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METROPOLITAN HEALTH NETWORKS REPORTS 2007 THIRD QUARTER RESULTS

Company Delivers 14% Revenue Growth as HMO Memberships Reaches 6,000

WEST PALM BEACH, FL, NOVEMBER 9, 2007 – Metropolitan Health Networks, Inc. (AMEX: MDF), a leading provider of healthcare services in Florida, today announced the financial results for the quarter ended September 30, 2007.

For the third quarter of 2007 the company realized revenue of $69.6 million compared to $60.8 million in the corresponding 2006 period, a 14% increase.  Net income for the 2007 quarter was $1.6 million or $0.03 per share as compared to $2.5 million or $0.05 for the 2006 quarter.

For the nine months ended September 30, 2007, the Company’s revenue totaled $207.7 million compared to $172.5 million in the prior year nine-month period, an increase of 20.4%.  Net income was $3.4 million for the nine months ended September 30, 2007 as compared to $3.2 million for the nine months ended September 30, 2006.  Basic and diluted earnings per share were $0.07 and $0.06 for the nine months ended September 30, 2007, respectively as compared with basic and diluted earnings per share of $0.06 for the nine-month period last year.

Cash and equivalents at September 30, 2007 totaled $34.4 million as compared to $23.1 million at December 31, 2006.  The Company had a working capital surplus of approximately $24.6 million at quarter end, compared to a surplus of approximately $19.6 million as of December 31, 2006. The Company has no outstanding debt and stockholders’ equity totaled $35.0 million at September 30, 2007.  
Third Quarter 2007 Background Financial Information:

Part D Settlements:

· In the company’s core PSN business, the results for the quarter were impacted by the settlement of Part D costs for 2006.  As a result, the company realized an increase in revenue of $1,000,000 in the third quarter of 2007. There was no impact on the HMO as a result of the final Part D settlement for 2006.

· The company reduced revenue for a change in the estimated 2007 Part D liability of $3,000,000, of which approximately $2,000,000 relates to premiums paid in prior quarters.  The change in this liability is a result of changes in year to date drug costs and utilization patterns and changes in the actuarial assumptions underlying future drug cost projections. 

· The net impact of the 2006 premium adjustment and the $2 million Part D settlement that relates to premiums paid in prior quarters reduced net income for the third quarter by approximately $624,000 and reduced earnings per share by $0.01. 

· The Company anticipates that revenue for the fourth quarter of 2007 will be reduced by approximately $1,000,000 for the change in the 2007 Part D estimated settlement.  

Restructuring Charge:

· The company incurred a restructuring charge of approximately $600,000 associated with a reduction of our work force and the closing of certain office locations.  This charge reduced net income for the quarter by $374,000 or $.01 per share.  

HMO Marketing Expense:

· During the quarter a unique opportunity to increase market share presented itself to the HMO. Resulting from a Medicare Advantage plan that had its contract terminated by CMS, a special election period for the members of the terminated plan became available.  In an effort to attract these members, the HMO incurred additional marketing costs of $500,000 and was successful in enrolling approximately 1,100 new members.

Segment Profit/Loss:

· In the PSN, the quarterly results include a segment profit before allocated overhead and income taxes of $8.0 million as compared to $7.7 million in the prior year’s third quarter.  For the company’s HMO the segment loss before allocated overhead and income taxes was $3.1 million as compared to a loss of $2.0 million for the third quarter of 2006.   Third quarter 2007 corporate overhead totaled $2.5 million compared to $1.5 million for the third quarter of 2006.

Nine Months Ended September 30, 2007 Background Financial Information:

Net income for the nine month period ended September 30, 2007 was negatively impacted by the restructuring charge and the marketing costs incurred by the HMO mentioned above and a charge of approximately $500,000 for severance payments due the company’s former President and Chief Operating Officer pursuant to a Separation Agreement entered into in April 2007.  These items reduced net income during the period by approximately $1,000,000 and reduced earnings per share by $0.02.

Part D Settlements:

· The additional revenue resulting from the final 2006 Part D settlement mentioned above increased revenue for the nine month period by $1,000,000, increasing net income by $624,000 and increasing earnings per share by $0.01.  

