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FORMA 

STATEMENT REGARDING THE ACQUISITION OF CONTROL OF 

HEALTH NET LIFE INSURANCE COMPANY 

(the "Domestic Insurer") 

by 
r

~ENTENE CORPO;RATI.ON, 

CHOPIN MERGER SUB I, INC., 

and 

CHOPIN MERGER SUB II, INC. 
~ 

(each an "Applicant" and, collectively, the "Applicants") 

Filed with the Cali~ornia Department of Insurance 

Dated: July 31, 2015 

Name, Title, Address, Telephone Number and Email Address ofindividuals to Whom Notices 
and Correspondence Concerning this Form A Statement Should be Addressed: 

Keith H. Williamson, Esq. Todd E. Freed, Esq. 
Centene Corporation Skadden, Arps, Slate, Meagher & Flom LLP 
7700 Forsyth Blvd., Four Times Square 
St. Louis, Missouri 63105 New York, New York 10036 
Telephone: (314) 505-6539 Telephone: (212) 735-3714 
Email: kwilliamson@centene.com Email: todd.freed@skadden.com 

Dan Brown, Esq. 
Dentons US LLP 
525 Market Street, Suite 2600 
San Francisco, California 94105 

. Telephone: (415) 882-2477 
Email: dan.brown@dentons.com 

mailto:dan.brown@dentons.com
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This Form A Statement {this "Form A") seeks the approval of the Commissioner of Insurance of the State 
of California (the "Commissioner") pursuant to the requirements of California Insurance Code § 1215.2 for 
the acquisition of control of the Domestic Insurer by the Applicants. 

This Form A contains confidential and/or proprietary information, and strategies that are not otherwise 
available to the public, that, if disclosed, could cause substantial injury to the competitive position of the 
Applicants. Accordingly, the Applicants request confidential treatment, pursuant to California Insurance 
Code section 12919, California Government Code sections 6254 and 6255, and California Civil Code 
section 1798.24, for Exhibit CE-1, Exhibit CE-2, and Exhibit CE-3, which comprise the confidential 
supplement to this Form A. 

In particular, the biographical affidavits labeled as Exhibit CE-1 are submitted to the Commissioner in 
confidence and contain information that is not otherwise available to the public and should be afforded 
confidential treatment. The biographical affidavits are provided with the express understanding that the 
confidentiality of such biographical affidavits wlll be safeguarded and the executive officers and directors 
of the Applicants will be protected from any and all unwarranted invasions of personal privacy pursuant to 
all applicable provisions of law, including but not limited to, California Government Code section 6254' and 
California Civil Code section 1798.24. 
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0. ITEMI. AGREEMENT OF MERGER 

The Domestic Insurer 

This Form A relates to a proposed acquisition of control (the "Proposed 
Acquisition of Control") ofthe Domestic Insurer, Health Net Liff? Insurance Company, a 
California domiciled stock life and health insurance company. The main administrative office of 
the Domestic Insurer is located at 21281 Burbank Boulevard, B3, Woodland Hills, California 
91367. The Domestic Insurer's NAIC number is 66141. The Domestic Insurer's Federal 
Identification Number is 73-0654885. 

The Domestic Insurer is a direct wholly owned subsidiary of Health Net of 
California, Inc., a California corporation, which, in turn, is a direct wholly owned subsidiary of 
Health Net, Inc., a publicly traded Delaware Corporation ("Health Net").

\ 

Method of Acquisition 

Merger Agreement 

On July 2, 2015, Centene Corporation, a publicly traded Delaware corporation 
("Centene"), Chopin Merger Sub I, Inc., a Delaware corporation ap.d a direct wholly owned 
subsidiary ofCentene ("Merger Sub I "), Chopin Merger Sub II, Inc., a Delaware corporation 
and a direct wholly owned subsidiary of Centene ("Merger Sub If' and together with Merger Sub 
I, ''Merger Subs"), and Health Net, entered into an Agreement and Plan of Merger, a copy of 
which (including Exhibit B (Form of Second Merger Agreement)), is attached hereto as Exhibit 
A and incorporated herein by reference (the "Merger Agreement"). 

The Merger Agreement provides that, subject to the tenns and conditions set forth 
therein, Merger Sub I will merge with and into Health Net (the "Merger"), with Health Net 
continuing as the surviving corporation in the Merger (the "Surviving Corporation"). Upon the 

. consummation ofthe Merger, Health Net will be a wholly owned subsidiary of Centene .. If 
Health Net's counsel provides a legal opinion regarding certain aspects ofthe tax treatment of 
the transaction, then immediately following the completion ofthe Merger, Health Net (as the 
surviving corporation in the Merger) will merge (the "Second Merger") with and into Merger 
Sub II, with Merger Sub II continuing as the surviving corporation in the Second Merger (the 
"Final Surviving Corporation") as a wholly owned subsidiary of Centene. Immediately 
following consummation ofthe Second Merger, Merger Sub II will be renamed Health Net, Inc. 
Following the consummation ofthe Merger (and if effected, the Second Merger), Centene will 
directly own 100% of the issued and outstanding shares ·of capital stock of Health Net, and will 
thereby indirectly own 100% ofthe issued and outstanding shares of capital stock of the 
Domestic Insurer. For the avoidance of doubt, regardless of whether the Second Merger occurs, 
Centene will acquire all of the outstanding equity securities of Health Net in the Merger. 

~ 

At the effective time ofthe Merger, each share of Health Net common stock, par 
value $0.001 per share, that is issued and outstanding immediately prior to the effective time of 
the Merger (excluding shares held by Health Net in treasury, any shares held, directly or 
indirectly, by Centene, by Merger Sub I or by Merger Sub II and any share.s that are outstanding 0 
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immediately prior to the effective time ofthe Merger and that are held by any person who is 
entitled to demand and properly demands appraisal of such shares pursuant to Delaware law) will 
be converted into the right to receive the merger consideration (the "Merger Consideration"), 
which will consist of $28.25 in cash and 0.622 of a share of Centene common stock, par value 
$0.001 per share. The Merger Consideration will be paid in connection with the Merger and 
there will be no additional consideration paid if the Second Merger occurs: 

At the effective time of the Merger, (i) each outstanding stock option to purchase 
shares of Health Net common stock will be converted into a right to receive cash and shares of 
Centene's common stock (net of the option exercise price); (ii) each of Health Net's vested 
perfonnance share awards and vested restricted stock units will be converted into rights to 
receive the Merger Consideration in respect of the shares of Health Net common stock subject to 
the awards and units; and (iii) each unvested pe1formance share award and each unvested · 
restricted stock unit of Health Net will be converted into rights to receive shares of Centene' s 
common stock, subject to the same criteria, provided that any performance vesting goal will be 
deemed satisfied at target 

The transaction is valued at approximately $6.8 billion in cash and stock, based 
on stock prices as of July 1, 2015 and including the assumption of approximately $500 miilion in 
debt from Health Net. Following consummation ofthe Proposed Acquisition of Control, 
existing stockholders of Centene will own approximately 71% of the combined company and· 
existing stockholders of Health N~t will own approximately 29% of the combined company 
based on stock prices and outstanding shares of Centene common stock and_HealthNet common _ 
stock as ofJuly I, 2Ql5. 

Each of Centene, Merger Subs, and Health Net has made customary 
representations· and warranties in the Merger Agreement The Merger Agreement also contains 
customary covenants and agreements, including covenants regarding the conduct of Health Net's 
and Centene's respective businesses prior to the closing of the Mergers and efforts ofthe parties 
to cause the Merger to be completed. · 

. The completion ofthe Merger is subject to the satisfaction or waiver of customary 
closing conditions, including but not limited to: (i) approval of the Merger Agreement by Health 
Net's stockholders, (ii) approval of the issuance of Centene's common stock forming part of the 
Merger Consideration by Centene's stockholders, (iii) approval for listing of such Centene 
common stock on the New York Stock Exchange (the "NYSE"), (iv) there being no law or order 
prohibiting consµmmation of the Merger or the.issuance ofthe shares of Centene's common 
stock fonning part of the Merger Consideration, ano there being no governmental proceeding 

. pending that seeks to impose a burdensome condition on Health Net or Centene, (v) expiration or 
termination of any waiting period under the Hart-Scott-Rodino Antitrust Improvements Act of 
1976, as amended, (vi) the effectiveness of a registration statement on Fonn S-4 with respect to 
the Centene common stock to be issued as pa1t of the Merger Consideration, (Vii) subject to 
specified materiality standards, the accuracy of the representations and warranties ofthe other 
party, (viii) compliance by the other party iri all material respects with its covenants, and (ix) 
specified governmental filings and consents having been made or obtained. The completion of 
the Merger is not conditioned on receipt of financing by Centene. 
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, The foregoing summary of the terms ofthe Merger Agreement is qualified in its 
entirrtY by the terms and conditions of the Merger Agreement.. 

Voting Agreements 

Simultaneously with the execution of the Merger Agreement, on July 2, 2015, 
Centene entered into a voting agreement with Jay M. Gellert, President and Chief Executive 
Officer of Health Net, and Health Net entered into a voting agreement with Michael F. Neidorff, 
President and Chief Executive Officer of Centene, pursuant to which each has agreed to vote 
their respective shares in favor of.the transactions contemplated by the Merger Agreement. A 
copy of each such voting agreement is attached hereto as Exhibit B-1 and Exhibit B-2 and is 
incorporated herein by reference. 

ITEM II. IDENTITY AND BACKGROUND OF THE APPLICANTS 

(a) Name and Business Address 

The name and current business address of each Applicant seeking to acquire 
control over the Domestic Insurer is as follows: 

Centene Corporation 
7700 Forsyth Blvd., 
St Louis, Missouri 63105 

Chopin Merger Sub I, Inc. 
7700 For~yth Blvd., 
St Louis, Missouri 63105 

Chopin Merger Sub II, Inc. 
7700 Forsyth Blvd., 
St Louis, Missouri 63105 

(b) EntityApplicants' Business Operations 

Centene 

Founded as a single health plan in 1984, Centene is a diversified, multi-national, 
healthcare enterprise that provides programs and services to government sponsored healthcare 
programs, focusing on under-insured and uninsured individuals. Centene operates in two 
segments, namely managed care and specialty services; Centene's managed care se,gment 
provides health plan coverage to individuals through government subsidized programs, including 
Medicaid, the State Children's Health Insurance Program (CHIP), Long Term Care (LTC), 
Foster Care, dual-eligible individuals (Duals) and the Supplemental Security Income Program, 
also known as the Aged, Blind or Disabled Program, or collectively ABD. Beginning in 2014, 
Centene's managed care segment also provides health plar coverage to individuals covered 
through federally-facilitated and state-based Health Insurance Marketplaces (HIM).. Centene's 
specialty services segment consists of its specialty companies offering diversified healthcare 
services and products to state programs, correctional facilities, healthcare organizations, 
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(J employer groups and other c·ommercial organizations, as well as to its own subsidiaries. 
Following the consummation of the Merger (or if effected, the Second Merger), Centene will be 
the ultimate parent of the Domestic Insurer. 

Centene's managed care membership totaled 4.6 million as of June 30, 2015. For 
the six months ended June 30, 2015, Centene's premium and service revenues and net income 
were approximately $9.9 billion and $152 million, respectively, and its total cash flow from · 
operations was $395 million. For the year ended December 31, 2014, Centene's premium and 
service revenues and net income were approximately $15.7 billion and $271 million, 
respectively, and its total cash flow from operations was $1.2 billion. 

Centene's initial health plan commenced operations in Wisconsin in 1984. 
Centene was organized in Wisconsin in 1993 as a holding company for its initial health plan and 
reincorporated in Delaware in 2001. Centene's stock is publicly traded on the NYSE under the 
ticker symbol "CNC." As of the date of this Form A, no filings made with the U.S. Securities 
Exchange Commission show a person holding 10% or more of the voting securities of Centene. 

Merger Sub I 

Merger.Sub I is a corporation incorporated in Delaware on June 26, 2015 and is a 
direct wholly owned subsidiary of Centene. Merger Sub I was formed as an acquisition vehicle 
for the purpose of effecting the Merger. Merger Sub I has not conducted any activities other than 
those incidental Jo _its formation and the matte,i:s contemplated by the Merger Agreement, 
including financing matters and the preparation of applicable regulatory filings in connection - -
with the Merger. 

MergerSub:lI 

Merger Sub II is a corporation incorporated in Delaware on June 26, 2015 and is a direct 
wholly owned subsidiary of Centene. Merger Sub II was formed as an acquisition vehicle for the. 
purpose of effecting the Second Merger. Merger Sub II has not conducted ~ny activities other 
than those incidental to its formation and the matters contemplated by the Merger Agreement, 
including financing matters and the preparation of applicable regulatory filings in connection 
with the Second Merger. 

(c) Organizational Chart 

Attached to this Form A as Exhibit C-1 and Exhibit C-2 are two charts presenting· 
the identities and interrelationships among the Applicants and all affiliates of the Applicants 
before and after the Proposed Acquisition of Control. Such charts indicate the percentage of 
each class of voting securities of each such person, which is owned or controlled by the 
Applicants or by any other such person, and the type of organization and the jurisdiction of 
domicile of each person specified therein. No court proceedings involving a reorganization or 
liquidation are pending with respect to any person listed on the chart. 
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ITEM III. IDENTITY AND BACKGROUND OF INDIVIDUALS 
ASSOCIATED WITH THE APPLICANTS 

(a) Name and Business Addresses 
0 

Lists setting forth the names and business addresses ofthe directors and executive 
officers of Centene, Merger Sub I and Merger Sub II are attached hereto as Exhibit D-1, Exhibit 
D-2 and Exhibit D-3, respectively. 

Centene and Health Net have. agreed that immediately following the completion 
ofthe Merger, the Board of Directors of Centene will include one director to be designated by . 
the Board ofDirectors of Health Net from those directors serving on the Health Net Board as of 
July 2, 201,5, who qualifies as an "independent" director as defined by Section 303A.02 ofthe 
NYSE Listed Company Manual and is reasonably. acceptable to the Nominating and Corporate 
Governance Committee of Centene. · 

It is anticipated that Michael F. Neidorff will continue to serve as Chairman ofthe 
Board of Directors of Centene and as Centene's President and Chief Executive Officer. It is also 
anticipated that certain members of Health Net's senior management team may continue in 
senior_positions of Centene after the Merg~r (or if effected, the Second Merger). 

The individuals who are the directors and officers of Merger Sub I immediately,. 
prior to the effe~tive time.ofthe Merger wiH, from and after such effective time, be the directors 
and officers of the Surviving Corporation, until the earlier of thefr death, resignation-cir removal 
or until their respective successors are duly elected and qualified, as the case may be. 

If the Second Merger is effected, the individuals who are the directors and officers 
of Merger Sub II immediately prior to the effective time of the Second Merger will, from and · 
after such effective time, be the directors and officers ofthe Final Surviving Corporation, 
without change until their successors have been duly elected and qualified in accordance with the 
certificate of incorporation and by-laws of the Final Surviving Corporation or :until the earlier of 
their death, resignation or removal. 

(b) Present Activity 

. Califomia '·'Individual Af:qdavits" (the "Biographical Affidavits") for the 
individuals listed in Exhibit D-1 through Exhibit D-3 are labeled as Exhibit CB-I to the 
confidential supplement to this Form A. The present principal business activity, occupation or 
employment, including position and office held and the name, principal business and address of 
any corporation or other organization in which such employment is carried on, for the 
individuals named in Exhibit D-1 through Exhibit D-3 are stated in the Biographical Affidavits. 

Fingerprint cards and related forms will be submitted for the individuals listed in 
Exhibit D-1 through Exhibit D-3 as part of the Form A process. 

5 
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() (c) Employment History 

The material occupations, positions, offices or employment during the last five 
years, including the starting and ending dates of each and the name, principal business and 
address of any business corporation or other organization in which each such occupation, 
position, office or employment was carried on, for the individuals named in Exhibit D-1 through 
Exhibit D-3 are included in the Biographical Affidavits. Except as may be set forth in the 
Biographical Affidavits, no such occupation, position, office or employment listed in the 
Biographical Affidavits required licensing by, or registration with, any Federal, state or 
municipal governmental agency. 

(d) Criminal Proceedings 

Except as may be set forth in the Biographical Affidavits, to the best knowledge, 
information and belief of the Applicants, no individual listed in Exhibit D-1 through Exhibit D-3 
has ever be~n convicted in a criminal proce~ding (excluding minor traffic violations) during the 
last ten years. 

ITEM IV. NATURE, SOURCE AND AMOUNT OF CONSIDERATION 

(a) Consideration 

The transaction is valued at approximately $6.'8 billion in cash and stock, based 
on stock prices as of July-I, 2015, and including the assumption of approximately $500 million.
in debt from Health Net. The cash component of such total amount is equal to approximately 
$2.3 billion. 

Centene has obtained a commitment letter from certain lenders providing 
commitments for a new revolving credit facility of up to $1 billion and, in the event Centene is 
unable to issue senior unsecured notes yielding up to $2:67 billion on or prior to the closing date 
ofthe Proposed Acquisition of Control, a senior bridge facility ofup to $2.67 billion to 
consummate the Merger and the other transactions contemplated by the Merger Agreement (the 
"Commitment Letter''). A copy ofthe Commitment Letter is labeled as Exhibit CE-2 to the 
confidential supplement to this Form A. The financing conte,mplated by the Commitment Letter 
is referred to 

( 
as the ''Financing" in this F onn A. 

The Financing is subject to customary conditions and will be unsecured. In 
particular, no assets or stock of Health Net or of any person controlled by Health Net will be 
pledged or otherwise offered as security for the Financing. The Financing commitments will 
terminate on the date that is the earlier of (a) consummation ofthe Merger, (b) the termination of 
the Merger Agreement and (c) one business day after the Outside Date (as defined in the Merger 
Agreement). 

(b) Criteria Used in Determining Consideration 

The basis and terms of the Merger Agreement, including the nature and amount of 

o consideration, were determined through arms' length negotiations among the representatives of 
the Applicants, on the one hand, and the representatives of Health Net, on the other hand, and 
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\ 
their respective legal and other advisors. Following substantial due diligence by the Applicants, lo 
the amount and type of consideration was determined by taking into account the consideration 
paid in other recent acquisitions of similar types of businesses, as well as the financial position 
and results of operations of the entities to be acquired, including the past and present business 
operations, historical and potential earnings, financial condition and prospects, assets and 
liabilities ~nd such other factors and information as the Applicants considered relevant under the 
circumstances. 

(c) Identity of Lender of Loan 

Confidential treatment of the identity of the lenders named in the Commitment 
Letter is being sought. 

(d) Insurance Business and Assets of the Offeree 

No part of the Merger Consideration is to consist of the insurance business and 
assets ofHealth Net or of any person controlled by Health Net. 

ITEMV. FUTURE PLANS OF THE INSURER 

The Applicants have no present plans or proposals to cause the Domestic Insurer 
to declare an extraordinary dividend, liquidate the Domestic Insurer, sell any of the Domestic 
Insurer's assets ( other than in ordinary course), or to merge the Domestic Insurer with any person 
or persons or to rrnike any other materiar change in the Domestic Insurer's corporate structure, - - - ·· 
business operations or management. Following the consummation of the Proposed Acquisition 
ofControl, the J:?omestic Insurer will continue to maintain its separate corporate existence. 

Centene's current intention is to continue the business of the Domestic Insurer 
without any material modifications to the Domestic Insurer's existing plan of operation. For a 
description ofthe Proposed Acquisition of Control, see Item I of this Form A. 

· Financial projections for the years 2015, 2Pl6, 2017, 2018 and 2019 for the 
Domestic Insurer are labeled as Exhibit CE-3 to the confidential supplement to this Form A. The 
financial projections reflect Centene's current intention to continue the business of the Domestic 
Insurer in accordance with the Domestic Insurer's existing plan of operation without material 
modification. 

No changes are planned to be made after consummation of the Proposed 
Acquisition of Control with respect to the personnel comprising the board of directors and 
executive officers ofthe Domestic Insurer. 

ITEMVI. VOTING SECURITIES TO BE ACQUIRED 

The Domestic Insurer has 5 shares authorized all of which are issued and 
outstanding. All issued and outstanding shares ofthe Domestic Insurer are owned by Health Net 
of California, Inc., which, in turn, is a wholly owned subsidiary ofHealth Net. As a result of the 
consummation ofthe Proposed Acquisition of Control, Centene will become the ultimate 
controlling person of the Domestic Insurer by acquiring 100% ofthe outstanding voting 

' 

securities ofthe Surviving Corporation or the Final Surviving Corporation, as applicable. 
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Except as set forth above, none of the Applicants, their affiliates or, to the 
knowledge of the Applicants, the individuals listed in Exhibit D-1 through Exhibit D-3, has any 
plans or proposals to acquire any voting securities issued by the Domestic Insurer or any of its 
controlling persons. · 

The fairness ofthe terms. ofthe Proposed Acquisition of Control was arrived at 
through negotiation between the parties to the Merger Agreement. 

ITEM VII. OWNERSHIP OF VOTING SECURITIES 

None of the Applicants, their affiliates or, to the knowledge of the Applicants, the 
individuals listed in Exhibit D-1 through Exhibit D-3, currently beneficially owns any voting 
securities issued by the Domestic Insurer or any of its controlling persons. Except for rights to 
acquire voting securities of Health Net provided for or referenced in the Merger Agreement, 
none of the Applicants, their affiliates or, to the knowledge of the Applicants, the individuals 
listed in Exhibit D-1 through Exhibit D-3, has any other right to acquire beneficial ownership of 
any voting security issued by the Domestic Insurer or any of its controlling persons. 

ITEM VID. CONTRACTS, AGREEMENTS OR UNDERSTANDINGS WITH 
RESPECT TO VOTING _SECURITIES OF THE INSURER 

Other than the transactions described in the Merger Agreement or herein, neither · 
the Applicants, their affiliates nor, to the kpowledge of the Applicants, the individuals listed in 
Exhibit D-1 through Exhibit D~3, are involved in any contracts, arrangements or understandings 
with respect to any voting security ofthe Domestic Insurer or any of its controlling persons. 

ITEM IX. RECENT PURCHASES OF VOTING SECURITIES 

During the last twelve calendar months preceding the filing of this Form A, none 
of the Applicants, their affiliates or, to the knowledge ofthe Appligants, the individuals listed in 
Exhibit D-1 through Exhibit D-3, has purchased any voting secur~ties ofthe Domestic Insurer or 
any of its ·controlling persons. 

ITEMX. RECENT RECOMMENDATIONS TO PURCHASE 

None of the Applicants, their affiliates or, to the knowledge of the Applicants, the 
individuals listed in Exhibit D-1 through Exhibit D-3, or no one based upon interviews or at the 
suggestion ofthe Applicants or, to the knowledge of the Applicants, any individual. listed in 
Exhibit D-1 through Exhibit D-3, has made any recommendations to acquire any voting 
securities ofthe Domestic Insurer or any of its controlling persons during the twelve calendar 
months preceding the filing ofthis Form A. 

ITEM XI. AGREEMENTS WITH BROKER-DEALERS 

None of the Applicants, their affiliates or, to the knowledge of the Applicants, the 
individuals listed in Exhibit D-1 through Exhibit D-3, is party to any agreement, contract or 
understanding made with any broker-dealer as to solicitation of voting securities ofthe Domestic 
Insurer or its controlling persons for tender. 

8 
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0 ITEM XII. FINANCIAL STATEMENTS AND EXHIBITS 

(a)-(b) 

The following is a list of the exhibits and financial statements1 to this Form A: 

A Merger Agreement 

B-1 Voting Agreement (Gellert) 

B-2 Voting Agreement (Neidorff) 

C-1 Organizational Chart of the Applicants Before the Proposed Acquisition of Control 

C-2 Organizational Chart of the Applicants After the Proposed Acquisition of Control 

D-1 List of Directors and Executive Officers of Centene 

D-2 List of Directors and Executive Officers of Merger Sub I 

D-3 List of Directors and Executive Officers of.Merger Sub II 

E-1 Financial Statement of Centene for the Quarter Ended June 30,· 2015 

E-2 Financial Statement of Centene for the Quarter Ended March 31, 2015 

E-3 Audited Financial Statement of Centene for the Year Ended December 31, 2014 

! ' E-4 Audited Financial Statement of Centene for the Year Ended December 31, 2013 

E--5 Audited Financial Statement of Centene for the Year Ended December 31, 2012 

E-6 Audited Financial Statement of Centene for the Year Ended December 31, 2011 

' E-7 Audited Financial Statement of Centene for the Year Ended December 31, 2010 

F-1 Annual Report of Centene for the Year Ended December 3 l, 2014 

F-2 Annual Report of Centene.for the Year Ended December 31, 2013 

1 As newly formed acquisition vehicles, the Merger Subs do not have historical audited financial statements. 
Therefore, financial statements for the Merger Subs are omitted from this Form A, 
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The following is a list of the exhibits that comprise the CONFIDENTIAL 
SUPPLEMENT,. to this Form A: · 

CE-I Biographical Affidavits 

CE-2 Commitment Letter 

CE-3 Five-Year Financial Projections for the Domestic Insurer 

..._, 

Confidential treatment is requested by the Applicants for this Form A in its entirely. The exhibits contained in 
the confidential supplement to this Form A comprise exhibits for which the Applicants are seeking additional 
protections beyond those contained in California Government Code § 6254. 
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0· ITEM XIII. SIGNATURE AND CERTIFICATION 

State of Missouri ) 
)ss 

County ofSt. Louis ) 

Keith H. Williamson, first being duly sworn, deposes and says that he is the Executive Vice . 
President, Secretary and General Counsel of Centene Corp.oration, the person preparing and 
filing the attached papers; that he has read the same and knows the contents thereof and that the 
contents are true ofhis own knowledge. 

CENTENE CORPORATION 

By:~~ 
Name: Keith H. Williamson 
Title: Executive Vice President, 

Secretary and General Counsel 

Subscribed and sworn to before me this __ day ofJuly, 2015. 

~~ (No1arial Seal) ROSEMARIE BAYESNtaryPublic in ana for said County Notary Public• Notary Seal 
STATE OF MISSOURIand State St. Louis County

My Commission Expires: June-3, 2016 
Commission# 12567879

My comniission expirer 3, d<V., 

' 
[Signature Page to the California Form A] 
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0 ITEM XIII. SIGNATURE AND CERTIFICATION 

State of Missouri ) 
)ss 

County of St. Louis ) 

Keith H. Williamson, first being duly sworn, deposes and says that he is the Secretary of Chopin 
Merger Sub I, Inc., the person preparing and filing the attached papers; that he has read the same 
and knows the contents thereof and that the contents are true of his own knowledge. 

CHOPIN MERGER SUB I, INC. 

By: !{ktl~~
Name: Keith H. Williamson 
Title: Secretary 

Subscribed and sworn to before me this __ day of July, 2015.
0 

~Y'>i<>:r=:Y
~,;,..,' (Notarial Seal) ROSEMARIE BAYES 

Ntar)"Publicinandfor said County Notary Publlo - Notary Seal 
STATE OF MISSOURIand State St. Louis. County

My Commission Expires: June 3, 2016. 
Commission # 12567879

My commission e,cp'rrer 3,. ah//,:, 

[Signature Page to the California Form A] 
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0 ITEM XIII. SIGNATURE AND CERTIFICATION 

State ofMissouri ) 
)ss 

County of St. Louis ) 

' 
Keith H. Williamson, first being duly sworn, dep'oses and says that he is the Secretary of Chopin 
Merger Sub TI, Inc., the person preparing and filing the attached papers; that he has read the same 
and knows the contents thereof and that the contents are true ofhis own knowledge. 

CHOPIN MERGER SUB II, INC. 

By:~~/-
Name: Keith H. Williamson 
Title: Secretary 

0 Subscribed and sworn to before me this __ day of July, 2015. 

Q~(Notaria!Seal) 
Notary Public in and for said County· ROSEMARIE BAYES 
and State Notary Public - Notary Seal 

STATE OF MISSOURI 
St. Louis County . 

My commission expire~oZ<>/t,, My Commission Expires: June :3, 2016 
· Commission# 12567879 

[Signature Page to the California Form A] 
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lll!lFOIIE: THE.COMMISSIONER OF INSURANCE 
OFTJ'IE STATE; OF C,\I.IFOID'il;\ 

lNTTIB MATTER OF: 

Tb~ Proposed Acquisition ofCbntro.1 of) 

J-IBALTK.NE'!' tlFB INSURANCE 
CG1MPANY. 1tClfllf<lmia,stock life and health 
·in.surnni;i::.<Jompa11y 

:s11bsidi1tcy of 

HEALTH NET:, INC., n.Pelownre,corporation 

BY 

OENTBNI: eOR)'ORA'f'ION, a ))cla-wsre 
corpwnilon 

ANO 

CHOPIN'MERGER SJJB•l , !NC.. ond CHOPJN 
MBRtiER.SU~.II, INC" eo.cll 11 DelawMe 
cotplltation 

~ 
)
). 

>) f;lle No. A]?i!-20t 5-00889 
) 
) 
)
) 
)
)
) 
j 
) 
) 
) 

> 
) 

Wcitt<:n Ttsfimonyof':ICcitb Horvcy Wllllam~on ·on bclfulfofCentcne·Corponuion 

J, Wltti.tss Ide11tlt'ii:talilm 

l, My.name ls Kehh Harvey Will1amson. l\1Y Qusin~ss address is 1700:Fotsytll BoU)e9ord,_Sl. 
Louit, Missouri' .63J05. 

2.. 'I am Exec.ut1Ve Vic11 President, Sec.retary lilld Ge11erai CouitsefofCenteric Cotpo,olfon, !l pub{iciy 
trad~!i Delawari, a9rpo1ntion {~Centene"), 

:i. In my capaol15' as )\older of the positionsei f,iltth in :Paragr,iph 2, I am re!pomiibl'e.for tl\e 
overiigh\ or tl\e legal fonctio!ls ofCent,me and itS',su~idinries. rh~ve. ~eld1Lli~ pcsitio11 since November 
2012 ,urd prnviously held lhe position ofSenierVice ere,ident, Sc~~-etai;, and •General Counsel With 
Centene W,Ith t\JrtcliMillly similar responsil:filities. t'rior1o joirrint;Centene, Iw~ .;111pl9ye~ ~y Pime_y 
8owes. In~. an\! Pllney BuwesCreditCorporation, I.an, a 1974 g!'aduate.of Btow11 Univer$UY,(B.A., 
~onom,~&), o l91.8' g(lidllal~ ofJlruilnrd'; Business and Law ~ohoolsN.D./l'lf.8.~,~ nncl Ii .1986 graduate 
ofNewYork-UnlvetsitySchool ofLill'I (Ll..M,), i:~m,adrn[ited,1o p_r;ictil!i;, ll!w in !Ji~ District of 
Colun1bla·,1he StaleofMissou1•1,and the State ofNew-York · 

'I, I have,b1Jen.i111borjzed by•C;~nle11~ tQ l)rovii:f.111llis•'fe:.li!no11y (Ps-~fln~d fo J>~nigr.ap!l 5') c.11115 
behnlf and insu~port of lh.e Pr(lp.osed Acquisition ol'CMlrol (as. deliffed in Paragraph 5). 

https://g!'aduate.of
https://MBRtiER.SU
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II, Involvement with tlie 'M,e1-g«r;.Pv~edlU'llLNLltt~s 

$, I su\nn1t-fliis: wriUtm testimony (this "Testimony".) to the Depa.nmellt of lnsllronce,fo~the·S1\l!e of 
Qi):lfomio ("CDl"}·o11 behalf; and i'n s,qpport, ,of.Cl:!ntene, ,vhkh, IO'geihetwit11 Chopil\1\,ferger s·ub I, J'ne, 
t'MergerSub l") ond, ifcert.ain conditi9ns 11re-mer, Chepi'n Mercer S11b: n,lm:. ("Memer Sub JI;' and 
·tqgether with Ceritetre!lnd Merge~ S\Jb l,,the'" Applicon~s"J,•ettt!h·a Delaware corporadon and a wholly 
owned su~idiary of'Cenbme, seehs to irtdfrectly.11cquil·e C.Otttrol ofHealthNet Life tnsurRnce Ccmpll)ly, a 
Co)i'fomfH domestic.stock llle.ruid hl;!llth ins11rance co111pan,y'(''l-!NL·IC'1(t he "Prooosed. Acguis1tiQU,c!f 
Control"),.vin a merger (the ''Merfer;'}'ofH.-altlrNet, 1ni;.,. n.pu'blicJy traded Delaware corpo1'atioo 
(''Ee,ild1 Net"), witl\ Mer:ietSub nnd, ifcen~in cond!foms ~1-e 'Ill\\~ b/le1gec Syb II. 

6, £11 connection With the Proposed Acquisition of.Con11-0J1i hav,ni!vlew~ anp am fllll'iilinr with•tlte. 
,Form.AStntement aiid the exhibits onactted thereto filed t,y the Applicants with COi on JlllfJI, 2015 
:aud the supplemental filings 1md submissions made by the ApplicAtit~ to CD[ in connection wi1h such 
fQrm A Statementsiuoe. ·its filing (collectively, th~ •~Form.i\'1) . TJ1e facls sel fl1ttll in the .For111 A arir\:ru~ 
to the bestof my,!moivledge, inronnntioq and ~e!ief. 

7, i h~ve been and etmtinue to be·nctivel:y 1)1\?olie:d ii\ the Merger. 

,lJ. t\,s.requlreil by SectioJ1 121'~.2.(11) ,of the C41ffomia lltsur:lnce Code, the.Appficrui:ts .$en\ a copy,of 
the.initi1d f(\ingofthe Form A tt, HNLIC on.July:ri1,2015 vin ovemight courier, · 

9. f\.-;. r"qulreil by Section 121 S.2(f)( l) ,of1he Cnlifomla h1sw·ancc Code, 011 fanuary 8, 20 IIi, the 
Applic,nn1~ provided Hl'ILIC with an .ilectronic ®f>Y ofthe tb1rtl amended notfce ofpubJjo11eat{og oft ,tile· 
Proposed Acqoisi'ti'on,ofCQlltto! iss11ed b)"CDJ 011 Jnnu.it:y·J!, 2016. 

IO.. ln 'this Testimony, l will provide (II)an ovtrview of the i-llgulatory clenx:nnc:es ancl uppro:Vals 
reqlllrod by the·Merger{P.artis_1'3pl\s,l j-14) n.r,d (b) ·sll.pi,wrt \lint 1:!c!Y'J.Y demqn&tt"ctT~·tl\at (l)~'Proposed 
Acquisition ofC:ontrol.stttisti;::s the.statutocy ,u11dard&set forth it1 -Scctio11l2 lS,2(d) ofthe California 
lnsur.nnce-CcM (Pilfagtaf')hS' IS-44).. 

JU. .Regulatory t\pproval.!i Req11l!'C!d for·tllc Merge~ 

11 .. fo.complete,the.~erger, Cemene,and :HeallhNet musl obtain,nppr9v11Js 9! ,;onsonts fr9m, or 
mai.~ filin~ \vith, a 11umlierofUnited States federal, s1a1e and foreign ontltros1, 1ie11lth care~nd i!tsllrunce 
tllh'lJlatoJs ond o.ther r~gUl11tot)' authui'lrie~). Par:iiJrnphs 12 to 14 ccintnfo a description of.the·mnter1QI 
Urr/fed iiraJcs fedet-nl, ~tote and' foreign approvals. 

12. OnJlJly ·17, 20IS,.ea~h ofCentene and Helllth Nit fil~ a Natiflc:ition and R~port l:brm under·tlie 
Hllrt-Scofl'•Rodinoi,\ntih:ust ln)provemeot§ Actof 1976, os amended (th~ "t-jSR Act''l, ,vith ti)o U.S. 
C>\:p~rtment ofJn~tice (Iha"DOJ"} and the U.S. Fedetal JmdeCart1mi.sian (the 1'FTC")1Which filings 
s1ar1ed the initial 30Cday wniting per'iod,reJJufred b~tlJe. HSR,J\ct. On.August t I. 2015, enrly ter:niinati'on 
of ti\~ waiting period·under th1.< flSR Act was grantttd by (l)e FTC not! );)OJ, 

LJ, 1'he M'er-ger requli-es ·11pproval (or non-objection, grant ofexemption .or, 1ncet:tnin ctreum~t1111ces, 
ellerna1ive resohui6rt, os the ci1se mny lie) from (i}'stoteli11$\Jl'lll'~e: r<:gul~\ors 'i11, tfll? St11te,,of Arizona, 
Colifcrnlaand Oregon.for the "change•ofcon,rol" of Heallh Nei;s U.&. dowiciled insurallCe company 
subsitliade~, {ii) th~ Deplittment ofM~naged 1-leilllli Care ofthe Sidle ofCallfomiu with' respect,to the 
change of control for Heallh N~'s Kno1t-Ke~ne !t~s.ed l1e9llb ga:re serve plan subsfdi'ar,ies-, (iH)ihc: 
l,fo.alth Care·CostOerttainment Sy.stem or the SMle "tArizona '\\lilh respe~t to o'"cliange in•ownershfp"'for 
Hctahll Net,'s.MedicO:id ,ft...cuje Cnre H~alth Plan in the Sbtje ofAriZ<Jllil.. (l'v) t))q Deportment·ofBanking 
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and Jnsnranc-e,i.fthc.S~te of'NewJer~y wlth tespe-;t to the "mnte.rinl modHkatro111' ta T:leald, Net'f 
s1llis1!1foty l(ce'tlsed.~ an ''tlrgnni,zi;4 delivro- ~ystem" in the Stal~ofNew')ersey 1111d (v)'the ln'suranee 
Department ofl)1e Sto,e nf'f'el!as with res11eci to the.chang~ i>,fcontrol ef Heaitb·Net'ssu.bsidiacy lice1ised 
as a third p;11:t)'·administrat61 .i'n Texas. [ll. addition, tile Mergc;r-regtiires recefpt l1fll ,-esponS\1 lettcr from 
the l:ilepa\1111<::lltof lnsuran~ of Ille SJilte ofMisso!lri confirn1i11g·thal' ttie Merger falls below- the'threshold 
requiremems for filing.a Form E {pre-al;Jq1Ji&ido11 notification.form reg~rding the potentiah;ompetilive 
impnQI ofa propo~ed merter) Jn Missollri, as well.as-a grnntof(public 09mpKny} eMmptlon fl'Qm 
·approv~I requirements for a chnoseofcontrol of lJeaftlt Net's Cayman lsl;!{ld.s domiciled il\Surnne,; 
compall)'•subsiiJinries 'from the. Cayman lsla11ds r,,lol)etary Authorlty. To r,litain these-.approvals, Centene, 
o•1bse applioable H~n)th Net subsidiary, !IS the c11Se rnay,be, Oas filed acq11isitlon of.t:olll!'Of and muterii!l 
modificotion,or simihit$l~temen1s, notices or applications, as.required b,v the 111surdrw.: 111id health card 
laws lil)d reslilations ofeild1.opplicable ~tnte qrj \Jrisdictio11. 

14•. To c{a1e,11pp):ovals have been r~ceived from the st11te insur11nce r-etulatO'rs in Arizona ond Oregon 
for the "chni\ge,ofcontrol'' ~pplicatioas filed in (ltosejurisdictions, !hougl\ l noje.tlfat 11\e-~tnte insurloc~ 
rogutntor in•Oregort i~~ued an u.pprovat co11<1itioned'on receipt of.opp,rov~l ofI~ P.topQsed Acqui.sition of 
Co111r0I by the Commissioner oflnsurance for the·s1:11e,ofC-nlifomia '(tfre-"Commissioner"). 
Addition~lly, apprc>!lafs have. been receivedfrom !he 1-/i,;ihb C!in, Cost Cbntainm1mt,System of the State 
ofArizona,nnd ,lhe DepnrtmentofB11nkio.i and lnsOr!tl1ce•o1"1he.S1a1e o[New Jersey•With nispec,t to the 
lil/ng~ ma(je,wluuhcse reg11lators, as.referenced iP P8111grapt\ Tl a~ove, imd the deetmer pel'fotf with 
f!l$p~cl'lo fbe filing mode lo the fnsurunoe DepJ1rmten.t•of 1h:e State ofTexns hll!i expired, Further, 
1exemp1io1rs from tlle Depat1ment of insurance qf the S)'Lite ofl'Missouri olld the Cayman1lsja11ds ,-,Tonetury 
Alltho"ity rr,fefenced in Pll!1lgt~ph: I3 abQve- ha\l~ ~ll~l1 Q~tain~- With tti.e exception .ofthe approval 
sought ot·lhi~ heating, 1he sole ;ipµroval which is &:till pending is J:he n:pproval of tlie bep:mmcml-of 
Ma.naged Health Cnre of1he SlateofCa)Jfornla, · 

IV. Sta1ut11ry Standards 

(,S, Pursuant to lhe l'aws ofthe}i01te.9fJ::fllifort1i11, tf\,; Como,jssjoni.il"nJ:l).i'dj~gpprove an.acquisi'tion of 
control 'ifhe flnds thnt such i!CQuisition ofco(ltrol is likely to, resulr 11( one or more offil•<:t '(5) adven;e resu Tis.,. 
85 set forth in Section 12I5.2(d)(l}-(5) of the C:olifotn!a InsuranceCode.. IU the following Par-Jgtiiphs,'[ 
w)lldemonstm11;t j.\ow the 'Merger; i nct ~on~l,qucntly t"c Propqs~ :Acquisition of'Conttol, will 11ot result 
in any sucl) adverse results,,11nd 1lretefo.re..shoutd b\l ·ippsoved by•thf;.Oommlsslo.ner. 

Licensure 

'fheCon1111fs$iot1er m::iy disapprove.the !r'Jlls.action ifthe comm•issio1ter f!od,s,·an:wof' 
the foilowihg: 

( I,} Af\erthe·chan11,c •~f con1rol llie domi;stfo insurerrelemd to:in ,s))l;d,vision 
{11) could nnrslills{y th:e requitement'i for the is,unnce ofll licenlie to •Writ!! 
llie )lne or lines of insurance for which it i; p1'ese1JUY' 1iceJ1sed. 
§ 121 ~.2(q)(lj Calif. Ins. Code, 

~ 6. Pursuant to Sf/Cliou r2l'S.2(d)( Oofthe California lnsumnceCode; ll)e Commissionei, mny 
disapprove-'lln -.cquisition ofconlrpl if, follnwingsuch aoquisil,ion, a domestic insurer would 1101·beiabfo to 
satisfy the tequiremems forthe issuijnCe, of.a liccnt<: to wri1e the busittess 'for Which•it is presently 
)icensed.. iJnder Section 7t7 of the Onlifomia losurnnce.Cod'e, (lie ComrnissiOller evah1flltis applicll!ltSfor 
lioensur\! on the following:fnctors: (A) c11pltal and surplus; (b} l11wful11ess and qunlity orinves.tmems; (c-) 
f1n111);:J11I s1ability;.{d) reinsurance.arrartgi:ment~ (e) competency, cl111rocter, anti integrity ofmanagemept; 

j 

https://1lretefo.re
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(f) owner.;hlp and oontrol nfissued and •outs1nn•ilingshares-in the etts_e of a c:apitnl•stook insurer; (g) 
wlietlier-claims und~r poli'cies ar~ prornptlyanil fllifl:tat/Jus\~d and are promptly and.fu!)ypald in 
accordance'Vlitll Jnw and th~1erms·ofpolicies; (h) fairness and hottesiy ofmethods ofdoing,busincm; (i) 
iuethodby \Yhfctlsoid'11pplicmir-was promoted ifany ofits.promolers rem11.i~ liS' st9ckho)der~ or in 
lllOJIUgement; and (j) ha7Jlrd 10, policyholdersor credltorn, 

I7. With resp~ct 10 subseetlons(ll)tllrolll!h (c) ofSection 717 ofthe California .Jnsura~ce Code, 1he 
'Mufll<!r will have 110 effect·!!pan -lhe: Cl!pitnl ofHNUC.. 'f11c finanoed portion ofthe Mergerconsidel'l!tion 
will \,lj'servi~ed from cash flolV3 gen(lrated from the-combined enterprise resulting from the Meqizy,. The 
repayment of the debt wiJ(,not ~e -dependen1 on earnings from HNLIC, No <;111?i~l ofJ;JNlilC·wiO 1:wustd 
or pledged tn co;mecticm whh the fin.mcing of the Me,•gei:. In addi1 fon, Cel5k.De is committeil in 
mnilitaining11 levef•ofcapttaH:tattoh at fl:NLIC tiece"ssilry to support )tseiii~dng buslhessplan. 

I8. WJth respectto subsection (d) ofSectian 117 of the Cnliforl{ill l)JS}Jr.nnce,Qide, Centene h11s no 
plons for l:lNLJC. witn respect. 10 teins\lt'llncearrangements. 

19, With ri:~pec;,t to,sJJbsection (e) ofS~ctfon 71 7. ,oNhe California lnsurance Code, 'tJ1e_c1ll)lpeleiu:y, 
·character, and integrity•ofthe manai:sement,of HNLIC has bEen firmly e~tablished through its hi~toric11I 
·nnd ~lHfCJlt bu~iMss Oij~ratiQ)lS ang con~uct. With rQSIXlCt to Centene, ilS execul!ve gfficllrs are.an!I 
'llirec1ors:all well re'S'pe·cted lllld .experiencedJn the healthcate industry. lt;is evident tjiat.Sl:lcn 'in\lll!iduals 
possess tliecl'.fmpeteoc(; experie11ce, il)tegr1iy e~,;1 1industry kno"'.ledge,mii;es~;u-y 10 manage 1h~ <;ombihed 
compuflY tblh,wing·111e Me~e( b~sed M {i).1he succ-esstill' gro1\Jlh ·nnd operotiolf ofCentene, (H) lhel)t 
backgrounds nnd biograp),ies which at-e nvalf11b1e-ii1.,publicly filed SEC rloculllC\ll(s; and (iil)·111e 
biograpltiqt1f l1JfOnt1lltio11 sUblJlilted b-ysuch fodivlgu.ilsQI! li·confidc.,o(jal 'bil3is'to CPI as pnq,gf'tl(e F1111Jl 
~ . 

2(), \Vil.fl resp~~tto.su~Jectloq {l) of Se~tion '717 of1heC~!ifornia U1sura11c~·Code, Cem~11e',. 
'-'Orporote pro!ile-and bus.lness op.ei:ations·nre.well documettted in !he Form A, The compariyll.M a11 
establlshti:I'track r~ord Jrr UiB·fl)'sUrahctlJ1nil fieal1hcare industries us the e1wner 01' reg1,11a1ei,l ent1tle.s. 

2 l. With res11ec\ }o,sutJsection (g) ofSection 7•17 of lh~ Califomin J«surunceCmle, the•plllJW 
de~c,11.i!:J ii\ Patng,r:a~hs 7'.I tfirough 75 ot: Kchl)et\l Rol)e Baldwlnts-wrtttc/f testlm~n}' with ,esp_ei:t to th6· 
claims li11;1cilon, of J;IN!.,(.Q ;ire pmdent and se11sible, 

'22.. With respectto !Ubsee1ioos {b)..(i) 11nd Q~. support f'or licensure with,~ard 101hei<ttarellS is 
evjd~o~ fi'.om ihe fo1m 'A. 

23, .Based on the.above, there is noi:au~e to belt-eve that the Propos11d Acqul~it,on of~01ttrol ~vould 
l11hibll ffi'JLIG'! '.s abiJitY'tO contlnueto sat1sfy the reqliirl)rnents fqr(.io1111suresll\ forth un({er.S~ti'o11117 \>f 
the Cnlifornin lnsura.nee-Code, 

Co111pe1itio11 

1'he.Cotnmissibne:r may disnpp,l'Gve 1he 1rntl'saction ifthe-,commissiol\er finds lll1}"0f 
ttie following; 

(2)' fhe purchases,ellchanges,, inergers, or otherncqulsi!ions ol'1;1ontr,cil 
would s1i!,stnntinlly ,~~s1.<n ,i;lmpention in lflsl!r~11ce ·111 Jhls slate or 
create.a mon6p61y tljerein. '§l2l5.2(dl(2) Calif, l'ns, Code 

https://Cel5k.De
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24. Pll1'suant to Section I 215,2(d)(2) ofthe; California lnsurancc 'Code, the Comlliissi<i'ne('mQy 
di~lipplov~ 1in :1cqulsilio11 ofc::ontrol if, followir,g·9uch·acquisilion, t{\ennvpu)d '2e a:substa11tii1l l~!runing 
ofoo.lition in insurance111 California.oirn monopoly crentecl in C,tli fomia. · 

25. Asdeicril'ied ln Pal'agrophs 5 1'-SS of the Written testimonyofKenneth R,QJ1<; f!a)dWln, the 
c9qsummntion of.the Merg_er will not·haveaey ndverse effect upon compdti\IOll in CE1lif6mia,·as Cenlene. 
and HNLIC largelyoffi:r Bif(erent products will operate in diffei,m! geographical. a1-eas otCalifomi/J. 1:he· 
,o'nfy lineof t,usi11es~:in w'hi~)l bQth ~fllltene ·an4 Healtll Net \\Tile business in Cntifomia is-Medl-C.111, anil 
I 110\'<! thor f-JNLIC itselfb:as no Me-di-Cal. .As staled ln the written tes.timony ofKenneth Rone. Baldwin, 
and ail'~eJ'forth ln the ·'Forni E" 3110.fys!s·submitted .to CDJ b_y. Centene.as part oftlte form A,1l1ete i's.no 
,g~ographi,;, qverl~p l)y county'betwe;;n ihe Centeoe Md J:lealtlt Net'Med(,Cal products in Californi~, 
which means thflt tlieeornpani~. do not co.rope~ \vilh ~11eh other ln anyserv1ce-orea, ·coa~quently, the 
Mot~el'woUld:Mt 11:ive the result of lesse11iqg cpmpm~i,m !n io~~rance i'll'Cllliforni:i,'I\S the combination 
would not reduce ehlter. llie t1umber ofcompe1itars in tlie·Cali.foJl(ia ins.urance marke~ or 1he pro1lutlH 
beingoffered. 

26. Rather, the Merger ,,s likely·to,have n,beneficial ef-fect'Qll.I.he ab'ility of t{NtlC' to ,ef(ecti~ely 
co,npete m the Califomiac ins\/r~n~,r1J1atkltt As s tate.ii 'in Pnr:tgraph 5'3 of\he .writfen tesfiqu:iny·of 
)Cenneth R1mo B~ldwi11,.Heullh Net"s s.ncogth in 1be California malk«1plqce has been ,focused historically 
in Southem.C:alifornia. The Mergef\vljt te~ult j1H1 combine.<! c.ompal\yWj\jch MIi have rlle.sJ~and 
rosourc.es to potentially exp:md its ofleripg~ similar to !li"ose h'isloriizally limited to S0~1hem C.11tltbt11la to 
other regions ofCali fomh1. 

27, The Meigerjs also nnlicjp,ated 10 p:ositi~ely cortcribute10 tht•overollneed. ofClilifowia's 
be.iltheare-system 11s ai:ticujatlid in,Psragr@pJ1 34 ofthe·wlinen lesl.lmon,Y of.l<enneth .Rone :s.ild,viil, 

211. "TIJe cgmpcetitive effects of the Mergerare anal~d in greater detail i'n tire wruteli te!!limony 
pcovirted lly Cehlelle-'s e~1r.e1t Witness..-,, Ors. Lawrence Wu.nn~Paul'\Vong, iii tl1is :procey.i<l!11g, 

29, Atcordingl~, foilo~vfog the Mergel'\ there ,vill nol oo a substantial lessening ofc.ompetitian in 
ins◄..-1'.llllce in Califorfiia w a moqopol,y cre~ted j11 .CaUfomla. 

Fi'n®ciaTStntiillty and Policyholder h1terests: 

'thi:. Cpmm1ssi1mer. may disapprove ihe transaction.lf tho•commissionet finds illl)' 1tf 
tl're fo'llowing; 

(3)"fhefinnnci!ll condition ofiuvacq.!iiringperso11 mig.litjeopardi~e{he 
fihanc1iil:stnblHty of the ir,surer, ot11reJudice U!e .!ttte,:es,~ ofrts 
policyholders, § 11 15.2~.d)'(~) Cllltf. fns. Code 

JO. Pursua1111o s~1iot1 12lS.2(~)(3),of1h:e Calilotniil lrtsura:oce'Code,, the Commis,i;ib.ner (T(lt.Y 
dis;1pprove,an a,quisition ofcontrol ifl11e·fiilal\C:ial.conllitfo11 ofaoyacgu1r.i(lgpnrty ltl sitcb al!qUisitiori of 
control is s11c1J as mi'ghrjeop11rdize thll financlaLsta~/lity ofthcnlo1m:s11i:. insurer or preJudii;;e •the inlere;l.l 
ofsuoh domesUo insurer'.s policyh:uldefs. 

JI. The financiijl condition' o'fCentene ,Yil( i" llO wa_yjeopardize the f111ijr1cinl sjp\)Uity.qf HNlilC, 
h1deed,,Centene,-presents llll ex1remely rt>bust final1clll"I piofi(ea'S. ev(derrce-d by Cemene' s fiMrrcial 
slll.tements provided -u e1thiblts 10 the<'.Fonl'\.~- Foll()Wjng the Mefgef:, HNI.'IC: Will he 'Within .tcol'i\hit!td 

: 
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-g(oUp•that is eXJ1ec1ed to genernie increll.Sl!d ¢.nsh tfow tlin1 w1111ld.Qthem,is¢ lll.Jt be avQilab.le on ll 
:stan~alone bilsi~. 

J:!. Pto font1a ftna{lciol projecli11Mfof the wmbioedcomJ)lll1y arec<;inlllinf.d Jn C11nte11e.11nd Health 
Net'sJo,nt'pr¢xy stdtemelit ( F.orm S-4) flied wjth the U.S. &curi(ios nnd Ex~hangeCommisslo11 h, 
~0nnectfo1nvith Ifie Merger. 1'hes~ pro:forma fi1111ncials·were also shared with CD! llB',par,: oflhe Pof!l!.A 
review pro;;-e5s, 1'fre p)'(l forma financil\l6 proj~cta financially s1ro11g Md !ilable combintd 1:ctmpal1y,, 

~- There !s also evidllnt~ tl\al lhlil llnancjal stteni,'1h ofCentene will enhan~ HNLlChs ft'naocial 
s't!lbil'fty In ,California's competitive marketp!J,ce, thereby prot~ting and •enhancing lit$ interests-of its 
policfhotders. For e)(lmrple, Ccnlf.ne is committed 19 muinl&lning:~ lt;:vel of\lapih11izatiop at Hl'>lulC 
necessary IQ supponJts e,dstini business plan·. 

34. In :tll.dilfon, the pro fol'rtta financial projections fur HNL(C pmvided,contidenti'ally 1o.CDI as.par! of 
the Fonn A ri:,view pro=s reflect .:;igniflcant growtn that would be.more difficult to,ai:hieve QO. 11 stand11looe 
basis, 

)S. A.ci;ordingb', Centene's ffoanc,~Loondi(ion ~"ill 1101jeoparqin:. the fir,anMal ~tabllity·or Il]'fLlC or 
prejudice lhe irucresLS ofHNLlC' s poli~yholders. 

Plans for the Domestic. (nsurer 

'The·Comm,~s,oner·mny disapprove,the transaction Iftf1e oomm,ss\oner.finds any, of 
th~ fo\lowi'ng; 

(4) Thi! 'PIons ,or fm')posais wk,ch the acquiring person has•t.o.liqµiclate the 
imlllr1:r, 10-s~lt its-nssetS, or to merge-it \1/tth any peJ1io!lj.or to make any 
.othen l)ajor chaoge lo fts bu.siness-or i;ofpor11te structure w 
ma1jRgement, Ar~ 11ot f~ir Mil N~soo11.tile-lo PQl[cyl\glt;l~rs, §12,15,2(tJ)(4) 
Calif, lns-. CO<le 

36. Pursuan1 10-Sec.lfon 12IS,2~d)(4) or tbe Califon1ie Jnsurunc11 Code; 1he Cc.imm1sstoner, may 
il/silpprove un f!cquisition ofcontrol ,f the plans or proposals of1111 acquimng part\' ,n such ncquisitio11 ol' 
1;011trol nre unfaihmd JJnreDSon~bl~ to the policyholde~ ofa domestic insurer. 

J7..As docuniented 1l1 .the Form A, Centene'has·110 plans -0r 'PWPo.snliNo ca11se :r-{J'ILIC to,dat:lore nn 
e,1tf;!otdinary-dlvidend, liquidate HN[,IC, sell ;my of HNLICcs :assels '(other tllart irrthe ordiuary·oou~ ·of 
husines'S), or to nwrge HNL.iC'with any p.erso11 or perso11s•or10 1UJ1ke llllY other m)lteri111clto.nge in 
HNLIC' s coJ'p<itl\te strucrute, business operations.or 1nanoseinem. '.f'oll~wing t11e consummlllion otth¢
Propo~d AcqoisftiQO of(;of\lrol, rlNl.JC will coritfnne to,maintain it:! 5eparate corporate exis1ence.. 

1~. As ft!f!ect~d l'n the written t'o~timoo~ ofKenneth Rone 8.n.ldwjn, i11 the same mortner in. \\ln(cl\ 
C.t:lltelle ope:rates in alt of its otlter5tate5 .. more than 20 - Centene h11S 110 plans l!l make MY moterliil 
elmnges to HNUC, its organizntjon0:1 ·structure, its· governonce, its manoli,emerit, its local /liiadquarters, or 
nil}' other Junction or p1·ocess1hat 'WGtJld;idversely impaot·CJilifomfa censume(~ or provide:rS'. 

3.9. Ce1w:ne.is .supportive of the curmit Ql)r.rauons nnd manageme11t of flNLI<;?, .and intends.,to cous.e 
current managetnem 10. ® niinue·10 puroue t.hebusiness plan !hat it hss already developed. bµt sai;in to ~ 
bw:_k&i by the finarioil11 a11a·other,e!;Purces ofCentene, !fore,.amp(e, lfNUC clim:ntly,outsourc\!!s 
,,a~i.ous ijdrttinis\ralive and ,cloims fit11etlo11S'b~~uie /14oe~ not have1n~.scale, lo provide tflose ,;ervil!es 

fl 
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inierrtolly, Cen1ene WiU evaluateth6 potenfl11l H> in-source thos-e funetion~i,Yer time ta the benefit c,£ 
C0)\91Jlllefs and proViders. 

40. Accordingly, tliera ere no curreril:pla11~or proJ).Osals,for llfNLIC mot W611Id,be unfoir,aod 
um~;mahle10,tl1e policyho!de,s-c,f KNLIC. 

Comoelence ttnd lntegrll:y'DfCentro! Per.sons 

The Gol1lmissfoner may iliS'!pprovi: !hf! ttnnsn~tiop-if'the ·cQmmi'ssioner £iocls a11,v of 
ihe follo, .. ing; 

(S)'The,competeoc,e, e>;perie11ce, ·al)c! inlegr:iu,,9f1l\o§e ·p~f9Q!l! who 
would oontio( the operolion ol' the inslJrei· Jndicnte,tJ\at it IV6llld nol 
he l n the interest Qf policyholders or the pubtfo ro perm1t them to cl«> 
1i01·ii2•\5;2(dX?) Callr. Ins, Co.de· 

4 \ · Sesifiop W, J5.2.(~)(~) of lhe C11llfomla.Insurance C!llle provldt.<S ,that the Commissi\111.er ·,my 
disqpptove. .l!\ aoqµisitiO)l ofconnol'il"1lie competence, eJJ.perience nnd futegrity of ibe:rQuUil\g conool 
pe;s'ot,s.fa sllch acquis/tjort would not be i11 the in1erest of the. pQ)ic.y'Jiolde,-s tifo ikrmesti'c'ins!lfel"Oi the 
public, 

42·. J>ltfllfW'Phs 2.6: tlfrnu&I\ 2/1 ofthe·writte11-re$t.imo11x ofKenneth Rone Bnldwj11 ·providl"tm,;! 
reforent!e. suppoft tbr. U1e competerree, e.~perience and imegrity ofthe executiveoffice1's attd dire:c,ors of lite 
Applicants. 

43 . . As•demonstrated by Cennme:' s- controlled growth ov.er UJe pall!: 30 year.-into JllOre1hllll 2.1) states, 
Cemem:'·s bu5iness model, commitmeht to local,.management; ITnanci11l Strength, .and foir dealings ,vitn 
regulofO(S, .consumers, .nnd pro~iders w-e infoct in the best inte,esl .ofpolic_yholde'rs .and:the pul;llic. 

-44 . A4cording!y,:as dtnnonstr<11ed·above, lliere should be no ·concem.as10 the comperence, 
~{petienc&.Md i1ttegi:ity of1he persons wl\o Would control' Lfie opemtioo~ofHN/..18 , 

Vtn.. C<111dusio11 

45. l would U!u.s 10 thank 1he Comm-iasioner and the Stiff cfCDI fonheir a.tteruion }o, and lheir 
dt~go11ca in,revieWh.lg; 1he-.Ponn A . .B,aset11on this Teslimo\iy., 11\e liorm,A.anll tl!e\"ll'ine11 teslitnonies-of 
Kenneth Rone B'eldwin, Steven Sell, end Drs, Lnwrence Wu a11d l?al/l Woog submitted lo CD( in1h1i 
proceeding; it1s-C::entene1s position thnt'the Proposed Acqui;.itioo pf Cqntrol. snt1sfi~ ull ofthe opplicobliJ 
sfandards <.>freview for approval lmder Section 1215.2(tl) oftb.e Callf01,1la Jn~ur?nte Co.de,md thatJhe 
Commissio11er h.as a -sufficie11t lllld rob1tst r,;,cord for lite i!ili1l.!mc.eof8JJ ~pprovill oroer w,ith respe.ct to•the 
Proposed Acqu1s1tion ofControl cs.set f~nh in IlleF€t1'm A. 

46. [11 conclusion, for- the foregoi('IS reasons, Cen1ene•respectfllJl)1 request!'f 1h01 Jhe Co.mmis.sioner 
spjlro\ie the Prcposecf A'eq11isftion ot G\mtrol. 

I' 
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l<eith Harvey Williamson deposes and -says-that he is the Executive Vice l''reside,it, Secre1t1ry ond 
General Co11nsel ofCentene Corporation, that he hns i:ead tire fo1egoing wriltcn 10stimony nnd knows 
lhe contenIS thereofand that the snme are1rue ofhis· pwn knowledge. 
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1U:FOR'E'THE OOl\'1l~llSSIOffllJRO'FINSURANCE 
OFTHES'l'A'ri! OFCALIF'O.RNIA 

IN Tl-ff M'ATTER; OF: 

ThePt'Oposed .Ac,quisitiarr ofControl ofi ) 
)

HBAC./H{ NET LIFE INSURANCI= \
COMPANY, a Californ,a·stock llfe1tnil htnlth )
hfSU[llMe OOf)lpany· ) 
subgJd/11ry of. j ErleN~, APP-i CII 5-008,89 

.HEALT(-1 NET', INC:.., a Delaware corp:o~fion ) 

BY ) 
) 

)
CENf l:NE CORPORAi lON1a !Jela·WllJ'e. )
·cc1qx1rntloo 

) 

ANP ~ 
) 

CHQ)lJN MERGER!SUB l, INC. 'lllll,CH'.OJHN ) 
MERGER SUS 11, lNC., each i1 Peh1WQre ) 
·corpor.itfqn ) 

) 

Written ~estimuny ofKennell• Ronie Baraw'in ou licholf'of Centene Coi'p.01•011011 

I, Witness fdenlifici1tfon 

j . My 11Qmeis Kenneth,Ro11e Bn\dwirl. MYbttslrtes.s .address,is7700 Forspth Boulevord, Clayton, 
Mh,souri 63.105. 

2. ,J all') u.11 exectrd.v,e Vice:Presioenl for the Insurance Goou11.otCenteneCorpotntiofl, ,ll pul,\lfoly 
traded Delqware, COri;!QI1>tion (''Centene"). 

1'. J h:i9e bela this position sin;,:e 20.12. t ttildlt1ona1fy hold se\letal PQ~\tions with u,ertn1n of 
~erit~ne's su)sldillrfes, ·1m:;l1Jdingas.Chai(l)lan ?lid Di1ectoro! NoyaSy$ Health lu~,, ii.s-l?rcsid,nt and 
~irector,ofCehfo:lliroup, inc,, and as Presicfont ofCelticlnsunince Company. Prior to 111Y j'oinfng 
Cer.teQe-, l Mills =1111?1Qye1 llyOptiwihd, Guardinn Life los11r111tce Co111pu11y and .OetnvorthTimme/a:! Inc, f 
Dm a f!/80 i;rad11A1e.,ofAmhel'SI Coll~e (BA) and a 1981 grndullle of Haward Bu~lness School {IY!BA:), 

4. .I have been aut~orized b¥'Ce111ene to.PfQvide .this Testimony (~.dtline\l in J1~~!W!Pll 5) on Its 
behalfo.nd in support of the. J!rpPosed •Acciuisilion ofControl (as d~fi.ned iii Parag,rap~S). 

https://behalfo.nd


CDIx025

tl., 1'1volyemenr w1llt !beMt rgtr; Pro~u!'tll M11U11111 

s·. l submit this- written testimony (tllis•"t~timony"J10 !lie Depa1tment.ofl11surance fer the.State.of 
CalHoli'iia ("CDI") on liehelf,.ar,d i'n .s11ppo'rt, ofCentene, which, ti;,geth~t with certain vf Its_!iubsldiaries 
(l:ac1i ofwhich (s tndMduaily identified i11 Potograph J6~•collectively with Cenn:ne, the ''t}ppfjcane,;'; 
.!leeks to indirectly ac11ujre control ofllealtI!:Nettife InsuranceCompimy, .a Califormo dpme~tic ~tQck lif~ 
,flnd heftlll'I' ittsur1111ce ~9mpany ("MNLIC») (!he: ' ll'roposeo Ac~uisition,of'Control"),_vin a merger of 
He3(tft ])iet>,lnc,1 o puli!ic)y traded DeleJv"r.e corporation (''Health Net;'), with ,Chopin MeJ·ger Sub I,.In~. 
(.''Merger.Sub.l''j,afld, ffcertain c,ondi1ions ,are met, Cl\opiii J\')erger Su\l II, bw. ("Merger.Sub U"), e11ch~ 
clelq.wore corporo\ion ancf a wholly owned sub.sidinry ofCtntene.. 

6. l have been and coh!lnue 10 be iictl\ld)! involved in tb.e M,erger {asdefined 'in .Par,1groph JO). 

7. ltt cmmetlion with the Proposed Acquisition ofCo11trol1l lmve reviewed and :amfamiliar with (11) 
the. fon11 t\ Statement and the e.xhibit9 iutached tliereto .filed by the.Applican1s witlteDJ on Ju.Jy ~I, 
2015, and .(b)-tb~ ~l!p9le1t1enta_t filings and iubmissions mude by,the AP.Jilicants to CDJ in com1eolion Wi~t 
sJJch f'onn A Statemenui11ee its.fili'ng.(collectively,, the•ijFonn A").. The facts~e.t 'furth in the Form A ;ire 
true to. 1he be~t of /Tlf kn9wtedg~, in!QJ:mfltiQn 11ml beUiif, 

ID, iJenefits·o(:tbeMerger for Hc:nlth Ner·nnd.C'olifomln Cdnsunn,ts-

8. Althou.sh·thi~ topic ,s nddte~sed iu-detail io tJ1e·wricten testirno)\)• QfSteven Sell, l would like to, 
pteJaee this '.:rtstlmony wi{h a 'bt-ief explanation ofwhy• the Merger ,s g9o:d fot fWijltl, Net and Cnlifom11i' 
consumers. 

9. The l\tergl!r makes 1{~11101 Net a. 5\ronger eoml)4l.titor: H~hh Ne~ ls,much Smlller than many 
otthe 11ational conipe1i10(!>., To effective!)! compete:in I.he post...AffofdiJlile CW'e /.let hea.)th i'nsuranee 
mll!ket, Health Net 11eeded to find a-solution ror )ts-scale tssue. By .;omli>ininB, Centene atrd 1:{eafth Ner 
haw more opportllnitfes to ensure quality ofcure for members and m:unage health eare and adminfslnltive 
co'sts. TJirougll f:h,:: i;ornbinution, Califoml'a cons11mo'rs. wil! have tlie- b11J;cfit Qf:a s!l'Ongi:t ins,lrer to 
etl'ectivetv compete With Anthem, United, Aetna,J<nise~•lllld Blue'Shieltl, with or,witho\.lt any mergers 
'involv.jng these dominnl)t.;nsure1'S and plaM.that mfg~Loccur in the future: 

I 0. Centeoe·follo~~s a local apuro-cb wliicb mn11s thRI HNi..lC 1vill remain a Cnlifoi;r1i11 
lnnun:r;- Both Centene and .HNt..lC agree dmt.hea1tlicnre IS' best viewed as n. looal service, 'Thi~ is 
demonstnitcd'by Centene's <\PPloach in ,~<:h ·of thr., 20 states in whlcldt:has'h~llllh plans, In ei1cfi $la11;', a 
~1rong ChiefExecuth,e Officer/J?restdent leads a toc·al m11n11gement 1eam and ls r"<sponsible for that 
Heal(h Plall!s petfoi:mJJJ1Ce. lfon inter,1ction-touches n member, prov'ider,,ri;gtilator or c<;1111munity 
1tdvocute, ii (s li~ndled byaodi ~·thete;portsibillty ofthe Joc11l-manag~me111 team. 

f ( .. This same ~P,p(oach ~vill' be tal<!!irt i11 California, whe,e.HNLJC' w11( continue to be a Celifo'rnin 
domiciled il•~!lrer wifh,operationat diredio11 b,Y a looal management team. Health Net. altlrcugh Jtwilt be 
merged 'into.11 subsidiary o(Centene, 1'1111 oontlmi-e t\J be 11amed:Heahh Net, I®. HNLIC MIi also net 
dmnge its name, .Centene-hi1~•no pl\l'I~ to•fe~qmesti1.ate or,relo~te HN,LIC' s h~".dquttrt~\'S o(l~ide of 
Califomia, i1n'd is wiltittg tQ llO!llmi11for so Inf\& as 'it maintJill.S'tl majority ofvotint, power ofHNUC, 
thlit It WIii npl :apply ;o il'lllt~fin the state, of 4omicileofWLlC outsld.e ofCititor11'ia lf, lmmediately 
fi>llowin&ths, f\:dome~t'jl:;lltion; (Jl)·1-fNLIG WQUfd be commerojally domfciled in Cnlifomia pl!rsuant to 
Section i215', 1.4(.1) JJ( fhi: Cnlifomia Insurance-Gode; OT {b) 11 plurality of covereil li'v,es ofall types of' 
coverage i11,.11ll J11ri~\iicllo!ls from :a II regulat<1il .~ntilfes lhatarci.s11bsidiail,;!> uf Hekllh N.,t (ct aJ1y 
successor) reside irt C!ltifomin.. 
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I]. 'l'his 'tvte1,ger wlll belp eniiarc jubs sJny in Cafitomm:. H~llh Net., including HNtle, hod o 
e<>mpetitl1>e ·dlsadva11tal!,e ccmipared to otlier ~la1w ,n Clilifonii11 :is a. resull ofiig: hick ofscale.. To 
coµnlefb&ll!llce <h~t comp~fil1V4l dfsodvaolilg~. Health Net has:for the last 5:;veralyears·,outsourced certain 
service ful)ct[OJ1$ and position,s. Furtliermore, in Npvembet 2014, H~ttltll Net signed ~n.ogreemeJII 1vilb 
•Cognh:ant lliea1Uit~ie Services, Ll,C (the "BJ>naS Agreement'') to oUl~oµr<;e Oil :a goitlg forward basis the 
'liulk ofHe~lth Nets '' boQ~,officf' operatic.ms, wllich would ]lave involved lhete-bads,1<1g (and potential 
s11bseq\1611t ·orf-shoring)•of a.Sil!llllicant portion•of He11lth Net' S' mor11 than•6,40O,Cnlifornia•emplqyees. 
'Thi~ 'BJ>11aS Agroe111ent \Y~ 111.11 on hold us,11 (j;sult Qf'the. propo~d merge~ with Centene, lfthe:Mcr,ger i's 
coui:pleied. i~-will 1~sull not tlllly 'in Jlle termination oftlle BPaaS Ag:r<:,ement (nnd., therefore, 11voiding the 
outsourcing of:employe~s), bun1,1aj also·result in th~ !ittvre.'in,~oµrci!\g ofcerti\in service f\m<l{icms,and 
·positio!lnv11i~J1 are c11rrently being outsourcedby tleaUh Net. as Centene'9 businesg model i, 10 in-source 
;is mucb a.s possible, 

lJ. Ac~ordh1g·lo•data prg.vided'~y:H~alth Net. thc.-our~nt total wol;kforce for ft~afth Net and its 
s.u\isidi'11ti~s oationwicf~ is &,'\8()1•With•6\lt24 fo California, includfng full-time. part-time,atlci individuals 
on 1113v1< of'llbseur.e, C~Jll~ne will not·mat<eilny·material 'l'l:duc1ion !n this·w@~flirc.e or the overall 
number ofet1'PIQyee! in CaHiilmi.n 11£ a result ofl:he Mdl'ger, C~nte-ne:lil1ticipatos .thijt there 19111 ba 
eliminatio11 ofcenafr, poslli()ns at the corporate level (e.g. certain senior monogement :l!Jld duptic11{i11e 
corpor..i\e toles), l;/ut m1t at the mem~r orprovider serviciagJevel,11!\ll rcsult'of'the Me1·get: 

l4, Cente,ne hnn10 comp~tidv~ ovtirlil.P with ffi'ILIC~ P.isCenlenc bns a sma1J p1-ese11ce ff\ 
California llmi(e.a to prov•jding M~dl,Cal s11rvices,.lhe combinatC!m .does not reciu~e the qumb.!lr of 
compeU'tbrs in the California commercial insurn110e market, 

I'~. (;;cqtene. it,911mmi(ted to HNLIC's rut1,1re g,rowlll in flleccommer'cial mnrkel in C11Jifor1Jill: 
Centen:e is commiued to. ensurrng tlul1' HNLIC has 1he resources it needs to. remain n fir111ncial1y stron& 
insurer h1 California, a1td Is,abl'e ,to .continue,to &,tow. AU acqu,isttjon cost$:will bi: ,l;iQOl<:~d ·af t.l\e Jwlr.11ng 
compapy•te.v~I one!, i:onsequently, wUI nol have R/lY impact at' the HNLJC level and wlll no1 ,esult iJI lhe 
deplllfitln, of,an.y resources,fr1'C11Ufomia. Cent'l.'ne,ls commiued to maintaihing o level,•ofc~pitalit.ation iii: 
HNLlP irecesswy to ·sup.po!it its .exi:Stiog b11~in~s.:, pf;(IJ,""tiic~ incf~~es HNUC'1>,<.1011ti1111~d gro'wtl\ In•Ul'I' 
'Cllmmercial mat'kef in Collfomla, 

JV. ·Ov.tiview qfUte Applicnnts 

l fi, Thc·Applicanls·in 1his proceed1nsare,Ce111ene, MtrgerSl.1bl and MergerS11b,U. 

!7, 1'.!1e Appli~~nts· propo~f, to acqui're control ofHNLIC ,pui:s11;n1t to, aJjd sulljecl ,to the terms of, 11n 
Agre1mrer,1 and Pl;u1 df Merger·doted os ofJilly 2, 2015 (t:he "MergerAgreement"} by und amoog 1hi:: 
:11_eplfoants and Health Net. 

!'8. An execuled· copy ()fthe Merger Agre-eme11t l'll!S _provided to CDI a:s ;in exhibit 10the F1mu A. 
Org!tillzatio1iJII•chart~ settrrtg t'm:th thc•ool'f)Ol.'1lle structure .of the Appllcants prjoi· to,.oi\ll resulliint of; the 
Merger were also included aS'~'lhibit&to the.Form A. 

Centene 

l9; Centene: is a p,~blioly !rPded Delaware,norporation listed on the Ne.w Yor:k Stoclt l2x'chonge. As a 
Fort\lne 500·company-and,a lending mull,nulional healthcare entarpnse, dentene,offers a eomprehens1ve 
eortroli9 C!>filmovatlvesolutions ~itbin,lyledlc;iid, Medi~'lfre•an4 the H~alth,lnsuranc~ Marketplace. 
Cenrene'ilh,o•c:ontracts with l1ealthc-11rc.1111d commerc'ial organi<zalion~ .lo J)'rovide $pi;ciall)' ~ervices Oun 
JleJp •people.atraln better health aQd guali,ty of lite .. F.ouncled i'n \Visco{lsin in .1984, Cenlene J,as remained 
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,cleep·l5: com'm'it!£\l fq, ov~r JO s,ears> to a l;O!Jlfi/f@te mission oftransfQonlng the health of the community, 
onapeMonJ>La time,. Md,delivering results fur- 'its stukelio(der1>; .tale goven1rneo1s, ml!mbers, healthiar., 
pro\liqers, u11h1St1ted ll!dividuals and families, nnd olhe• healthcllr.e Md commen;iid organi~a1lons, 

:Zf,l. Centene works wilh Stale ageocie&, regulajors !llld others locrente quJ!lity ~ohltions thar addi:ess 
the distinet needs oflieoltJ1 asre comrnmers. C'ente11e hw; lhc·i:eso,llrces to pro1Hde cusjomizecl solutions to 
it~ s1:111e·pa1t11ers through extensive e1Cperience in tti.e Mei,ienjd lndystry ~nd uninsured marker, as ,veill,1s 
tl\roug!f ~peci})lty healtli solutions. 

~ I. Centeneopcraws in -23 states and principal ty 1'11 two•market ;egml!nts, mannged tare and speo.:fnlty 
services. Cen1enc is ·a n·atiOlll!l:Jeuder in managed heRltll ·c11re s<irvihg:4'.8 million members wilh a.large 
neiwork ofphysicians.and l10spitof~.. Centen.e' ~m11n!l{led c«rt>" segmen1 has foousecl on government 
spon~or~d programs for lower111come, uninsured ttnd u11d'erlnsured individuals. In 'Cnlifonnn, Ceotl::ne 
s.eJW,s approximately 184,1100: me.mb.::rs·in the. Medi;Ca1 progrnni tlirough its subsicliary, California 
Health & Well'nes$ Plan, which 'is II Knox;l<eepo /ice111ie{I entity; 

22, Fo,, the pllSt1wo )'ears, 'Centene' :i managed care ~Q111ent has ~lso providtd cove~ge 10 

individuals 1hr9ugh foderiilly f~cifitatod 1111d st~t,.~asl)d,excl)ange~ tmdej· !}\e-AffQtdable (;afll A'ct, l11 
1015, Centene offored multipleph111 choices in 12-stote~. ~.QYeting nppro11ima1e(y '156;000 ei.cha11ae 
memb~rs.. 

23. Cenlll,ne's other buslness segment, its s~~iallyservices 1>usir1ess, oftet!>dfversifie_d heahltcare 
servi~esnnd ptaduGts-to state program,, .:on-eotie1t1ill fiicU(Hes, heAlthcan;ol'gJ!lllilitiori!>, emplQYol i:;cupi;, 
und oilier commercial organir.:uions, u ivell'lls to ils own.t,ealth pl~n .subsidiaries. Cl!'l)tene'sspecfolty 
health .solutions include pll!\fmapy benef11s, -dent.d ~nd visio11 benefits, behnvio.ral llllllhh, and hcr.ali:11 and 
\.\le-1lnesg pwgrams. 

-Merge, Sub l 

Z4. MergcrSub I is .i tOl'jlOC;\tlon lncQrpQmteq in Oel:iwnrtl Qn J1me,6,201$ ill!ll is.a d!re,t wholly 
o..wried subsidiar.y of'Centene. Mert;er-Sllb Jwas for-mell ·11(.•II.R nc.quisltion subsidtaO' for th purpos,; of 
effecting tlie M~et'. ililefller Sub.l has Ml co111Jucted ~n:Y, acth'Jtics o,1hc1· tha11 those lnc;dental1n its 
formation arid the matters contemplot.ed il1 1he .Jylgiger Ameement, i_nchiding, f1nnl)c;iqg·motter~ and the 
p.rept1ratio11 of'applicabJe regt1la10r-y filf1111? in ·connection wl!h the M'e1·ger. 

