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Lehman Brothers Health Benefits Broker Call

Introduction

New York City and Texas markets.

On November 14, we hosted our quarterly conference call with two regional health
insurance brokers. On the call, we were fortunate enough be joined by prominent brokers
that service the New York City and Texas markets, two of the largest health insurance
markets in the country where several of our covered companies have meaningful presences
including Oxford, WellChoice, UnitedHealth, Humana, Aetna and others. Richard Fleder
is the CEO of Thesco Benefits, LLC an employee benefits agency in New York City where
he serves corporate clients ranging from below 50 employees fo large group, multilocation
accounts. James Watt is the president, CEO and a director of Employee Benefit Solutions,
Inc. As we have done for the past few years, we touched on a number of key issues
perfaining fo the managed care industry as well as trends specific to the New York and

Texas markets for some true color in the marketplace.

Broker Participants

Richard Fleder, Thesco Benefits, LLC

Richard Fleder has more than 25 years experience in the employee benefits industry and is
the CEO of Thesco Benefits, LLIC. After receiving his CLU designation in 1976, Richard
helped found Comprehensive Benefits Service Company (CBSC| a third-party claims
administrator. He was named president of CBSC in 1986 prior fo the company's being
sold to Employee Benefits Plans, Inc. (EBP), the largest third party administrator in the
counfry. In 1992, Richard became president of the largest health plan of EBP. In 1996,
EBP was sold to First Data Corporation after which Richard founded Thesco Benefits.
Richard is a member of the advisory councils of Oxford Health Plans, Aetna, Health Net,
and United Healthcare.

James D. Watt, Employee Benefit Solutions, Inc.

James D. Watt is the president, CEO and a director of EBS. Jim joined EBS at its founding
in 1995 and has 19 years of experience in the design, communication, administration,
and the funding of employee benefit plans. During his career, he has completed numerous
strategy design projects and consulting on group health and welfare plans, selHfunded and
VEBA frust funded plans, various forms of managed care health plans, ERISA and
regulatory  compliance, post refirement and post employment  benefits, employee
communications and plan administration. Previously, Jim was a senior account executive of
CIGNA Healthcare in sales and marketing in Los Angeles, California. In Ocfober 1993,
he was instrumental in engineering the development of the first market based Health
Insurance Purchasing Cooperative (HIPC). Jim is also the former director of the Employee

Benefit Planning Association of Los Angeles.
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Observations

In Houston, Texas, Mr. Watt noted that ~ Competitive landscapes are remarkably similar in Texas (mostly Houston) and the tri-
United is the dominant provider, ~ state area. In Houston, Texas, Mr. Wait noted that United is the dominant provider,
aftaining its position through ~ attaining ifs position through acquisitions over the past ten years. Prior fo this consolidation
acquisitions over the past ten years.  phase there were many small plans in the market, and the market leaders were
Prudential /Aetna. Mr. Watt believes that the membership gains by United have pushed its

Mr. Watt is seeing CIGNA gain the ~ operating sysfem to its fullest capacity, and Mr. Watt has in fact noted certain cases of
most market share in Houston, followed  service and reporting issues that have led some clienfs to switch to other providers.
by Aetna, and BCBS of Texas.  Specifically, Mr. Waitt is seeing CIGNA gain the most market share in Houston, followed

by Aefna, and BCBS of Texas. Aside from service levels, Mr. Wait cifes pricing as the

main driver of market share change.

In the tri-state area Mr. Fleder noted  In the fristate area Mr. Fleder noted that United (including Oxford) held the top market
that United (including Oxford) held the ~ share, followed again by CIGNA, Aetna, Health Netf, and WellChoice. Mr. Felder nofes
top market share, followed again by~ that United/Oxford has approximately a 40% market share in the area, with that share
CIGNA, Aetna, Health Net and  likely higher in the “white collar” segment. The most notable shift in New York market
WellChoice.  share has been from Aetna (as a reminder the company has been expanding its national

account presence following its 2003 tumnaround). Turning fo New Jersey, Mr. Felder notes

Horizon BCBS has the largest market share, followed by United, Aeina, CIGNA, then

Health Net. In Connecficut, Mr. Felder sees Anthem [now WellPoint) as having the top

markef share by a large margin, followed by Oxford/United, Health Net, and then

ConnectiCare. As far as drivers of market share, Mr. Fleder reiterated the same drivers that

he spoke about two years ago on a previous broker call. He noted broker relationships

both with carriers and with employers. Unique to the New York markef, Mr. Fleder nofes

that the networks of various carriers are very similar, mirroring the Oxford network, which

had been viewed as the superior network in New York. In addition, Mr. Fleder cites the

ease of price negofiation as the reason why rates across various carriers are virtually the

same. With litlle pricing and network differentiation, the market relies on relationships and

brand loyalty to drive the decision making process.

While both brokers saw double-digit costtrend increases for 2006, the particularities
behind the trend varied significantly. In the Texas region, Wait discussed an annual
survey of 150-200 companies which showed healthcare cost increases of between 11%
and 13% for 2005 and he expected to see the confinuation of similar frends info 2006.
With regard fo cost shifting to employees in the form of buydowns, Wait implied that the
Texas market was an exception in that the booming energy markets in Texas have led to

benefit increases.