Segment Profit/Loss:

· In the PSN business segment, results include a segment profit before allocated overhead and income taxes of $21.1 million as compared to $16.2 million in the prior year’s period.   For the HMO, the segment loss before allocated overhead and income taxes was $8.7 million, compared to a loss of $6.2 million for the same period in 2006.   Corporate overhead for the first nine months of 2007 totaled $7.1 million compared to $4.8 million for the same period in 2006. 

Membership and Medical Expense Ratio (MER) Information:

· From September 2006 to September 30, 2007 the total number of Medicare Advantage customers served by Metropolitan increased by 1,400 to a total of 30,600. In each of the Company’s business segments this consisted of approximately 24,600 for the core PSN business and 6,000 for the HMO

· Customer months, the combined total membership for each month of the measurement period, increased to 90,900 in the third quarter of 2007, up from 87,500 in the 2006 period

· The company’s overall MER increased from 85.9% in the third quarter of 2006 to 86.9% for the third quarter of 2007.  Impacting the MER for each quarter is the effect of retroactive premium adjustments, such as the Part D settlement impact discussed above, and prior period medical claims expense flowing through the current quarter.  Excluding the impact of these items, the consolidated MER was 86.8% for the 2007 third quarter and 86.4% for the 2006 third quarter. 

· The MER for the PSN business segment was 83.8% in the third quarter compared to 83.7% for the third quarter of 2006. For the three months ended September 30, 2007 and 2006, the PSN’s MER, excluding the retroactive premium adjustments and prior period claims expense was 85.2% and 84.9%, respectively.  

· The HMO’s MER remained essentially flat at 99.3% in the 2007 third quarter compared to 99.2% for the same period in 2006.  The HMO’s MER excluding prior period items, was 93.1% for the third quarter of 2007 compared to 96.5% for the 2006 third quarter. 

Michael Earley, Chairman and Chief Executive Officer, commented, “Overall we are pleased with our third quarter and year-to-date performance.  Our PSN continues to perform well, generating the earnings and cash flow to allow us to invest in and improve our growing HMO’s performance.  This has been a challenging year, but we believe the improvements we’ve made in terms of management, operating model, and cost structure will bear fruit as we grow our membership in the upcoming open enrollment period.  We expect to see growth in both of our businesses.  Our balance sheet is the strongest it has ever been, providing the capital and stability needed to pursue the opportunities we see in our Florida marketplace and to drive our business to increased profitability.  

Conference Call Information:

Metropolitan Health Networks will hold a conference call to review its third quarter 2007 results on Friday, November 9, 2007 at 11:00 a.m. Eastern.  The call will be hosted by Michael Earley, Chairman and Chief Executive Officer. Interested parties may access the conference call by dialing the following numbers: (866) 396-2384 (domestic) or 617-847-8711 (international), pass code # 17186832. The call will also be available via web cast at www.metcare.com, http://www.streetevents.com, http://www.fulldisclosure.com
If you are unable to participate, an audio replay of the call will be available beginning two hours after the call and will be available until 11:59 p.m. on November 13, 2007, by dialing (888) 286-8010 (domestic) or (617) 801-6888 (international) using confirmation pass code # 14691639.  The call will also be archived on our website. 

About Metropolitan Health Networks, Inc.:

Metropolitan is a growing healthcare organization in Florida that provides comprehensive healthcare services for Medicare Advantage members and other patients in South and Central Florida. To learn more about Metropolitan Health Networks, Inc. please visit its website at www.metcare.com.

 

Forward Looking Statements:

Except for historical matters contained herein, statements made in this press release are forward-looking and are made pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995.  Without limiting the generality of the foregoing, words such as “may”, “will”, “to”, “plan”, “expect”, “believe”, “anticipate”, “intend”, “could”, “would”, “estimate”, or “continue” or the negative other variations thereof or comparable terminology are intended to identify forward-looking statements.