MergerSub II 

15. Merge,, Su'b JI is a corpor!lt1on jn,:o,potat~d rn OeJawwe on /11ne.'261 "20/S and i.; a djrect\vliolly 
owrred,'snbsiclimt 11fCentcne. Ml:l'gec S!IP II wns formed as ~n acqulsiU6n,subsldi;iry for the Jl!IIJIOSll of 
effectirrg the-Second Mei;ger- (as-· detine:d 'in J>a:nrgraph '.H ), Merger Sub ll Juu; notconduc1ed ·1u1y•octiv'itie~ 
etOer than those fncident11l to its fonrl~tfon ana the·Jrtatters c-ontemplate<f by the Merger Agreeu1en1, 
includins.finan~ing matteTS'!ln!I.thegrep11r~iioP ofnp,plic.able ~gulnlory filingi; "in ~onnection with (be 
Second'Merger. 

V, ,Ji;xecutive Oflicers1111tl DJ1•~ctt'J1'11 or the. Applicants 

26. The cUl'l'CJlt,executive.ofllce1·s-and direqo1·~-0fCentene.111'e a)t well i:espccted alid experit.nceil j~ 
the l)ealthcan~ industry. Jr is.evident·!hat such i1tdi11iiluQls,poss~s} tJ1e. compele11c;:. 1a1x9Uie.noe, (qt~gi,i,ty 
1lt1rl i({dustry knowledge oece~aryto mam,ge 1lr<l'combi1Ted,c-1mplfny fol1Qwi11g:lhe tvkrger blised Qtt (iJ ilie 
&11(:cessful·gi·ow11t aniJ operotio,i ofCen1ene as described above, {ill their'batkground! at1li 6iogr4plilq,, 
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whl<,h 111e availablec in publfcly filed,SEC doeument!r, and:(iii) 1he bfographical i11form;i1ian ,ubmltied by 
;11ch indlvidual!fon a·oonfidentiol ~iS'l;oCDI ns port of the ~orm A. 

27. Pursuant to.the1ernu,of1he Merger Agreemenl, the. Boa_ro ofDireclorsofHeaJll) Wet wll1 
d~signate n direct.or from those directors ~rv.i(lg-011' the Boatd of. DlrectorS'of Hei!lth Nd IIS'·Of.itJlY :?, 
20 l S, who guali11es as an "ingependenr directqr as deft11ecl ~y SeqtiOJ! S'03A,02.of the NYSS Urrted 
Company MnnuJll arid is J"®Sonably.accer,t<1ble to 1he Nominating and Gofl)<lmte Clovemanc.e Committee 
of the Board ofDirectors ofCentene, to j</in the, Board,ofDirectors ofCentene. WltiJe sucll. indj,,idual 
hos·ret to,!,e ide11ti'fl\:d, gfven·lhat £uch individual wnt have'l31ready ~en servil1$ as 1.1 diredtorof He~Jl)l 
Netprillr to his,01· herjoln!n(:; the Board ofDin:ctqrs ofCentene, ~uch indiv,idunl will have hnd experu:nii,e 
wilf) HCll)t)l Ne~ ~od ij.s s\lb.sidiaries, lncludlng HlllLJC, and acqordingly w!ll be ~veil qu,11(tie<J to taRe 0 11 
,h.ls role. In a.dclition. it is nlso an·1i<i\pmed 1hat·cel'tnir; members i,fHe:nlth 'Ni:t's s-erriw manngemen.t tenm 
,viii continue j,i senior posluo1is at Centet'le f(Jjlowh1g ,lhe r,,lcrger .. 

:?8. As describ.ed nbove, M~rg~r St.1b I'andMerger Sub 'll llre-·ncqvisltion subsidi11r1e& fonncd by 
Cente11e for purposes-of jll)plememing the Merger. The inc,tlYldUals 1\IH6 se('Ve os tt,e direcJors and 
offfoers.offylerger Sub l und Merger Sub II ore identi!;OI and are.e.'!e.:uti\le offi~ers orte,1tene, AS'~la.ted 
obo.ve, these individu11ls have tbe,competence, experience, 'integrll)', and lnd\lstry,-lmowlcdge n11~e.sti~IY to 
·serve1in their rdles. 1 he'inoiv'idunls wl10 ·co111prise the directors.and. officers of Merger Sub J i'mmediotel'y 
p~ior to the effeerlve time of tbe Merger,wDI, from '311d nfter s11eh,effoctive·1lme, b·e, l(te'dfrectimrand 
$)ftfoel'S' of the s11rvfyii11; corpor!idon, followlng the merger of Merger Sub,[ W,itb a11tl jl)to He11hh Nei, 
utttil the earlier of1h.:ir death. r.isignstio11 or remo'/ll( or unlit theii re~pecti\'e socce~sors ore.d11ly elected 
and qualified, as the case may he. Additionnlly, jf the Sei:ond Me;;get{lis d_efined in P:i.ragl'l!ph ,l) 1s 
effeolQ<l, lh~ im!jvjdt!u]s. \vlw:ate th11 directors iind o(fic~rs.of r,.,lerg~r Sub II itnrn~diatelY, prior to ll)e 
e!Tec1lve time \'.if iheSeco)Jcl Mer.ger will, from and after ~uch effective time, be the direclors rurcl oftiters 
ofthe·~urviving corporlitioti , without cuanse unrtl :thcjr socce ssor!I have been duly electei!.11nil qunlific:d jo 
nc~ocdanoe with the ceriilicnle of incol'}loration m1d by.,lows ol't!le surviving·q1rporntio1111r·unfil ·Uie 
<:arlier of thcirdeatb, resignation or rernova I. 

VI, .Stnidur!l of th_r Morger 

O:vetv,ew 

29. Under the·lerms-ofthe Merger Agreement; the Mer11er would ~.e realjwa !hroug~ 'll pote11tinl 
two-s~p p!Ucess, 

'3Q. 'First stll!j,cct IQ llie ,terms an<! co11dlti9ns se,fonh i'tt the Merger Agreenienl, MergerS<1b I will 
merge wi1h mid io10.tle11lth,Net(1he "Merger'), with HeRltl1 'Net cootin11i11g as tire &Urviving 1;.orporatien 
in tlie tv{erger. U1>011 tfre consummation ofthe Merg~t, lilei ltt. Net wi!J I/en 1vJ1C1UJ o\yned su,bsidiary-of 
<::entene, 

3 ( . .SeMnd, iu!d:ortly u:He.ill11Ne1 's counsel pr.oVides ~ leg11l 'opfoion '(e,g;l~dfol}certaJn :ospe:cts of1he 
mx freab)le11t1ptthe1fan5,11ction, 1mme,dtately·following Ille i:9mpletion of the~erger, Health.N~t (1w!he. 
sutv,vin& corpomtlbn.ln the Merger) wlil merge .{lhe "Se~ond M~rner"), wiih and 'into Me1ger•S1Jb II , with 
M~rger ~ul.i 11 ,011tin\li11'g as the sul'.Vivi'ng·<:orpof!!tion in ihe SecQnd Merger as o wholly ownt:cl 
s11bsidiary ofCentene. lmmed.lace(yfoUowltlg co11s11mma1io11,6f the Se.cond Merger, Merger Sub It will 
be rena:med Healti1 Net. lnc'.. - · 

J2. 1'he Second Merger wi(l ,ortly ile. iinp)emerued if cenall) lltiteria.Ofe r(lel a.nd i.s designed to•qua(ify 
as· a ''teorganlzailon" under U.S. fedill'lll. i~co(ne tax.law. II'a mergerq1il1Ht'jes ll1! 11 ·•te.orgiiniutio/l;'' 1hen 
t~e targetcom_pany's shareholcters wj(l gen~va)ly Q~ve tal( Qn any CJl.$lt ft"l~iyl!<I In th11 ·merger, but c~n 
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tecetve ,a'l:qU1rmg com·pun,y stocR on ~ tiwft~ basi,. In fldi;lltiOn', po_ill!ertbe l:lrgJSt COft!P~!lf 'llPf the 
.ac;,q~\ring-i.ompany will o,we,~ny U.S. Jederni income1nx as n result of n fl)orgonization. Ther,;: .are many 
,lichnlc111 substnntive requirements faro mffger lo quallty J\s a "reors.nnitillion"' forU.S,, federal income 
trot 1;mrposes1,Bild it i'i.often·not knowp ~llbetl\er a merger will qualify 0!1<11 teQrg~nizotion urttit ihe dqy U1,:: 
mergerocours. Cen1ene and Hee Ith Nef-s n:~pectlve·1ax advisors·structured ihe p~pos<l'd transaction,as a 
two-step nie,rger in ordet10 pro~t·the colliponies from the !fgrtlficattt corporate ta,. that,yo.llld pe 9wed 
ifttiesecond. step in tJ1e1wo,-step merge~ proces; does not.occur. 

33. following the consum1tiatjcm of!lieMerger(.end 'ifeffecred, I.be ,Sl;l;opd Meigef), Cl'l\1ime·wUl 
dirc-ctb' 01vn (00%,qfthe. i~suecj and outstandi11gshare.s,of'cupjtaf s1oc~ of He:uth:Net,,and will 1h'ereby 
indirectlyOIV\l 100% oflhe issued and -0utstondi'ng shares ofcdp1tol stock Qf H'NU<:'. !)'or the /iVQldance 
ofdOl)b), reg:u-dless of>\lheffier the Second Jvfer,ger occur~,Centeoe wil111~q\ijre·"" oft:l\e oul~ltt11dh1g
equio/' securitfe~ ofHeahh Net mlhe Mer,g!)r • 

.14. !JI,co1\s:idef'otio(l, ,at Llie eflect.ive tim,;, of11ie Merge·r; eij\lQ share offlealt/1 Ne! conlnlon ~tot!<, PRf 
·v11luf :SO.00 I per sh:ire, lha1 is issul:4.And outs.tMdi11g imme.din1ely prior 10 the effee1lve tim:e of tlie 
Merger (excJudtljg·shar<!5'held,by lle,alth Net in treasu,y, ally shares &tld, directly or ind:irec1ly, by the 
Applii::antt 11nd any shll!1's tl1nt: are outstnndin_g immediately prior to the cffective-ti111e oflheMer~r and 
1h11r are held byaoy p.erson Who,is entllled 10' demand and properly demands opprnisa1 of.s.UClh ·s\nu:es. 
porsua11uo Del'aware low)·will be convel'\ed 'into·ihe right to receive1be crterger con~lderetiocl'(tl1e 
' 'Merger (;:onsfderalion",), which will consist of$28.'25 in cash and 0.612.or11 share ofCenteneeomml!>n 
~tock, par value $0.00 I pet·share. The'MergerConsideration will be pa1d jn connectlo11 ,vith the·Mergel' 
11.nd there will 1)(1 no ,:11dditlonal o.onslt!eration,paid if ~eSecond Merger o,ccurs . 

.35'. At the effecth>e,1imeoflhe,Merger, (I} eac~ outsmndin~ siock option ro purchase,shares-·ofHeaich 
N:el cgmmon sl~k '\VIII be conv~ into-a right to ~~eive c;o·sh and shores ofCentene'~common stock 
(ner Qi' 1lr~option e~erci~¢ price}, (ii} each ofJ1foahh Ne1's•vestcdl,)erformanee shareawards and vest~'<! 
1-e:ilrtcted gfock units WIii be convened 'into rights, to ret;e;'ve the Merger Consideration in respect of the 
sltar~s of ){eolth j'jel common ; tock.suwe.:t io the.awordssnnd ,unit~,.ilnd ,(iii) ench,unvested pettbrniance 
slft1r;: .awl\rd ~nd,eaoh unv0sted restrict~d stock u1111•ofHeahh'Netwlll beeonVert(ld in1'orights to· receive 
shares ofCentene's c,;,mmon stock, ~object to 11\e ~ame criter,in, provided 1~ll~ any pQrf0fl111lPC~ ;ve~ti'ng 
goQl wilt be deemed ~1isfied 01 tn('gel. 

36:. l"otfo,~i'rtg i;.pnsumm11tion ofthe Merger, exisl!ns ~-tQCl<hol<lers of~nttnewill OWIJ 
nppfoxi1na1e(y 7 l %ofthec.ombined company and exii;tingstockholde~ofHeJJIJh 'Net.will own 
approximiltely-29~ of the cc)mbil)ed oompat\Y bnsed on sl'o<;k prices und 01.ustn11d{nirshates o'fCe11~11e 
common stock:inc! Henl\h 'Net ~ommon ~tock 1LS ofJuly I, 2Q l S. 

Conditi'ons to Close the Merger 

37. The ~mpletion ofthe Merger is subje<;t lo lhe.sntisfaQlion or wni\'tf ofcustomary ~losing 
eondJtions, including but.not limited to' tl1e,conditions11sted as foUows (along with the current.status of 
eacll-~u~h condition): 

(l) aJ)pro9lll oflhe Mer.;~ Agreement by Health Net'ssrockhcllders-was obtdfn=<l•ah Octooor23. 
~0.15; 

lli) a11prowl,oftire iSSlmllce ofCentene'scummon stock ft>.rming part f;iftJ1e Mer~r,C.msidel'tttioo,by 
Oeniene's ·sloclilmlder!i '\Vlls obtnin~ Oro October 23,.WJ 5; 

11 
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(iii) :nwre)Vdl of listillg <;if ~«ch Genrene commo.n. stpck ·on !hoNYSE was requerued by,~nten.&on 
OctQbL<f'li!, 20'15; 

(iv) ihere being !fO: law <lM>rder prohibitin~110ns11mmailon of the,Merger or the 1ssuD11cte pfllat shares 
ofCentene's comip.011 ~tock fl'li1lli 'n!fpar1 ofthe MergerConsiderntion, und tl)er,;,\)~ingJ10 
~ovemmental :grocei:diog pe11d1ng tl1at.seeks fo impo~e a l;,ufdensome condlllon on }lea(th, Net or 
·Centene, will btviatlsfled '11S of the ol11slng date; 

[v} expirntlon• or t~nn111alion<Pf,l!,11y,.waiting v~riod. under the Hart0 Sc9H, Rqdino Aniitru~t 
l'mprovementsAct of1976,as amended, wns sat!~fledtm Augus.t 11,:201 5~ 

(vi) the elf~tiveness.ofa regisJ:ration statement on l'ormS-4 1qj}h respect to the Centene common 
steek to be iss\1ed .'IS")>llll'aflhe Merg~r €onsideration wns sntisfied on Septemoi:r 2112,0J5l 

(vii) S\lbJect,tQ ~pecifiet! m11fet-inl)ty sta11!la,:ds; 1'1e ~~~UTIIPY Qf the repr41sentatlons.and W?ll'llntie~ of.tlte 
other paity1''lll be 'll)ltisfied,as Qfdie I/losing dnle; 

tvlill con1pljance ~ ·the olher p~rty in all material res~c,ts.witli Tur covenants,viii,be,satlsfi'e<hs·or lht 
cltrsing;na1e; amt 

{ix) 61?11C1f{e(I go¥er,,mJlntal fillugs-nnd consents•l,aving been made and obi;llin~, ns, will b.e discussed 
i1nbe\yritte11 1estimpny,<;>f Keith H. Williamson, 

\/IL. .Mot1c.~(;;onfi<ltit;ition Rntl,Rclateil Fr111111cin1r 

lE, 1"lle Mergcv is 'Vlllueil,at nppro;'.(imately $6,8 billion in cash und Gto,;k, based on Gto,;k pdees as of 
Jl/lY. J,1015, and il\cluding the assull)ption of ijppr<;>ximotely $S00 m'illlr;,n in debt m;im Henllh Net. 'The 
cash cQlJ'lponent;ofsucl) 101al.amounr is,cqunl to,11p·pl)):timately $2.3 bifljon, 

:!'9. tlje basis,t1nd',leF11ts dt'the Merger Ag,reenleot, incl\J/lirtgtlie natute nnd .nmQunt<;if considerntion, 
were,detenninei:t t:hro.,_gh arms' lenglh,t1egotiation5 amo11£ Iha representatives orCcniene, on 1he011c 
hahd, and the repres11nt.itives of Heiilth Nef, ort. tl,e •other,hDndf ,ind theirri:~pec.tiw legal nnd othe'r 
advisors. FollO\S'lng slib~~1ti~I duMHligence,by,Ce111ene, the nmo1mr ®d typ1tofconsidcmtlon y,,~r~ 
determined by·inkini;i into ·atcount 1he>consideration paid jn other rece.ntai:quisitions ofsimilar types of 
b1isiness~5',.as well ns the ftnnnc1al posltion ll!lil res11lts.01'pp(mitran~ oftneentit1cs t0 be .acquJred, 
i'nchidiC!l/, 1bepa.st11nd presentbusiness,operations1 historiclil nnd poleniiJI eamin~ t1J1llocinl condition 
and p~pects, assets and liablliticcs and suck other factors-and iinfbrmation as Centerl!l considered ~levant 
under the eirou.msmnces, 

40, 'Centen~~pects to issue-approidmatefy·:£2,3 btll'lon ofJong1em, fixe~-rtne debtsecurities•to 
pattlslly fund Oie Merget(the "Debt.Securi1ies''). Thei:lelafls ot'.1he Deb,: SeourjlletwII! ool be;kflo.lV/l 
uotil olose1o time ofissu1111ce, 1Yhfoh is ariticipa\ed to·be shottty·betbre \he.~)o$iJJg of the Mergar, 
Howe.ve.t, note 6 ta the unaudiJe.d pm forma, condensed cotr,bfoed financial stateinentsort pa1111: 195 of.lhe 
Form S-~c;llc;itlatcs 'Interest exp~ns~ ass,iciated wllh lh~ Detit Secur)lie:, ~asl!I.! op 1hll assl!)JJptlon of 
mllW~ilY tr~nches between soven and IOyears nnd.an e~tima~d wei1ihieifavera!le.'lnnual rnterest rate of 
S.44¾. 

41. Cenlene hos obtnined a ,cormnitmen~lert,;.r from certain lenders providing commitment$,fQr n n~w 
re\1otv.iog·credit tadlity ofup fo $ r'blllion.and. jn the event Centent1· fs unnble10 issue the DebJ Securjtre:s 
011 or.prior to the closing dute•oftho Merger, n.sepiorbril\ge facility of up toc$2.6-7 'billion'to.consurtrrn;;te 
(he Merger and the,oth6r transactions cent!!mplatcd by·tne Merger Ag~mcn1 (the''1Commionent 
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L.etti,r"). 'T\te fin11ncing gontemplated b5•·th~ Commitmenl Letter ,s referred lo,as the•''financing" herein 
and io,(hefonnA. · 

42-., Tile f1ill1111cing, i&!!ubje<;t'to ~ustomnr,ycondmonsand will be unsei:ut'ed. In particular; no assets 
•or !(loc.k,ofHe~lth Net 01°ofany pemm .ontrolled by Health Net; ineluding 14.NLIC, will be pledged or 
Ql'flerwi's,: oRi:rtd ll$ se;;urity for·the Firlanclng. Tile Finatu;.lng commitments ~viii temrinate on thedate 
11\al is the earHllr'Clf(~) consummstion ,;if the Merger, (b) the terminati<.m of the Merger Agret1ment, ~nd 
(c.) one b.usiness:da,y after tlie·OutsTde D~te·(e.s defined ii\ the Merger Agreement). The cotnpletlon ol:lhe 
Merg~r ls ,nol con4ltione.d on receipt offmnncingby Ce11tene, 

43. Cente:ne int~rids lo servke its new debj resulring from the.Financing from casli,l'lows generated 
from the combined enlerprl'se r~~ulting from the.l\itefger 'rhen,p4imlent of!11e debt will !IOf\li 
dependenton earnings from J-iNLIC. 1ihe newdeb!WIII not impttct nel/Worlc,providets or po1ic)'l!olders of 
HNLlC'. The most significant driver or insuronce: premfoms inevery stote 'is.1-~e CQ$l ofthe u1:1derlyi1Jg 
)leaIth care. Centene u1ilJ2.es hs expertise to ,keep the cost ofhe3hh careas- low as re11S.O.oah)y posslble; 
HNLJC Will continue•to set actuarially, sound rates based,011 its ~1stor1cal Pfll"Cllc:cs.an!I niethodologles, 
tnkfog·into tt~coµnl ,!he underlyinirmedical costs of its.members,.and will not· include any cQsts r,s\il\ing 
frorn d~\,r servicedbligations upcfe, tJ,e Financing, other J1cquisition costs, o.r executive compensation 
rtla1ed1to consJ)mrilaUon.ofthe ~forger In.any such ra1eg. 

VIit ll:xec1Hive>Componsatlon 

414. The Mergerh1 a11d of itself will llO! ttigserenfiflllmentlo.;my special b911u~es or 11ayou1s to 
Ee1.tlth Nefi;,Qr- HNL:lfi:~ ex«utivfoffiGf.rs. Cort11Tn executiv~officers h11ve2.0i 3' filock-base.d awards 
that v'es~ rn the 110/'mlil MUISe on.Marcil 1, 1016. If1he MetMr cJoses.plior to 1,1arcll 1,10Jo, 11\e 11es1rng 
oftl19~e Q.Words would 'llecelerote upr,111 :alose dui:1o tht: change ofco1ijrol. 

45. Health N'et ~xeculives that ate ~veted 'lis nresult ofthe Merger (~g. terminared for 'othe.r than 
good ca11w)·wQubi be,eatltled \o sever:im:e be11e!i1s·unilet IINir employment agre!ements, "fhe '.Se\'enmce 
beoefi~ vary .by,execudve but Include a lump•sum pa.yment equ11I to a multiple or base. sal!ll)' (generaUy 
ei1her 1~,or11(}, or, in lhe,case·!'lfHealµi Net's Chief E~ecrJ1iveQfficer, $6:1nil(ior1. iil .addUion·, stock• 
based awards1lelcl by·severed execut!Ye otncers wlll bave occelerated vesting upon severance. 

46. Noo•seveied' extct1tives with H<:iillh Net stock orstock (lpliOIIS w,U be tf.eated like shll1·el1t>lders 
r,od receive t he Mtrrger consideration (less-, in Uie cnse ofslock options, the exetdsi:.price and 
withholdi~g tax.cs). All other l-ie11llh Not.stock .unils Jield ·b.y '1it<:c;utiv~fficers \\till be substitutl:d with 
Centene sioc:k uciits, and will Temoin sub}ecl to tlme,b.lsed>ves1ing (any p.:rfomiance vesli~f; ~riteria \"lili 
Ile deemed 1ner unarget level). 

47, f·nfomu11ioo regllfding.~xecutive compensa!iqruv"~ provided 'iri nd.di~i<fp~l (iet;til iii ~upplemelltal 
t:espons,es to tll\l Form A~ well a~ conrufoed in.C-eme11e ond Health Ne1'$'joint,!lro.xy siatemeni (Form S-
4) filed \~1tli the 1J$. Securities and Excllange•Commissipn jn conoect1ill1 wi1Ji,1l1.!: J\'lerger.. 

4.8, l:<Nt.,lC a11d its·~escurces will 1n 110 wqy be hnpnoted byexecufive ~ompem,uHon fl!lY!l.bl~ o,y 
reason of,the M~rget\ inctud in&ony-enhanceme-nts tlfotmay re~ult from sl!9erailce beuefits paynble duo 10 
ttmlfnation ofemployment ll.(\~Cfcertain cjre11mstiu1~<is foU9wing liteMerger, 

IX. 'Synergfe.s Antf~lp.etea from tbc Merger 

49. T~e com6jne<l company is estimotedto JJ~hieve,apprpximot):ly $15() mi\ljpn of Dnnual..::ost 
syllerg!es b)'the secorld year following 1he yloslns ol':the Merger with 50% o~hfove<l ."fler one,Yf.ilt 
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:folhl,vh1gi:Josl,ig.. 'thesynergy estima1eJ priividl'd (In, e11pei;t~d from, pm011-g.otlters, effi'cien~ies iMrc.ne 
.seoeniLand_qdmini~trative mailers IISld iniegrntion ofa.range.ofspeci~ty ~ervic1is, Ad<liiional syMrgies 
m1ty be'Mhievfc(l over lime.from.leveraging caplibitjttes ill lT.sys1efns•a1id,pt6~ess man~gement. Any 
·syl)ecgiesac~ieved will l.ie11Cflttl\6 comblhed comp~nyas n \yJiote. 

:50. Th~re e~ists extreme!~ limitell ,overlap,in the. respe~tive bJJs\nesses•oftentene. ll~tl Health N.et. 
As a result, post-Merger, Cent,:ne:inlenils·to m11in1alrl' the b~iness al)d !nfrastl'l.!c1ul'<l ofHNLIC lnk!ct. 
Consumers will benefit ti'om rh~ continuation of HNLlC's busine..,;s p'lan and lack efdlsr«ptio11 in its 
s.ervice to th~ members. .lll ~ddition, the comb'inotioil Of Heo)tl} ls~ !llld C,::nten~ businesses will bri'og 
greater so;ile lo the ~ut-vh1iqg company thus !letteri,osilionl11g the surviv1ot i::mu1r.ar1y to more effectively 
cQ1t1pete in Galifornia. ·co~l savingopportuniti'es from thi: Merger ~-rt. anticiplil'ed to include 
ailmlni.smnlve-cost savings wl\icll rnny. res1Ut in Jow~r mhni11islratiY1> expenses for ~I.IC oh a fi.1119 
nllocated basis. However, the.•m~glfi!ude ond timing for those,savirll!a llre noi lu'Jovm. Centime wi<t 
HNLJC lnlend to manage 1-iNLlC so: that;aqinil)istllltlve.costs·ate efficieJ1t m11l cari better,.suppcm: 
.Pr•m1i11m rutes·tli~t.contlnue to be competiiive, including keeping HNUC's Pdministrati've co~ ratio at or 
belQW 1he levcl,currently contemplated·In HNLIC's business plnn.. 

X. Cglllplltilign ,in tlie Jn,arnnnce Mnt'ket.1ofC111ifor11i:i1 

5 l. The immed,nte result oftJte )\1erger w,)t 1101 have an @dYcfsl! effect u~,1 conii,eJition fo1•any)hie 
offo~uram,e:bus(noss !rt 1hc Stateo[Califomiii. Tl\i:.only line·c;,f bu;iness in which bi;ilh .C@ntem; ~d 
f{ea)lh Net Wfite bJJsiness in Cn(ifol11ia is Medi-Cal, HNL-lC h1!5'.no,Mwi-Cal business. As,set forth It, 
the ''Fom1 B" iln~lysis submiued loCD) 'b.Y·life Applit:'an1s os a s1111P,le(llent 101ne Form A, and,os 
confirm¢~ e1tp.ert testimony tiled io this p'l'oi:eedtn,g, there is 1\o,gcographic overlap by county between 
rfl!!- Centene und i-leoltJ1 Net Medi-Cal. products in Colifom1a, which meJi11s• tha1 the compni)ies do not 
compe~ with oa.ch llth'et'lnanY'servicl; ~rea. 

52 .. ·tteidth1\/<il is.smailer·tlmn tllllny,of its national compellrors in theCalifornia market:. To 
effeclivel;y compete in the post-.-!\ffo!rloi;,le Carl.: A..-:1 li~11tth insurn11c~ m11tket:, flei!ltll j\l<J! need~d to find/a 
partner. Sy~ombh1ing, Centene, and Heall!\ Ner.hnwe:more.opportuoities to i11]{ilemenr q11nlily lni1la1ives 
!Ind m11nase health·caie andadministrnt1ve. t>.OSts. Thro.ygh the ~ombinatlan, Califom111 consumers will 
l\av11: i:hll' benet'.it -0f11 srronger l11surer to eff~tively comix,te .with Antliem, Unite\!, Aetna, Kaiwr-arid 81t!e 
Shield, with llMVilho11r ,my mergers itwolv.ing these dom1nanHnsurersand pla1mtha1 might·oecur io tlfe 
fu10~.. 

·5J. In nddition, llii C.enrene's presenee in California is limited to ,prQviding.Medi-Cal se,v,ces1Ibo 
comb1nati6rt does,not ledttceclhe.num~erl)fcompetitors i'n the Ca!ifomiacommerci'al insursnce- ma,lcet. 
Healt~ !:<lot!s s!re!lg\t\'in th~ Califomia Olllrketplliee h,15 been primarily in Southem California. The. ne\V 
com1:ii11ed,compa11y will have the size ·nnd resources to potentially expand its•offerings similar tO<thos_e 
hlstoricplly focu~~d ill S01.1thern·Califomia.to otller regiQflS or(;:3!ifQn1ia, 

S-4, lhe Mergedsianticipatt.-(1,10 pcsitively-contribut<i to•dle overnll needs ,ofC.ulifomia'.s,healthcare 
system by, 11mor,g,o'lll~, tflings, (I} maintniriilfg and enlinncin~ Health Net's sttongcommercial busi11.ess 
oo•Californfa: {2) htingitt_g·greaterscale, to 1he combi'ned cornp$ies, 1hus bette-r positionmg them to more 
e.f!'ectively, compete 1n. the e.vt>l111ng hc;afthc,are .5e(llor; (3) creatfog·a. stronger Insurer Cledieat'ed lo 
servicii]g. lower ·anq !llodet11te ihcomr i;Cl11su1t1er.$; 11nd {4) piuvidl11g for increased resou~e$10 invest in 
future. orp;311ic and ae-quisitfon growiliopJj<J.rtUnit'ies jncort1Jfal'is·on to HNI.JC on n standal11JJ~ basis, In 
adqltian, KN Lf,C would tle Within o cott1bi11ed 1voup t})at is- expeclell lo•gener,11e'increastd c1isb tloW that. 
would oUter:wis.i: not be available011 q ~tanda\one basis. Moreover, enllancing. the IT !!igrertiso of'HN LlC. 
wlll,olso improve the nbltity to meet. tlie ove;nl1 needs-of <::aiifpm,o's·health,care~ystem.. 
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S5. The compet(tlve efteds.ot't.he Merger are llllaJ~d i•n g~a1l:r detnil i'I the wrjttert: \estifllOJl) 
_Provided by Centene'! expert wioie~ses, Drs.. •Lawrence Wu @d Paul Wong, 1n th~ proceeding. 

XI, l!ost,.Mf)rg',lr l\ir11tt-,irs 

A. Business Opera1ions ond Jnsurnnce Morkets 

J. ,Busi11ess,Pian 

56. Cen1~ne.has no 1111111s or proposals,10.c.ause HNLIC 10,declare·an extra.ordinary dividend, llquii.late 
HNt.1C, sel( 01w of!'fNJ.,IC'~ roscts•( otl!~nh1m in the. ordi'nary ~o!lrs1; ofb\16iness). or ro lne~ge HNblC 
with ll1'Y person or pe1-s.o:ns Of to make any other material ehan_ge111 Hl'ILJC' 's corpora1e ~rl'llcture, 
bu~inesr o~tat/bns or nianag~1ient. faltmvi,-.g the co11summatfon of the Proptise<l'Acqu;sltfon of 
Co11Jf'OI, flNLlC will CQ!ltinue·to maintail! its stp:imle corporatee)l'.istence. 

57..As documeJ1ted in 'Centene.'s flotni.A1Ce_nten.e's intends to 11!)1ltinue the busfoess of HNLlt 
withootaltY·materral change,to l\s,exlsllng,pla11 .ofop;ratiQll Of j~:pro<Ju9t ()mcings, 

58. ,Centene's commitment extends•to the conunercial market 111 California.. Health•Net has b(len'Cl'\e 
Qftlie ltll4fng.commer~lal,plans i'n Califomla-with 7% ov.erall f!llly fnsut~d marl\llJJhare. Ce(lte11e 
in1end~to ,m~inlain ~nd s11ppor:t Hea1th.Net't.•current business plan W'ith r;::spe·ct to thf.,i;om{lfen,ial 
prOcjucts, WJ\jch1\as a goal•orcontinued Jl!'oWII\. There ~~- no chang~s conteI1\plated .f<5t theHealth Ntt 
<?Ommero:ial producJs as a result ofihe lvl~rgtfr. CDJ has been pmvi<le~ :det11iled111formation on l,JNLlC's 
pluns for continued groWlh fa fildi\ddual, small group and large group prQ,dUets 011 a eanfidcll'till'I !iasi.s, 

.59, Cepteue's.intereSJ n11d ,commitment.jn,offering oommercii.11 c·oyel'!lges:is.eylqenced qy th~ fael 
1hu1. C:en:tene provide-s eommetdal -coverage ror individuals in the l,ealtli ins:unmce marketplaces in IJ 
stnles <;iut of!'he;!O·$th(e$ijn whil;I\ Ceoll:!.1e is ~\lftentb·Qpem!i(lg hen Ith plans in.20j6, 

2.. E1'!!/llii11nRare.~ ilrCt1/mm1ia ~ Commerclal hl.mrq110e Market 

60, lll1l'~pendeil~ of the M~tger, Hli L,JC m~\f.~ a C~Ufomin ml~ nl111g th11\ jncfllded iate 'jl)creoses fpr 
cet111b.t f)roducis in D.eoember 2015. CenIeni, has 110 plnos 10 increase. the premium·run~~ 011 :my 
co(l\me1'i:i~lproaucts-ot'.:HNLIC ct1rrcn11y offered ii\ any 1natket in Coliforn,a other tl1a,n1;; ffill.)' bi: 
nec.\lssary1ovi:r lim__e to ,impl~ment.t,!NLIC'sexisting·busiuess plan. 

6(. Fol{owtrrg·the Merger,)f!NUC wil1',1ot increase tl1e premium p~ynble by its-polioyhofders •rt 
Colifi:tr)1ia.os.7 reaultof(a) c9s1!l nssoGillted with the Glose of the Merger, incb1din~Jl1e consideru.tlon 19 ~ 
paid by, Centene /\lid tlle finan¢.i11g ofsuch ·consideridoo, er(b).,nn,y i11d all eic:ecutive·compensationto be
paid 10 ex8'!U1ive office'rs of 1-feallhJilet'in conn~tion Will\ ihe Meri;ei-. 

62, Centene iscommilled 10 con, inulrtg HNUC's hissor:y ofworlU•u;. closely. and in ll ccoperalive 
ma11ner with CD[ o,r 1·q1e tiltngs. to e11sur1l'lhot itspricing ,,. actt1arially sound nnd 1s retlec.tiYe ofmnrket· 
conditions, HNUC will continue lo make,adfustment~ irrthe produd~ that·it offer~ and thesecyi;;;emen 
in whieh it otfers·them in orderto·:respiind1omarket'demnnds:md to ensure thnl !1s·priclng ls11ctuaria1Iy 
sound in order for it to remain linnncmJly ,viable. 

J, Rr.ovJtiel' Ne.l)wirks '" Cqlifpln'ia. ' 

Gl, 1'he Merger is na, antieipa1ed to 1mpa:ct the number-a~ scope ofnetworks associ.ated-witli 
HNLIC' s vo'riOlls.l\oolth pmdhcts. l'CNUC ,,iii continue 10 evo(ir,Hts net\llotj(§ ns,j5,~ece~ety·bollt ta 
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tetrtain 0011:1pi:liliv, ,. but aoyefn lije Ca)lfo!illil nlarket om:I n:spon"d,to chunges in tlie pmvider commmiiHes. 
such eyolution will not. be.a,re.sul! ofthe. Merp)r, As Centene1n1s,only Medi-Cal business ill Califor~ia 
th~re fs no o\leJ'lap ofne.twoiks fo:r conimerciDI proaucts :md minimal overlap fo r, Medi-Cal. Aci:ordjngly, 
nQ ~ign!lic11n~provider re,contracting effort ,will:be nec~ssary,. 

64. Centene l;,elieve~ thntth.e Merg~r will al!m,dhe comblned corrip·a1iy to use its,expcrri~ to 
cs1ablM1 similflr h.elilth c~r.e products in o!ller·sJates bydrawing on H~lth Net/s.experience ,witfowl 
deu'acti(lg from any C»lifomia services or resouice~. 

6Ji. Heatfu Nel ~ubs1diades> c,urrently partic},pat41 in .the smnll group•o}, large groqp market;s in t,1,rizon~ 
Oi:egon and Washington, i11.addition to Ca)ifornia, ,and Cs>n!J:ne i'ntends to moin1ain that = ke( 
por!lcipation.goin& forward. Centene is asseS;sing,tl\epptentinl to.use tl\~e.~pe11ience and,exp~rtise of 
Hi:nlth 'Net'smanagement to offer oerta1n governme11trela1ed group ~otmn~rci:il:'pro~ltets similar to those 
9fHNUC in selective,other sillies and ia.ev11lmiti11g wlifoh,sttites.to tcil;-g;:t .irnd,tlfa tinting for tl1I1t 
ei;pll)Jsio11. While i:hi~ wo11\dexpim1 the geogrnphi~al scope,ofthese rroducts,1his geographical 
exp~11sio11 well not lmpiifr HNL1Cor ils'Ca!ifortiia cOII/Jumers'of!d 1YiJ likely bll,)int!ted 111 scope.. me 
financing'for the e)(pan!iion ofCentene's,commercial busin~s outside Califomta ,wllt b.e fi1nd~d ihtough 
lhe corporate resources ofCentene 'B'S well a',~ the resourceS'of the local entity tll be involved 'in the 
e11pan'sio!1, The 011er,itionof.1,Je,ilth N~I !11 Calilbniia wonld ·no! ~e,Impacted by Centenl)'s p9teo1fal 
e:tpa.l!~ion imo theto.mnrerciaJ, he11M1 ,ns\lrance marketplace in·otherst"tes. 

B. Aealth Net Bmolo/fe..s. 

66'.,,As stat~~ fo ,Paragraph .13,,acimr.ding·toda1n providea by,Health Net1the ~um:111 total workforce 
for f'!ealjl1 '\'let 1111.d its s11bsidiilries natlonwi~e fa 8,4~0, with 6 ,4:?4. in Califomf~, hwl11\lf11gfoll,' tinic. part• 
lime, end ihdividttalson: leave ofabsence. Cen1e11e,will J\OI make any tttalerioJ reductip11 in1his 
workforce or the ovemll' number ofempl-,ye~~ fn Cnlifomic as 11 result of tl1eMerget. Oenteneont1eipates· 
lhal lhere will ~ elimination Qf certain positions 'lit the r.orporate Jevel (e.g., ce!Ulin.seni11rm~nagement· 
and,d\lplieetive·corporate,rolc~). 'but nc:,i at the member o~ provl~er serviclni level 11} occ.ur as a result of 
tl\e Merger. 

ff7. As stated.in !'nrngraph 1.2; HealtiiN1:\, including}{NLJC, had a compelili~e disodvontnge 
compared to other p(ilns ln Cotlforn1il as a tes1111 of-Its lack ofscafe· ln comp!U'lson to such otlfer plans. To 
co11nterb~lal!te tlmt cotl)petitiv!:. disadvantage, M~altli Net has (o» Ule ta&J s.ev!ltl!lye?r;\' QUls9yrc11d certaln 
s~tvlce f\111cirions anti positions. fUrthermor<l, in November 2014,'Health 'Net signed the Bl'aJtS 
Agrel;lment 10 01116Qurce on,a' going·forward btlsis thr. hul!1 of li~Rlth l'l<lt"s "b~ck of'fict:'' 9pero(io11s, 
\vhich would ltaveinvolved the re•badgi11& (and p:otenrial subsequenl of1:.shnring), ofa: aignificnllt portlorJ 
ofHealth Net'$ mo1'e tl!on '6,400 California etnploy~es.. lf,the· !)llerger is-.::omplete.d, Jt WiJtre1m)t 11.ot only 
in tlie ,ttrminutiqn of !he BPaaS Agreement,(nnd, iher~fore., 1woidin.1J; th!.'l. 011tso11rcingofcmplo,yees), but 
may'lllso result in 1he future ln-soutcfng-of;:enain service functions and pogitfons which are curr~ntly 
being o~tsour~ed by Healti\ '(lle1:, :as-<:en«.n~•s. b11~i'ne~s.n1ode/ i~ .tQ si'•HiQ\lit:e,m, m11ch a:s 'J10S§iole, 

(i8, )ieil)l«ountand ,staf!i(ig are oontinuous\yan~lyi<id it'Hi:altll Net ~nd Gentene,.aml will ,;ominue 
to be a~alyzed as ocJlilblnett:operatiorls Mier the Mei·ger, ,s.nd .a"1dilions,or (edllctial\s, rnJgllt be 1<t~11ired at 
some point inthe future based on the11-current mark~t conditions, service lavels, numbe~ ori11s11i:ecls in 
refevnnt mnrket..se11ments, and .other reJevant faclcrr;;. Any ,.such future clmnges wjll not,. however~be 
made as a result ofthe Merger. 

C. Corporate Go11emat1c.: 
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6<;1. f!oth Centene ~ml ttfilL!C apiro.11cll cqrporAte gt>verna11ge from a local perspwtive, 'Tha 
,cornp.:a:rries l:r'e!ieveihat henllhta:1-e.ttbest viewed os a local sel'Vice. 1'his is demo[(Sira1ell bY, CentemfS 
approoch ineaeh,0fthe,20 states in which it.has health plans. In each ~tatc, n stro11gChief.E!teeUllve 
Officer/J'oo~ident l\!flds a local management team who ls responsible for that health :plan's 11erformance, 
lfan ftUeractiort involves-direct <to.ntact wl111 n member,, provider, ri:gulalor or community advoeate,, 
Centime's approdch is- to•ltaVe that inte1·ae1io,r ho11dled liy lhe looal 111ah11geme111,tea,n. 

7(). Centene has been:successful in mainlaining theJoe"nl !lattire ofthe servfoesji provides in,eaeh 
jur:i~dfotion in w'hicll Jt operntes. For exomple, Centene Jlas no cenlrally l;)i,ender,l'healthcliflNiCl"l·\C§ 
provider er in~urer-n~ross fl1e- nation. R11ther, Cantene' s insurance companies·and health~re·ser-vice 
praviden; remain branded.locally ,in each state to emphasfae the locnl:nitture o'fthe services. ln·C'nltfornia, 
Centene wiJ( be Reeping " t(ealLI\- Neff ,is 'fl b~11d name; 1v'Jliclbvllf 'flv\Jid c:µnftsion for l;J~l11\ Net 
members. 

71. This same nppr®olt~\lj)I pe lijk~ti in C11lifom:i~, wJ\ere f·H..SL1Cwl l( <;0111-iPII<:. to be ijQaliforma 
~omiciled insurer wilh QJ)et'tlttonal direction lzy a Califonria-lrased Chief-£.~ec.111Ive O1:'ficer/Pr~sidenr artd 
senior eteeutive team providing ltlnctlons i11 key operotiQnal:areas. l'IMlttl l\lE}I, alt/1oug~ it W1JJ'bec:olJ,e n 
.sub,kliary of Centene, will continue to be nlfmed lilealth Net, (l)c. l{NLJC•will.~ISQ not:clnmge its11an1e. 
·Centene has 110 plans ro redomesticate. or relocate HNLJCis hendquarters "utside of'Califbmia, i111d is· 
willing to comniiJ, for so ,long as 'it maintain~ a ll)njofily of-voting pbwer9f HNt..lC, thst'it will "\It ~ppl.l;' 
10. mmsferth" state ofdomicileof HNLIC-outsido,dfCalifornia if; immedistely·fullowJ~g the 
r,;4omeslkat1on: (a) HNLJC would be commeroiglly domiciled in California pursuant to Sec.lion 
121S.14(111 of lhe 'Califoniia Insurance Cqde;· or (b) a plun;lity·ofcoi•~red livtss of-all type:; Qf<;twe111M·in 
all jlfrisdictio.»s from all.n;gulatO<I enfttie~ thnt.are subsidiuri6s of Health 'Net (onmy suuoos-sor) reside in 
Califom.fa,. 

72, With regard 10,the ultimate patent holdi11~~ompany,,Cen1one will rl)pface Heahh.NoH1s a re1n1lt 
.of.tl)e·Merge,., In the process, Health Nen,·ill beton,e.awholly owned sul>sidiary ofCe111ene nnd·will t'>e 
deljsted from the Ne.w Y.ork Stock J:xchnuge and cea~e to be.,~ publfcly·traded,compnny. Followiog·the 
M~rger, cenain _pollcies'llnd proceduMs implemenred•by Centene, a publicly trndod ·cpmpfihY listed ·on th<r 
New York$1oclc Exc~WJge, 1md 11mformly appli'ed 10 ifa subsidiaries, sncl\ os Centene's Busioess.Ellii~ 
a.nd Conduct Po.Hey, wUI he upplie-tl to HNLIC itt )1$ capacity ;is ~ subsidiary, ofCentene. Because. 
He11lthr;{et, l11c. !S'ollrre11tly llsted on.the NeW'Y.01•l; ,Stoc~ Ellcharige·and 1s-1herefore s1d5Ject to the·~anie 
rgl~, 11s Centene,will;_resp; cl to such lis~ stntu6, tbep.oliaie;,-~nd prcc.edures implemented byCentene 
Md applied 10 HNLJB Will be mAteriuf!y th~ 9ame.as <1re chrrently, in pince for11NLIC.. 

0. Claims Ftlno!lons 

73. Cen1tne will noi make mnteri~l •changes to HNLIC's-clalmshnndllhg and policy adtnini!;_tr.{tton 
11ystems11Jr functions for·calendar year 2Q16, al!h1Jugh 11v.er time Cen1ene m~y ·~eek: to lmpwves11\lh 
sys.tell15' by integratin~ Centene's IT Cl!-pertise in California a.s tlescrlbed in, tlie11ext: pllra,gra-ph. 

74, CoS11lzattt Technology Solutions C~C'.TS") p(ovit.tc:s certafn 4'1aims•r~lated 11c1iviti~s for all lines of 
HNL!e'sbui;i11ess an Health Net's systems, This arrllJ1gi:menth:ns·been in pl11ce font Jlumb:e~ ofye)lfli 
attd 1S' s9parl1fe.from the 'BP11.aS Agreeme111. Ttte 'Bl/MS,A_green11;1nt would have e)(pimde,d upon the. 
Sl'fYiQ~s historical\}' pro¥ided hy•CTS 10 H.,.:ilth Net and its subsii:liitrfos. Centene'has reyiewe-1 tl1~ <;'.TS 
amlllgemem and has de1ennihe<l fhat be<;11l\se CTS·is~med Bild l11\S experience, wiili 1he-Hea{l:lt·Net 
~stems \Jtili'zed for processing ch:\ims fa~ HNUC1s.!11sllreds1 iro muteliaJ chilllges wjl[ be,maile for at 
lea.st calendar year 2016with re~peat thereto. Cenlel)e .expects that the C'fS arrangement will ~ontinui,,w 
be tev.,ewed Cl!C1i yeal' to datemtil\e~vheili1i r mnteN11l clnmge!rnte. warranted 11nd.in the best i'ntere!n of 
HNLIC and i~-c:uslomen. If it is detennil)ed that n mnterial chac!ge is warrn:nted nftet C<!lendar year201 g, 

https://Califom.fa
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Ce111:/!,n<!. does not entt~ip9te ushig a dif(cre11t v~ridor.. Rlld\e(, ,l!l.Y such mnteri~I.chw:,ge woul~ likely 
lTTVQLv~ Cent~ne 's i'rr.souit.111~ ,tlfe l11hor fut tilJiirns processing wttl\ the go,!l <5fusil)g U.S. domestic-staff 
employed by the combined elllity. 

75, Any. changes-lmpJemented•11illl f11etor 'in the new for anysystem trans1tion,to,avoftl disruption lo 
members or providers. hi ~ny event, Gcnten~ will,,and -will c.iuse tlNLIC to cuniinue to, C'Omµly witln 1ll 
applicable C11lifornia laws With 1'espect to p:rccessiogofclaims of"Cnlifomi'a. io~11reds, 

E. Underwriting 

76, CJ}ntonewill maintain HNLlC".s imiferwrHing functirm for large gwuir~ovenige in California. 

Cus1ome,r Service Functions 

77. C~otene wilt ~ot make any material changi,~ t<:f HNU:C' s c11Stomet-se~rce sysJcms,4r filnctio"s 
for calendar,ye_!!! 20 I 6 •. ~lthough Qver-time Cen1ei1e may seek t,o•improve ~ud1 sy.;te,ns.by, ntegrruing 
C-entene>s JT i!XjleNise ;11 Cali fornia as •iJescribed' in the 11e>.'t pnr'dgrnpl), 

78. Certain·vendors provide certKin customer servfce fun~tions for HNLIC's business 011 Health Net's 
systems. TheS!!e arrnngemen1s hllYI" been iP pi!\IW fot·a nuniberof y.ears'. Centenerevlewe~ 'lliese 
!ll1-angemcnts u,id determined thnt because the vendors,are trained a11d have•exper-ience With the HG.ilth 
Net tystems utilized for cllStomer·serviu,(or mNLJC!s4nsureds, 1io material c~ilr!J!es are ,planlled for at 
leust calendarye:1112016 wilh reSJ)i;Pt ther~tc. Centen~ e-ipects t1,at 1.h.;se lllTl!ngelJ)ent~ will continue.tQ be 
feviewed each year to de11:Mflih1t whetbor materlal ·change~.a~ warranted and in the'best lntcresl e f 
HN LIC linli its oUsto)llers. Ifa mme.,ial chn11ge is determined 10 be 1vamirited, nfief :W !'ti, Centen~ does 
not anticipmte usi1\g a dlfferent·vendllr. Ra1her, any·such 11101erfal change \>IOUld !{Rely ihvolve Ce111ene'.s 
insoorcing the lobor for customer Si!rv.ice•\\liLh the g011l of using, tJ.$. dome:nlc smffemployed h.y tnc 
~ombio~(l i.<ntity; 

79. An}'chang~s implementet! will factor in the ne.:d for llh,V:S)'ste1n tra11shlo11 to avoid djsrur,1101¥ to 
niernbera or providers, 'J[I a11y·event, Centllne will,:an,hvjJI cm.ml:: Hl'/1.,IC to co11tin11e to.col)lply with illl 
11ppllcable Clllffornia laws ·with respect 10 cus111mer service opera1io1ts o.nd systems impaeti,ig Callf-0rni~ 
inuure'ds. 

G, IT :Systems :md ¥'ender Controets 

80. Ce~tene will co11H11ue. co use. the,core third-party vendors curr,mlly used IW HNt IC, but' wlll see!.( 
way.,s .to 1nleJlillle' the insurer's: IT .!,)'~terns over 'time'With Centi:ne's efficient.nnll efftjctiwe J,T,systetns .. 
Cea1~ne understaqds that any s1.1ch lnt(lgra.don must b~ implemented \Villi the leasIpos5lbl~di~ruptiory to 
iosureds a11ll se,ylce providers, aud Cemene cpmmits lo.taking 1he time andmllocating1he rCl;Ources 
necessary to.help en~ure.!hot.any trqns1tl0Mo HN61C'.s l:T1nfrastructure rs as seam!es~ as.is re,asonat>ty 
possible. 

8L Centen.-has o proven tra~k record ofseamless1y pro'oli(ling•o.orporate s tan'dards ncro.ss multiple 
regiopal :ireas while:maintaining:and pr11moting its lo~I presence. Prorrpm IT p~rspe.;tive, Centene 
d~ploys fin e11\erprlse Manngement Information·Sys1emi or ali of our health plan~. with S\/pport from ove.r 
980 JT profess(onols .. 

112. Centene c-urrendy opernt~ in :;i:1$1~11\S Im-ti h~1 over mM)' ye~rs,.<::onipteted acq1,1islrions 1111d 
hnpiemelitatlo" of ni1v insurant~ programs ths,t required ftiltgJ"A1i61i of IT systems Md 1he,.tra11si1ion of 
rnemlfers wid providers k!•C:entemi's IT systems. Ce1)1ene ha~ aproV!l"n !tack record ofnot·o11ly 
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un~ei;st»ntlibg ITsystems, ,!J1,1~ 1,1np~rstan"tljiJ~ hQW to ihtcgJ11te and jll)prove,l/.isparal11 sY5tems in a. mannet 
!hnt avoids di:mrption le !lothJnsureds ,011d service providers. Cemel'te cowmitJ;10 brio,ging lllia sn.me-
exi;,ertis,: ana experience•to bearln Callfomra. · 

83: A)>Centene's IT expertise i.s integrated wltb 1-!NLICaver the coming years, more peopl~ s.hould 
h11ve easier nccesS'to the intbrmation,.;ind systerfls•11ec:essacy lo Jllore quicJ(ty, elluciently, mid cost,. 
erre~li'vely uco.ess t~e relevant intbm1~tion a11d setvicei nei;essary•for effective h1;althca!<:: ~y usfl).f . 
1:-nhanced IT e)fpert1se for data management, docum~nt.srorng!l, nnd dn,rns handlinj; .fac1htat10Ti, HNLIC 
also Jtopes to·be.able-to drive doviln the cost ofinsu1~nce-·overall, wttich would also accru1110 tl1e l>eneflt 
gfo'onsumers. 

XIl. Concl'u8ion 

84. I would like to thank·the Commissioner.·and lht,Slaff of COi fo, their a!lllntion lot.and !heir 
diligenw·in,.reviewi1ig; the Form /Ii.. Bnsed on this Testtmony1 !he Fom1A nmhhewtitte.n testimonies of 
Kejth Harvey Williamson,Steven Sell, ond Drs, Law1'tt1ce Wu and Paul Wong submiued io C))I in this 
prooeedln!l, it. is Centene's posifion thnt the hoposi:d: Acqulsitfon ofControl'.satlsfies nil of tlie npplrcohle 
s1nndards of.")'eview for l\PPfoval un~er Sec(ion I2l5:Z(d) ofdie Cali(onila. l11s11r;mue Co<le.nnd Ul"at Ille 
Com.missionef has-a sufficie)ft Md fobust record 'for llie Issuance ofatt apprOYnl orde,,, with resP'cf10,1he 
Preposea Acq111sltion ot'.Control as set thrth.jn the Form A. 

85. Ir\. coll'c)llsion, for the foregoi11g rensoos, Cen1ene respectftt{ly reqllesl:6 tlmr-the'Cllli fonria 
Coll1\'lilssti)ner of!nstJl'1lnce upprove the Pl'Ql/f>sed AcqUisiricin Cif Conttof. 

Kenneth Rone·'Baldw.in depo~es e11d say~ thnt lie ls 11,e ExellUt/\/e ¥ foe:P,tesiqent for Ifie lruumtrt,re Otpup 
a~ Cenlen·e. e orporation, tHat he !ms reµ;! Jhe foregoing wril(eu les\lm9!1.y,and l.11owl tl\e CQ.ntents. ffrereof 
<111d thfft 1he s11mc 'tire true ofh1s,own. knowledge. 

l ,f 
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462 S.W.3d 723 
Court of Appeals of Kentucky. 

Kentucky Spirit Health Plan, Inc., 
Appellant/Cross–Appellee 

v. 
Commonwealth of Kentucky, Finance and 

Administration Cabinet; Lori Flannery, in Her 
Official Capacity as Secretary of the Finance and 

Administration Cabinet; Commonwealth of 
Kentucky, Cabinet for Health and Family Services; 

Audrey Haynes, in Her Official Capacity as 
Secretary of the Cabinet for Health and Family 

Services; and Commonwealth of Kentucky, 
Department of Medicaid Services, 

Appellees/Cross–Appellants 
and 

Commonwealth of Kentucky, Finance and 
Administration Cabinet; Lori Flannery, in Her 

Official Capacity as Secretary of the Finance and 
Administration Cabinet; Commonwealth of 

Kentucky, Cabinet for Health and Family Services; 
Audrey Haynes, in Her Official Capacity as 

Secretary of the Cabinet for Health and Family 
Services; Commonwealth of Kentucky, 

Department of Medicaid Services; and Lawrence 
Kissner, in His Official Capacity as Commissioner 

of the Department of Medicaid Services, 
Appellees/Cross–Appellants 

v. 
Kentucky Spirit Health Plan, Inc., 

Appellant/Cross–Appellee 

NO. 2013–CA–001003–MR 
| 

2013–CA–001081–MR 
| 

RENDERED: MAY 15, 2015; 10:00 A.M. 

Synopsis 
Background: Medicaid managed care provider brought 
action against Commonwealth, seeking declaratory and 
injunctive relief against Finance and Administration 
Cabinet’s (FAC) interpretation of parties’ managed care 
contract to require provider to pay disputed claims 
including those relating to school-based medical services 
performed by local public health department registered 
nurses. The Circuit Court, Franklin County, Phillip J., 
Shepherd, J., entered summary judgment in favor of 
Commonwealth. Provider appealed and Commonwealth 

Holdings: The Court of Appeals, Maze, J., held that: 

[1] original action concerned interpretation and 
enforcement of contract required trial court, and Court of 
Appeals to employ a de novo standard of review; 

[2] managed care contract and relevant Medicaid 
regulations unambiguously required provider to pay 
disputed claims relating to school-based medical services 
performed by local public health departments; 

[3] services provided by registered nurses were included 
within managed care contract; and 

[4] potential provision of medical care to ineligible 
children did not relieve provider of its aforementioned 
contractual duties. 

Affirmed. 

West Headnotes (8) 

[1] Health 
De novo review 

Medicaid managed care provider’s action 
against Commonwealth, in which provider 
sought declaratory and injunctive relief against 
Finance and Administration Cabinet’s (FAC) 
interpretation of managed care contract to 
require provider to pay disputed claims relating 
to school-based medical services performed by 
local public health department registered nurses, 
was an original action concerning the 
interpretation and enforcement of the terms of a 
contract, which required trial court, and Court of 
Appeals on appeal from trial court, to employ a 
de novo standard of review rather than one 
affording FAC’s decision deference, pursuant to 
specific provision of Model Procurement Code 
recognizing the right of individuals or entities to 
bring actions against Commonwealth for breach 
of contracts or for enforcement of contracts or 
for both. Ky. Rev. Stat. Ann. § 45A.245(1). 

cross-appealed. 

© 2016 Thomson Reuters. No claim to original U.S. Government Works. 1 
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Cases that cite this headnote 

[2] Contracts 
Application to Contracts in General 

Contracts 
Language of Instrument 

Where a contract’s terms are plain, a court must 
assign them their ordinary meaning and enforce 
the contract as written. 

Cases that cite this headnote 

[3] Evidence 
Grounds for admission of extrinsic evidence 

If no ambiguity exists in the contract, a court 
may not resort to extrinsic or parol evidence 
concerning the parties’ intentions. 

Cases that cite this headnote 

[4] Contracts 
Existence of ambiguity 

In making initial determination of whether an 
ambiguity exists in the Contract, the court asks 
whether the contract provisions in question were 
susceptible to inconsistent interpretations. 

Cases that cite this headnote 

[5] Health 
Benefits and Services Covered 

Managed care contract, in conjunction with 
relevant Medicaid regulations, unambiguously 
required Medicaid managed care provider to pay 
disputed claims relating to school-based medical 
services performed by local public health 

departments; the contract, tracking very similar 
language to that of relevant regulations, stated, 
“School–Based Services provided by public 
health departments are included in Contractor 
coverage.” 907 Ky. Admin. Regs. 1:715, 
11:034, 17:020. 

Cases that cite this headnote 

[6] Appeal and Error 
Reasons for Decision 

An appellate court may affirm a lower court for 
any reason supported by the record. 

Cases that cite this headnote 

[7] Health 
Benefits and Services Covered 

Services provided by local public health 
department registered nurses were included 
within managed care contract under which 
Medicaid managed care provider was required 
to pay for school-based medical services; 
controlling Medicaid regulations and the 
managed care contract simply did not require a 
doctor’s order for every routine service provided 
within a school, be it an immunization or the 
dispensing of over-the-counter medicine. 

Cases that cite this headnote 

[8] Health 
Benefits and Services Covered 

Potential provision of health care to children 
who were not Medicaid eligible did not justify 
limitation of managed care contract to relieve 
Medicaid managed care provider of its 
obligation to pay for school-based medical 
services performed by local public health 
department registered nurses; Medicaid 
regulations and other mechanisms provided 

© 2016 Thomson Reuters. No claim to original U.S. Government Works. 2 

http://www.westlaw.com/Link/RelatedInformation/DocHeadnoteLink?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&headnoteId=203627490400120150928170825&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=CitingReferences&contextData=(sc.Default)
http://www.westlaw.com/Browse/Home/KeyNumber/95/View.html?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Browse/Home/KeyNumber/95k143/View.html?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Browse/Home/KeyNumber/95/View.html?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Browse/Home/KeyNumber/95k151/View.html?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/RelatedInformation/DocHeadnoteLink?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&headnoteId=203627490400220150928170825&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=CitingReferences&contextData=(sc.Default)
http://www.westlaw.com/Browse/Home/KeyNumber/157/View.html?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Browse/Home/KeyNumber/157k448/View.html?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/RelatedInformation/DocHeadnoteLink?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&headnoteId=203627490400320150928170825&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=CitingReferences&contextData=(sc.Default)
http://www.westlaw.com/Browse/Home/KeyNumber/95/View.html?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Browse/Home/KeyNumber/95k143(2)/View.html?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/RelatedInformation/DocHeadnoteLink?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&headnoteId=203627490400420150928170825&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=CitingReferences&contextData=(sc.Default)
http://www.westlaw.com/Browse/Home/KeyNumber/198H/View.html?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Browse/Home/KeyNumber/198Hk472/View.html?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1013155&cite=907KYADC1%3a715&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1013155&cite=907KYADC11%3a034&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1013155&cite=907KYADC17%3a020&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/RelatedInformation/DocHeadnoteLink?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&headnoteId=203627490400620150928170825&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=CitingReferences&contextData=(sc.Default)
http://www.westlaw.com/Browse/Home/KeyNumber/30/View.html?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Browse/Home/KeyNumber/30k854/View.html?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/RelatedInformation/DocHeadnoteLink?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&headnoteId=203627490400520150928170825&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=CitingReferences&contextData=(sc.Default)
http://www.westlaw.com/Browse/Home/KeyNumber/198H/View.html?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Browse/Home/KeyNumber/198Hk472/View.html?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/RelatedInformation/DocHeadnoteLink?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&headnoteId=203627490400720150928170825&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=CitingReferences&contextData=(sc.Default)
http://www.westlaw.com/Browse/Home/KeyNumber/198H/View.html?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Browse/Home/KeyNumber/198Hk472/View.html?docGuid=Ie8e71940fb1211e48cb2e12b655d7643&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)


CDIx040

Kentucky Spirit Health Plan, Inc. v. Commonwealth Finance..., 462 S.W.3d 723 (2015) 

sufficient safeguards against violations of 
Medicaid guidelines. 907 Ky. Admin. Regs. 
1:005, 1:360, 11:034. 

Cases that cite this headnote 

*725 APPEAL FROM FRANKLIN CIRCUIT COURT, 
HONORABLE PHILLIP J. SHEPHERD, JUDGE, 
ACTION NO. 13–CI–86. 

Attorneys and Law Firms 

BRIEF FOR APPELLANT/CROSS–APPELLEE: 
Bethany A. Breetz, Philip Collier, Louisville, Kentucky, 
Christopher Flynn, Tracy A. Roman, Washington, D.C. 

ORAL ARGUMENT FOR 
APPELLANT/CROSS–APPELLEE: Philip Collier, 
Louisville, Kentucky. 

BRIEF FOR APPELLEES/CROSS–APPELLANTS: 
Richard M. Sullivan, Kenneth A. Bohnert, Bradley R. 
Palmer, Louisville, Kentucky. 

ORAL ARGUMENT FOR 
APPELLEES/CROSS–APPELLANTS: Kenneth A. 
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OPINION 

MAZE, JUDGE: 

Kentucky Spirit Health Plan, Inc., (hereinafter “Kentucky 
Spirit”) appeals from a decision of the Franklin Circuit 
Court granting summary judgment in favor of *726 the 
numerous appellees in this case (collectively “the 
Commonwealth”). Specifically, Kentucky Spirit argues 
that the circuit court erroneously interpreted the terms of 
its Medicaid Managed Care Contract (hereinafter “the 
Contract”) with the Commonwealth, pursuant to which 
Kentucky Spirit provided various Medicaid-eligible 
services. The Commonwealth appeals the circuit court’s 
use of a non-deferential standard of review in addressing 
the decision of the Finance and Administration Cabinet’s 
(FAC) Secretary. 

We conclude that the Contract required Kentucky Spirit to 
cover the contested services, though we do so for reasons 
other than those in the circuit court’s order. Hence, we 
affirm summary judgment for the Commonwealth. We 
further affirm the circuit court’s chosen standard of 
review. 

Background 

The underlying facts of this case are neither disputed nor 
complex. Beginning in November 2011, Kentucky Spirit, 
a Missouri-based corporation and Managed Care 
Organization (MCO), facilitated Kentucky’s Medicaid 
program pursuant to the Contract1 as well as various state 
and federal Medicaid statutes and regulations.2 One of the 
many services Kentucky Spirit was charged with 
providing was “preventative health services.” Prior to 
2011, approved medical professionals in the 104 subject 
Kentucky counties performed these and other services and 
billed the Department of Medicaid Services (DMS) 
directly as part of a “fee-for-service” system. Under this 
system, DMS also reimbursed local health departments 
for eligible services performed by healthcare 
professionals employed with local health departments, 
including school-based clinics staffed by registered 
nurses. 

Under the new “managed care” scheme adopted in 2011, 
Kentucky Spirit became one of three providers of 
Medicaid with which the Commonwealth contracted to 
provide services to eligible Kentuckians. For these 
services, and in the place of the past fee-for-service 
arrangement, the Commonwealth paid Kentucky Spirit a 
monthly fee based upon the number of enrolled members. 
In 2012, after reviewing claims it had received from the 
Commonwealth, Kentucky Spirit determined that claims 
for services performed by health department registered 
nurses and licensed practical nurses at school clinics were 
“outside the scope of the Contract and therefore not 
eligible for payment....” Kentucky Spirit contended that 
the costs of these services were the responsibility of the 
Education Cabinet. 

Pursuant to the Contract, Kentucky Spirit filed a 
reimbursement dispute with the Cabinet for Health and 
Family Services (CHFS) and later appealed to the FAC. 
The CHFS Secretary determined that the Contract 
required Kentucky Spirit to pay the disputed claims. 
However, she agreed with Kentucky Spirit that services 
provided by licensed practical nurses were not 
compensable under the Contract. The FAC Secretary 
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affirmed CHFS’s decision. 

*727 On January 25, 2013, Kentucky Spirit filed suit in 
Franklin Circuit Court seeking declaratory and injunctive 
relief against the decision of the FAC Secretary pursuant 
to KRS 3 45A.245. Kentucky Spirit sought and received 
expedited handling of its action. The circuit court held 
oral arguments on the merits of the case; and after both 
parties filed motions for summary judgment and fully 
briefed the issue, the circuit court entered an Opinion and 
Order. 

In its decision, the circuit court agreed with the 
Commonwealth that Kentucky Spirit was obligated under 
the Contract to provide the same level of coverage 
previously provided under the fee-for-service 
arrangement. The court further held that Kentucky Spirit 
could not disregard what the court deemed was a 
“longstanding interpretation of Medicaid eligibility” for 
school-based medical services performed by local public 
health departments. Employing the doctrines of 
contemporaneous construction and comity, as well as the 
legislative intent behind Kentucky’s Medicaid-related 
statutes, the circuit court granted the Commonwealth’s 
motion for summary judgment and denied Kentucky 
Spirit’s motion for the same. Kentucky Spirit now appeals 
from the circuit court’s decision; and the Commonwealth 
cross-appeals on the sole basis of the circuit court’s 
chosen standard of review. 

Standard of Review 

[1]While it is rare for this Court to address and dispose of a 
contested issue while merely stating the appropriate 
standard of review, the unique facts and arguments in this 
case prove it to be possible. On cross-appeal, the 
Commonwealth argues that the circuit court erred in 
failing to show appropriate deference to the FAC 
Secretary’s ruling. More specifically, it contends that the 
circuit court was required, but failed, to conduct judicial 
review of the decision of the FAC Secretary “under the 
auspices of KRS 13B.150 and the standards of common 
administrative law.” Furthermore, the Commonwealth 
urges that we must do the same. We have observed this 
argument, or some variation of it, in several recent cases 
involving the Commonwealth; and we once again 
disagree. 

We decline to apply KRS 13B. Above all, we cite to the 
fact that the parties agreed in Section 40.9 of the Contract 
that disputes between them would be resolved pursuant to 
KRS 45A, not KRS 13B. The Commonwealth is bound 

by this provision and may not now choose another 
remedy. 

In further support of a proposed deferential standard of 
review, the Commonwealth cites to KRS 45A.280, part of 
Kentucky’s Model Procurement Code, which states, 

[t]he decision of any official, 
board, agent, or other person 
appointed by the Commonwealth 
concerning any controversy arising 
under, or in connection with, the 
solicitation or award of a contract, 
shall be entitled to a presumption of 
correctness and shall not be 
disturbed unless the decision was 
procured by fraud or the findings of 
fact by such official, board, agent 
or other person do not support the 
decision. 

Kentucky Spirit’s action sought declaratory and injunctive 
relief concerning the terms of its contract with the 
Commonwealth. In effect, Kentucky Spirit sought 
enforcement of the Contract. Hence, we conclude that the 
more specific and more applicable provision of the Model 
Procurement Code is KRS 45A.245(1). It states, in 
pertinent part, 

*728 Any person, firm or 
corporation, having a lawfully 
authorized written contract with the 
Commonwealth at the time of or 
after June 21, 1974, may bring an 
action against the Commonwealth 
on the contract, including but not 
limited to actions either for breach 
of contracts or for enforcement of 
contracts or for both. Any such 
action shall be brought in the 
Franklin Circuit Court and shall be 
tried by the court sitting without a 
jury. 

Applying the language of KRS 45A.245(1), Kentucky 
Spirit’s action in the circuit court was an original action 
concerning the interpretation and enforcement of the 
terms of a contract. Thus, the circuit court was correct to 
apply a de novo standard of review; and we shall do the 
same. See Hazard Coal Corp. v. Knight, 325 S.W.3d 290, 
298 (Ky. 2010), quoting First Commonwealth Bank of 
Prestonburg v. West, 55 S.W.3d 829, 835 (Ky. App. 
2000). 
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Analysis 

[2] [3] [4] [5]The remaining issues in this case concern the 
interpretation of a contract. Thus, we must remember the 
well-established rule that, where a contract’s terms are 
plain, a court must assign them their ordinary meaning 
and enforce the contract as written. See Bryan v. 
Massey–Ferguson, Inc., 413 S.W.2d 891, 893 (Ky. 1966). 
If no ambiguity exists, a court may not resort to extrinsic 
or parol evidence concerning the parties’ intentions. Frear 
v. P.T.A. Industries, Inc., 103 S.W.3d 99, 106 (Ky. 2003), 
citing Teague v. Reid, 340 S.W.2d 235 (Ky. 1960). We 
must first determine whether an ambiguity existed in the 
Contract, as this will dictate the course of our analysis. In 
doing so, we ask whether the contract provisions in 
question were “susceptible to inconsistent 
interpretations.” Frear, 103 S.W.3d at 106 n. 12, citing 
Transport Ins. Co. v. Ford, 886 S.W.2d 901, 905 (Ky. 
App. 1994). More specifically, we must determine if 
those provisions in the Contract concerning Kentucky 
Spirit’s alleged obligation to provide coverage for 
school-based health services performed by local health 
department registered nurses were subject to more than 
one reasonable interpretation. We answer that question in 
the negative. 

In ruling for the Commonwealth, the circuit court never 
expressly held these provisions to be ambiguous; 
however, it employed several rules of contractual 
construction. Kentucky Spirit argues the circuit court was 
not permitted to do so because the terms of the Contract 
were unambiguous. Kentucky Spirit first points out that 
while the Contract required that it provide preventative 
health services “pursuant to 907 KAR4 1:360[,]” that 
regulation does not provide for where these services are to 
be performed. We are not convinced the location of the 
services is relevant given other terms in the Contract and 
the controlling regulations; however, even following 
Kentucky Spirit’s guidance into other areas of Kentucky’s 
Medicaid-related regulations, its argument fails. 

Kentucky Spirit cites 907 KAR 1:715 Section 1(30)5 as 
dictating where preventative health services can be 
performed. *729 It contends that the regulation 
establishes that a school-based medical service is covered 
by Medicaid only if it is an “early and periodic screening, 
diagnosis, and treatment” provided under a student’s 
individualized education program. 907 KAR 11:034 
Section 1(3). Kentucky Spirit’s reading is too restrictive. 

We observe nothing in the regulations Kentucky Spirit 
cites, or in those to which the parties are bound under the 

Contract, that indicates the preventative health services in 
question were excluded from coverage. The Contract 
specifically and unambiguously states that Kentucky 
Spirit is required to provide services pursuant to 907 KAR 
1:360, which specifically includes a “pediatric service” 
performed by the Department of Public Health among its 
“Covered Services.” 907 KAR 1:360 Section 3(6). The 
same regulation does not list the services in question in its 
“Services Limitations” provision. Furthermore, we see no 
inconsistency between the services to which 907 KAR 
1:715 Section 1(30) and 907 KAR 11:034 refer and those 
at issue in this case. 

Kentucky Spirit also cites to 907 KAR 17:020 Section 
2(3)(e), which it quotes as saying “[a]n MCO shall not be 
responsible for the provision or costs of ... a school-based 
health service” except those early and periodic screening, 
diagnostic, and treatment services specified in a child’s 
individualized education program. As is often the case, 
the devil is in the ellipses. 

Regulation 907 KAR 17:020 Section 2(3)(e) states, in its 
entirety, “An MCO shall not be responsible for the 
provision or costs of the following: ... (e) Except as 
established in Section 6 of this administration regulation, 
a school-based health service[.]” Section 6 of the same 
regulation states, in pertinent part, “(4) A school-based 
health service provided by a local health department shall 
be covered by an MCO.” Section 32.8 of the Contract 
itself, tracking very similar language to that of the 
regulations, states, “School–Based Services provided by 
public health departments are included in Contractor 
coverage.” This language is subject to only one 
reasonable interpretation. 

The broader basis for the circuit court’s resort to various 
rules of contractual construction was that prior to 2011, 
local health departments performed, and were reimbursed 
under Medicaid for, the services Kentucky Spirit now 
contends it is not required to cover. This fact is important 
because the Contract expressly stated: “The Contractor 
shall cover all services for its Members at the appropriate 
level, in the appropriate setting and as necessary to meet 
Members’ needs to the extent services are currently 
provided.” At oral argument, Kentucky Spirit argued that 
the circuit court’s emphasis on what it called “prior 
practice” was misplaced. We disagree. The language 
above lies perfectly within the four corners of the 
Contract—Appendix I, to be exact. More importantly, this 
language is also subject to only one interpretation. 

[6]Based on the aforementioned provisions within the 
Contract, we agree with Kentucky Spirit that the 
document is unambiguous. The four corners of the 

© 2016 Thomson Reuters. No claim to original U.S. Government Works. 5 

http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=1966135625&pubNum=0000713&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=RP&fi=co_pp_sp_713_893&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_713_893
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=1966135625&pubNum=0000713&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=RP&fi=co_pp_sp_713_893&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_713_893
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=2003313250&pubNum=0004644&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=RP&fi=co_pp_sp_4644_106&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_4644_106
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=2003313250&pubNum=0004644&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=RP&fi=co_pp_sp_4644_106&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_4644_106
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=1961127092&pubNum=0000713&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=RP&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=2003313250&pubNum=0004644&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=RP&fi=co_pp_sp_4644_106&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_4644_106
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=1994175512&pubNum=0000713&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=RP&fi=co_pp_sp_713_905&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_713_905
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=1994175512&pubNum=0000713&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=RP&fi=co_pp_sp_713_905&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_713_905
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1013155&cite=907KYADC1%3a715&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1013155&cite=907KYADC11%3a034&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1013155&cite=907KYADC1%3a360&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1013155&cite=907KYADC1%3a360&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1013155&cite=907KYADC1%3a360&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1013155&cite=907KYADC1%3a715&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1013155&cite=907KYADC1%3a715&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1013155&cite=907KYADC11%3a034&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1013155&cite=907KYADC17%3a020&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)
http://www.westlaw.com/Link/Document/FullText?findType=L&pubNum=1013155&cite=907KYADC17%3a020&originatingDoc=Ie8e71940fb1211e48cb2e12b655d7643&refType=LQ&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)


CDIx043

Kentucky Spirit Health Plan, Inc. v. Commonwealth Finance..., 462 S.W.3d 723 (2015) 

Contract, in conjunction with relevant regulations, 
unambiguously required Kentucky Spirit to provide 
coverage for school-based services performed by local 
health departments. While our conclusion may indicate 
that the circuit court unnecessarily resorted to rules of 
contractual construction, this is of little consequence 
because the result is the same. “[I]t is well-settled that an 
appellate court may affirm a lower court for any reason 
supported by the record.” McCloud v. Commonwealth, 
286 S.W.3d 780, 786 n. 19 (Ky. 2009), citing *730 
Kentucky Farm Bureau Mut. Ins. Co. v. Gray, 814 S.W.2d 
928, 930 (Ky. App. 1991); see also Emberton v. GMRI, 
Inc., 299 S.W.3d 565, 576 (Ky. 2009). We invoke this 
provision and affirm the circuit court’s order in its 
entirety. 

[7]Having held that the services at issue are Kentucky 
Spirit’s responsibility to cover, we must also resolve the 
question of who may perform those services. Kentucky 
Spirit contends that it was not obligated to cover services 
provided by unsupervised health department registered 
nurses. It cites a provision in the State Plan which states, 

Nursing Services: Services must be 
medically necessary. The services 
may be provided in accordance 
with an Individualized Education 
Program or an Individual Family 
Service Plan. Nursing services 
must be those services that are in a 
written plan of care based on a 
physician, physician assistant or 
nurse practitioner’s written order. 

Based upon this, Kentucky Spirit argues the circuit court 
impermissibly expanded the scope of registered nurses’ 
practice under the Contract and Medicaid regulations. We 
disagree. 

The provision in the State Plan to which Kentucky Spirit 
cites refers to nursing care for specialized services 
benefitting children with identifiable and serious health 
conditions. If Kentucky Spirit had quoted the full 
paragraph regarding “Nursing Services,” it would have 
continued as follows: 

The plan of care must be developed 
by a licensed registered nurse. 
Services include but are not limited 
to: assessments including referrals 
based on results, bladder 
catheterizations, suctioning, 
medication administration and 
management including observation 

for adverse reactions, response or 
lack of response to medication, 
informing the student about their 
medications, oxygen administration 
via tracheostomy and ventilator 
care, enteral feedings, emergency 
interventions, individual health 
counseling and instructions, and 
other treatments ordered by the 
physician and outlined in the plan 
of care. 

By contrast, this case concerns largely routine pediatric 
services provided by health department nurses, not the 
specialized services to which the above portion of the 
State Plan clearly refers. Furthermore, nothing in this or 
any other regulation we observe states that licensed 
registered nurses cannot provide the services which are 
the subject of this case. 

In sum, Kentucky Spirit reads the controlling regulations 
and documents in this case as requiring a doctor’s order 
for every routine service provided within a school—be it 
an immunization or the dispensing of over-the-counter 
medicine. We do not read such an extreme limitation to 
apply to the services in question. Instead, we agree with 
the circuit court that Kentucky Spirit was responsible for 
the eligible services of local health department nurses 
performed in schools. 

[8]Finally, we address a more tangential argument of 
Kentucky Spirit’s. At oral argument and it its briefs, 
Kentucky Spirit voiced a concern regarding services 
being provided to children who are not Medicaid eligible. 
Kentucky Spirit seeks our reversal of the circuit court’s 
decision based on this concern; however, we do not agree 
that the Contract, or past practice, permits such violations 
of federal and state Medicaid guidelines. 

As we have stated, the Contract expressly required 
services to be provided consistent with 907 KAR 1:360 
Section 2(a), which expressly requires Departments of 
Public Health to “comply with the terms and conditions” 
of state and federal Medicaid statutes and regulations, 
including those regarding “nonduplication of payments.” 
907 KAR 1:360 Section *731 2(a), referencing 907 KAR 
1:005. Regulation 907 KAR 11:034 Section 1(5), to 
which Kentucky Spirit so fervently directs us in support 
of its argument, defines “Recipient” as “a Medicaid 
eligible child....” These are but a few examples within 
both Kentucky’s Medicaid regulations and the Contract 
which act to alleviate, in this Court’s mind, any concern 
surrounding the “free service” issue Kentucky Spirit 
raises. Sufficient safeguards exist against any such 
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violation of Medicaid guidelines. Furthermore, we strain Kentucky Spirit has alleged in this case. Therefore, the 
to grasp how such a concern informs our decision on the decision of the Franklin Circuit Court is affirmed. 
services at issue in this case. 