Fleder noted in New York a marked ~ Tuming fo the New York market, Fleder nofed cost trends in the 10% range, a decline of
increase in pricing flexibility and that it~ between 2% and 3% over the prior year. We note that this figure excludes pharmaceutical
was possible fo negotiate the original  cost trends of 15% and dental costs increasing at 6%. During the confracting process,
insurance bid downwards significantly.  Fleder noted in New York a marked increase in pricing flexibility and that it was possible

fo negotiate the original insurance bid downwards significantly.
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The service side seemed fo be an after-
thought for most as New York benefil
designs tend o force large amounts of in
network usage which makes claims

payment smoother.

TPAs are unable to negotiate as deep
of a discount as larger carrier, creating
a market for TPAs to rent managed
care network, Aetna is renting its

network to local TPAs.

In New York, Mr. Fleder notes litfle
interest from employers in the blue card
product, as it is consistently priced over

other available product, specifically,

Aetna, United, and CIGNA.

When discussions turned toward carrier differentiation, the usual items such as price,
network, service and of course, relations with brokers came up. Wait noted that there
were a number of important variables and that while pricing and relative discounts are
important, networks play a key role as well. In contrast to VWatt's comments, Fleder noted
that relationships between the employer, the broker, and the carrier have been the most
important factor in selecting carriers for that past 30 years in the large-group segment. In
the New York markef, many networks have significant overlap (with most carriers chasing
the best in class Oxford network) and because pricing has become flexible, you can work
toward any price. lasfly, the service side seemed to be an afterthought for most as New
York benefit designs fend to force large amounts of in network usage which makes claims
payment smoother. For the smallgroup market, however, Fleder noted that price

differentiation was much more important.

Comparing fechnological platforms, both Fleder and Watt agreed that United was
head and shoulders above the competition, although Aetna was catching up.
Specifically, Fleder noted that the proof of strength in United’s systems were the ease in
integrating new acquisitions into the existing platform as well as providing easy access fo

claims for employers and simple billing processes for providers.

Employers remain on the sideline for consumer driven products, according to these
two brokers. This comes as no surprise fo us, as we have seen employers be slow
adopters of any new inifiative in healthcare. In the New York markef, Mr. Fleder points to
the large disparity between current rich benefits and an HSA style benefit as the main
reason employers are unwilling to adopt the plan. Fleder suggested that the marketplace is
one with such rich benefits that the switch to lower benefit plans (through cost shifting)
would be less palatable. In the Houston markef, Mr. Watt is seeing employer skepticism of
the value of HSAs. One caveat we make is that these brokers tend to focus on less national

large group accounts which we believe have been more willing to move to CDHP plans.

Self -funding remains the preferred funding method in Houston, but continues to shrink
in New York. In the Houston market selfunded accounts remain the preferred method of
healthcare insurance. Mr. Waltt nofes that TPAs are maintaining market share. However,
the TPAs are unable to negotiate as deep of a discount as larger carriers. This has created
a market for TPAs to rent managed care networks. One case of this is Aetna, which has
entered into what he termed “leaseback arrangements” with its network, where it has
leased its network to TPAs, but required them to purchase stop loss insurance through Aetna
in New York. Mr. Fleder has seen the self funded accounts shrinking over the past few
years, giving way fo risk contracts. With respect to the National offering from the BCBS
association, Blue Card sales are not seeing much traction with employers. In New York,
Mr. Fleder notes little inferest from employers in the blue card product, as it is consistently
priced over other available products. Specifically, Aetna, United, and CIGNA national
products are priced below the Blue card offerings. In addition, Mr. Fleder notes again that
the benefit design in New York is not consistent with the core BlueCard National offering.
In Houston, Mr. Watt notes that with the exception of Halliburton, Mr. Watt has not seen

the Bluecard network have a large appeal in the market.
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The movement to insure the uninsured continves through cheaper product
infroductions. Both Mr. Watt and Mr. Fleder have seen Aeina increase its membership of
previously uninsured members following its acquisition of SRC. United infroduced lateral

products after its Golden Rule acquisition that increased ifs coverage of the uninsured.

Cavutionary Statement

As always, we acknowledge that extrapolating frends based on localized, anecdotal
evidence can be a risky strategy. Nevertheless, we nofe that the evidence of slowing but
still double-digit rate increases, disciplined underwriting, and confinued cost shiffing to the
employee are consistent with what we have found to be the case in other areas of the

country.

Health Benefits Broker Call Transcript

Joshua Raskin: Thank you and good moming and welcome to everyone.  We really
appreciafe everyone dialing in early on a Monday and apologize for switching the time as
well.  We are excited again to host the next installment of our Llehman Brothers Benefits
Brokers conference call series. We've been doing this for several years and try and check
in about every quarter or so, with the local markets and trying to gauge market trends. I'm
going fo furn it over to Greg Nersessian who everyone knows from my team fo infroduce

today’s brokers and then I'll update everyone on the format.

Greg Nersessian: Thanks Josh and good moming everyone. We're very excited
fo be joined today by two fop producing health insurance agents. Richard Fleder has
more than 25 years experience in the employee benefit indusiry and is the CEO of Thesco
Benefits. Thesco is the largest independent employee benefits broker in the Northeast and
one of the ten largest employee benefit firms in the country. Richard is a member of the
Advisories Councils of Oxford, Aetna, HealthNet and United Healthcare.

