010 estimated.  What’s more, average valuation 
multiples for those firms which do not contract directly with State and Federal programs but rather with private 
HMOs such as CorVel, HMS Holding and Continucare, are generally much higher than those of the larger, 
more mature HMOs. While shares of MDF have gained over the past twelve months, especially with the recent 
removal of the double whammy of uncertain management progression and murky reimbursement environment, 
share prices of similar healthcare service firms have rebounded as well, maintaining Metropolitan’s discount. 
Therefore, we are maintaining our BUY rating on MDF shares and increasing our 12-18 month price target 
from the original $3.25 to $5.00, still just 13x this year’s estimated earnings, believing that value-oriented 
investors will continue to be rewarded by shares in this company with a strong balance sheet, innovative 
services, and solid earnings track record. 

 
Risk Factors 
 
We believe an investment in Metropolitan Health Networks involves the following risks: 

• Concentration of revenues – With the 2008 sale of its HMO division, Metropolitan now derives nearly all 
of its revenues from Humana. Metropolitan has a long-standing relationship with Humana, however, and 
recently signed a number of new service agreements with the Florida division of the Louisville-based firm. 
These include ones with new subsidiary CarePlus, the recently divested former AdvantageCare members, 
and new geographic areas in Florida to help with Humana’s new MD Medicare Choice members, among 
other purposes. Therefore, we believe that Humana is more likely to expand its relationship with the 
Company in the future than to decrease it, thus ensuring continuing growth for Metropolitan. 
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• Reliance on government funding — Metropolitan derives a majority of its revenues from Federal (CMS) 
reimbursement of the costs of providing services to Humana’s HMO membership. While Federal Medicare 
reimbursement for HMO members has been steadily rising in recent years, anticipated decreases in federal 
spending for Medicare programs this year of 4%-5% could squeeze margins for medical service providers 
such as Metropolitan. In recent years, payments under the Medicare Risk Adjustment (MRA) system have 
become increasingly important to earnings growth, and these are difficult to predict on a quarterly basis 
(leading to quarterly EPS fluctuations) and this program is scheduled to be phased out in 2011. 
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Source: Dawson James Securities, Inc. estimates; Company documents
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Important Disclosures: 
 
Price Chart: 

 
 
Price target and ratings changes over the past 3 years: 
Initiated - August 25, 2009 – Target $3.25  
Price Target increased on May 4, 2010 to $5.00 
 
Analyst Certification: The analyst(s) whose name appears on this research report certifies that 1) all of the views expressed in this 
report accurately reflect his personal views about any and all of the subject securities or issuers discussed; and 2) no part of the 
research analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by 
the research analyst in this research report; and 3) All Dawson James employees, including the analyst(s) responsible for preparing this 
research report, may be eligible to receive non-product or service specific monetary bonus compensation that is based upon various 
factors, including total revenues of Dawson James and its affiliates as well as a portion of the proceeds from a broad pool of investment 
vehicles consisting of components of the compensation generated by investment banking activities, including but not limited to shares 
of stock and/or warrants, which may or may not include the securities referenced in this report. 
  
Dawson James has not received investment banking compensation from the company mentioned in this report and is not actively 
seeking compensation for investment banking services in the future.  Dawson James does not make a market in this security.  Neither 
the research analyst whose name appears on this report nor any member of his household is an officer, director or advisory board 
member of the company.  Dawson James did not receive any other compensation from the company in the previous 12 months. The 
Firm and/or its directors and employees may own securities of the company(s) in this report and may increase or decrease holdings in 
the future. 
 
Ratings definitions: 1) Buy: the stock is expected to appreciate and produce a total return of at least 20% over the next 12-18 
months; 2) Neutral: the stock is fairly valued for the next 12-18 months; and 3) Sell: the stock is expected to decline at least 20% over 
the next 12-18 months and should be sold. 
 

 Company Coverage Investment Banking 
Ratings Distribution # of Companies % of Total # of Companies % of Totals 
Buy 12 86% 6 50% 
Neutral 2 14% 2 100% 
Sell 0 0% 0 0% 
Total 14 100% 8 57% 

 

Information about valuation methods and risks can be found in the “CONCLUSION/STOCK 
VALUATION” and “RISKS” sections of this report. 
 
DAWSON JAMES SECURITIES, INC., Member SIPC, FINRA, (the "Firm") does not make a market in these securities.  The Firm may perform or seek to perform investment banking services for these 
companies in the future. Analysts receive no direct compensation in connection with the firm's investment banking business. All Dawson James employees, including the analyst(s) responsible for 
preparing this research report, may be eligible to receive non-product or service specific monetary bonus compensation that is based upon various factors, including total revenues of Dawson James and 
its affiliates as well as a portion of the proceeds from a broad pool of investment vehicles consisting of components of the compensation generated by investment banking activities, including but not 
limited to shares of stock and/or warrants, which may or may not include the securities referenced in this report. The Firm, its officers, directors, analysts or employees may effect transactions in and have 
long or short positions in the securities (or options or warrants with respect thereto) mentioned herein. Although the statements of fact in this report have been obtained from and are based upon 
recognized statistical services, issuer reports or communications, or other sources that the Firm believes to be reliable, we cannot guarantee their accuracy. All opinions and estimates included in this 
report constitute the analyst’s judgment as of the date of this report and are subject to change without notice. The Firm may effect transactions as principal or agent in the securities mentioned herein.  The 
securities discussed or recommended in this report may be unsuitable for investors depending on their specific investment objectives and financial position. This report is offered for informational purposes 
only, and does not constitute an offer or solicitation to buy or sell any securities discussed herein in any jurisdiction where such would be prohibited. Additional information is available upon request. 
 
 


