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ThePatient Protectiorand Affodable Care Act (PPACA) inclugegeping requirementthat will alter
the competitivelandscapdor Health Plans. The impacts are on numerous fronts:

Expanded Benefits and Changes to Historical Cost Control  Emphasis on Integrated Health

Coverage Techniques Management

 Broadenedcare mandates 1 Medical LosRatio provisions 1 Prevertive health provisions

I Eliminatedcoverage caps 1 Prohibitions against experience rating § Valuebased insurance design

f Extended dependent coveragd 1  Expandedisk poos I Increaseddcus on outcome

1 Medicaidand lowincome 1 Enhanced pressure on premium based reimbursement technique
coverage expansion increases

To achieve longerm sustainability, Health Plans will needambrace the changes noted above and
shift the focus otheir business modsl Executingabusiness transformatiowill requireleveraging
core competencies and a deepderstandingpf emergingcapabilities that advance the businestoin
new areas of competitive differentiatiolealth Pans that embracéransformationwill learn toprosper
in a future statethat requirescollaborating with providerdpwering cost trendsand creating superior
outcomes througtpopulationhealth management.

As discussed in our previohsefings
achieving success the postreform Pre-reform Transformation Levers Post-reform
environment will require anulti-

pronged approacithat involves a mix

of shortterm tactical respnses and
long-term strategicand diversification

techniques. The focus of this briefing is
to outline diversification approaches

that can serve as levers for
transformation. ‘1. Capabilities‘ ‘ 2. Products ‘ ‘ 3. Markets

H

Diversification

The Diversification Approach
Diversification opportunities exist in three broad areas:

1. Capability Development - To improve overall population health status while preserviraygins
Health Plans must replace traditional unit cost and price coneahniques. This will require
migratingto clinical and wellnesbasedcost controlprograms reducingadministrative burdens
and costsand leveragingealth information technology.

2. Product Expansion - Expanding current product mix will create new bundling opportunities,
simplify the employer purchasing process, expand revenue streams beyond traditrodatts,
and increase member wallethare

3. New Markets - Entering attractive new markets will improve existing market shateengthen
geographic presencand ultimately diversify business risk
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Diversification Opportunities

Over the coming year®PACAvill create numerousopportunities forHealth Planso diversify
capabilities, products, and markets. Tdraphicbelow highlight a number of these key opportunities
and provide examples of recent diversification transactions.

Capabilities Addingand enhancing capabilities will create
opportunities to harness the power of data, deliver more focused
and integrated care management, and offer new outcomes-
centered models

Disease Management & Health/Wellness
Growing market of vendors focused on managing chronic disease states and cregting
innovative wellness programs

Health IT & Informatics

Multitude of emerging offerings available to facilitate electronic medical records,
enhance case management via predictive modeling and data warehousing, imprg
fraud & abuse detection, and create administrative simplicity

Behavioral Health Management Health IT Solutions
e B P Mental health parity requirements and proven benefits of medicall behavioral InMarch 20.10! HCSC announce
In July 2008, Centene acquired integration dr|V|r?g shift to_wards isourcedbehavioral capabilities glerf:tﬁnnié hleaifn%%;ggle}—
Gty ST CaREny, T Transformative Delivery Models T —]

has since become the only Patient Centered Medical Home and Direct Primary Care models designed to inci
publicallytraded participantin preventiveservices, improve medical outcomes, and redesign offerings for small

collaboratively wittVEDecision

a health IT firm acquired by HCS
the Massachusetts exchange. groups in 2008.

Specialty Rx Management
Specialty Rx industry projected to grow due to prevalence of chronic care
conditions and the rising cost of specialty pharmaceuticals

Products Ancillary products are not
only required for PPACA compliance, but
also serve as critical levers for margin
preservation, business diversification,
and share penetration.

Dental & Vision

PPACA defines dental care and vision for children g
standard essential benefits beginning in 2014. Botl
products provide strong bundling opportunities.

LongTerm Care

PPACA includes many provisions (CLASS Actand
Medicaid expansion) that will increase market
demand for LTC insurance. Growing balopmer
population will also strengthen demand.