Jim Watt is the president and CEO and the director of Employee Benefit Solutions and has
19 years of experience in the design, communication, administration and funding of its
employee benefit plans. Prior to joining EBS Jim, was a senior account executive at Cigna

Healthcare in Los Angeles. Josh.

Joshua Raskin:  Thanks Greg. The purpose of the call is to gauge what certain brokers
are seeing in their local markets in terms of trends. VWe're going fo fouch on all of the

fopical areas; pricing, benefit design, the economy, technology, et cefera.

In terms of format I'll turn it over to Richard first, he'll give us a brief infroduction and
background. Some of you may remember Richard. He joined us about two years ago on
this call and gave an introduction and overview of his market. I'll then turn it over fo Jim to
do the same in his market. And then we'll ask a couple of questions and of course leave

fime at the end to have the audience participate.

]
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Cigna Healthcare has been the
recipient of some of that market loss

from United Healthcare.

In all we'll try and wrap this up hopefully in about 40 minutes.  So with that let me turn it

over fo Richard for a brief introduction.

Richard Fleder: Thanks Josh. Thesco Benefits is an employee benefits brokerage firm
located in New York City. We have offices in long Island and in New Jersey. We've
been in business for ten years. Before that | was involved in running a company called EBP
Health Plans out of Minneapolis which was a public corporation and very involved in the

selffunded sector.

Joshua Raskin:  That's a good infro Richard, we'll start with that.  And Jim if you want fo

give a quick background—anything we didn't mention.
Jim Watt: Actually | think Greg covered it fairly well.

Joshua Raskin:  Okay. And you've been in Texas for | think you said a litle over ten

yearse
Jim Watt: Ten years now yes.

Joshua Raskin:  Great.  So, Jim why don't we start with you. Just generally speaking
could you give us a sense of the market. Who are the biggest players in your market and

maybe how has that competition changed over the last three to five years or so?

Jim Watt: There's been significant change in this market. With United Healthcare
being the most dominant player and historically prior o that, Prudential and Aetna were the

dominant players. But through acquisition United Healthcare has really remained on top.

What's changed in the last year that has been interesting is their market share has begun to
erode largely to Cigna Healthcare which has been the recipient of some of that market loss
from United Healthcare. Aetna as well has seen significant growth in its operation. And to
a lesser extent Blue Cross has also regained a footprint affer many years of declining

market share.

Joshua Raskin:  Jim just while we're there you mentioned significant change and | think
you said United’s remained on top through acquisitions. | know obviously, you know,
Prudential Aetna. Maybe you could give us a little history of some of the M&A that's gone

on in your markets.

And also if you could just help us define where your Texas market; is that Dallas or is that

Houston or the Austin area? Where exactly are you specifically falking aboute

Jim Wait: We're headquartered here in Houston and the largest — our largest share
of business comes from Housfon and Texas but we also work across the country and

infernationally for their clients as well.

LEHMAN BROTHERS
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On the subject of market share and changes in market share what's interesting when | first
came to this market is most of the smaller health plans had either been acquired or were
being acquired as | entered the market for the first time. So the bigger, more dominant
national footprint carriers had initially started with smaller acquisitions.  And of course
Prudential was the largest acquisition here that changed the whole dynamic for the market,

certainly for Aetna.

And so it's been an inferesting tug of war to watch the four largest players compete for
market share with changes in pricing and plan design cerfainly in the insured market. And
fo a lesser extent packaging with networks and stop loss at the larger end of the selfHfunded

market.

Joshua Raskin:  Thank you. Richard why don't we move over — | have a feeling we're
going fo hear some similar comments but maybe you could give us an update on who the
local competitors are there. And | have a feeling you'll have a few comments on the M&A

landscape as well.

Richard Fleder: Sure.  Things have not changed greatly in five years but they are
different from the way they were. Five years ago Oxford certainly was the prime player
especially with white collar type employers; Empire was the big player in the blue collar

markef. United, Aeina, Cigna and Healthnet followed behind those two carriers.

There has been tremendous growth ~ Now with Oxford and United merged they probably represent about 40% of the
though for Aetna; Aetna has really ~ markefplace and certainly from a white collar perspective even more than that.  There has
gotten a much stronger position than ~ been tremendous growth though for Aetna; Aemna has really goften a much stronger

they had a few years ago.  position than they had a few years ago.

Other carriers are GHI and HIP.  They're now combined in addition to Vitra all being one
enfity.  They're very much in the blue collar marketplace. They don't really compete with

the Oxfords and the Aetnas and the Healthnets. That's really the way it is in New York.

HealthNet is losing some market share  In New Jersey, Horizon is sfill the main player with Oxford United probably second along
in New Jersey. ~ with Aetna, Cigna and Healthnet again, Healthnet losing some market share there. In
Connecticut, Anthem is certainly the largest player followed by Oxford, Healthnet and

ConnectiCare.

We're in a marketplace where self ~ We're in a marketplace where selffunding continues to shrink.  Small group being a litfle
funding continues to shrink.  different than large group but Oxford and Empire are cerfainly the largest players in New

York even in the small group area.
Joshua Raskin:  Thank you but | want to make sure | got everything you said right. It
sounded like with the combination of Oxford and United you sort of see them at maybe

40% type of market share.

Richard Fleder: Right.

]
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Empire is certainly going affer the
Oxford United business and there still is
a differential Aetna, Cigna and
Healthnet behind them.

They've added the United providers fo
the Oxford base so if's really one
network. But systems are still separate

and they're not infegrated at all.

