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A frontline perspective on 2011 pricing and product trends 

A national perspective on the middle-market 

On Nov. 10, 2010 we hosted our 8th annual conference call with middle-

market employee benefit consultant Ken Ambos, featuring his frontline 

view of 2011 pricing and product trends. As background, Ken is a national 

employee benefit practice leader for Equity Risk Partners, a San Francisco-

headquartered risk management and employee benefits consulting firm 

with a national scope of practice and a focus on the high-end of small 

group and middle-market employer segments, which we continue to see as 

the key bellwether for health insurance industry trends. 

A transcript of the conference call is provided in the body of this report. 

Strong price discipline following the 2006-2009 industry downcycle

Over the years, Ken and his colleagues have provided a quite valuable 

perspective to us in terms of spotting key inflection points, including major 

carrier service disruptions as well as turning points in the health insurance 

industry underwriting cycle (in particular, the shift from multi-year periods 

of intense price competition and margin erosion to recovery of price 

discipline and margin expansion). 

With that backdrop, our call this year highlighted a strong bias to price 

discipline across most carriers and markets, consistent with what we 

expect given our view that 2010 marks the first year of recovery from the 4-

year industry down-cycle (2006-9), with – for example – the Blue Cross plan 

margins hitting a 20-year low in 2009.  

Higher pricing for 2011 partly reflects new health reform mandates

Conservatism in underwriting moving into 2011 is widespread. On 

average, carriers appear to be incorporating an additional 100-300 bp in 

pricing to reflect the expected impact from health reform mandates (e.g., 

preventive care, adult dependent coverage). With regard to the pending 

minimum medical loss ratio (MLR) thresholds, most carriers appear to be 

positioned for rebating surpluses as opposed to pricing lower to 

proactively achieve compliance with MLR floors. In this context, it appears 

that Coventry’s recent public comments about pricing proactively below 

trend for books below the MLR threshold is an outlier. However, carriers 

are citing the MLR rules as a rationale to compress producer / broker 

commissions. 
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Overview: Summary of key takeways from the call 

On November 10, 2010, we hosted our 8th annual conference call with middle-
market employee benefit consultant Ken Ambos, featuring his frontline view of 
2011 pricing and product trends.  

As background, Ken is national employee benefit practice leader for Equity Risk Partners, a 

San Francisco-headquartered risk management and employee benefits consulting firm with 

a national scope of practice and a focus on the high-end of small group and middle-market  

employer segments. 

Summary of key takeaways from our call 

We have summarized our view of key takeaways from the conference call  

Is the health care reform legislation (ACA) impacting the behavior of buyers 
and/or sellers in the mid-sized employer health care plan space? 

Among buyers: 

 No evidence of health reform being a catalyst for uptick in employers dropping 

coverage. 

 Grandfathering provisions are being considered in plan design adjustment process, 

but ultimately net cost of coverage is trumping concerns over ACA compliance. 

Among sellers / carriers: 

 Pricing loads for new ACA mandates (e.g., preventive care, adult dependent 

coverage) are 1% - 3% on average. 

 With regard to the pending minimum medical loss ratio (MLR) thresholds, most 

carriers appear to be pricing without regard to the MLR thresholds, apparently 

preferring to position for rebating surpluses versus pricing lower to proactively 

achieve compliance with MLR floors. In this context, it appears that Coventry’s 

recent public comments about pricing proactively below trend for books below the 

MLR threshold is an outlier. However, carriers are citing the MLR rules as a 

rationale to compress producer / broker commissions. 

What is the overall level / intensity of price competition in the market? 

Generally, not very competitive. No evidence of carriers consistently favoring a market 

share-growth-oriented pricing strategy, despite a clear opportunity to do so. 

Are you seeing differences in new business vs. renewal underwriting? 

Not measurably so, beyond typical market dynamic of (initial) renewal underwriting being 

marginally more conservative than new business. 

How wide a range of price points between carriers?  Have gaps narrowed? 

About the same as a year ago or perhaps a bit more narrow (when we observed 

competitive price points narrowing at that time). We see about a 7% to 10% spread 

between low and high quotes for comparable coverage. 

Any regional / geographic variances of note? 

Generally not. We see fairly consistent behaviors coast to coast. One outlier is Texas, 

where employers appear to be “getting hit harder” with rate increases reflecting a 3% to 

5% excess variance to averages elsewhere. 
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What are the ranges of health plan price increases you’re seeing for late 2010 / early 

2011 renewals? How do these compare with last year?   