ALL CONCUR. 
Conclusion 

This case involves preventative health services provided All Citations 
to eligible children by health department medical 

462 S.W.3d 723 professionals within schools. There is no basis in the 
Contract, State Plan, or relevant regulations for the 
coverage limitations, geographic or otherwise, that 

Footnotes 

1 In 2013, Kentucky Spirit announced its intention to withdraw from its duties under the Contract. Litigation ensued, and 
in an unpublished opinion rendered on February 6, 2015, this Court affirmed the Franklin Circuit Court’s conclusion that 
this constituted breach of the Contract. See Kentucky Spirit Health Plan, Inc. v. Finance and Administration Cabinet, 
2015 WL 510852 (Ky. App. 2015)(2013–CA–001050–MR and 2013–CA–001201–MR). 

2 One such authority is the “Kentucky State Plan Under Title XIX of the Social Security Act Medical Assistance Program” 
(hereinafter referred to as the “State Plan”). 

Kentucky Revised Statutes. 3 

4 Kentucky Administrative Regulations. 

5 This specific provision defines a “School-based health services,” as referenced in the regulation, as 
medically-necessary health services: 
(a) Provided for in 907 KAR 1:034 [since re-codified as 907 KAR 11:034]; and 
(b) Specified in an individualized education program for a child determined to be eligible under the provisions of 
the Individuals with Disabilities Education Act, 20 U.S.C. Chapter 33, and 707 KAR Chapter 1. 

End of Document © 2016 Thomson Reuters. No claim to original U.S. Government Works. 
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OPINION 

JONES, JUDGE: 

*1 This appeal and cross-appeal arise out of a declaratory 
judgment decision rendered by the Franklin Circuit Court. 
Therein, the circuit court determined that Kentucky Spirit 
Health Plan, Inc. (Kentucky Spirit) did not have a contractual 
right to terminate its Medicaid Managed Care Contract 
(Contract) with the Commonwealth of Kentucky, Finance 
and Administration Cabinet (Commonwealth) prior to the 
expiration of the initial three-year contractual term. The 
circuit court also determined that early termination of the 
Contract by Kentucky Spirit would constitute a breach 
triggering the liquidated damages provision. 

On appeal, Kentucky Spirit argues that the circuit court 
incorrectly interpreted the Contract. The Commonwealth has 
also filed a cross-appeal asserting that it should not be 
limited to seeking only liquidated damages for Kentucky 
Spirit's unauthorized early termination. For the reasons more 
fully explained below, we affirm the circuit court's decision 
relating to the interpretation of the termination provision 
and applicability of the liquidated damages provision. 
However, we decline to address the issues presented by the 
Commonwealth's cross-appeal because those issues have not 
yet been fully addressed by the circuit court as part of any 
action by the Commonwealth seeking damages. 

I. BACKGROUND 

A. The Medicaid Program & Kentucky 

“In 1965 Congress authorized the Medicaid program by 
adding Title XIX to the Social Security Act; the program 
was established ‘for the purpose of providing federal financial 
assistance to States that choose to reimburse certain costs of 
medical treatment for needy persons.’ ” Connecticut Dept. 
of Income Maintenance v. Heckler, 471 U.S. 524, 528–29, 
105 S.Ct. 2210, 2213, 85 L.Ed.2d 577 (1985) (quoting Harris 
v. McRae, 448 U.S. 297, 301, 100 S.Ct. 2671, 2680, 65 
L.Ed.2d 784 (1980)). To be eligible for financial assistance 
under the program, states must develop plans for providing 
medical assistance to their residents and have those plans 
approved by the Secretary of the Department of Health and 
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Human Services. 2 Id. In general, however, “the program was 
designed to provide the states with a degree of flexibility in 
designing plans that meet their individual needs.” Addis v. 
Whitburn, 153 F.3d 836, 840 (7th Cir. 1998). 

Pursuant to regulations enacted by the Department of Health 
and Human Services, payment for Medicaid services must be 
made “directly by the State to the individual or entities that 
furnish the services.” 42 Code of Federal Regulations (CFR) 
§ 430.0. States, however, have discretion whether to pay 
for care directly on a claim-by-claim basis (a fee-for-service 
system) or to contract with an organization that the state pays 
based on a monthly, fixed-fee basis per enrollee (a managed 

care system). 3 See Appalachian Regional Healthcare, Inc. v. 
Coventry Health and Life Ins. Co., 714 F.3d 424, 426 (6th 
Cir. 2013). 

*2 In its inception, the Kentucky Medicaid program 
compensated providers under a fee-for-services system. Id. 
In March 2011, the Kentucky General Assembly authorized 
transitioning from a fee-for-service system to a managed 

care system. 4 In April 2011, the Commonwealth issued 
a request for bid proposals (RFPs) from managed care 
providers interested in contracting with the Commonwealth 
to administer Medicaid benefits to its residents. 

B. Kentucky Spirit 

On May 25, 2011, Kentucky Spirit submitted its response 
to the RFP. In June 2011, the Commonwealth awarded 
Kentucky Spirit and two other managed care providers 
contracts. After a period of negotiation, on July 6, 2011, 
Kentucky Spirit and the Commonwealth entered into a 
Medicaid Managed Care Contract (the Contract). Under the 
terms of the Contract, Kentucky Spirit agreed to administer 
Medicaid benefits to eligible Kentuckians in exchange for 

monthly “capitation payments” 5 from the Commonwealth. 
The Contract called for an initial three-year term (7/6/2011– 
7/5/2014) with the option to renew the Contract for four 
additional one-year terms (Renewal Term 1: 7/6/2014 to 
7/5/2015; Renewal Term 2: 7/6/2015 to 7/5/2016; Renewal 
Term 3: 7/6/2016 to 7/5/2017; Final Renewal Term 7/6/2015– 
7/5/2016). 

On October 17, 2012, Kentucky Spirit tendered notice of its 
intent to terminate the Contract effective at midnight on July 
5, 2013, twelve months before the expiration of the Contract's 

initial term. Kentucky Spirit tendered its notice of intent to 
terminate pursuant to Section 39.13 of the Contract. That 
section provides: 

The Contractor may terminate this 
Contract with notice given in 
accordance with the requirements of 

Section 40.13[ 6 ] at least six (6) 
months but not more than twelve (12) 
months prior to the end of the initial 
term of this Contract or any renewal 
terms. 

The Commonwealth responded that the Contract did not 
permit Kentucky Spirit to terminate prior to the end of 
the initial three-year term. The Commonwealth maintained 
that Section 39.13 permits Kentucky Spirit to terminate the 
Contract only upon expiration of the initial contract term or 
any of the first three renewal terms. 

On October 22, 2012, Kentucky Spirit filed a complaint in 
Franklin Circuit Court seeking a declaration that Section 
39.13 afforded it the right to terminate the Contract prior to 
the conclusion of the initial term. Thereafter, Kentucky Spirit 
and the Commonwealth filed cross-motions for summary 
judgment arguing that the plain language of the Contract 
supported their respective interpretations. 

The parties' motions also addressed whether the Contract's 
liquidated damages provision, Section 39.11, was at issue in 
the event Kentucky Spirit's early termination was deemed 
to be a breach of the Contract. Kentucky Spirit maintained 
that the liquidated damages provision was the only method 
by which the parties had agreed to assess damages in 
the event of a breach and, therefore, was controlling. The 
Commonwealth argued that if Kentucky Spirit terminated 
the Contract under Section 39.13, it would be liable for 
liquidated damages equal to 10% of the Capitation Payment 
for each month up to the end of the initial contract term, 
which the Commonwealth claimed bore “relation to the actual 
damage sustained.” In the alternative, the Commonwealth 
argued that the liquidated damages provision should not apply 
because the Commonwealth's damages could be ascertained 
and, therefore, it was entitled to actual damages. 

*3 The circuit court ultimately ruled against Kentucky Spirit 
on the termination issue finding that the Contract did not 
permit termination by Kentucky Spirit before expiration of 
the initial term. In so doing, the circuit court first examined 
Section 39.13 and determined that it was unambiguous. The 
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circuit court concluded that the only reasonable interpretation 
of Section 39.13 is that it required Kentucky Spirit to give 
notice to the Commonwealth in the event that it did not 
intend to renew the Contract after the fixed, initial three year 
term. The circuit court specifically rejected Kentucky Spirit's 
argument that Section 39.13 could be interpreted to allow 
termination before the end of the initial term. The circuit 
court rationalized that when Section 39.13 is examined in 
relation to the entire Contract it becomes clear that “the parties 
contemplated a transition period to phase out Kentucky Spirit 
and transition patients to another managed care provider.” 
The circuit court also based its conclusion on the RFP and 

200 Kentucky Administrative Regulations (KAR) 5:312. 7 In 
conclusion, the circuit court held: 

The only reasonable interpretation ... 
is to conclude that Section 39.13 is 
a notice provision, with the earliest 
possible termination date being the 
final date of the initial term of three 
years, July 5, 2014. Based on the plain 
meaning of the Contract's terms and 
an examination of the Contract as a 
whole, Kentucky Spirit does not have a 
right to terminate the Contract one year 
early under Section 39.13. 

The circuit court then held that if Kentucky Spirit ceased 
performing its contractual duties prior to the end of the initial 
term, it would be in breach of the Contract, which would allow 
the Commonwealth to terminate the Contract due to Kentucky 
Spirit's default entitling the Commonwealth to liquidated 
damages under Section 39.11. 

This appeal followed. 

II. STANDARD OF REVIEW 

“Questions concerning the construction and interpretation of 
contractual terms are legal in nature as are questions regarding 
the existence of an ambiguity.” Richey v. Perry Arnold, Inc., 
391 S.W.3d 705, 709–10 (Ky. 2012). Accordingly, our review 
of the trial court's decision is de novo, meaning we afford no 
deference to the trial court's decision. See Spot–A–Pot, Inc. v. 
State Resources Corp., 278 S.W.3d 158, 161 (Ky. App. 2009). 

III. ANALYSIS 

A. Guiding Principles in the 
Interpretation of Written Contracts 

“Under Kentucky law, an enforceable contract must contain 
definite and certain terms setting forth promises of 
performance to be rendered by each party.” Kovacs v. 
Freeman, 957 S.W.2d 251, 254 (Ky. 1997). Contracts can 

be oral or written. 8 When parties undertake to reduce their 
agreement to a written document, we presume that the words 
they chose express their intent. See Siler v. White Star Coal 
Co., 226 S.W. 102, 104 (Ky. 1920) (“The law presumes that 
the parties understood the import of their contract, and that 
they had the intention which its terms manifest.”). 

*4 “The cardinal rule in the interpretation of contracts is 
to ascertain the intention of the parties and to give effect to 
that intention.” Jones v. Riddell, 5 S.W.2d 1077, 1078 (Ky. 
1928). In the case of a written contract, we first look to the 
parties' written agreement to ascertain their intent. Muncey 
Coal Mining Co. v. Muncey, 268 S.W. 293, 294 (Ky. 1925) 
(“Intention is to be gathered from the words employed in 
the contract and not from any unexpressed mental intention 
which the parties may have entertained but which they did not 
express.”). 

In so doing, we attempt to divine intent from the scope of the 
entire agreement, not by relying simply on individual terms 
or phrases examined in isolation. See Martin Oil & Gas Co. v. 
Fyffe, 65 S.W.2d 686, 687–88 (Ky. 1933) (holding that courts 
must “look to the entire instrument and deduce the intention 
of the parties from the language employed.”); City of Louisa 
v. Newland, 705 S.W.2d 916, 919 (Ky. 1986) (recognizing 
that a contract “must be construed as a whole, giving effect to 
all parts and every word in it if possible.”). Moreover, “words 
used in contracts are not given legal or technical meaning; 
rather, they are defined by the contract itself, or, absent that, 
by the usage of the average man and as they would be read 
and understood by him.” Neighborhood Investments, LLC v. 
Kentucky Farm Bureau Mut. Ins. Co., 430 S.W.3d 248, 251 
(Ky. App. 2014). 

After examining the contractual language as a whole, we must 
next decide whether the contract is ambiguous. An ambiguous 
contract is one that is susceptible to “more than one different, 
reasonable interpretation.” Central Bank & Trust Co. v. 
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Kincaid, 617 S.W.2d 32, 33 (Ky. 1981); see also Transport 
Insurance Co. v. Ford, 886 S.W.2d 901, 905 (Ky. App. 1994) 
(stating “[t]o determine that an ambiguity exists, the court 
must first determine that the contract provision is susceptible 
to inconsistent interpretations.”). Determining whether the 
contract is ambiguous is a pivotal point in the process of 
contract interpretation. The outcome of this decision will 
dictate how the remainder of our interpretive analysis will 
proceed, specifically whether we can rely on parol evidence 
to ascertain the parties' intent. Frear v. P.T.A. Industries, Inc., 
103 S.W.3d 99, 107 (Ky. 2003). 

“When no ambiguity exists in the contract, we look only as 
far as the four corners of the document to determine that 
intent.” Abney v. Nationwide Mut. Ins. Co., 215 S.W.3d 699, 
703 (Ky. 2006). We cannot use parol evidence to arrive at an 
interpretation that differs from the unambiguous terms used 
by the parties in their contract. Hoheimer v. Hoheimer, 30 
S.W.3d 176, 178 (Ky. 2000). 

If the contract is ambiguous, however, we must look outside 
the four corners of the agreement to determine which 
interpretation is most consistent with the parties' intent at the 
time they entered into the agreement. While nothing can be 
added to or taken from a written contract by parol evidence, 
it is the rule that ambiguities may be explained by parol 
evidence. Stubblefield v. Farmer, 291 Ky. 795, 165 S.W.2d 
556, 557 (1942). Accordingly, when the contract at issue is 
ambiguous, we examine “the situation of the parties and the 
conditions under which the contract was written” to determine 
the parties' intent. Frear, 103 S.W.3d at 106. 

However, we cannot consult parol evidence to make the 
initial determination of whether the contract is ambiguous. 
Moreover, we are mindful that “an otherwise unambiguous 
contract does not become ambiguous when a party asserts— 
especially post hoc, and after detrimental reliance by another 
party—that the terms of the agreement fail to state what it 
intended.” Id. at 107. 

*5 Finally, because the Contract at issue involves the 
Commonwealth as a party, we are also mindful that “the rule 
in construing contracts to which the government is a party is to 
resolve all ambiguities, presumptions and implications in its 
favor. Where the public interest is affected, an interpretation 
is preferred which favors the public.” Codell Const. Co. v. 
Commonwealth, 566 S.W.2d 161, 164 (Ky. App. 1977). 

B. Is the Contract Ambiguous? 

With these guiding principles in mind, we now turn to the 
dispute at hand. Our ultimate goal is to discern the intended 
effect of Section 39.13. To reach that goal, we must first 
determine whether Section 39.13 is subject to more than one 
reasonable interpretation. While both parties maintain that the 
provision is unambiguous, they ascribe different meanings to 
it. 

Section 39.13 states in full as follows: 

39.13 Termination by Contractor 

The Contractor may terminate this Contract with notice 
given in accordance with the requirements of Section 40.13 
at least six months [January 5, 2014] but not more than 
twelve months prior [July 5, 2013] to the end of the initial 
term [July 5, 2014] of this Contract or any renewal terms. 

Kentucky Spirit maintains that the unambiguous language 
of Section 39.13 is susceptible to only one reasonable 
interpretation: Kentucky Spirit had the right to terminate the 
Contract within a specified time before expiration of its initial 
term. Kentucky Spirit asserts that the circuit court erred in 
holding instead that Section 39.13 was a provision permitting 
Kentucky Spirit to provide notice of nonrenewal. Kentucky 
Spirit focuses its argument on the word “termination” in 
this provision. Citing the dictionary definition, it argues that 
the word “terminate” means “to end formally and definitely 
(as a pact agreement, or contract).” Under its interpretation, 
Kentucky Spirit believes that it had the right to terminate all 
its obligations under the Contract prior to a conclusion of 
the initial term so long as it provided the notice required by 
Section 40.13 (registered mail to the Office of Procurement 
Services, Finance and Administration Cabinet) at least six 
months but not more than twelve months prior to the end of 
the initial term of the Contract or any renewal terms. 

The Commonwealth maintains that Section 39.13 must be 
examined in light of the other contractual provisions. It argues 
that when Section 39.13 is considered in light of the entire 
Contract, the only logical and reasonable interpretation is 
Section 39.13 refers to when notice is to be given by Kentucky 
Spirit that it will not continue beyond the required three-year 
term in Section 8.1 or any renewal term, rather than when 
Kentucky Spirit may terminate its performance under the 
Contract. Thus, according to the Commonwealth, Kentucky 
Spirit has no right to terminate its performance before the 

© 2016 Thomson Reuters. No claim to original U.S. Government Works. 4 

http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=1981123391&pubNum=0000713&originatingDoc=If03714e0ae1711e48b74e4b525924b5f&refType=RP&fi=co_pp_sp_713_33&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_713_33
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=1994175512&pubNum=0000713&originatingDoc=If03714e0ae1711e48b74e4b525924b5f&refType=RP&fi=co_pp_sp_713_905&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_713_905
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=1994175512&pubNum=0000713&originatingDoc=If03714e0ae1711e48b74e4b525924b5f&refType=RP&fi=co_pp_sp_713_905&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_713_905
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=2003313250&pubNum=0004644&originatingDoc=If03714e0ae1711e48b74e4b525924b5f&refType=RP&fi=co_pp_sp_4644_107&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_4644_107
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=2003313250&pubNum=0004644&originatingDoc=If03714e0ae1711e48b74e4b525924b5f&refType=RP&fi=co_pp_sp_4644_107&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_4644_107
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=2010716149&pubNum=0004644&originatingDoc=If03714e0ae1711e48b74e4b525924b5f&refType=RP&fi=co_pp_sp_4644_703&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_4644_703
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=2010716149&pubNum=0004644&originatingDoc=If03714e0ae1711e48b74e4b525924b5f&refType=RP&fi=co_pp_sp_4644_703&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_4644_703
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=2000582901&pubNum=0004644&originatingDoc=If03714e0ae1711e48b74e4b525924b5f&refType=RP&fi=co_pp_sp_4644_178&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_4644_178
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=2000582901&pubNum=0004644&originatingDoc=If03714e0ae1711e48b74e4b525924b5f&refType=RP&fi=co_pp_sp_4644_178&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_4644_178
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=1942115166&pubNum=0000713&originatingDoc=If03714e0ae1711e48b74e4b525924b5f&refType=RP&fi=co_pp_sp_713_557&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_713_557
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=1942115166&pubNum=0000713&originatingDoc=If03714e0ae1711e48b74e4b525924b5f&refType=RP&fi=co_pp_sp_713_557&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_713_557
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=2003313250&pubNum=0004644&originatingDoc=If03714e0ae1711e48b74e4b525924b5f&refType=RP&fi=co_pp_sp_4644_106&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_4644_106
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=2003313250&pubNum=0004644&originatingDoc=If03714e0ae1711e48b74e4b525924b5f&refType=RP&fi=co_pp_sp_4644_107&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_4644_107
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=1977143490&pubNum=0000713&originatingDoc=If03714e0ae1711e48b74e4b525924b5f&refType=RP&fi=co_pp_sp_713_164&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_713_164
http://www.westlaw.com/Link/Document/FullText?findType=Y&serNum=1977143490&pubNum=0000713&originatingDoc=If03714e0ae1711e48b74e4b525924b5f&refType=RP&fi=co_pp_sp_713_164&originationContext=document&vr=3.0&rs=cblt1.0&transitionType=DocumentItem&contextData=(sc.Default)#co_pp_sp_713_164


CDIx049
Kentucky Spirit Health Plan, Inc. v. Commonwealth Finance..., Not Reported in... 

initial term or any renewal terms end and no right to terminate 
its performance one year early on July 5, 2013. 

The Commonwealth asserts that Kentucky Spirit's proffered 
interpretation is inconsistent with the Contract as a whole 
because it would afford the Commonwealth no right to 
advance notice of the termination and thus no transition or 
“wind down” period; ignores the totality of the RFP, the 
applicable administrative regulations, and the Contract as a 
whole; and undermines the paramount public interest. 

*6 In resolving the parties' dispute, we will not examine 
Section 39.13 in isolation. We must consider Section 39.13 in 

light of the Contract as a whole. 9 Only then can we determine 
how the provision was intended to operate in the context of 
the greater Contract. 

We begin with Section 8 of the Contract. It sets forth the 
initial contract term. Section 8.1 provides that “[t]he initial 
term of the contract shall be for a period of three (3) years 
from the Execution Date of the contract.” The Contract was 
executed on July 6, 2011. Therefore, the initial term was set 
to run from July 6, 2011, to July 5, 2014. Section 8 further 
provides that the parties could renew the initial contract term 
for four additional, one-year terms. It goes on to require 
that “[t]he Department shall use its best efforts to commence 
negotiations with the Contractor for the next term of the 
agreement, within one hundred and eighty days (180) prior 
to the expiration of the current term [January 5, 2014] and 
propose rates at least one hundred and eighty days prior to 
expiration of the current term, unless the Department elects 
to terminate the Agreement hereunder.” If the parties are not 
able to agree on the renewal terms prior to June 30, 2014, 
Section 8 requires the Contractor to “continue to provide 
services to Department for up to six (6) months after the 
end of the term [January 5, 2015], or until such time as any 
applicable 1915(b) waiver(s) expire, whichever is less.” The 
Contract states that payment for these extended services shall 
be the same as the prior year adjusted up by 3% per annum. 

Kentucky Spirit argues that it is clear under Section 8.1 
that the Contract did not automatically renew. As such, it 
maintains that it is illogical to construe the term “terminate” 
in Section 39.13 as meaning notification of an intent not to 
renew. The main problem with Kentucky Spirit's argument in 
this regard is that while the renewal terms are not automatic, 
the Commonwealth is required under the Contract to take 
affirmative, automatic steps toward negotiating for renewal 
terms. Section 8 placed an affirmative obligation on the 

Commonwealth to begin the negotiations for the first renewal 
term no later than January 6, 2014. Likewise, Section 8.1 
is clear that the Contract did not expire immediately upon 
completion of the initial term. It provided a mechanism for 
continuation of the contract term for up to six months after 
expiration of the initial term, even if the parties were unable 
to agree on the renewal terms. 

The next set of relevant provisions is contained in Section 
39 of the Contract. Sections 39.8 and 39.9 deal with 
the Commonwealth's right to terminate for convenience 
(Section 39.8) and default (Section 39.9). Section 39.10 
governs obligations upon termination. Read together these 
three sections lay out a comprehensive scheme whereby the 
Commonwealth may terminate the Contract subject to certain 
notice provisions and continuation obligations by Kentucky 
Spirit. For example, Section 39.8 of the Contract (termination 
for convenience) permits the Commonwealth to terminate the 
Contract for convenience. However, under this contractual 
provision, Kentucky Spirit “shall have a transition period of 
not less than three (3) nor more than (6) months to transition 
services, during which the terms and conditions of this 
Contract shall continue to apply.” Likewise, Section 39.10 
(obligations upon termination) states that the “contractor may 
be requested to continue in place for two additional months.” 
Further, this section contains several continuing obligations 
beyond the “final notice of termination” emphasizing that 
Kentucky Spirit's obligation to perform cannot be ended 
immediately. 

*7 Having reviewed the Contract and all the incorporated 
documents (none of which reference a termination right 
for the contractor), we are convinced that the circuit court 
appropriately interpreted the Contract. We agree that the 
only logical interpretation of the disputed provision is a 
notification provision allowing Kentucky Spirit to notify the 
Commonwealth of its intent not to renew after the initial 
three-year terms or any subsequent renewal periods. This 
would effectively relieve the Commonwealth of its obligation 
to propose renewal terms and allow it to focus on securing 
another contractor. Moreover, we believe that it is important 
to consider how Section 39.13 would function in a renewal 
year term, under Kentucky Spirit's interpretation. As stated 
above, under Section 8.1 the Contract may be renewed at the 
end of the initial term for four additional one-year periods. 
To follow Kentucky Spirit's reasoning that it can terminate 
early under Section 39.13, during a renewal period, Kentucky 
Spirit could terminate six to twelve months into a one-year 
renewal period. Thus, under Kentucky Spirit's interpretation, 
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it could renew the Contract at the end of the initial term, but 
then immediately terminate the Contract the same day simply 
because such termination would fall within this twelve-month 
period. This result would be absurd and render the renewal 
term completely illusory. 

Additionally, having reviewed the entire Contract we believe 
that an overriding concern behind all its provisions was 
avoidance of any interruption of member benefits. To this 
end, the Contract specifies throughout the exact time periods 
the Commonwealth must provide notice of its intent to 
terminate and when such notice becomes effective. And, 
even where the Commonwealth has a right of immediate 
termination under the Contract, that right arises only after the 
Commonwealth has provided notice of a breach to Kentucky 
Spirit and provided it with an opportunity to cure. In the event 
Kentucky Spirit did not cure a material breach of the Contract, 
the Commonwealth could not only immediately terminate 
the Contract, it also had the right under the Contract to 
“directly operate the contractor's network, using the existing 
contractor's administrative organization to ensure delivery of 
care to members through the contractor's network until cure 
by the contractor of the breach ... or until the successful 
transition of those members to fee for service Medicaid 
providers at the expense of the contractor.” 

Applying Section 39.13, according to Kentucky Spirit's 
interpretation, would provide it with a right of immediate 
termination at any time after the two years. While Kentucky 
Spirit gave advance notice in this case, its interpretation of 
the provision would not have required it to advance notice. 
Furthermore, under Kentucky Spirit's interpretation it is not 
required to adhere to any transition period or to continue 
to provide services to members until the members could 
be transitioned to other providers. Such an interpretation is 
entirely inconsistent with the other portions of the Contract, 
which clearly contemplate an orderly and extended transition 
period with some prior notification by the terminating party. 

In sum, having reviewed the entire Contract, we agree 
with the circuit court's conclusion that Section 39.13 is 
unambiguously a notice of non-renewal provision. We do not 
believe that the provision, when read in light of the Contract 
as a whole, can reasonably be interpreted to provide Kentucky 
Spirit with the right to terminate its obligations prior to the 
end of the initial three-year term. 

C. Liquidated Damages 

Section 39.11 of the Contract entitled “Liquidated Damages” 
provides as follows: 

The Contractor acknowledges and 
agrees that in the event this Contract 
is terminated prior to the end of 
the term, except at the convenience 
of the Commonwealth under Section 
39.8 or for lack of funding 
under Section 30.17, the Department 
will incur substantial inconvenience 
and additional expenses and costs 
which are difficult or impossible to 
accurately estimate. The Contractor 
shall pay to the Department liquidated 
damages equal to ten percent (10%) of 
the Contractor's Capitation Payment. 
Such payment is to be made no later 
than thirty (30) days following the date 
of the notice of termination. Finance 
and the Contractor agree that the sum 
set forth herein as liquidated damages 
is a reasonable pre-estimate of the 
probable loss which will be incurred 
by the Department in the event this 
Contract is terminated prior to the end 
of the Contract term. 

*8 The circuit court stated at the beginning of its opinion 
that one of the questions before it for resolution involved 
the damages in the event of early termination. It noted that 
Commonwealth sought a declaration that “if Kentucky Spirit 
in fact terminates its performance under the Contract prior 
to July 5, 2014, that it will be obligated to remit to the 
Commonwealth in accordance with Section 39.11 of the 
Contract liquidated damages [in addition to] compensating 
the Commonwealth by way of compensatory and special 
damages as well as attorney's fees.” Finding that Kentucky 
Spirit had not yet ceased performance under the Contract, 
the circuit court held only that “if Kentucky Spirit were to 
cease performing its contractual duties before the end of the 
initial term, Kentucky Spirit would be breaching the Contact” 
providing the Commonwealth the “right to terminate the 
Contract due to Contractor default” and “triggering the 
liquidated damages provision.” The circuit court did not 
address whether the Commonwealth would be entitled to 
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damages or its applicability in the face of an unauthorized any additional damages or limited to liquidated damages. 
termination by Kentucky Spirit. Just as those issues wereMoreover, as the circuit court determined that no breach had 
not properly before the circuit court when it rendered itsyet occurred, it did not undertake a damages calculation. 
opinion, they are not properly before us as part of this appeal. 
Accordingly, we leave those issues to be resolved by theWe find no error in the circuit court's determination that this 
circuit court at the appropriate time.provision is applicable in the event of premature termination 

of the Contract term. The provision unambiguously states 
that if the Contract is terminated for any reason other than 
for convenience of the Commonwealth under Section 39.8 ALL CONCUR. 
or for lack of funding 39.17, Kentucky Spirit will be liable 

All Citationsfor liquidated damages. As there had been no termination 
at the time the circuit court rendered its decision, it did not 

Not Reported in S.W.3d, 2015 WL 510852
address the other issues raised by the parties regarding the 
enforceability of this provision as an appropriate measure of 

Footnotes 
1 Judge Caperton concurred in this opinion prior to Judge Debra Lambert being sworn in on January 5, 2015, as Judge of 

Division 1, Third Appellate District. Release of this opinion was delayed by administrative handling. 

2 In general, Medicaid benefits are available for “low-income persons who are age 65 or over, blind, disabled, or members 
of families with dependent children or qualified pregnant women or children.” 42 CFR § 430.0. 

3 In examining Kentucky's transition to managed care, the Sixth Circuit Court of Appeals provided an excellent description 
of a managed care system versus fee-for-service system: 

The theory of managed care is relatively simple. Rather than pay providers directly every time a Medicaid beneficiary 
receives care, the state instead contracts with managed-care organizations (MCOs) and pays them a flat “capitation 
rate” each month to provide, within certain limits, all of the care a beneficiary needs. The state pays the same amount 
regardless of whether the beneficiary receives healthcare services or not. So the MCO bears the risk that the costs of 
care may exceed the capitation payment. But on the other side, it stands to profit if beneficiaries use fewer services. 
In exchange for receiving a capitation payment, an MCO is responsible for three principal tasks: enrolling Medicaid 
beneficiaries as members; forming a contracted network of healthcare providers to care for its members; and paying 
providers for their services. An MCO then directs its members to in-network providers, with whom the MCO has 
negotiated discounted rates. When members go out-of-network, they receive only limited benefits and may pay more 
for services. 

Appalachian Regional Healthcare, Inc., 714 F.3d at 426. 

4 Initially, Kentucky was scheduled to begin transitioning to managed care on October 1, 2011; this was subsequently 
changed to November 1, 2011. 

5 The Contract defines a “capitation payment” as “the amount(s) to be paid monthly to the Contractor by the Commonwealth 
for Members enrolled based on such factors as the Member's aid category, age, gender, and service.” 

6 Section 40.13 provides the method by which notices are to be delivered and the addresses where they are to be directed. 

7 Pursuant to Section 39.14, the Contract includes: 
1. The Medicaid Managed Care agreement; 2. The Appendices to this agreement; 3. The Request for Proposal 
and all attachments and addendums thereto, including Section 40—Terms and Conditions of a Contract with the 
Commonwealth of Kentucky, where applicable; 4. General Conditions contained in 200 KAR 5:021 and Office of 
Procurement Services' FAP1 10–10–00; 5. Any clarifications concerning the Contractor's proposal in response to the 
RFP; 6. The Contractor's proposal in response to the RFP. Provided however, by submitting materials in response 
to the RFP the Contractor has not fulfilled any obligation under this Contract to submit plans, programs, policies, 
procedures. Forms or documents etc. to the Department for approval as required by this Contract. 

8 Under Kentucky's Statute of Frauds, however, contracts requiring certain types of performance must be in writing. See 
Kentucky Revised Statutes (KRS) 371.010. Contracts that cannot be performed within a year fall with the Statute of 
Frauds. KRS 371.010(7); Sawyer v. Mills, 295 S.W.3d 79 (Ky. 2009). 

9 While we have examined the entire Contract, including those documents it incorporates by reference, we have limited our 
discussion to those provisions that we find most illuminating with respect to the purpose/intent of the disputed provision, 
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Section 39.13. Where we do not discuss a section, the reader can assume that we found the omitted section of no material 
impact with respect to our ultimate decision. 

End of Document © 2016 Thomson Reuters. No claim to original U.S. Government Works. 
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BEFORE THE COMMISSIONER OF INSURANCE 
OF THE STATE OF CALIFORNIA 

IN THE MATTER OF: ) 
)

The Proposed Acquisition of Control of: ) 
) File No. APP-2015-00889 

· HEAL TH NET LIFE INSURANCE )
COMPANY, a California domestic stock )
insurer and indirect subsidiary of 

) 
) WRITTEN TESTIMONY OF STEVEN HEALTH NET, INC., a Delaware 
) SELL ON BEHALF OF HEALTH NET corporation 
) LIFE INSURANCE COMP ANY AND 
) HEALTH NET, INC. 

BY ) 
)CENTENE CORPORATION, a Delaware 
)corporation 
) 
)AND 
) 

CHOPIN MERGER SUB I, INC. and ) 

CHOPIN MERGER SUB II, INC., each a ) 
Delaware corporation ) 

I. Witness Identification 

1. My name is Steven Sell. My business address is 21650 Oxnard Street, Woodland Hills, 
California 91367. 

2. I am the President of Health Net Life Insurance Company, Inc., a California domestic 
stock insurer ("HNLIC"), Health Net of California, a California health care service plan licensed 
under the Knox-Keene Health Care Service Plan Act of 1975, as amended ("Health Net 
California"), and the Western Region for Health Net, Inc., a publicly traded Delaware 
corporation ("Health Net"). 

3. I have held the foregoing positions since 2008 and have been employed by Health Net in 
various capacities for the past 18 years. Additionally, I am responsible for the Commercial 
Business, Medicare Business and Marketing and Products in California, Arizona arid Oregon. I 
am a 1989 graduate of Swarthmore College and a 1997 graduate of Stanford Business School. 

4. HNLIC is a direct wholly-owned subsidiary of Health Net California, which, in turn, is a 
direct wholly-owned subsidiary of Health Net. 

1 



CDIx054

5. I have been authorized by each of HNLIC and Health Net to provide this Testimony (as 
defined in Paragraph 6 hereof) on their behalf and in support of the Proposed Acquisition of 
Control (as defined in Paragraph 6 hereof). 

II. Involvement with the Merger; Procedural Matters 

6. I submit this written testimony (this "Testimony") to the Departmentoflnsurance for the 
State of California (the "Department") on behalf of HNLIC and Health Net, and in support of 
Centene Corporation, a publicly traded Delaware corporation ("Centene"). Centene, together 
with certain of its subsidiaries ( each of which is individually identified below, collectively with 
Centene, the "Applicants"), seeks to indirectly acquire control of HNLIC (the "Proposed 
Acquisition of Control"), via a merger (the "Merger") of Health Net with Chopin Merger Sub I, 
Inc. ("Merger Sub I") and, if certain conditions are met, Chopin Merger Sub II, Inc. 
("Merger Sub II"), each of which is a Delaware corporation and a wholly-owned subsidiary of 
Centene. 

7. I have been and continue to be actively involved in the Merger. 

8. In connection with the Proposed Acquisition of Control, I have reviewed and am familiar 
with (a) the Form A Statement and the exhibits attached thereto filed by the Applicants with the 
Department on July 31, 2015, and (b) the supplemental filings and submissions made by the 
Applicants with the Department in connection with such Form A Statement since its filing 
(collectively, the "Form A"). 

III. Overview of HNLIC · 

9. HNLIC is a California domestic stock insurance company that has been licensed by the 
Department to transact life and disability insurance since September 8, 1998 (California 
Company ID# 3173-2). 

10. HNLIC offers commercial and Medicare coverages in addition to dental, vision, 
behavioral health and life insurance products. 

11. In that regard, HNLIC offers PPO and EPO products in the commercial individual and 
small and large group markets. Such products are typically included as part of a suite of 
products made available to small and large groups by HNLIC and Health Net's other 
subsidiaries, from which group members may choose. 

IV. The Merger 

12. The Applicants propose to acquire control ofHNLIC pursuant to, and subject to the terms 
of, an Agreement and Plan of Merger dated as of July 2015 (the "Merger Agreement") by and 
among the Applicants and Health Net. An executed copy of the Merger Agreement was 
provided to the Department as an exhibit to the Form A. 
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V. Centene as a Merger Partner 

13. Health Net is smaller than many of the national competitors in the California market. 
Health Net believes that based upon scale (i.e., its size relative to the national competitors), there 
were certain competitive disadvantages in maintaining Health Net as an independent company 
absent a solution to address the scale issue. 

14. In order to address the scale issue and attempt to more effectively compete, Health Net 
explored several options over the past several years. Those options included discussions with 
other strategic partners. With respect to strategic alternatives, no viable option materialized until 
the opportunity with Centene. This was described in Centene's and Health Net's SEC 
Form 424(b)(3) dated September 21, 2015 (the "SEC Form"), a copy of which was provided to 
the Department as part of the Form A 

15. To address the scale issues, in November 2014, Health Net signed an agreement with 
Cognizant Healthcare Services, LLC ("Cognizant") (the "Business Process as a Service" or 
"BPaaS" Agreement"), to become effective following satisfaction of certain conditions, to 
further outsource certain back office administrative and claims related activities. The BPaaS 
Agreement would have involved the re-badging (and potential subsequent off-shoring) ofa 
significant portion of Health Net's more than 6,400 California employees. 

16. Subsequently, and prior to the implementation of the BPaaS Agreement, Centene 
informed Health Net that it was interested in pursuing a potential merger with Health Net. After 
due diligence and arm's-length negotiations, Health Net's Board of Directors unanimously voted 
in favor of (a) entering into the Merger Agreement and (b) suspending implementation of the 
BPaaS Agreement. 

17. After due consideration, the Board concluded that the Merger (a) was in Health Net's 
best interests, (b) would bring greater scale to the benefit of the surviving corporation including 
HNLIC, and (c) would result in California consumers having the benefit of Health Net being a 
stronger insurer and better positioned to effectively compete in the evolving health insurance 
sector with the likes of Blue Shield, Anthem, UnitedHealthcare, Aetna and Kaiser. Health Net 
and HNLIC have gained familiarity with Centene's service offerings and believe that Centene 
can strengthen Health Net's position to effectively compete in the California health insurance 
sector because of the resources, capabilities and customized solutions Centene has developed as 
a result ofits extensive experience in the Medicaid industry. In addition, Health Net can benefit 
from Centene's array of specialty health solutions and medical management tools to supplement 
existing Health Net solutions, as well as implement Centene technology solutions and expertise 
for service enhancements that provide easier access for consumers and providers to the 
information and systems necessary to seamlessly provide healthcare coverage. Health Net 
believes that, as compared to other strategic alternatives, as well as outsourcing via the BPaaS 
Agreement, the proposed Merger presents the best opportunity to allow Health Net to grow and 
develop its product offerings to California consumers. 

18. Moreover, because no overlap exists between Centene's and Health Net's respective 
businesses, and because of the number of large incumbent insurers, local competitors and new 
entrants alike, HNLIC believes that the Merger will create a concentration of attention and 
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improvement in performance, but will not have an adverse effect upon competition for any line 
of insurance business in the State of California'. On August 11, 2015, after conducting an 
investigation, the Federal Trade Commission and U.S. Department of Justice granted early 
termination of the waiting period under the Hart Scott Rodino Antitrust Improvements Act of 
1976, as amended. 

19. The only common line of business for both Centene and Health Net write business in 
California is Medi-Cal. HNLIC, however, has no Medi-Cal business and no subsidiary of 
Centene is regulated by the Department. As set forth in the "Form E" analysis submitted to the 
Department by the Applicants as a supplement to the Form A, there is no geographic overlap by 
county between the Centene and Health Net Medi-Cal products in California, which means that 
the companies do not compete with each other in any service area. 

VI. California Insurance Markets 

20. From the perspective of policyholders and California consumers, Health Net and HNLIC 
believe that the Merger will: (a) strengthen Health Net's existing business lines; (b) maintain its 
commitment to the California-based model of health care; and ( c) enhance competition in 
California. 

(a) HNLIC and Health Net believe that the Merger will strengthen their existing 
businesses. Centene is an ideal strategic partner for Health Net and HNLIC as 
Centene maintains a robust nationwide government focused business, but a · 
relatively small footprint in California. The Merger (i) provides the benefit of 
economies of scale and allows the combined entity to be more competitive and (ii) 
allows the "new" Health Net to be a stronger competitor in California. 

(b) Health Net will retain its strong commitment to California, including, in particular, 
to the commercial business in California. Centene has informed Health Net of its 
local approach pertaining to Health Net's operations and that it intends to keep 
Health Net and HNLIC headquartered in California. In that regard, Centene has 
informed Health Net that it intends to continue the business ofHNLIC without any 
material modification to its existing plan of operation, its product offerings or its 
management. 

(c) HNLIC and Health Net believe that the Merger will enhance competition in 
California. The Centene and Health Net combination will bring together 
complementary products, without limiting any competitive options in the market. 
Because no overlap exists between Centene's and Health Net's respective 
businesses, the transaction will not result in market concentration. Through the 
combined entities, HNLIC will continue to provide affordable health care options 
for California consumers. 

See also Appendix 1 (Confidential Supplement). 

21. Health Net will also remain committed to the quality of care provided to its members. 
The National Committee for Quality Assurance ("NCOA"), an independent third party non-profit 
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organization dedicated to improving health care quality, administers a rating system pertaining to 
the delivery of quality customer service. Health Net will maintain NCQA accreditation for all 
products currently subject to such accreditation and will re-submit to the accreditation process 
with NCQA for off-exchange PPO products, for which Health Net had discontinued its 
participation independent of, and prior to, the Merger Agreement being signed. The re
submission process would be initiated promptly following the consummation of the Merger for 
the next NCQA accreditation cycle. Prior to re-accreditation, Health Net will undertake to 
maintain the quality reporting metrics under the Healthcare Effectiveness Data and Information 
Set ("HEDIS") and the Consumer Assessment of Healthcare Providers and Systems ("CAHPS") 
associated with NCQA accreditation. 

22. Demonstrating its commitmentto quality, Health Net will continue its efforts agreed 
upon with the Department. On December 18, 2015, the Department adopted its Field Claims 
Examination Report of HNLIC for the claims review period ending July 31, 2012. HNLIC 
understands the importance of policyholder satisfaction and strives to meet policyholders' 
expectations and handle claims in accordance with applicable law and its procedures. HNLIC 
worked closely with the Department during the claims review process and diligently addressed 
the examiners' concerns. In that regard, HNLIC took remedial action to respond to and correct 
any deficiencies, implemented training sessions for claims employees regarding specific issues 
raised by the Department, issued employee claims alerts for issues requiring immediate attention, 
conducted self-audits and made additional payments to claimants as the Depart:rnent requested. 
Health Net continues to monitor these areas and address any identified issues. 

VII. Conclusion 

23. In conclusion, for the foregoing reasons set forth in this Testimony and in the Form A, 
HNLIC and Health Net believe that the Merger is in their best interests and HNLIC and Health 
Net respectfolly request that the Department approve the Form A in respect of the Proposed 
Acquisition of Control. 

* * * * * * * 
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Steven Sell deposes and says that he is the President of Health Net Life Insurance Company, that 
he has read the foregoing written testimony and knows the contents thereof and that the same are 
true of his own knowledge. 

January 15, 2016 
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APPENDIX 1 

CONFIDENTIAL SUPPLEMENT TO THE WRITTEN 
TESTIMONY OF STEVEN SELL 

[redacted] 
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Scott Seidel: Okay, good afternoon. I’m Scott Seidel, Managed Care and Health Care Facilities analyst with Credit Suisse. We’re very pleased to

have our next presentation from Centene. Here from the Company we have the Senior Vice President of Investor Relations and
Finance, Ed Kroll. So, with that, I’ll turn it over to Ed.

 
Ed Kroll: Thank you, Scott, and good luck on your career here at Credit Suisse. I’m sure you’ll do a great job, as you always have. And

thanks to Credit Suisse for having us again here.
 
  We’ve got some Safe Harbor statements and would strongly encourage you all to read all of the — in our publicly filed documents,

those with the SEC and otherwise — all the risk factors and how estimates can change and all those types of things — very
important disclosures.

 
  Centene is a St. Louis-based company that’s been in a very nice growth trajectory for the eight and a half years that I’ve had the

pleasure of working here. And we’ve moved up nicely in the Fortune 500. Our guidance calls for us to do a little over $21 billion
in revenue this year. We’re now in 23 states. We just entered Oregon through an acquisition that closed in September.

 
  We’ve got 4.8 million members focused on lower income, uninsured, under-insured populations that get government-sponsored

coverage, mostly Medicaid but we’ve also done — we’ve entered nicely into the exchanges. We’re in 11 states with exchanges,
and we also do some prison health care for five states.

 
  So it’s been a very nice growth trajectory for us, and we’ve been delivering on our financial guidance. You can see here the initial

numbers that we put out for last year and where we wound up on the EPS initially guided to $1.75 to $1.90 and wound up at $2.23.
 
  So — so far this year, it’s been another good year for us. We’ve actually raised our guidance four times this year, so in a very strong

position from a growth standpoint and delivering on the financial results. Here’s our full-year 2015 guidance. Again, just over $21
billion on the revenue, $2.84 to $2.90 on the EPS. As you see, we pay a fairly high tax rate, 48% to 50%.

 
  And if you look back over — or rolling over a five-year period, our growth rates are at the top of our industry. Compounded annual

growth rate from 2010 to 2015, we’ve grown our top line 38%; 26% at the EPS line; and the stock price appreciation 37%, and
that’s for full years 2009 to 2014, just on the stock price.
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  And just to give you a picture and how we drive this growth, in 2008 we were in eight states. You see them listed across the top of
this chart, and we provided 70 solutions, 70 different types of contract that we were operating on behalf of those eight states. And
you can see the various types of Medicaid contracts, the 10-F, the age, blind, disabled. We also have specialty companies so the
pharmacy benefit management, or PBM, we do that internally. We have a specialty pharmacy subsidiary, behavioral health, and so
on.

 
  So those support services for the health plans, we try to do as much of that with Centene subsidiaries as possible. And now here we

are, seven years later, and you can see this has almost turned into an eye test here. We’re now in 23 states. So that’s one way we
grow, by entering new states, which we’ve done quite a bit of, as you can see. But also adding different types of solutions, different
types of services that we provide for different types of populations for our state customers, so now we’re doing foster care and long-
term care, a lot more high acuity. We’ve gotten into dual eligibles through the five demonstration projects in our states.

 
  So — getting more states across the top adds to the growth and then filling in more of the dots and adding vertically more lines,

more different types of solutions that we can provide for our states, now it’s up to 237 for those 23 states. So just every empty box
on this chart is an opportunity for us to do additional business with our existing states and, of course, we hope to continue to add
geographically by expanding into additional states.

 
  The cash flow dynamics of our business, very strong, and I think you could say that generally for any well-run managed care

company. The cash flow dynamics are strong. The operating cash flow, we get paid, at least in our business, at the beginning of the
month, and there tends to be a lag with the claims that we pay out associated, or they get matched up with that revenue. And it’s
even better when you’re growing, when you’re in a growth mode like we are, as those checks coming in the door get bigger from
our government customers.

 
  And we also, at Centene, have, through those specialty companies I mentioned, part of our cash flow is unregulated, and therefore

available to the parent, Centene Corp., for general corporate purposes right away. Whereas, in our health plans, which are
regulated, we have to essentially get permission from the states to dividend any excess capital upstream to the parent.

 
  And we’ve done that, too, but we just — first of all, we like the specialty companies because they provide a more seamless health

delivery and coordinate much better with the other in-house entities, the other specialty companies, or our own health plans. So a
more holistic approach, if you will, but also from a cash flow standpoint, this gives us the opportunity to have a greater amount of
free cash sooner.

 
  So that was and is Centene, and now we are acquiring another company, Health Net, and this we announced back in July, and

Health Net, of course, is a publicly traded company based in California. And we think that this transaction will only enhance our
growth trajectory. It’s going to put us into a couple of new businesses that I’ll get into here in a moment.

 
  It will make us bigger, so there will be greater scale. On a pro forma basis for 2015, the combined company would be doing $37

billion, and adjusted EBITDA for 2015 of $1.5 billion.
 
  So what does Health Net have that’s complementary for Centene and how do they make us a better growth company than we

already are? Well, first of all, combining the two will make for the largest Medicaid — managed Medicaid vendor in the country.
They have a leading position in California, Medicaid, the largest Medicaid program in the country. So we’ll be the biggest player
nationwide in Medicaid with the addition of Health Net.

 
  They also, and this is probably the most interesting part, the most helpful to us, is the Medicare Advantage business that they have.

Just under 300,000 Medicare Advantage lives, and they’ve generally been focused on lower income people, lower income seniors,
people over 65, which is what we have always done — government-sponsored health care for lower income people. And they’ve —
over 65% of Medicare-eligible people in the US are at 400% of federal poverty or below.
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  So there are a lot of them for us to focus on as a combined company. And I think, very importantly, they have achieved very high
quality scores for their Medicare Advantage business. There’s a star rating system, five is the maximum, and their company average
is just above four. They have just under 80% of all of their Medicare Advantage members are in plans that have at least four stars,
and that’s important because — well, quality, in general, is becoming more and more important in health care. And in this case
CMS reimburses a 5% bonus for four stars or higher, so you get extra revenue. And also the ability to market oneself to seniors with
the high-quality ranking, I think, is certainly a differentiator.

 
  So we intend to take their Medicare Advantage platform and import it into our states — the 23 states that we operate in. We’ll do it

as we always do things — methodically, carefully, probably four to six states to start. The first year would be, most likely, 2017, so
focus on the integration of the two companies during 2016. Do all the analysis and filings and be up and running in four to six
Centene markets in 2017.

 
  And we get to use the four-star ratings in those new markets, so we’ll be getting the revenue bonus and, again, that sales advantage

of being able to hold one’s plan out as a top-quality plan. So that’s a big key for us.
 
  And the Medicare population is growing, we all know that, and so it’s under-penetrated by managed care, just as Medicaid is, so

you have not only that but a growing pie as the baby boom continues to retire into — or move — not necessarily retiring but
moving into Medicare eligibility.

 
  So we think this will add a significant new growth leg and allow us to sustain superior growth for a longer period of time than if we

didn’t have a Medicare Advantage plan. We felt this was the best way for us to enter this business rather than building something
from scratch, we’re doing it in a transaction that’s accretive to earnings in the first 12 months after we close.

 
  We are on track to close early in 2016, and it will add 10% accretion to our GAAP earnings and 20% to adjusted earnings. And the

difference between the two being the amortization on this transaction that we’ll be booking. So if you ignore that noncash deal
amortization, it’s 20% accretive in the first year after close.

 
  Like us, they’ve got — they’re in some dual demonstration projects. I think, certainly, the biggest one is California. And they’ve

also got some other interesting businesses. Again, government-sponsored. They have a tri-care contract for health care for military
dependents and certain active duty personnel, retirees, and then they’ve got some very interesting contracts with the Veterans’
Administration that could really prove to be a solution to the problems that that agency is having.

 
  And then, finally, I mentioned the specialty companies that Centene has. We’ll have the opportunity to integrate them throughout

the existing health care book of business and create that holistic approach and, hopefully, some better returns than what they’ve
been able to achieve by outsourcing those services.

 
  The key terms of the transaction, it’s stock and cash, $28.25 in cash, 0.622 shares of Centene will be exchanged for each share of

Health Net. And we’ve already got the financing lined up for the cash portion. We haven’t issued — we plan to issue notes and use
— redo our bank line and use part of the — tap part of the bank line, about $350 million and a senior notes offering of around $2.3
billion, $2.4 billion.

 
  Pro forma, the debt-to-total cap of Centene, post the transaction, will be in the low 40% area, and that will move, based on where

the share price is, how much the cash portion is as a percentage of the total, the value of the equity we issue, of course.
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  We got the — in terms of the timeline to close, as I mentioned, we feel we’re on track for an early 2016 close. We got the Hart-
Scott-Rodino, the early termination of that was only in three weeks. So that was, at the federal level, the key approval, if you will.
And then we’ve got several of the states involved that have either waived or already approved the transaction and, basically, it’s
down to California, Arizona, and Oregon at this point. So we feel like we’re on track.

 
  And, importantly, there are two other transactions out there in our industry — Aetna-Humana and Anthem-Cigna. And those

companies have the two, and the two have overlap in products and in markets, whereas, we with Health Net, even though we share
four states in common, we have, virtually, no overlap in those four states geographically, very little by product. So — thus the
early termination of the Hart-Scott-Rodino and our confidence that we’ll stay on our early 2016 closing target date.

 
  And, of course, we got the shareholder approval, most importantly, last month — late last month, with 99% of Centene shares

voted voting to approve the deal.
 
  I mentioned that it’s accretive, and one way that we get to that accretion is through cost synergies, cost savings. And it’s $75

million in year one post-close, and then up to $150 million in year two. So an incremental $75 million on top of that initial $75
million to get you a $150 million run rate in the second year.

 
  And we feel like these are very realistic numbers given the size of the combined company and some of the numbers that the other

— that are being talked about at the other two transactions.
 
  Just some numbers for you on what our combined map will look like. So over 6 million — if you look at where we are on a pro

forma basis at September 30, the most recently reported quarter for both of us, just over 6 million Medicaid lives, 3 million
specialty and government, a little over 1 million in commercial and exchanges, 280,000 on the Medicare Advantage, and then the
dual is around 50,000 combined. So almost 11 million members between the two of us.

 
  If the other two transactions close, again, there’s some more issues on the antitrust front for them, but if they both close, we’ll be

the fourth-largest managed care company after United, Anthem, and Aetna. And, arguably, the fastest-growing given the dynamics
I talked about here with continued robust growth on the Medicaid side and the addition of the Medicare Advantage to the Centene
platform.

 
  The combined pie shows you how the Medicare — it would be, roughly, 8% of the total and, hopefully, we’ll grow that, over time.

And Medicaid will keep growing because of the robust pipeline there.
 
  I think I’ve mentioned all of these — the growth opportunities, the leading Medicaid position, expanding their Medicare

Advantage success into our states. Targeted exchange — both of us have focused on the low income subsidized populations
getting coverage through exchanges that were created by the ACA, and we’ll continue to grow that business. I mentioned the VA
as a future opportunity, leveraging our specialty companies, integrating them into Health Net’s book.
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The number of people getting coverage through government-sponsored health care continues to grow. You see these numbers here.
The Medicare, 50 million to just over 60 million by the end of this decade, going to 72 million; and the Medicaid, 72 million,
91 million, 93 million, by 2024. So we’re in the growth part of the managed care industry with our focus.

And they have a commercial business in California that I think is complementary to the government business they’re doing. It’s
value-oriented, and we intend to keep that in place but not necessarily grow it outside of California.
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  So we’re going from a growth company focused on Medicaid to one that’s adding a Medicare Advantage along with some other
capabilities. We’ll have better scale and we think the financial profile of the combined company at the current valuation of the
stock is compelling.

 
  So I’ll leave it there. I guess we have a little time before —
 
Scott Seidel: We have less than a minute, so — maybe if we have a quick one out there. If not, we’ll just take it over to the breakout session for

Q&A. Is there a quick one out there? No, all right, why don’t we break it there, and we’ll just take it over to the breakout session for
Q&A.

 
Ed Kroll: Thank you, Scott.
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  Forward Looking Statements
 

  This material may contain certain forward-looking statements with respect to the financial condition, results of operations and
business of Centene, Health Net and the combined businesses of Centene and Health Net and certain plans and objectives of
Centene and Health Net with respect thereto, including the expected benefits of the proposed merger. These forward-looking
statements can be identified by the fact that they do not relate only to historical or current facts. Forward-looking statements often
use words such as “anticipate”, “target”, “expect”, “estimate”, “intend”, “plan”, “goal”, “believe”, “hope”, “aim”, “continue”,
“will”, “may”, “would”, “could” or “should” or other words of similar meaning or the negative thereof. There are several factors
which could cause actual plans and results to differ materially from those expressed or implied in forward-looking statements. Such
factors include, but are not limited to, the expected closing date of the transaction; the possibility that the expected synergies and
value creation from the proposed merger will not be realized, or will not be realized within the expected time period; the risk that
the businesses will not be integrated successfully; disruption from the merger making it more difficult to maintain business and
operational relationships; the risk that unexpected costs will be incurred; changes in economic conditions or political conditions;
changes in federal or state laws or regulations, including the Patient Protection and Affordable Care Act and the Health Care
Education Affordability Reconciliation Act and any regulations enacted thereunder; provider and state contract changes; the
outcome of pending legal or regulatory proceedings; reduction in provider payments by governmental payors; the expiration or
termination of Centene’s or Health Net’s Medicare or Medicaid managed care contracts with federal or state governments; tax
matters; the possibility that the merger does not close, including, but not limited to, due to the failure to satisfy the closing
conditions; the risk that financing for the transaction may not be available on favorable terms; and risks and uncertainties
discussed in the reports that Centene and Health Net have filed with the Securities and Exchange Commission (the “SEC”). These
forward-looking statements reflect Centene’s and Health Net’s current views with respect to future events and are based on
numerous assumptions and assessments made by Centene and Health Net in light of their experience and perception of historical
trends, current conditions, business strategies, operating environments, future developments and other factors they believe
appropriate. By their nature, forward-looking statements involve known and unknown risks and uncertainties because they relate
to events and depend on circumstances that will occur in the future. The factors described in the context of such forward-looking
statements in this announcement could cause Centene’s and Health Net’s plans with respect to the proposed merger, actual results,
performance or achievements, industry results and developments to differ materially from those expressed in or implied by such
forward-looking statements. Although it is believed that the expectations reflected in such forward-looking statements are
reasonable, no assurance can be given that such expectations will prove to have been correct and persons reading this
announcement are therefore cautioned not to place undue reliance on these forward-looking statements which speak only as of the
date of this announcement. Neither Centene nor Health Net assumes any obligation to update the information contained in this
announcement (whether as a result of new information, future events or otherwise), except as required by applicable law. These
risks, as well as other risks associated with the merger, are more fully discussed in the joint proxy statement/prospectus, as it may
be amended, that is included in the Registration Statement on Form S-4 that has been filed with the SEC on September 21, 2015 in
connection with the merger. A further list and description of risks and uncertainties can be found in Centene’s Annual Report on
Form 10-K for the fiscal year ended December 31, 2014 and in its reports on Form 10-Q and Form 8-K as well as in Health Net’s
Annual Report on Form 10-K for the fiscal year ended December 31, 2014 and in its reports on Form 10-Q and Form 8-K.

 
6

CDIx065



  Additional Information and Where to Find It
 

  The proposed merger transaction involving Centene and Health Net was approved by the respective stockholders of Centene and
Health Net. In connection with the proposed merger, Centene prepared a registration statement on Form S-4 that included a joint
proxy statement/prospectus for the stockholders of Centene and Health Net filed with the SEC on September 21, 2015. The
registration statement has been declared effective by the SEC. Each of Centene and Health Net have mailed the definitive joint
proxy statement/prospectus to their respective stockholders and, at the appropriate time, will file other documents regarding the
merger with the SEC. Centene and Health Net urge investors and stockholders to read the definitive joint proxy
statement/prospectus, as well as other documents filed with the SEC, because they will contain important information. Investors
and security holders may receive the registration statement containing the joint proxy statement/prospectus and other documents
free of charge at the SEC’s web site, http://www.sec.gov. These documents can also be obtained free of charge from Centene upon
written request to the Investor Relations Department, Centene Plaza 7700 Forsyth Blvd. St. Louis, MO 63105, (314) 725-4477 or
from Centene’s website, http://www.centene.com/investors/, or from Health Net upon written request to the Investor Relations
Department, Health Net, Inc. 21650 Oxnard Street Woodland Hills, CA 91367, (800) 291-6911, or from Health Net’s website,
www.healthnet.com/InvestorRelations.
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LAWRENCE WU 
President 

Dr. Wu’s expertise is in the economics of antitrust and intellectual property.  He has testified in 

US district courts and in a variety of regulatory proceedings.  Prior to joining NERA, he was a 

staff economist in the Bureau of Economics of the Federal Trade Commission (FTC). From 

2011 to 2015, he was a Visiting Scholar at the Stanford Institute for Economic Policy Research 

(SIEPR) at Stanford University. 

In the area of antitrust, Dr. Wu has evaluated the competitive effects of numerous mergers and 

acquisitions.  These include proposed and consummated transactions.  He also has been retained 

as an economic expert to testify on issues related to antitrust class certification, liability, and 

damages.  He has testified on issues related to price fixing, as well as market definition and 

market power in antitrust litigations involving allegations of exclusive contracting, price 

discrimination, and anticompetitive exclusionary conduct.  Dr. Wu has analyzed these and other 

competitive issues in a variety of retail, manufacturing, and service industries, but he is 

particularly well known for his work in the area of health care, which includes health insurance, 

hospital services, physician services, and a variety of medical devices and technologies. 

With respect to intellectual property economics, Dr. Wu has testified on reasonable royalties, and 

he has written and consulted on issues involving patent pools. 

Dr. Wu has edited three books on the economics of antitrust, including a book on the use of 

econometrics in antitrust analysis.  His publications, which have appeared in Antitrust, The 

Antitrust Bulletin, Antitrust Chronicle, Antitrust Report, The Antitrust Source, European 

Competition Law Review, Journal of Business Venturing, and Medical Care, include articles on 

merger analysis, market share-based merger screens, empirical methods in merger analysis, 

patent pools, and the multiple dimensions of market power.  He also is frequently invited to 

speak at conferences and seminars. 

Dr. Wu earned his PhD from the University of Chicago Graduate School of Business and his BA 

from Stanford University. 
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NERA Economic Consulting 

1996- President (current position, since 2013) 

Stanford University, Stanford Institute of Economic Policy Research 

2011-2015 Visiting Scholar 

Federal Trade Commission, Bureau of Economics, Division of Antitrust 

1992-1996 Economist 

New York University, Robert F. Wagner Graduate School of Public Service 

Spring 1997 Adjunct Assistant Professor of Public Health Administration 

University of Chicago, Department of Economics 

Fall 1991 Lecturer 

American Hospital Association, Division of Economic Analysis 

1990-1991 Research Analyst 

Federal Reserve Bank of New York, Banking Studies Department 

1986-1987 Research Assistant 

Honors and Professional Activities 

Section of Antitrust Law, American Bar Association: 

Member, Publications Advisory Group, 2009-2011 

Member, Competitiveness Task Force, 2007-2008 

Vice Chair, Economics Committee, 2003-2006 

Member, Exemptions and Immunities Task Force, 2003-2004 

Member, American Economic Association 
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Member, American Health Lawyers Association 

Member, Western Economic Association 

Member, Section of Antitrust Law, American Bar Association 

Member, The Antitrust and Unfair Competition Law Section, State Bar of 

California 

Federal Trade Commission Award for Meritorious Service, March 1996 

Great American Cookie Company Grant and Fellowship, International Franchise 

Association Educational Foundation, 1990 

University of Chicago Fellowship, 1987-1989 

Expert Reports and Testimony 

Deposition testimony and expert report on behalf of Eaton Corporation in Mark S. Wallach, et al. 

v. Eaton Corporation, et al., United States District Court, District of Delaware, Civil Action No. 

10-260-SLR and In re Class 8 Transmission Indirect Purchaser Antitrust Litigation, United 

States District Court, District of Delaware, Civil Action No. 11-cv-00009. Report: May 22, 2015. 

Deposition: June 17-18, 2015. 

Deposition testimony and expert report on behalf of MAG Aerospace Industries, Inc. in MAG 

Aerospace Industries, Inc. v. B/E Aerospace, Inc., United States District Court, Central District 

of California, Western Division (Case No. CV-13-06089-JFW).  Reports: October 9, 2014 and 

December 5, 2014. Deposition: December 2, 2014. 

Deposition testimony and expert report on behalf of Koninklijke Philips N.V. and Philips 

Electronics North America Corporation in In Re: Cathode Ray Tube (CRT) Antitrust Litigation, 

United States District Court, Northern District of California, San Francisco Division (Master File 

No. CV-07-5944-SC, MDL No. 1917).  Reports: April 15, 2014, August 5, 2014, September 23, 

2014, and November 6, 2014. Depositions: July 11, 2014, September 12, 2014. 

Declaration on behalf of Philips Electronics North America Corporation in The State of 

California, et al. & The City and County of San Francisco v. Chunghwa Picture Tubes, LTD., et 

al., Superior Court for the State of California for the County of San Francisco, Unlimited 

Jurisdiction (Case No. CGC-11-515786).  Declaration: October 29, 2013. 

Trial and deposition testimony, expert report, and declaration on behalf of the defendants in In 

re: Vitamin C Antitrust Litigation, United States District Court for the Eastern District of New 

York (Case No. 06-MD-1738 (BMC) (JO)). Report: June 29, 2012. Deposition: August 1, 2012. 

Declaration: October 12, 2012.  Trial: March 11, 2013. 
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Deposition testimony and expert reports on behalf of the defendants in Stanislaus Food Products 

Company v. USS-POSCO Industries, et al., United States District Court for the Eastern District 

of California (Case No. CV F 09-0560 LJO BAM).  Reports: October 24, 2012 and November 9, 

2012. Deposition: December 7, 2012. 

Expert report on behalf of Ortho-Clinical Diagnostics, Inc. in In re: Blood Reagents Antitrust 

Litigation, United States District Court for the Eastern District of Pennsylvania (MDL Docket 

No. 09-2081).  Report: October 26, 2012. 

Deposition testimony and expert report on behalf of Martek Biosciences Corp. in BNLfood 

Investment SARL v. Martek Biosciences Corp., United States District Court for the District of 

Maryland, Northern Division (Case No. 1:11-CV-00446-WDQ). Report: June 15, 2012.  

Deposition: July 30, 2012. 

Deposition testimony and expert reports on behalf of American Society of Heating, Refrigerating 

and Air-Conditioning Engineers Inc. in Thermal Design, Inc. v. American Society of Heating, 

Refrigerating and Air-Conditioning Engineers Inc., United States District Court in the Eastern 

District of Wisconsin, Milwaukee Division (Case No. 07-C-0765:WEC). Reports: June 1, 2012 

and July 9, 2012.  Deposition: July 9, 2012. 

Expert report on behalf of Fujifilm North America Corporation in Retail Imaging Management 

Group LLC v. Fujifilm North America Corporation, United States District Court for the District 

of Oregon, Portland Division (Case No. 3:11-cv-01242-SI).  Report:  March 27, 2012. 

Trial and deposition testimony and expert reports on behalf of the patent holder in Jan K. Voda, 

M.D., v. Medtronic Inc., and Medtronic Vascular, Inc., United States District Court for the 

Western District of Oklahoma (Case No. 5-09-CV-00095-L).  Reports: September 2, 2011, 

September 15, 2011, and February 10, 2012.  Deposition:  October 12, 2011.  Trial: January 23, 

2012. 

Deposition testimony on behalf of the defendants in United States Federal Trade Commission v. 

Laboratory Corporation of America, et al., United States District Court for the Central District 

of California, Southern Division (Case No. SACV-10-1873-AG (MLGx).  Deposition: January 

24, 2011. 

Declaration on behalf of LabWest, Inc. and Laboratory Corporation of America in In re: 

Westcliff Medical Laboratories, Inc. and Biolabs, Inc., (Case No. 8:10-bk-16743-RK, jointly 

administered with 8:10-bk-16746-RK) and LabWest, Inc. and Laboratory Corporation of 

America v. Federal Trade Commission, United States Bankruptcy Court, Central District of 

California, Santa Ana Division.  Declaration: November 16, 2010. 

Expert report prepared for mediation on behalf of Fairmont Hotels & Resorts (U.S.) Inc. in Mark 

Apana, et al., v. Fairmont Hotels & Resorts (U.S.) Inc., dba Fairmont Kea Lani Hotel & Resort, 

United States District Court for the District of Hawaii, (Civil No. 1:08-cv-00528-JMS-LEK). 

Report:  September 13, 2010. 

Expert report on behalf of St. James Healthcare in Jesse A. Cole, M.D., v. St. James Healthcare 

and Sisters of Charity of Leavenworth Health System, Inc., Montana Second Judicial District 
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Court, Silver Bow County (Cause No. DV-07-44).  Reports: August 2, 2010 and September 13, 

2010. 

Deposition testimony and expert reports on behalf of Allied Exhaust Systems, Inc. in Gorlick 

Distribution Centers, LLC v. Car Sound Exhaust System, Inc. and Allied Exhaust Systems, Inc., 

United States District Court for the Western District of Washington at Seattle (Case No. C07-

1076 RAJ).  Reports: April 12, 2010 and May 19, 2010.  Deposition:  May 12, 2010.  

Deposition testimony and expert report on behalf of a defendant in John Karamanos, Advanced 

Microtherm, Inc.; HVAC Sales, Inc., v. Norman Wright Mechanical Equipment Corporation, et 

al., United States District Court for the Northern District of California, San Jose Division (Case 

No. C04-02266 JW).  Report: February 5, 2010.  Deposition: March 24, 2010. 

Expert report on behalf of the defendant physicians in Mark G. Wood, M.D. v. Archbold Medical 

Center, Inc., John D. Archbold Memorial Hospital, Inc., et al., United States District Court for 

the Middle District of Georgia, Valdosta Division (Case No. 7:07-cv-109). Report: July 28, 

2009. 

Oral testimony at an Informal Fact Finding Conference on behalf of Inova Health System in 

connection with Virginia Department of Health Certificate of Public Need Request No. Va-7622.  

Testimony: May 12, 2009. 

Deposition and trial testimony and declarations on behalf of Johnson & Johnson and Cordis 

Corporation in Boston Scientific Corporation, Boston Scientific Scimed, Inc., Scimed Life 

Systems, Inc., and Schneider (Europe) GmbH v. Johnson & Johnson and Cordis Corporation 

and Cordis Corporation v. Boston Scientific Corporation, Boston Scientific Scimed, Inc., Scimed 

Life Systems, Inc., and Schneider (Europe) GmbH, United States District Court for the Northern 

District of California, San Francisco Division (Case No. 02-0790 SI). Declarations: May 9, 2008 

and September 22, 2008.  Deposition: June 5, 2008.  Evidentiary Hearing: February 2, 2009. 

Testimony and affidavit on behalf of Delta Dental Plan of Massachusetts in Concerning Fees 

that Dental Services of Massachusetts d/b/a Delta Dental Plan of Massachusetts Pays 

Participating Dentists and the Method Used to Determine Such Fees Pursuant to M.G.L. c. 176E, 

Section 4, Commonwealth of Massachusetts, Office of Consumer Affairs and Business 

Regulation, Division of Insurance (Docket No. G2008-10).  Testimony: December 18, 2008.  

Affidavit: March 5, 2009. 

Deposition testimony on behalf of The Hospice of the Florida Suncoast, Inc. in Hospice of Palm 

Coast, Inc. vs. Agency for Health Care Administration and The Hospice of the Florida Suncoast, 

Inc., State of Florida, Division of Administrative Hearings (DOAH Case No. 06-1272 CON).  

Depositions: December 2, 2008 and March 12, 2009. 

Deposition testimony and expert report on behalf of United Healthcare of Ohio, Inc. in 

connection with class certification in Academy of Medicine of Cincinnati, et al. v. Aetna Health, 

Inc., et al., Court of Common Pleas, Hamilton County, Ohio (Case No. A0204947). Report:  

September 29, 2008.  Deposition: November 20, 2008. 
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Declarations on behalf of Inova Health System in connection with Virginia Department of 

Health Certificate of Public Need Request No. Va-7529 by Inova Health Care Services on behalf 

of Inova Fairfax Hospital.  Declarations: August 1, 2008 and September 9, 2008. 

Declaration on behalf of the defendants in Hawai`i Children’s Blood and Cancer Group v. 

Hawai`i Pacific Health; Kapi`olani Medical Specialists; Kapi`olani Medical Center For Women 

and Children, United States District Court for the District of Hawai`i (Civil No. CV03-00708).  

Declaration: July 14, 2008. 

Declaration and expert report on behalf of the defendants in Kelley Woodruff, M.D. and Hawai`i 

Children’s Blood and Cancer Group v. Hawai`i Pacific Health, et al., Circuit Court of the First 

Circuit, State of Hawaii, (Civil No. 02-1-0090-01 (BIA)).  Declaration: February 14, 2008.  

Expert Report: February 22, 2008. 

Deposition testimony on behalf of St. Joseph’s Hospital in connection with St. Joseph’s Hospital, 

Inc.,  d/b/a St. Joseph’s Hospital  v. Agency for Health Care Administration, et. al., State of 

Florida, Division of Administrative Hearings (Case No. 05-2754).  Deposition: September 25, 

2007. 

Declarations on behalf of the defendants in The City of New York v. Group Health Incorporated, 

HIP Foundation, Inc., and Health Insurance Plan of Greater New York, United States District 

Court for the Southern District of New York (Case No. 06 Civ. 13122 (KMK) (RME)).  

Declarations: March 6, 2007, November 9, 2007, and February 18, 2010. 

Deposition testimony and report on behalf of the plaintiff in American Medical Response Inc. v. 

City of Stockton, United States District Court in and for the Eastern District of California (Civil 

Action No. 2:05-CV-01316 DFL-EFB).  Report: November 2, 2006. Deposition: January 19, 

2007. 

Expert report on behalf of the defendant in connection with San Diego Physicians Medical 

Group, Inc. v. Sharp Community Medical Group Inc., Superior Court of the State of California 

for the County of San Diego Central (Case No. GIC 862275).  Report: April 14, 2006. 

Deposition testimony and report on behalf of PCI Holding Corporation in connection with 

Chemed Corporation v. PCI Holding Corporation, et al., v. Vitas Healthcare Corp., Superior 

Court of the Commonwealth of Massachusetts (Civil Action No. 04-2354-BLS2). Report:  

November 30, 2005. Deposition: June 30, 2006. 

Testimony before the Provider Reimbursement Review Board, Centers for Medicare and 

Medicaid Services, on behalf of St. David’s Healthcare System in St. David’s Healthcare System 

v. Blue Cross Blue Shield Association/Trailblazer Health Enterprises, LLC, Exception to Related 

Organization Principle (PRRB Case No. 95-0315G).  Testimony: September 29, 2005. 

Deposition testimony and reports on behalf of the defendants in connection with East Portland 

Imaging Center, P.C., and Body Imaging, P.C., v. Providence Health System-Oregon, 

Providence Health Plan, Portland Medical Imaging, LLP, Radiology Specialists of the 

Northwest, P.C., Center for Medical Imaging, LLP and Advanced Medical Imaging, LLC, United 
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States District Court for the District of Oregon (Case No. 05-CV-465-KI).  Reports: June 1, 2005 

and November 1, 2005.  Deposition: November 22, 2005. 

Expert report on behalf of Regence Blue Shield of Idaho, Inc. in connection with Government 

Employees Medical Plan and Mutual Insurance Associates, Inc. v. Regence Blue Shield of Idaho, 

Inc. and Blue Cross of Idaho Health Services, Inc., United States District Court for the District of 

Idaho (Case No. CIV 04-284-E-BLW).  Report: May 16, 2005. 

Expert reports on behalf of the defendant in connection with George Yardley Co. and Yardley-

Zaretsky, Inc. v. Johnson Controls, Inc., et al. (American Arbitration Association, Case No. 72 

110 01086 02 HLT).  Reports: October 4, 2004 and December 1, 2004. 

Expert report on behalf of Business Venture Investments No. 790 (PTY) Limited and Afrox 

Healthcare Limited in connection with the proposed acquisition of an ownership interest in 

Afrox Healthcare Limited.  Report was submitted to the Competition Tribunal of South Africa in 

connection with Case No. 76/LM/DEC 03.  Report: July 1, 2004. 

Expert report on behalf of Nestlé in connection with Nestlé’s proposed acquisition of Chocolates 

Garoto, S.A.  Report was submitted to Brazil’s competition authority, CADE (Conselho 

Administrativo de Defesa Econômica), in connection with the agency’s review of the proposed 

transaction.  Report: December 3, 2003. 

Deposition testimony and expert report on behalf of the defendants in connection with EasCare, 

LLC v. Cape Cod Healthcare, Inc. and Cape Cod Medical Enterprises, Inc. d/b/a Cape Cod 

Ambulance and Medical Services Ambulance, United States District Court for the District of 

Massachusetts (Civil Action No. 02-11460-RWZ).  Report: July 25, 2003.  Deposition: 

September 11-12, 2003. 

Deposition and trial testimony on behalf of Naples Community Hospital in connection with 

Collier HMA, Inc.’s Certificate of Need Application (CON #9551), State of Florida, Division of 

Administrative Hearings.  Deposition: February 11, 2003.  Trial testimony: March 18, 2003. 

Deposition and trial testimony on behalf of LifePath, Inc. in connection with LifePath, Inc. v. 

Agency for Health Care Administration and Hernando-Pasco Hospice, Inc., Case Nos. 00-3203 

et seq., State of Florida, Division of Administrative Hearings.  Deposition: June 29, 2002. Trial 

testimony: August 7, 2002. 

Deposition testimony and expert report on behalf of three defendants (suppliers of biotin) in 

connection with In re: Vitamins Antitrust Litigation, United States District Court for the District 

of Columbia (M.D.L. Docket No. 1285).  Report: June 28, 2002.  Deposition: August 26, 2002. 

Deposition and trial testimony and expert reports on behalf of the merging parties in the matter 

of Federal Trade Commission v. Swedish Match North America, Inc. and National Tobacco 

Company, L.P., United States District Court for the District of Columbia (No. 1:00-CV-001501 

TFH).  Reports: July 28, 2000 and August 15, 2000.  Deposition: August 16, 2000.  Trial 

testimony: September 7-8, 2000. 
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Expert report on behalf of Aetna U.S. Healthcare in connection with Aetna U.S. Healthcare’s 

proposed acquisition of Prudential Health Care Plan, Inc. before the Department of Insurance of 

the State of Georgia.  Report: May 19, 1999. 

Oral testimony and expert report on behalf of Aetna U.S. Healthcare in connection with Aetna 

U.S. Healthcare’s proposed acquisition of Prudential Health Care Plan, Inc. before the 
Department of Banking and Insurance and the Department of Health and Senior Services of the 

State of New Jersey.  Testimony: April 9, 1999. 

Deposition and trial testimony and expert report on behalf of the Federal Trade Commission in 

the matter of Federal Trade Commission and State of Missouri v. Tenet Healthcare Corporation 

and Poplar Bluff Physician’s Group, Inc., United States District Court for the Eastern District of 

Missouri (No. 4:98-CV-709 CDP).  Report: May 20, 1998.  Deposition: June 2, 3, and 5, 1998.  

Trial: June 23 and 26, 1998. 

Deposition testimony and expert report on behalf of the defendants in connection with William G. 

Marshall, Jr., M.D., v. Edward Planz, M.D. and Southeastern Cardiovascular Associates, P.C., 

United States District Court for the Middle District of Alabama (No. CV-97-T-793-S). Report: 

March 16, 1998. Deposition: May 22, 1998. 

Deposition and trial testimony on behalf of the Federal Trade Commission in the Matter of 

International Association of Conference Interpreters. Docket Number 9270, Federal Trade 

Commission administrative proceeding.  Deposition: January 4, 5, and 6, 1996. Trial testimony: 

January 16-19, 1996. 

Statements and Testimony at Government Hearings and Workshops 

Statement on “Direct Evidence of Competitive Effects.” Prepared for the Federal Trade 
Commission and the Department of Justice Horizontal Merger Guidelines Workshop, Stanford, 

CA, January 14, 2010. 

Statement on the Analysis of Entry in Health Insurance Markets.  Prepared for the Federal Trade 

Commission and the Department of Justice Hearings on Health Care and Competition Law and 

Policy, Washington, D.C., April 24, 2003. 

Statement on the Analysis of Competitive Effects in Health Insurance Markets.  Prepared for the 

Federal Trade Commission and the Department of Justice Hearings on Health Care and 

Competition Law and Policy, Washington, D.C., April 23, 2003. 

Statement on the Analysis of Hospital Post-Merger Conduct.  Prepared for the Federal Trade 

Commission and the Department of Justice Hearings on Health Care and Competition Law and 

Policy, Washington, D.C., April 23, 2003. 

Statement before the Federal Trade Commission on Health Insurance: Payor/Provider Issues.  