Aetna has gotfen so much stronger thai

they've become quite a viable player.

Cigna is very aggressive for business.

Joshua Raskin:  Certainly higher in the white collar area as you define it.  After that is it

sort of the Empire or WellChoice Blues after that or2

Richard Fleder:  Certainly Empire would be right behind them although it's a slightly
different market although Empire is certainly going affer the Oxford United business and
there still is a differential Aetna, Cigna and Healthnet behind them.

Joshua Raskin:  And just curious on the Oxford United are you seeing an integration

there or are they still sort of ...

Richard Fleder: Not yet. | mean, you know, Oxford has taken over all the United small
group business. Management is basically Oxford management but the network themselves
have become basically one network—they've added the United providers to the Oxford
base so it's really one network. But systems are still separate and they're not integrated at

all.

Joshua Raskin:  So it sounds like they've integrated the networks and some of the product
base, but maybe from branding and the processing standpoint they are not as integrated

as they could be.

Richard Fleder:  Well actually you can get two separate proposals and the proposals will

vary from Oxford and United. They have different rating mechanisms.

Joshua Raskin:  Inferesting.  And then you talked about HIP and GHI combining.  You
mentioned ConnectiCare which has also been acquired. Curious over the last couple of
years we've seen some of these big mergers. How has that changed from a consumer
standpoint or from the customer's standpointe Would you argue there are fewer options or

do you think that there's still plenty of competition in New York?@

Richard Fleder:  Well there’s sfill plenty of competition in New York certainly in the white
collar arena.  Aetna has gotten so much sfronger that they've become quite a viable

player. And Empire is going fo be stronger than they were.

We think that the WellPoint acquisition is going to have positive ramifications for them.
Cigna is very aggressive for business so there sfill are a decent number of alternatives in
New York. Obviously the Oxford United merger doesn'’t help because they were two very

viable carriers and now they're one.

The GHI HIP cerfainly will cut down a lot of choice, you know, in that now looking for that

type of business is really Empire or the GHI HIP combination when it gefs merged.

Joshua Raskin:  Sure, makes sense. Switching gears a litle bit Jim why don't we go
back fo the Houston or Texas area and I'm wondering if you could talk a litlle bit about

premium rates and what your cusfomers are seeing in ferms of cost trend or on the self-
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On the seltunded side of things we're
doing monthly forecasts on a rolling 12
month basis and if's suggesting fo us
that we'll probably end up at 11% to
13% again.

funded business or premium growth on the risk business as we move into 2006 and maybe

how that compares to 2005.

Jim Watt: Sure. As part of the work that we do we perform an analysis for the
Housfon business group on health. When we look at health plans and pricing of cost
profiles roughly 150 to 200 companies every year, year over year, and we've been
conductfing a survey for the last four years heading now into our fifth year. And we've seen
a very consistent frend across that roughly a billion and a half of healthcare spending that

low double-digit healthcare cost changes year over year have been fairly typical.

We had a spike in those costs about five years ago but it's been relatively consistent in the
11%, 12%, 13% range and our preliminary forecast for 2006 suggests that it's going fo

look like that again when we finalize the data.

Joshua Raskin:  So would you suggest that if it was 11% to 13% in 2005 it sounds like
11% to 13% is probably a good number for 20062

Jim Watt: Yes. Our early evidence suggests that and we get a lof of that data
obviously from the January 1 renewals that are being presented by the carriers on the
insured side of things. And on the selffunded side we're doing monthly forecasts on a
rolling 12 month basis and it's suggesting to us that we'll probably end up at 11% to 13%

again.

Joshua Raskin:  And then just while we're there Jim any change in benefit design or
benefit buy downs as we call them from your consumer base? Do you see more or less or

is there sort of a constant level there as well@

Jim Watt: Well that's what's been so inferesting. Even though we have been
seeing these kinds of cost increases year over year, in this market what we've seen is
moderate reluctance to making significant plan design changes. Recognizing that the
energy sector is booming right now we're likely to see litfle or no change and in some

cases we'll see employers actually improve benefits fo support holding onto their falent.

Joshua Raskin:  So with regard to the energy sector, would you argue that the economy
is actually probably doing better locally and that's actually leading to more generous
benefitse

Jim Watt: Yes, i's roaring here. In fact, the constant theme with not only the E&P
companies but also the service companies in the secfor is not being able to acquire the

talent that they need to support the growth that they're seeing in their businesses.

Joshua Raskin:  Okay that's helpful. And then Richard in New York maybe you could
falk a litle bit about rates and increases versus the last couple of years and then also

maybe on the benefit buy down side.

|
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There has been some movement or al
least discussion of eliminating some of
the 100% benefits maybe as almost a

preparation moving fowards an HSA

or an HRA.

Richard Fleder: Sure. We certainly aren't seeing benefit improvements here but then
again, you know, the New York area probably has the richest benefits anywhere in the
country where other places in the country you're infrequently seeing 100% benefits we're

still seeing an awful lot of 100% in network benéfits here.

Medical trend certainly has slowed as we're seeing (excluding buy downs) numbers net of
Rx of about 10%, Rx being af about 15% and dental being about 6%. We're seeing much
more flexibility in rates than we've ever seen — not ever but we've seen in the last couple of
years meaning that the rafe is far different after we've negotiated renewals and looked at
alternative carriers than the rate that's initially proposed by the insurance company. They're
generally coming out with higher frend numbers and then coming down to with, you know,

a more redlistic frend number by the time we get through the process.