Price increases on average are significantly higher relative to this time last year. Last year, 

we were seeing initial renewals in the +15% to +18% range that were negotiated and/or 

brought down to +9% to +13%.  

Now, a year later, we are seeing initial renewals closer to the +17% to +22% range, with 

less movement off these numbers on negotiation, resulting in +14% to +18% net outcomes 

on average. 

If we remove the high rate increase outliers (those groups getting 30-40% range renewals), 

then the average rate increases approximate the level of last year. However, there are a 

material number of these high rate “outliers” this year. 

In general, we would characterize underwriting “discipline” as strong, consistent, and 

persistent. It seems only minor negotiated rate changes can be secured in most cases. 

Competitive alternative quotes are the main way to get relief, but in most cases the 

alternative price ranges from competitors are narrow. 

We also observe that plan design buy-downs are not being afforded the same price 

decrement value as in prior recent years (as a hypothetical example, where an x% increase 

in co-pays might have cut the rate increase by 100 basis points last year, this year the same 

change produces a 50 bp cut in the rate increase). 

Has there been any notable change in the nature of buy-downs between plan design 

changes that increase employee expense when using the plan (e.g., higher employee 

cost-sharing for inpatient hospital admissions) versus employee premium 

contribution increases that impacts all covered employees? 

In general, we are seeing more movement on the employee contribution side, both due to 

near-exhaustion of typical coverage buy-down options and “grandfathering” 

considerations (but, again, net cost is trumping grandfathering concern for almost all 

employers in this segment). 

Are employee premium contribution changes tracking employers’ cost escalation?   

Not uniformly; in many cases employers are absorbing a proportionally higher share of the 

increased premium costs (it was noted during the call that this observation is somewhat 

contrary to survey results pointing to more of the share being shouldered by employees). 

Have “consumer directed health” (CDH) plan designs continued to gain greater 

market share? 

Yes. CDH considerations factor into the fabric of every plan design discussion at all client 

size levels.  

Whether it’s high-deductible health plans (HDHPs) alone, or conjoined to a savings account 

vehicle (HRA/HSA), most employers either have one or are moving toward inclusion of one 

as an option.   

CDH penetration has now reached over 30% of our clients and well over 10% of total 

covered lives (membership). Critical mass has been achieved! 

However, a side point here is that we are seeing CDH plan renewal increases in excess of 

the rate increases on ‘traditional’ plan designs, which is the opposite of what we had 

observed until this year.  

A factor appears to be employer funding of employee HRA/HSAs, which in effect appears 

to blunt the inhibition of utilization demand that would otherwise occur in a CDH plan (by 

fully funding employee HRA/HSAs, employers are turning CDH plans into virtual first-dollar 

coverage, or at least some carriers appear to be perceiving it that way). 
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Besides price, what other criteria are employers using to choose between carriers?  

Price remains paramount. But after that, it is service (CDH capabilities as a component) and 

network. 

Meanwhile, health and wellness is emerging as a bigger differentiating factor relative to 

prior years for carriers. There is growing sentiment that health and wellness may be “the 

last battleground” for viability of employer-sponsored health plans given that plan 

design/cost share changes can only do so much. Therefore, taking a more active role in 

impacting employee health remains a possible positive direction. Meanwhile, expansion of 

health engagement and wellness appears to be aided by the health reform legislation 

incentives for investment in wellness activities.  

That said, some clients are increasingly looking to contract directly with independent 

specialty vendors versus using the ‘passive’ wellness tools baked into carrier offerings as 

employers seek to: (i) own their own health status data regardless of health plan in use, (ii) 

have a direct stake in the cost/outcomes ROI measurement, (iii) hold vendors accountable 

to measurable group health improvement standards, and (iv) facilitate greater acceptance 

by the workforce versus the inherently more cynical view of wellness programs sponsored 

by an insurance carrier. 

Have clients shown a greater willingness to move from carrier to carrier in 2010/2011 

given the continuing difficult economy? 

No. The lack of compelling alternatives is more responsible for the dearth of carrier 

changes than a client’s reluctance to do so. 