Prepared for the Federal Trade Commission Workshop on Health Care and Competition Law and 

Policy, Washington, D.C., September 9, 2002. 
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Books and Monographs 

Michele Floyd and Lawrence Wu, The Revolution in the Law and Economics of Antitrust Class 

Certification (LexisNexis, Inc., 2015). 

Econometrics: Legal, Practical and Technical Issues, Second Edition, ed. Lawrence Wu and 

Charles Biggio (American Bar Association Section of Antitrust Law, 2014). 

Economics of Antitrust: Complex Issues in a Dynamic Economy, ed. Lawrence Wu (White 

Plains, NY: NERA Economic Consulting, 2007). 

Economics of Antitrust: New Issues, Questions, and Insights, ed. Lawrence Wu (White Plains, 

NY: NERA Economic Consulting, 2004). 

Publications 

Nadia Soboleva and Lawrence Wu, “Standard Setting: Should there be a Level Playing Field for 

all FRAND Commitments?” Competition Policy International Antitrust Chronicle, Vol. 10, No. 

1, Autumn 2013. 

Gregory K. Leonard and Lawrence Wu, “Merger Assessment and Frontier of Economic 
Analyses (4): Empirical Methods in Antitrust Merger Review,” Kokusai Shoji Houmu 

(International Business Law and Practice) Vol. 40, No.3, 2012, pp. 391-401. 

Gregory K. Leonard and Lawrence Wu, “Merger Assessment and Frontier of Economic 
Analyses (5): Empirical Methods in Antitrust Merger Review,” Kokusai Shoji Houmu 

(International Business Law and Practice) Vol. 40, No.4, 2012, pp. 557-564. 

Gregory K. Leonard and Lawrence Wu, “Merger Assessment and Frontier of Economic 
Analyses (6): Empirical Methods in Antitrust Merger Review,” Kokusai Shoji Houmu 

(International Business Law and Practice) Vol. 40, No.5, 2012, pp. 731-739. 

Corey Roush and Lawrence Wu, “Market Definition and Implications for Merger Review,” Law 

360, July 11, 2011. 

Elizabeth M. Bailey, Gregory K. Leonard, and Lawrence Wu, “Unilateral Competitive Effects of 

Mergers Between Firms with High Profit Margins” Antitrust, Vol. 25, No. 1, Fall 2010. 

Elizabeth M. Bailey, Gregory K. Leonard, G. Steven Olley, and Lawrence Wu, “Merger Screens: 

Market Share-Based Approaches Versus ‘Upward Pricing Pressure’,” The Antitrust Source, 

February 2010. 

Gregory K. Leonard and Lawrence Wu, “Revising the Merger Guidelines: Second Request 

Screens and the Agencies’ Empirical Approach to Competitive Effects,” Antitrust Chronicle, Vol. 

12, No. 1, Winter 2009. 
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Gregory K. Leonard and Lawrence Wu, “Assessing the Competitive Effects of a Merger: 

Empirical Analysis of Price Differences Across Markets and Natural Experiments,” Antitrust, 

Vol. 22, No. 1, Fall 2007, pp. 96-101. 

Paul Hofer, Mark Williams, and Lawrence Wu, “The Economics of Market Definition Analysis 
in Theory and in Practice,” The Asia Pacific Antitrust Review 2007, Global Competition Review, 

May 2007, pp. 10-13. 

Christian Dippon, Gregory Leonard, and Lawrence Wu, “Application of Empirical Methods in 

Merger Analysis,” a chapter in a Japan Fair Trade Commission Competition Policy Research 

Center report titled Merger Investigation and Economic Analysis, November 2005, pp. 108-155. 

Alan J. Daskin and Lawrence Wu, “Observations on the Multiple Dimensions of Market Power,” 
Antitrust, Vol. 19, No. 3, Summer 2005, pp. 53-58. (Also see Chapter 11 in Economics of 

Antitrust: Complex Issues in a Dynamic Economy, ed. Lawrence Wu (White Plains, NY: NERA 

Economic Consulting, 2007), pp. 137-153.) 

Lawrence Wu and Thomas R. McCarthy, “Essential Issues in the Competitive Analysis of Patent 

Pools,” in Economic Approaches to Intellectual Property Policy, Litigation, and Management, 

ed. Gregory K. Leonard and Lauren J. Stiroh (White Plains, NY: NERA Economic Consulting, 

2005), pp. 233-249. 

Robert Skitol and Lawrence Wu, “A Transatlantic Swim through Patent Pools: Keeping Antitrust 

Sharks at Bay,” in On the Merits: Current Issues in Competition Law and Policy, Liber 

Amicorum Peter Plompen, ed. Paul Lugard and Leigh Hancher (Antwerpen-Oxford: Intersentia, 

2005), pp. 103-116. 

Paul Hofer, Patrick Smith, and Lawrence Wu, “Quantitative Techniques in Competition Policy 
Analysis,” The Asia Pacific Antitrust & Trade Review 2005, Global Competition Review, April 

2005, pp. 13-16. 

Lawrence Wu and Rika Mortimer, “Competition and Innovation in Health Care Markets and 

their Implications for Antitrust Enforcement,” Antitrust Health Care Chronicle, Vol. 18, No. 4, 

Winter 2005, p. 3, 12-16. 

Paul Hofer, Mark Williams, and Lawrence Wu, “Principles of Competition Policy Economics,” 

The Asia Pacific Antitrust Review 2004, Global Competition Review, April 2004, pp. 4-7. 

Lawrence Wu, “Two Methods of Determining Elasticities of Demand and Their Use in Merger 

Simulation,” in Economics of Antitrust: New Issues, Questions, and Insights, ed. Lawrence Wu 

(White Plains, NY: NERA Economic Consulting, 2004), pp. 21-33. (Previously published in 

Antitrust Insights, NERA Economic Consulting, January/February 2003.) 

Lawrence Wu, Paul Hofer, and Mark Williams, “The Increasing Use of Empirical Methods in 

European Merger Enforcement: Lessons from the Past and a Look Ahead,” in Economics of 

Antitrust: New Issues, Questions, and Insights, ed. Lawrence Wu (White Plains, NY: NERA 

Economic Consulting, 2004), pp. 71-83.  (Originally prepared for the UCLA Law First Annual 
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Institute on U.S. and E.U. Antitrust Aspects of Mergers and Acquisitions, Los Angeles, 

California, February 28, 2004.) 

Lawrence Wu, “The Economic Analysis of Mergers After Daubert,” The Economics Committee 

Newsletter, American Bar Association Section of Antitrust Law, Economics Committee, Vol. 1, 

No. 1, Spring, 2001, p. 16-20. 

Robert E. Bloch, Scott P. Perlman, and Lawrence Wu, “A New and Uncertain Future for 
Managed Care Mergers: An Antitrust Analysis of the Aetna/Prudential Merger,” Antitrust 

Report, October 1999, pp. 37-61. 

Thomas R. McCarthy, Scott J. Thomas, and Lawrence Wu, “Efficiencies Analysis in Hospital 

Mergers,” in Antitrust and Healthcare Insights into Analysis and Enforcement, American Bar 

Association, 1999, pp. 119-149. (A similar version appeared in the Antitrust Health Care 

Chronicle, Vol. 13, No. 1, Winter 1999, pp. 2-11.) 

Lawrence Wu, “The Pricing of a Brand Name Product: Franchising in the Motel Services 

Industry,” Journal of Business Venturing, Vol. 14, No. 1, January 1999, pp. 87-102. 

Lawrence Wu, “The Evidence Is In: A Review of the Market Definition Debate in Hospital 

Merger Cases,” Antitrust Report, November 1998, pp. 23-41. 

Simon Baker and Lawrence Wu, “Applying the Market Definition Guidelines of the European 

Commission,” European Competition Law Review, Vol. 19, No. 5, June 1998, pp. 273-280. 

Lawrence Wu and De-Min Wu, “Measuring the Degree of Interindustry Competition in U.S. v. 

Continental Can,” The Antitrust Bulletin, Vol. XLII, No. 1, Spring 1997, pp. 51-84. 

David Dranove, William D. White, and Lawrence Wu, “Segmentation in Local Hospital 

Markets,” Medical Care, Vol. 31, No. 1, January, 1993, pp. 52-64. 

Other Professional Reports and Articles 

Lawrence Wu, James Mellsop, Stephen King, Kristin Terris, and Will Taylor, “Levelling the 

Playing Field: The Role of the Internet and Mobile Computing in Improving the Efficiency and 

Competitiveness of Australian Small Business,” November 17, 2014. 

Elizabeth M. Bailey, Gregory K. Leonard, and Lawrence Wu, “Comments on the 2010 Proposed 

Horizontal Merger Guidelines,” a comment prepared in response to the FTC and DOJ’s Request 

for Views on Proposed Horizontal Merger Guidelines, June 3, 2010. 

Gregory K. Leonard and Lawrence Wu, “Revising the Merger Guidelines: Second Request 

Screens and the Agencies’ Empirical Approach to Competitive Effects,” a comment prepared in 

response to the FTC and DOJ’s Notice of Public Workshop(s) and Request for Comments in 

connection with the FTC and DOJ’s Horizontal Merger Guidelines Review Project, November 9, 

2009. 
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Paul Lugard, John Taladay, and Lawrence Wu, “Comments on Draft EC Guidelines on the 
Assessment of Non-Horizontal Mergers Under the Council Regulation on the Control of 

Undertakings Between Undertakings,” on behalf of the International Chamber of Commerce, 

Commission on Competition. Submitted to the European Commission, May 13, 2007 (at 

http://ec.europa.eu/comm/competition/mergers/legislation/files_non_horizontal_consultation/icc. 

pdf). 

Paul Lugard, Lawrence Wu, Ilene Gotts, John Taladay, Eileen Reed, and Doris Hildebrand, 

“Comments on the Church Report and its Implications for Non-Horizontal Merger Guidelines,” a 
report to the European Commission on behalf of the International Chamber of Commerce, 

September 13, 2006 (at http://www.iccwbo.org/uploadedFiles/ICC/policy/competition/ 

Statements/CommentsChurchReport13Sept06.pdf). 

Lawrence Wu, “Innovation in the Coronary Stent Industry: A Note on the Competitive 

Importance of Products in the R&D Pipeline,” prepared for the 2005 Antitrust in Healthcare 

Conference sponsored by the American Bar Association Antitrust Law and Health Law Sections 

and the American Health Lawyers Association, Washington, DC, May 2005. 

Lawrence Wu and Rika Mortimer, “Competition Policy Challenges in Innovative Health Care 
Markets,” prepared for the 6th Annual Conference on Emerging Issues in Healthcare Law 

sponsored by the American Bar Association Health Law Section, Lake Buena Vista, Florida, 

February 2005. 

Lawrence Wu, “Economic Aspects of an Analysis of Hospital Post-Merger Pricing and 

Conduct,” prepared for the 2003 Antitrust in Healthcare Conference sponsored by the American 

Bar Association Antitrust Law and Health Law Sections and the American Health Lawyers 

Association, Washington, DC, May 15-16, 2003. 

Lawrence Wu, “Using Surveys to Evaluate the Effect of Non-Infringing Alternatives on Patent 

Infringement Damages,” a NERA Brief prepared for and presented at NERA’s Intellectual 

Property Seminar Series, Washington, DC, October 28, 1998, and New York, New York, June 3, 

1998. 

Invited Presentations 

A. Invited Presentations in the Economics of Antitrust and 
Competition Policy and Merger Analysis 

Topics in Antitrust Litigation and Competition Policy 

“Retreat from Trinko? Revisiting Refusals to Deal.”  Participant on a panel discussion at the 62
nd 

Annual Spring Meeting of the American Bar Association Section of Antitrust Law, Washington, 

DC, March 28, 2014. 
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“What Does Comcast Portend for Economic Evidence Concerning Impact, Both on Class 

Certification and on the Merits?”  Panel discussion at the Antitrust Law & Economics Institute 

for Judges, co-sponsored by the American Bar Association Section of Antitrust Law and George 

Mason University School of Law Judicial Education Program, Arlington, Virginia, October 8, 

2013. 

“The Proper Role of Economic Experts.”  Panel discussion at the Antitrust Law & Economics 

Institute for Judges, sponsored by the American Bar Association Section of Antitrust Law and 

George Mason University School of Law Judicial Education Program, Arlington, Virginia, 

October 9, 2012. 

“The Law of Pricing, Including Resale Price Maintenance in California after Leegin.”  Panel 

discussion at the 21st Annual Golden State Antitrust and Unfair Competition Law Institute, 

sponsored by the State Bar of California Antitrust and Unfair Competition Section, San 

Francisco, California, October 27, 2011. 

“Trying a Case Involving Mixed Vertical and Horizontal Restraints: The Legal, Economic and 

Practical Considerations.”  Panel discussion at a teleconference sponsored by the American Bar 

Association, Antitrust Section, Unilateral Conduct Committee, Trial Practice Committee, and 

Health Care and Pharmaceuticals Committee, October, 20, 2011. 

“Use and Misuse of Competitive Intelligence.” Panel discussion at the Reed Smith 

Pharmaceutical, Medical Device and Life Sciences Antitrust Seminar, Philadelphia, 

Pennsylvania, December 2, 2009. 

“True Grit: Weighing the Risks & Developing the Strategies for Private Litigation.” Participant 

on a panel discussion at the Second Annual Chicago Forum on International Antitrust Issues, 

Northwestern University School of Law, Chicago, Illinois, June 9, 2011. 

“Mock Trial.” Expert witness in a mock trial on the competitive impact of a resale price 

maintenance agreement at the 56th Annual Spring Meeting of the American Bar Association 

Section of Antitrust Law, Washington, DC, March 27, 2008. 

“Trial Preparation: Not Just for Outside Counsel.” Speech presented at the 54th Annual Spring 
Meeting of the American Bar Association Section of Antitrust Law, Washington, DC, March 29, 

2006. 

“The Ninth Circuit’s Recent Decision in Dagher v. Saudi Refining Inc.” Participant on a panel 

discussion on joint ventures sponsored by the American Bar Association, Antitrust Section, 

Sherman Act Section 1 and Section 2 Committees, Washington, DC, October 26, 2004. 

“An Economic Perspective on Business Practices with ‘Billion Dollar’ Price Tags.” Speech 

presented at the Antitrust Law Committee Forum, “Antitrust and Distribution: How to Avoid the 

Billion Dollar Judgment,” at the Spring Meeting of the American Bar Association Section of 
Business Law, Seattle, Washington, April 3, 2004. 
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“The Sixth Circuit’s Recent Decision in Conwood Co., L.P. et al. v. United States Tobacco Co., 

et al.” Participant on a panel discussion sponsored by the American Bar Association, Antitrust 

Section, Sherman Act Section 2 Committee, July 17, 2002. 

“The Role of Economics in a Bid-Rigging Investigation.” Speech presented at the Antitrust 

Seminar, National Association of Attorneys General, Baltimore, Maryland, October 12, 1995. 

Merger Analysis 

“Merger Analysis from an Economist’s Perspective.”  Speaker on a webcast titled “Perspectives 

on Innovation, Information Exchange, and Antitrust in a Global Context,” sponsored by The 
Knowledge Group, LLC, August 28, 2012. 

“Let’s Make a Deal: Roundtable on EU and US Merger Developments.” Participant on a panel 

discussion sponsored by The New York State Bar Association Antitrust Law Section and The 

State Bar of California Antitrust & Unfair Competition Law Section, Los Angeles, California, 

July 20, 2011. 

“The Federal Trade Commission’s Challenge to Laboratory Corporation of America’s 

Acquisition of Westcliff Medical Laboratories.” Participant on a panel discussion sponsored by 
the American Bar Association, Antitrust Section, Health Care and Pharmaceuticals Committee 

and Mergers & Acquisitions Committee, Washington, DC, June 8, 2011. 

“The Increasing Use of Empirical Methods in European Merger Enforcement: Lessons from the 

Past and a Look Ahead.” Speech presented at the UCLA Law First Annual Institute on U.S. and 

E.U. Antitrust Aspects of Mergers and Acquisitions, Los Angeles, California, February 28, 2004. 

“Getting a Fix on FTC v. Libbey, Inc., et al.” Speech presented at a seminar sponsored by the 

Antitrust Committee of the Boston Bar Association, March 8, 2002. 

Health Care Economics, Competition Policy, and Merger Analysis 

“Antitrust Counseling for Hospital and Physician Affiliations in an Age of FTC Dominance.” 

Speaker at a Bloomberg BNA webinar, July 14, 2015. 

“Assessing Market Power and Harm to Competition in Evolving Health Care Markets.”  Panel 

discussion at the 2014 Antitrust in Health Care conference, co-sponsored by the American Bar 

Association Antitrust Law and Health Law Sections and the American Health Lawyers 

Association, Washington, DC, May 14, 2014. 

“Can Competition and Innovation Cure the Concerns over Health Care Spending?” Presentation 

for the Chicago Economics Society Distinguished Alumni Speaker Series, San Francisco, 

California, October 11, 2013. 

“Understanding Competition in Health Care Markets: How is Health Care Different from Other 

Industries.”  Panel discussion sponsored by the American Bar Association, Section of Antitrust 

Law, Health Care and Pharmaceuticals Committee, Washington, DC, February 15, 2012. 
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“Challenges in Assessing the Competitive Effects of ACOs.”  Presentation at the 2011 Fall 
Forum, sponsored by the American Bar Association, Antitrust Section, Washington, DC, 

November 17, 2011. 

“Current Issues in Healthcare Antitrust.”  Panel discussion at the 20th Annual Golden State 

Antitrust and Unfair Competition Law Institute, sponsored by the State Bar of California 

Antitrust and Unfair Competition Section, San Francisco, California, October 21, 2010. 

“Mergers and Acquisitions Among Healthcare Providers in 2010: Are There New Rules for the 

Game?”  Panel discussion at the 2010 Antitrust in Healthcare conference, co-sponsored by the 

American Bar Association Antitrust Law and Health Law Sections and the American Health 

Lawyers Association, Washington, DC, May 25, 2010. 

“Hospital Mergers, Acquisitions, and Joint Ventures—Antitrust Considerations.”  Panel 

discussion at the Washington State Society of Healthcare Attorneys Annual Spring Hospital & 

Health Law Seminar, Seattle, Washington, April 30, 2010. 

“Why Don’t Health Insurance Markets Work Like Other Markets?  Or Do They?”  Panel 

discussion on the economics of health reform at an American Health Lawyers Association 

teleconference, co-sponsored by the Antitrust and Payors, Plans, and Managed Care Practice 

Groups and the Healthcare Reform Educational Task Force, April 27, 2010. 

“Current Antitrust Issues in Healthcare: A New Dose of Competition or the Same Old 

Prescription?”  Panel discussion at the New York State Bar Association Annual Meeting, 

Antitrust Section, New York, New York, January 28, 2010. 

“Assessing Market Power in Healthcare Markets: Developments in Private Litigation and 

Government Enforcement.” Speech presented at the 2008 Annual Meeting of the American 

Health Lawyers Association before the Antitrust Practice Group, San Francisco, California, June 

30, 2008. 

“Fundamentals of Health Care Antitrust Economics.” Faculty presenter on the program, which 

was sponsored by the American Bar Association, Section of Antitrust Law, Economics and 

Health Care and Pharmaceuticals Committees, Washington, DC, November 8, 2007. 

“Hot Topics in Healthcare Antitrust: Market Definition.” Speech presented at the 2005 Antitrust 

in Healthcare conference, co-sponsored by the American Bar Association Antitrust Law and 

Health Law Sections and the American Health Lawyers Association, Washington, DC, May 12, 

2005. 

“Protecting Competition or Protecting Competitors? Antitrust Issues for Plans and Providers.” 
Speech presented at the 2005 Law Conference on Health Insurance Plans: Bridging the Gap 

between Providers and Insurers, co-sponsored by America’s Health Insurance Plans and the 

American Health Lawyers Association, Colorado Springs, Colorado, May 3-4, 2005. 

“Is Competition the Answer: Did DOJ and FTC Get it Right, or Does Regulation Still Serve its 

Purpose in Healthcare?” Participant on a panel discussion at the 6th Annual Conference on 
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Emerging Issues in Healthcare Law sponsored by the American Bar Association Health Law 

Section, Lake Buena Vista, Florida, February 24, 2005. 

“Forces Shaping the Next Era in Health Care and their Economic Impact on Hospitals.” Invited 

keynote speaker at the Mercer Human Resource Consulting and Marsh USA, Inc. Fifth Annual 

Hospital Management Seminar, Portland, Oregon, October 4, 2004.  

“Antitrust and Health Care: Assessing Issues for California and the United States.” Invited 

speaker at a conference sponsored by the Nicholas C. Petris Center on Health Care Markets and 

Consumer Welfare at the University of California, Berkeley, California, April 30 – May 1, 2004. 

“Rx/OTC Switches and Prescription Drug Reimportation: Consequences for Consumers.” 
Speech presented at the New York State Bar Association Annual Meeting, Food, Drug and 

Cosmetic Law Section, New York, New York, January 29, 2004. 

“Forces Shaping the Next Big Idea in Health Care.” Speech presented at the Marsh Healthcare 

Forum, Colorado Springs, Colorado, September 9, 2003. 

“Economic Perspectives on Retrospective Reviews of Healthcare Mergers.” Speech presented at 

the Antitrust in Healthcare Conference sponsored by the American Bar Association Antitrust 

Law and Health Law Sections and the American Health Lawyers Association, Washington, D.C., 

May 15-16, 2003. 

“The Brave New World for Managed Care Mergers: The Aetna/Prudential Merger.” Speech 

presented at the 11th Annual Managed Care Law Conference, co-sponsored by the American 

Association of Health Plans and the American Bar Association, Kiawah Island, South Carolina, 

May 1, 2000.  

“The Analysis of Product Market Definition and Entry in the Aetna/Prudential Transaction.” 
Speech presented at a health care antitrust conference sponsored by the American Health 

Lawyers Association, Arlington, Virginia, February 17-18, 2000. 

“The New Challenge for Mergers of Health Plans: What Does the Aetna/Prudential Decree 

Portend?” Speech presented at the Fifth Annual Health Care Antitrust Forum, Chicago, Illinois, 

October 22, 1999. 

“Vertical Integration in Health Care.” Speech presented at the 47
th 

Annual Spring Meeting of the 

American Bar Association Section of Antitrust Law, Washington, DC, April 14, 1999. 

“Hospital Price Inflation: Will it Continue to Fall?” Speech presented at a conference presented 

by J&H Marsh & McLennan, Inc., St. Louis, Missouri, February 25, 1999. 

“An Introduction to the Economics of Hospital Merger Analysis.” Speech presented at a health 

care antitrust conference sponsored by the Federal Trade Commission, the Missouri Attorney 

General, St. Louis University School of Law and the American Bar Association Antitrust Section, 

St. Louis, Missouri, November 14, 1997. 
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“Hospital Merger Efficiencies: Passing on the Cost Savings to Consumers.” Speech presented at a 
health care antitrust conference sponsored by the Federal Trade Commission, Denver, Colorado, 

October 25, 1996. 

B. Invited Presentations in the Economics of Intellectual Property and 
Patent Damages 

“Patent Pools Face New Antitrust Threats,” Panel discussion at the Antitrust and Intellectual 

Property Conference co-sponsored by the American Bar Association Sections of Antitrust Law 

and Intellectual Property Law and Stanford University, Stanford Law School, Stanford, 

California, October 10, 2013. 

“Paper Tiger or Hidden Dragon: The Law, Economics and Business of Patent Infringement 

Damages in an Era of Innovation & Global Competition.”  Panel discussion at the National 

Asian Pacific American Bar Association (NAPABA) Annual Convention, Los Angeles, 

California, November 19, 2010. 

“Patent Licensing and Competition Policy:  Implications of Quanta Computer and Patent 

Trolls.” Remarks presented at the 57th Annual Spring Meeting of the American Bar Association 

Section of Antitrust Law, Washington, DC, March 26, 2009. 

“Mock Trial on Patent Damages.”  Expert witness in a mock trial on reasonable royalty damages 

at an intellectual property seminar for Chinese judges sponsored by Stanford Law School, 

Stanford Program in Law, Science & Technology, August 16, 2007. 

“Patent Pools and Standard Setting – an Economic Perspective.” Speech presented before the 

Antitrust Law Section of the Minnesota State Bar Association, Minneapolis, Minnesota, October 

25, 2005. 

“Standard Setting, Market Power, and IP Value.” Speech presented before the Antitrust Section 

of the Los Angeles County Bar Association, Los Angeles, California, December 14, 2004. 

Selected Merger Experience 

Zillow, Inc. and Trulia, Inc.: presentations and reports to the Federal Trade Commission in 

connection with a proposed transaction that combined two online real estate advertising 

platforms, 2014-2015. 

Stryker Corporation and Mako Surgical Corporation: consulting on the competitive implications 

of a proposed acquisition involving technology for robot-assisted orthopedic surgery, 2013. 

Express Scripts, Inc. and Medco Health Solutions: consulting on the competitive implications of 

a proposed acquisition involving pharmacy benefit management (PBM) services, 2011-2012. 
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Laboratory Corporation of America and Westcliff Medical Laboratories, Inc.: presentations to 

the Federal Trade Commission in connection with a transaction involving companies that 

provide clinical laboratory services to physicians in Southern California, 2010-2011. 

McKesson Corporation and US Oncology: analyses submitted to the Federal Trade Commission 

in connection with a proposed acquisition involving competition in physician practice 

management services and the distribution of oncology drugs to physician practices, 2010. 

Thoratec Corporation and HeartWare International, Inc.: presentations and reports to the 

Federal Trade Commission in connection with a proposed transaction that would have combined 

two manufacturers of mechanical circulatory support devices used to treat patients with advanced 

heart failure, 2009. 

Datascope Corporation and Getinge AB:  consulting on the competitive implications of a 

proposed acquisition involving companies that make and sell surgical grafts, 2008. 

Inova Health System and Prince William Hospital: presentations to the Federal Trade 

Commission in connection with a proposed merger of two hospitals, 2008. 

Cal Dive International, Inc., Helix Energy Solutions Group, Inc., and Horizon Offshore, Inc.: 

presentation to the Department of Justice in connection with an acquisition involving certain 

diving and offshore pipelay assets, 2007. 

The City of New York v. Group Health Incorporated, HIP Foundation, Inc., and Health 

Insurance Plan of Greater New York, United States District Court for the Southern District of 

New York (Case No. 06 Civ. 13122 (KMK) (RME)): declarations on behalf of the merging 

parties in connection with an acquisition involving two health insurance plans, 2007. 

Proctor & Gamble (P&G): reports and presentations to the Federal Trade Commission in 

connection with an acquisition involving over-the-counter heartburn products, 2006. 

Fresenius Medical Care and Renal Care Group: reports and presentations to the Federal Trade 

Commission in connection with an acquisition of a national chain of kidney dialysis treatment 

centers in the US, 2005-2006. 

Evanston Northwestern Healthcare Corporation and Highland Park Hospital: reports and 

presentations to the Federal Trade Commission in connection with a retrospective analysis of the 

competitive effects of a merger of two hospitals in the Chicago area, 2002-2004. 

General Electric Company and Instrumentarium Corporation: reports and presentations to the 

Department of Justice and European Commission on behalf of a third party in connection with a 

proposed acquisition involving patient monitoring devices, 2003. 

Libbey, Inc. and Anchor Hocking Glass Company: report and presentations to the Federal Trade 

Commission in connection with a proposed acquisition in the glass beverageware industry, 2001-

2002. 
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Cytyc Corporation and Digene Corporation: presentations to the Federal Trade Commission in 

connection with a proposed acquisition involving the sale of diagnostic test kits for the human 

papillomavirus (HPV), 2002. 

Philips Medical Systems and Agilent Technologies, Inc.: report and presentations to the 

Department of Justice in connection with the proposed acquisition of Agilent’s Healthcare 
Solutions Group by Philips Medical Systems.  Both companies manufactured and sold cardiac 

ultrasound machines, 2000-2001. 

Tyco International Ltd. and Pulmonetic Systems, Inc.: report and presentations to the Federal 

Trade Commission in connection with a proposed acquisition involving home care respiratory 

ventilators, 2001. 

Federal Trade Commission v. Swedish Match North America, Inc. and National Tobacco 

Company, L.P., United States District Court for the District of Columbia (No. 1:00-CV-001501 

TFH):  deposition and trial testimony and expert reports on behalf of the merging parties in 

connection with an acquisition involving smokeless tobacco products, 2000. 

Aetna U.S. Healthcare and Prudential Health Care Plan, Inc.: reports and presentations to the 

Department of Justice and to various state insurance departments in connection with a proposed 

acquisition in the health insurance industry, 1998-1999. 

Newell Rubbermaid, Inc. and Regal Ware, Inc.: report to the Federal Trade Commission in 

connection with a proposed acquisition in the cookware industry, 1999. 

Federal Trade Commission and State of Missouri v. Tenet Healthcare Corporation and Poplar 

Bluff Physician’s Group, Inc., United States District Court for the Eastern District of Missouri 

(No. 4:98-CV-709 CDP): deposition and trial testimony and expert report on behalf of the 

Federal Trade Commission in connection with a proposed merger of two hospitals, 1998. 

Arrow International, Inc. and C.R. Bard: presentation to the Federal Trade Commission in 

connection with the acquisition of C.R. Bard’s cardiac assist unit.  Both companies manufactured 

and sold intra-aortic balloon pumps and catheters, 1998. 

Pacificare Health Systems, Inc. and FHP International Corporation: presentations to the Federal 

Trade Commission in connection with an acquisition in the health insurance industry.  Both 

firms offered Medicare managed care plans to seniors, 1996-1997. 

Vail Resorts, Inc. and Ralston Resorts, Inc.: report and presentation to the Department of Justice 

in connection with an acquisition of ski resorts in Colorado, 1996. 

Selected Litigation Consulting Experience 

In re: DRAM Antitrust Litigation: retained by counsel for Nanya Technology Corporation and 

Nanya Technology Corp. USA to assess issues related to antitrust liability in connection with a 

nationwide class action suit brought by purchasers of DRAM (dynamic random access memory) 
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chips and modules, in the United States District Court for the Northern District of California, 

2006. 

In re: Cotton Yarn Antitrust Litigation: retained by counsel for Parkdale America, LLC and 

Parkdale Mills, Inc. to estimate antitrust damages to a class of direct purchasers of cotton yarn in 

the United States, in the United States District Court for the Middle District of North Carolina, 

Greensboro Division, 2004-2005. 

In re: Managed Care Litigation: retained by counsel for the defendants to assess issues related to 

antitrust liability in connection with a nationwide class action suit brought by physicians and 

medical societies against ten commercial health insurance plans, in the United States District 

Court for the Southern District of Florida, Miami Division, 2003-2005. 

In the Matter of Certain Recordable Compact Discs and Rewritable Compact Discs: retained by 

counsel for Philips Electronics N.V. and U.S. Philips Corporation to assess the competitive 

issues surrounding the CD-R and CD-RW patent pools and allegations of patent misuse and 

injury to competition, in the US International Trade Commission, 2002-2003. 

Selected Industry Experience 
Consumer Goods and Services 

Bakeware/Ovenware 

Chocolate Candies 

Compact Discs 

Cookware 

Glass Beverageware 

Mattresses 

Mobile Phones and Wireless Products and Services 

Ski Resorts 

Smokeless Tobacco (loose leaf chewing tobacco) 

Health Care Services 

Ambulance Services 

Dialysis Services 

Health Insurance (e.g., HMOs and other managed care products) 

Hospice and Palliative Care 

Hospital Beds 

Hospital Services 

Laboratory Tests and Services 

Methadone Maintenance Treatment 

Over-the-Counter Drugs 

Pharmacy Benefit Management (PBM) Services 

Physician Practice Management Services 

Physician Services (e.g., cardiovascular surgery, nephrology, obstetrics, orthopedic, radiology) 

Specialty Drug Distribution (oncology) 

Specialty Pharmacy Services 
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Medical Devices 

Blood Testing Instruments and Supplies 

Cardiac Catheters and Stent Delivery Systems 

Cardiac Medical Devices (e.g., Intra-Aortic Balloon Pumps and Catheters) 

Cardiac Ultrasound Machines 

Clinical Diagnostic Tests (cervical cancer screening) 

Coronary Stent and Balloon Angioplasty Catheters 

Diagnostic Imaging Equipment 

Mechanical Circulatory Support Devices (e.g. ventricular assist devices used to treat patients 

with advanced heart failure) 

Microfiltration Products 

Orthopedic Products 

Patient Monitoring Equipment and Anesthesia Machines 

Respiratory Ventilators 

Sleep Therapy Devices 

Surgical Grafts and Stent Grafts Used to Repair Damaged Blood Vessels 

Urinary Catheters 

Software and Technology 

CRT (cathode ray tubes) 

DRAM (dynamic random access memory) 

Internet Search and Online Advertising 

Online Postage and Shipping 

Online Real Estate Advertising Platforms 

Software Solutions (time and billing solutions sold to law firms; time solutions sold to hospitals 

and health care providers) 

SRAM (static random access memory) 

Other Products and Services 

ARA and DHA Amino Acids made for use in Infant Formula 

Aircraft Vacuum Toilets 

Automotive Parts Distribution (exhaust systems) 

Carton Sealing Tape 

Cotton Yarn 

Decorative Laminate Products (e.g., countertops) 

Ferrous Scrap 

Fertilizer 

Heating, Ventilation, and Air Conditioning (products and contracting) 

Insulation Systems used in Roofs and Walls of Metal Buildings (standards and building codes) 

Lamps and Lighting 

Media Research 

Oil Pipelay Services 

Outdoor Advertising 
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Photo Minilab Services 

Postage Meters 

Printers and Printing Supplies (e.g., wide format printers) 

Tin-mill Products used to make Tin Cans 

Truck transmissions (Class 8) 

NERA Economic Consulting 
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Consultant 

NERA Economic Consulting 
777 S. Figueroa St., Ste. 1950 
Los Angeles, CA 90017 
Direct +1 213 345 3026 
Fax +1 213 346 3030 
Mobile: +1 510 501 5635 
paul.wong@nera.com 
www.nera.com 

PAUL WONG 
CONSULTANT 

Dr. Wong is part of NERA’s Healthcare and Antitrust practices.  In his work at NERA, Dr. Wong 
has consulted on a variety of hospital and health insurance mergers, including mergers involving 
notable hospital systems in California, Florida, Wisconsin, and Michigan.  Dr. Wong has also 
consulted on a number of antitrust litigations in healthcare industries, including hospitals, 
multispecialty physician groups, medical devices, and medical supply distribution. 

Prior to joining NERA, Dr. Wong received a Ph.D. and M.A. in Economics from Stanford 
University, and a B.A. in Business Economics from University of California, Los Angeles (UCLA).  
Professionally, Dr. Wong has experience in healthcare services research and healthcare analytics 
from his prior work at Palo Alto Medical Foundation Research Institute, and experience as an 
investment manager from his prior work at Brandes Investment Partners. 

Dr. Wong has also done academic research on a variety of healthcare industries.  Most notably, Dr. 
Wong has written multiple papers analyzing competition and regulation in the US health insurance 
industry. In addition, Dr. Wong has researched the impact of patient-centered primary care on 
patients’ medical costs, and he has researched how competition impacts patenting and innovation 
in agricultural biotechnology.  Dr. Wong has presented his research for a number of different 
organizations, including the US Department of Justice and the American Society of Health 
Economists. 

1 

www.nera.com
mailto:paul.wong@nera.com


CDIx090 Exhibit 2
Paul Wong 

Education 

Stanford University 
Department of Economics 
Ph.D., Economics, 2015 

Stanford University 
Department of Economics 
M.A., Economics, 2015 

University of California, Los Angeles 
Department of Economics 
B.A. (summa cum laude), Business Economics, 2008 

Professional Experience 

NERA Economic Consulting 
2015- Consultant 

Stanford University 
2012-2015 Teaching Assistant 

Palo Alto Medical Foundation (Sutter Health), Research Institute 
2003-2015 Research Assistant 

Brandes Investment Partners 
2008-2010 Research Associate 

Honors and Recognition 

Stanford University First Year Ph.D. in Economics Fellowship, 2010 

Professor Harry Simons Endowed Undergraduate Economics Scholarship, 
UCLA, 2008 

Howard J. and Mitzi W. Green Economics Scholarship, UCLA, 2007 

Phi Beta Kappa, Eta Chapter of California, UCLA 

National Society of Collegiate Scholars, UCLA 

ALD/PES Honor Society, UCLA 
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“Entry and Long-Run Market Structure in Nongroup Health Insurance” 

“Studying State-Level Variation in Nongroup Health Insurance Regulation: 
Insurers’ Incentives to Screen Consumers” 

“Competition and Innovation: Evidence from Patents and Field Trials for 
Genetically Modified Crops,” with Petra Moser 

“Associations Between Features of Patient-Centered Primary Care and Patients' 
Use of Ambulatory Care” with Ming Tai-Seale and Laura Panattoni 

Invited Presentations 

2015 Job Market Seminar Series: US Department of Justice; US Congressional Budget 
Office; Deloitte, Los Angeles; Seattle University, Department of Economics 

2014 American Society of Health Economists, Biennial Conference 
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Materials Relied Upon 

We have relied upon all documents and citations referenced in the report and exhibits, in addition 

to the following: 

Interviews: 

- Interview with Jeff Schwaneke, Senior Vice President, Corporate Controller and 

CAO at Centene, and Mark Eggert, Senior Vice President, Contractual and 

Regulatory Affairs, on December 22, 2015. 

- Interview with Jesse Hunter, Executive Vice President, Chief Business Development 

Officer at Centene, on December 23, 2015. 

- Interview with Cynthia Brinkley, Executive Vice President, International Operations 

and Business Integration at Centene, on December 23, 2015. 

- Interview with Greg Buchert, California Health and Wellness Plan President and 

CEO, on December 23, 2015 and follow-up correspondence on December 29, 2015. 

- Interview with Health Net employees Steven Sell, President of Health Net Life 

Insurance Company, Health Net of California, and the Western Region for Health 

Net, Inc.; Douglas Schur, Vice President & Deputy General Counsel; Kathleen 

Waters, Senior Vice President, General Counsel and Secretary; Patricia Clarey, Chief 

State Health Programs & Regulatory Relations Officer; Eric Hause, Vice President, 

Strategy & Business Development, Commercial; and Susan Hill, Vice President, 

Strategy and Business Planning, Government Programs, on December 23, 2015. 

Documents Received From Counsel: 

- Centene and Health Net, SEC Form 424(b)(3), September 21, 2015. 

- Centene Corporation, Hart-Scott-Rodino Filing, FTC Form C4, 16 CFR Part 803, 

July 17, 2015. 

- Confidential Health Net Data. 

Publicly Available Data: 

- California Health and Benefit Exchange, 2014 Covered California Data, 2014 Product 

Prices for all Health Insurance Companies. 

- California Health and Benefit Exchange, 2015 Covered California Data, 2015 Product 

Prices for all Health Insurance Companies. 
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- California Health and Benefit Exchange, 2016 Covered California Data, 2016 Product 

Prices for all Health Insurance Companies. 

- California Health and Benefit Exchange, 2015 Covered California Data, 2015 Active 

Member Profiles, June 2015. 

- California Department of Health Care Services, Medi-Cal Managed Care Enrollment 

Reports, November 2015. 

- State of California, Department of Health Care Services, Medical Certified Eligibles, 

Summary Pivot Table by County, Most Recent 24 Months, December 2015. 

- California Department of Managed Health Care, Enrollment Summary Report - 2014. 

- California Department of Insurance, Health Insurance Covered Lives Report, 

December 31, 2014. 

- Centers for Medicare & Medicaid Services, Medicare Advantage/Part D Contract and 

Enrollment Data, Monthly Enrollment by Contract/Plan/State/County, December 

2015. 

- Centers for Medicare & Medicaid Services, State County Penetration Data for 

Medicare Advantage, December 2015. 

- Kaiser Family Foundation, State Health Facts on Health Costs & Budgets, 

http://kff.org/state-category/health-costs-budgets/, accessed on January 13, 2016. 

Publicly Available Documents: 

- Centene Corporation, 10-Q for period ending September 30, 2015. 

- Centene Corporation, 10-K for period ending December 31, 2014. 

- Health Net, Inc., 10-Q for period ending September 30, 2015. 

- Dafny, L., Duggan, M., & Ramanarayanan, S. 2012. Paying a Premium on Your 

Premium? Consolidation in the US Health Insurance Industry. American Economic 

Review, 102(2): 1161–1185. 

- Wholey, D., Feldman, R., Christianson, J., & Engberg, J. 1996. Scale and scope 

economies among health maintenance organizations. Journal of Health Economics, 

15(6): 657-684. 

- Wu, V. 2009. Managed care’s price bargaining with hospitals. Journal of Health 

Economics, 28(1): 350-360. 
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- California Department of Health Care Services, Medi-Cal Managed Care Program 

Fact Sheet, November 2014. 
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BEFORE THE COMMISSIONER OF INSURANCE 
OF THE STATE OF CALIFORNIA 

IN THE MATTER OF: ) 
)

The Proposed Acquisition of Control of: ) 
)  File No. APP-2015-00889 HEALTH NET LIFE INSURANCE )COMPANY, a California domestic stock )insurer and indirect subsidiary of ) 
) WRITTEN TESTIMONY OF DR. HEALTH NET, INC., a Delaware )   LAWRENCE WU AND DR. PAUL corporation ) WONG ON BEHALF OF HEALTH 
) NET LIFE INSURANCE COMPANY BY ) AND HEALTH NET, INC. 
)CENTENE CORPORATION, a Delaware 
)corporation ) 
)AND 
) 

CHOPIN MERGER SUB I, INC. and ) 
CHOPIN MERGER SUB II, INC., each a ) 
Delaware corporation ) 

I. INTRODUCTION 

A. Qualifications and Experience of Lawrence Wu 

1. I, Lawrence Wu, am an economist at and President of NERA Economic 

Consulting.  NERA is a global firm of experts dedicated to applying economic, finance, and 

quantitative principles to complex business and legal issues. I received my B.A. from Stanford 

University and my Ph.D. from the University of Chicago, Graduate School of Business. Prior to 

joining NERA, I was a staff economist in the Bureau of Economics at the Federal Trade 

Commission (FTC).  From 2011 to 2015, I was a Visiting Scholar at the Stanford Institute for 

Economic Policy Research at Stanford University. 
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2. I have many years of experience analyzing competition issues in the healthcare 

field.  I have been asked to assess the competitive effects of hospital mergers and health plan 

mergers and alleged exclusionary conduct by health plans and hospitals.  I also have been asked 

to testify on issues related to hospital reimbursement.  I have provided written and oral expert 

testimony on numerous occasions, including testimony in U.S. district courts; presentations 

before the FTC and the Antitrust Division of the U.S. Department of Justice (DOJ); and reports 

and/or oral testimony in connection with reviews by various state Departments of Insurance 

regarding a proposed acquisition of a health insurance company. My research has appeared in 

Antitrust, The Antitrust Bulletin, The Antitrust Chronicle, The Antitrust Source, Antitrust Report, 

European Competition Law Review, Journal of Business Venturing, and Medical Care. I have 

edited three books that have been published on the economics of antitrust, including a book on 

the use of econometrics in antitrust analysis. I also am a co-author of a book on antitrust class 

certification. My publications, prior testimony, and selected consulting assignments are listed in 

my curriculum vitae, which is appended to this report as Exhibit 1. 

B. Qualifications and Experience of Paul Wong 

3. I, Paul Wong, am an economist and Consultant at NERA Economic Consulting.  I 

received my B.A. in Business Economics from the University of California, Los Angeles and my 

M.A. and Ph.D. in Economics from Stanford University.  I have prior professional experience 

working as a health services researcher and healthcare analyst at the Palo Alto Medical 

Foundation Research Institute and as an investment manager at Brandes Investment Partners. 

4. I have consulted on a variety of hospital and health insurance mergers, including 

mergers involving notable hospital systems in California, Florida, Wisconsin, and Michigan, and 

I have consulted on a number of antitrust litigations in healthcare industries, including hospitals, 

multispecialty physician groups, medical devices, and medical supply distribution.  I have also 

done academic research on a variety of healthcare industries. I have written multiple papers 

analyzing competition and regulation in the U.S. health insurance industry, and I have presented 

my research for a number of different organizations, including the U.S. Department of Justice 

and the American Society of Health Economists. My credentials, professional experience, and 

research are listed in my curriculum vitae, which is appended to this report as Exhibit 2. 
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C. Nature and Scope of the Assignment 

5. Centene Corporation (“Centene”) has proposed to acquire control of Health Net, 

Inc. (“Health Net”).  Centene operates one subsidiary in California – California Health and 

Wellness.  Health Net operates two full-service health care service plan subsidiaries in California 

– Health Net of California, Inc. and Health Net Community Solutions, Inc. – and one health 

insurance company subsidiary – Health Net Life Insurance Company (“HNLIC”). 

6. Centene provides health insurance coverage to 4.8 million people in 23 states, the 

large majority of whom are Medicaid subscribers.1 In California, Centene focuses on Medi-Cal 

(California’s Medicaid program), offering Medi-Cal Managed Care products in 19 counties.  

Centene’s operations in California are relatively new, having begun in 2013 when the company 

submitted bids for newly established Medi-Cal Managed Care programs (the “Regional” and the 

“Imperial” programs). Centene’s senior management see the company’s entry into Medi-Cal as 

potentially an important step toward building a lasting presence in California.2 

7. Centene’s entry into Medi-Cal Managed Care has been a success for both 

consumers and the company.  For consumers, Centene’s entry has helped to bring managed care 

services to counties that did not previously have a Medi-Cal Managed Care program.  For 

Centene, its entry enabled it to cultivate a managed care coverage network in areas where this 

has proven difficult for other insurance carriers.3 Furthermore, Centene’s success in California 

mirrors its success in building Medicaid managed care programs around the country.  Centene is 

known as a national, high-quality Medicaid managed care operator, and Centene has grown its 

Health Insurance Exchange operations quite successfully since 2014.4 

8. Health Net provides and administers health benefits to over 6 million people in a 

variety of products, including commercial insurance, Medicare, and Medicaid, as well as 

1 Centene Corporation, 10-Q for period ending September 30, 2015, p. 20. 
2 Interviews with senior management of Centene. 
3 Based on our interviews, we understand that (a) no other insurance carriers were willing to enter de novo into the 
new Medi-Cal Managed Care programs in 2013 (Anthem and Molina each had a pre-existing presence in the 
Regional and Imperial counties, respectively) and (b) other parties expressed doubts whether Centene could build a 
viable coverage network in rural counties.  [Interviews with senior management of Centene.]  We believe that both 
are evidence of the difficulty facing Centene at the time of its entry and the subsequent success the company has 
demonstrated. 
4 The breadth in Centene’s Medicaid operations and the growth of Centene’s Health Insurance Exchange business 
are explained in more detail in Section III. 
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programs with the U.S. Department of Defense and the U.S. Department of Veterans Affairs.5 In 

California, Health Net, including all of its subsidiaries, insures over 2.9 million people.6 In this 

hearing, Health Net’s insurance products sold by HNLIC are the only products subject to the 

jurisdiction of the California Insurance Commissioner.  As of December 2014, HNLIC’s 

commercial insurance products covered 163,036 people in California, which only accounts for 

approximately 6 percent of Health Net’s total California membership.7 In the analysis that 

follows, we will discuss HNLIC’s insurance business as well as Health Net’s overall insurance 

business, including its commercial insurance and Medi-Cal Managed Care products, but not 

including its federal contract business.  

9. With respect to commercial insurance in California, Health Net’s three 

subsidiaries – combined – insure 236,768 members through individual insurance products, 

243,053 members through small group insurance products, and 443,191members through large 

group insurance products.8 Of these totals, HNLIC accounts for 57,683 members through its 

individual products, 81,154 members through its small group products, and 24,199 members 

through its large group products.9  None of Health Net’s subsidiaries sell administrative services 

only (“ASO”) insurance products.  In the last few years, Health Net’s individual products – 

including those sold by HNLIC – have been popular and growing, particularly in Southern 

California where they have sold well among low-income and Latino populations.10 Health Net’s 

large group products – including those sold by HNLIC – have experienced slight declines 

recently, but the company continues to retain large, notable customers, including the University 

of California, Boeing, and Walmart.11 

5 Health Net, Inc., 10-Q for period ending September 30, 2015, pp. 39 and 49. 
6 Ibid. 
7 HNLIC’s enrollment is quoted as of December 31, 2014, which is the most recently available enrollment from the 
California Department of Insurance.  Enrollment counts are shown in more detail in Section IV. 
8 Enrollment includes all of Health Net’s subsidiaries and is quoted as of December 31, 2014. 
9 HNLIC’s enrollment is quoted as of December 31, 2014. 
10 For example, Health Net accounts for 25 percent of Covered California (California’s Health Insurance Exchange) 
enrollees who are between 138 percent and 150 percent of the federal poverty line, and Health Net accounts for 27 
percent of Covered California enrollees who are Latino.  The Covered California data are not reported separately for 
HNLIC and Health Net’s other subsidiaries.  [California Health and Benefit Exchange, 2015 Covered California 
Data, 2015 Active Member Profiles, June 2015, sheet "QHP".] 
11 Interviews with senior management of Health Net. 

4 



 

 

 

 

 

CDIx099

10. Health Net and its subsidiaries also administer Medi-Cal Managed Care programs 

in 12 counties.  In total, Health Net and its subsidiaries cover approximately 18 percent 

(including CalViva members administered by Health Net) of the state’s Medi-Cal Managed Care 

enrollees.12 Health Net’s Medi-Cal operations are concentrated in Southern California and the 

Central Valley; it did not have existing Medi-Cal operations in rural parts of California, and it 

did not bid to provide coverage in the counties where Centene entered in 2013.  Health Net has 

also overseen important Medi-Cal programs, including a Medicare-Medicaid Dual-Eligible pilot 

program in Los Angeles and San Diego. 

11. The purpose of this testimony is to address the following questions and issues: 

• What is the economic framework within which to assess the 

competitive effects of consolidation in health insurance markets in 

California? 

• What is the rationale for the proposed transaction and the potential 

benefit to consumers? 

• What is the competitive overlap, if any, between the two 

companies in California? 

• What is the competitive effect of the proposed transaction? 

• Does the proposed transaction substantially lessen competition in 

health insurance in California or create a monopoly therein? 

D. Information Relied Upon 

12. Our opinions expressed in this testimony are based on our combined professional 

training and experience, as well as our review of (a) materials that were previously provided to 

California regulators, which include data and documents produced by Centene and Health Net, 

(b) publicly available data and information, and (c) interviews with senior management of 

Centene and Health Net.  A complete list of the materials and information that we have relied 

upon to prepare this report is attached as Exhibit 3. 

12 Though not branded as “Health Net” plans, Health Net administers Medi-Cal Managed Care plans in three 
counties on behalf of CalViva Health and some members in two counties on behalf of Molina Healthcare. Total 
Medi-Cal enrollment for Health Net and its subsidiaries includes 1,482,308 Health Net enrollees, 335,810 CalViva 
Health enrollees, and approximately 12,400 Molina Healthcare beneficiaries. 
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13. In addition, our opinions expressed in this testimony may be supplemented or 

updated to reflect any subsequent production of documents, testimony, or additional information 

provided to us.  We also intend to review any additional information or report(s) that may be 

submitted by Centene, Health Net, California regulators, various experts, or any interested 

members of the public, and submit additional reports of our own, if appropriate. 

II. THE ECONOMIC FRAMEWORK WITHIN WHICH TO ASSESS THE 
COMPETITIVE EFFECTS OF CONSOLIDATION IN HEALTH INSURANCE MARKETS 

14.  Mergers and consolidation have the potential to create both procompetitive and 

anticompetitive effects. Procompetitive effects can result from a number of factors, including 

the ability of mergers and consolidation to create economies of scale or to combine 

complementary assets of the merging parties.  However, there is the potential for anticompetitive 

effects due, principally, to the elimination of competition between the two merging parties in the 

same market.  In evaluating the proposed acquisition, we will weigh the likelihood of realizing 

procompetitive effects against the risk of any anticompetitive effects.  In doing this calculus, our 

focus will be on the effect of the proposed acquisition on consumers.  Our approach is centered 

on answering the following economic question: Is consumer welfare likely to increase or 

decrease because of the acquisition?  Consumer welfare is likely to decrease if the acquisition 

will result in higher prices, suppress output, or discourage innovation.  But consumer welfare is 

likely to increase if the acquisition results in the opposite, lowering prices, increasing output, or 

encouraging innovation.  

15. In addition, in assessing the competitive impact of the proposed acquisition, we 

appreciate that the overall dynamic of competition could change in the future as a result of 

consolidation by other health insurance carriers in California.  Our approach, however, does not 

depend on whether there is (or is not) consolidation by other carriers.  This is because, if the 

proposed acquisition is procompetitive on its own, consumers will benefit and their welfare will 

be enhanced if the proposed acquisition is allowed to proceed, whether or not there is 

consolidation by other carriers. 
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16. Our approach is consistent with the economic literature on the effects of mergers 

and consolidation in health insurance markets.  Indeed, the literature acknowledges that both 

procompetitive and anticompetitive effects are possible.  On one hand, mergers and 

consolidation of close, significantly overlapping health insurance carriers can create market 

power and decrease consumer welfare through higher prices, lower output, or lower quality.  For 

example, one study found that the anticompetitive effects of mergers are most likely when the 

merging carriers have significant competitive overlap in a local area.13  On the other hand, the 

literature also indicates that allowing health insurance carriers to gain additional enrollment can 

create procompetitive effects, including economies of scale and lower healthcare costs.14 

17.  The general conclusions in the literature, however, should be adapted to the 

marketplace for health insurance in California.  This marketplace is somewhat unique compared 

to the United States at large.  California has several significant health insurance carriers and a 

regulatory framework governing health insurance and managed healthcare that are unlike those 

present in many other states.  Furthermore, the competitive healthcare marketplace in California 

has generally achieved good outcomes for California consumers in the past, including lower 

healthcare spending per capita compared with many other states.15 

18. In the following sections, we will assess the competitive effects of Centene’s 

proposed acquisition of Health Net. First, we will summarize the rationale for the acquisition 

and the possible procompetitive effects.  We will place an emphasis on the benefits to consumers 

that we believe are most likely to be realized or that are more specific to California.  Second, we 

will review the competitive overlap between Centene and Health Net.  We place an emphasis on 

identifying the products and geographic areas in which the two companies directly compete, if 

any.  Finally, we will weigh both considerations and assess the overall competitive effect of the 

proposed acquisition.  Our conclusion is that the procompetitive benefits to consumers are 

cognizable and that the anticompetitive effects are minimal. 

13 See Dafny et al. (2012). 
14 See, for example, Wholey et al. (1996) and Wu (2009). 
15 California ranks in the top ten (rank one being the lowest) in healthcare spending per capita.  California also ranks 
better than both the national average and the median state in its average individual insurance premiums and its 
health insurance market concentration for individual, small group, and large group insurance. [Kaiser Family 
Foundation, State Health Facts on Health Costs & Budgets, http://kff.org/state-category/health-costs-budgets/, 
accessed on January 13, 2016.] 
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III. THE RATIONALE FOR THE PROPOSED TRANSACTION AND THE POTENTIAL 
BENEFIT TO CONSUMERS 

19. There is a strong procompetitive rationale for Centene’s proposed acquisition of 

Health Net. If benefits from the acquisition are realized, the combined companies are likely to 

be a more efficient and more effective competitor in California and elsewhere, which ultimately 

will benefit consumers in the form of lower prices and/or better health benefits.  

20. For Centene, the acquisition provides the company with (a) better scale and scope, 

possibly facilitating lower pricing; (b) the ability to participate more fully in California’s Medi-

Cal Managed Care program, giving the company more legitimacy as a quality, nationwide 

Medicaid operator;16 (c) the ability to enter both commercial insurance and Medicare in 

California with sufficient scale and expertise, thereby increasing competition in California and 

elsewhere; and (d) the ability to share in Health Net’s expertise in administering commercial 

products in California and capitated managed care plans.17 

21. For Health Net, the acquisition provides the company with (a) better scale and the 

opportunity to improve its infrastructure, most notably by allowing it to avoid continuing a 

significant outsourcing initiative;18 (b) expertise and programs that complement its own, 

including Centene’s award-winning Medicaid programs and success in growing Health Insurance 

Exchange businesses; and (c) a willing partner that will enable Health Net to compete more 

vigorously across all of Health Net’s lines of business.  

22. Although some of the procompetitive benefits are likely to accrue broadly across 

Centene and Health Net and across many states, a number of the anticipated benefits are specific 

to California and are likely to promote competition and enhance consumer welfare in the state. 

16 Centene’s senior management explained to us that building more operations in California has been one of the 
Centene’s goals for a number of years.  Moreover, expanding operations in California – the largest Medicaid 
program in the country – would enhance Centene’s credibility both within the state and nationwide. [Interviews with 
senior management of Centene.] 
17 The companies’ prospectus summarizes much of the rationale for the transaction. [Centene and Health Net, SEC 
Form 424(b)(3), September 21, 2015.] 
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23. First, Centene and Health Net’s operations in California are geographically distinct 

but complementary, and their combined California footprint has the potential to serve as a strong 

foundation for continued competition statewide in multiple lines of business.  Exhibit 4A shows 

the counties in which Centene and Health Net have Medi-Cal operations.  Centene’s Medi-Cal 

operations in California are primarily in rural counties in Central and Northern California, 

whereas Health Net’s Medi-Cal operations are focused on Southern California and the Central 

Valley.  Combined, Centene and Health Net will have a more complete and comprehensive 

coverage network for Medi-Cal Managed Care programs.  This will enhance the ability of the 

combined companies to compete in Medi-Cal Managed Care in the future. Moreover, as 

Exhibits 4B through 4D show, the existing commercial health insurance operations for Health 

Net’s subsidiaries – including HNLIC – are focused primarily on Southern California and the 

more urban areas in the state, and there is potential for the combined companies to leverage their 

Medi-Cal provider networks to expand their commercial health insurance operations.19 Indeed, 

this is the approach that Centene has taken in other states to expand its presence in individual 

commercial health insurance.  For example, over the past few years, Centene leveraged its 

existing Medicaid provider networks and infrastructure to build successful Health Insurance 

Exchange operations in 13 states.20 Health Net – including HNLIC – has used a similar strategy 

of leveraging its existing provider networks and infrastructure to successfully grow its Health 

Insurance Exchange operations in Southern California.21  The proposed acquisition generates 

more of these same opportunities in California.  By combining Centene and Health Net’s 

complementary Medi-Cal networks and infrastructure, the combined company will have stronger 

networks that it can leverage to expand Health Net’s existing commercial health insurance 

business in California. 

18 The prospectus explains the outsourcing initiative that Health Net began prior to the proposed acquisition.  As a 
consequence of the acquisition, the services that would have been outsourced will, instead, continue to be provided 
by Health Net. [Centene and Health Net, SEC Form 424(b)(3), September 21, 2015.] 
19 Having a broad Medi-Cal coverage network in place would make it easier to offer new commercial products in the 
future, as the combined companies would likely have more existing relationships with local providers, more 
recognition among consumers, and better understanding of local market dynamics. 
20 Centene’s senior management cite the company’s Medicaid operations that were established and fully-scaled as 
having been integral to the company’s efforts to build new Health Insurance Exchange operations.  By having 
Medicaid operations in-place in a given state, Centene has familiarity with local providers and market dynamics, and 
its products are more recognized among consumers. [Interviews with senior management of Centene.] 
21 Interviews with senior management of Health Net. 
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24. Second, Centene and Health Net complement one another in terms of their 

expertise and focus on serving the Medicaid population.  From a national perspective, both 

Centene and Health Net have successful Medicaid programs, and Medicaid has been an 

important line of business for both companies.  Centene has developed award-winning Medicaid 

programs around the country, and it can bring the best aspects of these programs to California to 

help supplement those that Health Net already offers.22  Centene’s products have, furthermore, 

been locally focused, innovative, and popular despite their short history in California.23 

Centene’s acquisition of Health Net is likely to help promote long-term innovation and quality in 

Medicaid programs in California by combining the extensive Medicaid expertise of the two 

companies. 

25. In addition, both Centene and Health Net have growing, successful Health 

Insurance Exchange businesses. Exhibit 5A shows Centene’s growth in Health Insurance 

Exchange enrollment and price positioning around the country since 2014.  Centene’s growth has 

been considerable, and it is one of the lowest priced plans in many of its rating regions.24 

Exhibit 5B shows Health Net’s growth in Covered California (California’s Health Insurance 

Exchange) enrollment and price positioning over the same time period.25 Health Net has been 

very popular in Southern California and has been consistently among the lowest priced plans in 

its rating regions.  Centene’s acquisition of Health Net would bring together two companies with 

similar approaches toward their Health Insurance Exchange businesses and two companies that 

22 An example of Centene’s award-winning Medicaid programs is “Smart Start for Baby” (a perinatal and NICU 
management program that emphasizes early identification and stratification of pregnant members, and education and 
Care Management interventions).  Centene also offers “CentAccount” (a healthy rewards account program that 
encourages healthy behaviors through valued financial incentives).  Moreover, Centene has begun innovative 
programs in California, including a “TeleHealth” program, non-emergency transportation programs, and other 
community-based programs (such as holding “Anti-Bullying” events at local schools). [Interviews with senior 
management of Centene.] 
23 For example, to illustrate Centene’s local focus, the company has contributed over $2.1 million to California 
communities and community-based organizations, and it has five offices in California and many local employees, 
including specific liaisons for the 19 public health departments in each of the counties in which it operates. 
[Interviews with senior management of Centene.]  To illustrate Centene’s popularity, Centene has enrolled 51 
percent of Medi-Cal Managed Care enrollees in aggregate in the counties it entered.  [California Department of 
Health Care Services, Medi-Cal Managed Care Enrollment Reports, November 2015.] 
24 Centene’s total enrollment from Health Insurance Exchanges grew from 74,500 to 155,600 (109 percent) from 
2014 to 2015.  In 2015, Centene was the lowest or second lowest priced plan in 60 percent of its rating regions. In 
2016, Centene will be the lowest or second lowest priced plan in 67 percent of its rating regions.  See Exhibit 5A. 
25 The Covered California data are not reported separately for HNLIC and Health Net’s other subsidiaries. 
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have been low-price leaders in their separate respective markets – Centene’s Health Insurance 

Exchange business outside California and Health Net’s Health Insurance Exchange business in 

California.26  Thus, the acquisition is likely to help strengthen and grow Centene and Health 

Net’s combined Health Insurance Exchange operations in California, promoting competition 

with other insurance carriers in the individual insurance market. 

26. Third, Centene’s acquisition of Health Net provides Health Net with the scale and 

infrastructure it needs to continue to operate efficiently in California and elsewhere. To become 

more efficient, Health Net engaged Cognizant, a business and technology services firm, to 

outsource nearly all of its IT, claims processing, and call-center services.  This outsourcing 

arrangement also called for Cognizant to take-on nearly one-third of Health Net’s workforce.27 

The proposed acquisition would allow Health Net to withdraw from this outsourcing 

arrangement with Cognizant, keeping its operations in-house.  Doing so will ensure better 

continuity and ultimately better efficiency in Health Net’s existing operations.  Moreover, the 

proposed acquisition allows Health Net’s existing operations in California and elsewhere to 

benefit from Centene’s national scale.  These benefits include more cost effective joint 

purchasing and access to important services provided by Centene’s specialty companies.28 

Together, the various improvements in scale and infrastructure are projected to save the two 

companies approximately $150 million per year.29 

27. Fourth, Centene’s acquisition of Health Net allows Centene to gain additional 

opportunities in business lines outside of Medicaid, including commercial insurance and 

26 Senior management of both companies have expressed their interest in building Health Insurance Exchange 
operations that leverage their Medicaid infrastructure and that offer affordable, “value-oriented” health insurance 
products. [Interviews with senior management of Centene. Interviews with senior management of Health Net.] 
27 The history and timing concerning Health Net’s outsourcing plans are spelled out in detail in the companies’ 
prospectus. [Centene and Health Net, SEC Form 424(b)(3), September 21, 2015.]  Details concerning the 
outsourcing agreement are described in the companies’ Hart-Scott-Rodino filing.  This filing has been provided to 
the California Department of Insurance for review. [Centene Corporation, Hart-Scott-Rodino Filing, FTC Form C4, 
16 CFR Part 803, July 17, 2015.] 
28 Centene operates a number of specialty companies in California, including US Script, a pharmacy benefits 
management company; AcariaHealth, a specialty pharmacy management company; Cenpatico, a behavioral health 
and specialty rehabilitation therapies company; and Nurtur, a life and health management company. 
29 The companies’ Hart-Scott-Rodino filing provides detail concerning the projected efficiencies arising from the 
acquisition.  This filing has been provided to the California Department of Insurance for review.  The companies 
expect to reach cost savings of $150 million per year by the second year following the proposed acquisition. 
[Centene Corporation, Hart-Scott-Rodino Filing, FTC Form C4, 16 CFR Part 803, July 17, 2015.] 
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Medicare.  Centene has an interest in growing these other business lines, and more opportunities 

in California would only further facilitate Centene’s likelihood of entering similar markets 

outside of California.30  Entry by Centene into additional commercial insurance markets in other 

states can only be procompetitive and an important source of consumer benefit, even if the 

benefits accrue predominantly to consumers outside California. 

IV. THERE IS NO COMPETITIVE OVERLAP BETWEEN CENTENE AND HEALTH 
NET IN CALIFORNIA 

28. We have reviewed the California operations of Centene and Health Net to 

independently assess the competitive overlap between the two companies. There is no 

competitive overlap between Centene and Health Net.  Given the absence of competitive 

overlap, Centene’s proposed acquisition of Health Net is unlikely to create any anticompetitive 

effects, and it is unlikely to substantially lessen competition in health insurance in California or 

create a monopoly therein. 

A. There is No Overlap in Medi-Cal Coverage 

29. Both Health Net and Centene offer Medi-Cal Managed Care coverage in 

California.  Health Net, across all of its subsidiaries, has approximately 1.8 million Medi-Cal 

members; Centene has 184,193 Medi-Cal members (see Exhibit 6A).31 Health Net and Centene 

account for approximately 18 percent and approximately 2 percent of California’s Medi-Cal 

Managed Care members, respectively.32  There is no competitive overlap between the two 

companies, however, for the following reasons.  

30 See Centene and Health Net, SEC Form 424(b)(3), September 21, 2015. 
31 HNLIC does not provide Medi-Cal benefits.  The data from the California Department of Health Care Services do 
not differentiate between Health Net of California and Health Net Community Solutions.  Health Net enrollment 
includes CalViva Health and a portion of Molina Healthcare members in San Bernardino and Riverside counties. 
As shown in Exhibit 6A, total Health Net enrollment includes 1,482,308 Health Net enrollees, 335,810 CalViva 
Health enrollees, and approximately 12,400 Molina Healthcare beneficiaries. 
32 Note also that Health Net and Centene account for approximately 14 percent and approximately 1 percent of 
California’s Medi-Cal eligible individuals, respectively. 
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30. First, the two companies do not overlap geographically.  As shown in Exhibit 4A, 

Health Net operates principally in Southern California and the Central Valley, whereas Centene 

operates principally in rural counties in Central and Northern California.  The two companies do 

not compete to provide coverage to the same Medi-Cal enrollees, and they have not done so in 

the past. 

31. Second, the two companies have not bid against one another to win Medi-Cal 

Managed Care contracts in California.  In 2013, Centene entered Medi-Cal Managed Care by 

bidding to serve Medi-Cal Managed Care programs in 19 counties (the Regional and Imperial 

Medi-Cal Managed Care programs).  Health Net did not submit a bid for any of these 19 

counties.  Thus, Centene did not compete with Health Net in any of the counties it entered. 

Moreover, since Centene’s entry in 2013, it has not bid on Medi-Cal Managed Care programs in 

any county for which Health Net is currently an incumbent.  Based on this bidding history, it is 

clear that the two companies have not competed with one another over multiple years.  Because 

the proposed acquisition does not combine two companies that compete against each other, the 

transaction is unlikely to lead to a reduction in competition and bidding for Medi-Cal Managed 

Care contracts. 

B. There is No Overlap in Individual and Small Group Commercial Health 
Coverage 

32. Health Net, across all its subsidiaries, has 236,768 individual members and 

243,053 small group members in California (see Exhibit 6B and 6C).33 HNLIC accounts for 

57,683 individual members and 81,154 small group members in California – only 24 and 33 

percent of Health Net’s overall individual and small group members in California, respectively.  

Centene does not have any individual or small group members in California.  There is no 

competitive overlap between Centene and Health Net in both the individual and small group 

commercial health insurance markets in California.  Thus, the proposed acquisition does not 

eliminate or reduce competition in these lines of business. 

33 Health Net, across all its subsidiaries, accounts for approximately 11 percent and approximately 12 percent of 
California’s individual and small group members, respectively. 
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C. There is No Overlap in Large Group Commercial Health Coverage 

33. Health Net, across all its subsidiaries, has 443,191 large group members in 

California (see Exhibit 6D).34  HNLIC accounts for 24,199 large group members – only 5 

percent of Health Net’s overall large group members in California.  Centene does not have any 

large group members in California.  There is no competitive overlap between Centene and 

Health Net in the large group commercial health insurance market in California.  Thus, the 

proposed acquisition does not eliminate or reduce competition in this line of business. 

D. There is No Overlap in ASO Coverage 

34. Neither Health Net nor Centene have any ASO members in California (see Exhibit 

6E).  There is no competitive overlap between Centene and Health Net in ASO commercial 

health insurance in California.  Thus, the proposed acquisition does not eliminate or reduce 

competition in this line of business. 

E. There is No Overlap in Medicare Coverage 

35. Health Net has 166,013 Medicare Advantage members and 22,124 Dual-Eligible 

Medicare-Medicaid members in California (see Exhibit 6F). 35  Health Net’s overall 188,137 

Medicare members account for approximately 4 percent of California’s Medicare members with 

privately sponsored coverage and approximately 3 percent of California’s Medicare-eligible 

individuals.  Centene does not have any Medicare members in California.  There is no 

competitive overlap between Centene and Health Net in the provision of Medicare health 

insurance in California.  Thus, the proposed acquisition does not eliminate or reduce competition 

in this line of business. 

34 Health Net, across all its subsidiaries, accounts for approximately 5 percent of California’s large group members. 
35 The data from the Centers of Medicare and Medicaid Services do not differentiate between Health Net’s different 
subsidiaries. 
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V. THE COMPETITIVE EFFECT OF THE PROPOSED TRANSACTION 

36. There are many large health insurance carriers that compete in California, and in 

each line of business, there is considerable competition.  

• In Medi-Cal, there are three carriers with over one million lives: L.A. 

Care, Health Net, and Inland Empire Health Plan.  These carriers 

compete against other carriers that specialize in Medi-Cal (Molina 

Healthcare, Centene, and numerous other community-sponsored plans, 

including CalOptima) and carriers that also have a significant presence 

in the commercial health insurance market  (Anthem Blue Cross and 

Kaiser Permanente) (see Exhibit 6A). 

• In commercial health insurance (individual, small group, large group, 

and ASO), the large carriers competing in California include Kaiser 

Permanente, Anthem Blue Cross, Blue Shield of California, 

UnitedHealthcare, Cigna, Aetna, and Health Net (where HNLIC is 

one of Health Net’s three subsidiaries that serve California).  Each of 

these carriers has approximately one million or more members 

combined across all the different categories of commercial health 

insurance products (see Exhibits 6B through 6E). 

• In Medicare, the carriers include all of the previously referenced 

commercial insurance carriers.  In addition, this market is served by 

Humana, large pharmacy companies (CVS Health, Rite Aid, and 

Express Scripts), and numerous other Medicare-focused plans, 

including Scan Health Plan and Wellcare Health Plans (see Exhibit 

6F). 

37. As noted above, there is virtually no competitive overlap between Centene and 

Health Net’s three subsidiaries in California.  Accordingly, the proposed transaction will not 

have an anticompetitive effect.  Still, we understand that the California Department of Insurance 

has specifically requested an assessment of the potential effect of the proposed transaction if (a) 

Centene were to acquire Health Net and (b) the two companies (or one of their subsidiaries) were 
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to then exit one or more of their lines of business in California.  To our knowledge, the 

companies have expressed no intent to exit any line of business in California.  Moreover, as we 

discuss below, Health Net and Centene are very unlikely to exit any line of business in 

California.  However, in the hypothetical situation in which Centene and Health Net were to exit 

a line of business in California, it is unlikely that consumers will be negatively affected.  In the 

sections that follow, we discuss our reasoning in each line of business. 

A. Medi-Cal 

38. Although both Centene and Health Net operate in Medi-Cal, there is no 

competitive overlap in any geography.  Thus, there is little risk that the proposed acquisition 

would lead to a reduction in competition.  Moreover, as we discussed above, there are certain 

procompetitive effects from the acquisition, including the potential for growth and an 

improvement in the quality of the companies’ combined Medi-Cal operations.  Overall, in 

weighing these factors, we believe that the acquisition would be a net benefit to Medi-Cal 

enrollees in California and have a positive effect on competition in Medi-Cal Managed Care. 

39. Given their experience and expertise in Medi-Cal, Centene and Health Net are 

unlikely to exit this line of business.  As we discussed above, Medicaid managed care programs 

are a core part of both companies’ operations.  Centene is a nationally known Medicaid operator 

but is not well known in California.  Health Net has one of the largest, most successful Medi-Cal 

Managed Care programs in California.  Furthermore, both companies view California as an 

important Medicaid population and an essential source of future Medi-Cal business.  If anything, 

the proposed acquisition provides the combined company with the ability to offer even better 

coverage to consumers and the ability to compete even more effectively than the two have in the 

past as separate companies in separate geographies. 

40. If, hypothetically, Health Net and Centene were to exit Medi-Cal, there are a large 

number of existing competitors and ready entrants.  County- and community-sponsored plans are 

popular and they present an important source of competition in the Medi-Cal marketplace. 

Moreover, commercial insurance carriers either (a) already compete in Medi-Cal Managed Care 

or (b) have the infrastructure and provider networks in place in the state to rapidly enter the 

Medi-Cal Managed Care marketplace were Centene and Health Net to exit and leave a void.  
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Given the presence of these many competitors and potential entrants, any exit by Health Net and 

Centene – however unlikely – would do little to diminish competition in Medi-Cal in the future. 

B. Individual and Small Group Commercial Health Insurance 

41. Health Net – including its HNLIC subsidiary – currently has large and successful 

operations in both individual and small group commercial health insurance in California.  

Exhibits 6B and 6C show that Health Net has a significant share of enrollment in individual and 

small group insurance statewide, and Exhibit 5B shows Health Net’s popularity in Southern 

California.  There is no competitive overlap between Health Net and Centene in either individual 

or small group commercial health insurance, and there is little risk that the proposed acquisition 

would lead to a reduction in competition in either line of business.    

42. Given the success Health Net has had and the existing popularity of its products, it 

is very unlikely Centene and Health Net – if combined – would exit either individual or small 

group insurance.  The combined company has an incentive to continue Health Net’s success and 

promote the combined company’s growth.  Assuming Centene and Health Net do continue to 

have success, they will not have incentive to take a currently functioning and successful business 

and exit their operations – such action would defy basic logic and business sense.  Furthermore, 

combining with Centene would only improve Health Net’s incentive to stay and grow these lines 

of business because Centene has (a) expressed interest in growing its commercial insurance 

business, (b) demonstrated recent success growing its individual insurance businesses in other 

states, and (c) complementary infrastructure in place to facilitate growth in Health Net’s 

commercial insurance business, all of which we discussed in Section III.  These are all factors 

that would facilitate continuing Health Net’s operations and continuing competition in individual 

and small group insurance. 

43. Moreover, it is the case that Centene and Health Net’s incentives to grow or shrink 

their operations are aligned with their competitive importance in the marketplace.  When a 

business is large, successful, and growing, this – almost by definition – implies that the business 

is likely to be an important competitor and play a central role in the marketplace.  When a 

business is small, struggling, and weak, this – again, almost by definition – implies that the 

business is likely to be insignificant to competition and play a more peripheral role in the 
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marketplace. Hence, if conditions are ripe for exit from a line of business in the future, it must 

necessarily be the case that the operations in question are no longer able to significantly impact 

competition.  This conclusion follows from basic economic principles. 

44. Looking forward, it is unlikely that Centene and Health Net will exit the California 

individual or small group health insurance markets.  The two companies have every incentive to 

grow – not shrink – their operations.  Nonetheless, were Centene and Health Net’s operations to 

decline in the future, their exit from individual or small group insurance would naturally come 

only at a point where they no longer played an important competitive role. Thus, in the unlikely 

scenario in which Centene acquires Health Net and then the two companies exit individual or 

small group insurance in the future, the competitive effect of any hypothetical exit of the 

combined firm in this line of business would be minimal. 

C. Large Group Commercial Health Insurance 

45. Health Net – including HNLIC – has large group health insurance operations in 

California.36   Compared to the other large commercial insurers in California, Health Net’s large 

group insurance operations are relatively small.  Exhibit 6D shows Health Net’s share of 

enrollment in large group insurance statewide.  There is no competitive overlap between Health 

Net and Centene in large group commercial health insurance, and there is little risk that the 

proposed acquisition would lead to a reduction in competition in this line of business. 

46. As with individual and small group insurance, it is very unlikely that Centene and 

Health Net would exit large group insurance.  Health Net continues to have a number of large, 

loyal customers, including the University of California, Boeing, Walmart, and other large 

municipal organizations.37  The companies have every incentive to continue this line of business, 

and the proposed acquisition would not change this incentive.  If anything, the broader benefits 

from the acquisition are likely to improve the combined companies’ large group insurance 

operations, encouraging them to remain in this line of business. 

36 Neither Health Net nor Centene compete in ASO insurance. The acquisition will have no competitive impact on 
ASO insurance markets. 
37 Interviews with senior management of Health Net. 
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47. If Health Net’s large group operations were, hypothetically, to decline 

substantially in the future, exit might become a more likely option.  However, the competitive 

effect of this hypothetical exit would be minimal.  Economic principles suggest that Health Net’s 

exit would, in theory, only occur if and when the company has already lost a significant fraction 

of its large group enrollment and after its operations had already declined significantly. By 

definition, the company – at that point – would not be a strong or effective competitor.  Thus, in 

the unlikely scenario in which Centene acquires Health Net and then the two companies exit 

large group insurance in the future, the competitive effect of such an exit is likely to be minimal, 

if any. 

48. In addition, the market for large group insurance has more national reach, which 

alters the competitive dynamics in large group insurance relative to other lines of business.  The 

presence of other health insurance carriers in this line of business further mitigates the risk to 

competition if the combined firm were to exit large group insurance.  For example, Aetna and 

UnitedHealthcare are two national carriers that would help ensure that consumers of large group 

insurance products would continue to benefit from competition if Centene and Health Net were, 

hypothetically, to exit large group insurance.  An exit by the two companies would do nothing to 

impede competition from these other national insurance carriers.  

49. Moreover, many purchasers of large group insurance have multiple options that 

will enable them to reduce or minimize the impact of any hypothetical exit by Centene and 

Health Net.  Primarily, this is because many large group insurance customers are sizeable, 

multisite (possibly multistate) employers that purchase insurance from multiple insurance 

carriers, possibly with a mix of  insured (i.e., large group) and self-insured (i.e., ASO) products.  

Even if, hypothetically, the combined company were to stop providing large group health 

insurance in California, national health insurance carriers outside California would continue to 

serve the large employers. It is also even less likely that a large employer who self-insures 

would be harmed by a hypothetical exit by Centene and Health Net, as any hypothetical exit by 

the combined company in large group insurance would not diminish the ASO options that are 

available. 
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D. Medicare 

50. Centene does not have any Medicare operations in California, and there is no 

competitive overlap between the two companies.  Thus, the proposed acquisition is not likely to 

lead to any anticompetitive effect in Medicare in California.  Moreover, it is possible some of the 

procompetitive benefits from the acquisition would spill over and help Health Net’s Medicare 

operations.38 

51. Centene has expressed an interest in growing its Medicare business, and Medicare 

is an important part of Health Net’s operations and it has demonstrated its commitment to 

Medicare across a spectrum of Medicare products.39 For these reasons, Centene and Health Net 

are very unlikely to exit Medicare. If anything, the proposed transaction gives the combined 

company the ability to be stronger and more efficient overall.  