Investors and others are cautioned that a variety of factors, including certain risks, may affect our business and cause actual results to differ materially from those set forth in the forward-looking statements.  These risk factors include, without limitation, (i) our failure to accurately estimate incurred but not reported medical expense benefit expenses; (ii) pricing pressures exerted on us by managed care organizations and the level of payments we receive under governmental programs or from other payors; (iii) future legislation and changes in governmental regulations; (iv) the impact of Medicare Risk Adjustments on payments we receive for our managed care operations; (v) a loss of any of our significant contracts or our ability to increase the number of Medicare eligible patient lives we manage under these contracts; (vi) our ability to successfully operate a healthcare management organization otherwise known as an HMO; and our ability to continuously increase enrollment and effectively manage expenses in our HMO. The company is also subject to the risks and uncertainties described in its filings with the Securities and Exchange Commission, including its Annual Report on Form 10-K for the year ended December 31, 2006, its Quarterly Report on Form 10-Q for the quarter ended March 30, 2007, its Quarterly Report on Form 10-Q for the quarter ended June 30, 2007, and its Quarterly Report on Form 10-Q for the quarter ended September 30, 2007.
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Cash and equivalents, including $15.7 million in 2007 and $12.5 million in 2006                                                             

Accounts receivable, net of allowance of $93,000 in 2007 and $601,000 in 2006

Inventory, primarily medical supplies
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Deferred income taxes

Other current assets
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Accounts payable

Estimated medical expenses payable

METROPOLITAN HEALTH NETWORKS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

CURRENT ASSETS

Due from Humana, net of allowance of $1.6 million in 2006

     statutorily limited to use by the HMO

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

STOCKHOLDERS' EQUITY

Preferred stock, par value $.001 per share; stated value $100 per share;

Additional paid-in capital

Common stock, par value $.001 per share; 80,000,000 shares authorized;

Accrued expenses

COMMITMENTS AND CONTINGENCIES

Accumulated deficit

Investments

Goodwill

Deferred income taxes

Other assets

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES

Accrued payroll and payroll taxes
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10,100,668              7,566,110 3,357,216               2,536,125
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1,083,978                731,915 376,732                  305,792

(20,754) 5,312 (3,533) 193

1,063,224 737,227 373,199 305,985

               5,393,469                  5,141,073                2,383,833               4,069,230 

INCOME TAX EXPENSE 2,037,000                1,948,200 786,600                  1,537,200

3,356,469 $             3,192,873 $               1,597,233 $            2,532,030 $          

0.07 $                      0.06 $                        0.03 $                     0.05 $                   

0.06 $                      0.06 $                        0.03 $                     0.05 $                   

OPERATING EXPENSES

Payroll, payroll taxes and benefits

Marketing and advertising

Diluted

NET EARNINGS PER COMMON SHARE:

Basic

Total Medical Expense

NET INCOME

INCOME  BEFORE INCOME TAX EXPENSE

Total other income (expense)

Other income (expense)

OTHER INCOME (EXPENSE):

Interest income

OPERATING INCOME

General and administrative

Total Operating Expenses
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METROPOLITAN HEALTH NETWORKS, INC. AND SUBSIDIARIES
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		METROPOLITAN HEALTH NETWORKS, INC. AND SUBSIDIARIES

		CONDENSED CONSOLIDATED BALANCE SHEETS

		ASSETS						September 30,2007				December 31, 2006

								(unaudited)

		CURRENT ASSETS

				Cash and equivalents, including $15.7 million in 2007 and $12.5 million in 2006

				statutorily limited to use by the HMO				$   34,375,327				$   23,110,042

				Accounts receivable, net of allowance of $93,000 in 2007 and $601,000 in 2006				673,576				674,709

				Due from Humana, net of allowance of $1.6 million in 2006				2,347,082				2,970,821