Transcript of conference call (November 10, 2010) 

Matthew Borsch, Goldman Sachs: Good afternoon everyone and thanks for joining us. I 

would like to introduce our guest expert for the call. This will be our eighth annual 

conference call with Ken Ambos for his frontline view of 2011 health plan pricing and 

product trends.  

By way of introduction, Ken is the national employee benefit practice leader for Equity Risk 

Partners, a San Francisco headquartered risk management and employee benefits 

consulting firm with a national scope of practice and a focus on the middle market (and 

high-end of small group) employer segment.  

I would also say that Equity Risk Partners consults on the placement, management and on-

going administration of health plans across a diversified array of private equity 

investments that are geographically distributed.  

This is s a big reason why Equity Risk Partners has a national scope of practice and 

valuable related perspective they bring to their observations on trends here. So what we’ll 

do as we’ve done in prior years is I will walk Ken through a series of topical questions. I’m 

going to start on what is perhaps front of mind, health care reform.  

Ken, what is the extent to which you’ve observed indications of health reform directly 

impacting the behavior of buyers and/or sellers in the middle market healthcare plan 

space? 

Ken Ambos, Equity Risk Partners: Thanks Matt, and good afternoon everyone. We have 

seen impact of healthcare reform on the positioning of buyers and sellers in the mid-size 

market health space.  

From a buyer’s standpoint (the employer group), we haven’t seen any evidence yet of this 

being a catalyst for employers dropping coverage.  

That’s a general consideration Matt’s asked me about in the past, but again there hasn’t 

been observable connectivity of reform to groups cancelling coverage. However, it 
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certainly bears watching the closer we get to 2014, when some of the bigger reform 

elements such as state-level insurance exchanges and the like come to bear.  

As a second element on the buyer side, grandfathering provisions in the reform regulations 

are being considered in many employers’ go-forward health plan design decision process.  

Whether or not to make plan design changes they might otherwise have absolutely gone 

for previously is being looked at relative to grandfathering trade-offs - is conserving the 

current plan design more sensible in the longer term than making near-term changes to 

save costs? 

In the ultimate analysis, the midsized employer will almost invariably opt to curtail near-

term cost of coverage vs. avoiding certain mandates associated with maintaining a 

grandfathered plan. 

So, switching over to the seller’s side (the insurance carrier market), pricing loads have 

been the most obvious manifestation of behavior change due to reform’s advent. Generally, 

a 1% to 3% range of rate increment is being added to renewals explicitly for the new 

mandates that are included in the reform regulations. That’s very tangible and clearly 

observable – the industry has not made any attempt to conceal this. 

On a next level, the medical loss ratio (MLR) element insurers will be subject to in 2011 is a 

little more subtle, yet is likely to have significant impact on the carrier side that will 

manifest in pricing trends going forward.  

Our overall observation is that almost all carriers are pricing without regard to MLR 

concerns to the extent that their positioning seems to be more “we’ll worry about how to 

distribute surpluses if they occur”, as opposed to pricing down to a tighter loss ratio in 

anticipation of avoiding that hassle.  

Matt and I discussed Coventry’s recent indication that in some instances they would 

consider target pricing below trend to avoid the buildup of surplus. From our vantage point 

that is clearly an outlier stance. The rest of the market has not shown any evidence of 

thinking that way.  

A final observation relative to the MLR issue – it’s a relative certainty at this point that the 

carrier community will begin to cite the MLR regs as a rationale to compress commissions 

that are built into the health plan products they offer.  

I’ll try to be as objective here as I can, given this could have significant potential impact on 

the revenue model for many businesses in our space…  

Carriers taking this path could strain relationships with the current primary distribution 

system for the insurance industry’s products - agents, brokers, consultants – that directly 

bring carrier products to the end buyer.  

Will that ultimately enable a disintermediation of this function? Will it facilitate a shift 

toward a more direct distribution channel, such as state- level insurance exchanges? Could 

it erode the industry investment in benefits consulting, given margin shrinkage that may 

drain talent from this field?  

These are all possible ramifications that should be assessed at this point in the grander 

scheme of things because it would appear such commission compression is coming 

relatively soon. 

Just a quick anecdote along those lines: the idea of a broker dis-intermediated process 

brings to light a recent example where a client had not used an intermediary to help 

manage their health plan for a number of years.  

We had opportunity to review their situation and found significant evidence of 

misalignment of the financial arrangements in place. The most vivid example of that was 

the client’s reliance on the carrier’s development of equivalency rates in a self-funded 

environment that ultimately proved to be considerably off the mark. 