52. As with Medi-Cal, there are a large number of existing competitors in Medicare in 

California.  The Medicare market is served by many commercial insurance carriers and multiple 

Medicare-focused plans, including pharmacy companies and companies specializing in private 

Medicare coverage.  These many insurance carriers present an important and robust source of 

competition in the marketplace.  Given the presence of many competitors, any exit by Health Net 

and Centene – however unlikely – would do little to diminish competition in Medicare in 

California in the future. 

VI. CONCLUSIONS 

53. We have been asked to evaluate the competitive impact in California of Centene’s 

proposed acquisition of Health Net.  Our approach considered the likely procompetitive effects 

of the acquisition, as well as the competitive overlap between the merging parties. The proposed 

38 As we explained in Section III, having scaled operations in other lines of business would make it easier to offer 
new products in the future, as the combined companies would have more existing relationships with providers and 
more recognition among consumers. 
39 Centene’s interest in Medicare is expressed in the companies’ prospectus.  [Centene and Health Net, SEC Form 
424(b)(3), September 21, 2015.]  For example, Health Net has many Medicare Advantage members, including many 
Special Needs members.  Also, for example, Health Net oversees a large Medicare-Medicaid Dual-Eligible pilot 
program in Los Angeles and San Diego. 
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transaction is likely to benefit consumers in California by (a) combining the complementary 

geographic footprint ofCentene and Health Net's operations, (b) combining Centene and Health 

Net's strengths as low-price leaders in their separate respective markets, (c) creating the 

opportunity to realize economies ofscale and scope, particularly in commercial health insurance 

markets, and (d) enhancing Centene's ability to enter other markets in the future. At the same 

time, there is minimal risk ofanticompetitive effects from the acquisition because there is no 

competitive overlap between the two companies. As such, the proposed acquisition will not 

substantially lessen competition in health insurance in California or create a monopoly therein. 

54. In weighing these criteria, we believe the proposed acquisition will be a benefit to 

consumers in California across all of Centene and Health Net's existing lines ofbusiness, 

including Medi-Cal Managed Care, individual insurance, small group insurance, large group 

insurance, and Medicare. Moreover, with the efficiencies that will be possible by combining the 

two companies, the combined company will inject even more competition into the various 

insurance markets that it will serve in California, which can only benefit consumers. 

Dated: January 15, 2016, San Francisco, California. 

Lawrence Wu, Ph.D. deposes and says that he is an economist at and President ofNERA 
Economic Consulting, that he has read the foregoing written testimony and knows the contents 
thereof and that the same are true ofhis own knowledge. 

Lawrence Wu, Ph.D. 

Paul Wong, Ph.D. deposes and says that he is an economist and Consultant at NERA 
Economic Consulting, that he has read the foregoing written testimony and knows the contents 
thereof and that the same are true ofhis own knowledge. 
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Exhibit 3 

Materials Relied Upon 

We have relied upon all documents and citations referenced in the report and exhibits, in addition 

to the following: 

Interviews: 

- Interview with Jeff Schwaneke, Senior Vice President, Corporate Controller and 

CAO at Centene, and Mark Eggert, Senior Vice President, Contractual and 

Regulatory Affairs, on December 22, 2015. 

- Interview with Jesse Hunter, Executive Vice President, Chief Business Development 

Officer at Centene, on December 23, 2015. 

- Interview with Cynthia Brinkley, Executive Vice President, International Operations 

and Business Integration at Centene, on December 23, 2015. 

- Interview with Greg Buchert, California Health and Wellness Plan President and 

CEO, on December 23, 2015 and follow-up correspondence on December 29, 2015. 

- Interview with Health Net employees Steven Sell, President of Health Net Life 

Insurance Company, Health Net of California, and the Western Region for Health 

Net, Inc.; Douglas Schur, Vice President & Deputy General Counsel; Kathleen 

Waters, Senior Vice President, General Counsel and Secretary; Patricia Clarey, Chief 

State Health Programs & Regulatory Relations Officer; Eric Hause, Vice President, 

Strategy & Business Development, Commercial; and Susan Hill, Vice President, 

Strategy and Business Planning, Government Programs, on December 23, 2015. 

Documents Received From Counsel: 

- Centene and Health Net, SEC Form 424(b)(3), September 21, 2015. 

- Centene Corporation, Hart-Scott-Rodino Filing, FTC Form C4, 16 CFR Part 803, 

July 17, 2015. 

- Confidential Health Net Data. 

Publicly Available Data: 

- California Health and Benefit Exchange, 2014 Covered California Data, 2014 Product 

Prices for all Health Insurance Companies. 

- California Health and Benefit Exchange, 2015 Covered California Data, 2015 Product 

Prices for all Health Insurance Companies. 
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- California Health and Benefit Exchange, 2016 Covered California Data, 2016 Product 

Prices for all Health Insurance Companies. 

- California Health and Benefit Exchange, 2015 Covered California Data, 2015 Active 

Member Profiles, June 2015. 

- California Department of Health Care Services, Medi-Cal Managed Care Enrollment 

Reports, November 2015. 

- State of California, Department of Health Care Services, Medical Certified Eligibles, 

Summary Pivot Table by County, Most Recent 24 Months, December 2015. 

- California Department of Managed Health Care, Enrollment Summary Report - 2014. 

- California Department of Insurance, Health Insurance Covered Lives Report, 

December 31, 2014. 

- Centers for Medicare & Medicaid Services, Medicare Advantage/Part D Contract and 

Enrollment Data, Monthly Enrollment by Contract/Plan/State/County, December 

2015. 

- Centers for Medicare & Medicaid Services, State County Penetration Data for 

Medicare Advantage, December 2015. 

- Kaiser Family Foundation, State Health Facts on Health Costs & Budgets, 

http://kff.org/state-category/health-costs-budgets/, accessed on January 13, 2016. 

Publicly Available Documents: 

- Centene Corporation, 10-Q for period ending September 30, 2015. 

- Centene Corporation, 10-K for period ending December 31, 2014. 

- Health Net, Inc., 10-Q for period ending September 30, 2015. 

- Dafny, L., Duggan, M., & Ramanarayanan, S. 2012. Paying a Premium on Your 

Premium? Consolidation in the US Health Insurance Industry. American Economic 

Review, 102(2): 1161–1185. 

- Wholey, D., Feldman, R., Christianson, J., & Engberg, J. 1996. Scale and scope 

economies among health maintenance organizations. Journal of Health Economics, 

15(6): 657-684. 

- Wu, V. 2009. Managed care’s price bargaining with hospitals. Journal of Health 

Economics, 28(1): 350-360. 

2 

http://kff.org/state-category/health-costs-budgets


CDIx118

- California Department of Health Care Services, Medi-Cal Managed Care Program 

Fact Sheet, November 2014. 
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Exhibit 4A 
Medi-Cal Managed Care Operations for Centene and Health Net1 

2015 
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Note:1Health Net operations report those by all Health Net companies combined, including Health Net Life Insurance 
Company, Health Net of California, Inc., and Health Net Community Solutions, Inc., where applicable. 

Source:California Department of Health Care Services, Medi-Cal Managed Care Enrollment Reports, November 2015. 
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Covered California (Health Insurance Exchange) Operations for  Health Net1 

2015 
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Note: 1 Health Net operations report those by all Health Net companies combined, including Health Net Life Insurance Company, 
Health Net of California, Inc., and Health Net Community Solutions, Inc., where applicable. 

Source: California Health and Benefit Exchange, 2015 Covered California Data, 2015 Active Member Profiles, June 2015, sheet 
"Product By Region". 
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Exhibit 4C 
Small Group Insurance Operations for Health Net1 

2015 
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Exhibit 4D 
Large Group Insurance Operations for Health Net1 

2015 
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Exhibit 5A 

Centene's Health Insurance Exchange Operations 

Total Enrollment and Price Position 

Individual Insurance 

2014 - 2016 

Share of Centene's Rating Regions in which it is the 

Lowest or Second Lowest Priced Issuer 

State 2014 2015 2016 

(1) (2) (3) (4) 

-----------------------------------------------------------(Percent)----------------------------------------------------------

Arkansas 0.0 % 100.0 % 85.7 % 

Florida 33.3 33.3 66.7 

Georgia 66.7 100.0 100.0 

Illinois - 0.0 100.0 

Indiana 33.3 70.0 25.0 

Massachusetts 0.0 14.3 0.0 

Mississippi 100.0 66.7 100.0 

Ohio 25.0 85.7 100.0 

Texas 42.9 37.5 87.5 

Washington 100.0 100.0 100.0 

Wisconsin - 0.0 50.0 

Totals: 46.2 % 60.0 % 66.7 % 

1
Total Enrollment: 74,500 155,600 

1 
Notes: Enrollment figures are from Centene's 10-Q filing and are 

reported as of December 31, 2014 and September 30, 2015. 

Pricing data for Oregon was unavailable. 

Centene will also begin offering individual health insurance 

coverage in New Hampshire in 2016. 

Sources: Pricing data are from a collection of publicly available sources, 

including www.Healthcare.gov, Massachusetts Health 

Connector, and Washington Health Benefit Exchange. 

Centene Corporation 10-Q for period ending September 30, 

2015, p. 20. 

www.Healthcare.gov
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Exhibit 5B 

Health Net's Covered California (Health Insurance Exchange) Operations
1 

Total Enrollment and Price Position 

Individual Insurance 

2014 - 2016 

Rating Regions in which Health Net is the 
3

Lowest or Second Lowest Priced Issuer 
2

Rating Region 2014 2015 2016 

(1) (2) (3) (4) 

Region 15 (Los Angeles) X X X 

Region 16 (Los Angeles) X X X 

Region 17 (Inland Empire) X X X 

Region 18 (Orange) X X X 

Region 19 (San Diego) X X X 

Totals: 5 5 5 

4
Total Enrollment: 237,000 267,000 

1
Notes: Health Net operations and enrollment reported by all Health Net companies 

combined, including Health Net Life Insurance Company, Health Net of 

California, Inc., and Health Net Community Solutions, Inc., where applicable. 

2 
Only rating regions in which Health Net had at least 1,000 members in 2015 are 

displayed. 

3 
Based on data produced by the California Health and Benefit Exchange.  An "X" 

denotes that Health Net's Silver Plan sold to a 40 year-old individual is the lowest 

or second lowest priced Silver Plan available in the rating region. 
4 

Enrollment figures are from Health Net's 10-K and 10-Q filings and are reported 

as of December 31, 2014 and September 30, 2015. 

Sources: California Health and Benefit Exchange, 2014-2016 Covered California Data, 

2014-2016 Product Prices for all Health Insurance Companies. 

Health Net, Inc., 10-Q for period ending September 30, 2015, p. 49. 

Health Net, Inc., 10-K for period ending December 31, 2014, p. 76. 
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Exhibit 6A 

California Insurance Enrollment and Shares 

By Carrier 

Medi-Cal 

Carrier 

(1) 

L.A. CARE 
3

HEALTH NET 

INLAND EMPIRE HEALTH PLAN 

CALOPTIMA 

ANTHEM BLUE CROSS 

PARTNERSHIP HEALTH PLAN OF CA 
4

MOLINA HEALTHCARE 

CENTRAL CALIFORNIA ALLIANCE FOR HEALTH 
5

CALVIVA HEALTH 

HEALTH PLAN OF SAN JOAQUIN 

COMMUNITY HEALTH GROUP 

ALAMEDA ALLIANCE FOR HEALTH 

SANTA CLARA FAMILY HEALTH 

KERN FAMILY HEALTH 

GOLD COAST HEALTH PLAN 

CA HEALTH & WELLNESS (CENTENE) 

CENCAL 

CONTRA COSTA HEALTH PLAN 

SAN FRANCISCO HEALTH PLAN 

KAISER PERMANENTE 

HEALTH PLAN OF SAN MATEO 

CARE 1ST HEALTH PLAN 

6
Other Carriers 

Totals: 

Total Medi-Cal Eligible: 

1 

1
Medi-Cal 

Share of 

Medi-Cal Share of 

Managed Medi-Cal 
2 

Enrolled Care Eligible 

(2) (3) (4) 

--------------------------------------------------------------------------------------------------------------(Count)----------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------(Percent)-------------------------------------------------------------------------------------------------------------

1,832,424 18.1 % 14.3 % 

1,482,308 14.6 11.5 

1,094,746 10.8 8.5 

783,079 7.7 6.1 

752,869 7.4 5.9 

563,434 5.6 4.4 

450,456 4.4 3.5 

340,762 3.4 2.7 

335,810 3.3 2.6 

320,389 3.2 2.5 

264,639 2.6 2.1 

257,285 2.5 2.0 

255,119 2.5 2.0 

218,750 2.2 1.7 

202,217 2.0 1.6 

184,193 1.8 1.4 

173,370 1.7 1.3 

172,568 1.7 1.3 

131,392 1.3 1.0 

131,179 1.3 1.0 

113,202 1.1 0.9 

71,831 0.7 0.6 

853 0.0 0.0 

10,132,875 100 % 78.8 % 

12,858,756 

Notes: Medi-Cal enrollment as of November 2015. 

2 
Total Medi-Cal eligible based on latest available (August 2015) Medi-Cal Certified 

Eligibles from California Department of Health Care Services. 

3 
Health Net operations and enrollment reported by all Health Net companies combined, 

including Health Net Life Insurance Company, Health Net of California, Inc., and 

Health Net Community Solutions, Inc., where applicable. 

4 
Health Net is a subcontractor to Molina Healthcare (the direct contractor) in San 

Bernardino and Riverside counties and manages approximately 12,400 beneficiaries 

as of November 2015. 

5 
CalViva Health's Medi-Cal Managed Care programs are administered by Health Net. 

6 
Other Carriers include all carriers with a share of Medi-Cal Managed care enrollees 

less than 0.5%. 

Source: California Department of Health Care Services, Medi-Cal Managed Care Enrollment 

Reports, November 2015. 

State of California, Department of Health Care Services, Medical Certified Eligibles, 

Summary Pivot Table by County, Most Recent 24 Months, December 2015. 
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Exhibit 6B 

California Insurance Enrollment and Shares 

By Carrier 

Individual Insurance 

1
Individual Insurance 

2 3 
Carrier DMHC CDI Total Share 

(1) (2) (3) (4) (5) 

--------------------------------------------------------------------------------------------------------------(Count)---------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------(Percent)-------------------------------------------------------------------------------------------------------------

ANTHEM BLUE CROSS 564,197 164,341 728,538 33.4 % 

BLUE SHIELD OF CALIFORNIA 503,901 55,629 559,530 25.6 

KAISER PERMANENTE 504,730 0 504,730 23.1 

HEALTH NET 179,085 57,683 236,768 10.8 

CIGNA 2 64,180 64,182 2.9 

TIME INS. CO. 0 39,290 39,290 1.8 

CHINESE COMMUNITY HEALTH PLAN 12,795 0 12,795 0.6 

SHARP HEALTH PLAN 11,781 0 11,781 0.5 

4
Other Carriers 12,151 13,169 25,320 1.2 

Totals: 1,788,642 394,292 2,182,934 100 % 

Notes: 
1 

Represents most recent available data through December 31, 2014. 

2 
Represents data from the California Department of Managed Health Care. Includes Individual, 

PPO Individual, and POS Individual. 

3 
Represents data from the California Department of Insurance. Includes PPO, POS, EPO, FFS, 

HDHP, and Other. 

4 
Other Carriers include all carriers with a share of individual insurance less than 0.5%. 

Source: California Department of Managed Health Care, Enrollment Summary Report - 2014. 

California Department of Insurance, Health Insurance Covered Lives Report, December 31, 2014. 
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Exhibit 6C 

California Insurance Enrollment and Shares 

By Carrier 

Small Group Insurance 

Small Group Insurance
1 

2 3 
Carrier DMHC CDI Total Share 

(1) (2) (3) (4) (5) 

--------------------------------------------------------------------------------------------------------------(Count)----------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------(Percent)-------------------------------------------------------------------------------------------------------------

KAISER PERMANENTE 665,076 843 665,919 31.5 % 

ANTHEM BLUE CROSS 380,780 116,470 497,250 23.5 

BLUE SHIELD OF CALIFORNIA 187,851 224,813 412,664 19.5 

HEALTH NET 161,899 81,154 243,053 11.5 

AETNA 144,721 111 144,832 6.9 

UNITEDHEALTHCARE 34,583 45,974 80,557 3.8 

WESTERN HEALTH ADVANTAGE 28,004 0 28,004 1.3 

SHARP HEALTH PLAN 12,254 0 12,254 0.6 

4
Other Carriers 10,786 17,336 28,122 1.3 

Totals: 1,625,954 486,701 2,112,655 100 % 

Notes: 
1 

Represents most recent available data through December 31, 2014. 

2 
Represents data from the California Department of Managed Health Care. Includes Small 

Group Commercial, PPO Small Group, and POS Small Group. 

3 
Represents data from the California Department of Insurance. Includes PPO, POS, EPO, FFS, 

HDHP, and Other. 

4 
Other Carriers include all carriers with a share of small group insurance less than 0.5%. 

Source: California Department of Managed Health Care, Enrollment Summary Report - 2014. 

California Department of Insurance, Health Insurance Covered Lives Report, December 31, 2014. 
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Exhibit 6D 

California Insurance Enrollment and Shares 

By Carrier 

Large Group Insurance 

Large Group Insurance
1 

2 3 
Carrier DMHC CDI Total Share 

(1) (2) (3) (4) (5) 

--------------------------------------------------------------------------------------------------------------(Count)----------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------(Percent)-------------------------------------------------------------------------------------------------------------

KAISER PERMANENTE 4,629,161 3,882 4,633,043 47.7 % 

BLUE SHIELD OF CALIFORNIA 1,452,918 15,823 1,468,741 15.1 

ANTHEM BLUE CROSS 1,235,966 135,419 1,371,385 14.1 

UNITEDHEALTHCARE 398,140 133,576 531,716 5.5 

AETNA 259,385 218,723 478,108 4.9 

HEALTH NET 418,992 24,199 443,191 4.6 

CIGNA 189,893 244,182 434,075 4.5 

WESTERN HEALTH ADVANTAGE 77,159 0 77,159 0.8 

SHARP HEALTH PLAN 61,173 0 61,173 0.6 

EPIC HEALTH PLAN 44,348 0 44,348 0.5 

4
Other Carriers 105,699 54,691 160,390 1.7 

Totals: 8,872,834 830,495 9,703,329 100 % 

Notes: 
1 

Represents most recent available data through December 31, 2014. 

2 
Represents data from the California Department of Managed Health Care. Includes Large 

Group Commercial, PPO Large Group, and POS Large Group. 

3 
Represents data from the California Department of Insurance. Includes PPO, POS, EPO, FFS, 

HDHP, and Other. 

4 
Other Carriers include all carriers with a share of large group insurance less than 0.5%. 

Source: California Department of Managed Health Care, Enrollment Summary Report - 2014. 

California Department of Insurance, Health Insurance Covered Lives Report, December 31, 2014. 
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Exhibit 6E 

California Insurance Enrollment and Shares 

By Carrier 

ASO Insurance 

1
ASO Insurance 

2 3 
Carrier DMHC CDI Total Share 

(1) (2) (3) (4) (5) 

--------------------------------------------------------------------------------------------------------------(Count)----------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------(Percent)-------------------------------------------------------------------------------------------------------------

ANTHEM BLUE CROSS 224,232 2,137,565 2,361,797 37.0 % 

CIGNA 0 1,557,973 1,557,973 24.4 

UNITEDHEALTHCARE 0 842,104 842,104 13.2 

BLUE SHIELD OF CALIFORNIA 803,160 0 803,160 12.6 

AETNA 0 664,255 664,255 10.4 

KAISER PERMANENTE 0 141,044 141,044 2.2 

4
Other Carriers 4,248 11,729 15,977 0.3 

Totals: 1,031,640 5,354,670 6,386,310 100 % 

Notes: 
1 

Represents most recent available data through December 31, 2014. 

2 
Represents data from the California Department of Managed Health Care. 

3 
Represents data from the California Department of Insurance. 

4 
Other Carriers include all carriers with a share of ASO insurance less than 0.5%. 

Source: California Department of Managed Health Care, Enrollment Summary Report - 2014. 

California Department of Insurance, Health Insurance Covered Lives Report, 

December 31, 2014. 
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Exhibit 6F 

California Insurance Enrollment and Shares 

By Carrier 

Medicare 

1
Medicare 

Share of Share of 

Medicare Prescription Dual and Medicare Medicare 

Carrier 
2

Advantage Drug Plans 
3

Other Total Plans 
4

Eligible 

(1) (2) (3) (4) (5) (6) (7) 

--------------------------------------------------------------------------------------------------------------(Count)---------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------(Percent)-------------------------------------------------------------------------------------------------------------

KAISER PERMANENTE 1,037,408 0 963 1,038,371 23.6 % 18.2 % 

UNITEDHEALTH GROUP 341,595 441,915 0 783,510 17.8 13.8 

CVS HEALTH 0 521,845 0 521,845 11.8 9.2 

HUMANA 65,707 418,539 0 484,246 11.0 8.5 

BLUE SHIELD OF CALIFORNIA 164,326 90,348 8,427 263,101 6.0 4.6 

ANTHEM BLUE CROSS 76,980 130,033 8,976 215,989 4.9 3.8 
5

HEALTH NET 166,013 0 22,124 188,137 4.3 3.3 

SCAN HEALTH PLAN 160,607 0 0 160,607 3.6 2.8 

RITE AID 0 155,776 0 155,776 3.5 2.7 

AETNA 24,603 91,538 0 116,141 2.6 2.0 

WELLCARE HEALTH PLANS 32,219 55,606 0 87,825 2.0 1.5 

EXPRESS SCRIPTS 0 72,134 0 72,134 1.6 1.3 

GRANITE CREEK FLEXCAP 0 61,648 0 61,648 1.4 1.1 

AHMC CENTRAL HEALTH 29,384 0 0 29,384 0.7 0.5 

CIGNA 29 28,276 0 28,305 0.6 0.5 

INLAND EMPIRE HEALTH PLAN 932 0 22,034 22,966 0.5 0.4 

INTERVALLEY HEALTH PLAN 21,828 0 0 21,828 0.5 0.4 

Other Carriers
6 

61,839 30,216 61,779 153,834 3.5 2.7 

Total: 2,183,470 2,097,874 124,303 4,405,647 100 % 77.4 % 

Total Medicare Eligible: 5,694,859 

1
Notes: Medicare enrollment as reported in December 2015. 

2 
Medicare Advantage includes Special Needs Plans. 

3 
Dual and Other includes Dual-Eligible, Health Care Prepayment, and Medical Savings Account plans. 

4 
Total Medicare eligible based on reported Medicare eligible for California. 

5 
Health Net operations and enrollment reported by all Health Net companies combined, including Health Net Life Insurance 

Company, Health Net of California, Inc., and Health Net Community Solutions, Inc., where applicable. 

6 
Other Carriers include all carriers with a share of Medicare plans less than 0.5%. 

Source: Centers for Medicare & Medicaid Services, Medicare Advantage/Part D Contract and Enrollment Data, Monthly Enrollment 

by Contract/Plan/State/County, December 2015. 

Centers for Medicare & Medicaid Services, State County Penetration Data for Medicare Advantage, December 2015. 



 

 

 
 

 

 

 
 

 

  

 

CDIx131

RICHARD M. SCHEFFLER 

50 University Hall, MC7360 
Berkeley, California 94720 
School of Public Health 

University of California, Berkeley 
Telephone: 5106420565 Fax: 5106434281 

Email: rscheff@berkeley.edu 

Current Faculty Position 

1981– Present  Distinguished Professor of Health Economics and Public Policy, 
joint tenured appointments in School of Public Health and Goldman 
School of Public Policy, University of California, Berkeley 

1999 – Present Endowed Chair, Attorney General of the State of California 

Current Academic Administrative Positions 

2012–present   CoDirector, The Berkeley Forum for Improving California’s Healthcare 
Delivery System, University of California, Berkeley, School of Public Health 

2005–present   Director, The Global Center for Health and Economic Policy Research, 
University of California, Berkeley, School of Public Health 

1999–present Director, The Nicholas C. Petris Center on Health Care Markets and 
Consumer Welfare, University of California, Berkeley, School of Public Health 

Current Affiliated Faculty Positions 
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Haas School of Business, University of California, Berkeley 

School of Social Welfare, University of California, Berkeley 

Institute of Industrial Relations, University of California, Berkeley 

Institute for Health Policy Studies, School of Medicine, University of California, San 
Francisco 

Institute for Health and Aging, School of Nursing, University of California, San 
Francisco 

Previous Faculty Positions 

2013  Visiting Professor, Economics Department, Carlos III University of 
Madrid, Spain 

2012 – 2013  Visiting Professor, School of Public Health, Pontificia Universidad 
Catolica de Chile, Santiago, Chile 

1996–1997  Visiting Professor, University of Barcelona and University of Pompeu 
Fabra, Barcelona, Spain 

1989  Visiting Professor and Scholar, London School of Economics and Political 
Science and London School of Hygiene and Tropical Medicine 

1981–1988  Associate Professor, Department of Social and Administrative Health 
Sciences, School of Public Health, University of California, Berkeley 

1978–1981 Professor (tenured), Department of Economics, George Washington 
University 
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1974–1975  Visiting Assistant Professor, Department of Economics and Institute of 
Policy Sciences and Public Affairs, Duke University 

1971–1976  Associate Professor (tenured), Department of Economics, University of 
North Carolina, Chapel Hill 

Education 

PhD, Economics, New York University, 1971 
MA, Economics, Brooklyn College, 1967 
BS, Economics, Hofstra University, 1965 

Awards 

2015  School of Public Health Committee on Teaching Excellence Award 

2015  Gold Medal from Charles University in Prague, Czech Republic for his continued 
support of international scientific and educational collaboration 

2013 – Chair of Excellence in Economics, Carlos III University of Madrid, Spain 

2012 – Fulbright Scholar, Pontificia Universidad Catolica de Chile, Santiago, Chile 

2009 – Investigator Award in Health Policy Research, "ADHD Medication in America: 
Society, Schools, and Public Policy," Robert Wood Johnson Foundation 

2007 – Silver Medal of the Charles University, Prague 
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2004 – Carl A. Taube Award, honoring distinguished contributions to the field of mental 
health services research, American Public Health Association’s Mental Health 
Section 

1996 – Fellow of the Association for Health Services Research 

1971 – PhD Awarded with Honors 

1970 – Predoctoral Dissertation Fellowship, National Science Foundation 

Award Positions 
2013  Chair of Excellence, Carlos III University of Madrid, Madrid, Spain 
2012 –2013 Fulbright Scholar, Pontificia Catolica University of Chile, Santiago, Chile 
2003 Scholar in Residence, World Bank 
2003  President, International Health Economists Association (iHEA) 4th World 
Congress 
2000 –2006Senior Scientist, National Institute of Mental Health NIH 
1999 –Present  Distinguished Professor of Health Economics and Public Policy – Attorney 
General Endowed Chair, State of California 
1999  Resident, Bellagio Study and Conference Center, Rockefeller Foundation, 
Bellagio, Italy 
1993  Fulbright Scholar, Charles University, Prague, Czech Republic 
1976 –1978 Scholar in Residence, Institute of Medicine, National Academy of Sciences, 
Washington, DC 

Teaching 
Health Economics and Public Policy 
Global Health Economics and Policy 
The Global Health Workforce 

University Service 
2014  present University Committee on Faculty Welfare  Health Care Task Force 

2012 Faculty Chair (elected), School of Public Health, 
University of California, Berkeley 
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2008–present Executive Committee, Robert Wood Johnson Scholars in Health 
Policy 

2008–present Executive Committee, PhD Program Health Services and Policy 
Analysis, University of California, Berkeley 

20082011 Committee Member, Undergraduate Admissions, School of Public 
Health, University of California, Berkeley 

2008–present Associate Director, California Medicaid Research Institute (CaMRI) 
Steering Committee, University of California, San Francisco 

2008–present Committee Member, JointMedical Program, University of 
California, Berkeley 

2009–present Faculty Advisory, Global Health Leadership Program, University of 
California, Berkeley 

Editorial Boards 
Human Resources for Health Journal, World Health Organization Editorial Board 
Member and Reviewer 

Journal of Health Economics Reviewer 

Journal of Mental Health Policy and Economics Reviewer 

Health Services Research Editorial Board Member and Reviewer 

Journal of Mental Health Policy and Economics Reviewer 

Health Affairs Reviewer 

Archives of General Psychiatry Reviewer 

Inquiry Reviewer 
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Mental Health Services Research Reviewer 

Other Professional Affiliations & Services to Educational and Government Agencies 

2014  Present Global Workforce for the World Bank 

2010 – Present Consultant to the OECD on Pay for Performance 
2010 – Present Consultant to the World Bank on Pay for Performance in Health 
2007 – Present Advisor to the World Health Organization, February 
2003  Program Chair, International Health Economists Association (iHEA) 
4thWorld Congress 
2002  Panel Chair, Mental Health Funding Committee, Mental Health & 
Public Policy Symposium: Coping with Mental Illness and Crafting Public Policy 
2001–2005  iHEA Kenneth J. Arrow Committee Member 
2001–2002  Member, Committee on Incorporating Research into Psychiatric 
Residency Training, Institute of Medicine  National Academy of Sciences 
2000 – Present Chair, Subcommittee of the Attorney General's Charity Task Force 
on Health Care Services 
2000 – Present Depression in Primary Care National Advisory Committee Member/ 
RWJF Member, Robert Wood Johnson Depression in Primary Care: Linking Clinical and 
System Strategies Program 

Publications 
BOOKS 

14. Scheffler, R.M., Chereches, R., (Editors) Mental Health Systems in Central European 
Countries: Moving Forward on Improving Service Delivery, Access, and Financing 
(Forthcoming 2017) 

13. Scheffler, R.M. (Editor) World Scientific Handbook of Global Health Economics and Public 
PolicyVolume 3: (3volume set).  1: The Economics of Health and Health Systems; 2: Health 
Determinants and Outcomes; 3: Health Systems Characteristics and Performance. World 
Scientific Series in Global Health Economics and Public Policy. (January 3, 2016) 

12. Scheffler, R.M., (Lead Editor) Human Resources for Health Labor Market Toolkit. World 
Bank. (Forthcoming 2016) 
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11. Scheffler, R.M. (Editor) World Scientific Handbook of Global Health Economics and Public 
Policy(3volume set).  Volume 2: The Economics of Social Capital and Health. (World 
Scientific, 2014) 

10. Scheffler, R.M. (Editor) World Scientific Handbook of Global Health Economics and Public 
Policy. Volume 1: Accountability and Responsibility in Health Care. World Scientific Series in 
Global Health Economics and Public Policy. (World Scientific, 2012) 

9. Scheffler, R.M., Hinshaw, S.P. The ADHD Explosion: Myths, Medication, Money, and 
Todays Push for Performance. (March 2014, Oxford University Press) 

8. Scheffler, R.M., Soucat, A (Eds.). Human Resources in Health in Africa: A New Look 
at the Crisis. (December 2012, The World Bank) 

7. Scheffler, R.M. Is There a Doctor in the House? Market Signals and Tomorrow’s 
Supply of Doctors. Stanford, California: Stanford University Press, 2008. 

6. Scheffler, R.M., M. Potůcĕk, eds. Mental Health Care Reform in the Czech and Slovak 
Republics, 1989 to the Present. Prague, Czech Republic: Charles University Press, 2008. 

5. Preker, A.S., R.M. Scheffler, and M. Bassett, eds. Private Health Insurance in 
Development: Friend not Foe. Washington, D.C.: The World Bank, 2006. 

4. Waitzman, N. J., R.M. Scheffler, and P.S. Romano. The Cost of Birth Defects: 
Estimates of the Value of Prevention. Lantham, Md.: University Press of America, 1996. 

3. Scheffler, R.M., and N. Andrews, eds. Cancer Care and Cost: DRGs and Beyond. Ann 
Arbor, Mich.: Health Administration Press, 1989. 

2. Advances in Health Economics and Health Services Research(formerly Research in 
Health Economics),with L. F. Rossiter, vols. 1–15, Greenwich, Conn.: JAI Press, 1979, 
1981–1984, 1986–1993, 1995. 

1. Scheffler, R. M., G. Ruby, N. Weisfeld, and J. Goldberg. A Manpower Policy for 
Primary Health Care. Washington, D.C.: National Academy Press, 1978. 
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JOURNAL ARTICLES AND BOOK CHAPTERS 

200. Scheffler, R., Glied, S., Arnold, D., “Impact of Market Concentration on Premiums: 
Evidence from Covered California and New York State of Health. Health Affairs (Forthcoming 
2016) 

199. Tulenko, K., Scheffler, R., Estimating health workforce needs, deficits, and costs for the 
Global Strategy on Human Resources for Health (20162030). World Health Organization. 
(Forthcoming 2016) 

198.  Scheffler, R.M., Liu, J., Bruckner, T. Economic Forecasts of Global Workforce Shortages. 
World Health Organization (Forthcoming 2016) 

197. Bruckner, T., Liu, J., Scheffler, R.M., Demands Based and Needs Based Forecast for 
Healthcare Workers. (Chapter 2) Human Resources for Health Labor Market Toolkit. World 
Bank. (Forthcoming 2016) 

196. Scheffler, R.M., A Labor Market Framework for Human Resources for Health in Low and 
Middle Income Countries (Chapter 1). Human Resources for Health Labor Market Toolkit. 
World Bank. (Forthcoming, 2016) 

195. Friedman, J., Scheffler, R.M., World Scientific Handbook Chapter (Volume 3): Pay for 
Performance in Health Systems Around the Globe. World Scientific Publishing. (January, 2016) 

194. Kessell, E., Scheffler, R., Shortell, S., Avoiding Spending While Meeting Patients’ Wishes: 
A Model of CommunityBased Palliative Care Uptake in California from 20142022. Journal of 
Palliative Medicine. (November, 2015) 

193. Scheffler, R.M. Kessell, E., Brandt, M., Covered California: The Impact of Provider and 
Health Plan Market Power on Premiums. Journal of Health Politics, Policy, and Law (October 
2015). 

192. Hollingshead, A., Fulton, B., Rushakoff, J., Scheffler, R.M. State Actions to Promote and 
Restrain Commercial Accountable Care Organizations. Milbank Memorial Fund (October 2015) 

191. Fulton, B., Hollingshead, A., KaracaMandic, P., Scheffler, R.M., Republican States 
Bolstered their Health Insurance Rate Review Programs Using Incentives from the Affordable 
Care Act. Inquiry. (September, 2015) 
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190. KaracaMandic, P., Fulton, B., Hollingshead, A., Scheffler, R. States With Stronger Health 
Insurance Rate Review Authority Experienced Lower Premiums in the Individual Market 
20102013. Health Affairs (August 2015) 

189. Frech, H.E., Whaley, C., Handel, B., Bowers, L., Simon, C., Scheffler, R.M., Market 
Power, Transactions Costs, and the Entry of Accountable Care Organizations in Health Care. 
Review of Industrial Organization (July, 2015) 

188. Fulton BD, Scheffler RM, Hinshaw SP. State variation in increased ADHD prevalence: 
links to NCLB school accountability and state medication laws. Psychiatric Services, 2015 
(published online June 1, 2015) 

187. Scheffler, R.M. Accountable Care Organizations: Integrated Care Meets Market Power. 
Journal of Health Politics, Policy, and Law (June, 2015) 

186. Whaley, C., Frech, H.E., Scheffler, R.M., Accountable Care Organizations in California: 
Market Forces at Work? Journal of Health Politics, Policy, and Law (June, 2015) 

185. Fulton, B., Pegany, V., Keolanui, B., Scheffler, R.M., Growth of Accountable Care 
Organizations in California: Number, Characteristics, and State Regulation.  Journal of Health 
Politics, Policy, and Law (June, 2015) 

184. Kessell, E., Pegany, V., Keolanui, B., Fulton, B., Scheffler, R.M.,  Review of Medicare, 
Medicaid and Commercial Quality of Care Measures:Considerations for Accountable Care 
Organizations. Journal of Health Politics, Policy, and Law (June, 2015) 

183. Shortell, S., Scheffler, R.M., Accountable Care Organizations Taking Hold And Improving 
Health Care In California. Health Affairs Blog. (June, 2015) 

182. Shortell, S., Scheffler R.M., Fulton, B., Kessell, E., Accountable Care Organizations In 
California: Promise and Performance. University of California, Berkeley. (February, 2015) 

181. Fulton, B., Kessell, E., Keolanui, B., Pegany, V., Shortell, S., Scheffler, R.M., Drivers of 
Health Expenditure Growth in California: Forecasts and Progress on Delivery System 
Integration.  Berkeley, CA: Berkeley Forum for Improving California’s Healthcare Delivery 
System, School of Public Health, University of California, Berkeley (November, 2014) 

180. Kessell, E., Scheffler, R.M., Shortell, S., Honoring Patients’ Wishes: Expanding Palliative 
Care in California. Berkeley, CA: Berkeley Forum for Improving California’s Healthcare Delivery 
System, School of Public Health, University of California, Berkeley (November, 2014) 
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179. Sousa, A. Scheffler, R. Koyi, G., Ngah, S., AbuAgla, A., Mckiambati, H., Nyoni, J. Health 
Labor Market Policies in Support of Universal Health Coverage: A Comprehensive Analysis in 
Four African Countries, Human Resources for Health, 12:55, (September, 2014) 

178. Bowers LG, Scheffler RM, Shortell SM, Fulton BD. The Berkeley Forum – A roadmap for 
improving healthcare in California. California Journal of Politics and Policy 6(2); 2014: 207224. 

177. Bowers LG, Scheffler RM, Shortell SM, Fulton BD. Introduction: six comments on the 
Forum. California Journal of Politics and Policy 6(2); 2014: 225226. 

176. Scheffler RM, Bowers LG, Fulton BD, Connors C, Shortell SM, Morrison I. A new vision for 
California's healthcare system: integrated care with aligned financial incentives. California 
Journal of Politics and Policy 6(2); 2014: 249334 

175. Scheffler, R.M., Foster, J., Covered California: The Foundation of Obamacare, Success, 
Challenges, and the Road Ahead. Health Affairs Blog. (March, 2014) 

174. Scheffler, R. M., Rocco, L., Averett, S. Social Capital and Health: A Concept whose Time 
has Come. Eastern Economic Journal. Vol. 40. Number 2. (Spring, 2014) 

173. Scheffler, R.M., Baghat, Y., Measures of Social and Capital. (Chapter 6) The Economics of 
Social Capital and Health. World Scientific Series in Global health Economics and Public Policy: 
Volume 2. (January 2014) 
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Series in Global health Economics and Public Policy: Volume 2. (January 2014) 
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in Mental Health and Mental Health Services Research 2014, 41(3):390400 

169. Scheffler, RM., Bowers, L., Fulton, B., Connors, C., Shortell, S., Morrison, I. A New Vision 
for California’s Healthcare System: Integrated Care with Aligned Financial Incentives. Berkeley, 
CA: Berkeley Forum for Improving California’s Healthcare Delivery System, School of Public 
Health, University of California, Berkeley (February, 2013) 

168. Scheffler R.M., Bruckner T.A., Spetz J. The labour market for human resources for health 
in low and middleincome countries. Human Resources for Health Observer. World Health 
Organization. Issue: 11. (July, 2012). 



 
 

 

 

 
 

 

 

 

 

CDIx141
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Service Partnership Program on Mental Health Related Emergency Department Visits. 
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Restructuring the Health Care Market. The Journal of American Medical Association. (April 
2012) 

165. Fulton BD, Scheffler RM. “Health Insurance Premium Rate Review: Case Studies to Inform 
California”. Berkeley, CA: California Program on Access to Care, (April 2012). 

164. Bruckner T.A., Hodgson A., Mahoney C.B., Fulton B., Levine P., Scheffler R.M. Health care 
supply and countylevel variation in ADHD prescription medications. Pharmacoepidemiology 
and Drug Safety. (April 2012) 
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Testimony Regarding 

Centene Corporation’s Proposed Acquisition of Health Net, Inc. 

by 

Richard M. Scheffler and Brent D. Fulton1 

at the 

California Department of Insurance 

January 22, 2016 

A. Background of Experts 

A.1. Richard M. Scheffler, Ph.D. 

Richard M. Scheffler is Distinguished Professor of Health Economics and Public Policy at the 

School of Public Health and the Goldman School of Public Policy at the University of California, 

Berkeley. He also holds the Chair in Healthcare Markets & Consumer Welfare endowed by the 

Office of the Attorney General for the State of California. Professor Scheffler is the founding 

director of The Nicholas C. Petris Center on Health Care Markets and Consumer Welfare. 

Professor Scheffler has published 200 papers and edited and written twelve books. He 

has recently completed a longitudinal study and survey of health insurance rate review 

regulations in all 50 states funded by the Robert Wood Johnson Foundation. Professor Scheffler 

has also completed a study entitled Covered California: The Impact of Provider and Health Plan 

Market Power on Premiums. He is Co-Chair of the Berkeley Forum for Improving California’s 

Healthcare Delivery System and the lead author of the Berkeley Forum Report “A New Vision 

for California’s Healthcare System: Integrated Care with Aligned Financial Incentives” published 

in the California Journal of Politics and Policy, 2014. 

Dr. Scheffler recently testified at the Federal Trade Commission and Department of 

Justice Meeting: Examining Healthcare Competition in Washington D.C. (February 25, 2015).2 

1 We’d like to thank for Daniel Arnold, a doctoral student in economics at the University of California, for assistance 
with the analysis in this testimony.
2 https://www.ftc.gov/news-events/audio-video/video/examining-health-care-competition-workshop-day-1-part-3 

1 
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A.2. Brent D. Fulton, Ph.D., MBA 

Brent D. Fulton is an Assistant Adjunct Professor of Health Economics and Public Policy, and 

Associate Director of the Nicholas C. Petris Center on Health Care Markets and Consumer 

Welfare, School of Public Health, University of California, Berkeley. Professor Fulton has 

published over 20 articles in the areas of health insurance, healthcare services and health 

policy. He recently co-authored articles on how states changed their health insurance rate 

review authority since the passage of the Affordable Care Act (ACA) (Fulton et al., Inquiry, 2015) 

and how those changes were associated with health insurance premiums in the individual 

market (Karaca-Mandic et al., Health Affairs, 2015). His doctorate is in public policy analysis 

from Pardee RAND Graduate School and his MBA is from the University of California, Los 

Angeles. 

B. The Petris Center 

On June 23, 1999, the Office of the Attorney General for California provided an endowment to 

Professor Scheffler for the creation of the Nicholas C. Petris Center on Health Care Markets and 

Consumer Welfare (http://petris.org/) at the University of California, Berkeley. The center was 

named after former California Senator Nicholas Petris, who advocated strongly on behalf of 

California consumers for affordable, accessible, and quality health care. The Center uses a 

collaborative strategy to work with students, staff, faculty, and outside experts to analyze 

health economics and policy topics in California and nationally. The broad research focuses of 

the Center are: consumer protection, affordability and access to health care – especially for low 

and middle-income individuals, the role of information in consumer choice, and regulation and 

competition within health care markets. Recent research topics include healthcare market 

concentration, the ACA Marketplaces, Accountable Care Organizations, and health insurance 

rate review. 
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C. Overview of Centene Corporation and Health Net, Inc. 

This section provides an overview of Centene Corporation and Health Net, Inc., based on these 

corporations’ recent Form 10-Q and 10-K filings with the U.S. Securities and Exchange 

Commission (SEC).3 

C.1. Centene Corporation 

Centene Corporation is a publicly traded managed care organization and healthcare specialty 

services company headquartered in St. Louis, Missouri, with 13,400 employees. It originated in 

Wisconsin in 1984. Currently, its managed care segment focuses on government subsidized 

programs, such as Medicaid, Children’s Health Insurance Program, Medicare-Medicaid dual 

eligibles, Supplemental Security Income Program (also known as the Aged, Blind or Disabled 

Program), and the ACA’s Health Insurance Marketplaces. As of September 30, 2015, it had 4.8 

million members in 23 states, representing a 24% increase in membership from the previous 

year. Its largest membership is in Texas (976,500), Florida (486,500) and Georgia (406,700), and 

it had 183,900 members in California. In the United States overall, most of Centene’s members 

are in Medicaid, totaling 3.5 million. In 2013, Centene formed a subsidiary in California called 

California Health and Wellness, which serves Medi-Cal beneficiaries under Medi-Cal’s Managed 

Care Rural Expansion program. 

Centene’s specialty services segment provides healthcare services and products to 

various customers, including state programs, correctional facilities and employer groups. 

Centene’s California subsidiaries include AcariaHealth Pharmacy #13, AcariaHealth Pharmacy 

#14, AcariaHealth Pharmacy, Inc., which are specialty pharmacy benefit management 

companies, and Cenpatico Behavioral Health, LLC, which manages benefits for vulnerable 

populations specializing in behavioral health, school-based services, specialty therapy and 

rehabilitation, and community re-entry. 

3 10-Q filings for the period ending September 30, 2015 and 10-K filings for the period ending December 31, 2014. 
Centene Corporation’s SEC filings are available at http://www.centene.com/investors/sec-filings/ and Health Net, 
Inc.’s are available at http://investor.health.net/phoenix.zhtml?c=70296&p=irol-irhome. 

3 
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Between 2010 and 2014, the company’s revenues increased from $4.4 billion to $16.6 

billion, with net earnings increasing from $95 million to $271 million. This growth was largely 

due to expanding operations into more states and through acquisitions. In 2014, the managed 

care segment and the specialty services segment respectively accounted for 89% and 11% of its 

total external premium and services revenues. 

C.1. Health Net, Inc. 

Health Net, Inc. is a publicly traded managed care organization headquartered in Woodland 

Hills, California, with 7,922 employees. Its current operations are the result of a 1997 merger 

between Health Systems International and Foundation Health Corporation; in 2000 it changed 

its name to Health Net. Currently, it operates under two segments, Western Region Operations 

and Government Contracts, and serves 6.1 million members across many lines of business, such 

as the individual and group markets, Medicare Advantage and Medicare Part D, Medicaid, and 

Medicare-Medicaid dual eligibles. The Western Region Operations segment provides managed 

care services and health insurance to commercial, Medicare and Medicaid enrollees, and also 

operates behavioral health and pharmaceutical services subsidiaries. This segment primarily 

operates in Arizona, California, Oregon and Washington and had 3.3 million members as of 

September 30, 2015. Of this total, 2.9 million of these members are in California, including 

1,777,000 Medi-Cal members, 953,000 commercial members (in the individual, small group, 

and large group markets), 168,000 Medicare Advantage members, and 24,000 dual eligibles. 

The Government Contracts segment includes managed care contracts with the U.S. Department 

of Defense under the TRICARE program. 

Between 2010 and 2014, the company’s revenues increased from $13.1 billion to $14.0 

billion, with net earnings decreasing from $204 million to $146 million. During this period, 

premiums from health plans services modestly increased between 2010 and 2013—from $9.5 

billion to $10.4 billion—but then sharply increased by 29% to $13.4 billion in 2014, because of 

the ACA’s insurance expansion through Health Insurance Marketplaces and Medicaid. During 

this period, revenue from government contracts decreased from $3.3 billion to $0.6 billion. 
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D. Roadmap 

In this testimony, we plan to discuss the following three points. First, we will briefly summarize 

the published evidence of the impact of health insurance mergers and market concentration on 

health insurance premiums. Second, we will provide empirical evidence on how the proposed 

Centene-Health Net merger will affect health insurance market concentration with respect to 

purchasers of insurance as well as with respect to hospitals, physician groups and other 

providers of healthcare services. Third, we will provide empirical evidence on how health 

insurance market concentration would change in Covered California’s rating areas if Health Net 

were to exit that market. We examine this potential scenario, because of Centene’s stronger 

focus in the Medicaid line of business. 

E. Impact of Health Insurer Concentration 

Today, the five largest insurers in the U.S. include UnitedHealth Care, Anthem, Cigna, Aetna, 

and Humana, but soon, these five insurers may merge into three (Armstrong & Kishan, 2015). In 

July 2015, Anthem announced its intentions to acquire Cigna for $54 billion, and Aetna 

announced its intentions to acquire Humana for $37 billion. Also in July 2015, Centene 

announced plans to acquire Health Net for $7 billion. These mergers require the approval of the 

U.S. Department of Justice as well the Commissioners of Insurance in states impacted by these 

mergers. 

Two recent studies found that higher health insurer concentration was associated with 

lower hospital prices, but they did not analyze the impact on premiums (Melnick, Shen, & Wu, 

2011; Moriya, Vogt, & Gaynor, 2010). However, even if insurers are able to negotiate lower 

provider reimbursement rates, there is substantial evidence that those cost savings might not 

be passed on to employers and consumers in the form of lower health insurance premiums 

(Balto, 2015; Dafny, 2015; Gaynor, Ho, & Town, 2015; Guardado, Emmons, & Kane, 2013). A 

pre-ACA study examined firms’ profitability (i.e., profitability of employers buying insurance) 

and found that more concentrated health insurer markets led to higher premiums for more 

profitable firms, providing evidence of insurers exercising their market power (Dafny, 2010). A 
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second pre-ACA study used the impact of the 1999 Aetna and Prudential Healthcare insurance 

merger to estimate that health insurer consolidation during 1998 to 2006 led to a 7% real 

increase in large group health insurance premiums (Dafny, Duggan, & Ramanarayanan, 2012). 

There have been fewer studies since the passage of the ACA, particularly those that 

have analyzed ACA Health Insurance Marketplaces. One study estimated that the second-

lowest-price silver premium in the federally facilitated Marketplaces would have been 5.4% 

lower had UnitedHealthcare decided to participate in these markets during the first open 

enrollment in 2014 (Dafny, Gruber, & Ody, 2015). 

F. Impact of Centene-Health Net Merger on Market Concentration 

In this section, we provide empirical evidence on how the proposed Centene-Health Net merger 

will affect health insurance market concentration with respect to purchasers of insurance as 

well as with respect to hospitals, physician groups and other providers of healthcare services. 

On the one hand, when an insurer sells its health insurance policies to purchasers, such as 

individuals and employers, its market power stems from its market share within a particular line 

of business. However, as a buyer of hospital and physician organization services, an insurer’s 

market power from those transactions stem from its full book of business, including the 

individual, small group, large group (as an insurer or as administrative services only), Medicare 

Advantage, and Medicaid managed care. 

Health Net and Centene operate in separate lines of business in the counties where they 

both operate. As such, HHIs by product line, which affects purchasers of insurance, will not 

increase from the two companies merging. 

With respect to hospitals, physician groups and other providers of health care services, 

an insurer’s market power comes from its full book of business. When computing HHIs from 

insurers’ full books of business enrollment, HHIs will increase post-merger in counties where 

Health Net and Centene overlap. Health Net insures over 2.9 million people in California. Health 

Net’s enrollees are spread out across all 58 California counties in commercial, Medicare 

Advantage, and Medi-Cal plans. Centene’s California enrollment includes 183,900 Medi-Cal 
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enrollees located in 19 California counties.4 As such, there are 19 counties in California in which 

both Health Net and Centene are currently operating. The HHIs calculated from insurers’ full 

books of business in these 19 counties are discussed next. 

We started by measuring health insurer market concentration (as of July 1, 2015) in the 

19 counties where Health Net and Centene overlap. We used the well-known Herfindahl-

Hirschman Index (HHI) as our measure of market concentration. HHI has been used frequently 

as a measure of market concentration in merger cases brought by the U.S. Department of 

Justice (DOJ) and Federal Trade Commission (FTC). The Horizontal Merger Guidelines, authored 

by the DOJ and FTC, categorize markets by HHI as: unconcentrated (below 1,500), moderately 

concentrated (between 1,500 and 2,500), and highly concentrated (above 2,500) (U.S. 

Department of Justice and the Federal Trade Commission, 2010). 

We used insurer county-level enrollment shares as the market share for the HHIs 

presented in Exhibit 1 (see Section J: Appendix).5 These enrollment shares account for 

enrollment across all lines of business.6 The HHIs for the 19 counties we examine range from 

1,600 to 3,496 with 14 of the counties at HHIs above the Horizontal Mergers Guidelines’ highly 

concentrated market threshold of 2,500. Given the level of the HHIs in Exhibit 1, Health Net and 

Centene overlap in markets that are highly concentrated. Future consolidation in markets that 

are already highly concentrated is generally concerning. 

Exhibit 1 also presents post-merger HHIs in the 19 counties where Health Net and 

Centene overlap. Post-merger HHIs were calculated similarly to the current HHIs, except that 

Health Net and Centene enrollments were combined in order to create Health Net-Centene 

county-level market shares as opposed to using separate shares for the two companies. The 

point increases between current HHIs and post-merger HHIs range from 6 to 77 across counties. 

The largest point increase occurs in Nevada County, where HHI increases by 3% from 2,613 to 

2,690. 

4 Alpine, Amador, Butte, Calaveras, Colusa, El Dorado, Glenn, Imperial, Inyo, Mariposa, Mono, Nevada, Placer, 
Plumas, Sierra, Sutter, Tehama, Tuolumne 
5 County-level enrollment shares were computed from the enrollment data in Decision Resources Group’s 
Managed Care Surveyor (formerly HealthLeaders-Interstudy). 
https://decisionresourcesgroup.com/report/?id=1730
6 Includes Medicare Advantage, Medi-Cal, commercial, individual, and TRICARE enrollment. 
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There are a few limitations to our analysis that should be pointed out. First, using 

counties to define geographic markets has been common in research studies, but whether or 

not counties are the proper geographic market definition has been the subject of much debate 

(Baker, 2007; Frech, Langenfeld, & McCluer, 2004; Gaynor, Kleiner, & Vogt, 2013). Because we 

lack patient-level data, it was not possible to define each insurer market using the Elzinga-

Hogarty and Critical Loss Analysis methods that rely on patient flows. 

In sum, we consider the HHI point increases from a Health Net-Centene merger to be 

modest at best. However, as Health Net and Centene overlap in rural counties that are already 

highly concentrated, any increases in market concentration are potentially concerning to the 

competitive nature between insurers and providers.7 The impact could be greater if Centene’s 

county market shares grow significantly post-acquisition. 

G. Analysis of Health Net Exiting Covered California 

Covered California is the ACA Marketplace for California. Participating health insurers can offer 

individual and SHOP coverage through the Marketplace. As of June 2015, total Covered 

California enrollment is 1.3 million. Of these 1.3 million, 221,140 (16.9%) are enrolled in a 

Health Net plan, making Health Net the 4th largest insurer (by enrollment) in Covered California. 

In 2015, Health Net offered coverage in 13 of the 19 geographic rating areas of Covered 

California.8 In 2016, Health Net will begin offering coverage in rating areas 1, 3, and 11. Exhibit 

2 lists Health Net’s enrollment by rating area. The majority of Health Net’s Covered California 

enrollment is in Southern California. 

In this section, we analyze the scenario of Health Net exiting Covered California. As of 

September 2015, Centene’s total U.S. enrollment is 4.8 million. Of these 4.8 million enrollees, 

3.5 million are enrolled in a Medicaid plan, making Medicaid Centene’s primary line of business. 

Given this, it is possible that Health Net’s 1.8 million Medi-Cal enrollees are the part of Health 

Net’s California enrollment that are of most interest to Centene. This section is about posing 

the question: what would be the impact of Centene focusing on Medi-Cal and deciding to have 

7 We do not have data on provider concentration in these 19 counties. 
8 See Section J: Appendix, Exhibit 3 for a map of the geographic rating areas. 
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Health Net exit California’s commercial insurance market. We address this question in the 

context of Covered California. 

Again, we compute HHI measures of market concentration. First, we compute HHIs at 

the rating area-level as opposed to the county-level. As such, we use rating area enrollment 

shares for our HHI calculations. Second, the rating area enrollment shares are specific to 

Covered California enrollment; no enrollment from other lines of business is included. 

Exhibit 2 (see Section J: Appendix) presents the results of our calculations. Current HHIs 

and post-Health Net HHIs are computed. Current HHIs use insurer rating area-level market 

shares as of June 2015. Post-Health Net HHIs remove Health Net from the set of insurers. We 

assume the other insurers participating in a rating area will pick up Health Net’s enrollment in 

proportion to their current enrollment shares in the rating area. 

We find that a Health Net exit from Covered California would increase health insurer 

HHIs between 43 and 1,202 points over Covered California’s 19 rating areas. Notably, the 

increases are significantly larger in Southern California rating areas (two Los Angeles rating 

areas (15 & 16), Inland Empire, Orange County, San Diego) than the rest of the state. The mean 

HHI point increase for the Southern California rating areas is 731 points, while the mean HHI 

point increase for the other rating areas in which Health Net currently participates is 86 points. 

In fact, in three Southern California rating areas (Los Angeles (16), Inland Empire, San Diego) 

health insurer HHIs would cross over the Horizontal Merger Guidelines highly concentrated 

market threshold of 2,500 should Health Net exit Covered California. 

In sum, we find a Health Net exit from Covered California may have a measureable and 

significant impact on the competitiveness of the Southern California rating areas, but would 

have little to no impact on the rest of the rating areas in Covered California. 

9 
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H. Summary 

As health insurance markets become more concentrated, the evidence suggests that health 

insurance premiums increase. Centene Corporation and Health Net, Inc. managed care 

operations overlap in 19 California counties; however, they are in distinct lines of business. In 

those 19 counties, Centene manages Medi-Cal lives and Health Net manages commercial lives. 

Therefore, market concentration would not increase with respect to purchasers in particular 

lines of business, such as Covered California, the individual market, and the employer-

sponsored market. 

But more importantly, with respect to purchasing health care services, such as from 

physicians and hospitals, the merger will modestly increase insurer market concentration in 

these 19 California counties. A merged entity may be able to negotiate lower rates from 

physician organizations and hospitals; however, the evidence suggests those cost savings might 

not be passed on to purchasers of insurance. 

10 
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J. Appendix 

Exhibit 1: Pre- and post-merger Herfindahl-Hirschman Indices (HHI) for the counties in which 
both Health Net and Centene operate 

County 
Population 
Estimate9 

(as of 1/1/15) 

HHI 
(as of 7/1/15) 

Post-merger 
HHI 

HHI 
Point 

Increase 

HHI 
Percent 
Increase 

Alpine 1,121 2,975 3,016 42 1.4% 
Amador 36,312 2,684 2,689 6 0.2% 
Butte 224,323 3,431 3,451 20 0.6% 
Calaveras 45,668 2,113 2,158 45 2.1% 
Colusa 21,715 3,209 3,238 30 0.9% 
El Dorado 184,917 1,600 1,665 65 4.0% 
Glenn 28,728 2,801 2,828 27 1.0% 
Imperial 183,429 2,611 2,632 21 0.8% 
Inyo 18,574 2,609 2,622 13 0.5% 
Mariposa 17,791 2,512 2,518 6 0.2% 
Mono 14,695 3,403 3,413 11 0.3% 
Nevada 98,193 2,613 2,690 77 3.0% 
Placer 369,454 2,120 2,141 21 1.0% 
Plumas 19,560 2,555 2,574 18 0.7% 
Sierra 3,105 2,881 2,902 21 0.7% 
Sutter 95,948 3,496 3,517 21 0.6% 
Tehama 64,323 3,147 3,171 25 0.8% 
Tuolumne 54,337 2,591 2,619 28 1.1% 
Yuba 74,076 3,186 3,201 15 0.5% 

Notes: The HHIs were computed using county-level enrollment shares. Enrollment includes 
employer-sponsored insurance (fully-insured and self-insured), Medicare Advantage, Medicaid 
managed care, ACA Marketplace coverage (individual and SHOP), and Tricare. Enrollment data 
comes from Decision Resources Group’s Managed Market Surveyor (formerly HealthLeaders-
Interstudy).10 

9 California Department of Finance. http://www.dof.ca.gov/research/demographic/reports/estimates/e-
1/view.php
10 https://decisionresourcesgroup.com/report/?id=1730 
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Exhibit 2: Market Concentration Impact of Health Net Exiting Covered California
                 (as of June 2015) 

Enrollment Source: Covered California. June 2015 Profile.  
Available at http://hbex.coveredca.com/data-research/. 

HHI HHI 
point percentage 

Current increase increase 
Health Health Net Health from from 

Rating Area Net Market Plan Health Plan HHI Health Health Net 
(number-name) Enrollees Share HHI if Health Net exits Net exit exit 

2 – North Bay Counties 340 0.7% 3,488 3,537 49 1% 
4 – San Francisco 460 1.3% 2,666 2,735 69 3% 
5 – Contra Costa County 230 0.6% 4,664 4,720 56 1% 
7 – Santa Clara County 870 1.5% 3,734 3,846 112 3% 
8 – San Mateo County 350 1.4% 3,627 3,729 102 3% 
9 – Monterey Coast 350 1.2% 5,233 5,359 126 2% 
10 – San Joaquin Valley 220 0.4% 5,403 5,446 43 1% 
14 – Kern County 270 1.6% 3,947 4,074 127 3% 
15 – Los Angeles County, partial 57,430 36.5% 2,834 3,723 890 31% 
16 – Los Angeles County, partial 65,000 32.9% 2,277 2,653 376 17% 
17 – Inland Empire 32,230 27.7% 2,297 2,927 630 27% 
18 – Orange County 33,850 26.6% 2,938 4,140 1,202 41% 
19 – San Diego County 29,540 24.5% 2,132 2,688 555 26% 
Statewide 221,140 16.9% 

Notes: Enrollment is exclusively Covered California enrollment. The market shares presented 
above for Health Net (and those of other insurers used for the HHI calculations) are based on 
Covered California specific market shares in a rating area. The HHIs based on the scenario of 
Health Net exiting assume Health Net’s rating area enrollment is absorbed by the other insurers 
participating in the rating area in proportion to current enrollment shares in the rating area. For 
example, if current enrollment shares in a rating area are as followed: Health Net 25%, Blue 
Shield 25%, and Anthem 50%, then Anthem would pick up two times the enrollment that Blue 
Shield picks up such that post-Health Net market shares are Blue Shield 33.3% and Anthem 
66.7%. 
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Exhibit 3: Covered California’s 19 Rating Areas (Pricing Regions) 

Source: Covered California. Health Insurance Companies and Plan Rates for 2015. July 31, 
2014. Available at https://www.coveredca.com/PDFs/CC-health-plans-booklet-2015.pdf. 
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Summary 

Nearly two-thirds of the U.S. population under age 65 is enrolled in a private, comprehensive 

health insurance plan.
1 

The private health insurance industry is also playing an increasingly 

important role in supplying coverage to enrollees in public insurance programs. The public 

interest in a competitive, robust marketplace has never been greater.  Not only are private 

insurance premiums ($16,834 for the average family) and out of pocket spending ($800 per 

person)
2 

high and projected to grow, but the individual health insurance mandate now requires 

those without public coverage to purchase private policies.  Federal subsidies for the purchase of 

private insurance through the health insurance marketplaces are projected to total $32 billion in 

2015, and $84 billion by 2020.
3 

Given these stakes, there is a substantial public benefit to 

critically evaluating any significant changes in industry market structure. 

There are two primary and complementary ways to assess the impact of consolidation: 

backward-looking (what has happened in the past?) and forward-looking (what is different, if 

anything, and how might those differences alter predictions based on the past?). This testimony 

addresses both.  First, I review economic studies on the impact of insurance consolidation on 

premiums and other outcomes of potential interest to consumers.  These studies suggest that 

consolidation leads to premium increases.  This is true notwithstanding the growing body of 

research that finds insurers with larger local market shares pay lower rates to healthcare 

providers, particularly hospitals.
4 

As I discuss below, lower provider rates can, under certain 

circumstances, also harm consumers directly.  The evidence on the link between insurance 

market concentration and health plan quality is sparse, but at least one study suggests benefit 

generosity declines with fewer competitors.
5 

In sum, economic research demonstrates that insurance industry consolidation in the past has not 

tended to improve the lot of consumers. Any individual proposed merger may have different 

1 
National Center for Health Statistics, “Early Release of Selected Estimates Based on Data From the National 

Health Interview Survey, 2014,” Table 1.2b, available at 

http://www.cdc.gov/nchs/data/nhis/earlyrelease/earlyrelease201506.pdf. 
2 

Kaiser Family Foundation and Health Research & Educational Trust, 2014 Survey of Employer Health Benefits, 

available at http://kff.org/health-costs/report/2014-employer-health-benefits-survey; Health Cost Institute, 2013 

Health Care Cost and Utilization Report, available at http://www.healthcostinstitute.org/2013-health-care-cost-and-

utilization-report. 
3 

Congressional Budget Office, Insurance Coverage Provisions of the Affordable Care Act—CBO’s March 2015 
Baseline, March 2015, available at https://www.cbo.gov/sites/default/files/cbofiles/attachments/43900-2015-03-

ACAtables.pdf. 
4 

I discuss the evidence on this point below. 
5 

Robert Town and Su Liu, "The Welfare Impact of Medicare HMOs," RAND Journal of Economics (2003): 719-

736. 

2 
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effects and should be evaluated on its own potential merits, however these merits should be 

assessed with the context provided by this academic, refereed body of literature.
6 

Proponents of continued industry consolidation have introduced two primary arguments for why 

the existing research is not prescriptive in the post-ACA era.  The first is that the Medical Loss 

Ratio (MLR) regulation
7 

prevents merging insurers from reaping profits that might otherwise be 

possible as a result of a post-merger increase in market power.  Essentially, this amounts to a 

claim that the MLR regulation provides a substitute for competition. There are a number of 

reasons to doubt this supposition.  Chief among them: the MLR regulation does not pertain to the 

majority of privately-insured Americans, who are enrolled in self-insured plans (which are 

exempt from the regulation) 
8
; it does not adequately address non-price competition; it is likely 

“gameable”; and the legislated minima may be below prevailing MLRs in certain markets and 

have no impact at all. 

The second argument is subtle, and embraced to a greater extent by economists than industry: 

insurers with larger local market share have stronger incentive to invest in changing the 

healthcare delivery system through payment innovations because they can reap more of the 

rewards from their local investments.  At the same time, providers can spread their costs of 

collaborating on these innovations across more lives.  Although this argument has merit, there is 

also an important countervailing effect of size.  An insurer with stronger market power has less 

of an incentive to invest in new products as it “replaces itself” in the market, i.e. there is less 

potential to “steal business” from rivals. In addition, there is no research showing that larger 

insurers are likelier to innovate. 

In sum, I see no reason the evidence from the past should be discounted when evaluating current 

and future consolidation. I would also caution that consolidation that occurs now is unlikely to 

be undone if it later proves anticompetitive.  History also suggests that vigorous competition by 

new entrants is unlikely to arise and offset such effects. 

6 
As the Horizontal Merger Guidelines state, merger analysis “is a fact-specific process.” U.S. Department of Justice 

and Federal Trade Commission, Horizontal Merger Guidelines, 2010, available at 

clinical services and quality improvement, above 80% for fully-insured individual and small group plans and 85% 

for fully-insured large group plans. An insurer falling short of these minima must provide rebates to policyholders 

such that the MLR meets the prescribed level. See, e.g., Center for Consumer Information & Insurance Oversight, 

“Medical Loss Ratio: Getting Your Money's Worth on Health Insurance,” Dec. 2, 2011, available at 

Approximately 54% of privately insured Americans are exempt from MLR requirements. (This figure is derived as 

the product of the share of privately insured Americans with employer-sponsored coverage–88 percent–and the 

share of covered workers enrolled a plan that is completely or partially self-funded–61 percent.) Kaiser Family 

Foundation and Health Research & Educational Trust, 2014 Survey of Employer Health Benefits, available at 

https://www.cms.gov/CCIIO/Resources/Fact-Sheets-and-FAQs/mlrfinalrule.html. 
8 

http://www.ftc.gov/os/2010/08/100819hmg.pdf. 
7 

The ACA requires health insurers to maintain an MLR, defined as the proportion of premium revenues spent on 

http://kff.org/health-costs/report/2014-employer-health-benefits-survey. Kaiser Family Foundation, “Health 
Insurance Coverage of the Total Population,” 2015, accessed Sep. 9, 2015, http://kff.org/other/state-indicator/total-

population. 

3 
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My testimony concludes with a call for sunshine.  It is unlikely that consolidation is “inherently 

bad” or “inherently good”; we need research that reveals how to protect against harms and 

unlock benefits.  Current and historical data on various aspects of commercial health insurance 

(e.g., enrollment and costs) at a disaggregated level (e.g., by specific health plan, customer 

segment, and sub-state geographic market, such as the MSA) would enable research that would 

help us to understand whether and where consolidation is harmful or beneficial, and for whom. 

While such transparency is rare in many private industries, it is common where there is a strong 

public interest and substantial public regulation, both of which characterize this vital sector. 

1. Concentration in the Health Insurance Industry Is High and Growing 

1.1 Private Health Insurance Plans 

Roughly 175 million Americans under age 65 purchased private insurance through their 

employers or via the individual insurance market in 2013, the most recent year for which data are 

available. 
9 

The industry has expanded since the introduction of the health insurance 

marketplaces in 2014.  

Figure 1 contains my rough estimates of the national market share of the four largest insurers 

over the period 2006–2014. For most customers – national multisite employers being the primary 

exception – insurance markets are local, but these share estimates provide context for the 

changing landscape.  In the figure, all 36 Blue Cross and Blue Shield (BCBS) companies are 

grouped together.  With a few exceptions, BCBS affiliates have exclusive, non-overlapping 

market territories, and hence do not compete with one another. Shares for Anthem, Inc., the for-

profit insurer (previously known as Wellpoint) that today operates BCBS plans in 14 states, are 

denoted separately.   

9 
Per the U.S. Census Bureau’s 2013 Current Population Survey (CPS) Annual Social and Economic (ASEC) 

Supplement, Table HI01, available at https://www.census.gov/hhes/www/cpstables/032014/health/h01R_000.htm. 

4 

https://www.census.gov/hhes/www/cpstables/032014/health/h01R_000.htm
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Figure 1. Estimated National Market Shares of 4 Largest Insurers, 2002–2014
10 

The national four-firm concentration ratio (the sum of the leading four firms in terms of market 

share) for the sale of private insurance increased significantly between 2006 and 2014, from 74 

to 83 percent. As a point of comparison, the four-firm concentration ratio for airlines is 62 

percent. 
11 

BCBS affiliates collectively account for over half of privately-insured lives today, a 

position they have held throughout this period (following growth during the first half of the 

2000s, not pictured).  The figure also reflects some of the more significant mergers among non-

BCBS insurers in recent history, including the acquisition of Coventry by Aetna (in 2013).  

10 
Figure 1 is constructed using the number of privately-insured lives reported in each insurer’s annual reports. 

Consistency over time and across insurers in terms of products included is not assured. BCBS share (exclusive of 

Anthem) is estimated using enrollments reported by BCBS for 2010 and 2014, and extrapolating back to 2006 by 

applying the growth rate in BCBS enrollments from data supplied by the National Association of Insurance 

Commissioners (NAIC), and corrected for states not reporting or underreporting BCBS enrollment. The BCBS 

association reports total enrollment of 100 million in 2010 and 106 million in 2014 and may include non-

comprehensive insurance. Unfortunately, NAIC reflects only fully-insured plans outside of California, whereas 

Figure 1 includes both full and self-insurance for all states. Anthem operates BCBS affiliates in CO, CT, KY, ME, 

NH, NV, OH, VA, IN, GA, MI, WA, CA, and NY. National market size in each year is the number of privately-

insured lives, as estimated from the Current Population Survey. Current Population Survey, “Total people with 
private health insurance,” 2002–2013, available at http://www.census.gov/cps/data/cpstablecreator.html. 
11 

U.S. Department of Transportation Bureau of Transportation Statistics, “Airline Domestic Market Share July 
2014–June 2015,” available at http://www.transtats.bts.gov/. 

5 
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Figure 1 does not necessarily reflect the degree of concentration in insurance markets that are 

relevant to most consumers.  Commercial health plans are generally offered and priced 

differently for each customer segment (e.g., individual, small group, large group-fully insured, 

large group-self-insured – and perhaps others) in different geographic areas.  These areas are 

generally smaller than the state (e.g., metropolitan and/or micropolitan statistical areas or ratings 

areas as defined for the state health insurance marketplaces).
12 

There are many health plans with 

a significant local, but not a national, presence - Kaiser, Intermountain, and Geisinger among 

them. The degree of competition in any product and geographic market depends on the relevant 

market participants (current and potential), and on the characteristics of the plans they offer (or 

might offer). 

The American Medical Association publishes an annual report containing commercial insurance 

market shares for the top 2 insurers, as well as corresponding market Herfindahl index (HHI), in 

388 metropolitan statistical areas (MSAs).  These reports show that concentration is generally 

higher within local markets than in the nation as a whole: the median population-weighted two-

firm concentration ratio for 2012 is 0.65.  Concentration within MSAs also appears
13 

to be 

increasing over time. The median HHI increased from 1,716 in 2001 to 2,973 in 2012, well in 

excess of the threshold for “highly concentrated” (2,500) per the Horizontal Merger Guidelines 

issued jointly by the Department of Justice and the Federal Trade Commission.
14 

1.2 Medicare Advantage 

There are nearly 22 million Medicare beneficiaries enrolled in Medicare Advantage plans of 

various kinds. 

Figure 2 presents the market shares of the four leading providers of Medicare Advantage plans in 

from 2007 to 2015.  Again, these shares are provided for context and may not reflect market 

structure at the local level at which Medicare beneficiaries make plan selections. The four-firm 

concentration ratio increased markedly between 2011 and 2015, rising from 48 to 61 percent. 

The Medicare Advantage market has experienced significantly more turbulence than the private 

insurance sector, owing to myriad changes in regulations and reimbursement rules.
15 

The 

12 
For example, plans offered on the Health Insurance Marketplaces are priced at the rating area level. Rating areas 

are defined as one or more counties and are generally smaller than MSAs. See, e.g., Kaiser Family Foundation, 

“Medicare Advantage,” Jun. 29, 2015, accessed Sep. 9, 2015, http://kff.org/medicare/fact-sheet/medicare-advantage. 

CMS Center for Consumer Information and Consumer Oversight, “Market Rating Reforms,” May 28, 2014, 
accessed Sep. 9, 2015, https://www.cms.gov/cciio/programs-and-initiatives/health-insurance-market-reforms/state-

gra.html. 
13 

The AMA reports are not strictly comparable over time due to changes in the number of MSAs included, and the 

inclusion of self-insured lives. The figures for 2012 include self-insured lives. 
14 

U.S. Department of Justice and Federal Trade Commission, Horizontal Merger Guidelines, 2010, available at 

http://www.ftc.gov/os/2010/08/100819hmg.pdf. 
15 

Total enrollment in Medicare Advantage has increased significantly over this period, from 9.3 million in 2007 to 

22 million in 2015. Duggan, Starc and Vabson (2014) show that reimbursement is strongly linked to entry. They 

6 

http://kff.org/medicare/fact-sheet/medicare-advantage
https://www.cms.gov/cciio/programs-and-initiatives/health-insurance-market-reforms/state-gra.html
https://www.cms.gov/cciio/programs-and-initiatives/health-insurance-market-reforms/state-gra.html
http://www.ftc.gov/os/2010/08/100819hmg.pdf
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national market leaders for Medicare Advantage are a bit different from those in the private 

insurance market (in Figure 1), although they are the same as the market leaders in the fully-

insured segment of private insurance.
16 

Figure 2. Medicare Advantage 4-firm Concentration Ratio, 2007–2015
17 

Most of the research on insurance consolidation utilizes data from private insurance plans, hence 

my testimony focuses on this set of customers. Although Medicare Advantage and other health 

insurance products such as Medicaid Managed Care plans are clearly different – e.g., they face 

different regulatory requirements, and different challenges with regard to assembling provider 

networks and negotiating competitive provider rates – the insights from private insurance 

markets are clearly relevant in light of the similarities in the “production process” for insurance, 

as evidenced by the significant overlap in the suppliers across the different market types. 

estimate that for every dollar of additional reimbursement from the Medicare program, 20 cents is passed through to 

enrollees in the form of better coverage. Mark Duggan, Amanda Starc, and Boris Vabson, “Who Benefits When the 

Government Pays More? Pass-through in the Medicare Advantage Program,” No. w19989, National Bureau of 

Economic Research, 2014. 
16 

In 2013, these are United (14 percent), Anthem (11 percent), Aetna (7 percent) and Humana (4 percent). Source: 

2013 CCIIO MLR data, available at https://www.cms.gov/CCIIO/Resources/Data-Resources/mlr.html. 
17 

Source: Centers for Medicare and Medicaid Services, Medicare Advantage Enrollment Data, 2007–2015, 

available at https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-

Reports/MCRAdvPartDEnrolData/index.html. 

7 

https://www.cms.gov/CCIIO/Resources/Data-Resources/mlr.html
https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/MCRAdvPartDEnrolData/index.html
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1.3 Drivers of Industry Consolidation 

Industry consolidation arises from two sources: structural (i.e., entry, exit, and mergers), and 

non-structural (i.e., growth or decline of incumbent firms). There is little research on the relative 

contribution of each to rising concentration.
18 

Most of the structural change has been driven by 

mergers, and the most significant non-structural development appears to be the growth in the 

market shares of the various BCBS affiliates.
19 

Insurance mergers over the past 20 years can be characterized by four phenomena: (1) attempts 

by regional insurers to gain broader service areas; (2) attempts by national insurers to obtain a 

presence in virtually all geographies; (3) acquisitions of local HMOs and provider-sponsored 

plans by incumbents; (4) consolidation of for-profit BCBS affiliates (into Anthem).  Reported 

motivations include a desire to achieve economies of scale in administration, sales, and 

marketing; to achieve economies of scale (more lives) and scope (more product lines) with 

respect to pioneering novel care management and shared savings programs; to strengthen the 

insurer’s negotiating position vis a vis providers (who are themselves growing more 

concentrated); and to diversify across revenue sources (e.g., government and non-government-

insured lives). It is possible that the most recent merger wave is a “contagion” ignited by the 

announcement of some large acquisitions; to the extent that an insurer is contemplating a merger, 

learning of other suitors is a motivator to act quickly.  

Some have posited that recent or proposed insurance mergers are the result of the Affordable 

Care Act (ACA).  However, the figures above reveal consolidation was well underway before the 

ACA was passed.  It is worth noting that, to the extent such consolidation is anticompetitive, it is 

at cross-purposes with the Act.  As Professor Thomas Greaney recently observed in testimony 

before the House Subcommittee on Regulatory Reform, Commercial and Antitrust Law, the 

ACA “does not regulate prices for commercial health insurance or prices in the hospital, 

physician, pharmaceutical, or medical device markets.  Instead the law relies on (1) competitive 

bargaining between payers and providers and (2) rivalry within each sector to drive price and 

quality to levels that best serve the public.”
20 

18 
Scanlon et al. (2005) find that non-structural fluctuations in enrollment accounted for more than one-third of the 

change in MSA-level HHI between 1998 and 2002. Scanlon, Chernew, Swaminatham, and Lee, “Competition in 
Health Insurance Markets: Limitations of Current Measures for Policy Analysis,” Medical Care Research and 

Review, Vol. 63 No. 6, (Supplement to December 2006) 37S-55S. The insurer HHI data pertain only to HMOs. 
19 

This growth precedes the period depicted in Figure 1. Per Ginsburg (2005), “the relative position of the Blues 

strengthened with the loosening of managed care because of the diminishing importance of HMOs, which were 

generally a weak point for the Blues. Blue plans’ ability to negotiate lower rates with providers on the basis of their 
large market share became more important.” Paul Ginsburg, "Competition in Health Care: Its Evolution Over the 

Past Decade," Health Affairs 24.6 (2005): 1512–1522. 
20 

Thomas L. Greaney, “The State of Competition in the Health Care Marketplace: The Patient Protection and 

Affordable Care Act’s Impact on Competition,” United States House of Representatives Committee on the 
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In fact, the Act promotes competition in the insurance industry in several ways, including via 

regulatory reforms (e.g., product standardization and plan certification, which reduce the hurdle 

to entry posed by the need to establish a credible reputation) and via the health insurance 

marketplaces (which reduce marketing and sales costs, thereby raising the likelihood of entry).  

The Health Insurance Marketplaces were explicitly designed to facilitate competition among 

insurers.  The notion that the ACA’s MLR regulations, which place a floor on the share of 

premiums devoted to medical spending and quality improvement activities, provoke 

consolidation is inconsistent with profit-maximizing behavior.  To the extent that scale reduces 

administrative costs, insurers would have benefited from such reductions in the absence of the 

regulation. 

Even if the ACA inadvertently provoked consolidation – perhaps because of a surge of investor 

interest in growing private insurance markets, and the thirst for higher company valuations – the 

question before the committee today is whether this phenomenon is likely to be beneficial to 

consumers. To answer it, I begin by summarizing the empirical evidence on the effects of 

insurance consolidation. 