Benefit buy downs have slowed a litlle bit in a sense that because the frend has come
down there's been a litile less urgency. On the other hand, with all the discussion I'm sure

we'll talk about it a lot toward consumer driven healthcare.

Because the benefits are so rich there’s such a large gap between the plan designs that
employers have today and where the consumer driven plan designs are going fo take
them. There has been some movement or af least discussion of eliminating some of the

100% benefits maybe as almost a preparation moving fowards an HSA or an HRA.

Joshua Raskin:  Inferesting. Just want to make sure | got that all right; you said the trend
has sort of slowed to maybe 10%, Richard, Rx is still 15% and dental did you say 6%2

Richard Fleder: Right, the 10% is net of Rx just pure medical.

Joshua Raskin:  Right, and how does that 10% compare to, you know, maybe what you

were seeing as we entered 20052

Richard Fleder:  Oh, I'd say it's a good two fo three points less than we were seeing a

year ago.
Joshua Raskin:  Okay that's helpful.

WEe'll stay with you Richard; you had mentioned some products — potential product
changes. It sounds like and when we spoke two years ago | think you said that New York

still had the richest benefits in the country. It doesn't sound like that's changed a lot.

You mentioned some of the HSA or HRA what we'll call generally consumer directed health
plans. Any upfake in that? Are you starting to see inferest there or are there any products

that have gained any traction?

Richard Fleder:  Well | mean cerfainly the movement fo consumer driven is very slow. |

mean even though the great majority of our clients are in the New York area our largest

LEHMAN BROTHERS
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clients are outside of New York. Actually Florida, lllinois, California, Minneapolis and the
HSA claims that we have are the ones that are outside of this area. And as | kind of stated
it was an easier movement for them because they were not providing 100% benefits before

so the move fo a consumer driven healthcare plan was easier for them.

Here, we'll start the discussion with a client and more often than not we won't get through

the second or third sentence before they look at us and say no we're not ready for that yet.
Joshua Raskin:  VYes.

Richard Fleder: So it's real slow here compared to what we're seeing other places in the

country.

There are different things though happening in plan design. Certainly there's a great
movement and has been a great movement toward open access point of service plans as
opposed to PPOs. We keep reading about the movement from HMOs to PPOs.  We

certainly do not see it here.

A great maijority of our clients have core buy up plans meaning they'll provide a low plan
and a high plan.  More often than not the lesser benefit will be an HMO based plan,
either an HMO or a point of service either as a gatekeeper or open access. And then the

buy up plan will be a PPO or an open access point of service plan.

Joshua Raskin:  And Richard | don't want to put words in your mouth but it sounded like
New York's got some very generous benefit packages and so the movement fo
consumerism is tougher. s that fo say that the market perception or your perception of

consumer directed health plans is a low benefit product, it's a cut in benefits2

Richard Fleder:  Well, it's certainly moving a lot of the responsibility to the employee. It's
a cost shift to the employee and | don't see any other way of looking af it. It's packaged

nicely and it's cerfainly a cost shift fo the employee.

Joshua Raskin:  Fair enough.  And Jim maybe we could falk a little bit about new

products or change in product design including consumerism in the Texas market.

Jim Watt: | would echo Richard's comments, Josh. We're seeing very, very slow
adoption of a consumer based approach in this market. And you'll have to realize also

this is a markef that never really took to HMO's either.

So there’s a healthy dose of skepticism in most of the buyer’s minds around really the value
of HSAs and cerfainly from what we've seen pricing wise from the carriers essentially we're
looking af a decrement in cosfs only related to plan design. And when you scraich
beneath the surface with the carriers too, they will fell you that they're not giving any

credibility yet to consumers being better consumers inside of these plans either.
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United Healthcare having some
slippage in this market has more fo do
with the fact that they've grown so
quickly they're having not only service
issues but reporting challenges as well
that are very, very important fo a self-

funded customer.

Certainly af the lower end of the
market in the insured market here we
see Humana as a viable player.
They've got exceptional network
coverage, their pricing fends fo be
more aggressive but then again that's

at the lower end of the market.

Joshua Raskin:  Yes, that's helpful. | guess switching topics a litfle bit, Jim maybe we'll
start with you. What attracts a broker, a sales agent in the market to a specific carriere |s
it just simply, this is where | can get the best price for my specific customer or is product
important, brand name, costumer service. Just frying fo figure out what attracts you fo a

specific carrier?

Jim Watt:

value different things. Pricing certainly is important. In this market there’s the prevalence of

Well | think really in different segments of the market Josh the buyers will

selfunded plans, employers essentially realize that it's their claims, it's their employees uses

that's driving costs.

So what we're seeing is really plan selection or | should say carrier selection really driven
by networks and relative discounts in those networks, access, and then to certainly around
service capability. And my prior comments on United Healthcare having some slippage in
this market has more to do with the fact that they've grown so quickly they're having not
only service issues but reporting challenges as well that are very, very important fo a self-

funded customer.

Joshua Raskin:
them?

So in the larger group you'd argue that's where it's more impactful to

Jim Watt: Yes.

Joshua Raskin:  Interesting. And any other points of differentiation among the carriers? s
anyone seen as the best service or worst service or is anyone seen as having typically the

best price poinfs or is it more — or the most broad product selection?@

Jim Watt:

the insured market here we see Humana as a viable player.