This triggered under-projection of the client’s ultimate health plan costs vs. budget, with 

their employee contributions being lower than intended and their COBRA rates being 

insufficient.  
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Perhaps as a “commercial” for the profession I represent, I relate this story to affirm there 

are real reasons to have a professional advisor act as “middle man” in aligning the 

carrier’s objectives and actions with the needs and expectations of the client.  

Borsch: That’s great, Ken. Can you characterize using a baseball analogy - what inning do 

you think we’re in with regard to carriers taking action on whatever they’re going to do on 

broker commissions? Is it still early stage or are we sort of midway in that process?  

Ambos: I would say we’re past the third inning, but not at the seventh inning stretch yet. 

Borsch: Got it. 

Ambos: Where it will have the biggest impact is in the smaller group market, which is 

generally driven by an agency system where health benefits are not always a primary focus.  

To get lower margins out of doing business, where agents get kicked in the head, a lot 

would seem to be leading down a path where they will be less inclined to do that type of 

work going forward. 

Borsch: Absolutely, and certainly unbundling tends to bring greater price sensitivity and 

fear of that would be understandable. I can say that from the standpoint of an equity 

research analyst.  

Okay, moving along here, Ken. The question that I ask every year, which is important here: 

can you characterize the overall level of competition in the current market? 

Ambos: Sure. It’s not very competitive. We’ve seen no evidence of any players consistently 

demonstrating a market share growth oriented price strategy, despite what might appear 

to be a fairly clear opportunity for a player to jump into that void.  

The only sure-fire avenue (particularly in the smaller end of the market) to secure any kind 

of improved pricing outcomes is to provide evidence of competitive market alternatives, 

which, in light of what I just said, makes it kind of a catch-22 situation. 

Borsch: Can you characterize any differences you might be seeing in new business versus 

renewal underwriting? 

Ambos: Nothing material. Other than the typical market dynamic of initial renewal 

underwriting being more conservative than new business – but even on that front, it’s 

tightened up. 

Borsch: What about the range of price points between carriers? Have you seen gaps 

narrow? 

Ambos: We have seen gaps narrow marginally, relative to last year when we highlighted 

that the gap was already moving toward a tighter pack mentality.  

In a typical bidding situation, we’ve seen a 7%-10% spread between high and low price 

points, with the occasional outlier; but it’s increasingly rare to see extraordinary outliers, 

certainly on the low end. You’ll get your outliers mainly on the high end of that range for 

sure. 

Borsch:  Just so I understand the 7%-10%, you mean that if the low carrier is bidding 100, 

that the high carrier might be 107 or 110? 

Ambos: That’s right. 

Borsch: Alright, can you talk about any regional or geographic variances that stand out? 

Ambos: In general, we’re not really seeing significant variance. There’s been fairly 

consistent conservative behavior coast to coast, but our national purview allows us to see 

some pockets where developments are more extreme.  

For example, Texas – I think we mentioned that territory last year as well – but Texas 

clients are getting hit harder by a factor of about 3%-5% in excess variance to averages 

we’re seeing elsewhere across the country. 

Borsch: Very interesting. If I could just ask a sub-question on that: it seemed like for a few 

years there Texas was getting somewhat lower trends so maybe there’s a little catch up 

going on. 
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Ambos: Could be, but our sense is that it is more an extreme amount of conservatism 

being exhibited compared to other parts of the country; not so much a look back or a 

recapture scenario. 

Borsch: Moving on to the level of health plan price increases, can you talk about the ranges 

that you’re seeing for late 2010 and early 2011 renewals and how you think these compare 

with prior years? 

Ambos: There’s little question from our point of view that the averages are materially 

higher than they were this time last year, when we were experiencing initial renewals in 

the +15% to +18% range that were brought down to an average of +9% to +13% through 

negotiations and plan buy-downs.  

What we’re seeing in the current cycle is numbers closer to +17% to +22% increases on the 

initial go-round, then less movement off those numbers through negotiation and buy-

downs, resulting in +14% to +18% net outcomes on average.  

There have been some more extreme outliers on the high end that range. If we were to 

normalize for those, we might say that the average rate of increases is tracking relatively 

close to last year. 

However, the number of those outliers where we’ve seen ‘hard to rationalize’ renewal 

increases of +30% to +40%, even over +50% for mid-sized companies, have dragged that 

average upward.  