				Inventory, primarily medical supplies				372,043				284,777

				Prepaid expenses				784,366				706,390

				Deferred income taxes				1,571,500				1,600,000

				Other current assets				713,698				1,118,099

						TOTAL CURRENT ASSETS		40,837,592				30,464,838

		Property and equipment, net						2,180,967				2,275,105

		Investments						688,997				688,997

		Goodwill						1,992,133				1,992,133

		Deferred income taxes						3,885,000				5,767,000

		Other assets						1,626,253				652,960

						TOTAL ASSETS		$   51,210,942				$   41,841,033

		LIABILITIES AND STOCKHOLDERS' EQUITY

		CURRENT LIABILITIES

				Accounts payable				$   858,891				$   887,174

				Accrued payroll and payroll taxes				2,594,960				1,810,428

				Estimated medical expenses payable				6,376,699				4,743,737

				Due to Centers for Medicare and Medicaid Services				4,509,845				2,702,825

				Accrued expenses				1,912,149				767,606

						TOTAL CURRENT LIABILITIES		16,252,544				10,911,770

		COMMITMENTS AND CONTINGENCIES

		STOCKHOLDERS' EQUITY

				Preferred stock, par value $.001 per share; stated value $100 per share;

				10,000,000 shares authorized; 5,000 issued and outstanding				500,000				500,000

				Common stock, par value $.001 per share; 80,000,000 shares authorized;

				51,115,660 in 2007 and 50,268,964 in 2006 issued and outstanding				51,116				50,269

				Additional paid-in capital				42,561,565				41,453,311

				Accumulated deficit				(8,154,283)				(11,074,317)

						TOTAL STOCKHOLDERS' EQUITY		34,958,398				30,929,263

				TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY				$   51,210,942				$   41,841,033





2006 2005


11,035,121 $          9,909,549 $         


12,074,921             5,663,313


4,743,735               4,183,974


284,777                  201,430


886,365                  473,286


1,632,870               3,500,000


1,118,099               547,976


TOTAL CURRENT ASSETS 31,775,888             24,479,528


amortization of $1,561,000 and $2,210,000, respectively 2,275,105               899,998


688,997                  627,819


1,992,133               1,992,133


5,000,630               4,493,000


652,960                  622,628


TOTAL ASSETS 42,385,713 $          33,115,106 $       


1,636,979 $            969,184 $            


1,720,428               1,459,098


4,743,737               694,410


Due to CMS  1,953,020                                               -   


767,606                  293,552


TOTAL CURRENT LIABILITIES 10,821,770             3,416,244


    10,000,000 shares authorized; 5,000 issued and outstanding 500,000                  500,000


    50,267,012 and 49,851,526 issued and outstanding, respectively 50,267                    49,851


41,213,313             40,182,889


(10,199,637)            (11,033,878)


TOTAL STOCKHOLDERS' EQUITY 31,563,943             29,698,862


42,385,713 $          33,115,106 $        TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY


See accompanying notes to consolidated financial statements.


Preferred stock, par value $.001 per share; stated value $100 per share;


Common stock, par value $.001 per share; 80,000,000 shares authorized;


Additional paid-in capital


Accumulated deficit


COMMITMENTS AND CONTINGENCIES


STOCKHOLDERS' EQUITY


Accounts payable


Accrued payroll and payroll taxes


Estimated medical expenses payable


Accrued expenses


DEFERRED INCOME TAXES


OTHER ASSETS


LIABILITIES AND STOCKHOLDERS' EQUITY


CURRENT LIABILITIES





PROPERTY AND EQUIPMENT, net of accumulated depreciation and 


INVESTMENTS


GOODWILL


Inventory


Prepaid expenses


Deferred income taxes


Other current assets


CURRENT ASSETS


Cash and equivalents


Statutorily restricted cash and cash equivalents


Accounts receivable, net of allowance of $790,000 and $556,000, respectively
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			METROPOLITAN HEALTH NETWORKS, INC. AND SUBSIDIARIES


			CONSOLIDATED BALANCE SHEETS


												December 31,


			ASSETS									2006						2005


			CURRENT ASSETS


						Cash and equivalents						$   11,035,121						$   9,909,549


						Statutorily restricted cash and cash equivalents						12,074,921						5,663,313


						Accounts receivable, net of allowance of $790,000 and $556,000, respectively						4,743,735						4,183,974