Markets Rapid expansion of coverage
to the low income populationand a
growing senior market will create
opportunities to build on and expand into
new markets.

Medicaid & Government Programs
Considerable expansion of Medicaid and other
government programs through PPACA creates
opportunities to diversify existing market base
Health Exchanges

State exchange modelrequired by PPACA creates
newchannelfor plans to expand service offerings tg
individual and lowincome populations

Evolving Senior Markets

Restructured Med Advantage quality rating and Other Products

payment rules coupled with the growing senior . Health Plans may consider offering other products
population creates opportunities for Health Plans Denta_l Acquisition ) that diversify risk from the health underwriting cycle
In April 2009, WellPoint acquired such as Property & Casualty, Life, Disability, and
DeCar®ental, one of the largest Workers Comp

dental benefits organizations in the
nation, as part of a growth strategy
to further enhance its product
portfolio.

2

Roadmap to Diversification

Health Plansvill need a strongorporatedevelopment framework tgroactivelyidentify and evaluate
viablediversification opportunities Establishing kegvaluationcriteria that consider strategic fit,
operational alignment, markets armbmpetitive landscape, speed to market, and financial impact will
be a critical driver of succesByevaluating each opportunity through the lessof thesecriteria,
managementanmaked 3 2 ¥ 2 R SaDddéterr@ing whetherit is strategically anfinancially
advantageous to pursue a build, buy, or partner appraactiversification.

Diversificationthrough Acquisitionor Partneringg In the current environmentleep industry
expertise, an understanding of existing players, apeled to marketre absolutely criticafactorsfor
4dz00SaaFdzZ 2LIRNIdzyAdGe OF LXK dzNB @ 2 KAfS daodzAf RE
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capability already existsther variables (such as speed to market) may warrant partnership and/or
acquisitionstrategies

HealthScape utilizes a comprehensive and iratgyl approach in working with Healtha? leadership
to execute effective acquisition anghrtnership programs. Implementing a highly structured program
will ensure alignment between corporate development activities and overall business goals/objectives.

Phase 1- Targeting Phase 2 Acquisition Phase 3 Integration

Strategic
Planning

Target

Target

Pursuit Dlllgence &

Valuation

Targeting focuses on aligning
acquisition criteria and corporate
strategy with prevailing market
forces toidentify the critical
capabilities, products, and markets
GKFG gAtf adzll
ongoing growthand

differentiation. Our process
identifies themost optimal targets
based on strategic fit that can help
deliver those critical capabilities,

Identification>

)

The twokey componentof the
acquisition phase are identifying
GKS adadlAylof S
economic valuand executing
transaction at a fair and
reasonable priceOur focused
approach leverages-idepth
healthcare expertiseand
expedites outreachoperating due
diligence and entitwaluation to
ensure and optimize deal

Integration

Integratlon Management

Planning

),

Successful integration is reliant upo
the utilization of tested program
management processes in order to
deliver the expected value and
synergies from acquisitio@ur
established processes focan
executing crosslisciplined project

plans, establishing executive trackin
and reporting tools, and regulating
integrationrisk, all of which are key
drivers of seamless integration.

execution.

products, and markets

Systematic application of this approach will alloWealth Plango effectivelytarget and integrate the
most attractive solutionsfor diversifying capabilities, product offeringsand markets.

The shifting competitive landscapeiven byPPACAvill presert many opportunities and risks. dearly
definedand executed respongbat encapsulatestrategic,tacticaland diversificationsolutionswill be
critical for plans to succedd this environment.HealthScape has significant experience applying our
business developmeritameworkandindustryknowledge capital to support our clientn evaluting
diversification opportunities We invite you to contact us if you have any questions or would like to
discusshow dversificationopportunitiescould becapturedby your organization

Kyle Sterrkstern@healthscapeadvisors.camn312.2568649
Arjun Aggarwahaggarwal@healthscapeadvisors.con312.256.8613
Dan Delaneydelaney@healthscapeaors.comor 312.256.865
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