As a follow on to those statistics, a couple of points I’d like to make, surrounding the fact 

that underwriting discipline has clearly been strong, consistent and persistent.  

Minor negotiated rate changes are really all one can hope for in today’s environment, 

unless we’re able to point out some blatant calculation errors in the process of a client’s 

experience rated renewal (which does happen, and we jump on that every time!).  

Absent those types of errors, there’s a pretty hard line out there. Competitive alternative 

quotes are the only things that have demonstrated a consistent ability to move an 

incumbent off their renewal terms.  

The problem is, in light of the lack of competitive pressures out there, those types of 

opportunities are pretty hard to come by.  

Lastly, relative to plan design buy-downs that employers have historically used to chip 

away at renewals that they had difficulty absorbing –we’re finding that the decrement 

pricing in this year’s renewal cycle is not up to the levels it has been in years past.   

Borsch: Great. That leads right into the next question, which is on the topic of plan design 

vs. cost share adjustments.  

Have you seen a notable change in the nature or scope of buy-downs between plan design 

changes that increase employee expense when using the plan versus employee 

contribution increases that impact the total? 

Ambos: We’re seeing a bit more movement on the employee cost share side of the 

spectrum, both due to the near exhaustion of typical coverage buy-down options and the 

grandfathering considerations we touched on earlier.  

I’ll again mention that the net cost issue trumps any concern about grandfathering at the 

end of the day for most employers in this segment.  

Overall, the typical buy-downs, like increased deductibles, co-pays, et cetera are still out 

there for those employers that haven’t gone to the well completely on that front.  

However, they’re getting lesser price reduction value for them. 

I’ll add, though, that the employee contribution changes aren’t uniformly tracking with the 

employer’s gross cost of increase. We’re seeing that because of the size of these increases. 

Many smaller employers are almost by default absorbing a proportionally higher share of 

those increased costs. 

Borsch: Well, that’s an interesting observation. I must say, we’re hearing inconsistent 

feedback on that front, with the New York Times article today talking about some employer 

segments, at least the larger employers, seeing the opposite, where employees appear to 

be bearing all of the brunt of rate increases.  
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You would say that for the employers that you’re representing, it’s more the employers 

who are bearing it? 

Ambos: Well, at a minimum, Matt, I’m comfortable saying it’s proportional. It’s certainly 

not being foisted fully on the employees in our book of business.  

Put in the context of the more price-sensitive smaller employer being hit hard by increases 

in prior years, which they have largely asked employees to bear the majority while 

essentially freezing wages, further piling on this year would simply not fly.  

Many feel they’re hitting a wall where employees just can’t afford much more, to the point 

where they’ve got little to no disposable income left.  

Borsch: Yes, absolutely. Have you seen the consumer directed health plan designs 

continue to gain greater market share? 

Ambos: There’s no question, Matt, that it’s become the norm to have consumer-directed 

discussions in the fabric of every plan design and renewal conversation with clients.  

Whether it’s a high deductible health plan alone, or if it’s conjoined to a savings account 

vehicle like an HRA or HSA, most employers either have such a plan in place or are moving 

toward the inclusion of one as an option to their more traditional PPO style plans.  

To put it in perspective, year over year we’ve tried to track CDH uptake on our little 

sampling book of business. Conservatively, well over 30% of our clients have some form of 

a consumer directed plan and the membership in those plans is exceeding 10% by a 

considerable margin.  

We’ve used those kinds of numbers as the signifier of critical mass. I think we can stop 

having that conversation. 

Borsch: Yes. 

Ambos: An observation, though, that bears watching relative to consumer plans: now that 

we’ve had several years of client experience with CDHPs, particularly those who have done 

it on a full replacement basis, we are generally seeing renewal rate increases in excess of 

trend and in excess of the more traditional PPO style plans that they replaced.  

Needless to say, this is somewhat of a perplexing issue for the plan sponsor...  

The carrier market is suggesting that the phenomenon is being driven by the employers 

who took a consumer directed approach to access the deep discounts on the high 

deductible plan versus typical PPO rates, but then went back and handed a good chunk of 

those saved dollars to the employee through seed money in the HSA or HRA.  

This effectively thwarted the consumerism driving impact the products were designed to 

encourage. Individuals are not being held accountable for their consumer activities in the 

healthcare space because the health savings account is covering the balance that would 

have been out of pocket.  