						Inventory						284,777						201,430


						Prepaid expenses						886,365						473,286


						Deferred income taxes						1,632,870						3,500,000


						Other current assets						1,118,099						547,976


									TOTAL CURRENT ASSETS			31,775,888						24,479,528


			PROPERTY AND EQUIPMENT, net of accumulated depreciation and


						amortization of $1,561,000 and $2,210,000, respectively						2,275,105						899,998


			INVESTMENTS									688,997						627,819


			GOODWILL									1,992,133						1,992,133


			DEFERRED INCOME TAXES									5,000,630						4,493,000


			OTHER ASSETS									652,960						622,628


									TOTAL ASSETS			$   42,385,713						$   33,115,106


			LIABILITIES AND STOCKHOLDERS' EQUITY


			CURRENT LIABILITIES


						Accounts payable						$   1,636,979						$   969,184


						Accrued payroll and payroll taxes						1,720,428						1,459,098


						Estimated medical expenses payable						4,743,737						694,410


						Due to CMS						1,953,020						-


						Accrued expenses						767,606						293,552


									TOTAL CURRENT LIABILITIES			10,821,770						3,416,244


			COMMITMENTS AND CONTINGENCIES


			STOCKHOLDERS' EQUITY


						Preferred stock, par value $.001 per share; stated value $100 per share;


						10,000,000 shares authorized; 5,000 issued and outstanding						500,000						500,000


						Common stock, par value $.001 per share; 80,000,000 shares authorized;


						50,267,012 and 49,851,526 issued and outstanding, respectively						50,267						49,851


						Additional paid-in capital						41,213,313						40,182,889


						Accumulated deficit						(10,199,637)						(11,033,878)


									TOTAL STOCKHOLDERS' EQUITY			31,563,943						29,698,862


						TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY						$   42,385,713						$   33,115,106


			See accompanying notes to consolidated financial statements.
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		METROPOLITAN HEALTH NETWORKS, INC. AND SUBSIDIARIES

		CONDENSED CONSOLIDATED STATEMENTS OF INCOME

										Nine Months Ended September 30,								Three Months Ended September 30,

										2007				2006				2007				2006

										(unaudited)				(unaudited)				(unaudited)				(unaudited)

		REVENUE								$   207,660,167				$   172,486,412				$   69,622,067				$   60,838,341

		MEDICAL EXPENSE

		Direct Medical Costs		Medical claims expense						173,525,324				145,122,834				57,715,133				49,724,990

				Medical center costs						8,269,186				7,621,595				2,789,485				2,530,253

		Total Medical Expense								181,794,510				152,744,429				60,504,618				52,255,243

								GROSS PROFIT		25,865,657				19,741,983				9,117,449				8,583,098

		OPERATING EXPENSES

				Payroll, payroll taxes and benefits						10,100,668				7,566,110				3,357,216				2,536,125

				Marketing and advertising						2,609,517				2,216,865				577,815				203,403

				Restructuring expenses						583,000				- 0				583,000				- 0

				General and administrative						8,242,227				5,555,162				2,588,784				2,080,325

						Total Operating Expenses				21,535,412				15,338,137				7,106,815				4,819,853

		OPERATING INCOME								4,330,245				4,403,846				2,010,634				3,763,245

		OTHER INCOME (EXPENSE):

				Interest income						1,083,978				731,915				376,732				305,792

				Other income (expense)						(20,754)				5,312				(3,533)				193

						Total other income (expense)				1,063,224				737,227				373,199				305,985

		INCOME  BEFORE INCOME TAX EXPENSE								5,393,469				5,141,073				2,383,833				4,069,230

		INCOME TAX EXPENSE								2,037,000				1,948,200				786,600				1,537,200

		NET INCOME								$   3,356,469				$   3,192,873				$   1,597,233				$   2,532,030

		NET EARNINGS PER COMMON SHARE:

				Basic						$   0.07				$   0.06				$   0.03				$   0.05

				Diluted						$   0.06				$   0.06				$   0.03				$   0.05

		The accompanying notes are an integral part of the condensed consolidated financial statements.