Again that varies by markef. Certainly at the lower end of the market in
They've got exceptional
network coverage, their pricing fends fo be more aggressive but then again that's af the
lower end of the market.
Joshua Raskin:  Yes. And then Richard in terms of what you're seeing from carriers sort

of differentiation what draws you to place a specific customer with a carrier and how does

that differe

Richard Fleder:  Well, this year is my 30th year of doing this and | don't think this has
varied in the 30 years that I've done it.  That relationships between the broker and the

client but the broker and the insurance carrier sfill are the most important factor.

The networks have certainly been important but all the carriers have prefty much gravitated
fo the Oxford network and duplicated them so when we do disruption analysis reports for
clients there's very litfle difference between the carriers. Price as | said, more now than
before, it's fairly negotiable. You'll get movement so you'll get to the price that you want

with any of the main carriers.
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Service has become less of an issue in that since such a high percentage of the claims are
in network claims anyway, there's very few claims that are going fo create problems for the

insurance companies.
Joshua Raskin:  Okay.

Richard Fleder:  So reputation and relationships are still the most important category.
Now in small group that is a differentiation because price is far more important in small
group than it is in large group. And the network, | mean probably the carrier with the
strongest reputation certainly in New York more than Jersey and Connecticut is Oxford. |
mean it has seemed to have the best network although I'd say the differentiation is

becoming less and less.

Empire does have one huge advantage in that they're the only carrier that has the Sloan-
Kettering, the local cancer hospital and the cancer hospital here in their network. And that

has seemed to be a differentiator for Empire.

Joshua Raskin:  Inferesting, | thought actually United went out with Oxford and actually
had Sloan-Kettering but. ..

Richard Fleder: They have an arrangement that basically and | won't get this exactly as
precise as they would probably want me fo but in situations where care cannot be
provided in any other hospital and they feel that care has o be provided in Sloan they do
have an arrangement and they will consider it an in network provider. But in general if
there are other alternatives it will sfill be out of network which is a huge problem for the

participants.

Joshua Raskin: ~ While we're sort of on the topic of service and differentiation I'm
wondering if you can falk a litfle bit about technology. VWhich carriers are seen as having
sort of the best systems whether that means the ability for brokers fo get quotes online or
even for their customers to check benefit check claims or providers to check eligibility, et
cefera.  Who in your market, maybe we'll start with Richard, seems fo lead from a

technology standpointe

Richard Fleder:  Well United is still heads and tails above all the other carriers.  Aetna is
catching up but United has a fremendous capacity for consolidation.  They've taken in
other carriers and it's gone very smoothly and [ think that that will be an issue with some of

the other consolidations.
They're as for as just easy access for the participants fo get into the system, for the
employer to do billing and other things, United is sfill heads and tails above all the other

carriers.

Joshua Raskin: ~ Yes. And Jim in your market any comments on fechnology?
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The TPAs have typically not been able
fo negotiate as deep a discount in their
networks so with Aetna relinquishing ifs

network fo for TPA use but also
requiring the purchase of stop loss on
it, it allows Aetna fo penetrate a markei

in an entirely different way.

Jim Wat: | would echo Richard’s comment, United probably the leader with Aetna

certainly a close second.

Joshua Raskin:  Okay, that's helpful. Just want to falk a litle bit about the selffunded
markef. We still see plenty of accounts placed with TPAs and sort of less maybe managed
care arrangements and wondering two questions | guess one, have the dynamics in the
sel-funded market changed, i.e., are you seeing more and more volume go fo the larger

national carriers or is the TPA still maintaining a decent share?

And second, any comments on the Blue Card program specifically? Obviously complefely
different markets Jim with the notforprofit Blue Cross Blue Shield of Texas as part of a
relatively big organization and obviously WellChoice for profit merging with WellPoint.
Maybe we'll start with Jim.

Jim Wait: Well, it's the selHfunded market here and really in all of Texas is the
biggest market of all. VWe see TPAs maintaining share although we've seen also some
interesting changes. For example, lease back arrangements and networks that Aetna has
confracted fo various TPAs tying — allowing network penefration that TPA is using Aetna’s

network but also requiring that Aetna stop loss be purchased at the same time.

And | think that's a very, very interesting approach that Aetna is taking. The TPAs have
typically not been able fo negotiate as deep a discount in their networks so with Aeina
relinquishing ifs network to for TPA use but also requiring the purchase of stop loss on it, if

allows Aetna to penetrate a market in an entirely different way.

The Blue Card has not been a big hit here with a couple of exceptions, Halliburton,
obviously has taken a national approach with a consortium.  That's the most notable of

their clients but they're not seeing significant growth in this market certainly.

Joshua Raskin: And Richard in terms of the TP — the selffunded market and the Blue
Card?

Richard Fleder: Well, selffunding itself is certainly shrinking and has been shrinking in
the last few years just the ability fo get very aggressive fully insured rates plus the fact that
the — | hate using the word discount but the discounts that are available through the carriers

was always better.

And yes, now Aetna has been made available to some of the TPAs locally. Also the fact
that Empire didn't do selHfunding business under I think was 1,000 lives certainly took them

out of the equation.