It’s a bit of a chicken or the egg type of a scenario, since carriers offered such big 

decrements to move employers to take HDHPs and that freed up the cash flow to seed the 

accounts.  

The most overt market impact of this that we’re dealing with now is that many 

underwriters are requiring an indication of what the employer’s savings account funding 

intentions are before they will issue a CDHP quote. 

Then they can adjust price assumptions accordingly. I think the upshot of all this is the 

days of the big decrements going  from a PPO to a consumer directed plan are largely 

behind us. 

So the early adopters got a price advantage in the initial CDHP plan years, but it appears 

rates are escalating more rapidly now to make up for that.  

Borsch: OK. That’s going to be something interesting to watch going forward. Well, we’re 

getting to the end of the list here but I want to make sure to ask about some of the other 

purchasing decision considerations that you’re seeing.  

I’ve asked this question in past years - specifically, besides price and I realize price is the 

big one, what other criteria are employers using today to choose between carriers? 
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Ambos: Alright, well, again, aside from price, which will forever be the primary driver, the 

next factors include service (usually the incumbent provider being the party held 

accountable for that), a subset of that being CDHP capabilities/expertise.  

Provider network breadth is always a factor – the new carrier’s network needs to be at least 

on par with the outgoing.  

Carrier brand image matters, but to a lesser extent than in prior cycles, partly because 

there are so few players out there and everyone’s brand is well known; and thankfully, 

there haven’t been any major scandals of recent vintage to steer public opinion one way or 

the other. 

Borsch: Knock on wood! 

Ambos: One additional point I’ll make on this front, Matt, is that we had health and 

wellness services and initiatives as part of our list of carrier differentiations in prior 

discussions.  

We’re moving towards the belief that this needs to be move out of that category and into a 

factor that reflects the emerging health and wellness industry that’s becoming a category 

unto itself.  

Borsch: Yes. 

Ambos: I think we’ll see this evolve more rapidly now in the smaller end of the market, as 

wellness initiatives have been more of an accepted thing in the larger group area.  

There’s growing sentiment that this could be the last battle ground for the viability of 

employer sponsored health plans.  

There is only so much plan design and cost share changes can do. At some point, 

employers taking a more active role in guiding employee health behaviors can potentially 

tap an under-developed opportunity to see if there is a pot of gold at the end of that 

rainbow.  

There are a couple of macro indicators that suggest things may need to or will be moving 

in the direction of greater direct employer wellness program investment.  

One is the PPACA incentives for employers to do so. Tying this back to the discussion of 

whether this is a factor in carrier selection, our view is that we’re going to see an increase 

in employers looking to contract directly with independent specialty health and wellness 

vendors versus using passive wellness tools that have been and probably will continue to 

be baked into carrier plan offerings.  

Employers should own their employee health profile data, so that regardless of the health 

plan carrier they are using at any given time, the group’s data travels with them.  

Measuring a group’s overall health performance from the beginning of the process through 

intervals down the road would allow employers to have more of a direct stake in the cost 

versus outcomes ROI measurement of health and wellness programs.  

This has been a hindrance to the uptake of these types of programs in the past. Corollary to 

that is the ability, when contracting directly, to hold the specialty vendor accountable for 

facilitating group health improvement.  

It’s nice to have wellness tools built into carrier products, but there’s really no 

accountability for their enabling successful health status changes.  

Then, finally, from a public relations stand point, there’s an inherently cynical, suspicious 

employee reaction to a program that’s pushed forth under the aegis of an insurance 

company as opposed to an independent specialty firm that might enable a higher level of 

uptake for the program’s go forward strategies.  

The small to mid size market certainly lags the larger in pushing down this path but there 

appear to be some real indicators that this will be an area of growth going forward. 

Borsch: My last question here, Ken, is relative to all of this, whether you’re seeing your 

employer clients show a greater willingness to move from carrier to carrier going into next 

year in the context of the continuing weak economy?  
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Ambos: Well, it’s a bit glib, but I’d say “the buyer’s flesh is willing but the seller’s spirit is 

weak.” There’s a lack of compelling alternatives, which is more responsible for the dearth 

of carrier change than clients’ reluctance to do so.  