2. What have we learned from the past? 

2.1 If past is prologue, insurance consolidation will tend to lead to lower payments to 

healthcare providers, but those lower payments will not be passed on to consumers.  On 

the contrary, consumers can expect higher insurance premiums. 

2.1.1 Effects of consolidation on healthcare provider prices and health plan quality 

Several health economists have studied the correlation between insurance market structure, 

typically measured by insurer HHI at the MSA level, and hospital prices.
21 

Using different data 

sources and time periods, these studies generally find hospital prices are lower in areas with 

higher insurance HHIs (typically measured at the MSA level). This relationship also holds when 

Judiciary, Subcommittee on Regulatory Reform, Commercial and Antitrust Law, Sep. 10, 2015, available at 

http://judiciary.house.gov/_cache/files/0a0e88c8-0519-4a47-8fa8-4c2233c760c3/greaney-testimony.pdf. 
21 

Glenn A. Melnick et al., “The Increased Concentration of Health Plan Markets Can Benefit Consumers through 

Lower Hospital Prices,” Health Affairs, 30, no. 9 (2011): 1728–1733; Asako S. Moriya, William B. Vogt, and 

Martin Gaynor, "Hospital Prices and Market Structure in the Hospital and Insurance Industries." Health Economics, 

Policy and Law 5.04 (2010): 459-479.; and Erin E. Trish, and Bradley J. Herring, "How do Health Insurer Market 

Concentration and Bargaining Power with Hospitals Affect Health Insurance Premiums?” Journal of Health 

Economics, 42 (2015): 104-114. All three rely on estimates of insurer HHI calculated from InterStudy data. Melnick 

et al. find that hospital prices in 2001–2004 are lower in MSAs with higher insurer HHI, provided the insurer HHI 

exceeds 3,200. Moriya et al. find that increases in MSA-level insurer HHI between 2001 and 2003 are associated 

with decreases in hospital prices. Trish and Herring use more recent data (from 2006–2011) and find that hospital 

prices are lower among more concentrated insurance markets. 

9 

http://judiciary.house.gov/_cache/files/0a0e88c8-0519-4a47-8fa8-4c2233c760c3/greaney-testimony.pdf
https://prices.21


  

 

 

           
     
       

      
             

CDIx193

researchers study changes over time, i.e., areas experiencing faster growth in insurer HHI exhibit 

slower growth in hospital prices. 

Lower prices for healthcare services will only benefit consumers if – and only if – they are 

ultimately passed through to consumers in the form of lower insurance premiums (and/or out-of-

pocket charges); I discuss the lack of evidence for this pass-through below.  However, it is worth 

noting that even if price reductions are in fact realized and passed through, if they are achieved 

as a result of monopsonization of healthcare service markets then consumers may experience an 

offsetting harm.  Monopsony is the mirror image of monopoly; lower input prices are achieved 

by reducing the quantity or quality of services below the level that is socially optimal. 
22 

There are a handful of studies that directly study monopsony. One study (of which I am a 

coauthor) finds such evidence in the wake of the Aetna and Prudential merger of 1999.
23 

Post-

acquisition, the combined entity covered 21 million lives. In the three-year period following the 

merger, we found relative reduction in healthcare employment and wages in those geographic 

areas where the two parties had more substantial pre-merger overlap.  The implication is that the 

exercise of market power vis-a-vis healthcare providers reduced price and output – the hallmark 

of monopsony.  Indeed, the DOJ had required Aetna and Prudential to divest health plans in two 

Texas markets before closing precisely because of concerns over post-merger monopsony power.  

This remedy proved effective: we found no evidence of monopsony in these markets following 

the merger. 
24 

Whether monopsony is likely in the face of consolidation depends on the provider market in 

question.  The textbook monopsony scenario described above pertains when there is a large 

buyer and fragmented suppliers, as is the case for physicians in some specialties within a given 

geographic area negotiating with dominant insurers. However, in settings where both sides 

possess market power and they bargain over prices, an increase in buyer power can reduce price 

without reducing output (or, equivalently, without leading to a deterioration in quality).  Indeed, 

two other studies of monopsony focus on hospitals – an industry that is concentrated in many 

22 
The way in which a monopsonistic insurance sector would achieve lower reimbursement rates is by setting a low 

market reimbursement rate, one which is beneath the value that some consumers place on those services. That is, 

there will be excess demand by consumers for services at this rate, and the monopsonist does not allow price to rise 

to expand output and equilibrate demand and supply. 
23 

Leemore Dafny, Mark Duggan, and Subramaniam Ramanarayanan, “Paying a Premium on Your Premium? 
Consolidation in the US Health Insurance Industry,” American Economic Review, 2012, 102(2): 1161–1185. 
24 

The formal complaint alleged the merger “would enable Aetna to exercise monopsony power against physicians, 
allowing Aetna to depress physicians’ reimbursement rates in Houston and Dallas, likely leading to a reduction in 

quantity or degradation in quality of physicians’ services”. U.S. vs. Aetna Inc. (ND TX, 21 June 1999) 
10 
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areas – and they find areas with higher insurer HHI have higher, not lower, hospital 
25,26

utilization. 

In sum, there is some empirical evidence that consumers may be harmed as a result of lower 

payments to healthcare personnel, however more research is needed on this subject. 

There is very little published research on the link between consolidation and plan quality.  The 

most relevant study to date pertains to the Medicare Advantage market.  The study found that the 

availability of prescription drug benefits (before the enactment of Part D) was higher in areas 

with more rivals, all else equal.
27 

There is a vast literature in other healthcare settings – e.g., 

hospitals – showing that quality does not improve when markets become more consolidated.
28 

Although quality is often more difficult to evaluate than price, the competitive mechanisms 

linking diminished competition to higher prices operate similarly with respect to lower quality. 

2.1.2 Insurance Premiums 

There are a number of studies documenting lower insurance premiums in areas with more 

insurers, including on the state health insurance marketplaces,
29 

the large group market (self- and 
30 31

fully-insured combined), and Medicare Advantage. A recent study suggests premiums for 

employer-sponsored fully-insured plans are increasing more quickly in areas where insurance 

market concentration is rising, controlling for other area characteristics such as the hospital 

market concentration.
32 

Arguably the most relevant research in light of the recent proposed mergers are two studies of 

consummated mergers. Both found that structural changes in market concentration led to higher 

insurance premiums.  The first is the previously-mentioned study of the Aetna-Prudential merger 

25 
Feldman and Wholey (2001) present evidence that prices are lower, but hospital utilization (a measure of 

quantity) is higher in markets with less competitive insurance markets. Similarly, McKellar et al. (2014) find in 

more concentrated insurer markets, health care prices are lower, utilization is higher, but overall spending is lower. 
26 

It is worth noting that many health policy experts believe some types of health care services are overutilized.  

Where true, a quantity reduction arising from the exercise of monopsony power might be viewed as beneficial. 

However, this paternalistic approach to consumption is not ordinarily adopted by antitrust enforcers. 
27 

Robert Town and Su Liu, "The Welfare Impact of Medicare HMOs," RAND Journal of Economics (2003): 719-

736. 
28 

See, for example, Gaynor, M. and R. Town (2012), “The Impact of Hospital Consolidation,“ available at 

http://www.rwjf.org/en/library/research/2012/06/the-impact-of-hospital-consolidation.html 
29 

Steven Sheingold et al., ASPE Issue Brief, “Competition and Choice in the Health Insurance Marketplaces, 2014-

2015: Impact on Premiums,”  U.S. Dept. of Health and Human Services, July 27, 2015, available at 

http://aspe.hhs.gov/basic-report/competition-and-choice-health-insurance-marketplaces-2014-2015-impact-

premiums. 
30 

Leemore Dafny, Mark Duggan, and Subramaniam Ramanarayanan. Paying a Premium on Your Premium? 

Consolidation in the US Health Insurance Industry. No. w15434. National Bureau of Economic Research, 2009. 
31 

Zirui Song, Mary Beth Landrum, and Michael E. Chernew, "Competitive Bidding in Medicare: Who Benefits 

From Competition?" The American Journal of Managed Care 18.9 (2012): 546. 
32 

Trish and Herring (2015). Ibid. 
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of 1999.  Using detailed data on health insurance plans sponsored by large, mostly multi-site 

employers representing roughly 10 million lives, my coauthors and I found that premiums 

increased significantly more in areas with greater pre-merger overlap.  Importantly, we were able 

to control for changes over time in the average premium for any given employer, so that these 

changes reflect relative differences across markets for the same firm.  Moreover, premium 

increases were observed not just for the merging firms but for their rivals (in areas where the 

merging firms had substantial overlap).  Thus, even though this particular merger was linked to 

lower healthcare personnel wages and employment, the cost savings were not passed on to 

consumers. 

We used the estimate from the above paper to predict the impact of all (structural and non-

structural) consolidation over the period 1998-2006.  We estimate that large group premiums in 

2007 were 7 percent (roughly $200 per person) higher than they would have been had local 

market concentration remained at its initial level.  Although this is a small figure relative to the 

aggregate premium increase during the same period, it is large compared to typical operating 

margins of insurers – implying substantial consolidation-induced growth in profits. 

A second study, Guardado et al. (2013), examined the effect of the 2008 merger between Sierra 

Health Services and United on small group premiums in two Nevada markets. As compared to 

control cities in the South and West, small group premiums in these markets increased by 13.7 

percent the year following the merger.
33 

2.2 There are substantial barriers to entry in the private health insurance industry, and 

consolidation-induced premium increases have not generally been offset by competition 

from new entrants. 

Over the past few decades, the private health insurance industry has seen relatively little entry by 

new firms.  Barriers to entry include: (1) building networks of local providers and negotiating 

competitive reimbursement rates;
34 

(2) establishing a credible reputation with area employers 

and consumers; (3) developing relationships with brokers, who serve as intermediaries for most 

purchasers; (4) achieving economies of scale in information technology, disease management, 

utilization review, and customer-service related functions.  “Entry” into a given geographic 

market has tended to occur via acquisition.  To wit, the most likely potential entrants in a market 

are incumbents in other product and/or geographic markets.
35 

In light of the impediments to de 

33 
Jose R. Guardado, David W. Emmons, and Carol K. Kane, “The Price Effects of a Large Merger of Health 

Insurers: A Case Study of UnitedHealth-Sierra” Health Management, Policy and Innovation, 2013: 16–35. 
34 

This is a particularly salient barrier due to the “chicken and egg problem” of insurer-provider negotiations. 

Providers are generally willing to offer the most competitive rates to insurers with a large market share, however to 

gain market share an insurer needs to offer low premiums (and to do so sustainably, must have competitive provider 

rates). 
35 

For example, recent entry in the private individual insurance market – sparked by the introduction of the Health 

Insurance Marketplaces and the individual mandate to carry insurance – has largely consisted of firms offering 

12 
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novo entry, consolidation even in non-overlapping markets reduces the number of potential 

entrants who might attempt to overcome price-increasing (or quality-reducing) consolidation in 

markets where they do not currently operate. 

3. How relevant is what we have learned in light of changes arising from the Affordable 

Care Act? 

3.1. Applicability of merger retrospectives 

A reasonable question to ask is whether the previously described retrospective analyses (of the 

Aetna-Prudential and United-Sierra mergers) are informative in light of the significant recent 

changes in the healthcare sector.  The early evidence suggests that competition has its salutary 

effects on health insurance market even in the post-ACA world.  One study (which I coauthored) 

finds that premiums on the individual exchanges in 2014 were more than 5 percent higher as a 

result of the decision by a large national insurer not to participate in federally-facilitated 

exchanges in that year. 
36 

Another study estimates that having an additional insurer in a given 

ratings area results in premium savings of nearly $500 per individual.
37 

3.2 The Medical Loss Ratio (MLR) regulations do not protect consumers from adverse 

consequences which may arise as a result of consolidation. 

The ACA enacted sweeping regulatory changes on the commercial insurance industry, including 

minimum product standards, a requirement that insurers take all comers (“guaranteed issue”), a 
ban on medical underwriting, and limits on age-based pricing.  However, the provision that is 

most relevant to the subject of insurer consolidation and its consequences concerns Medical Loss 

Ratios (MLRs). As of 2011, insurers must devote at least 85 (80) percent of premium revenues – 
net of taxes and licensing fees – to medical claims and quality improvement for their large group 

(small group/individual) fully-insured lives.  Insurers failing to satisfy these requirements in any 

given state and market segment must refund the amount of the shortfall to their enrollees in the 

relevant segment. 

Medicaid plans in those states. There are a number of new not-for-profit co-operatives as well, however entry of 

these organizations was subsidized by the federal government and many are not believed to be financially viable. 
36 

Leemore Dafny, Jonathan Gruber, and Christopher Ody, “More Insurers, Lower Premiums: Evidence from Initial 

Pricing on the Health Exchanges,” American Journal of Health Economics, Winter 2015: 53–81. 
37 

Michael J. Dickstein, et al., "The Impact of Market Size and Composition on Health Insurance Premiums: 

Evidence from the First Year of the Affordable Care Act," American Economic Review, 105.5 (2015): 120–25. 
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Some have argued
38 

that these regulations mitigate concerns over potential anticompetitive 

consequences of consolidation in this sector.   I do not find this argument convincing for at least 

five reasons.  

First, more than half of privately-insured enrollees are in self-insured plans, and the minimum 

MLR regulations do not pertain to these plans.  

Second, consumers are concerned with “value” for their health insurance dollar, and the 

minimum MLR restriction does not substitute for competition to provide value.  Suppose there 

are two insurers competing in a given market segment, and both satisfy the MLR requirement for 

that segment.  These insurers likely compete for enrollees on dimensions other than the share of 

spending devoted to medical claims and quality improvement activities, for example their 

product design, provider networks, customer service, and chronic disease management programs.  

Eliminating the competition (or potential competition) from this market via a merger relaxes or 

eliminates competition on these dimensions.  Why expend effort in, say, developing shared 

savings programs to improve quality of care and reduce spending when you can still pocket the 

same margin per insured life?
39 

In short, the MLR regulation attempts to cap industry profits, 

but it does not protect consumers from post-merger harm due to the loss of competition on a 

variety of relevant dimensions. 

Third, for the MLR regulations to impact the usual analysis of consolidation effects, they must 

“bind”: the statutory floors must be higher than we would otherwise see.  For example, if 

insurers in a given market segment and state generally have MLRs above 90 percent, merging 

insurers benefiting from an increase in market power might still profitably raise profits and 

premiums by 5 percent. Although there are no published analyses of the MLR data that pinpoint 

where the regulations currently bind, a recent study by the non-profit Commonwealth Fund 

reports the following national MLRs for 2013: 85.9% (individual); 83.6% (small group); 88.6% 

(large group). These data suggest there may be substantial room for profitable merger-related 

price increases in the individual market in particular, notwithstanding the minimum MLR 

requirement. 

In addition, because the MLR is calculated at the state and market level, it is conceivable that 

mergers can enable insurers to offset low MLRs in one geographic area or sub-segment with 

high MLRs in another.  For example, consider an insurer offering plans in a (hypothetical) 

competitive, urban individual exchange ratings area, where MLRs tend to be on the high side 

(e.g., 90 percent). This insurer could be an attractive target for another insurer who offers plans 

38 
See, e.g., CNBC, “Aetna, Humana CEOs Talk Antitrust Concerns,” Jul. 6, 2015, available at 

http://video.cnbc.com/gallery/?video=3000394309. 
39 

Reductions in the value of insurance provided may reduce the total volume of insurance purchased, and hence 

provide some constraint on the reduction in value that a profit-maximizing monopolist insurer would impose. 

However, the demand for health insurance is relatively inelastic, and particularly so in light of the new insurance 

mandates. 
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in less-competitive rural markets.  Post-merger, the insurer might be able to lower MLRs in these 

markets and use the “excess” spending in the target’s market to offset these new profits.  

Fourth, it may be possible to legally “game” the MLR regulation by effectively labeling profits 

as medical costs.  For example, insurers often have ownership stakes in healthcare facilities and 

provider organizations.  Such insurers could adjust internal transfer payments to these groups to 

ensure MLR minima are satisfied.  Similarly, many insurers engage in quality improvement 

efforts. It would seem possible to create a separate quality improvement arm and to charge the 

insurance arm fees that offset profits in excess of the MLR minima.  Although these possibilities 

are speculative, the main point is that regulation is an imperfect substitute for competition in 

terms of keeping premiums low for consumers. 

Fifth, the minimum MLR regulation could be repealed.  If we permit transactions that would 

otherwise be deemed anticompetitive under the belief that the MLR regulation acts as a check on 

post-merger margin increases, where are we left if a more consolidated insurance industry 

successfully argues for its repeal?  As is well known to the Subcommittee, it is an order of 

magnitude more difficult to dissolve a consummated merger that proves anticompetitive than to 

prevent the transaction in the first instance. 

3.3. Reforms to the healthcare delivery system may give rise to new efficiencies from 

consolidation, but at present these efficiencies are speculative. 

The recent shift toward paying for value – rather than volume – of healthcare services will 

require significant changes in how insurers pay providers and how providers deliver and 

organize care. Some insurers have suggested that mergers will enhance their ability to develop 

and implement new value-based payment agreements.
40 

This claim embeds at least three possible sources of merger efficiencies (1) there are local 

economies of scale in implementation of value-based agreements; (2) there are non-local 

economies of scale in implementation of value-based agreements; (3) some insurers have a 

unique ability to implement such programs and others cannot replicate or access it without a 

merger.  

Argument (1) implies that an insurer must have sufficient scale in a local market area to warrant 

the investment in changing practice patterns; if not, much of their investment in doing so will 

“spill over” and benefit rivals.  Indeed, a recent study suggests the much-vaunted BCBS-MA 

Alternative Quality Contract for commercially-insured lives had a significant impact on 

40 
For example, see Aetna’s press release announcing the acquisition of Humana: “The combination will provide 

Aetna with an enhanced ability to work with providers and create value-based payment agreements that result in 

better care to consumers, and spread cutting-edge clinical practices and quality care.” Aetna, “Aetna to Acquire 

Humana for $37 Billion, Combined Entity to Drive Consumer-Focused, High-Value Health Care,” Jul. 3, 2015, 
available at https://news.aetna.com//news-releases/aetna-to-acquire-humana-for-37-billion-combined-entity-to-

drive-consumer-focused-high-value-health-care/. 
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traditional fee-for-service Medicare enrollees.
41 

BCBS-MA does not share in any savings 

generated for this population.  At the same time, a provider can spread its fixed costs of 

collaborating with a given insurer across more lives the larger is that insurer.  Although these are 

economically appealing arguments, at the moment they are theoretical.  There is no evidence that 

larger insurers are more likely to implement innovative payment and care management 

programs.   In addition, there is a countervailing force offsetting this heightened incentive to 

invest in payment and delivery system reform: more dominant insurers in a given insurance 

market are less concerned with ceding market share. 

Argument (2) implies that scale across markets may be helpful in implementing value-based 

agreements. This might be true, for example, because of the ability to work with national 

employers to develop such programs.  However, there is an opposing force that may also operate. 

Implementing new payment or care management models across disparate markets can introduce 

complexity and costs into national systems that are poorly designed for exceptions.  For 

example, in early pilots of bundled payment programs, claims have been pulled for individual 

patients one-by-one out of claims payment processes.  These costs are prohibitive and might lead 

to less, not more, innovation by payers with a cross-market presence.  This reality may explain 

why concerted delivery system reform efforts have tended to emerge from other sources, such as 

provider systems (sometimes vertically integrated with insurers) and non-national payers like 

Massachusetts Blue Cross and Blue Shield. 

Argument 3 is a standard claim of merger proponents and subject to all the usual forms of 

skepticism. Efficiencies must be merger-specific and verifiable if they are to be credited against 

potential harm arising from diminished competition, and there is still the question of whether 

benefits will be passed through to consumers in light of that diminished competition. Moreover, 

any short term gain from avoiding development costs for value-based programs may be offset by 

a reduction in long-term benefits arising from competition among insurers to develop better 

versions of these programs. 

4. Next steps: How to assess proposed and potential consolidation going forward? 

The Horizontal Merger Guidelines issued jointly by the FTC and DOJ explain how the DOJ will 

evaluate whether a proposed merger violates Section 7 of the Clayton Act.  Some likely analyses 

include: (1) seeking detailed information on how costs will be trimmed as a result of any given 

transaction, and confirming they cannot be achieved in their absence or through means that are 

less likely to diminish competition; (2) soliciting input from state regulators and other informed 

stakeholders to gain an understanding of what mergers have proven beneficial in the past and the 

41 
J. Michael McWilliams, Bruce E. Landon, and Michael E. Chernew, "Changes in Health Care Spending and 

Quality for Medicare Beneficiaries Associated with a Commercial ACO Contract," JAMA, 310.8 (2013): 829–836. 
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characteristics of these mergers; (3) seeking data on MLRs at a granular level, so as to assess the 

relationship between prior or proposed mergers and MLRs; (4) seeking information from CMS 

on how Medicare Advantage (MA) is impacted by market structure (both in and outside of MA); 

(5) evaluating the impact of mergers on prospective entry, and the role of prospective entrants in 

disciplining premium growth historically; (6) considering the implications of cross-market 

overlap on insurance competition. This is but a short list of potential analyses. 

As the Subcommittee knows, ascertaining whether a transaction violates competition law is a 

different matter from ascertaining whether it is in the public interest.  For example, a merger that 

is likely to lead to price increases without offsetting benefits may not violate Section 7 if it 

cannot be shown that the merger lessens competition in a relevant market.  Different 

stakeholders might also place different weights on the potential losses and gains for various 

affected parties. Given the significance of the insurance sector to our wallets and to the 

functioning of our healthcare system, the public deserves better data with which to evaluate these 

transactions as well as the industry more generally. As a start, I would explore avenues for 

requiring detailed reporting on insurance enrollment, plan design, premiums, and medical loss 

ratios at a fine unit of geography (e.g., zip code) and for every possible customer segment.  This 

reporting must include self-insured plans (and specifically, the insurance administration charges 

associated with such plans), as more than half of the privately-insured are enrolled in these types 

of plans.  With these data in hand, policymakers and regulators will be able to monitor market 

developments and to intervene, if necessary, based on better and more timely information.  And 

researchers such as myself will, in the future, be able to provide much stronger guidance 

regarding the likely effects of consolidation. 

17 
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Paying a Premium on Your Premium?  
Consolidation in the US Health Insurance Industry† 

By Leemore Dafny, Mark Duggan, and Subramaniam Ramanarayanan* 

Although the majority of health-care spending in the United States is funneled 
through the private health insurance industry, few researchers have examined 
whether the industry itself is contributing to rising health insurance premiums. This 
possibility has become ever more salient as consolidations continue in this highly 
concentrated sector. In 2001, the American Medical Association (AMA) reported 
nearly half of the 40 largest Metropolitan Statistical Areas (MSAs) were “highly 
concentrated,” as defned by the Horizontal Merger Guidelines issued in 1997 by 
the US Department of Justice and the Federal Trade Commission. In 2008, the AMA 
expanded its annual report to include 314 geographic areas (mainly MSAs), 94 per-
cent of which were found to be highly concentrated.1 During this seven-year period, 
the average, infation-adjusted premium for employer-sponsored family coverage 
rose 48 percent (to $12,680 in 2008)2 while real median household income declined 
by 2 percent to $50,303 (DeNavas-Walt, Proctor, and Smith 2009). 

Prior studies point to the potential for insurer consolidation to raise pre-
miums (e.g., Robinson 2004; Wholey, Feldman, and Christianson 1995; and 
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1 “Competition in Health Insurance: A Comprehensive Study of US Markets,” American Medical Association, 

2001 and 2008. These fgures are based on the reported levels of the Herfndahl-Hirschman Index (HHI) for HMOs 
and PPOs combined. Estimates are not strictly comparable over time due to changes in methodology and sample 
selection. For example, self-insured HMOs are generally included in 2001 but excluded in 2008. The Horizontal 
Merger Guidelines issued in 1992 and updated in 1997 defne markets with HHI > 1,800 as “highly concentrated.” 
A recent update adjusted this threshold to 2,500 (DOJ 2010), and as a result the share of markets in 2008 that would 
be highly concentrated is somewhat lower at 70 percent. 

2The corresponding increase for single coverage was 44 percent (Kaiser Family Foundation/Health Research 
and Educational Trust Employer Health Benefts Annual Survey 2009). Premiums include both employer and 
employee contributions, and are adjusted to 2008 dollars by the authors using the CPI-U. 
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Dafny 2010); however, none attempts to quantify this effect.3 From a theoretical 
standpoint, the effect of concentration on insurance premiums is ambiguous. On one 
hand, increases in market concentration may allow health insurers to raise their mark-
ups, leading to higher premiums. On the other hand, increases in market concentration 
may strengthen insurers’ bargaining positions vis-à-vis health-care providers, lead-
ing to reduced negotiated reimbursements and lower premiums. In addition, there are 
many potential sources of effciency gains from consolidation, including economies 
of scale in investments in information technologies (IT) investing and disease man-
agement programs. Such effciency gains would reduce optimal premiums.4 The net 
effect on insurance premiums is ultimately an empirical question. 

There are two key challenges to empirically estimating such a link: (i) adequate 
data and (ii) plausibly exogenous variation in market concentration. Regarding 
the frst issue, comprehensive data on a large sample of health plans are extremely 
diffcult to obtain because contracts are customized for each buyer across many 
dimensions, renegotiated annually, and considered highly confdential. In addition, 
premiums vary based on the demographics, health risks, and expenditure history of 
the insured population. Thus, it is diffcult to calculate a standardized premium to 
enable comparisons across employers and/or markets. With respect to the second 
challenge, highly concentrated markets (or markets that are becoming more con-
centrated) are likely to differ from other markets in unobservable ways, making it 
diffcult to separately identify the effect of concentration from other factors. 

We address these challenges as follows. First, we utilize detailed longitudinal data 
on the health plans offered by a sample of more than 800 employers in 139 distinct 
geographic markets in the United States. The data span the nine years between 1998 
and 2006 and represent approximately 10 million active employees and their depen-
dents in each year. Rather than attempting to standardize premiums across different 
employee populations, products, and plan designs, we focus on the growth rate of 
health insurance premiums for the same employer in a specifc geographic market 
over time and examine how this relates to the local market structure of health insur-
ers. Focusing on growth alleviates concerns about time-invariant unobservable dif-
ferences in the risk profles of employee groups and the characteristics of plans they 
utilize that may be correlated with premium levels. We also control for the infuence 
of time-varying measures such as employee demographics, the types of plans uti-
lized (HMO, PPO, etc.), and the generosity of beneft design. 

After documenting trends in the level and growth of concentration (as measured 
by the Herfndahl-Hirschman index (HHI), which is the sum of squared market 
shares) in 139 distinct geographic markets, we estimate OLS models of the relation-
ship between premium growth and concentration levels. We do not fnd evidence 

3Robinson (2004) shows that state-level insurance markets are dominated by a small number of frms and 
observes that insurer profts increased rapidly over 2000–2003. Wholey, Feldman, and Christianson (1995) report 
that premiums per HMO member are negatively related to the number of competitors facing the HMO in question, 
controlling for a host of HMO and market characteristics such as per capita income, Blue Cross affliation and HMO 
ownership status. Last, Dafny (2010) fnds health insurers engage in “direct” price discrimination, charging higher 
premiums to frms with deeper pockets, as measured by operating profts. This evidence of price discrimination 
implies insurers possess and exercise market power in some local markets but does not yield an estimate of the 
contribution of imperfect competition in this market to premium growth. 

4Of course, rent transfers from providers to insurers are not true effciency gains, although they may reduce 
premiums. 
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that premiums are rising more quickly in markets that are becoming more concen-
trated. While these estimates are useful for descriptive purposes, they are unlikely to 
provide causal estimates of the impact of market structure on premiums. Differences 
in HHI across markets—or even changes in HHI within markets—are likely to be 
driven by many factors that are not exogenous to premiums. These include differ-
ences (or changes) in consumer preferences and constraints, product offerings and 
pricing strategies, and the market conduct of hospitals, physicians, and other health-
care providers. For example, consider a market with a struggling local economy. 
In such a market, consumers may fock to low-priced carriers, bringing about an 
increase in local market concentration and a simultaneous reduction in average pre-
mium growth (relative to other markets). This pattern does not imply consolidations 
in such a market would reduce premium growth, ceteris paribus. 

In order to address the endogeneity challenge and obtain a credible estimate of the 
impact of concentration on premium growth, we exploit sharp and heterogeneous 
increases in local market concentration generated by the 1999 merger of two indus-
try giants, Aetna and Prudential Healthcare. Both were national frms, active in most 
local insurance markets, and thus the merger had widespread impact. However, the 
premerger market shares of the two frms varied signifcantly across specifc geo-
graphic markets, resulting in very different shocks to post-merger concentration. 
For example, in our sample the premerger market shares of Aetna and Prudential 
in Jacksonville, Florida were 19 and 24 percent, respectively, versus just 11 and 1 
percent, respectively, in Las Vegas, Nevada. Holding all else equal, this implies an 
increase in post-merger HHI of 892 points in Jacksonville, but only 21 points in Las 
Vegas. Focusing on the years immediately surrounding this merger, we examine 
the relationship between premium growth and HHI changes using these predicted 
changes as instruments for actual changes and controlling as fully as possible for 
changes in the characteristics of health plans (such as beneft design). 

The point estimates indicate that rising concentration in local health insur-
ance markets accounts for a nontrivial share of premium growth in recent years. 
Specifcally, our instrumental variables estimates imply that the mean increase in 
local market HHI between 1998 and 2006 (inclusive) raised premiums by roughly 
7 percent from their 1998 baseline, all else equal. Given private health insurance 
expenditures of $490 billion in our base year 1998, if this result is generalizable, 
then the “premium on premiums” by 2007 is on the order of $34 billion per year, or 
about $200 per person with employer-sponsored health insurance.5 

Although our focus is on the exercise of market power by insurers in the output 
market, consolidation may also have important effects on input prices. Using data on 
earnings and employment of health-care personnel, we exploit the differential impact 
across geographic markets of the Aetna-Prudential merger to examine whether there 
is a causal link between concentration and these outcomes. Our analysis suggests 
that the growth in insurer bargaining power following this merger reduced earnings 
and employment growth of physicians and raised earnings and employment growth 

5Source: National Health Expenditure Data provided by the Center for Medicare and Medicaid Services; avail-
able online at http://www.cms.hhs.gov/NationalHealthExpendData/. The vast majority of this spending is due to 
employer-sponsored plans; only 9 percent of the nonelderly privately insured have policies that are not employment 
based (DeNavas-Walt, Proctor, and Smith 2009). Additionally, this fgure understates the size of the private health 
insurance industry as it excludes expenditures by Medicaid and Medicare managed care plans. 

http://www.cms.hhs.gov/NationalHealthExpendData/
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of nurses. This pattern of results is consistent with postmerger substitution of nurses 
for physicians, and the exercise of monopsony power vis-à-vis physicians. 

The paper is organized as follows. Section I describes the data in detail. We exam-
ine the association between local market concentration and premium growth in 
Section II. In Section III we investigate whether a causal relationship exists between 
these two variables using the variation across geographic markets in the merger-
induced increase in insurer concentration. Section IV contains our analyses of the 
relationship between concentration and health-care employment and earnings. 
Section V concludes. 

I. Data 

Our primary source is the Large Employer Health Insurance Dataset (LEHID). 
LEHID contains information on all of the health plans offered by a large sample of 
employers between 1998 and 2006, inclusive. It is an unbalanced panel gathered 
and maintained by a leading benefts consulting frm. The data are proprietary, and 
employers included in the dataset have some past or present affliation with the frm. 
Online Appendix 1, which contains additional details of the data not presented here, 
illustrates that LEHID plans are on average very similar to the plans offered by a 
representative sample of large employers nationwide. 

The original unit of observation is the health plan–year. A health plan is defned 
as a unique combination of employer, market, insurance type, insurance carrier, and 
plan type (e.g., Company X’s Chicago-area fully insured Aetna HMO). There are 
813 unique employers, 139 geographic markets, two insurance types (self- and fully 
insured), 357 insurance carriers6 and four plan types (HMO, POS, PPO, Indemnity) 
represented in the data.7 Most employers in LEHID are large, multisite, publicly 
traded frms, such as those appearing on the fortune 1000 list. The leading industries 
represented include manufacturing (110 employers), fnance (101), and consumer 
products (73), although nonproft and government sectors are also represented (43 in 
the “government/education” category). Geographic markets are defned by the data 
source using three-digit zip codes. According to the data provider, the 139 markets 
refect the geographic boundaries typically used by insurance carriers when quoting 
prices. Large metropolitan areas are separate markets, and nonmetropolitan areas 
are lumped together within state boundaries (e.g., “New Mexico—Albuquerque” 
and “New Mexico—except Albuquerque”).8 

The sample includes both fully insured and self-insured plans. As these terms 
suggest, the former is “traditional” insurance in which the insured pays the carrier 
to bear the risk of realized health-care outlays. Many large employers choose to 
self-insure, outsourcing benefts management, provider contracting, and/or claims 

6Many of these carriers are third-party administrators, who “rent” provider networks and process claims for 
self-insured employers. 

7HMO and POS plans control utilization through primary care physicians (“gatekeepers”). HMOs cover only 
in-network providers, while POS and PPO plans provide some coverage for out-of-network providers. Indemnity 
plans have no gatekeepers or network restrictions. 

8There is only one market that crosses state boundaries, “Massachusetts—Southern and Rhode Island.” A few 
rural areas of the United States are excluded. A map of the markets is available in Dafny (2010). 
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administration but paying the realized costs of care. The percent of LEHID enrollees 
in self-insured plans increased from 55 to 80 percent during the study period. 

In addition to the elements that jointly defne a plan, our dataset includes the fol-
lowing variables: premium, demographic factor, plan design factor, and number of 
enrollees. Premium is expressed as an average amount per enrollee (i.e., a covered 
employee); it therefore increases with the average family size of enrollees in a given 
plan. Premium combines employer and employee contributions, and for self-insured 
plans it is a projection of expected costs per enrollee (including estimated adminis-
trative fees paid to an insurance carrier, as well as premiums for stop-loss insurance, 
if any). Because the forecasts are used for budgeting and to establish employee pre-
mium contributions, they are carefully developed and vetted. Employers often hire 
outside actuaries and benefts experts (such as our source) to assist in formulating 
accurate projections. 

Demographic factor is a measure that refects family size, age, and gender com-
position of enrollees in a given plan. All of these characteristics are important deter-
minants of average expected costs per enrollee in a plan. Plan design factor captures 
the generosity of benefts within a particular carrier–plan type, with an emphasis on 
the levels of coinsurance, copayments, and deductibles. Both factors are calculated 
by the source, and the proprietary formulae were not disclosed to us. Higher values 
of either factor are associated with higher premiums. 

The LEHID also records the number of enrollees in each plan. This fgure 
includes only employees of the relevant frm; dependents are accounted for by the 
demographic factor described above. The total number of enrollees in all LEHID 
plans averages 4.7 million per year. Given an average family size of more than 
two, this implies that more than ten million US residents are part of the sample 
in a typical year, representing approximately 7 percent of those with employer-
sponsored insurance (ESI) during this period, and a much larger share of those 
insured through large frms. 

We supplement the LEHID data with time-varying measures of local economic 
conditions (the unemployment rate, as reported by the Bureau of Labor Statistics), 
a measure of health-care utilization (Medicare costs per capita, as reported by 
the Centers for Medicare and Medicaid services), and the concentration of the 
hospital industry (HHI as calculated by the authors using the Annual Surveys of 
Hospitals administered by the American Hospital Association).9 As the frst two 
measures are reported at the county-year level, and LEHID markets are defned by 
three-digit zip codes, we make use of a mapping between zip codes and counties 
and, where necessary, use population data to calculate weighted average values for 
each LEHID market and year. 

We perform most analyses using data aggregated to the employer-market-year 
level. Table 1 presents descriptive statistics for this unit of observation for 1998, 
2002, and 2006, which represent the initial, middle, and fnal years of the sample 
respectively. Because our primary outcome is growth in health insurance premi-
ums (in order to avoid cross-sectional identifcation of the coeffcients of interest), 

9To calculate HHI for each geographic market and year, we use data on the number of beds for all general hos-
pitals located in the set of three-digit zip codes that defne the market, assigning hospitals with the same “system 
ID” to a common owner. 
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Table 1—Descriptive Statistics (unit of Observation: Employer-Market-year) 

1998 2002 2006 

Premium ($) 4,104.47 
(1,047.76) 

5,624.70 
(1,280.61) 

7,832.46 
(1,807.98) 

Number of enrollees 399.86 370.42 361.47 
(1,465.47) (1,397.66) (1,245.86) 

Demographic factor 2.35 2.29 1.84 
(0.47) (0.41) (0.38) 

Plan design 1.05 1.05 0.98 
(0.06) (0.06) (0.07) 

Plan type 
HMO 29.4% 30.6% 25.4% 
Indemnity 22.4% 7.2% 2.8% 
POS 28.1% 16.8% 14.1% 
PPO 20.0% 45.4% 57.6% 

Percent fully insured 33.0% 24.2% 14.4% 
Observations 10,033 14,851 11,497 

Notes: All statistics are unweighted. The unit of observation is an employer-market-year com-
bination. Demographic factor refects age, gender, and family size for enrollees. Plan design 
measures the generosity of benefts. Both are constructed by the data source and exact formu-
lae are not available. Premiums are in nominal dollars. Standard deviations are in parentheses. 

aggregating the data to the employer-market-year level enables us to use a much 
larger proportion of the data. With the health plan–level data, growth in premium is 
undefned when an employer terminates a particular plan. Analogously, new plans 
can enter the analysis only after multiple observations are available. Changes to plan 
offerings are quite common in our data (24 percent of plans in year t whose frm-
markets are still present in year t + 1 no longer exist). Moreover, changes in market 
concentration may affect the insurance carriers and plan types chosen by employ-
ers, so we do not want a priori to eliminate this substitution from our sample.10 

Given this aggregation, both fully and self-insured plans must be included together 
in the analysis sample to ensure the set of employees represented over time is stable 
(but for hiring, attrition, and changes in employees’ decisions to take up employer-
sponsored insurance). 

II. Is Premium Growth Correlated with Local Market Concentration? 

In this section, we examine the relationship between the growth in health insur-
ance premiums and local market concentration. We begin by describing the distri-
bution of market-level HHI and how this has changed over time. Next, we estimate 
OLS regressions relating premium growth at the employer-market level to the cor-
responding market HHI. We include market fxed effects in our models, so that we 
identify the coeffcient of interest using changes in within-market HHI. The richness 

10This occurs very frequently in the LEHID. For example, consider employer-market pairs that are present in 
both 1999 and 2002. More than half of the plans offered by these frms in 1999 are no longer present in 2002, either 
because the employer switched to different carriers or because it changed the type of plan with the same carrier. 
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of the data also permits us to control for important time-varying differences (such 
as the percent of enrollees in HMOs and the magnitude of copayments). Although 
interesting as a descriptive exercise, this analysis is unlikely to yield unbiased esti-
mates of the causal impact of changes in market structure on premium growth, as 
changes in market structure are unlikely to be exogenous. 

A. Market Structure of large Group Insurance Markets, 1998–2006 

During our nine-year study period, the average market-level HHI (estimated 
using our sample and scaled from 0 to 10,000) increased from 2,286 to 2,984.11 

Using the categorization from the Horizontal Merger Guidelines issued in 
1997, the fraction of markets falling into the top “highly concentrated” category 
(HHI > 1,800) rose from 68 to 99 percent. The median four-frm concentration 
ratio increased from 79 to 90 percent. Thus, our data support the conclusions 
of well-publicized reports issued by the American Medical Association and the 
General Accounting Offce: local health insurance markets are concentrated and 
becoming more so over time.12 

Figure 1 presents histograms of the market-level changes in HHI, separately 
for 1998–2002, 2002–2006, and 1998–2006. The larger increases tended to occur 
during the second half of the study period, but sizable increases are present in 
the frst half as well. Between 1998 and 2002, 53 percent of markets experienced 
increases in HHI of 100 points or more, and 25 percent saw increases of 500 
or more points. The corresponding fgures for 2002 to 2006 are 78 and 53 per-
cent, respectively. The Merger Guidelines provide a helpful frame of reference for 
interpreting these changes. According to the Guidelines, mergers resulting in an 
increase of 100 or more points when HHI already exceeds 1,800 are “presumed … 
likely to create or enhance market power or facilitate its exercise.” There is wide 
variation in the magnitude of changes in HHI across markets, notwithstanding the 
fact that most are positive. 

The reasons for these changes in HHI can be subdivided into “structural” (related 
to entry, exit, and consolidation) and “nonstructural” sources. Using data on fully 
insured HMOs only, Scanlon, Chernew, Swaminathan, and Lee (2006) report that 
61 to 65 percent of the variation in HHI between 1998 and 2002 is attributable to 
structural changes. These changes are also important in our sample: the mean num-
ber of carriers per market declined from 18.9 in 1998 to 9.6 in 2006.13 Of course, 
neither source of HHI change can be presumed exogenous to other determinants of 
premium growth. Consumer preferences simultaneously determine market shares 
and premium growth, and exit and consolidation of carriers may be impacted by 
expectations of premium growth. 

11To gauge the impact of this change on concentration, consider the following two examples. A market with 
fve insurers, four of which have a market share of 23.75 percent, would have an HHI of 2,281. A market with four 
insurers, three of which each have a market share of 31.33 percent, would have an HHI of 2,981. 

12AMA ibid; GAO (2009a). 
13As the data on HHI suggest, many of these carriers are quite small. This is due to the presence of many small 

self-insured plan administrators, particularly in the earlier part of the study period. Some of these administrators 
may not be active participants in a given market, i.e., they “rent networks” from other carriers so as to offer a par-
ticular client a consistent plan across all geographies. 
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Figure 1. Change in Local Market Herfindahl 

Note: HHI is scaled from 0 to 10,000. 
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B. OlS Estimates of the Relationship between Market Structure and Premiums 

To explore the relationship between premium growth and market concentration, 
we begin by estimating equations of the following form: 

(1) Δ ln (premium)emt = α + βHHImt−1 + ϕXmt−1 + ρΔCemt + τt + λ m 

[+ ςe ] [+ ωΔplan type sharesemt + ϑΔplan designemt ] 

+ εemt . 

In this specifcation, we model premium growth between year t − 1 and year t for a 
given employer e in market m as a function of lagged market characteristics (including 
HHI),14 contemporaneous changes in observable characteristics of the insured popula-
tion (such as demographics), and year and market fxed effects. Market characteristics 
are lagged by one year because premiums are set prospectively, i.e., premiums for 
2006 are determined in 2005. In addition to HHI, the market-year covariates (denoted 
by Xmt−1) include the unemployment rate (to capture local economic conditions), the 
log of per-capita Medicare costs (to capture trends in health-care utilization), and the 
general, acute-care hospital HHI (to capture concentration in the provider market, 
which could independently lead to premium increases). Note these characteristics are 
included in level form (rather than frst differences) to allow for a delayed response to 
changes in market structure or in local economic conditions.15 

In contrast, we anticipate concurrent premium responses to changes in characteristics 
measured at the employer-market-year level (ΔCemt), specifcally demographic factors 
and the percentage of enrollees in self-insured plans. The year fxed effects capture 
average national changes in premium growth, and the market fxed effects capture dif-
ferences in average growth rates across markets. Finally, we also estimate specifca-
tions including the terms in brackets: employer fxed effects, changes in the share of 
enrollees in each plan type, and changes in the average generosity of these plans. 16 

Results are presented in columns 1 through 3 of Table 2. There is no signifcant 
association between concentration levels and premium growth, and the estimates 
change little upon inclusion of additional controls.17 Of course, causality can be 
inferred from this model only if within-market variation in insurer concentration is 
uncorrelated with other unobserved determinants of premiums, and if variation in 
premium growth does not induce variation in concentration. As previously noted, 

14From a theoretical standpoint, HHI is a valid measure of competition if frms compete à la Cournot. While the 
Cournot model does not accurately describe the health insurance market, we follow the lead of most prior studies in 
the related literature, as well as the Horizontal Merger Guidelines, in adopting the HHI as a measure of competition. 

15Given the inclusion of market fxed effects in equation (1), the coeffcients on market-year covariates (includ-
ing HHI) are identifed by within-market changes in these variables. 

16Note that employer fxed effects will substantially affect the coeffcient on HHI only if employers with high or 
low growth in premiums are systematically located in markets that have high or low levels of HHI. 

17The estimates are similarly small in magnitude and statistically insignifcant if we use the change in HHI in place 
of the level of HHI as the key explanatory variable. For the most part, the coeffcient estimates on the market-level 
control variables are statistically insignifcant. The coeffcient estimates on the employer-market controls are highly 
signifcant and generally have the expected signs. For example, a shift from 100 percent enrollment in POS plans (the 
omitted category) to 100 percent enrollment in HMO plans is associated with a 5 percent decline in premiums. 
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Table 2—Effect of Consolidation on Premiums (OLS Models)
(Study Period: 1998–2006) 

Dependent variable = annual change in ln(premiums) 
(1) (2) (3) 

Lagged HHI 0.002 −0.004 −0.005 
(0.010) (0.009) (0.009) 

Market-year controls 
Lagged ln(Medicare costs per cap) −0.015 

(0.016) 
−0.020 
(0.016) 

−0.019 
(0.016) 

Lagged unemployment rate 0.118 0.147 0.158* 
(0.098) (0.090) (0.092) 

Lagged hospital HHI 0.008 −0.003 0.001 
(0.016) (0.015) (0.015) 

Employer-market controls 
Δ Demographic factor 0.303*** 0.314*** 0.311*** 

(0.004) (0.004) (0.004) 
Δ Fraction of self-insured 0.028*** 0.032*** 0.024*** 

employees (0.005) (0.005) (0.004) 
Δ Plan design 0.349*** 

(0.022) 
Δ Fraction in indemnity plans 0.085*** 

(0.006) 
Δ Fraction in HMO plans −0.052*** 

(0.006) 
Δ Fraction in PPO plans 0.002 

(0.003) 

Employer FE No Yes Yes 
Observations 66,906 66,906 66,906 

Notes: The unit of observation is the employer-market-year. All specifcations include mar-
ket and year fxed effects. HHI is scaled from 0 to 1. Standard errors are clustered by market. 

*** Signifcant at the 1 percent level. 
** Signifcant at the 5 percent level. 
* Signifcant at the 10 percent level. 

there are good reasons to doubt the validity of these assumptions. Hence, in the sec-
tion that follows we pursue an instrumental variables approach. 

III. Do Increases in Local Market Concentration Cause Increases in Premiums? 

In this section, we estimate the causal effect of changes in market concentration 
on premium growth by exploiting shocks to local market concentration produced 
by mergers and acquisitions (M&A).18 Because M&A activity in local or regional 
markets may itself be motivated by expected trends in premium growth, we consid-
ered only large, nonlocal mergers as candidates for this analysis. We also ruled out 
mergers with insuffcient pre or post periods (e.g., Aetna and NYLCare in 1998, the 

18Our approach is similar in spirit to that of Hastings and Gilbert (2005), who use an acquisition of a West Coast 
refnery as a source of exogenous variation in the degree of vertical integration across retail gasoline markets in 13 
West Coast metropolitan areas. They fnd that nonintegrated rival stations face higher costs, controlling for several 
time-varying station characteristics. 
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frst year for which we have data), few overlapping markets, or very small shares in 
our sample for one of the merging parties (e.g., United Healthcare and MAMSI). 

Only one merger remained: the Aetna-Prudential merger of 1999. Postmerger, 
the new frm (known as “Aetna”) was widely reported to be the nation’s largest 
insurer, covering 21 million individuals.19 As we describe in detail below, there was 
substantial overlap in the local market participation of Aetna and Prudential prior to 
the merger, generating the potential for sizable postmerger changes in market con-
centration. Online Appendix 2 provides additional discussion of the circumstances 
surrounding the merger. Importantly, there is no ex ante evidence that Aetna targeted 
Prudential because of expectations about premium growth or changes in insurer 
concentration in affected markets. 

Our analysis is subdivided into four sections. First, we estimate the impact of the 
merger on market concentration (the “frst stage” analysis). In so doing, we docu-
ment the range of premerger market shares for Aetna and Prudential as well as the 
degree of premerger overlap. Second, we perform a reduced-form analysis, in which 
we examine the impact of the merger on premium growth. Third, we combine these 
analyses to produce our estimate of the causal impact of concentration on premiums. 
Last, we investigate the plausibility of alternative explanations for our fndings. In 
particular, we estimate specifcations to tease out the reaction of Aetna’s rivals, as 
these responses are informative vis-à-vis the market dynamics. 

A. The Effect of the Aetna-Prudential Merger on Market Concentration 

Immediately prior to the merger in 1999, Aetna and Prudential were the third 
and ffth largest insurers in our sample in terms of the number of enrollees. All 
139 markets included plans offered by both frms. There was signifcant variation 
across markets, however, in the premerger shares of each frm. We hypothesize that 
markets served by both frms experienced increases in market concentration imme-
diately following the merger, and that these increases varied by the premerger shares 
of the two merging frms. Specifcally, for every market we calculate the “simulated 
change in HHI” (sim ΔHHIm) as the merger-induced change in market m’s HHI that 
would have occurred from 1999 to 2000 absent any other changes, i.e., 

]2(2) sim ΔHHIm = [Aetna 1999 sharem + Pru 1999 sharem 

)2 )2 ]−[(Aetna 1999 sharem + (Pru 1999 sharem 

= 2 × Aetna 1999 sharem × Pru 1999 sharem. 

For example, if Aetna and Prudential had market shares of 10 percent each in 1999, 
sim ΔHHIm (scaled by 10,000 as discussed above) would equal 200. 

Figure 2 provides detail on the actual distribution of sim ΔHHIm in the 139 LEHID 
markets. There is signifcant variation in this measure, with 46 largely unaffected 
markets (sim ΔHHIm < 10) and 42 highly affected markets (sim ΔHHIm ≥ 100). 

19Sanders, “Will the Aetna-Prudential Merger Hurt the Patient?” TIME, June 22, 1999. 
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Figure 2. Distribution of Simulated Change in HHI Resulting from Aetna-Prudential Merger 

Notes: N = 139. HHI is scaled from 0 to 10,000. 

One state in particular stands out for its high levels of sim ΔHHIm: Texas. Five of 
the six markets in Texas have sim ΔHHIm greater than 500. The high degree of over-
lap in Texas provoked action by the Department of Justice. To address the concerns 
raised by the Department, Aetna agreed to divest the Texas-based HMO businesses 
it had acquired from NYLCare in 1998.20 We therefore examine whether the consent 
decree in Texas successfully neutralized the effect of the merger in these markets; 
to the extent it did, markets in Texas can serve as a “placebo” group for the natural 
experiment we study. 

We propose to use sim ΔHHIm × postt as an instrument for HHI in equation (1), 
where post is an indicator variable for the postmerger years in the sample. To evalu-
ate this instrument, we estimate the following equation using market-year data, ini-
tially excluding observations from Texas: 

(3) HHImt = α + λ + τ + β sim ΔHHIm × τ + εmt. m t t 

20DOJ alleged that after the merger, Aetna would have a market share for fully insured HMOs of 63 percent 
in Houston, and 42 percent in Dallas. DOJ stated that “The required divestitures…will preserve competition and 
protect consumers from higher prices” and “deny Aetna the ability to unduly depress physician reimbursement 
rates.” See http://www.justice.gov/opa/pr/1999/June/263at.htm. Although the allegations pertained to Houston and 
Dallas, because Aetna divested all NYLCare plans in Texas, the consent decree affected the entire state. Source: 
“Blue Cross and Blue Shield of Texas to Purchase NYLCare Texas Operations,” Aetna press release, 9/14/1999, 
http://www.aetna.com/news/1999/pr_19990914.htm. 

http://www.justice.gov/opa/pr/1999/June/263at.htm
http://www.aetna.com/news/1999/pr_19990914.htm
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Figure 3. Estimated Coefficients and 95 percent Confidence Intervals from 
Regression of HHI on Simulated Change in HHI 

Note: Coeffcients and standard errors are reported in column 1 of Table 3. 

The vectors denoted by λm and τt represent a full set of market and year fxed 
effects, respectively. By interacting sim ΔHHIm with separate indicators for each 
year (except 1998, the omitted category), this model investigates the possibility that 
trends in market concentration may have been different prior to the merger in mar-
kets differentially impacted by the merger. The estimated coeffcients will also help 
to determine the appropriate study period for our analysis. In this and all specifca-
tions including simHHIm , we use a scale of 0 to 1 for this measure. 

Figure 3 graphs the coeffcient estimates on the yearly interactions with sim ΔHHIm , 
together with the 95 percent confdence intervals. The sample includes data from 1998 
to 2003. Estimates are presented in numerical form in column 1 of Table 3. Relative 
to the omitted interaction term, sim ΔHHIm × (year = 1998), only the interactions 
with indicators for 2000 and 2001 are statistically signifcant. At −0.10, the coeff-
cient estimate for β in 1999 is small and (insignifcantly) negative, whereas estimates 
for β in 2000 and 2001 are large (0.49 and 0.46, respectively) and signifcant at the 5 
percent level. The timing is consistent with expectations: the merger was effectively 
cleared in July 1999, when the Department of Justice submitted its Proposed Final 
Judgment. The coeffcients in 2000 and 2001 are signifcantly smaller than 1, imply-
ing that employers to some extent substituted away from Aetna and Prudential in the 
wake of the merger. In addition, there is likely attenuation bias due to measurement 
error, as we have only a sample (rather than a census) of insurance contracts. 

The coeffcient estimates of β in 2002 are 2003 are both noisy and negative indi-
cating that the merger-induced shocks to local concentration dissipated quickly.21 In 

21This fnding is consistent with reports from industry experts. According to a 2004 Health Affairs article by 
Robinson, “[G]ossip speculates [Aetna] would be lucky to still have 30,000 of the 5 million it acquired from Prudential.” 
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Table 3—Effect of the Aetna-Prudential Merger on Market Concentration 
(Dependent Variable = HHI ) 

1998–2003 1998–2001 1998–2001 1998–2001 
(1) (2) (3) (4) 

Sim ΔHHI × (year = 1999) −0.097 
(0.180) 

Sim ΔHHI × (year = 2000) 0.487** 
(0.204) 

Sim ΔHHI × (year = 2001) 0.455** 
(0.194) 

Sim ΔHHI × (year = 2002) −0.017 
(0.205) 

Sim ΔHHI × (year = 2003) −0.199 
(0.248) 

Sim ΔHHI × (year >= 2000) 0.520*** 
(0.166) 

0.512*** 
(0.165) 

0.520*** 
(0.166) 

Sim ΔHHI × (year >= 2000) × 
(Texas == 1) 

−0.646*** 
(0.224) 

−1.262*** 
(0.291) 

Texas × (year >= 2000) 0.052 
(0.037) 

Texas included? No No Yes Yes 
Observations 798 532 556 556 
R2 0.677 0.674 0.677 0.678 

Notes: The unit of observation is the market-year. All specifcations include market and year fxed effects. HHI is 
scaled from 0 to 1. Standard errors are clustered by market. 

*** Signifcant at the 1 percent level. 
** Signifcant at the 5 percent level. 
* Signifcant at the 10 percent level. 

order to use the merger as an instrument for market concentration, we must therefore 
focus our analyses on the early years of our sample: 1998–2001 for the frst-stage 
model, and 1998–2002 for the second stage (because HHI impacts premiums with 
a lag). However, in Section IIIB below, we discuss reduced-form analyses of the 
longer-term impact of changes in simulated HHI on health insurance premiums by 
extending the study period out to 2006. 

Next, we use data from 1998 through 2001 to estimate a more parsimonious model 
that replaces the individual year interactions with a single “post” indicator that takes 
a value of one during 2000 and 2001: 

= α + λ + τ + β0 sim ΔHHIm × postt(4) HHImt m t 

+ [β1 simΔHHIm × postt × Texasm ] + [ψpostt × Texasm ] 

+ εmt . 

After estimating the baseline model (which excludes the terms in brackets), 
we add the six Texas markets to the sample and include a triple-interaction, 
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sim ΔHHIm × postt × Texasm , to explore whether the post-merger impact of 
sim ΔHHI differs in these markets. We then add the term postt × Texasm to control 
for average changes in Texas as compared to other states during the post period, 
although it may be diffcult to separately identify the coeffcient on the two Texas 
interactions because there are only six Texas markets and two post years. 

The results are displayed in column 2 of Table 3. As anticipated, the coeffcient 
on sim ΔHHIm × postt is statistically signifcant: 0.52, with a standard error of 0.17. 
The results in columns 3 and 4 show that the federal government achieved its objec-
tive of neutralizing the merger’s effect on market concentration in Texas markets. 
The triple-interaction term for Texas markets is negative and statistically signifcant 
in both specifcations and fully offsets the impact of the merger. In both models, 
we cannot reject the hypothesis that the sum of the relevant double- and triple-
interaction terms equals zero. Observations from Texas are therefore suitable for 
the placebo test (or falsifcation exercise) previously noted. If premium growth has 
a similar relationship with sim ΔHHI in Texas as in other parts of the United States, 
then changes in insurer concentration may not be driving the observed relationship. 

B. The Effect of the Aetna-Prudential Merger on Health Insurance Premiums 

To investigate the effect of merger-induced increases in local market concentra-
tion on plan premiums, we estimate models of the following form:22 

(5) Δ ln(premium)emt = α + κ0 sim ΔHHIm × postt + ϕXmt−1 + ρΔCemt 

+ τt + λm [+ςe ][+ωΔplan type sharesemt 

+ ϑΔplan designemt ] 

[+κ1 sim ΔHHIm × postt × Texasm] 

[+ γpostt × Texasm ] + εemt . 

In light of the results from the preceding section, we focus on the period between 1998 
and 2002 (i.e., annual premium growth from 1998–1999, 1999–2000, 2000–2001, 
and 2001–2002). Note that in this model postt takes a value of one for the 2000–2001 
and 2001–2002 changes, and is otherwise equal to zero.23 As in the OLS regressions 
presented in Section II, we begin with a parsimonious specifcation that controls for 
lagged market covariates and changes in employer-market characteristics, as well 
as fxed differences across years and markets in average premium growth (captured 
respectively by year and market fxed effects, denoted τt and λm). 

The results are reported in column 1 of Table 4. The estimated coeffcient on 
sim ΔHHIm × postt is positive and statistically signifcant. Given the mean 

22In a companion set of specifcations (results available upon request), we defne the outcome variable to be 
ln(premium) (rather than the change in this measure) and include market time trends. The results are similar to 
those presented in this section. 

23Recall the last year of the merger-induced HHI increase was 2001, and premiums for 2002 are set in 2001. 
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Table 4—Merger Effects on Premiums 
(Study Period: 1998–2002) 

Dependent variable = annual change in ln(premiums)
(1) (2) (3) (4) (5) (6) 

Sim ΔHHI × (year >= 2001) 0.177*** 
(0.056) 

0.202*** 
(0.048) 

0.186*** 
(0.050) 

0.193*** 
(0.049) 

0.188*** 
(0.049) 

Sim ΔHHI × (year = 2000) 0.011 
(0.061) 

Sim ΔHHI × (year = 2001) 0.181** 
(0.071) 

Sim ΔHHI × (year = 2002) 0.200*** 
(0.067) 

Sim ΔHHI × (year >= 2001)
× (Texas = 1) 

−0.238*** 
(0.069) 

−0.056 
(0.191) 

(Year >= 2001) × (Texas = 1) 0.016 
(0.017) 

Market-year controls 
Lagged ln(Medicare costs per cap) −0.029 

(0.034) 
−0.047 
(0.036) 

−0.039 
(0.036) 

−0.040 
(0.036) 

−0.046 
(0.033) 

−0.048 
(0.033) 

Lagged unemployment rate 0.479*** 0.579*** 0.567*** 0.570*** 0.575*** 0.535*** 
(0.174) (0.161) (0.155) (0.155) (0.152) (0.152) 

Lagged hospital HHI 0.003 −0.004 0.003 0.003 −0.010 −0.008 
(0.022) (0.021) (0.020) (0.020) (0.020) (0.020) 

Employer-market controls 
Δ Demographic factor 0.304*** 0.328*** 0.323*** 0.323*** 0.324*** 0.324*** 

(0.006) (0.005) (0.006) (0.006) (0.005) (0.005) 
Δ Fraction of self-insured 0.048*** 0.054*** 0.019*** 0.019*** 0.017*** 0.017*** 

employees (0.007) (0.007) (0.006) (0.006) (0.006) (0.006) 
Δ Plan design 0.223*** 0.223*** 0.210*** 0.211*** 

(0.040) (0.040) (0.040) (0.040) 
Δ Fraction in indemnity plans 0.089*** 0.089*** 0.091*** 0.091*** 

(0.008) (0.008) (0.008) (0.008) 
Δ Fraction in HMO plans −0.081*** −0.081*** −0.084*** −0.084*** 

(0.009) (0.009) (0.009) (0.009) 
Δ Fraction in PPO plans 0.000 0.000 −0.001 −0.001 

(0.006) (0.006) (0.006) (0.006) 

Employer FE No Yes Yes Yes Yes Yes 
Texas observations included? No No No No Yes Yes 
Observations 28,645 28,645 28,645 28,645 30,493 30,493 

Notes: The unit of observation is the employer-market-year. All specifcations include market and year fxed effects. 
HHI is scaled from 0 to 1. Standard errors are clustered by market. 

*** Signifcant at the 1 percent level. 
** Signifcant at the 5 percent level. 
* Signifcant at the 10 percent level. 

sim ΔHHIm of 0.014 (across all 139 geographic markets), the point estimate of 
0.177 implies that, in a typical market, the merger induced an average premium 
increase of approximately 0.25 percent in both 2001 and 2002, and thus a total 
increase of approximately 0.50 percent. The point estimate changes little upon 
inclusion of employer fxed effects (column 2), and as expected the standard 
errors decrease. Adding controls for changes in the generosity of plans (column 3) 
also has little impact on the estimate. 
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Next, we study the pattern of premium growth over time by replacing the term 
sim ΔHHIm × postt with sim ΔHHIm × τt (interactions with individual year dum-
mies, with 1998 as the omitted year). The results, in column 4, provide two key 
insights. First, there is no evidence of a “pretrend” in premium growth; that is, the 
estimated reaction to the merger is not due to a premerger trend in markets with large 
overlapping Aetna and Prudential market shares. Second, the effect of the merger on 
premium growth is very similar in both “post” years. 

This fnding strongly suggests that the impact of the merger is appropriately mod-
eled, i.e., that concentration affects the growth rate rather than the level of premi-
ums.24 If the sample is extended to 2006, we fnd the coeffcients remain of similar 
magnitude for two more years, and then fall down close to zero.25 The fact that the 
coeffcient estimates remain positive and do not become negative suggests some 
amount of hysteresis: consolidation results in a higher rate of premium growth, and 
even when circumstances change (in this case, the effect of the merger on concentra-
tion eventually disappeared) premiums remain elevated.26 

Columns 5 and 6 of Table 4 present the results of the falsifcation test enabled by 
the divestiture requirement in Texas. To execute this test, we add Texas observations 
to the sample and estimate the full model (as in column 3) with the addition of a 
triple interaction term, sim ΔHHIm × postt × Texasm .

27 The estimated coeffcient 
on this term is highly signifcant and negative (−0.24) and almost perfectly offsets 
the main effect of sim ΔHHIm in this specifcation (0.19). Although the result is 
not robust to including a separate term for postt ×Texasm (column 6), this is not 
surprising given there are only six markets in Texas and just two post years. On net, 
the results suggest that the market power effect of the merger in Texas was indeed 
neutralized by the DOJ’s actions.28 

C. IV Estimates 

Table 5 presents the frst-stage, reduced-form, and second-stage models corre-
sponding to our IV estimate; the reduced-form model is repeated from column 3 of 
Table 4. At 0.39, the estimated effect of lagged HHI on premium growth is positive, 
statistically signifcant, and roughly twice as large as the reduced-form estimate. 
This is anticipated given the frst-stage coeffcient of 0.48 reported in column 1.29 

Because our estimates suggest that changes in HHI affect the growth rate (rather 
than just the level) of premiums, to estimate the average effect of consolidation over 
the entire study period, we must consider the timing of consolidation between 1998 

24An alternative explanation is that an increase in concentration does raise the level (rather than the growth rate) 
of premiums, but it takes multiple years to reach the new level. 

25To be precise, the coeffcients on interactions of the simulated change in HHI with indicators for 2003 and 
2004 are 0.293 and 0.203 respectively, and are both signifcant with p < 0.01. 

26As noted earlier, the results of the frst stage necessitate a study period ending in 2002. However, the results 
just described suggest the estimates will be conservative. 

27Note a second-order interaction (i.e., postt × Texasm) is arguably not necessary in this model as market fxed 
effects already control for differences in average annual growth rates across markets. 

28As an additional extension of the reduced-form analysis, we examined whether the impact of the merger 
was greater in markets with higher initial levels of concentration. Unfortunately, coeffcient estimates on 
sim ΔHHIm × postt × initial HHIm (and variants thereof) were very imprecise. 

29Note this frst-stage coeffcient differs slightly from the coeffcient obtained using market-year data, as the unit 
of observation is the employer-market-year. 
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Table 5—The Impact of HHI on Premiums 
(Study Period: 1998–2002) 

Sim ΔHHI × (year >= 2001) 

Lagged HHI 

Market-year controls 
Lagged ln(medicare costs per cap) 

Lagged unemployment rate 

Lagged hospital HHI 

Employer-market controls 
Δ Demographic factor 

Δ Fraction of self-insured 
employees 

Δ Plan design 

Δ Fraction in indemnity plans 

Δ Fraction in HMO plans 

Δ Fraction in PPO plans 

Observations 

Dep var = lagged HHI 

First-stage 
estimates 

0.475*** 
(0.014) 

0.034** 
(0.014) 
0.204*** 

(0.048) 
−0.060*** 
(0.007) 

0.004*** 
(0.001) 
0.000 

(0.001) 
0.019* 

(0.010) 
0.001 

(0.002) 
−0.003 
(0.002) 
0.001 

(0.002) 

28,645 

Dep var = annual change in ln (premium) 
Reduced-form IV OLS 

estimates estimates estimates 

0.186*** 
(0.050) 

0.391*** 0.015 
(0.130) (0.018) 

−0.039 −0.052 −0.018 
(0.036) (0.037) (0.034) 
0.567*** 0.488*** 0.474*** 

(0.155) (0.163) (0.162) 
0.003 0.026 0.006 

(0.020) (0.022) (0.020) 

0.323*** 0.321*** 0.323*** 
(0.006) (0.004) (0.003) 
0.019*** 0.019*** 0.019*** 

(0.006) (0.004) (0.004) 
0.223*** 0.216*** 0.222*** 

(0.040) (0.028) (0.027) 
0.089*** 0.089*** 0.089*** 

(0.008) (0.005) (0.005) 
−0.081*** −0.080*** −0.081*** 
(0.009) (0.006) (0.006) 
0.000 0.000 0.001 

(0.006) (0.005) (0.005) 

28,645 28,645 28,645 

Notes: The unit of observation is the employer-market-year. All specifcations include employer, market, and year 
fxed effects. HHI is scaled from 0 to 1. Standard errors are clustered by market. 

*** Signifcant at the 1 percent level. 
** Signifcant at the 5 percent level. 
* Signifcant at the 10 percent level. 

and 2006. As previously noted, the average increase in HHI across all markets was 
698 points during this period. If this increase were evenly distributed over time, the 
effect of consolidation on premiums during our study period would be approximately 
13 percent. However, consolidations tended to occur later in the study period, yield-
ing a cumulative estimated effect of approximately 7 percent.30 

For the sake of comparison, we also present coeffcient estimates obtained using 
OLS models, in which lagged HHI is the predictor of interest. As noted before, 
OLS estimates are likely to be downward biased, understating the actual impact 
of changes in market concentration on premiums. Indeed, the coeffcient from 
the OLS model (presented in column 4) is near zero (and imprecisely estimated). 

30Details of our calculation are available in online Appendix 3. If one assumes that an increase in concentration 
between t and t + 1 affects premium growth for only two years (i.e., until t + 3, rather than indefnitely), then the 
implied increase in premiums caused by the increase in HHI between 1998 and 2006 is somewhat lower at 5 percent. 
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Hausman specifcation tests reject the null assumption of consistency for this model 
(p < 0.01), underscoring the need for instrumental variables estimation. 

Collectively, the results presented in this section show that consolidation does 
result in a “premium on premiums.” We arrive at this conclusion by exploiting argu-
ably exogenous increases in local market concentration caused by the nationwide 
merger between two large insurance frms, Aetna and Prudential. Two key results 
indicate our conclusions are not driven by unobserved factors correlated with the 
pre-merger market shares of Aetna and Prudential. First, there is no evidence that 
concentration or premiums in markets with higher sim ΔHHI were trending differ-
ently before the merger took effect. Second, we fnd no response in Texas, where the 
merger was effectively blocked by the Department of Justice. These tests support 
the use of sim ΔHHIm as an instrument for lagged HHIm . In online Appendix 4, we 
examine the impact of consolidation on health plan characteristics other than price, 
such as plan design and the share of employees enrolled in HMOs. 31 

D. Alternative Explanations 

The fndings summarized above are consistent with the exercise of market power 
in the wake of consolidation. However, the pattern of results is also consistent with 
alternative explanations, in particular a “mistake” in Aetna’s postmerger pricing 
strategy, and/or increases in insurance quality (and therefore price). In this section, 
we discuss the evidence with regard to these alternative hypotheses. 

Our results show that prices increase on average in markets with higher 
sim ΔHHIm . If this price increase is primarily due to actions by Aetna, then Aetna’s 
subsequent loss of market share would suggest the price increase was unsuccessful, 
i.e., they were not able to exercise market power following the merger. On the other 
hand, if competitors followed suit by increasing their prices as well, that would sug-
gest that Aetna’s action softened competition marketwide, implying the presence 
(and exercise) of market power. 

To investigate whether Aetna’s competitors increased their premiums in response 
to the merger, we estimate a set of specifcations analogous to those in Table 4 for the 
61 percent of employer-markets that were not served by either Aetna or Prudential at 
the time of the merger in 1999. Our point estimates for the coeffcient of particular 
interest (κ0 from equation (5)) are similar to the estimates for the full sample, as 
shown in online Appendix 5. This implies that insurers not directly involved in the 
merger responded to the merger-induced change in concentration by raising their 
premiums, which supports the market-power explanation for our fndings. 

Importantly, when we restrict the sample to employer-markets that were served 
(either partially or fully) by Aetna or Prudential at the time of the merger, our 
estimates for κ0 are approximately twice as large. This suggests that the merged 
entity increased its premiums more than its competitors in markets where Aetna 
and Prudential had signifcant overlap, which is consistent with the merged entity 

31Among other results, we fnd that employers reduced the generosity of plan design. This is consistent with 
efforts by employers to reduce the burden of higher insurance premiums through so-called “beneft buybacks.” We 
emphasize that our premium results do control for changes in plan design. We fnd a somewhat counterintuitive shift 
away from HMOs; however, we discuss plausible explanations for this pattern in online Appendix 4. 
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exercising price leadership and its oligopolistic rivals following. Last, it is notable 
that premiums remained elevated in high-sim ΔHHI markets through at least 2006, 
notwithstanding Aetna’s loss of market share by 2002. This hysteresis in market 
price is again consistent with a new oligopolistic pricing equilibrium facilitated by 
Aetna’s original exercise of market power. 

The second alternative explanation, that Aetna raised quality and competitors fol-
lowed its lead, is less amenable to exploration using our data. Conceptually, there 
are at least two reasons to question this hypothesis. First, quality is “lumpy” (e.g., 
enhancing consumer access to claims) and far more diffcult to calibrate across 
different markets than price. Second, quality changes take time to implement and 
to communicate to the marketplace, and the impact of the merger on price occurs 
within the frst year. These points notwithstanding, quality remains an important 
omitted factor in our analysis. 

IV. Evaluating the Effects of Insurer Consolidation on Providers 

Thus far, we have examined the impact of market structure in the insurance indus-
try on downstream buyers, specifcally of group plans. However, the degree of com-
petition in the insurance industry will also potentially affect upstream suppliers, 
such as health-care providers, pharmaceutical frms, and medical device manufac-
turers. To the extent that suppliers have few outside options, a lack of vigorous 
competition among insurers may lead to monopsonistic practices. Capps (2010) 
reviews the theoretical and practical implications of monopsony in the context of 
health insurance mergers.32 

Concern about insurers’ monopsonistic practices has emanated not only from pro-
vider organizations such as the American Medical Association and the American 
Hospital Association but also from state and federal regulatory authorities. In fact, 
the DOJ’s formal complaint regarding the Aetna-Prudential merger alleged that the 
merger “would enable Aetna to exercise monopsony power against physicians, allow-
ing Aetna to depress physicians’ reimbursement rates in Houston and Dallas, likely 
leading to a reduction in quantity or degradation in quality of physicians’ services.”33 

In this section, we consider the possibility that consolidation facilitates the exer-
cise of monopsony power by estimating the relationship between our instrument for 
HHI (sim ΔHHIm) and both the employment (or “quantity”) and average compensa-
tion (or “price”) of health-care personnel (such as physicians and nurses). As in the 
premium analysis, if variation in the impact of the merger on different geographic 
localities can be assumed orthogonal to other determinants of employment and com-
pensation growth, our results can be interpreted as causal estimates of the impact of 
consolidation on these outcomes. 

To execute this analysis, we supplemented the LEHID data with the 
Occupational Employment Statistics (OES) survey on income and employment in 

32A number of recent studies examine the effect of insurer bargaining power on hospital prices, including 
Feldman and Wholey (2001), Sorensen (2003), Moriya, Vogt, and Gaynor (2010), and Ho (2009). 

33See Complaint, united States vs. Aetna Inc. (ND TX, 21 June 1999). More recently, the DOJ required a similar 
divestiture before approving a 2005 merger between United Health Group Inc. and Pacifcare Health Systems Inc. 
Both divestitures were driven by concerns about the effect on physician services in specifc markets (see Complaint, 
united States vs. unitedHealth Group Inc. and Pacifcare Health Systems Inc., Dec 20, 2005). 
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health care–related occupations. We restrict our attention to the 43 occupation cat-
egories that are classifed under the Standard Occupational Classifcation (SOC) 
system as “Healthcare Practitioner and Technical Occupations.” These include den-
tists, registered nurses, anesthesiologists, surgeons, and pharmacy technicians. To 
facilitate a comparison of impacts on physicians versus nurses, we pool together 
the eight occupation categories pertaining to physicians and the two for nurses.34 

Nurses are by far the largest group, accounting for 56 percent of personnel in our 
sample; pharmacists are second (4.3 percent), and physicians are a close third (4.2 
percent). Additional details, including descriptive statistics for our sample, are avail-
able in online Appendix 6. 

The unit of observation for the OES data (as well as our analysis) is the occupa-
tion-MSA-year and the variables of interest are the mean annual wage and estimated 
employment. Using a crosswalk that matches LEHID markets to MSAs, we merge 
this data with our measures of insurer concentration (including our instrument). We 
estimate parsimonious specifcations using the change in log average earnings or 
employment between 1999 and 2002 as the dependent variable, and sim ΔHHI as 
the main predictor: 

(6) Δ ln yos, 99−02 = α + γ sim ΔHHIs + ωPhysiciano × sim ΔHHIs 

+ ϑNurseo × sim ΔHHIs 

+ ςPhysiciano + θNurseo + υΔHospitalHHIs 

+ [Δ ln yos,97−98 + ςo ] + εos. 

The subscripts o and s denote occupation and MSA, respectively. Our baseline spec-
ifcation includes indicators for the physician and nurse occupation categories as 
well as interactions between these indicators and sim ΔHHIs. The indicators capture 
differences in earnings and employment growth for each category (relative to other 
health-care occupations), while the interactions refect the differential impact of 
insurer consolidation on earnings and employment in these categories. In all speci-
fcations, we control for the change in hospital concentration in each market. As 
specifcation checks, we progressively add each of the terms in brackets. The frst 
term, Δ ln yos, 97−98 , represents the change in earnings or employment between 1997 
and 1998 and serves as a control for preexisting trends in earnings (or employment) 
growth. The second term represents a full set of fxed effects for the 35 occupation 
categories. We necessarily restrict the sample to occupation-markets present in both 
1999 and 2002, and we weight each observation by the average estimated employ-
ment in that occupation-market. Standard errors are robust and clustered by MSA. 

34 The categories pooled under “Physicians” are Dentists, Family and General Practitioners, General Internists, 
Obstetricians and Gynecologists, General Pediatricians, Psychiatrists, Podiatrists, and Surgeons. Some of the 
individual physician categories have low estimates for employment and are present in only a handful of markets 
during our study period. The “Nurses” category includes Registered Nurses (RNs) and Licensed Vocational 
Nurses (LVNs). 
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Table 6—Effect of the Aetna-Prudential Merger on Health-care Provider Earnings and Employment 

Dep var = Δ log (average income) Dep var = Δ log (employment) 
from 99–02; mean = 0.121 from 99–02; mean = 0.191 

Simulated ΔHHI 0.111 0.078 0.091 −2.372*** −2.723*** −2.437** 
(0.180) (0.215) (0.204) (0.809) (0.941) (0.978) 

Physician indicator 0.193*** 0.184*** NA 0.523*** 0.497*** NA 
(0.034) (0.035) (0.170) (0.167) 

Physician × simulated −2.007** −2.180*** −2.195*** −2.507 −2.582 −2.858 
ΔHHI (0.833) (0.801) (0.811) (7.934) (8.441) (8.439) 

Nurse indicator −0.013** −0.015** NA −0.154*** −0.160*** NA 
(0.006) (0.006) (0.025) (0.027) 

Nurse × simulated 0.440** 0.471* 0.457* 1.707** 2.012* 1.738* 
ΔHHI (0.221) (0.257) (0.254) (0.845) (1.071) (1.032) 

ΔHospital HHI, 0.023 0.021 0.024 −0.024 −0.027 −0.067 
1999–2002 (0.029) (0.031) (0.032) (0.254) (0.247) (0.235) 

Trend in dep var, No Yes Yes No Yes Yes 
1997–1998 

Occupation fxed effects No No Yes No No Yes 
Observations 2,110 1,631 1,631 2,110 1,631 1,631 

Notes: Unit of observation is the occupation-market-year. All physician occupations are combined into one cate-
gory. Specifcations are restricted to occupation-markets present in both 1999 and 2002. Simulated HHI is scaled 
from 0 to 1. Sample does not include observations from Texas. All specifcations are weighted by average estimated 
employment in each occupation-market. Standard errors are clustered by market. 

*** Signifcant at the 1 percent level. 
** Signifcant at the 5 percent level. 
* Signifcant at the 10 percent level. 

The results are presented in Table 6. Columns 1 through 3 pertain to models using 
the change in log average earnings from 1999–2002 as the dependent variable, while 
columns 4–6 use the change in log employment as the dependent variable. The 
coeffcient estimate on sim ΔHHIs in columns 1 through 3 is positive but imprecisely 
estimated, implying no signifcant impact of the merger on average earnings across 
all health-care occupations. The coeffcient on the physician indicator in columns 
1 and 2 demonstrates that physicians experienced an increase of around 21 percent 
in average nominal earnings between 1999 and 2002 (relative to nonnursing health-
care personnel). However, the coeffcient estimate on Physiciano × sim ΔHHIs is 
negative and signifcant in all models, revealing that earnings growth for physicians 
was lower in markets affected by the merger. Given the average value of 0.014 for 
sim ΔHHIs , the point estimate implies that the merger restrained growth in physi-
cian earnings by approximately 3 percent in a typical market. The coeffcient on the 
nurse indicator reveals that nurses experienced a small decrease in relative earnings 
over the same time period. However, the interaction term for nurses is positive and 
statistically signifcant, implying this decrease was offset at least in part in markets 
where Aetna and Prudential had premerger overlap (by approximately 0.6 percent 
in the typical market). 