The TPA market itself has never been large here. In the 1980s | owned the largest TPA in
the area and we were based out of Pennsylvania. There really was no large TPA in the

New York area; it was never a big TPA environment.
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As far as the Blue Card is concerned it's always been one of the mysteries fo us, we've
seen how the big consultants have used it, the Hewitt's efc, | believe in it very much so. |t

never really made sense for our largest clients.

As | talked about before almost all of our clients ufilize this core buy up concept of a low
plan and a high plan and the Blue Card itself never made sense for that in that if you're

going fo be multi-state you were going fo have use a PPO product for the core benefit.

And a PPO product could never gef to a price level where an HMO product could and
therefore whether it was United or Cigna or an Aetna you were always going fo be able o
find o more competitive based product which would also make the pricing of the buy up

more expensive for the participants. So we've never been high utilizers of the Blue Card.

Joshua Raskin:  Inferesting.  Approaching sort of 35 minufes here so want to maybe ask
one more question and then we'll turn it over to the audience fo see if they have questions.
We'll stick with Richard; anything from a legislative standpoint, on the horizon anything
being talked about in the market that you think is either, an opportunity or a potential

worrisome issue?

Richard Fleder: Nothing significant | mean obviously the whole Spitzer thing has
certainly been a discussion point. | don't know that it's had a real effect on us. | mean
we've always been about disclosing compensation anyway so it really hasn't had a huge

effect but | think that the most discussion is about that.

The only thing that we see is if at some point Horizon is able to become a for-profit
concemn, and whether that leads to a merger with WellPoint but | don't think that's going to
happen anytime in the near future. But that would probably be the most significant next

event around here.

Joshua Raskin:  Got you, so it's not likely though. And Jim maybe from your standpoint

anything from a regulatory standpoint that jumps out?

Jim Watt: Echoing Richard’s comments again, Elliot Spitzer has really been the
dominant point of discussion certainly in all of our client meetings, it's had a very significant
impact on both Aeon and Marsh in this market.  They suffered as a result of his
investigation and ultimately the seflement. But it's something that employers are very, very
cognizant of here and it is discussion point number one in a new or prospect kind of

meeting.

Joshua Raskin:  Thanks.  We're at the 35 minute mark so we'll tumn it over to the
audience and see if there's any Q&A. Operafor do you want to see if anyone has a

question?

]
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Operator: At this time | would like to remind everyone if you'd like to ask a question
please press star then the number one on your telephone keypad. We'll pause for just a

moment to compile the Q&A roster.

Joshua Raskin:  And maybe I'll just ask one more question, while we're waiting, I'll start
with Richard. In terms of the individual and small group market we've seen new product
introduced sort of nationally around and the opportunity in the uninsured or maybe even the
underinsured. | was wondering are any of the carriers sort of targeting the lower end of
the market there, frying to produce maybe products that are less expensive and more

affractive to those that aren’t currently buying insurance?

Richard Fleder: Well certainly Aetna and United are, Aetna with ifs acquisition of SRC
cerfainly showed a tremendous commitment to that whole sector. United has created its
own internal products and they're also very focused on buying the Golden Rule which is an
individual product and then buying — creating these products for the discount cards so they
also are very committed in that environment.

Joshua Raskin:  Okay, anything Jim in Texas®

Jim Watt: | see nothing different than what Richard’s already offered.

Joshua Raskin:  Okay so Aetna still — those are the two that are there?

Jim Watt: Yes.

Joshua Raskin:  Okay that's helpful. Operator, do we have any questions?

Operator: No, sir, we have no questions from the telephone.

Joshua Raskin:  There's a transcript available and there will be a replay as well. | want
fo thank Richard and Jim again for their participation and great insights. I anyone’s got
any follow up definitely don't hesitate giving me a call here in the office, 212-526-2279
and with that any parting last minute words Richard or Jim?

Jim Watt: No.

Richard Fleder:  Thank you Josh.

Jim Watt: Thanks for the opportunity.

Joshua Raskin:  Okay, thank you.
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Valuation

Figure 1: Valuation

Price at Market EPS P/E EBITDA/Share EV/EBITDA Val. Methodology
12/9/2005 Cap. (Mil) 2004 2005E  2006E 2004 2005E 2006E 2004 2005E 2006E| 2004 2005E 2006E|| Target 2006 EPS Mult.