Borsch: That makes sense. We’ll wrap it up then and Ken, thank you very much. Your 

insights are extremely valuable to us and thank you to all of the investor clients who dialed 

in. Have a great day. 

 

Ambos: Thank you Matt.  

-END- 
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market. The four key attributes depicted are: growth, returns, multiple and volatility. Growth, returns and multiple are indexed based on composites 

of several methodologies to determine the stocks percentile ranking within the region's coverage universe. 

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows: 

Growth is a composite of next year's estimate over current year's estimate, e.g. EPS, EBITDA, Revenue. Return is a year one prospective aggregate 

of various return on capital measures, e.g. CROCI, ROACE, and ROE. Multiple is a composite of one-year forward valuation ratios, e.g. P/E, dividend 

yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book. Volatility is measured as trailing twelve-month volatility adjusted for dividends.  

Quantum 

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for 

in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets. 

Disclosures 

Coverage group(s) of stocks by primary analyst(s) 

Matthew Borsch, CFA: America-HCManaged, America-Healthcare IT, America-Healthcare Services:Facilities. 

America-HCManaged: Aetna, Inc., AMERIGROUP Corp., Centene Corp., CIGNA Corp., Coventry Health Care, Inc., Health Net, Inc., HealthSpring Inc., 

Humana Inc., Magellan Health Services, Inc., Molina Healthcare, Inc., UnitedHealth Group, Universal American Corp., WellCare Health Plans, Inc., 
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America-Healthcare IT: Accretive Health, Inc., athenahealth, Inc., Emdeon Inc.. 

America-Healthcare Services:Facilities: AmSurg Corp., Community Health Systems, Inc., Emergency Medical Services Corp., Health Management 

Associates, Laboratory Corporation of America Holdings, LifePoint Hospitals, Inc., Omnicare, Inc., Quest Diagnostics Incorporated, Select Medical 

Holdings Corp., Team Health Holdings, Inc., Tenet Healthcare Corp., Universal Health Services, Inc.. 

Company-specific regulatory disclosures 

The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, "Goldman Sachs") and companies 

covered by the Global Investment Research Division of Goldman Sachs and referred to in this research. 

There are no company-specific disclosures. 

Distribution of ratings/investment banking relationships 

Goldman Sachs Investment Research global coverage universe 

Rating Distribution Investment Banking Relationships 

Buy Hold Sell Buy Hold Sell 

Global 30% 54% 16% 50% 43% 37% 

As of October 1, 2010, Goldman Sachs Global Investment Research had investment ratings on 2,845 equity securities. Goldman Sachs assigns stocks 

as Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell 

for the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' below. 

Regulatory disclosures 

Disclosures required by United States laws and regulations 

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager 

or co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-

managed public offerings in prior periods; directorships; for equity securities, market making and/or specialist role. Goldman Sachs usually makes a 

market in fixed income securities of issuers discussed in this report and usually deals as a principal in these securities. 



November 12, 2010  Americas: Managed Care 
 

Goldman Sachs Global Investment Research 12 

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts, 

professionals reporting to analysts and members of their households from owning securities of any company in the analyst's area of coverage. 

Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues. Analyst 
as officer or director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members of their households from serving as an 

officer, director, advisory board member or employee of any company in the analyst's area of coverage. Non-U.S. Analysts: Non-U.S. analysts may 

not be associated persons of Goldman Sachs & Co. and therefore may not be subject to NASD Rule 2711/NYSE Rules 472 restrictions on 

communications with subject company, public appearances and trading securities held by the analysts.  

Distribution of ratings: See the distribution of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in 

prior periods, above, or, if electronic format or if with respect to multiple companies which are the subject of this report, on the Goldman Sachs 

website at http://www.gs.com/research/hedge.html.  

Additional disclosures required under the laws and regulations of jurisdictions other than the United States 

The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws 

and regulations. Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian 

Corporations Act. Canada: Goldman Sachs & Co. has approved of, and agreed to take responsibility for, this research in Canada if and to the extent it 

relates to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepting payment or reimbursement by the 

company of travel expenses for such visits. Hong Kong: Further information on the securities of covered companies referred to in this research may 

be obtained on request from Goldman Sachs (Asia) L.L.C. India: Further information on the subject company or companies referred to in this 

research may be obtained from Goldman Sachs (India) Securities Private Limited; Japan: See below. Korea: Further information on the subject 

company or companies referred to in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. Russia: Research reports 

distributed in the Russian Federation are not advertising as defined in the Russian legislation, but are information and analysis not having product 

promotion as their main purpose and do not provide appraisal within the meaning of the Russian legislation on appraisal activity. Singapore: Further 

information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. (Company Number: 