Columns 4 through 6 present estimates from specifcations examining the impact 
of the merger on employment. The coeffcients are again similar across all models. 
Relative to other health-care occupations, employment of physicians increased, while 
that of nurses decreased, during the study period. The point estimate on sim ΔHHIs is 
negative and signifcant: in a typical market, the merger led to a drop in health care– 
related employment of 2.7 percent. The interaction between the physician indicator 
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and simΔHHIs is negative but noisily estimated, whereas the interaction between 
the nurse indicator and simΔHHIs is large, positive, and marginally signifcant. The 
relative increase in nurse employment in geographic markets differentially affected 
by the merger suggests there was some substitution toward nurses in these markets. 
This explanation is buttressed by the earnings regressions, which found the merger 
depressed growth in physicians’ earnings while modestly boosting nurses’ earnings.35 

To summarize, we fnd that increases in market concentration predicted to occur 
in the wake of the Aetna-Prudential merger resulted in pronounced declines in 
health care–related employment. These declines were smaller for nurses than for 
other occupations on average (including physicians), and nurses also enjoyed wage 
increases relative to other occupations (and physicians in particular).36 The evidence 
suggests that market power facilitates the substitution of nurses for physicians. The 
results are also consistent with the exercise of monopsony power by insurers vis-
à-vis physicians, as their relative earnings and employment growth declined most 
in markets with the largest predicted merger impact. Paired with the fndings of 
the previous section, we conclude that in markets where Aetna and Prudential had 
substantial premerger overlap, insurers were able to exercise market power simul-
taneously in input and output markets postmerger. Thus, the premium increases 
documented in the previous section likely understate the increase in insurer profts 
due to consolidation. 

V. Discussion and Conclusions 

The scope of the private health insurance industry is diffcult to overstate. More 
than 170 million nonelderly Americans are privately insured, and this fgure does 
not include the millions of publicly insured individuals whose coverage is out-
sourced to private insurers. The recent health insurance reform legislation will 
further expand the reach of this industry, with the Congressional Budget Offce pro-
jecting an increase of 16 million in the number with private primary insurance by 
2019 (CBO 2010). In addition, the annual growth in employer-sponsored health 
insurance premiums has exceeded the annual growth in earnings by a factor of seven 
during the last several years (Romer and Duggan 2010).37 In this study, we investi-
gate whether and to what extent increasing consolidation in the US health insurance 
industry is responsible for this rapid growth in premiums. 

We arrive at four main conclusions. First, most Americans live in markets served 
by a small number of insurers, and most markets are becoming more concentrated 
over time. We estimate that the fraction of local markets falling under the “highly 

35As a robustness check, we estimated all models using 1999–2001 as the study period, as the BLS changed its 
methodology for constructing mean wages in 2002 (see online Appendix 6). Our fndings are qualitatively similar. 

36We also estimated specifcations subdividing the nurse category into two large subgroups (Registered Nurses 
—RNs and Licensed Vocational Nurses—LVNs). We fnd that only RNs earned higher relative raises in markets 
where the merger had most impact. LVNs enjoyed signifcant relative employment gains, whereas the employment 
gains for RNs were not statistically signifcant (although they are of similar magnitude). On the whole, the results 
are consistent with outward shifts of demand for both nursing types, with a less-elastic short-run supply curve for 
RNs. The results from these specifcations are presented in online Appendix 6. We thank an anonymous referee for 
this suggestion. 

37Data from the BLS “Employer Costs for Employee Compensation” survey indicate that workers’ real average 
hourly wage and salary income increased by 0.7 percent annually from 2000 to 2009. During that same period, the 
growth rate in ESI premiums was substantially higher at 5.1 percent per year (Romer and Duggan 2010). 
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concentrated” category (per the DOJ’s Horizontal Merger Guidelines) increased 
from 68 to 99 percent between 1998 and 2006. Second, premiums are not rising 
more quickly in markets experiencing the greatest increases in concentration, even 
controlling for a rich set of observable plan characteristics. 

Third, when we account for the fact that changes in concentration are not orthogo-
nal to other determinants of premium growth, we fnd that increases in concentration 
do raise premiums. Our instrumental variables estimates, which exploit plausibly 
exogenous shocks to local market structure generated by the 1999 merger of Aetna 
and Prudential, imply that the average market-level changes in HHI between 1998 
and 2006 resulted in a premium increase of approximately 7 percentage points by 
2007, ceteris paribus. Given our sample includes both fully and self-insured plans, 
and insurers have less control over pricing of the latter, it is plausible that consoli-
dation is associated with an even larger impact on fully insured plans, which are 
dominant in the individual and small group markets. 

Fourth, we fnd evidence that consolidation reduces the employment of health-
care workers and may facilitate the substitution of nurses for physicians. Using data 
from the Occupational Employment Statistics survey between 1999 and 2002, we 
fnd the Aetna-Prudential merger reduced physician earnings in a typical market by 
3 percent and raised nurse earnings by 0.6 percent. The magnitude of this effect was 
higher (lower) in markets where the premerger shares of the two companies over-
lapped more (less). Thus, the results imply that insurers exercised monopsonistic 
power against physicians in some markets during the period 1998–2002. 

Our fndings indicate that Americans are indeed paying a premium on their health 
insurance premiums as a result of recent increases in market concentration of the 
health insurance industry. However, consolidation explains only a fraction of the steep 
increase in premiums in recent years. While 7 percent is large in absolute terms (it 
translates into approximately $34 billion in extra annual premiums), and large rela-
tive to operating margins of insurers, it is only one-eighth of the increase in average, 
infation-adjusted premiums observed in our sample during the same 1998 to 2006 
time period.38 

We caution that our analysis relies on a single merger whose substantial effects on 
market concentration persisted for just two years. However, it is among the largest 
mergers to date in the health insurance industry, and one with differential impacts 
across 139 geographic markets in the United States (implying 139 small experi-
ments). Additional research that utilizes other plausibly exogenous sources of varia-
tion in market structure would be valuable to assessing conduct in this important 
industry. We also emphasize that our sample consists primarily of large, multisite 
frms, and the results may not be generalizable to all market segments, including 
the small group and individual markets.39 Finally, there has also been a great deal 
of consolidation across (as opposed to within) markets, the effects of which are not 
refected in our estimates. 

38As shown in Table 1, average premiums in our sample increased from $4,104 in 1998 to $7,832 in 2006. 
Adjusting these both to 2007 dollars yields an increase in average, infation-adjusted premiums of 54 percent. The 
$34 billion fgure is based on an estimated $490 billion in total private insurance premiums in the United States as of 
1998 (CMS 2011). The aggregate effect of consolidation on profts should be larger as the “premium on premiums” 
does not incorporate reductions in provider payments obtained through the exercise of monopsony power. 

39High and increasing concentration has also been documented in the individual/small group market (GAO 2009b). 
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The Honorable Dave Jones 
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California Department of Insurance 
300 Capitol Mall, 17th Floor 
Sacramento, CA, 95814 

Re: Proposed Acquisition of Health Net Life Insurance Company by Centene Corporation, File No. 
APP-2015-00889 

Dear Commissioner Jones, 

Consumer Watchdog, a nonpartisan, nonprofit public interest group, urges the California Department 
of Insurance (CDI) to use its full authority to impose comprehensive requirements to protect 
consumers before allowing the merger between Centene and Health Net to move forward. 

The Affordable Care Act was meant to give more people to access to healthcare, and millions of 
Californians are newly insured. Yet many low- and middle-income families continue to struggle to pay 
the costs of a policy, let alone use their new health coverage. Increasing premiums, shrinking physician 
networks, ruinous out-of-network charges and soaring deductibles hae become the hidden premium 
hike that an increasing number of consumers simply can't afford. A Kaiser Family Foundation/New 
York Times survey released January 5th showed that one in five working-age Americans ran into 
serious financial difficulties trying to pay medical bills despite being insured.1 

Research on insurance consolidation has confirmed these results. Northwestern University Professor 
Leemore Dafny, who testified at a U.S. Senate hearing in September about insurance industry 
consolidation, noted that in her 2012 consolidation study2 of the 1998 Aetna and Prudential Healthcare 
merger that top executives cut jobs and wages as well as reduced payments to healthcare providers to 
cut costs. Dafny wrote, “Americans are indeed paying a premium on their health insurance premiums 
as a result of recent increases in market concentration of the health insurance industry.” 

At a related U.S. House of Representatives hearing on the same subject, Jaime King, a law professor at 
the University of California, said there was an almost immediate 7 percent hike in premiums after the 
Aetna-Prudential merger. She added that despite promises of Aetna at the time, the quality of care did 
not increase.3 

1 http://kff.org/health-costs/report/the-burden-of-medical-debt-results-from-the-kaiser-family-foundationnew-york-times-
medical-bills-survey/ 
2 http://www.kellogg.northwestern.edu/faculty/dafny/personal/documents/publications/ms_2010_0837_0804.pdf 
3 http://ctmirror.org/2015/09/29/aetna-anthem-merger-plans-under-scrutiny-again-by-congress/ 

http://ctmirror.org/2015/09/29/aetna-�-anthem-�-merger-�-plans-�-under-�-scrutiny-�-again-�-by-�-congress
http://www.kellogg.northwestern.edu/faculty/dafny/personal/documents/publications/ms_2010_0837_0804.pdf
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In order to safeguard against making California’s health insurance market even worse for consumers 
post-merger, CDI should use its statutory powers4 to require the best protections for policyholders. 
Insurance Code Section 1215.18 gives the Insurance Commissioner the ability to deny a transaction if 
he finds any of the following: 

(1) After the change of control the domestic insurer referred to in subdivision (a) could not 
satisfy the requirements for the issuance of a license to write the line or lines of insurance for which it 
is presently licensed; 

(2) The purchases, exchanges, mergers, or other acquisitions of control would substantially 
lessen competition in insurance in this state or create a monopoly therein; 

(3) The financial condition of an acquiring person might jeopardize the financial stability of the 
insurer, or prejudice the interests of its policyholders: 

(4) The plans or proposals which the acquiring person has to liquidate the insurer, to sell its 
assets, or to merge it with any person, or to make any other major change in its business or corporate 
structure or management, are not fair and reasonable to policyholders; 

(5) The competence, experience, and integrity of those persons who would control the 
operation of the insurer indicate that it would not be in the interest of policyholders or the public to 
permit them to do so. 

Merger Undertakings 

1. Enhanced Rate Review 

Under Insurance Code 1215.2 (d)(4), the Insurance Commissioner has the authority to deny a merger 
transaction if the plans or proposals “are not fair and reasonable to policyholders.” 

Health Net’s past rate filings with the Department of Insurance and Department of Managed Health 
Care have not always been fair or reasonable. 

In 2013, Consumer Watchdog, CalPIRG and Department of Insurance actuaries determined that Health 
Net’s proposed individual PPO rates for Covered California were unreasonable.5 The company 
ultimately agreed to amend its proposal and reduced rates,6 however Health Net did not have to accept 
the Department and consumer advocates’ findings. 

In 2014, a proposed rate hike by Health Net for individual policyholders regulated by the DMHC was 
also found to be unjustified by Consumers Union.7 Their analysis found that Health Net’s pricing and 
network design suggested manipulation of the market to reduce Health Net’s risk by discouraging 
sicker enrollees. The analysis also found that Health Net had failed to reflect, and thus did not pass on 

4 Insurance Code Section 1215-1215.18	 
5 http://www.consumerwatchdog.org/blog/healthnets-exchange-rate-unreasonable 
6https://interactive.web.insurance.ca.gov/apex/f?p=102:9:8204134511014::NO::P9_RATE_FILINGS_ID%2CP9_COMPANY_NAME%2CP9_REFER
RING_PAGE_NUM:7607%2C%5CHealth+Net+Life+Insurance+Company%5C%2C4&cs=13866C17A08C0AFF5E149A02EF3FC6E9D
7 https://consumersunion.org/wp-content/uploads/2014/09/CU_Health_Net_comments_0914.pdf 

https://consumersunion.org/wp-�-content/uploads/2014/09/CU_Health_Net_comments_0914.pdf
http://www.consumerwatchdog.org/blog/healthnets-�-exchange-�-rate-�-unreasonable
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to consumers, anticipated cost savings in its rates. Significantly, Health Net did not consistently 
account for the cost savings achieved by narrowing its networks. 

As we’ve seen with other health insurance companies, such as Aetna8 and Anthem9, insurance 
companies repeatedly ignore findings of excessive and unjustified rate proposals, leading to outrageous 
premium hikes for consumers. Since 2012, Californians have paid at least $385 million in 
unreasonable premium hikes. 

The proposed merger comes with, according to Centene CEO Michael Neidorff, plans to cut $150 
million in “costs” from Health Net through “synergies.”10 Such “savings” are often achieved through 
reductions in benefits, such as narrowing networks. Merged insurers may also obtain savings by 
applying pressure on providers, with a larger entity’s market power, to lower costs. Unless the 
Department of Insurance has binding authority over rates, there is no reason to believe – or even for 
the Department to know if – these cost savings will be passed on to consumers. 

To ensure that the terms of the merger are “fair and reasonable,” as statute dictates, the Department 
must require enhanced rate review as part of any approval. Rate review can ensure: details of any cuts 
are made public, any cost savings are passed on to consumers, and premiums are not used to finance 
any part of the deal. The merged company must also agree not to impose unreasonable rates and that 
premiums, co-payments and other rates will not increase more than the rate of inflation following the 
merger for a period of five years. 

2. ‘No Material Change’ in Health Net Plans 

Under Insurance Code 1215.2 (d)(2), the Insurance Commissioner may also deny a transaction if it 
“would substantially lessen competition.” 

Just four health insurance companies, Anthem Blue Cross, Blue Shield, Kaiser and Health Net control 
83 % of California’s private insurance market. Health Net’s 6% share, while small, provides a measure 
of critical competition and greater choice for consumers.11 

In California, Health Net’s 1.4 million Medi-Cal enrollees are undoubtedly a primary reason for 
Centene’s interest in a merger. Centene cannot be allowed to abandon the private market in California. 
There is precedent for Centene leaving an insurance market.12 In 2012, Centene abruptly cancelled a 
year-long Medicaid contract short in Kentucky, citing a lack of full disclosure about how ill patients 
were, resulting in chaos for its 125,000 enrollees. 

8 http://www.bizjournals.com/sacramento/news/2015/10/16/insurance-commissioner-slams-aetnas-small-business.html 
9 http://www.latimes.com/business/la-fi-jones-anthem-rates-20141023-story.html
10 http://www.prnewswire.com/news-releases/centene-to-combine-with-health-net-in-transaction-valued-at-approximately-
68-billion-300108184.html 
11 http://www.chcf.org/publications/2015/02/data-viz-health-plans 
12 http://insiderlouisville.com/business/media-centene-pulls-out-of-kentucky-medicaid-managed-care-deal/ 

http://insiderlouisville.com/business/media-�-centene-�-pulls-�-out-�-of-�-kentucky-�-medicaid-�-managed-�-care-�-deal
http://www.chcf.org/publications/2015/02/data-�-viz-�-health-�-plans
http://www.prnewswire.com/news-�-releases/centene-�-to-�-combine-�-with-�-health-�-net-�-in-�-transaction-�-valued-�-at-�-approximately
http://www.latimes.com/business/la-�-fi-�-jones-�-anthem-�-rates-�-20141023-�-story.html
http://www.bizjournals.com/sacramento/news/2015/10/16/insurance-�-commissioner-�-slams-�-aetnas-�-small-�-business.html
https://market.12
https://consumers.11
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In recent years, Health Net has withdrawn both its on- and off-exchange PPO plans, causing 
consternation and confusion for consumers. If Health Net’s plans in California were canceled, seven of 
Covered California’s 19 regions would lose a low cost option, five regions would have just one HMO 
option for consumers to consider and one region would have only PPO plans. Any further Health Net 
plan cancellations, considering its place in the market, would be a major blow to competition in 
California. 

At a Department of Managed Health Care (DMHC) public hearing in December on the proposed 
merger, a representative for Centene pledged that there would be no “material change” to any of Health 
Net’s plans. The company will undoubtedly make the same promise at the CDI hearing on the 22nd. 
The Commissioner must hold the company to that promise. 

As a condition of the merger, the merged company must agree not to withdraw from the private market 
in favor of the lucrative Medi-Cal business, and CDI should require the company to maintain Health 
Net’s individual and small group products on the same basis as prior to the merger. 

3. Bar “Upstreaming” of California Premiums to Centene 

Insurance Code 1215.2 (d)(3), also gives the Insurance Commissioner the ability to deny a transaction 
if the financial condition of an acquiring person might “prejudice the interests of its policyholders.” 

CDI should be vigilant when it comes to executive compensation related to the merger and any 
“upstream” funds sent from California to the parent company post-merger. Past insurers have used 
these financial avenues to drain money from the state. 

In the 2004 merger of Anthem and WellPoint, WellPoint executives wanted to walk away with $600 
million from the deal. Then-Insurance Commissioner John Garamendi blocked that attempt, citing 
Insurance Code section 1215.2(d)(3) and (4) as the legal standard by which he could review a potential 
purchase of a California insurance company. 

Garamendi eventually approved the merger only after Anthem agreed to concessions, including 
reduced executive compensation tied to the merger, and donations of $265 million into California state 
health programs. As part of the concessions, Anthem also had to restrict the practice of selecting 
healthy populations while excluding people who are more likely to get ill or incur medical expenses, 
and had to agree that Blue Cross Life & Health customers would not pay for the merger through any 
higher rates.13 

Even with a reduced compensation package, it was reported that WellPoint CEO Leonard Schaeffer 
and other executives received $265 million, and Anthem CEO Larry Glasscock was rewarded with a 
$42.5 million bonus for closing the deal.14 

13 http://www.sandiegouniontribune.com/news/2004/nov/10/california-insurance-commissioner-oks-anthem/
14 http://www.publicintegrity.org/2015/08/24/17890/merger-health-insurers-usually-leads-big-payday-executives 

http://www.publicintegrity.org/2015/08/24/17890/merger-�-health-�-insurers-�-usually-�-leads-�-big-�-payday-�-executives
http://www.sandiegouniontribune.com/news/2004/nov/10/california-�-insurance-�-commissioner-�-oks-�-anthem
https://rates.13
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Since the merger, Anthem has also transferred more than $5.4 billion in dividends to its corporate 
parent as of December 2014, according to its annual income reports, while raising rates on individual 
policyholders in California with increases of up to 39%.15 

California policyholders should not bear such a price if Centene and Health Net are allowed to merge. 
CDI should prohibit Centene from removing reserves from California to pay for severance and 
retention packages for executives in connection with the merger and require it to explain any 
“upstream” amounts sent out of state post merger. 

4. Improve Quality of Care 

The Insurance Commissioner may also deny the transaction under Insurance Code Section 1215.2 
(d)(5), if “the competence, experience, and integrity of those persons who would control the operation 
of the insurer indicate that it would not be in the interest of policyholders or the public to permit them 
to do so.” 

Health Net’s integrity in its treatment of policyholders has been in question in California for years. 
Accusations about Health Net’s record include privacy breaches,16 failing to respond adequately to 
policyholder complaints,17 denial of “medically necessary” services18 and narrow doctor and hospital 
(“provider”) networks.19 It has scored poorly in the rankings of the Office of the Patient Advocate’s 
HMO quality report card20 and the National Committee for Quality Assurance21 related to timely care 
and customer satisfaction. 

Consumer Watchdog is currently involved in litigation on behalf of Health Net consumers because the 
insurer failed to provide customers accurate information about which providers were participating in 
their networks.22 

CDI should not reward this behavior. Centene should have to promise to resolve these issues and 
litigation to benefit consumers. It should be required to have adequate provider networks for all of its 
health plans and pledge to approve medically necessary services. 

Centene must be also required to improve any star rating for Health Net on the 2014 Office of Patient 
Advocate Quality Report Card that is below two stars with a rating of at least three stars by end of 
2017. It must also improve Health Net’s ranking in the NCQA to the top 1/3 of all plans ranked in 
California by the end of 2017. 

15 http://articles.latimes.com/2010/feb/23/business/la-fi-anthem-cash23-2010feb23 
16 https://www.dmhc.ca.gov/Portals/0/AbouttheDMHC/NewsRoom/PressReleases/2011/pr031411.pdf 
17 http://www.dmhc.ca.gov/desktopmodules/dmhc/medsurveys/surveys/300fs022414.pdf 
18 http://articles.latimes.com/2012/sep/13/business/la-fi-medical-denials-case-20120913 
19 http://articles.latimes.com/2013/sep/14/business/la-fi-insure-doctor-networks-20130915 
20 http://reportcard.opa.ca.gov/rc/hmorating.aspx 
21 http://blog.ncqa.org/top-health-insurance-plans-california/
22 http://www.consumerwatchdog.org/newsrelease/health-net-sued-%E2%80%98bait-switch%E2%80%99-doctor-and-
hospital-networks-consumer-pays-12000-out-pocke 

http://www.consumerwatchdog.org/newsrelease/health-�-net-�-sued-�-%E2%80%98bait-�-switch%E2%80%99-�-doctor-�-and
http://blog.ncqa.org/top-�-health-�-insurance-�-plans-�-california
http://reportcard.opa.ca.gov/rc/hmorating.aspx
http://articles.latimes.com/2013/sep/14/business/la-�-fi-�-insure-�-doctor-�-networks-�-20130915
http://articles.latimes.com/2012/sep/13/business/la-�-fi-�-medical-�-denials-�-case-�-20120913
http://www.dmhc.ca.gov/desktopmodules/dmhc/medsurveys/surveys/300fs022414.pdf
https://www.dmhc.ca.gov/Portals/0/AbouttheDMHC/NewsRoom/PressReleases/2011/pr031411.pdf
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Sincerely, 

Eddie	Barrera 
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er	Advocate		 
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January 14, 2016 

Jennifer Chambers 
California Department of Insurance 
45 Fremont Street, 24th Floor, 
San Francisco, CA 94105 

Re: Summary of intended testimony regarding the proposed acquisition of Health Net 
Life Insurance Company by Centene Corporation. 

Dear Ms. Chambers, 

The attached letter, originally submitted to the California Department of Managed Health 
Care (DMHC), is intended to summarize our intended testimony at the upcoming 
hearing of the California Department of Insurance on the proposed acquisition of Health 
Net Life Insurance Company by Centene Corporation. 
In addition to this summary, we intend to testify at the hearing, scheduled for January 
22, 2016, and to submit written testimony to CDI. 

Sincerely, 

Dena B. Mendelsohn, JD, MPH 
Staff Attorney 
Consumers Union 

Headquarters Office Washington Office West Coast Office South West Office 
101 Truman Avenue 1101 17th Street, NW #500 1535 Mission Street 506 West 14th Street, Suite A 
Yonkers, New York 10703-1057 Washington, DC 20036 San Francisco, CA 94103-2512 Austin, TX 78701 
(914) 378-2029 (202) 462-6262 (415) 461-6747 (512) 477-4431 
(914) 378-2992 (fax) (202) 265-9548 (fax) (415) 431-0906 (fax) (512) 477-8934 (fax) 
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Statement of Dena Mendelsohn 

Staff Attorney 

Consumers Union 

to the 

California Department of Managed Health Care 

On 

Proposed Merger of Centene Corporation and Health Net of California, Inc. 

December 14, 2015 

Consumers Union, the public policy and advocacy arm of nonprofit Consumer Reports, is pleased to 

offer comments on the proposed merger of Centene Corporation and Health Net of California. From our 

vantage point advocating for consumers on a number of health access, cost, and quality issues— 

including health insurance rate setting, network adequacy, and health insurance benefit design—we are 

keenly attuned to the burden of health care and coverage costs for Californians. 

In our mission to work for a fair, just, and safe marketplace for all consumers, we have examined 

proposed mergers in health insurance and other markets to assess whether they threaten to impede the 

competitive nature of the marketplace, potentially reducing choice as well as affordability, quality, and 

the incentive to innovate. Given that the federal Department of Justice and the Federal Trade 

Commission both granted early termination of the waiting period under the Hart Scott Rodino Antitrust 

Improvements Act of 1976 (HSR Act), Californians now rely on state actors to protect consumer 

interests. We, therefore, turn to the Department of Managed Health Care (DMHC) to ensure that when 

plans such as Centene and Health Net merge, the sum of the two plans is better than what consumers 

get when the plans stand alone. 

I. Impact of the Centene-Health Net Merger on the California Health Insurance Market 

Some say that mergers like that proposed here are necessary responses to increased concentration in 

provider markets. Indeed, in our work on health insurance rate review, we witness a growing chasm 

between rate increases for northern California versus rate change in southern California1, due at least in 

1 For the 2016 plan year, for example, Covered California reported that the “weighted average increase for 
Southern California consumers who stay in their current plan is … 1.8 percent, while for consumers in Northern 
California it is 7 percent. Consumers in Southern California can save an average of nearly 10 percent by moving to a 
lower-cost plan in the same metal tier, while consumers in Northern California would potentially be able to limit 
their rate increase to an average of 1 percent if they did the same.” Covered California press release, 27 July 2015, 
available at http://news.coveredca.com/2015/07/covered-california-holds-rate-increases_27.html. 

1 

http://news.coveredca.com/2015/07/covered-california-holds-rate-increases_27.html
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part to the consolidation of providers in northern California. However, we are not convinced that the 

antidote to provider consolidation is plan consolidation. Rather, if history is a guide, having a high 

concentration of health insurers, as in other industries, results in higher prices. For example, when 

Aetna and Prudential merged in 1999, premiums rose seven percentage points.2 While this example 

precedes the ACA and its significant impact on the insurer landscape, we believe the outcome is still 

telling. 

We also have reason to doubt assurances by Centene and Health Net, stating that the merger of these 

two companies would afford efficiencies for the benefit of consumers. 3 The announcement of a 

proposed merger of health plans is frequently padded with promises of cost-savings to be passed along 

to consumers. However, research on the subject reveals a dearth of economic studies or other evidence 

finding those assurances to be true. Rather, according a health economics expert, “Past mergers among 

insurance companies suggest that consumers seldom benefit. ‘When insurers merge, there’s almost 

always an increase in premiums’.”4 While it is foreseeable that stronger market power will strengthen 

health plans’ negotiating position with providers, as a leading health antitrust scholar notes, there is 

“little incentive [for an insurer] to pass along the savings to its policyholders.”5 Furthermore, we note 

that if price reductions are in fact realized and passed through, we seek assurances that cost savings will 

not be achieved via reductions in the quantity or quality of services. 

The threat of increased insurance rates also stems from the possibility that Centene will opt to shrink or 

remove Health Net’s presence from the commercial market in California altogether. In 2015, Health Net 

offered products in all but three Covered California regions, capturing 18% of statewide enrollment in 

Covered California (subsidized and non-subsidized).6 Health Net was also the third largest health plan of 

all full service commercial HMO enrollees, serving 8% of the California market.7 Centene, on the other 

hand, has limited exposure in the commercial market, focusing most heavily in government contracting; 

it does not operate at all in California’s commercial market and appears to have entered the commercial 

market in other states only after the implementation of the ACA.8 The possibility of a large player such 

2 Leemore Dafny, Mark Duggan and Subramaniam Ramanarayanan, Paying a Premium on your Premium? 
Consolidation in the U.S. Health Insurance Industry, NBER Working Paper No. 15434, Issued October 2009. 

3 Testimony of Steve Sell, President and CEO of HealthNet of California and Rone Baldwin, Executive Vice President 
of Centene, DMHC public meeting conducted December 7, 2015. 

4 Erin Trish, researcher at USC’s Schaeffer School for Health Policy and Economics, as quoted by David Lazarus, As 
Health Insurers Merge, Consumers’ Premiums are Likely to Rise, 10 July 2015. Available at 
http://www.latimes.com/business/la-fi-lazarus-20150710-column.html. 

5 Thomas Greaney, Examining Implications of Health Insurance Mergers, Health Affairs, 16 July 2015. Available at 
http://healthaffairs.org/blog/2015/07/16/examining-implications-of-health-insurance-mergers/. 

6 Covered California, Health Insurance Companies and Plan Rates for 2016 (preliminary rates), July 27, 2015 
(updated Oct. 29, 2015), at p.31. Available at https://www.coveredca.com/PDFs/7-27-CoveredCA-2016PlanRates-
prelim.pdf. 

7 Cattaneo & Stroud, Inc., Before & After Results of the Proposed California HMO Acquisitions, 24 August 2015 at 
pp.1-2. 

8 Avalere Health LLC, New Market Entrants: Growth and Diversification in U.S. Health Insurance, September 2015. 

2 
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as Health Net exiting the market altogether is troubling because it would result in less competition, and 

potentially higher prices for consumers. At the DMHC public meeting, on December 7, both Centene and 

Health Net executives made assurances that Health Net’s current Knox-Keene products would be 

maintained in the California marketplace. However, Centene has a history of backing out of a health 

insurance market abruptly: in 2013, Centene discontinued its Kentucky Medicaid product, Kentucky 

Spirit Health Plan, a year prior to the conclusion of its contract, leaving policyholders scrambling.9 We 

therefore urge DMHC to get these assurances of continued presence in both the Medicaid and 

commercial markets in California in writing, in the form of a specific undertaking, if this merger is 

approved. 

II. Impact of Centene-Health Net Merger on Incentive to Improve Quality 

In addition to the specter of the cost of health insurance increasing under a consolidated plan 

marketplace, Consumers Union is also concerned that greater market power will erode incentives for 

plans, including the newly merged company, to provide high quality health insurance coverage to its 

members. 

Looking at what we know about current records for both Health Net and Centene gives us reason for 

concern. 

 According to a recently issued report by the California Office of the Patient Advocate, Health Net 

HMO members on the commercial market conferred on Health Net a single star—the lowest 

score possible—for both categories of “ease of access to care” and “members get answers to 

questions.”10, 

 The National Committee for Quality Assurance (NCQA) reported that Health Net of California 

earned the lowest score possible for consumer satisfaction for its Medicaid Managed Care 

Organization in 2014-2015.11 

 In a 2013 Routine Medical Survey conducted by DMHC, the Department identified five 

deficiencies.12 Of those, a year later, Health Net failed to resolve one: “to demonstrate adequate 

9 Centene was recently found in breach of its contract with the state of Kentucky by the Court of Appeals and the 
case is pending calculation of damages by the Circuit Court. The Courier-Journal, Kentucky Spirit Loses Appeal in 
Medicaid Suit, available at http://www.courier-journal.com/story/news/local/2015/02/06/kentucky-spirit-loses-
appeal-medicaid-suit/23000931/. 

10 State of California Office of the Patient Advocate, Health Net of California, Inc. 2015-16 Edition Medical Care 
Ratings, available at http://reportcard.opa.ca.gov/rc/profile.aspx?EntityType=HMO&Entity=HEALTH_NET. 

12 The Department of Managed Health Care, Final Report—Routine Medical Survey of Health Net of California, Inc. 
A Full Service Plan, February 2014. Available at 

11 Kaiser Family Foundation Medicaid MCO Quality Rankings available at http://kff.org/medicaid/state-
indicator/medicaid-mco-quality-rankings/. Centene is currently unranked because of its nominal share of the 
California market. 
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consideration and rectification of enrollee grievances.” Indeed, it appears to have taken a full 

two years after the deficiency was originally identified for Health Net to correct this failure. 

Obviously, responsiveness to consumer grievances is a key measure for consumers, but it was 

not prioritized by Health Net. 

 DMHC’s 2013 Independent Medical Review Results report shows that there were 1.13 

independent medical reviews requested for every 10,000 Health Net members—a number that 

puts Health Net in the dubious position of one of the top in the state for members requesting 

outside review. For perspective, Health Net’s 1.13 is more than double the rate of Kaiser 

Permanente, which has a rate of 0.47 per 10,000 members. Of the cases reviewed for medical 

necessity, two-thirds were reversed either via judgment by the independent reviewer or by the 

plan.13 Of the Emergency Room (ER) reimbursements that underwent independent review, 

another two-thirds were reversed, many of which by the plan itself.14 

 DMHC fined Health Net in 2014 for its failure to properly secure of protected health 

information.15 

 A visit to the Better Business Bureau Business Review website reveals a bevy of recent consumer 

complaints against Ambetter, Centene’s health insurance exchange product for the individual 

market. These complaints include lost documentation, unrecorded premium payments, 

inadequate provider network, and customer service hours that are limited to the standard work 

day (meaning that policyholders that work during the day may be unable to contact Centene 

during customer service hours). Complaints were spread among the states were Ambetter was 

offered in 2014 and 2015. 

http://www.dmhc.ca.gov/desktopmodules/dmhc/medsurveys/surveys/300fs022414.pdf. Those deficiencies were: 
(1) The plan failed to demonstrate adequate consideration and rectification of enrollee grievances; (2) The plan 
does not consistently and correctly display in all its written responses to grievances the Department’s telephone 
number, the CA Relay service’s telephone number, the Plan’s telephone number, and the Department’s Internet 
address in 12-point boldface type with the statement required by Section 1368.02(b); (3) The Plan does not 
consistently follow timeframes indicated in its Evidence of Coverage (EOC) for enrollees to file grievances; (4) Upon 
receipt of an urgent grievance, the Plan does not consistently, immediately inform the complainant of his/her right 
to contact the Department regarding the urgent grievance; (5) The Plan does not consistently provide the direct 
telephone number of the professional who made the denial decision in its commercial denial letters sent to 
requesting/treating providers. 

13 The breakdown is 28.8% were overturned by IMR and 37.0% were reversed by the plan. California Department 
of Managed Health Care 2013 Independent Medical review Summary Report. Available at 
http://www.dmhc.ca.gov/Portals/0/FileAComplaint/DMHCDecisionsAndReports/AnnualComplaintAndIMRDecision 
s/2013.pdf. 

14 The breakdown is 11.1% were overturned by IMR and 55.6% were reversed by the plan. California Department 
of Managed Health Care 2013 Independent Medical review Summary Report. Available at 
http://www.dmhc.ca.gov/Portals/0/FileAComplaint/DMHCDecisionsAndReports/AnnualComplaintAndIMRDecision 
s/2013.pdf. 

15 The Department of Managed Health Care, 2014 Annual Report, at 14. Available at 
http://dmhc.ca.gov/Portals/0/FileAComplaint/DMHCDecisionsAndReports/AnnualComplaintAndIMRDecisions/201 
4.pdf. 
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Despite all this, Health Net’s individual health insurance rate increases that were not subject to 

negotiations with Covered California exceeded the median increase in California in four out of the past 

five years.16 The sole year in the period where they fell below was the year the market overall 

experienced the highest median rate increase by a significant margin.17 

Outside California, Centene’s subsidiary, Sunshine State Health Plan, a Medicaid Managed Care 

Organization (MCO), also earned a single star in some Florida counties where it operated. Further, 

Centene’s subsidiaries operating Medicaid MCOs in Florida, Georgia, Indiana, Ohio, South Carolina, 

Texas, Washington, and Wisconsin each earned at or below average scores for consumer satisfaction.18 

Health plans are more than a financial conduit between consumers and providers; they also have a 

direct relationship with consumers, such as by coordinating care and providing resources. Clearly, 

consumers’ experience with a merged Health Net-Centene entity must be improved. 

Finally, in his testimony before the DMHC on December 7, 2015, Health Net President and CEO Steve 

Sell claimed the proposed merger of the two plans would enable Health Net to innovate and transform 

Health Net into a leader in the transformation of health care in the country.19 However, as one leading 

expert recently testified before the Senate Committee on the Judiciary, “there is no research showing 

that larger insurers are likelier to innovate.”20 One innovation Mr. Sell frequently cited was value-based 

products. It is unclear, however, how innovation will improve post-merger. Further, there is no evidence 

that an insurance merger is required to carry out such initiatives. While we support the transition from 

volume-based care to patient-oriented value-based delivery, health plans must be held accountable for 

assurances such as these. 

We urge DMHC to impose an undertaking on the merger that raises the bar for quality. This may include 

improved ease of enrollment,21 more consumer-friendly benefits and coverage design,22 and enhanced 

16 We do note, however, that its rate increases for products sold on the state Exchange, which underwent 
negotiations with Covered California, came in more favorably than for many other plans. 

17 California Health Care Foundation, Individual Health Insurance Premium Growth in California, available at 
http://www.chcf.org/publications/2015/11/individual-premiums-growth-california. 

18 See http://kff.org/medicaid/state-indicator/medicaid-mco-quality-rankings/ for notes and sources. Centene’s 
subsidiary operating a Medicaid MCO in South Carolina, Absolute Total Care, achieved a score of four out of five 
and the subsidiaries in Illinois, Kansas, Louisiana, Massachusetts, Mississippi, and Missouri are not yet scored by 
NCQA. 

19 Testimony of Steve Sell, President and CEO of HealthNet of California, DMHC public meeting conducted 
December 7, 2015. 

20 Testimony of Leemore S. Dafny, PhD., Before the Senate Committee on the Judiciary Subcommittee on Antitrust, 
Competition Policy, and Consumer Rights on “Health Insurance Industry Consolidation: What Do We Know fFrom 
the Past, Is It Relevant in Light f the ACA, and What Should We Ask?,” 22 September 2015. Available at 
http://www.judiciary.senate.gov/imo/media/doc/09-22-15%20Dafny%20Testimony%20Updated.pdf. 

21 In 2014, the most frequent complaint by consumers was in Health Net’s enrollment process. The Department of 
Managed Health Care, 2014 Annual Report, “2014 Complaint Results by Category and Health Plan.” 
22 In 2013, the most frequent complaint by consumers was in Health Net’s benefits and coverage. The Department 
of Managed Health Care, 2013 Annual Report, “2014 Complaint Results by Category and Health Plan.” Available at 
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grievance processes so policyholders can have issues resolved before escalating to the Independent 

Medical Review stage. 

III. Impact of Entry by an Out-of-State Corporation and Management of a California-based 

Health Plan 

While Health Net has a longstanding presence in California, Centene has operated on only a very limited 

basis here, for a relatively short period of time, and outside the commercial market. Given this, it is 

unlikely that Centene is familiar with the intricacies of California legal requirements, the state’s 

extensive consumer protections, and the unique regulatory framework of having two regulators as well 

as an active purchaser Exchange. In the DMHC public meeting held December 7th, executives for both 

plans insisted that Centene would maintain local management in California. We urge DMHC to hold 

Centene to this promise and to require that “local management” be comprised of high level executives 

with prior experiences of considerable depth in California insurance regulations and operations. In 

addition, not only should management be local, but it should also prioritize practices that put consumers 

first. 

IV. Recommended Undertakings 

If this merger is finalized, consumers need assurances that the newly combined Centene-Health Net 

corporation will lift up consumer interests and improve their lot—on access, affordability, and quality— 

rather than leaving consumers carrying the weight of this deal. Some undertakings we recommend for 

your consideration include, but are not limited to: 

 Health insurance rates: The merged company should agree to not moving forward with rate 

increases in any market segment that DMHC deems unjustified or that contain inaccurate or 

incomplete information. California’s rate filing law, with broad transparency and detailed 

information breakout requirements, is more extensive than in other states and quite different 

from the government contract environment to which Centene is accustomed. Given the risk that 

the bigger merged company may have higher premiums, it should agree to providing even 

greater detail, publicly available, to aid DMHC in especially close rate review for the first years 

after the merger. Moreover, it should agree that Covered California and DMHC may calculate 

any proposed increase rate based on Health Net rates for the 2016 plan year. Centene must not 

be permitted to finalize proposed premium rate increases deemed unreasonable or unjustified 

by the Department and instead should confer with regulators until a reasonable and justified 

rate is set. This should apply to all lines of business subject to rate review at the time the rate is 

filed. 

http://dmhc.ca.gov/Portals/0/FileAComplaint/DMHCDecisionsAndReports/AnnualComplaintAndIMRDecisions/201 
3.pdf 
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 Quality improvement and cost containment initiatives: Existing state law requires that each 

plan’s rate filing include “any cost containment and quality improvement efforts since the last 

filing for the same category of health benefits plan. To the extent possible, the plan shall 

describe any significant new health care cost containment and quality improvement efforts and 

provide an estimate of potential savings together with an estimated cost or savings for the 

projection period”.23 Unfortunately, that requirement is often honored more in the breach than 

the observance. In fact, in commenting on Health Net’s rate filing justification for 2015, 

Consumers Union noted “[t]he Health Net filing lacks even minimal narrative on the subject and 

the data they provide is scant yet paints an unsettling picture.”24 Therefore, we urge assurances 

that Centene will reinvestment profits in quality improvement and cost containment initiatives 

and provide clear explanations and documentation of those investments, dollar breakdowns, 

estimated savings, and descriptions of how each directly benefits policyholders. As noted above, 

we recommend that any filing by Centene in the first years after the proposed merger refer back 

to the Health Net products for 2016 as its basis for comparison and build on or differentiate it 

quality/cost efforts from those of Health Net. 

 Improving quality and consumer satisfaction ratings: Achieving above average quality ratings as 

measured by NCQA, Covered California, the Right Care Initiative, the Office of Patient Advocate 

Quality Report Card, and the Medi-Cal Managed Care Health Care Options Consumer Guide, by 

no later than the performance measurement period ending December 31, 2017. 

 Improving provider directory: Making available to consumers, policyholders and non-

policyholders, an accurate provider directory that is easily accessible and regularly updated. The 

issue of provider directory inaccuracies is a serious one and likely to be exacerbated by a 

merged company combining IT systems. 

 Maintaining presence in the commercial market at least commensurate with Health Net’s 

current participation: The aim of this suggested undertaking is to ensure that competition 

remains vigorous, on and off the state Exchange, both in the number and variety of insurance 

products offered. 

 Adequate, dedicated staffing in California: We urge that high level staff for the newly merged 

company— Medical Director, Customer Service, and Legal Compliance personnel—be located in 

California and be comprised of individuals with a depth of expertise in our state in order to 

acclimate and immerse the newly merged company into the regulatory and consumer 

protection environment in California. 

 Dedicated staffing for transition issues: Whether due to network shifts, information technology 

glitches or other operational issues, mergers inevitably have bumps in the road which will 

23 Health and Safety Code Section 1385.03(c)(3). 

24 Consumers Union comments on the Health Net rate filing justification, available at 
http://wpso.dmhc.ca.gov/ratereview/Detail.aspx?lrh=k2flWv6xeIQ%24. 
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575 MARKET STREET, SUITE 600 
SAN FRANCISCO, CA 94105 

PBGH.ORG 

OFFICE 415.281.8660 
FACSIMILE 415.520.0927 

Submitted Electronically via chambersj@insurance.ca.gov & 

tomashoffj@insurance.ca.gov 

January 12, 2016 

Commissioner David Jones 

c/o Jennifer Chambers 

Senior Staff Counsel 

California Department of Insurance 

45 Fremont Street, 21st Floor 

San Francisco, CA 94105 

Dear Commissioner Jones: 

As one of the nation’s leading nonprofit business coalitions focused on healthcare, the Pacific Business 
Group on Health (PBGH) works to improve health care quality and accountability while moderating 

costs. PBGH supports a marketplace of competing health plans and provider organizations held 

accountable for quality management and improvement, affordability and transparency of cost and quality 

information for consumers and purchasers.  Health Net plays an important role in helping to maintain a 

competitive marketplace and supporting performance accountability among California’s diverse provider 
organizations and hospitals. We hope that CDI’s continuing oversight of Health Net will support 

members’ access to higher quality healthcare services on a cost-effective basis, and ensure measurable 

quality outcomes.  The proposed partnership between Health Net, Inc. and Centene Corporation could 

help strengthen Health Net’s presence in California and western states through administrative efficiencies 

and appropriate investments in infrastructure, continuing to leverage its local approach more broadly. . 

PBGH and its members have had a long collaboration with Health Net, including support of the 

California Quality Collaborative, engagement in the California Healthcare Performance Information 

System Patient Assessment Survey and participation in the IHA Pay for Performance program.  Health 

Net also supports transparency by responding to PBGH’s annual eValue8 Health Plan RFI and 

encouraging its contracted hospitals to report patient safety information to the Leapfrog Group.  

Historically, Health Net has also participated in the joint purchasing program among our Negotiating 

Alliance members and in PacAdvantage.   

Our history with Health Net makes us hopeful that the consolidated organization with Centene can be a 

positive player in the market.  We hope that your regulatory review will support the evolution of a 

competitive marketplace in California that facilitates consumer choice of health plan options, while 

continuing to hold plans accountable for quality, access, transparency and affordability.  

Sincerely, 

David Lansky, PhD 
President & CEO 

mailto:chambersj@insurance.ca.gov
mailto:tomashoffj@insurance.ca.gov
https://PBGH.ORG
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Health Insurance Merger Frenzy: Why DOJ Must Just 
Say 'No' 

Law360, New York (August 17, 2015, 5:59 PM ET) --
A vital national goal is controlling health care costs and improving the 
quality of health care. A simple but crucial principle of our economic 
system is that competition matters. Where there are more competitors, 
transparency and choice, consumers prosper through greater 
competition, lower prices, higher quality and more innovation. Where 
competition is less than robust, consumers suffer. 

In health insurance, there is an unmistakable record, well-documented in 
years of congressional debate, economic studies and government 
enforcement actions — health insurance markets are highly 
concentrated and there is often a lack of transparency and choice. And, 
research has shown that when competing health insurers merge, 
consumers suffer through higher premiums. 

That is why two current deals — the mergers of Aetna Inc. and Humana 
Inc., and Anthem Inc. and Cigna Corp., reducing the total number of 
national health insurers from five to three — must be blocked by the U.S. David A. Balto 
Department of Justice.[1] If these mergers are consummated, employers, 
unions and health care buying groups will have less choice, and consumers will have fewer options and face 
higher premiums. Moreover, health care providers — the heart of the health care delivery system — will be 
faced with reduced reimbursement potentially leading to a reduction in services rendered. As important, the 
remaining three insurance firms will dictate the terms of innovation vital to correcting the flaws in the health 
care system and moving to a less costly higher performance health care system. While the DOJ has stated that 
it will investigate the deals collectively,[2] the only real answer is to block both these mergers affecting nearly 
100 million beneficiaries and the health care providers that serve them. 

The Mergers Will Further Consolidate Already Highly Concentrated Health 
Insurance Markets 

Concentration is the core to competitive analysis. You do not need a Ph.D. in economics to understand that the 
greater the number of choices in a transparent market, the more consumer sovereignty will result in an optimal 
market outcome — low prices, high quality and innovation. 

By any measure, health insurance markets in the United States are highly concentrated. According to 
the American Medical Association, using the Horizontal Merger Guidelines’ Herfindahl-Hirschman Index, more 
commonly known as HHI, 72 percent of health care markets are “highly concentrated” with an HHI above 
2,500.[3] Mergers within such highly concentrated markets are presumptively illegal and “raise significant 
antitrust concerns,” including higher prices and a lessening of services.[4] The mergers between these four 
insurance giants would create overlaps in a large number of geographic markets. 

These mergers will clearly worsen a competitively unhealthy situation. Analysis by the American Hospital 
Association demonstrates that the Anthem and Cigna merger alone will reduce competition in 817 metropolitan 
statistical areas.[5] In fact, post-Anthem/Cigna transaction, 600 markets will have significant HHI increases in 
markets already exceeding the HHI threshold of 2,500.[6] Additionally, a combined Aetna and Humana would 
mean that 180 additional U.S. counties would have at least 75 percent of customers for Medicare Advantage 
plans in the hands of only one insurer.[7] With such highly concentrated markets, there is a heightened 
presumption that the parties will use their newfound market power to impose competitive advantages. 

http://www.law360.com/company/aetna-inc
http://www.law360.com/company/humana-inc
http://www.law360.com/company/humana-inc
http://www.law360.com/company/cigna-corporation
http://www.law360.com/agency/u-s-department-of-justice
http://www.law360.com/agency/u-s-department-of-justice
http://www.law360.com/company/american-medical-association-inc
http://www.law360.com/company/american-hospital-association
http://www.law360.com/company/american-hospital-association
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Concentration is not the sole issue in competitive analysis. The merging parties may suggest that concentration 
is irrelevant because rival insurers can prevent any competitive harm by entering into markets. They are wrong. 
Years of DOJ enforcement actions have shown that entry barriers into health insurer markets are substantial.[8] 
Health insurers have tremendous resources, yet the examples of successful entry into metropolitan areas is 
modest at best. That is why, a former acting assistant attorney general cautioned these arguments should be 
viewed “with skepticism and will almost never justify an otherwise anti-competitive merger.”[9] 

Substantial Concentration Harms Payors and Consumers 

The substantial concentration in health insurance markets has been a poor prescription for competition. Health 
insurance markets have been characterized by rising premiums and reduced choice and quality, while profits 
have continued to rise. Indeed, rapidly increasing premiums was one of the reasons Congress imposed an 
effective cap on insurance profits through medical loss ratio (MLR) regulation.[10] The MLR regulation ensures 
that a large group insurer must spend at least 85 percent and a small group or individual insurer 80 percent of 
net premiums on medical services and quality improvements. However, the MLR does not act as a “price cap” 
as insurers still have the ability to make up “lost” profits by increasing premiums on consumers.[11] 

Economic studies demonstrate the close and essential relationship between concentration and harm to 
consumers. For example, one study found direct evidence “linking private insurance premiums to the market 
power of insurers.”[12] Another study of health insurance premiums on 34 federally facilitated marketplaces 
found that adding one additional insurer would lower premiums by 5.4 percent, while adding every available 
insurer would lower rates by 11.1 percent.[13] 

Eliminating competition through these mergers means that consumers will pay more. 

Divestitures Cannot Adequately Remedy the Competitive Problems 

Often, the antitrust enforcement agencies have remedied anti-competitive mergers though cut and paste 
divestitures, requiring spinoffs of assets where there are competitive overlaps. Yet, increasingly, economic 
studies demonstrate limited divestitures are inadequate and the right course is simply to block the merger. An 
economic survey by Northeastern University professor John Kwoka demonstrates how divestitures often fail to 
fully restore competition.[14] That is a lesson the antitrust enforcers are beginning to learn. Recently, 
the Federal Trade Commission and the DOJ rejected substantial proposed divestitures in blocking 
the Comcast-Time Warner Cable[15] and Sysco-US Foods mergers.[16] They should do the same here. 

In the past, the DOJ has relied exclusively on divestitures in health insurance merger matters. Of course, these 
deals are vastly more substantial than these earlier deals and the competitive overlaps are considerable. In the 
2012 Humana/Arcadian transaction, for example, the DOJ noted problematic overlaps for the parties' Medicare 
Advantage businesses, requiring divestitures in 45 different counties throughout the United States.[17] Also in 
2012, the DOJ required divestitures of Medicaid managed care plans in Northern Virginia in Wellpoint’s 
acquisition of Amerigroup.[18] 

However, in each of those cases, the merger involved a large insurance plan combining with a relatively small, 
niche plan. In contrast, the mergers of Aetna and Humana and Anthem and Cigna involve the combination of 
some of the largest health insurers in the country affecting tens of millions of beneficiaries in highly 
concentrated markets throughout the United States.[19] A handful of targeted divestitures are unlikely to 
remedy the megacompetitive problems raised by these mergers. 

Moreover, there is readily available evidence that narrowly targeted divestitures within insurance markets do 
not alleviate a transaction’s overall competitive impact. In 1999, Aetna merged with Prudential, with the DOJ 
requiring Aetna to divest its health maintenance organization business in Texas.[20] Using the aftermath of that 
merger to estimate the impact of market concentration on premiums, the authors projected that the increase in 
market concentration over the period 1998-2006 “raised premiums by roughly seven percent from their 1998 
baseline.”[21] The study’s findings were made more impactful in that the evidence was collected from 139 
separate geographic markets.[22] A more recent study, relying on data from the 2008 consummated merger 
involvingUnitedHealth and Sierra Health Services in which the DOJ required divestitures of Medicare 
Advantage beneficiaries in Las Vegas,[23] found that post-merger commercial premiums in Nevada increased 
by 13.7 percent.[24] Taken together, these studies demonstrate that, regardless of utilizing the remedy of 

http://www.law360.com/agency/federal-trade-commission
http://www.law360.com/company/comcast-corporation
http://www.law360.com/company/time-warner-cable
http://www.law360.com/company/u-s-foods-inc
http://www.law360.com/company/anthem-inc
http://www.law360.com/company/amerigroup-corporation
http://www.law360.com/company/unitedhealth-group-inc
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divesting certain assets, health insurance consolidation allows large, dominant insurers to drive up the cost of 
premiums. 

The simple lesson may be that the only sensible course is to block the transactions. That was the course taken 
by the Pennsylvania commissioner of insurance in 2010 when he blocked the merger of Pittsburgh-based 
Highmark and Philadelphia-based Independence Blue Cross.[25] Because of that action, there is the potential 
for rivalry between the two firms. 

Unlikely Efficiencies 

As is typical in all merger matters, the parties will rely on efficiencies to attempt to demonstrate pro-competitive 
benefits of the mergers. But, they face an incredible burden in invoking efficiencies as a defense to these 
insurance mergers. Under DOJ/FTC merger guidelines, efficiencies must be merger-specific, substantiated and 
cognizable.[26] The parties may make claims of improved service, but, as the Ninth Circuit recently instructed, 
“better service to patients” is a laudable goal “but the Clayton Act does not excuse mergers that lessen 
competition or create monopolies simply because the merged entity can improve its operations.”[27] 

Aetna has already noted significant, $1.25 billion, “synergy opportunit[ies]” that will improve “operating 
efficiency” between Aetna and Humana.[28] The firms claim a need to increase scale to lower reimbursement 
rates to health care providers, thus ensuring cost savings for the entire health care system and for consumers 
in the form of lower premiums.[29] The parties do not explain whether a merger is the only or best means to 
achieve those efficiencies, nor do they explain how these savings will be passed along to consumers. 

There are substantial reasons to doubt those types of claims. While a strong market presence may enable 
health insurance companies to negotiate lower provider reimbursement, research demonstrates those savings 
are not passed along to consumers. As some academics have observed, “when insurers merge, there’s almost 
always an increase in premiums.”[30] The only way to assure lower insurance premiums is through 
competition.[31] 

Creating More Powerful Insurers Will Not Benefit Consumers 

Along with increasing prices for consumers in the form of higher premiums, narrowing the market to just three 
dominant health insurers would also lead to an increase in monopsony power, or the power to reduce 
reimbursement for health care providers. This has been a concern in past DOJ health insurance mergers and 

leads to lower prices for consumers. 

Rather than leading to lower premiums, the mergers and any attendant monopsony power will lead to reduced 
“availability and affordability of health insurance for millions of consumers.”[33] As the American Association of 
Family Practitioners cautions, this power will lead to more restricted networks — that trend “would only be 
exacerbated if a single insurer held greater influence over any potential market, state, or region — potentially 
separating patients from their physicians and community hospitals.”[34] Additionally, there are significant and 
increasing shortages of primary physicians and rural hospitals,[35] and giving insurers monopsony power will 
only exacerbate those trends. 

The parties may try to dress up as David claiming the mergers are necessary to bargain with hospital Goliaths. 
The DOJ will clearly see through that masquerade. The health insurers are already very powerful and large and 
have substantial bargaining power against providers. The canard that hospitals have substantial bargaining 
power is belied by the facts — hospital costs are not increasing substantially.[36] 

Moreover, the insurers would acquire monopsony power against all health care providers, not just hospitals, 
and reduced reimbursement would clearly harm numerous provider markets leading to greater shortages of 
health care providers, such as family practitioners and rural hospitals, and less service for patients. 

Finally, permitting a merger to enable an insurer to secure greater bargaining power is at best a Faustian 
bargain — since it would also acquire monopoly power, it would have no need to pass on any decreased 
reimbursement in lower premiums to consumers. 

certainly was a concern that animated the DOJ and Federal Communications Commission challenges to the 
Comcast/Time Warner Cable merger.[32] Merging to create a stronger buyer is only beneficial to the extent it 

http://www.law360.com/company/independence-blue-cross-inc
http://www.law360.com/agency/federal-communications-commission
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The DOJ recognizes that simple truth. In the DOJ’s complaint in UnitedHealth’s 2005 acquisition of PacifiCare, 
the agency noted that the parties’ increased buying power would allow it to lower rates to physicians. “Such 
lower rates would likely lead to a reduction in the quantity or degradation in the quality of physicians 
services.”[37] The 2012 Aetna/Prudential study made a similar finding noting that post-merger, “insurers were 
able to exercise market power simultaneously in input and outputs markets.”[38] Mergers between Aetna and 
Humana and Anthem and Cigna would further increase their ability to lower provider reimbursement rates. As 
previously noted, this monopsony power does not translate into lower premiums, but likely would lower 
physician reimbursement and could deteriorate health care quality. 

Conclusion 

These mergers raise profound economic and public health concerns. Strong antitrust enforcement is vital to 
making these markets work. 

As a former Antitrust Division head has explained: 

The success of health care reform will depend as much upon healthy competitive markets as it will upon 
regulatory change. If health care reform is to produce more efficient systems, bring health care costs under 
control and provide higher-quality health care delivery, then we must vigorously combat anti-competitive 
mergers and conduct that harm consumers with responsible antitrust enforcement.[39] 

The mergers between Aetna and Humana and Anthem and Cigna will not serve to lower costs or improve care. 
Instead, they will increase health insurance concentration in already concentrated markets leading to higher 
premiums, decreased quality of health care services, and less innovation. These mergers should be blocked. 

—By David A. Balto and James Kovacs, Law Offices of David Balto 

David Balto is an antitrust attorney who frequently represents consumer groups and health care providers. He 
is a former policy director of the Bureau of Competition at the Federal Trade Commission, attorney-adviser to 
FTC Chairman Robert Pitofsky and antitrust lawyer at the U.S. Department of Justice. 

James Kovacs is an associate at the Law Offices of David Balto. 

DISCLOSURE: Balto is currently general counsel for the Independent Specialty Pharmacy Coalition, 
which is involved in health policy lobbying. 

The opinions expressed are those of the author(s) and do not necessarily reflect the views of the firm, its 
clients, or Portfolio Media Inc., or any of its or their respective affiliates. This article is for general information 
purposes and is not intended to be and should not be taken as legal advice. 
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January 13, 2016 

Commissioner Dave Jones 
State of California Department of Insurance 
45 Fremont Street, 24th Floor 
San Francisco, CA 94105 

Dear Commissioner Jones: 

On behalf of the Community Clinic Association of Los Angeles County (CCALAC), I am pleased to 
express our support for the emerging partnership between Health Net, Inc. and Centene Corporation. 

Founded in 1994, CCALAC represents the interests of 58 community clinics and health centers that 
operate over 300 clinic sites across LA County. Our members provide comprehensive primary care 
services including medical, dental and mental health to over 1.4 million uninsured, underinsured, and 
low-income residents in the county. 

CCALAC and our members have enjoyed a longstanding partnership with Health Net as one of LA 
County’s two Medi-Cal managed care plans. Most recently, CCALAC and Health Net worked closely to 
successfully implement the Affordable Care Act (ACA) in LA County, including planning the successful 
transition of thousands of Low Income Health Program (LIHP) members into the Medi-Cal program. 
Our strong partnership has resulted in the successful initial enrollment of patients and other 
community members into Covered California, an effort that continues today. Other areas of 
partnership include improving oral health access and outcomes, enrolling communities into coverage, 
and expanding networks to improve parity in mental health services. 

Health Net and Centene share a similar focus on serving low to moderate income populations through 
Medi-Cal in various parts of California. We are hopeful that the Centene partnership will enhance 
Health Net’s ability to serve its members and work collaboratively effectively with partners. We expect 
that the partnership between these plans will result in improved access to care and coordination of 
resources, as well as strengthened data systems to support improved patient outcomes in LA County. 
CCALAC looks forward to working with Health Net and Centene to improve the systems of care that 
support our most vulnerable populations. 

Sincerely, 

Louise McCarthy, MPP 
President & CEO 

700 South Flower Street, Suite 3150 . Los Angeles . CA . 90017 
T(213) 201-6500 . F(213) 553-9324 . www.ccalac.org 

www.ccalac.org
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Empowering Communities. 

Commissioner Dave Jones Changing Lives. 

State of California Department of Insurance 
Board of Directors 

45 Fremont Street, 24th Floor 
San Francisco, CA 94105 Cassandra H. B. Jennings 

President & CEO 

Sandra Davis Houston 
Dear Commissioner Jones: Dignity Health 

Board Chair 
On behalf of the Greater Sacramento Urban League, I intend to speak at the hearing 
on January 22, 2016 to express our support for the emerging partnership between Jenna Wainaina 

WalmartHealth Net, Inc. and Centene Corporation. My comments will focus on the strong 
presence and impact that both Centene (California Health and Wellness) and Health 

Robert Cathey 
Net have within our community. I will particularly address in my brief testimony the Vision Service Plan 
following: 

Zeny Agullana 

• Community presence and partnership in Sacramento JP Morgan 

• Commitment to the concept that all health care is local Greg Buchert, MD, MP 
• Branding the local plan with a California name California Health & 
• Delivering on its commitments Wellness 

Christine Lovely Given Centene's emphasis in the holistic concept of health and wellness and its 
California State University purpose of transforming communities, one person at a time, it's no surprise that 
SacramentoCentene has so closely aligned itself with the Greater Sacramento Urban League. The 

local health plan CEO has joined our Board and is actively supporting our programs to Rannon Maddox 

provide education, job training and job placement to underserved persons. Recently, Rabobank 
Centene stepped up to cover expenses for testing so that students could go right to 

Erica Manuel 
work. 

SMUD 

For over 48 years, the Greater Sacramento Urban League has provided underserved Yen Marshall 

youth and adults with opportunities to achieve economic self-reliance . With partners AT&T 

like Centene and Health Net, we can transform the lives of people in a real way. Dr. Rahim Reed 

UC Davis 
Thank you for the opportunity to provide testimony at the upcoming hearing. 

Kent Stone 

US Bank 

Sincerely, Todd Trotter 

Kaiser Permanente 

Chalessa White~taNI AA , ~ ', ,1 J 
Intel 

Cassandra H.B. Jennings u'-''-V'O Kenneth Maxey 
President and CEO Comcast 

...Be Em owered 

mailto:nfo@gsul.org
www.gsul.org
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Dear M
s. Cham

bers and M
r. Tom

ashoff,

O
n behalf of H

eritage Provider N
etw

ork, I plan to testify in person at the Departm
ent’s H

earing on January 22 in
 support of the proposed m

erger of H
ealth N

et Life w
ith Centene. H

eritage supports this m
erger because w

e have

w
orked extensively w

ith H
ealth N

et over m
any years and they have been responsive to our providers and overall a

 responsible partner. W
e believe that the m

erger w
ill m

ake H
ealth N

et financially stronger to com
pete in the

m
arket.

 As there is no geographic overlap of m
arket areas betw

een H
ealth N

et and Centene, there w
ill be no

 consolidation of health plans for our providers. Finally, Centene’s com
m

itm
ent to continuing w

ith local,

know
ledgeable m

anagem
ent to run their com

bined business m
akes us supportive of this m

erger.

Please let m
e know

 if this is sufficient notice to deliver very brief oral testim
ony at the hearing or if you require m

y

rem
arks in advance.

Senior Vice President
John W

allace 
H

PN
 Brand 

O
range | CA | 92868

Em
ail: jw

allace@
heritagem

ed.com
 

600 City Parkw
ay W

est, Suite 400
Tel: 714-908-5614
M

obile: 310-940-4171
Fax: 714-908-5616 

w
w

w
.heritagem

edicalsystem
s.com
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CDIx253

01.15.16 

Jon Tomashoff 
Senior Staff Counsel 
California Department of Insurance 
45 Fremont Street, 21st Floor 
San Francisco, CA 94105 
Via e-mail 01.15.16 Jon.tomashoff@insurance.ca.gov 

Comments Regarding Pending Mergers of: Centene-Health Net, Aetna-Humana, 
Anthem-Signa, Blue Shield-Care 1st Health Plan 

Dear Mr. Tomashoff: 

This letter represents my personal views. I am a Disability Policy Consultant and the 
Associate Director and Adjunct Associate Professor at Harris Family Center for 
Disability and Health Policy. I work as an advocate and as a contractor with a variety of 
health facilities, managed care plans, government projects and consulting firms. These 
projects include work with Rehabilitation Research and Training Centers: on Aging with 
a Disability, Managed Care and Disability, Health and Wellness and Disability, National 
Center of Physical Activity and Disability and the Rehabilitation Engineering Research 
Center on Accessible Medical Instrumentation, and the served on the Access Board’s 
Medical Diagnostic Equipment Advisory Committee. I provide workshops on developing 
practical and actionable disability competencies in health care covering the 
demographics of disability populations (prevalence, causes, function versus diagnosis, 
employment rates, and health disparities) compliance with the Americans with 
Disabilities Act (attitudinal, communication, physical, medical equipment and 
programmatic access), care coordination and long term support services, and 
stakeholder engagement. More information is available at http://www.jik.com. 

As the wave of proposed health plan consolidations is carefully reviewed for approval by 
California, I urge the California Department of Insurance to take advantage of this 
unique opportunity to strengthen and improve health care for people with disabilities and 
others with access and functional needs. 

The documented gaps in network adequacy significantly impact people with 
disabilities and others with access and functional needs and contributes to 

mailto:Jon.tomashoff@insurance.ca.gov
http://www.hfcdhp.org/
http://www.hfcdhp.org/
http://www.access-board.gov/guidelines-and-standards/health-care
http://www.jik.com/
https://01.15.16
https://01.15.16
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substandard and unequal treatment. (The bolded terms are defined in the 
paragraphs that follow these recommendations.) 

Health disparities linked to race, ethnicity, language and disability status are deeply 
imbedded in our healthcare system.  The requirement for provider networks standards 
to address the inaccessible status quo among providers is a change that is very 
important to the disability community. The majority of people with disabilities and others 
with access and functional needs are covered under commercial plans and not as 
commonly believed covered under public insurance. 

Recommendations: 

All merger approved health plans must: 

1. Provide funds to carefully selected network provider sites, (primary care, specialty 
providers, FQHCs, clinics, and urgent care) to improve access to medical equipment 
through the purchase accessible examination equipment, communication devices and 
Video Remote Interpretation as well as mandating “effective use and disability 
competency” training for the recipients of this equipment regarding. Sites would be 
identified at strategic locations throughout the network service area to maximize access 
for members thus improving network adequacy. (See Promising Practices below) 

2. The development of a statewide centralized database that captures accurate 
information regarding the physical, communication and program access elements 
for the purpose of creating a single portal that can be accessed by all plans members, 
member services, care coordinators and case managers. The database must be 
interoperable with any and all centralized data for provider directories. 

3. The development of specific tools to evaluate the physical, communication and 
program access elements of hospitals. 

4. Development of strategies to identify and integrate key disability physical, 
communication and program access elements into network capacity by: 

Establishing a statewide taskforce consisting of representatives from key 
associations of providers, community clinics, medical groups and IPAs, hospitals, 
health plans, and representatives from disability access groups as well as 
DMHC, and DHCS). Anticipated outcomes would include but not be limited to: 

A. Develop and / or identify educational tools and materials explaining for 
disability access compliance requirements, history of disability access and 
the Americans with Disabilities Act requirements. 
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B. Develop network adequacy definitions and standards that define and 
integrate physical and programmatic accessibility, including components 
and requirements for easily accessible statewide data base for health 
plans and beneficiaries to access. 

C. Recommend options for fundable incentives to support network providers, 
the health plan, and community providers to improve network capacity. 

D. Develop audit strategies to identify and address the physical 
communication and programmatic access gaps. This includes clear 
guidance and a recommended enforcement mechanism. 

E. Develop regulation that mandate accurate physical and programmatic 
accessibility information regarding each provider be integrated (through 
clear and specific information via with well explained legends of 
accessibility codes) into provider directories including web site versions of 
these directories. This information must able be easily available to care 
coordinators and case managers. 

F. Develop standards for corrective action plan for providers with problematic 
access.  (Even small providers can make some affordable changes such 
as installing grab bars, providing a ramp, adding Braille and raised 
lettering to elevator signage, rearranging display racks, adding directional 
signage.  Larger providers and clinical groups can afford to make changes 
over time and should be held accountable to do so.) 

BACKGROUND AND PROBLEM: 

Network Capacity: 

Achieving network adequacy remains a challenge for many health plans and managed 
care organizations (MCOs). Medicaid enrollment 
California 

Current California law governing managed care plans /// amber has specific geographic 
distance and time requirements that must be met for a plan’s provider network to be 
considered adequate. These regulations do not take into account physical and 
programmatic accessibility needs. 

For example, there may be 15 gynecologists in a provider network who are within 
allowable distance and time requirements of a member who is a wheelchair user, but if 
few or none of these gynecologists have height-adjustable exam tables, lifts, or 
available trained personnel to assist with a transfers, none of the providers can provide 
the member with an effective examination. 
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Existing time and distance standards do not take into account lengthy public 
transportation needs in dense urban areas such as Los Angeles, when public 
transportation is often the only viable form of transportation for many people with 
mobility, vision, and other disabilities, nor do the account for lengthy commute times of 
rural areas. 

The MCO’s data, presented in Los Angeles on 01.7.16 FSR training, from health plans 
with public projects using the PARS [[(Attachment C, Physical-Accessibility Reviews 
Survey(PARs) which is approximately 1 hour part of the 6-7 hour the Facility Site 
Reviews (FSR) conducted by plans)]] surveys continue to show a significant and 
widespread lack of accessible providers (Data). These findings are in sync with earlier 
research published by Mudrick, Nancy R.; Breslin, Mary Lou; Liang, Mengke; and Yee, 
Silvia, "Accessibility of Primary Health Care Settings for People with Disabilities" (2010). 
School of Social Work. These findings: 

- Looked a combined data from 5 California plans address this gap with data 
on 2400 primary care provider facilities. 

- Found 22 accessible weight scale was present in 3.6% and 23 a height 
adjustable examination tables were available  in 8.4% of the sites 

- Other high prevalence access barriers were in bathrooms & examination 
rooms. 

People with disabilities and others with access and functional needs: 

The requirement that health plans must provide access to health care services for 
people with disabilities and others with access and functional needs including 
preventive care and needed health services see 
https://www.dmhc.ca.gov/HealthCareinCalifornia/YourHealthCareRights/DisabilityAcces 
s.aspx#.VpEviodIiot) continues to be problematic and not met for a large group of 
people. 

The numbers of people who need an access related to communication, building, 
equipment and program and services are large across all lines of business and 
represent the vast majority of patients under Medi-Cal SPDs, Cal MediConnect and 
Medicare senior products. This large population includes: those with limited hearing, 
seeing, reading, or speaking abilities as well as those who use mobility devices such as 
wheelchairs, scooters, walkers, canes, crutches and those with limited ability to walk 
and use steps. 

The invisibility of people with disabilities and others with access and functional needs is 
very common. These populations are typically under recognized and very under 
counted. & are far greater in numbers than those coded as seniors and people with 
disabilities (SPD) and aged, blind and disabled (ABD)./// 

https://www.dmhc.ca.gov/HealthCareinCalifornia/YourHealthCareRights/DisabilityAccess.aspx#.VpEviodIiot
https://www.dmhc.ca.gov/HealthCareinCalifornia/YourHealthCareRights/DisabilityAccess.aspx#.VpEviodIiot
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Substandard and unequal treatment: 

When people with disabilities and others with access and functional needs have to 
struggle to find access, some find the effort of pursuing care is just too exhausting, 
overwhelming  and / or too degrading. This leads to postponing or avoiding care, 
resulting in a downward spiral of lack of care, delayed diagnosis, and worsening 
conditions leading to wider disparities, deteriorating health, that eventually requires 
more extensive and expensive health care and diminished opportunities for productive 
lives. 

Substandard and unequal treatment put all at risk of missing critical signs of conditions 
needing attention and contribute to such disparities as poorer overall health and 
increase prevalence of diabetes, obesity, smoking, inactivity, stroke, heart disease and 
pain. This unequal treatment is commonly manifested when providers say “will just 
examine you from you wheelchair” (because a height adjustable table or transfer 
assistance is not provided), “will just skip that test because I know  it is hard for you” 
(because they don’t know what referral could accommodate the individual)  or “just 
guess your weight” (because there is no accessible scale for wheelchair  users and 
those  unable to step up) or “We can write notes back and forth” (because a ASL 
interpreter, Computer assisted real-time transcription, or an assistive listening system is 
not available). 

Promising practices: 

An infusion of funds via grant programs for public programs has proven to be effective. 
These programs include projects initiated by L.A. Care, IEHP, Health Net, San 
Francisco Health Plan, and  Molina, (past and current efforts) that provide funds to 
carefully selected network provider sites (primary care, specialty providers, FQHCs, 
clinics, and urgent care sites ) to improve access to medical equipment through the 
purchase accessible examination equipment, communication devices and Video 
Remote Interpretation as well as mandating “Effective use and disability competency” 
training for the recipients of this equipment. Sites are identified at strategic locations 
throughout the network service area to maximize access for members thus improving 
network adequacy. Site selections includes geo-coding and mapping of high volume 
providers and significant geographic gaps. 

Formal outcome reports are not yet available, but funded project exit interviews reveal 
many positive observations and anecdotal stories regarding the effectives of these 
installations and improved patient care and safety as well as provide safety (especially 
focused on prevention of work place injuries. 

Programmatic and communication access: 

When health plans only consider addressing the needs of people with physical 
disabilities, they leave out a large segment of people with disabilities and others with 
access and functional needs. These population segments include those  with limitations 
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in seeing, hearing, speaking, reading, remembering, understanding, cognitive and 
intellectual abilities, as well as people with  limited language proficiency. Without 
attention to these issues large numbers of people are prevented from receiving, 
understanding and using health information. 

Practices need to identify, document, update and provide communication 
accommodations including: 

• Sign language interpreters 
• Oral interpretation 
• Assistive listening devices 
• Computer assister real-time transcription 
• Longer appointments - commonly needed when working with participants 

with intellectual, speech, or hearing disabilities 
• Print materials in alternative formats: 

o Audio recording 
o Large print 
o Electronic text/CD/flash drive 
o Braille 

• Telecommunication / Phone options to reach those with communication 
limitations: 

o Email 
o Text messaging 
o 711 relay services: TTY, Video, Voice carry over, Speech-to-

speech? 
• Accessible web site that include following WCAG Level 2.0 AA for 

development, maintaining and updating 

Thank you for considering protecting the interests of people with disabilities and others 
with access and functional needs. And thank you for giving these issues your serious 
attention so that California’s requirements for true access for these diverse and growing 
populations, do not remain empty promises, but becomes reality, and thank you for 
helping these health plans get better, and not just get bigger! 

Sincerely, 

June Isaacson Kailes 
Disability Policy Consultant 

Copy: Shelley Rouillard, Director, Department of Managed Health Care 
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January 4, 2016 

Honorable Dave Jones 
California Insurance Commissioner 
300 Capitol Mall, Suite 1700 
Sacramento, CA 95814-2724 

Dear Commissioner Jones: 

The Los Angeles Area Chamber of Commerce (The Chamber) is southern California’s largest 
nonprofit business federation, representing over 1,600 businesses of every size across a variety of 
industries. I write to express our strong support for the emerging partnership between Health Net, 
Inc. and the Centene Corporation.  

Health Net is a California-based company creating jobs as one of the largest employers in the City 
of Los Angeles, while delivering managed care services through employer-sponsored plans and 
government-sponsored managed care programs. Centene and Health Net share similar 
philosophies and together will enhance their ability to serve members and work collaboratively 
and effectively with providers and government partners. The proposed partnership will strengthen 
Health Net’s presence in California by continuing to leverage a local approach, enhance members’ 
access to higher quality healthcare services on a cost-effective basis, and ensure measurable quality 
outcomes.  

Californians will have the benefit of a stronger health insurer to effectively compete in the 
marketplace, helping to ensure more consumer choice throughout the Golden State. The combined 
entity of Health Net and Centene will expand resources to more regions throughout the state, 
allowing for additional innovative solutions for value-based healthcare. 

It is for these reasons and many more that the Chamber supports the Health Net and Centene 
partnership. If you have any questions, please contact Jessica Duboff, Vice-President of Public 
Policy at jduboff@lachamber.com or 213.580.7585. Thank you. 

Sincerely, 

Gary Toebben 
President & CEO 

mailto:jduboff@lachamber.com
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January 5, 2016 

The Honorable Dave Jones 
State of California Insurance Commissioner 
300 Capitol Mall, Suite 1700 
Sacramento, CA 95814 

Subject: Health Net, Inc. & Centene Corporation Partnership 

Dear Commissioner Jones, 

The Valley Industry and Commerce Association (VICA) continues our strong support for the emerging 
partnership between Health Net, Inc. and the Centene Corporation. 

Health Net, Inc. plays a vital role in the San Fernando Valley and across the state by delivering quality 
managed care services through employer-sponsored plans and government-sponsored managed care 
services. These services strengthen the health and economic vitality of the region by supporting local 
job growth in the healthcare industry. Centene and Health Net, Inc. share a similar philosophy, working 
tirelessly to enhance their ability to serve members and working effectively with providers and 
government partners. 

The proposed partnership between the two groups will strengthen Health Net, Inc.’s presence in 
California by continuing to leverage a local approach, enhancing access to high quality healthcare 
services on a cost-effective basis and ensuring measurable quality outcomes. 

Californians will have the benefit of a stronger health insurer to effectively compete in the marketplace, 
helping ensure more consumer choice through the state. The combined entity of Health Net, Inc. and 
Centene will strengthen resources to regions across the state, allowing more innovative solutions for 
value-based healthcare. 

It is for these reasons and more that VICA supports the Health Net, Inc. and Centene partnership. 

Sincerely, 

Kevin Tamaki Stuart Waldman 
Chair President 

cc: Jon Tomashoff, Senior Staff Counsel 

Valley Industry & Commerce Association • 16600 Sherman Way, Suite 170 Van Nuys, CA 91406 • phone: 818.817.0545 • fax: 818.907.7934 • www.vica.com 

www.vica.com
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From: Tomashoff, Jon 
To: Chambers, Jennifer; Hinze, Bruce 
Subject: FW: Request to testify at the Centene / Health Net hearing 
Date: Thursday, January 21, 2016 10:53:01 AM 
Importance: High 

From: Sean Atha [mailto:satha@rcmg.com] 
Sent: Thursday, January 21, 2016 3:46 AM 
To: Tomashoff, Jon <Jon.Tomashoff@insurance.ca.gov> 
Subject: Request to testify at the Centene / Health Net hearing 

River City Medical Group (RCMG) would like to testify in support of the Centene/Health Net merger. 

RCMG is a local Sacramento based medical group that exclusively serves the Medi-Cal Managed Care
 population.  RCMG has had a strong partnership with Health Net for over 20 years. I personally as an
 Anthem Blue Cross administrator have been part of a national Medicaid team working hard to compete
 against strong Medicaid programs funded by Centene. After careful discussion with leaders from both
 Health Net and Centene, I am comfortable about their combind future.  I have been
 given commitments that indicate that Centene will be helping fund Medi-Cal specific innovations for
 California through Health Net's delegated IPA provider network. This new model for California has the
 potential of significantly improving the existing Health Net Medi-Cal program by assisting existing Medi-
Cal focused IPA's to implement proven quality health programs from Centene's other non California
 operations. Further, RCMG has been given the understanding that the delegated IPA model will be
 utilized in the rural counties where Centene currently has a more limited fee-for-service direct network
 model. 

Overall - RCMG has been given assurances that the existing California leadership will remain in
 leadership but will be able to integrate the Centene best practices into the California Health Net model. 

Sean Atha, MHA 
SVP Business & Network Development 
River City Medical Group 
Phone: 916.329.8336 
Cell: 916.397.2564 
Fax: 916.329.8337 
7311 Greenhaven Drive, Suite 145, Sacramento, CA 95831 
www.rcmg.com 

Confidentiality Notice: This e-mail transmission, and any documents, files or previous e-
mail messages attached to it, may contain confidential information. If you are not the intended 
recipient, or a person responsible for delivering it to the intended recipient, you are hereby 
notified that any disclosure, copying, distribution or use of any of the information contained 
in or attached to this message is STRICTLY PROHIBITED. If you have received this 
transmission in error, please immediately notify us by reply e-mail or by telephone at (916) 
228-4300, and destroy the original transmission and its attachments without reading them or 
saving them to disk. 

mailto:/O=EXCHANGELABS/OU=EXCHANGE ADMINISTRATIVE GROUP (FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=25C962385EDF4C50BC81962022676CF3-TOMASHOFF,
mailto:Jennifer.Chambers@insurance.ca.gov
mailto:Bruce.Hinze@insurance.ca.gov
http://www.rcmg.com/
mailto:Jon.Tomashoff@insurance.ca.gov
mailto:satha@rcmg.com
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December 14, 2015 

Commissioner Dave Jones 
California Department of Insurance 
200 Capitol Mall, Suite 1700 
Sacramento, CA 95814 

Re: Aetna – Humana, Anthem – CIGNA and Centene – Health Net Mergers 

Dear Mr. Jones, 

CAPG has previously written to Director Shelley Rouillard concerning the request for 
inclusion of specific undertakings that are within the authority of the DMHC under th4e 
Knox Keene Act.  We understand that the California Department of Insurance has 
differing review authority than the DMHC.  While CDI does not have the same level of 
authority, there is historical precedent of collaboration between CDI and DMHC with 
respect to the Anthem-Blue Cross and United-Pacificare mergers in the mid-2000s.  
CAPG believes that the further consolidation of the health insurer and plan marketplace 
will present both pitfalls and unprecedented opportunities for Californian.  Your unique 
position with respect to these pending transactions affords you a tremendous 
opportunity to shape the direction of the California health care system toward a higher-
performing, more accountable and transparent consumer-centric model.  