National Companies
Aetna AET $98.68 $29,675.54 $3.51  $4.60 $5.30 28.1x 21.4x 18.6x $5.95 $7.76 $8.80 17.0x 13.2x 11.7x || $95.00 17.9x
1 Overweight $ 95.00 35%  31% 15% 32% 31% 13%
CIGNA Cl $112.40 $14,763.29 $7.79  $7.75 $7.15 14.4x 14.5x 15.7x $13.78 $13.43 $12.75 89x  9.x  9.6x $120.00 16.8x
2 Equal Weight $ 120.00 37% -1% -8% 35% -3% -5%
UnitedHealth UNH $63.67 $83,980.73 $1.97  $2.48 $2.75 32.4x 25.7x 23.1x $3.42 $4.31 $4.94 19.5x  15.4x  13.5x $63.00 22.9x
1 Overweight $ 63.00 33% 26% 1% 31% 26% 15%
WellPoint WLP $79.40 $49,355.04 $3.31  $3.99 $4.55 24.0x 19.9x 17.5x $5.77 $7.11 $7.99 150x 12.2x 10.8x || $86.00 18.9x
1 Overweight $ 86.00 26% 21% 14% 21% 23% 12%
Regional
Coventry CVH $59.65 $9.741.77 $2.48  $3.13 $3.45 24.0x 19.1x 17.3x $3.78 $5.46 $5.74 17.2x 11.9x 11.3x || $58.00 16.8x
2 Equal Weight $ 58.00 35% 26% 10% 34% 44% 5%
Health Net HNT $52.58 $5,825.86 $2.15  $2.40 $2.95 24.5x 21.9x 17.8x $4.23 $4.65 $5.35 13.3x  12.1x 10.5x || $46.00 15.6x
3 Underweight $ 46.00 21% 12% 23% -18% 10% 15%
Humana HUM $49.33 $8,134.91 $1.66  $2.09 $2.65 29.7x 23.6x 18.6x $3.39 $4.15 $5.30 16.1x 13.2x 10.3x || $47.00 17.7x
2 Equal Weight $ 47.00 14% 26% 27% 12% 22% 28%
Pacificare PHS $90.12 $8,822.39 $3.19  $3.97 $4.86 28.3x 22.7x 18.5x $6.42 $7.26 $9.80 15.7x 13.9x 10.3x $85.00 17.5x
1 Overweight $ 85.00 M% 24% 22% 2% 13% 35%
Sierra Health SIE $79.83 $2,724.20 $3.28 $3.38 $3.95 24.3x 23.6x 20.2x $5.71 $6.04 $6.77 14.6x 13.8x 12.3x|| $78.00 19.7x
2 Equal Weight $ 78.00 21% 3% 17% 17% 6% 12%
Universal American UHCO $15.37 $891.31 $1.01  $0.96 $1.30 15.2x 16.0x 11.8x $1.84 $1.78 $2.25 9.1x  9.4x  7.4x $ 18.00 13.8x
1 Overweight $ 18.00 33% -5% 36% 42% -3% 26%
WellChoice wC $79.02 $6,687.78 $2.86 $3.43 $3.88 27.6x 23.0x 20.4x $5.06 $5.93 $6.69 15.6x 133x 11.8x||$ 77.00 19.8x
2 Equal Weight $ 77.00 19% 20% 13% 10% 17% 13%
Medicaid Plans
AMERIGROUP AGP $19.19 $1.016.34 $1.66  $0.89 $1.15 11.5x 21.6x 16.7x $3.14 $2.03 $2.54 6.1x  9.5x  7.6x $ 19.00 16.5x
2 Equal Weight $ 19.00 12% -46% 29% 3% -35% 25%
Centene CNC $25.49 $1.154.14 $1.02  $1.30 $1.75 25.0x 19.6x 14.6x $1.86 $2.39 $3.26 143x  11.1x  8.2x $ 27.00 15.4x
2 Equal Weight $ 27.00 19% 27% 35% -47% 28% 36%
Molina Healthcare MOH $28.06 $787.62 $2.00 $0.80 $1.20 14.0x 35.1x 23.5x $3.53 $1.90 $2.61 8.0x 14.9x 10.8x|]|$ 21.00 17.6x
3 Underweight $ 21.00 9% -60% 49% 8% -46% 37%
WellCare WCG $42.11 $1,670.46 $1.29  $1.67 $2.50 32.6x 25.2x 16.8x $2.56 $3.32 $4.92 18.0x 13.9x 9.4 $ 39.00 15.6x
2 Equal Weight $ 39.00 70% 29% 50% 35% 30% 48%
Specialty
Magellan MGLN $29.82 $1,121.53 $2.33  $2.65 $1.60 12.8x 11.2x 18.6x $6.41 $6.52 $4.35 58x  57x  8.6x $ 35.00 21.8x
2 Equal Weight $ 35.00 N/A  14% -40% 28% 2% -33%
Averages

National 33%  19% 8% 24.7x  20.4x 18.7x 30% 19% 9% 15.1x 12.5x 11.4x

Regional 16%  15% 21% 24.8x  21.4x 17.8x 14% 16% 19% 14.5x 12.5x 10.6x

Medicaid 28% -12% 41% 20.8x  25.4x 17.9x 0% -6% 37% 11.6x 12.3x  9.0x

Specialty N/A 14% -40% 12.8x 11.2x 18.6x 28% 2% -33% 58x  5.7x  8.6x
Overall 24% 9% 19% 23.0x 21.5x  18.1x 15% 10% 18% 13.4x 12.0x 10.3x
Overall (ex Medicaid) 22% 17% 16% 24.8x  21.0x 18.1x 20% 17% 15% 14.7x 12.5x 10.9x
S&P 500 SPX 1,259.37 20% 12% 8% 18.8x 16.8x 15.5x $142.28 $152.24 $164.42 10.4x 8.3x 7.7x
Price targets are based on a multiple of CY06 EPS. Material discussing our valuation methodology is available upon request.
Source: Company documents and Lehman Brothers estimates
Source: lehman Brothers estimates
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Important Disclosures:

Sector Coverage Universe
Below is the st of companies that constitute the sector coverage universe:

Aetna Inc (AET) CIGNA Corp (CI)

Coventry Health Care (CVH) Health Net (HNT)

Humana Inc (HUM) Magellan Health Services (MGLN)
PacifiCare Health Systems (PHS) Sierra Health Services (SIE)

UnitedHealth Group (UNH) Universal American Financial Corp. (UHCO)
WellChoice Inc (WC) WellPoint, Inc. (WLP)
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