198602165W). Taiwan: This material is for reference only and must not be reprinted without permission. Investors should carefully consider their 

own investment risk. Investment results are the responsibility of the individual investor. United Kingdom: Persons who would be categorized as 

retail clients in the United Kingdom, as such term is defined in the rules of the Financial Services Authority, should read this research in conjunction 

with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings that have been sent to them by 

Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, are available from 

Goldman Sachs International on request.  

European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 2003/126/EC is available 

at http://www.gs.com/client_services/global_investment_research/europeanpolicy.html which states the European Policy for Managing Conflicts of 

Interest in Connection with Investment Research.  

Japan: Goldman Sachs Japan Co., Ltd. is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered with the Kanto 

Financial Bureau (Registration No. 69), and is a member of Japan Securities Dealers Association (JSDA) and Financial Futures Association of Japan 

(FFAJ). Sales and purchase of equities are subject to commission pre-determined with clients plus consumption tax. See company-specific 

disclosures as to any applicable disclosures required by Japanese stock exchanges, the Japanese Securities Dealers Association or the Japanese 

Securities Finance Company.  

Ratings, coverage groups and views and related definitions 

Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy 

or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as 

a Buy or a Sell on an Investment List is deemed Neutral. Each regional Investment Review Committee manages various regional Investment Lists to a 

global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular coverage 

group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment 

recommendations focused on either the size of the potential return or the likelihood of the realization of the return.   

Return potential represents the price differential between the current share price and the price target expected during the time horizon associated 

with the price target.  Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in each 

report adding or reiterating an Investment List membership.  

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at 

http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook 

on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive (A). The investment outlook over the following 12 

months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The investment outlook over the following 

12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment outlook over the 

following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.  

Not Rated (NR). The investment rating and target price have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in an 

advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended (RS). Goldman 

Sachs Research has suspended the investment rating and price target for this stock, because there is not a sufficient fundamental basis for 

determining, or there are legal, regulatory or policy constraints around publishing, an investment rating or target. The previous investment rating and 

price target, if any, are no longer in effect for this stock and should not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended 

coverage of this company. Not Covered (NC). Goldman Sachs does not cover this company. Not Available or Not Applicable (NA). The information 

is not available for display or is not applicable. Not Meaningful (NM). The information is not meaningful and is therefore excluded.  

Global product; distributing entities 

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant 

to certain contractual arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity research on 

industries and companies, and research on macroeconomics, currencies, commodities and portfolio strategy. This research is disseminated in 

Australia by Goldman Sachs & Partners Australia Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada by Goldman Sachs & Co. 

regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman 

Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul 

Branch; in New Zealand by Goldman Sachs & Partners New Zealand Limited on behalf of Goldman Sachs; in Russia by OOO Goldman Sachs; in 
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Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by Goldman Sachs & Co. 

Goldman Sachs International has approved this research in connection with its distribution in the United Kingdom and European Union.  

European Union: Goldman Sachs International, authorized and regulated by the Financial Services Authority, has approved this research in 

connection with its distribution in the European Union and United Kingdom; Goldman Sachs & Co. oHG, regulated by the Bundesanstalt für 

Finanzdienstleistungsaufsicht, may also distribute research in Germany. 

General disclosures 

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we 

consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to update our research as 

appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large 

majority of reports are published at irregular intervals as appropriate in the analyst's judgment. 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have 

investment banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research 

Division. Goldman Sachs & Co., the United States broker dealer, is a member of SIPC (http://www.sipc.org). 

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our 

proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, our 

proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views 

expressed in this research. 

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, 

act as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research.  

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 

illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 

individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if 

appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them 

may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. 

Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments. 

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. 

Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or at 

http://www.theocc.com/publications/risks/riskchap1.jsp. Transactions cost may be significant in option strategies calling for multiple purchase and 

sales of options such as spreads. Supporting documentation will be supplied upon request.  

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites.  Not all 

research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our 

research by third party aggregators. For all research available on a particular stock, please contact your sales representative or go to 

http://360.gs.com. 

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY 

10282. 
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