These mergers will amass greater market power in but a few health plans, a 
consequence which experience has taught us does not produce lower premiums, or 
higher quality of care delivery, or better access to care for patients. These transactions 
can, however, deliver on the stated promises of greater efficiency and affordability if 
their closure is conditioned on executing undertakings that establish clear commitments 
to advancing California’s delivery system through set benchmarks to improve the 
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infrastructure for 21st century health care delivery. These undertakings, if required, will 
help build the kind of infrastructure that is needed to improve the larger healthcare 
ecosystem and produce higher quality, lower cost, with greater access. Without such 
undertakings, the merged entities will likely continue to perform as they are structured 
and legally required; that is, to generate maximum profits for the benefit of their 
shareholders, a mission that is not well aligned with the interests of California’s 
consumers and providers. 

Require Compliance with Adopted Infrastructure Improvement Goals. CAPG has urged 
the DMHC to adopt the health care system infrastructure improvement goals set forth 
in the Berkeley Forum report, which states the primary vision for a 21st Century 
California healthcare system as undertaking requirements in the remaining mergers: 

“…the Forum Vision calls for a rapid shift towards integrated systems that coordinate 
care for patients across conditions, providers, settings and time, along with risk-adjusted 
global budgets that encompass the vast majority of an individual’s healthcare 
expenditures. Specifically, the Forum endorses two major goals for California to achieve 
by 2022: 1) Reducing the share of healthcare expenditures paid for via fee-for-service 
from the current 78% to 50%; and 2) Doubling, from 29% to 60%, the share of the state’s 
population receiving care via fully- or highly-integrated care systems.”1 

HHS Secretary Sylvia Burwell announced similar goals for the Medicare system in 
January, 2015.2 California has endorsed these goals as part of its Cal Sim and Let’s Get 
Healthy Task Force processes to establish a strategic plan for healthcare improvement 
and innovation in this state. At least three of the health plans involved in these pending 
mergers contributed to the Berkeley Forum Report – Anthem, Blue Shield and Health 
Net. Secretary Dooley participated in Berkeley Forum and has indicated she supports 
the goals it adopted. The following commitments are necessary: 

• A commitment in accordance with Secretary Dooley’s policy statement to 
increase value-based contracting in the California market, by annually increasing 
the transition from fee-for-service to value-based and risk-based contracting 
with providers under all lines of the plan’s business, in all operational areas, 
where qualified providers exist. 

1 A New Vision for California’s Healthcare System. Berkeley Forum, February 2013.  Web: 
http://berkeleyhealthcareforum.berkeley.edu/wp-content/uploads/Berkeley-Healthcare-Forum-
%E2%80%93-Executive-Summary.pdf. 
2 http://www.hhs.gov/about/news/2015/01/26/better-smarter-healthier-in-historic-announcement-hhs-
sets-clear-goals-and-timeline-for-shifting-medicare-reimbursements-from-volume-to-value.html. 

http://berkeleyhealthcareforum.berkeley.edu/wp-content/uploads/Berkeley-Healthcare-Forum-%E2%80%93-Executive-Summary.pdf
http://berkeleyhealthcareforum.berkeley.edu/wp-content/uploads/Berkeley-Healthcare-Forum-%E2%80%93-Executive-Summary.pdf
http://www.hhs.gov/about/news/2015/01/26/better-smarter-healthier-in-historic-announcement-hhs-sets-clear-goals-and-timeline-for-shifting-medicare-reimbursements-from-volume-to-value.html
http://www.hhs.gov/about/news/2015/01/26/better-smarter-healthier-in-historic-announcement-hhs-sets-clear-goals-and-timeline-for-shifting-medicare-reimbursements-from-volume-to-value.html
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• A commitment to increasing the health plan network population to integrated 
delivery system models, as outlined in the Forum report. 

• Annual monitoring, through reports to the CDI, that document the plan’s 
progress with providers toward this contracting benchmark. CAPG is informed 
that the Department of Public Health may already be monitoring this particular 
metric, but the Forum, the CHCF or the other organizations could be authorized 
to handle the monitoring in accordance with the Forum plan. The data sources 
and methodology are set forth in Appendix II to the Berkeley Forum Report.3 

• Continued commitment by the plan to financially support California-based, 
value-based provider incentive programs, such as the IHA pay-for-performance 
system. 

• Proof of the plan’s efforts through demonstrated improvement by the plan’s 
provider network on an annual basis with established performance and quality 
measures, such as MA 5-Star, IHA P4P, the DMHC TAR survey and other 
accepted standards. 

• Failure to achieve substantial performance of these undertaking requirements 
should result in the issuance of corrective actions and/or cease and desist 
orders pursuant to the Department’s enforcement authority under the Knox 
Keene Act. 

Require Faster, Common Platforms for Claims and Encounter Data Processing. Health 
plan mergers should produce an improved health information exchange environment 
that ensures faster, more accurate claims and encounter reporting and processing.  Such 
an infrastructure improvement is fundamental and necessary in order to create the 
efficiencies that translate to increased transparency for consumers such as automated, 
online deductible tracking. Too often, mergers produce greater complexity within the 
healthcare system. According to the Integrated Healthcare Association: 

“While encounter data have always been important, recent changes in the policy 
and market landscape heighten the importance of complete and timely data. 
Increasingly, market competitiveness depends on better data for risk adjustment, 
performance measurement and incentive programs, consumer cost-sharing, and 
transparency initiatives.”4 

The ability of consumers to track their progress against deductibles in a timely and 
accurate manner, online, without resorting to a shoebox of receipts is but one of the 
capabilities required of the emerging health care system. The deductible tracking 
function (a deductible accumulator) is linked to the creation of a common clearinghouse 

Capitated, Delegated Market (Sept. 20, 2015) 

3 http://berkeleyhealthcareforum.berkeley.edu/wp-content/uploads/Appendix-II.-
California%E2%80%99s-Delivery-System-Integration-and-Payment-System-Methodology.pdf. 
4 Integrated Healthcare Association Issue Brief: Encounter Data: Issues and Implications for California’s 

http://berkeleyhealthcareforum.berkeley.edu/wp-content/uploads/Appendix-II.-California%E2%80%99s-Delivery-System-Integration-and-Payment-System-Methodology.pdf
http://berkeleyhealthcareforum.berkeley.edu/wp-content/uploads/Appendix-II.-California%E2%80%99s-Delivery-System-Integration-and-Payment-System-Methodology.pdf
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of both claims and encounter data that would operate in near-real time to the provision 
of medical services to patients.  Automated deductible tracking cannot be solved until 
encounter data reporting is also improved and automated. 

• Each of the subsequent mergers should therefore produce funding to build and 
implement a standardized, all plan, all provider, encounter data clearing house, 
with a standardized portal for encounter data reporting across the industry, and 
a standard “deductible accumulator” so that enrollees can access information 
about their deductible limits as easily as checking their bank balance on a smart 
phone. 

• It is far more efficient to build a common system or utility for use by all plans 
and providers in California than to require each plan to build and maintain their 
own individual legacy systems. 

• The Department should expand the requirement first set forth in the Blue 
Shield-Care First undertakings to these three remaining mergers to fund a 
statewide, independent, third party utility that will accomplish these functions. 

• Health Net and CAPG have previously collaborated on a concept for a faster 
system, based on a technological platform that is analogous to the financial 
services sector’s development of current ATM technology.  This concept 
encourages all types of providers, but especially non-contracted providers, to 
submit claims and encounter data in near real-time to the delivery of service. 
The benefit of such a system would be that faster data reporting will drive 
quicker claims resolution, producing better analytical capability concerning the 
performance, cost and quality of providers.  By driving near real-time claims 
resolution, a workable, online patient deductible accumulator technology also 
becomes feasible, improving the transparency of the health care system for 
consumers and patients. 

Create a Funding Pool and Structure for an Online Multiplan Provider Directory. The 
Department of Managed Health Care has already required Blue Shield to pursue the 
development of an online provider directory and AHIP is piloting an eventual, national 
solution to this issue. We have urged the DMHC to impose this requirement on all 
remaining merger entities to broaden the funding sources for the solution and to drive 
collaboration throughout the industry. 

SB 137 requires an immediate effort by the industry to comply with the July 1, 2016 
deadline for health plans to go live with online provider directories.  California providers 
will be hard-pressed to respond to each plan via their individual portals under this new 
statute, and they will be subject to significant payment withholds should they fail to 
comply.  These inclusion of these financial penalties on providers were lobbied for by 
health plans involved in these mergers, and therefore, it is fair and appropriate for the 
Department to facilitate a solution for California providers in these undertakings. 
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• CAPG Provider Directory reporting portal pilot CAPG has initiated a pilot that we 
expect to start-up in early December that will introduce a single online reporting 
portal for providers to enter and update their status information in compliance 
with SB 137 and Medicare Advantage standards. This portal would enable 
provider groups, individual physicians and facilities to input their data once and 
make it available to each provider’s multiple contracted payers.  Payers could 
then incorporate the data into their own online directory solutions, and 
eventually to an AHIP-sponsored uniform solution.  We will test the pilot in 
December, and expect to have a sustainable model in place well prior to the July 
1, 2016 implementation date for SB 137.  We would be happy to brief the 
Department further on our pilot and we suggest that you consider allocating 
funding for this portal in one or more of the remaining mergers. As our pilot 
progresses, we ask the Department to consider the incorporation of our solution 
into the Multiplan provider directory requirement, and to require funding and 
collaboration from the merger plans. 

Concluding thoughts. Many important initiatives have lagged for years due to the lack 
of identified funding sources. These mergers provide a unique opportunity to ensure 
progress toward the Berkeley Forum, CalSim and Let’s Get Healthy Task Force goals, as 
well as many other desirable legislative concepts. Spreading the costs over four near-
simultaneous merger transactions would lessen the financial impact to any single health 
plan and would create a funding pool that is substantial. The creation of this new 
infrastructure would benefit consumers, who would enjoy much greater ease of use in 
the California health care marketplace. In summary, we believe that the inclusion of the 
following goals and projects are worthwhile components of the undertakings: 

• Demonstrable commitment to increased value-based payment to providers 
• Demonstrable commitment to increased use and facilitation of integrated, 

coordinated care delivery systems in provider networks 
• Funding and creation of a faster, common claims and encounter clearinghouse 
• Funding an integrated, automated deductible accumulator technology 
• Funding for online provider directory reporting technology 

Thank you for the opportunity to provide our suggestions. 

Sincerely, 

Donald H. Crane 
President and CEO 
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September 9, 2015 

Shelley Rouillard 
Director, Department of Managed Healthcare 
980 Ninth Street, Suite 900 
Sacramento, CA 95814-2725 

Re: Anthem – CIGNA, Aetna – Humana, Blue Shield – Care First, and Centene – Health 
Net Mergers 

Dear Shelley, 

Thank you for inviting CAPG to offer suggestions to the potential undertakings that may 
apply to the pending mergers of Anthem-CIGNA, Aetna-Humana, Blue Shield-Care First 
and Centene-Health Net. 

The scale of consolidation is unprecedented and carries real risks to consumers of 
decreased choice and higher premiums and to providers of decreased compensation for 
the care they deliver. In each of these mergers, health plans will argue that greater 
synergies will be created as result of the combination of these large plans, including 
increased geographic coverage for managed care across California, simplification of 
payer systems and contracting, increased provider networks resulting from the 
combination, etc. These synergies will only occur if the Department requires 
undertakings that will ensure a better infrastructure for enrollment and continuity of 
care delivery for California’s covered population. The Department has previously used 
undertakings in the past Anthem and United Health Care mergers of the mid-2000s that 
incorporated health system infrastructure commitments. 
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The promise of the Affordable Care Act was that more people would have access to 
affordable health coverage. While in the main that promise has been delivered in 
California, the available, affordable options have incorporated high deductibles and 
narrow provider networks. These narrow networks generally incorporate steep financial 
consequences for stepping out of the prescribed path of access to care. In most 
instances, the consequence is significantly higher coinsurance or copays. However, in 
some Covered California offerings, there is no coverage for out of network care. 

It is frequently stated as an axiom that health consumers must become better shoppers 
for health care services. But how can a patient or their family gain the critical 
information to know that Doctor A is a provider on their particular health plan 
coverage? Physicians may agree to a contract for one line of service but not for another. 
Frequent terminations are increasingly the norm. Convoluted coverage language places 
the risk on the member for a misstep. 

CAPG is proposing two initiatives that enjoy wide support in the health industry and 
policy arena that will empower enrollees to determine which plans and providers 
deliver the best care at the price that they can afford. Restating from the goals of the 
Let’s Get Healthy Task Force and the CalSim proposal, we urge you to consider the 
following priorities: 

All Payer Claims Database. As we have seen in Colorado under the Center for Improving Value 
in Health Care (CIVHC) database, consumers can access a wide variety of cost, utilization and 
quality reports that are currently available on the website by county and zip code. The website is 
constantly improved as broader payer data and greater consumer utility functions are added. 
This empowers enrollees to determine which plans and providers deliver the best care at the 
price that they can afford. California is not that far away from implementing such a system. We 
already have comprehensive quality information on public websites, we have the ability to 
collect fee for service claims data. California needs a centralized, all plan, all provider, encounter 
data clearing house, and we will soon have the DHCS PACES encounter data reporting system 
that will span 26 health plans. PACES will provide a standardized portal for encounter data 
reporting across the industry. We will also need a standard “deductible accumulator” so that 
enrollees can access information about their deductible limits as easily as checking their bank 
balance on a smart phone (similar to the 2014 bill, SB 1176). The Department could require as 
undertakings in these four pending mergers the creation of a fund to build a statewide, 
independent, third party utility similar to that proposed under Senator Hernandez’ SB 26.  

• Multiplan Provider Directory: Fund a single, multi-plan provider directory 
project under an independent third party entity, or under the auspices of the 
Department of Managed Health Care, that provides an online portal for near-real 
time updating of provider status. A provider could log on and update his or her 
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status and information and the data would be accessible to each of that 
provider’s contracted health plans. The portal could be accessed by the 
Department for filing compliance and review and the public for network 
transparency. This will empower enrollees by increasing their ease of access to 
providers and it will allow them to compare one plan’s network against another 
so that they can make more informed decisions about their health care. 

Spreading the costs over four near-simultaneous merger transactions would lessen the 
financial impact to any single health plan. Consumers would enjoy much greater ease of 
use in the California health care marketplace. In addition to the specific items above, we 
suggest that the undertakings include provisions requiring the commitments to be 
tracked, measured, and enforced. 

Thank you for the opportunity to provide our suggestions. Should there be an 
opportunity for CAPG to participate in the drafting or review of the undertaking, we 
would ask to be included in that process. 

Sincerely, 

Donald H. Crane 
President and CEO 
CAPG 
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Jennifer Chambers 
Senior StaffCounsel 
Department ofInsurance 
45 Fremont Street, 24th Floor 
San Francisco, CA 94105 

Subject: Health Net Acquisition by Centene Corporation 

Dear Ms. Chambers: 

On behalfof the undersigned members of the California Health & Wellness Community Advisory 
Committee (CAC), thank you for the opportunity to ,express our support for the Health Net 
acquisition by Centene Corporation. As an advisory ,committee to California Health & Wellness, a 
Centene health plan, the CAC's purpose is to provide advice and recommendations to the health plan 
about the needs ofthe members served and provide recommendations about how the plan can best 
provide culturally and disability-responsive services to its members. The CAC represents community 
based organizations serving seniors, people with disabiJities including those served by Regional 
Centers, working families, and other agencies providing medical and social support. 

ln its briefexistence, California Health & Wellness stepped up and out into the community in ways 
not seen by other health plans. The plan leadership ,pract,i,ce.s the principles in its purpose statement, 
"Transforming the health ofcommunity, one person at a time." They demonstrate this through their 
active involvement and presence with their members and origaruzatioos serving their members across 
their 800 mile expanse ofcoverage. Most importantly, not only are they present, but they listen to 
the concerns of these members and organizations and se:rv,e as a convener for them to share their 
thoughts. Centene and Health Net share a philosophy and goat ofserving their members well. When 
the community based emphasis ofCentene is coupled with the ,extensive membership ofHealth Net, 
it is a natural fit to provide higher quality and more community responsive services to the residents of 
California. 

Californians will soon have the opportunity to benefit from a stronger health plan with expanded 
resources and an uncompromising commitment to meeting the needs of individuals served by the 
plan. We encourage your support of this partnership. 

Sincerely, 

~L 
Ann GuerraAna Acton 
Executive Diirec,tor Executive Director 
~IHSS Public Authority:ztt-7k~ndent LivIDg 

TmkvMiller 
Chief Executive Officer, Patient Navigator 
Cancer Resmuice Center of the Desert 

Executive Director . . 
Disability Resource Agency for Independent L1vmg 
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January 5, 2015 

Dave Jones 
Insurance Commissioner 
Department of Insurance 
300 Capitol Mall, Suite 1700 
Sacramento, CA 95814 

Dear Commissioner Jones, 

As a Northern California Group Benefits insurance broker serving the bay area 
specifically, I support the emerging partnership between Health Net, Inc. and the 
Centene Corporation. 

I have been in the California health insurance industry for 30 years. Health Net, a 
California based company, is a solid partner with its managed care product offering 
focused on employer-sponsored plans, and government-sponsored managed care 
programs, offering a variety of healthcare options to fit California's diverse population. 
The partnership between Health Net and Centene is a natural fit, combining 
complementary services and service areas and leveraging expertise in innovative 
solutions. 

Centene and Health Net share a philosophy and together will enhance their ability to 
serve members and work collaboratively and effectively with providers and government 
partners. The proposed partnership will strengthen Health Net's presence in California 
by continuing to leverage a local approach, enhance members' access to higher quality 
healthcare services on a cost-effective basis, and ensure measurable quality outcomes. 

For these reasons and many more, I support and look forward to the emerging 
partnership between Health Net and Centene. I have faith that California insurance 
agents such as myself will continue to see great things as a result of Health Net and 
Centene's combination. Thank you. 

Sincerely, 

Ronald L. Bland 
Principal 

www.AEISadvisors.com
mailto:admin@AEISadvisors.com
https://VbJtVa/Z.Ce
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January 8, 2016 

Jennifer Chambers 

Senior Staff Counsel 

45 Fremont Street, 24th Floor 

San Francisco, CA 94105 

Jon Tomashoff 

Senior Staff Counsel 

45 Fremont Street, 24th Floor 

San Francisco, CA 94105 

RE: Emerging Partnership between Health Net Inc. & Centene Corporation 

Dear Ms. Chambers and Mr. Tomashoff: 

On behalf of AltaMed Health Services Corporation, I write to express our support for the emerging 

partnership between Health Net Inc. and Centene Corporation. As the largest Federally Qualified 

Health Center (FQHC) in the nation, delivering more than 1.2 million annual patient encounters 

through our 46 sites in Los Angeles and Orange Counties, AltaMed prides itself in the quality of its 

care delivered by its premier health care professionals. Similar to Health Net, we are also dedicated to 

help people be healthy, secure and comfortable with the heart of the community at the forefront of our 

operations. Centene’s commitment to build healthier and stronger communities is also of high 
importance to AltaMed. 

Currently, we proudly serve 56,143 Health Net members. This is a significant number of our total 

enrollees, making this a particularly important matter for us. We trust that Centene will continue 

committed to its mission, serving all of its members with the same or even greater level of service 

after integrating their planning efforts with Health Net. We acknowledge Centene for being consistent 

and an effective advocate for initiatives that improve the quality of life and health in our 

communities. Not only has Centene been a strong advocate for the benefit of the public, it has also 

contributed by providing substantial financial and leadership support to many community health 

organization helping families, especially children in need. 

As a member of the California Primary Care Association (CPCA) and the California Association of 

Physician Groups (CAPG), we consider the recommendations made by these two associations worthy 

of application to ensure this emerging partnership results in exceptional care and healthier 

populations. By doing so, Californians will have the benefit of a stronger health insurer, helping to 

guarantee more consumer choice throughout the Golden State. 

Centene and Health Net are both committed to providing access to patient-centered, high quality, and 
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cost effective health care for their members and they complement each other well. We are confident 

that together they will have the resources to better serve the growing Medi-Cal and Medicare 

populations. 

It is for these reasons that AltaMed supports the Health Net and Centene partnership. Should you 

have any questions, please free to contact Dr. Marie Torres at (323) 889-7328 or by email at 

mtorres@la.altamed.org. 

President and Chief Executive Officer 

Cc: Mr. Jay Gellert, President & CEO, Health Net, Inc.

            Ms. Martha Santana-Chin, Vice President, Dual Eligible Health Services Management 

Respectfully, 

Cástulo de la Rocha, J.D. 

mailto:mtorres@la.altamed.org
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mom 
Buettner Insurance Agency, Inc. 

January 4, 2016 

Dave Jones 
Insurance Commissioner 
Department of Insurance 
300 Capitol Mall, Suite 1700 
Sacramento, CA 95814 

Dear Dave, 

As a Southern California Group Benefits insurance broker, I support the emerging 
partnership between Health Net, Inc. and the Centene Corporation. 

I have been in the California health insurance industry for 30 years. Health Net, a 
California based company, is a solid partner with its managed care product offering 
focused on employer-sponsored plans, and government-sponsored managed care 
programs, offering a variety of healthcare options to fit California's diverse population. 
The partnership between Health Net and Centene is a natural fit, combining 
complementary services and service areas and leveraging expertise in innovative 
solutions. 

Centene and Health Net share a philosophy and together will enhance their ability to 
serve members and work collaboratively and effectively with providers and government 
partners. The proposed partnership will strengthen Health Net's presence in California 
by continuing to leverage a local approach, enhance members' access to higher quality 
healthcare services on a cost-effective basis, and ensure measurable quality outcomes. 

For these reasons and many more, I support and look forward to the emerging 
partnership between Health Net and Centene. I have faith that California insurance 
agents such as myself will continue to see great things as a result of Health Net and 
Centene's combination. Thank you. 

Sincerely, 

Scott Edward Buettner 

5200 Warner Avenue, Ste.105, Huntington Beach, CA 92649 / p (7'14) 377-0600 / f (714) 846-2800 
License #OA96323 • #0677563 
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January 14, 2016 

Commissioner Dave Jones 
California Department of Insurance 
300 Capitol Mall, Suite 1700 
Sacramento, CA 95814 

Commissioner Jones: 

CalViva Health is a local Medi-Cal health plan serving residents in Fresno, Kings, and 
Madera counties serving more than 360,000 consumers. Governed by the Fresno-Kings
Madera Regional Health Authority, CalViva Health has a strong local presence with ongoing 
input from enrolled members, health care providers, and the community. Health Net has 
been a long-standing partner with Cal Viva in providing health care coverage to our Medi
Cal beneficiaries. 

Health Net, much like Centene, is committed to serving low- to moderate-income 
populations in a cost-effective and qua lity manner. The proposed partnership will bring 
similar yet distinct assets from different markets together to enhance their ability to serve 
members and government partners across the state. Combining similar philosophies and 
bringing additional resources to the California market will result in stronger product lines 
to benefit consumers. 

The combined Health Net-Centene entity, will also strengthen Health Net's presence in 
California by leveraging a local approach with national best practices to ensure affordable 
access to health care. 

It is for these reasons and many more that Cal Viva supports the Health Net and Centene 
partnership. Thank you. 

Grego und, Chief Executive Officer 
Cal-Viva Health 
Fresno-Kings-Madera Regional Health Authority 

7625 N. Pa lm Avenue, Suite 109 Fresno, CA 9371 1 T: 559-540-7840 
Administration F: 559-41\6-1990 Compliance & Medical Management F: 559-1\46-1998 

www.calvivahealth.org 

www.calvivahealth.org
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December 21, 2015 

Jennifer Chambers 
Senior Staff Counsel 
Department of Insurance 
45 Fremont Street, 24th Floor 
San Francisco, CA 94105 

The National Hispanic Medical Association (NHMA) is a non-profit association 
representing the interests of 50,000 licensed Hispanic physicians in the United States. 
The vision of the organization is to be the national leader to improve the health of 
Hispanic populations. Given the demographics of California, we are very active 
throughout the state. We strongly support the acquisition of Health Net by Centene 
Corporation. 

We’ve enjoyed a rapidly developing relationship with Centene Corporation over the past 
few years. NHMA is impressed by the commitment and the long range vision of Centene 
of “improving the health of communities, one person at a time”. We find this to be more 
than a catchy phrase. Centene serves large Hispanic populations across the country and 
their California-based plan, California Health and Wellness, has some counties where 
over 80% of their members are Hispanic. The company recognizes that in order to 
optimally serve their Hispanic members, they can benefit from developing physicians 
and other health care professionals through their NHMA relationship that look like, 
speak like and understand the culture of these members. 

If Centene acquires Health Net, they will dramatically expand the number of Hispanic 
members they serve in California. Health Net has had a broad geographic presence 
across the state and we are confident that the Hispanic members will be very well served 
by the expanded presence of Centene and their emphasis on culturally sensitive, locally 
delivered services. We look forward to a long term relationship with the combined 
companies and know that the residents of California will benefit from our partnership. 

As a physician who grew up and trained in California and as a leader from California 
where the largest number of our members practice, I urge you to approve this 
acquisition. 

Sincerely, 

Elena Rios, MD, MSPH 
President & CEO 
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From: 
To: 
Subject: 
Date: 

Chambers, Jennifer 
Withers, Dawn 
FW: merger 
Thursday, January 21, 2016 10:31:48 AM 

From: Jeanne Amato [mailto:myriadie@comcast.net] 
Sent: Wednesday, January 20, 2016 5:20 PM 
To: Chambers, Jennifer <Jennifer.Chambers@insurance.ca.gov> 
Subject: merger 

Health Insurance companies are damaging to healthcare and our economic state. People are 
working nonproductively, not adding anything of real value, just haggling over getting providers 
payments. It’s disgusting and stupid that Americans fall for it. 

mailto:/O=EXCHANGELABS/OU=EXCHANGE ADMINISTRATIVE GROUP (FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=E6D9BD0287CC4AEA9222AE37DE9641F6-CHAMBERS, J
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From: Chambers, Jennifer 
To: Withers, Dawn 
Subject: FW: Comments on the health care company mergers 
Date: Thursday, January 21, 2016 10:31:34 AM 

From: Gracee Arthur [mailto:arthurgracee1@gmail.com] 
Sent: Wednesday, January 20, 2016 5:19 PM 
To: Chambers, Jennifer <Jennifer.Chambers@insurance.ca.gov> 
Cc: Dave Jones <insurancecommissionerdavejones@gmail.com> 
Subject: Comments on the health care company mergers 

Jennifer: 
I think these health companies merging is a terrible thing for the consumer aka the insured. 
The gangster insurance companies have been raising the rates without any restriction since the 
Affordable Care Act. Also since California removed the PPO’s from the Insurance 
Commissioner’s office and placed them with the insurance company friendly Managed Care 
department. 

My rate has increased again this year, $70 per month with Blue Shield. 
If the insurance companies and the rates are not restrained and regulated by the Insurance 
Commissioner’s office, we cannot allow these greedy companies to merge  and further stick it 
to their insured. 
Sincerely, 
Gracee Arthur 

Gracee Arthur 
arthurgracee1@gmail.com 

Estate Agent 
Sothebys Int'l Realty 
Malibu, Ca. 
CalBRE# 01118257 
Cell 310-804-0708 

mailto:/O=EXCHANGELABS/OU=EXCHANGE ADMINISTRATIVE GROUP (FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=E6D9BD0287CC4AEA9222AE37DE9641F6-CHAMBERS, J
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To: Chambers, Jennifer <Jennifer.Chambers@insurance.ca.gov> 

From: 
To: 
Subject: 

Withers, Dawn 
Withers, Dawn 
FW: Centene/HealthNet - Merger Philosophy & Opinion 

Date: Thursday, January 21, 2016 1:01:23 PM 

From: Hugh A. Calvin [mailto:hugh.calvin2014@comcast.net] 
Sent: Thursday, January 21, 2016 11:19 AM 

Subject: Centene/HealthNet - Merger Philosophy & Opinion 

Thank you for your efforts on behalf of the citizens of CA. 

Finding an optimum balance between community- and self-interest is difficult work. Because for-
profit corporations  tend to be focused on their profit objective, they are willing to marshal 
resources, including lobbyists and information not available to the public, to make their case.  The 
consumers, respectfully, have neither the ability nor the interest to compete with a company 
focused on achieving an objective. So it’s easy for the legislative branch to hear the self-interest 
arguments of the corporation and difficult to find a coherent message from the community of 
individual citizens you represent. 

As an individual, I feel that corporations have dominated the legislative agenda in Washington, DC, 
and Congress has represented individual-interest poorly, despite rhetoric to the contrary. I believe 
our national political system has been co-opted by corporations, and our state political system is 
vulnerable. 

At the moment, I feel competition generally benefits the consumer and corporations have or are 
acquiring too much influence over government, so, independent of the merits of this merger, I’d 
encourage you to deny the corporations this merger request. 

Hugh A. Calvin 
Santa Cruz, CA 

mailto:/O=EXCHANGELABS/OU=EXCHANGE ADMINISTRATIVE GROUP (FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=5FE7B27F111643A88EBDAF1A65A59FBF-WITHERS, DA
mailto:Dawn.Withers@insurance.ca.gov
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From: Chambers, Jennifer 
To: Withers, Dawn 
Subject: FW: Merger 
Date: Thursday, January 21, 2016 10:32:09 AM 

From: Moe Evans [mailto:2bemee88@gmail.com] 
Sent: Wednesday, January 20, 2016 5:59 PM 
To: Chambers, Jennifer <Jennifer.Chambers@insurance.ca.gov> 
Subject: Merger 

Please stop any merger between Centene (?) and Health Net. Mergers are a nightmare for the 
public to say the least in so very many cases. 

Elizabeth Evans. 

mailto:/O=EXCHANGELABS/OU=EXCHANGE ADMINISTRATIVE GROUP (FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=E6D9BD0287CC4AEA9222AE37DE9641F6-CHAMBERS, J
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Chambers, Jennifer 
Withers, Dawn 
FW: Insurance Merger 
Thursday, January 21, 2016 10:34:54 AM 

From: 
To: 
Subject: 
Date: 

From: Gary Germano [mailto:garywgermano@hotmail.com] 
Sent: Thursday, January 21, 2016 6:52 AM 
To: Chambers, Jennifer <Jennifer.Chambers@insurance.ca.gov> 
Subject: Insurance Merger 

Dear Dave, 

I believe that "mega-mergers" are almost exclusively bad for America. I cannot speak exactly 
for these two companies, because I do not know them like you do. But, here's the deal. 

CVS bought out Longs Drugs. 

What do I find? 

Less selection, higher store prices overall, higher prices on their weekly sale flyer. 

Now Walgreens, one of the highest price drug stores (IMO) wants to buy Rite Aid, the one 
left with the better prices and sales. (But not for long if this goes through.) LESS JOBS, LESS 
COMPETITION, MONOPOLY, and all of us pay for it! THIS MERGER NEEDS TO BE STOPPED. 
How can we do it? 

When the Walgreens and CVS CEO's play golf on Wednesday, IT DOESN'T TAKE EINSTEIN TO 
CONNECT THE DOTS AND KNOW WHERE OUR PRICES ARE HEADING! 

As always, I appreciate you asking for your constituents opinion and the good communications 
you  always have with me. 

Best regards, 

Gary Germano 

mailto:/O=EXCHANGELABS/OU=EXCHANGE ADMINISTRATIVE GROUP (FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=E6D9BD0287CC4AEA9222AE37DE9641F6-CHAMBERS, J
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Chambers, Jennifer 
Withers, Dawn 
FW: Proposed merger of HealthNet and the other insurance carrier 
Thursday, January 21, 2016 10:32:23 AM 

From: 
To: 
Subject: 
Date: 

-----Original Message-----

Sent: Wednesday, January 20, 2016 6:31 PM 
From: Donald Goldmacher [mailto:donald.goldmacher@gmail.com] 

To: Chambers, Jennifer <Jennifer.Chambers@insurance.ca.gov> 
Subject: Proposed merger of HealthNet and the other insurance carrier 

As somebody who is insured by HealthNet along with Medicare, I am absolutely opposed to any mergers with
 another insurance company. What these mergers accomplish is getting more money to top management and
 shareholders. Those who are insured get less service, and find it more difficult to obtain help from the staff of these
 insurance companies. In the past, these types of mergers were illegal under federal antitrust laws, and the state of
 California should adhere to the antitrust laws. This merger would accomplish nothing positive for the actual insured
 subscribers. 

Additionally, as a retired physician, I can tell you that this does not benefit patients at all, and does not improve the
 quality of health care received by patients. Rather, it puts more money in the hands of shareholders and top
 management, which inevitably increases the cost of care for all of us. 

Don Goldmacher, MD, retired 

mailto:/O=EXCHANGELABS/OU=EXCHANGE ADMINISTRATIVE GROUP (FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=E6D9BD0287CC4AEA9222AE37DE9641F6-CHAMBERS, J
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Chambers, Jennifer 
Withers, Dawn 
FW: Merger 
Thursday, January 21, 2016 10:34:38 AM 

From: 
To: 
Subject: 
Date: 

From: Gilbert Gonzalez [mailto:ggonzalez@williamoneil.com] 
Sent: Thursday, January 21, 2016 6:48 AM 
To: Chambers, Jennifer <Jennifer.Chambers@insurance.ca.gov> 
Subject: Merger 

Dear Ms. Chambers, 

I am opposed  to the Centene / Healthnet merger I may not have a  thorough understanding or all of 
the facts on this merger but what I do know is that these companies are already to big and all 
mergers do is eliminate competition and in the end the public consumers suffer. 

Yours, 

Gilbert Gonzalez 

mailto:/O=EXCHANGELABS/OU=EXCHANGE ADMINISTRATIVE GROUP (FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=E6D9BD0287CC4AEA9222AE37DE9641F6-CHAMBERS, J
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Chambers, Jennifer 
Withers, Dawn 
FW: Merger 
Thursday, January 21, 2016 10:34:38 AM 

From: 
To: 
Subject: 
Date: 

From: Gilbert Gonzalez [mailto:ggonzalez@williamoneil.com] 
Sent: Thursday, January 21, 2016 6:48 AM 
To: Chambers, Jennifer <Jennifer.Chambers@insurance.ca.gov> 
Subject: Merger 

Dear Ms. Chambers, 

I am opposed  to the Centene / Healthnet merger I may not have a  thorough understanding or all of 
the facts on this merger but what I do know is that these companies are already to big and all 
mergers do is eliminate competition and in the end the public consumers suffer. 

Yours, 

Gilbert Gonzalez 

mailto:/O=EXCHANGELABS/OU=EXCHANGE ADMINISTRATIVE GROUP (FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=E6D9BD0287CC4AEA9222AE37DE9641F6-CHAMBERS, J
mailto:Dawn.Withers@insurance.ca.gov
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From: 
To: 
Subject: 
Date: Thursday, January 21, 2016 10:34:11 AM 

Chambers, Jennifer 
Withers, Dawn 
FW: Insurance question 

From: moneywhys@aol.com [mailto:moneywhys@aol.com] 
Sent: Thursday, January 21, 2016 1:08 AM 
To: Chambers, Jennifer <Jennifer.Chambers@insurance.ca.gov> 
Subject: Insurance question 

It appears that California is working toward a "single insurer" system.  Opposition to a "single 
payer" plan has been led by insurers.  So why does the private sector want control over health 
insurance premiums while objecting to a public plan?  Besides profit, why is less competion 
better for Californians than a mutual public plan? 
Than you, 
Don Krouse 
Morongo Valley, CA 

mailto:/O=EXCHANGELABS/OU=EXCHANGE ADMINISTRATIVE GROUP (FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=E6D9BD0287CC4AEA9222AE37DE9641F6-CHAMBERS, J
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Chambers, Jennifer 
Withers, Dawn 
FW: Comments re: Proposed Merger of Centene and Healthnet 
Thursday, January 21, 2016 10:33:45 AM 

From: 
To: 
Subject: 
Date: 

-----Original Message-----
From: Thea Merrill [mailto:thea_merrill@stanfordalumni.org] 
Sent: Wednesday, January 20, 2016 8:50 PM 
To: Chambers, Jennifer <Jennifer.Chambers@insurance.ca.gov> 
Subject: Comments re: Proposed Merger of Centene and Healthnet 

Dear Ms. Chambers and Insurance Commissioner Jones, 

I am writing today as a consumer with a family of four, to comment on 
the proposed merger of Centene and Healthnet.  As a consumer, I am 
concerned that this merger reduces the number of companies offering 
health insurance in California.  These companies are already large, 
already have a disproportionate amount of leverage over consumers, and 
already face too little competition to provide a healthy market of 
choices for consumers. 

Our family currently has a very good health plan through my husband's 
employer, so the chances are that we would not be personally affected by 
this merger.  However, until and unless our country develops a 
single-payer system (which is what we'd really like to see), we think 
that anything that results in a decline in the number of choices for 
consumers is a bad thing, both in principle and in practice. 

Thank you for taking these comments. 

Thea Merrill, Ph.D. 
Los Altos, CA 

mailto:/O=EXCHANGELABS/OU=EXCHANGE ADMINISTRATIVE GROUP (FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=E6D9BD0287CC4AEA9222AE37DE9641F6-CHAMBERS, J
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From: 
To: 
Subject: 
Date: Thursday, January 21, 2016 10:31:19 AM 

Chambers, Jennifer 
Withers, Dawn 
merger of health insurers 

From: Barby Ulmer [mailto:odw@magiclink.net] 
Sent: Wednesday, January 20, 2016 5:09 PM 
To: Chambers, Jennifer <Jennifer.Chambers@insurance.ca.gov> 
Subject: merger of health insurers 

Please disallow the merger.  Experience has shown when there are mergers with less 
competition premiums 
increase.  PLEASE don't let this happen. 
SIncerely, Vic and Barby Ulmer 

408-379-4431 
odw@magiclink.net 
13004 Paseo Presada 
Saratoga, CA 95070 

mailto:/O=EXCHANGELABS/OU=EXCHANGE ADMINISTRATIVE GROUP (FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=E6D9BD0287CC4AEA9222AE37DE9641F6-CHAMBERS, J
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Chambers, Jennifer 
Withers, Dawn 
FW: Insurer merger 
Thursday, January 21, 2016 10:33:56 AM 

From: 
To: 
Subject: 
Date: 

From: rockynvang [mailto:rockynvang@aol.com] 
Sent: Wednesday, January 20, 2016 9:15 PM 
To: Chambers, Jennifer <Jennifer.Chambers@insurance.ca.gov> 
Subject: Insurer merger 

Do any benefit changes after it is merged? Rocky Vang 

From my Android phone on T-Mobile. The first nationwide 4G network. 

mailto:/O=EXCHANGELABS/OU=EXCHANGE ADMINISTRATIVE GROUP (FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=E6D9BD0287CC4AEA9222AE37DE9641F6-CHAMBERS, J
mailto:Dawn.Withers@insurance.ca.gov
mailto:Jennifer.Chambers@insurance.ca.gov
mailto:rockynvang@aol.com


CDIx290

From: 
To: 
Subject: 
Date: 

Chambers, Jennifer 
Withers, Dawn 
FW: Proposed merger 
Thursday, January 21, 2016 10:34:26 AM 

From: Camille [mailto:cczeleny@cox.net] 
Sent: Thursday, January 21, 2016 6:04 AM 

-----Original Message-----

To: Chambers, Jennifer <Jennifer.Chambers@insurance.ca.gov> 
Subject: Proposed merger 

Dear Ms. Chambers, 

Please consider the impact this merger would have on price setting. As you are well aware the fewer number of
 competitors in a given field, the more likely their prices will rise, and the quality of services will diminish. Our
 health care is already the most expensive among the developed nations, and in most categories of care, not the best.
 My personal experience as a retired 60 year old for a major medical PPO policy, is my monthly premium has
 increased in two years from $360. To $750.00! ! ! 

Please do your part to increase the number of health insurance companies and thus support more competition in this
 critical segment of our quality of life. 

Sincerely, 

Camille Zeleny 

Sent from my iPad 

mailto:/O=EXCHANGELABS/OU=EXCHANGE ADMINISTRATIVE GROUP (FYDIBOHF23SPDLT)/CN=RECIPIENTS/CN=E6D9BD0287CC4AEA9222AE37DE9641F6-CHAMBERS, J
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Health Care LA, IPA 

January 5, 2016 

Dave Jones, Insurance Commissioner 

California Dept. of Insurance 
45 Fremont Street, 24th Floor 

San Francisco, CA 94105 

Dear Commissioner Jones: 

Health Care LA, IPA (HCLA) is a nonprofit 501c3 organization with a mission to support safety net 
Community Clinics and Federally Qualified Health Centers (FQHCs). HCLA is proud of our 

partnership with Health Net in California, which is built on a foundation of supporting and 
expanding access to quality comprehensive healthcare for underserved communit ies. 

Health Net has a focus on serving low to moderate income populations as one of the largest 

Medicaid/Medi-Cal plans in California and Centene shares a similar focus through California 
Health and Wellness, its Medi-Cal plan serving rural counties in California. The partnership 

between the two companies is a natural fit, combining complementary services and service 

areas and leveraging expertise in innovative solutions for delivering community-based healthcare 

to the state's diverse Medi-Cal population. Over the years, HCLA has worked with Health Net on 

innovative approaches to population health management by creating shared-risk pool models 
with providers and hospital partners. We expect our close working relationship to continue 

under the combined Health Net/Centene entity. 

HCLA remains committed in expanding access to quality comprehensive healthcare to 

underserved communities in our region through an organized, fully integrated healthcare 

delivery system. To this end, we look forward to continuously working with Health Net under 

the combined Health Net/Centene entity. Thank you. 

Sincerely, 

Health Care LA, IPA 

Health Care LA, IPA· P.O. Box 570590 · Tarzana · CA · 91357 · Tel 818-702-0100 · Fax 818-702-9128 
www.healthcarela.org 

www.healthcarela.org
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Jaime S. King, JD, PhD 
Professor of Law 
Associate Dean and Co-Director 
UCSF/UC Hastings Consortium on Law, 
Science and Health Policy 

University of California Hastings College of the Law I 200 McAl l ister Street I San Francisco, CA 94102 
phone 415.581.8834I fax 415.565.4865 I www.uchastings.edu I kingja@uchastings.edu 

January 22, 2016 

Commissioner David Jones 
State of California Department of Insurance 
300 Capitol Mall, Suite 1700 
Sacramento, CA 95814 

Re: Proposed Acquisition of Health Net Life Insurance Company by Centene Corporation 

Dear Commissioner Jones, 

I very much appreciate the opportunity to write on the potential impact of the proposed 
acquisition of Health Net Life Insurance Company by Centene Corporation on consumers and 
competition in California. I am a professor of law at the University of California Hastings College of the 
Law and the Associate Dean and Co-Director of the UCSF/UC Hastings Consortium on Law, Science 
and Health Policy. I have written and taught in the field of health law and policy for the last seven years. 
I am also the Co-Founder and Executive Editor of The Source on Healthcare Price and Competition, a 
free and independent academic website devoted to issues of health care prices, costs, and markets. In 
September 2015, I testified before the U.S. House of Representatives Judiciary Committee’s 
Subcommittee on Regulatory Reform, Commercial and Antitrust Law regarding the potential impact of 
the proposed mergers of Aetna and Humana and Anthem and Cigna on consumers and competition in 
the U.S. health care system. My brief letter aims to provide insight to the consumer risks associated with 
health insurance mergers and put the potential merger of Centene and Health Net into a broader national 
context. 

Introduction 

The United States has experienced more than a 400 percent increase in total health care 
expenditures since 1990.1 By 2014, health care expenditures exceeded $3 trillion and represented 17.5 
percent of our GDP. Private insurance premiums are at their highest levels in history ($17,545 for the 
average family).2 One of the reasons our health care costs so much is that we overpay for health care 

1 Center for Medicare and Medicaid Services, National Health Expenditures 2014, Aggregate and Per Capita Amounts 
available https://www.cms.gov/research-statistics-data-and-systems/statistics-trends-and-
reports/nationalhealthexpenddata/nhe-fact-sheet.html. 
2 Kaiser Family Foundation and Health Research & Educational Trust, “2015 Survey of Employer Health Benefits,” 
available at http://kff.org/health-costs/report/2015-employer-health-benefits-survey/; Health Cost Institute, 2013 Health Care 
Cost and Utilization Report, available at http://www.healthcostinstitute.org/2013-health-care-cost-and- utilization-report. 

http://www.uchastings.edu/
mailto:kingja@uchastings.edu
https://www.cms.gov/research-statistics-data-and-systems/statistics-trends-and-reports/nationalhealthexpenddata/nhe-fact-sheet.html
https://www.cms.gov/research-statistics-data-and-systems/statistics-trends-and-reports/nationalhealthexpenddata/nhe-fact-sheet.html
http://www.healthcostinstitute.org/2013-health-care-cost-and-utilization-report
http://kff.org/health-costs/report/2015-employer-health-benefits-survey


             

goods and services, in part due to price increases caused by consolidation in health care markets. After 
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decades of increased consolidation in provider and insurer markets resulting in ever-escalating health 
insurance premiums and health care expenditures, consumers have begun to demand more 
accountability for health care costs from their providers, insurers, and policymakers. Reform efforts, big 
and small, have started to shift the playing field for providers and insurers and new alliances are being 
formed with a wide array of potential risks and benefits for consumers. I offer some considerations and 
data regarding recent health insurance mergers to inform your analysis of the potential risks to 
consumers from the transaction at hand. 

Key Concerns for Consumers 

The key risks for Californians associated with any health insurance merger are increased premiums and/or 
reductions in quality, competition, and innovation. 

Increased Premiums 

In terms of premiums, research has consistently found increased premiums in the wake of an insurance 
merger.3 The research on past insurance mergers reveals that insurers can and do exercise newly acquired market 
power by raising premiums.4 An examination of the 1999 Aetna and Prudential Health Care Insurance merger 
estimated that health insurance consolidation between 1998 and 2006 led to a 7 percent increase in large group 
health insurance premiums.5 Further, analysis of the UnitedHealth Group and Sierra Health Services merger 
increased the post-merger premiums in the Nevada markets by 13.7 percent, suggesting that the merging parties 
exploited the market power gained from the merger.6 When premiums go up, employers often pass the added 
costs through to employees in the form of reduced pay, higher cost sharing, or reduced benefits.7 Furthermore, 
early data from the individual health care marketplaces also support the inverse notion that increased competition 
among insurers is associated with lower premiums in the post-ACA landscape.8 

Some have argued that the Medical Loss Ratio (“MLR”) will prevent consolidated insurers from 
increasing premiums. But, the MLR depends on competition to function. In markets that lack adequate 
competition, the MLR is gameable. Because it limits administrative costs to a percentage of total 
premiums, in the absence of sufficient competition, insurers in have an incentive to grant higher 
provider reimbursement rates, increase premiums, and thereby increase the value of their allowed 

3 Leemore Dafny et al., Paying a Premium on Your Premium? Consolidation in the US Health Insurance Industry, 102 AM. 
ECON. REV. 1161 (2012) (examination of the 1999 Aetna and Prudential Health Care Insurance merger estimating that health 
insurance consolidation between 1998 and 2006 led to a 7 percent increase in large group health insurance premiums). See 
also Jose R. Guardado et al., The Price Effects of a Large Merger of Health Insurers: A Case Study of UnitedHealth-Sierra, 1 
HEALTH MGMT., POL’Y & INNOVATION 16 (2013)(finding the UnitedHealth Group and Sierra Health Services merger 
increased the post-merger premiums in the Nevada markets by 13.7 percent, suggesting that the merging parties exploited the 
market power gained from the merger). 
4 Leemore Dafny, Are Health Insurance Markets Competitive?, 100 AM. ECON. REV. 1399 (2010). 
5 See Paying a Premium on Your Premium? Consolidation in the US Health Insurance Industry, supra note 4. 
6 Jose R. Guardado et al., The Price Effects of a Large Merger of Health Insurers: A Case Study of UnitedHealth-Sierra, 1 
HEALTH MANAGEMENT, POL’Y & INNOVATION 16 (2013). 
7 David W. Emmons & Jose R. Guardado, “Competition in Health Insurance: A Comprehensive Study of U.S. Markets,” AM. 
MED. ASS. 33 (2014). 
8 See id. at 13; Leemore Dafny et al., More Insurers Lower Premiums: Evidence From Initial Pricing in the Health Insurance 
Marketplaces, AM. J. OF HEALTH ECON. 53 (Winter 2014) (finding that the addition of one insurer would lower premiums by 
5.4 percent, while adding every available insurer would lower rates by 11.1 percent); Michael J. Dickstein, et al., The Impact 
of Market Size and Composition on Health Insurance Premiums: Evidence from the First Year of the Affordable Care Act, 
105.5 AM. ECON. REV. 120 (2015) (estimating that an additional insurer in, a given ratings area, results in savings of nearly 
$500 per person). 



 

 

 

          
        

   
 

administrative percentage. Finally, the MLR does not apply to enrollees in 
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self-insured plans, which 
make up over half of the private insurance market, leaving those consumers still at risk of premium 
increases. 

Reductions in Quality and Innovation 

Consumers may also be harmed by reductions in competition that hinder incentives to improve 
quality and innovate. Quality reduction in the insurance industry can take many forms: delayed or 
refused claims payment, poor responsiveness to customers, inadequate and poor quality provider 
networks, lack of access to claims information, and mishandling of appeals, to name a few. Examining 
whether the acquiring firm has a history of quality reduction following a merger or in markets in which 
it has considerable market share can be instructive. 

Benefits from Market Leverage and Efficiencies: 

Merging insurers sometimes argue that the merger will benefit consumers because (1) any gains in market 
power obtained by the new insurance entity will counterbalance gains in market leverage by providers; and (2) the 
merger will result in significant post-merger efficiencies. While some evidence exists to support a claim that 
increasing health insurers’ market power enhances their ability to negotiate lower prices from dominant provider 
organizations, those lower prices only benefit consumers if there is sufficient competition in the market to 
incentivize the insurer to pass the savings through to consumers in the form of lower premiums.9 Unfortunately, 
no study has found that those savings have ever been passed on to consumers.10 The more typical result is that 
physicians make less money, and consumers still overpay for health care following an insurance merger. History 
also provides several examples of dominant insurers and providers joining forces to disadvantage rivals and 
increase premiums and reimbursement rates.11 In other words, as antitrust and health care scholar Professor 
Thomas Greaney posits in his "Sumo Wrestler Theory Fallacy," when dominant insurers and dominant providers 
face off, the result may be "a handshake rather than an honest wrestling match."12 

Second, in looking at any efficiencies promised to accompany the merger, it is essential to determine 
whether the merger is necessary to achieve those efficiencies, or whether the firms could achieve those same 
objectives on their own. In recent healthcare antitrust cases, proving that the claimed procompetitive efficiencies 
are merger-specific has proven challenging.13 I am confident that the California Department of Insurance will 
carefully analyze whether the proposed merger will enhance competition and is necessary to obtain Centene’s 
claimed efficiencies.  

Conclusion 

9 Erin Trish and Bradley J. Herring, Health Insurer Market Concentration and Bargaining Power, 42 J. Health Econ. 104 
(2015). 
10 Leemore Dafny, “Health Insurance Industry Consolidation: What Do We Know From the Past, Is It Relevant In Light of 
the ACA, and What Should We Ask?” United States Senate Committee on the Judiciary, Subcommittee on Antitrust, 
Competition Policy, and Consumer Rights, Sept. 22, 2015 [hereinafter Dafny Statement] at 9, available at 
http://www.judiciary.senate.gov/imo/media/doc/09-22-15%20Dafny%20Testimony%20Updated.pdf. 
11 See, e.g., West Penn Allegheny Health Sys., Inc. v. UPMC; Highmark, Inc., 627 F.3d 85 (3rd Cir. 2010)(In Allegheny County, 
PA, the dominant provider, the University of Pennsylvania Medical Center(UPMC), agreed to use its market power to 
prevent competitors of the dominant insurer, Highmark, from successfully entering or expanding in the Allegheny County 
market and, in 
exchange, Highmark agreed to use its position to strengthen UPMC and weaken its rivals); see also Complaint, U.S. v. Blue 
Cross Blue Shield of Michigan, 2:10-cv-15155 (E.D. Mich., 2010). 
12 Thomas L. Greaney, “The State of Competition in the Health Care Marketplace: The Patient Protection and Affordable 
Care Act’s Impact on Competition,” United States House of Representatives Committee on the Judiciary, Subcommittee on 
Regulatory Reform, Commercial and Antitrust Law, at 11, Sept. 10, 2015 [hereinafter Greaney Statement] available at 
http://judiciary.house.gov/_cache/files/0a0e88c8-0519-4a47-8fa8-4c2233c760c3/greaney-testimony.pdf. 
13 St. Alphonsus Med. Ctr.-Nampa Inc. v. St. Luke's Health Sys., Ltd., 778 F.3d 775, 791 (9th Cir. 2015). 

http://www.judiciary.senate.gov/imo/media/doc/09-22-15%20Dafny%20Testimony%20Updated.pdf
http://judiciary.house.gov/_cache/files/0a0e88c8-0519-4a47-8fa8-4c2233c760c3/greaney-testimony.pdf
https://challenging.13
https://rates.11
https://consumers.10
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provider prices increase from consolidation in the provider market, insurance premiums follow.14 When insurance 
markets consolidate, premiums also tend to increase.15 When premiums go up, employers pass the cost through to 
employees in the form of reduced pay, higher cost sharing, or reduced benefits.16 If past is not prologue, and 
merging insurance companies do pass through any beneficial price reductions obtained from providers, consumers 
can still be harmed by reductions in the quality and quantity of provider services.17 Further, consolidation may 
compromise opportunities to increase and sustain competition. Given the significant increase in consolidation in 
the health insurance and provider markets, both in California and throughout the United States, government 
agencies and antitrust enforcers should carefully analyze the significant long-term risks of any further 
concentration to consumers. 

Thank you for your efforts and diligence in doing so. 

Warmest regards, 

Jaime King, J.D., Ph.D. 

14 See Competition Policy in Health Care Markets, supra note 13; Richard Scheffler, E.R. Kessler, and M. Brandt, Covered 
California: The Impact of Provider and Health Plan Market Power on Premiums, J. OF HEALTH POLITIC, POL’Y & L. 
(forthcoming 2015). 
15 Kate Ho & Robin S. Lee, Insurer Competition in Health Care Markets, NBER, Working Paper No. 19401 (Sept. 2013), 
available at http://www.nber.org/papers/w19401; See Paying a Premium on Your Premium? Consolidation in the US Health 
Insurance Industry, supra note 4. 
16 See Competition Policy in Health Care Markets, supra note 7, at 33. 
17 See Dafny Statement, supra note 5, at 10. 

http://www.nber.org/papers/w19401
https://services.17
https://benefits.16
https://increase.15
https://follow.14
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From: 
To: 
Subject: 
Date: Wednesday, January 27, 2016 10:54:32 PM 

Tam Ma 
Hinze, Bruce 
Centene Data Breach 

http://www.californiahealthline.org/articles/2016/1/27/insurer-loses-hard-
drives-with-personal-health-data-on-950k-people 

Insurer Loses Hard Drives With Personal Health Data on 950K People 

Wednesday, January 27, 2016 

On Monday, health insurer Centene announced that it is missing six hard drives containing the 
personal and health information of nearly 950,000 individuals, Reuters reports (Shaji, Reuters, 1/25). 

St. Louis-based Centene is working to complete a $6.8 billion acquisition of Woodland Hills-based 
Health Net, which has about 2.9 million California enrollees (Rauber, "Bay Area BizTalk," San 
Francisco Business Times, 1/26). 

Details of Missing Hard Drives 

The data breach affects patients who received laboratory services between 2009 and 2015. Data on 
the missing hard drives include: 

Addresses; 
Birth dates; 
Health information; 
Member identification numbers; 
Names; and 
Social Security numbers. 

The company said the hard drives did not include information on customers': 

Finances; or 
Payments. 

Centene President and CEO Michael Neidorff said the hard drives contained data that were part of a 
project using laboratory results to improve customers' health outcomes (Reuters, 1/25). 

In a statement, Neidorff said, "While we don't believe this information has been used inappropriately, 
out of abundance of caution and in transparency, we are disclosing an ongoing search for the hard 
drives" (Conn, Modern Healthcare, 1/25). 

The company is providing no-cost credit and health care monitoring to affected customers (Reuters, 
1/25). It also said it is reviewing its policies for managing IT assets (Modern Healthcare, 1/25). 

mailto:TMa@health-access.org
mailto:Bruce.Hinze@insurance.ca.gov
http://www.californiahealthline.org/articles/2016/1/27/insurer-loses-hard-drives-with-personal-health-data-on-950k-people
http://www.californiahealthline.org/articles/2016/1/27/insurer-loses-hard-drives-with-personal-health-data-on-950k-people
http://www.reuters.com/article/us-centene-privacy-harddrives-idUSKCN0V32RN
http://www.bizjournals.com/sanfrancisco/blog/2016/01/missing-hard-drives-health-data-centene.html
http://phx.corporate-ir.net/phoenix.zhtml?c=130443&p=irol-newsArticle_Print&ID=2132066
http://www.modernhealthcare.com/article/20160125/NEWS/160129911?utm_source=modernhealthcare&utm_medium=email&utm_content=20160125-NEWS-160129911&utm_campaign=mh-alert
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dan.brown@dentons.com 
D +1 415 862 2477 

Dentons US LLP 
525 Market Street 
26th Floor 
San Francisco, CA 94105-2708 USA 

T +1 415 682 5000 
F +1 415 882 0300 

January 27, 2016 

Via Email and Hand Delivery 

Jennifer Chambers 
Senior Staff Counsel 
California Department of Insurance 
45 Fremont Street, 24th Floor 
San Francisco, CA 94105 

Re: IDB 15-6405/APP-2015-00889 

Public Hearing on Form A Application of Centene Corporation to Acquire Control of Health Net, 
Inc. 

Dear Jennifer: 

As indicated at the hearing on January 22, 2016, enclosed are two originals of the sworn statement of 
Michael F. Neidorff for inclusion in the official records of this proceeding. Please let me know if you have 
any questions. 

Dan Brown 
Partner 

cc: G. Margolis, California Department of Insurance (via email) 
J. Finston, California Department of Insurance (via email) 
J. Tomashoff, California Department of Insurance (via email) 

94076622\V- I 
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Statement of Michael F. Neidorff Read Into the Record at the Public Hearing Before 
the Insurance Commissioner of the State of California Regarding the Proposed 

Acquisition of Health Net Life Insurance Company by Centene Corporation Held 
on January 22, 2016 

1. We have here today a team of very capable Health Net and Centene executives who will 
be presenting and responding to your questions throughout this hearing. 

2. I appreciate the opportunity to make these comments. This process is very important to 
all of us, and my executives are empowered to work with you and the DMHC to see this 
transaction through to completion. I wanted to make sure you knew how committed I am 
to making this transaction a success for Californians and also to share with you our 
approach to delivering health care. 

3. I'd like to state up front that we are fully committed to maintaining and working to grow 
our commercial business in California. This includes, of course, when necessary, working 
with the State to alter the product design when competitive issues arise or when consumer 
demand dictates. 

4. We share first and foremost a common concern for the individuals we serve. Our mission 
is to transform the health of the community one person at a time, and our members are at 
the heart of what we do. As it relates to Medicaid members who we have served for most 
of our history I have long believed that except for the Grace of the Lord, any of us could 
receive our healthcare through Medicaid. And we would expect to be treated with 
dignity and respect. This is exactly the way our recipients should expect to be treated, and 
it is the kind of care they receive. We focus on treating the whole person, improving their 
health status. We take very seriously the responsibility you as the State give us, and the 
trust our members have placed in us. 

5. Incidentally, our approach is already in place in California. We are proud to serve 
California consumers through our local health plan: California Health and Wellness. 
Know that we will continue to put our members first, whether they are enrolled in 
commercial coverage, Medi Cal, the Marketplace, Medicare, ... all products. 

6. It is Centene's practice that anything that touches a recipient, a provider, a contractor, a 
regulator is done locally. Our presidents and CEOs are charged with representing the best 
interest of their health plan in their State. 

7. You will not find a health plan that carries a Centene name anywhere in the country. In 
Ohio we are Buckeye, in Florida we are Sunshine; in Texas we are Superior. Health Net 
is and will continue to be a California company. 
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8. As I alluded to earlier we treat our members one person at a time. Equally important is 

the way we view our provider network. Providers are our product and we are committed 

to working with them to support and enhance through our systems their ability to treat 

our members or recipients. We also take very seriously the responsibility to ensure the 

quality of care our members receive. Part of our success is the strength that our provider 

network brings to us. 

9. I know you have an interest in protecting and growing California jobs. This transaction 

involving Health Net will result in more jobs in California than if the transaction didn't 

take place. The current number of Health Net employees in California is approximately 

6500 and in three years if our plans come to full fruition we estimate it will be 7000. 

I 0. We believe in insourcing our work, not outsourcing it. Over 85% of our employees are 

located in the markets we serve. I remind you that our high speed transactions are 

consolidated at various centers in the U.S. By high speed transactions I mean claims, 

financials and systems development. Health Net will maintain the local financial support 

necessary to meet the State reported requirements. With our acquisition of Health Net, 

while not immediately, over the next several years, as Health Net's processes are 

transitioned to Centene's systems, we will be bringing back to the US the Health Net 

functions that are taking place in India and the Philippines. As appropriate, many of the 

currently outsourced positions will be brought to California. 

11. Centene is a Fortune 186 company. Each of our local companies is supported by its 

significant resources. Centene brings a strong commitment to recipients of all lines of 

insurance, a strong balance sheet, and integrated systems from which consumers of 

healthcare will benefit. Our high speed claims and system transactions enable us to pay 

provider claims on average 8 days from the day we receive them. Our claims payment 

accuracy exceeds 98%. 

12. Finally, Mr. Commissioner, we have always placed a great deal of value in ensuring that 

any recommendations we make are based on sound public policy. This transaction, in my 

opinion, is in the best interest of the State of California and consumers of all the 

insurance products we currently offer, and new ones that may be added. By sound public 

policy I mean we are committed to improving outcomes for our members; we are 

committed to providing products and services in the most efficient manner to the benefit 

of your tax payers; and we are committed to maintaining our local approach which grows 

jobs in your state. In other words, we are committed to the growth of Health Net. When 

we make a commitment, we live up to it. Our word is our bond. It is a matter of honor, 

integrity and credibility. 
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13. Thank you again for this opportunity to make these brief comments today. I appreciate 
your thoughtful consideration of our acquisition of Health Net, and we look forward to 

ensuring a smooth transition and commit to working effectively with you. 

* * * * * * * * 

Michael F. Neidorff says that he is the Chairman, President and Chief Executive Officer of 
Centene Corporation, that he has read the foregoing testimony and knows the contents thereof 
and that same are true of his own knowledge. 

~'lA~\ 
Michael F. Neidorff' 

Subscribed and sworn to before me this £ day of January, 2016 

q~(Notarial Seal) ROSEMARIE BAYES 
Ntary Publicinan~said County Notary Public - Notary Seal 

STATE OF MISSOURI 
and State St. Louis County 

My Commission Expires: June 3, 2016 
Commission # 12567879 

r<:><><..Xr"v"KKpc.;;;x 

My commission expires ~3.d,f)lle 
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From: Jona Milo 
To: Chambers, Jennifer 
Subject: Opposition to Centene swallowing up HealthNet 
Date: Friday, January 22, 2016 4:40:42 PM 

I am writing to oppose the merger of the subject healthcare providers. It's simple economics: the fewer providers,
 the less competition, and the more they can abuse the patients and their families. Prices will rise, customer service
 will suffer. Patients are helpless to fight for needed care. 

Jona Milo 
Patient 

Sent from my iPad 

mailto:jonamilo@comcast.net
mailto:Jennifer.Chambers@insurance.ca.gov
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From: Lorna 
To: Chambers, Jennifer 
Subject: HealthNet Merger 
Date: Thursday, January 21, 2016 9:02:43 PM 

Dear Insurance Commissioner:

 There should be no more health insurance company mergers at this 
point in time. Too many people are not being served sufficiently. For 
example, larger companies are purchasing smaller ones, but NOT providing 
the quality services that smaller company had provided. For example, my 
doctor's office was bought out by a company. Service has been terrible 
since the change over. I still have a great doctor, but I have a 
difficult time getting in to see him. If he decides to leave his 
position & start over, then I will take my business with him. 
Additionally, a diagnostic lab bought out an excellent smaller lab; 
however, this larger lab cannot seem to keep nor process the needed lab 
work at all. There needs to be a quality review of ALL California 
insurance companies, providers, & service companies BEFORE any more 
changes should be allowed. Bigger is NOT better so far.

 If you want the specifics about the examples I have provided, then 
I will provide them.

 Frustratedly,
 Mrs. Lorna Ramos Farnum
 3305 Druid Ln.
 Orange County, CA 90720 

mailto:lorna.skip@gte.net
mailto:Jennifer.Chambers@insurance.ca.gov
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From: David Hoptman 
To: Chambers, Jennifer 
Subject: Public Comment RE: Health Net/CENTENE Merger 
Date: Friday, January 29, 2016 2:10:33 AM 

Thursday, 1/28/16 

Hello Jennifer, 

I would like to submit my public comment in hopes my voice will be heard by Commissioner Dave Jones and/or to
 whom it may concern. 

I am EXTREMELY against allowing the Health Net/CENTENE merger for reasons primarily related to Health Net's
 violation of Basis#5 of the Insurance Code: The competence , experience and integrity of those persons who would
 control the operations insurers indicate that it would not be in the interest of the policy holders or the public to
 permit them to do so. 

My name is David Hoptman, a former Health Net employee of 15 years who recently was wrongfully terminated
 seemingly due to unlawful retaliation after I filed complaints against Health Net to the DMHC, DHHS and the
 DFEH in regards to various violations allegedly made against me by Health Net. 

I was subject to several false accusations allegedly made by Health Net as well as possible discrimination along with
 threats and retaliation over a 2-year period. I was then diagnosed 3 months later with an early stage of leukemia
 followed by alleged HIPAA violations where details of my health condition were somehow accessed and leaked to
 management. I attempted to file several complaints against those individuals responsible, and finally escalated to
 the executive level, but I have been continuously treated unfairly as investigators allegedly covered up important
 details in regards to said violations and refused to look into evidence I brought to them that supported my claims. It
 is my belief that the complaints I filed with the various health agencies as well as my persistence to seek resolution
 of my issues are what lead to alleged retaliation and the termination of my 15-year employment by Health Net due
 to an accusation against me based on circumstantial evidence. 

These alleged HIPAA violations against me are only 1 example that demonstrates PRIVACY issues that Health Net
 has in addition to numerous compliance issues in regards to securing the PHI of Health Net members that I have
 been witness to on a regular basis in my 15-year tenure. Examples of these compliance issues are various associates
 who leave PHI sitting on printers and fax machines, leaving PHI unattended on desks and unlocked drawers that
 contain sensitive PHI. It is for these reasons, among others that I feel Health Net's competency and ability to keep
 member's private health information secure is questionable at best. 

Furthermore, part of my job was working as a claim adjuster updating the deductibles and out of pocket maximums
 for members, primarily those who have accumulators that are combined with medical and pharmacy claims. These
 claims are adjudicated in separate systems which are supposed to be electronically updated in real time, but that is
 rarely the case. In fact, a great number of Health Net members in CA, AZ and OR, mainly exchange members of
 the Affordable Care Act (ACA) under Obamacare were loaded with a glitch where NONE of their claims data
 would carry over to the correct systems. Health Net's solution is a shady business practice to update these member's
 accumulators when exceeding their annual out of pocket maximum (OOPM) is to adjust various random medical
 claims, and putting the responsibility on members to seek reimbursement of the excess monies from each provider
 themselves. Needless to say, some members never end up seeing some reimbursements, and if they do, it's usually
 after going through a lot of "red tape." I recall helping one member recently who was waiting for nearly a $2,000.00
 reimbursement from 2012, and still had not received it. This clearly shows a lack of integrity on the part of Health
 Net that leaves a lot to be desired. 

Lastly, in regards to how Health Net handles claims for Medicare members regulated by CMS, I have seen many
 cases of Health Net participating in double billing of vaccine injectable claims. In this process, seniors are
 sometimes forced to pay out of pocket, when the provider has already been paid by Health Net. The seniors file for
 reimbursement only to be have their claim(s) DENIED as a DUPLICATE, and once again putting the responsibility 

mailto:hobguy2@yahoo.com
mailto:Jennifer.Chambers@insurance.ca.gov
https://2,000.00
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 on these poor seniors living on a fixed income to seek reimbursement from their medical group. It is no surprise that
 some never get reimbursed. Another issue I witnessed is Health Net sending out a mailing to seniors, that is not
 very clear, advising members that they can be reimbursed for any administration fees charged for vaccines. Since
 the letters do not give a clear explanation, members spend time sending in claims for the wrong thing, only to have
 the majority of the claims DENIED, leaving many of these seniors VERY frustrated and upset. Finally, in regards
 to Health Net's handling of Medicare claims, in order to remain in compliance, I have seen what appears to be
 altering received dates on a claim to remain in compliance, and sometimes even re-scanning a claim and deleting
 the other. 

These are just some examples of why I feel Health Net does not have the competency, experience or integrity to be
 granted this merger. At the very least, I feel that a FULL AUDIT be conducted would surely uncover some of these
 examples I mentioned. Health Net has already had 2 sanctions within the past 5 years, and deserving of a 3rd, in my
 opinion. 

I sincerely hope these details will be taken into consideration. I sent an email with a similar public comment to the
 DMHC, prior to their deadline, but inaccurately told it was sent too late, which it wasn't. 

Thank you very much for you time in reviewing my public comment. 

Best Regards, 
David Hoptman 
213-591-1368 



CDIx305

From: Win Carson 
To: Chambers, Jennifer 
Subject: Proposed merger of Centene and HealthNet 
Date: Thursday, January 21, 2016 11:15:16 PM 

To Whom It May Concern: 

I oppose the merger of two giant health insurers Centene and 
HealthNet.  This creation of an even larger giant company creates even 
less competition in an already small field. 

Sincerely, 

Winfield Carson 
Poway 

mailto:wincarson@gmail.com
mailto:Jennifer.Chambers@insurance.ca.gov
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From: Jerome Kahle 
To: Chambers, Jennifer 
Subject: Health Net 
Date: Friday, January 22, 2016 7:34:55 AM 

My only concern is competition in the healthcare insurance  industry.  I hope that this proposed 
merger will not create an unregulated monopoly. 

How will current members of Health Net be affected? 
Will their coverage be affected? 

Thanks 
Jerome Kahle 
jerrykahle@prodigy.net 
Elk Grove 

mailto:jerrykahle@prodigy.net
mailto:Jennifer.Chambers@insurance.ca.gov
mailto:jerrykahle@prodigy.net
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Sherrill Futrell 
Chambers, Jennifer 
No on Health Net merger 
Monday, January 25, 2016 11:02:46 PM 

From: 
To: 
Subject: 
Date: 

Dear Dave, 

I left Health Net years ago because of the disgustingly huge annual salary paid to its CEO and
 the lousy service I got from the company.  How exactly would a MERGER be in the public
 interest?  These endless mergers in the healthcare industry have strangled competition and
 only guaranteed fat salaries to upper-level bureaucrats who know nothing about healthcare.
 We need single-payer if you ask me. 

Thanks and best wishes, 

Sherrill Futrell 
151 Inner Cir 
Davis, CA 95618 

mailto:safutrell@ucdavis.edu
mailto:Jennifer.Chambers@insurance.ca.gov


 

 

   

 

     

 

la 

_____________________ 

CDIx308

BOARD OF DIRECTORS 

Vanessa Aramayo 

California Partnership 

Nancy “Nan” Brasmer 
CA Alliance for Retired Americans 

Kathy Ko Chin 

Asian & Pacific Islander American 

Health Forum 

Lori Easterling 

CA Teachers Association 

Stewart Ferry 

National MS Society – MS California 

Action Network 

Aaron Fox 

Los Angeles LGBT Center 

Roma Guy 

CA Women’s Agenda 

Betsy Imholz 

Consumers Union 

Paul Knepprath 

Planned Parenthood Affiliates of CA 

Henry “Hank” Lacayo 
Congress of CA Seniors 

Ted Lempert 

Children Now 

Christina Livingston 

Alliance of Californians for Community 

Empowerment 

Joshua Pechthalt 

CA Federation of Teachers 

Willie Pelote 

AFSCME 

Art Pulaski 

CA Labor Federation 

Emily Rusch 

CALPIRG 

Thomas Saenz 

Mexican American Legal Defense & 

Education Fund 

Cary Sanders 

CA Pan-Ethnic Health Network 

Rev. Rick Schlosser 

CA Council of Churches 

Reshma Shamasunder 

CA Immigrant Policy Center 

Joan Pirkle Smith 

Americans for Democratic Action 

Horace Williams 

CA Black Health Network 

Sonya Young 

CA Black Women’s Health Project 

Jon Youngdahl 

SEIU State Council 

Anthony Wright 

Executive Director 

Organizations listed for 

identification purposes 

HEALTH ACCESS 

C A L I F O R N I A 

January 29, 2016 

The Honorable Dave Jones 

Insurance Commissioner 

California Department of Insurance 

300 Capitol Mall, Suite 1700 

Sacramento, CA 95814 

Via e-mail to: jennifer.chambers@insurance.ca.gov 

and jon.tomashoff@insurance.ca.gov 

RE: Proposed Acquisition of Health Net Life Insurance 

Company by Centene Corporation, File No. APP-2015-008889 

Dear Commissioner Jones: 

Health Access California, the state health care consumer advocacy coalition working for 

quality and affordable health care for all Californians, offers the following comments on 

health insurer consolidation and Centene’s proposed acquisition of Health Net. As a 
regulator of insurance companies and a consumer protection agency, the California 

Department of Insurance (CDI) is tasked with protecting the public interest by ensuring 

California maintains a robust and competitive commercial health insurance market that 

delivers quality and affordable care. The stakes—for consumers and the health system as a 

whole—are high. As you evaluate each individual merger, you should keep an eye on the 

larger picture and evaluate the cumulative effects of these megamergers on patients and the 

health system we all rely on. 

Centene, an out-of-state insurer with virtually no experience in the California market, 

wishes to acquire Health Net, a large California insurer with a lackluster track record of 

providing care for its policyholders. This merger would allow Centene to have a significant 

presence in California, gain entry into our commercial market and Covered California, and 

drastically increase its participation in the Medi-Cal program by nearly sevenfold. As 

detailed herein, this proposed merger would have a substantial impact on consumers, other 

purchasers, and our health system as a whole. We urge you to reject the Proposed 

Acquisition of Control unless they can show this merger not only does no harm to 

consumers, but that consumers will actually benefit in the form of lower premiums, lower 

out-of-pocket costs, higher quality care, and reduced health disparities over a sustained 

period. Should this merger be approved, it must be accompanied by strong, enforceable 

conditions to ensure consumers receive the benefits promised by company executives and 

existing problems are not exacerbated, as insurers get bigger. 

HISTORY SHOWS CONSUMERS DO NOT BENEFIT FROM HEALTH 

INSURANCE INDUSTRY CONSOLIDATION 

Prior mergers have led to higher costs. We question whether this and other mergers leave 

consumers and government purchasers better off. When an insurer with problems seeks to 

Capitol Headquarters: 1127 11
th 

Street, Suite 243, Sacramento, CA 95814 PH: 916.497.0923 FAX: 916.497.0921 

Northern California: 1330 Broadway, Suite 811, Oakland, CA 94612 PH: 510.873.8787 FAX: 510.873.8789 

Southern California: 121 West Lexington Drive, Suite 246, Glendale, CA 91203 PH: 818.480.3262 FAX: 818.480.6595 

www.health-access.org 

mailto:jennifer.chambers@insurance.ca.gov
mailto:jon.tomashoff@insurance.ca.gov
www.health-access.org
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merge, California regulators should insist on commitments to ensure they get better as they 

get bigger—so their problems do not grow along with the company. Executives from Centene 

and Health Net claim that consolidation would create a more competitive company, improve 

efficiency, and increase value for consumers. History and research show that insurer mergers 

have had the opposite effect. Consolidation in the private health insurance industry leads to 

premium increases, even as insurers with larger local market shares obtain lower prices from 

providers.1 For example, Aetna’s acquisition of Prudential in 1999 resulted in premiums 

increasing by seven percent.2 A study of the 2008 merger between UnitedHealthcare and Sierra 

Health in Nevada increased premiums in the small group market by nearly 14 percent, relative to 

a control group.3 Researchers said the results of this merger “suggest that the merging parties 

exploited the market power gained from the merger.” Furthermore, there is no evidence that 

mergers lead to improved quality.4 

Centene and Health Net have not provided evidence that merging will lead to lower costs 

and better value. Health Net has said that this merger will “enhance our focus on value-based 

solutions” and Centene has claimed there will be cost savings through “synergies.” As 

researchers have noted, there is no evidence that larger insurers are more likely to implement 

value-based payment agreements and care management programs.5 Centene and Health Net are 

already larged, scaled entities and it is unclear how they will get any more scale economies from 

getting even bigger. If Centene claims efficiencies will counteract any negative harm created by 

its increased market share, then it must provide specific and verifiable information about these 

purported outcomes. Finally, we question whether larger, more dominant insurers have much 

incentive to invest in such changes, and if they do, whether the savings and benefits will be 

passed on to consumers. 

INSURER CONSOLIDATION AMID ON-GOING IMPLEMENTATION OF THE 

AFFORDABLE CARE ACT 

The ACA has transformed the health insurance market and increased enrollment. As a 

regulator of health insurance products, CDI protects consumers’ health care rights and ensures a 
stable insurance marketplace. The Department must ensure that insurer mergers do not 

undermine the state’s implementation of the Affordable Care Act (ACA). In addition to 

promoting competition in the insurance industry, the ACA has increased access to health 

coverage and cut the state’s rate of uninsured by half. Most of the newly covered, whether 
through Medi-Cal or Covered California, receive their coverage through managed care health 

plans. CDI-licensed health policies provide care to more than 1.7 million Californians, 

representing 18% of the individual market and 23% of the small-group market, 9% of the large-

group market.6 In 2014, 2.2 million Californians obtained coverage through the individual 

market, representing a 47 percent increase over the previous year.7 Group coverage continues to 

be the main source of commercial health insurance, providing coverage for 11.8 million 

Californians in 2014.8 California’s Medicaid program has also seen a rapid increase enrollment 

as a result of the ACA, and private plans play a significant role in providing coverage to Medi-

Cal beneficiaries. As of early 2015, thirty percent of the nearly 9.4 million Medi-Cal 

beneficiaries enrolled in Medi-Cal managed care received their care through private plans.9 
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While the Affordable Care Act sets up the standards and parameters for a robust market in health 

insurance, the success and sustainability of the ACA depends on a competitive market. For 

example, Covered California will not be able to negotiate as effectively for its patient population 

without a competitive number of plans in the market. If insurer mergers reduce the number of 

market players and make it less likely that new entrants will participate, then mergers will have a 

negative impact on the ability of purchasers such as Covered California to negotiate on cost and 

quality. 

Healthcare costs continue to burden consumers. The Affordable Care Act has enabled 

millions of previously uninsured Americans to receive health coverage, improving their financial 

security and access to care by establishing new rules that provide better financial protection and 

more comprehensive benefits. Health care costs, however, continue to be a major concern for 

consumers and purchasers. Since 2002, health insurance premiums in California have increased 

by 202 percent, more than five times the 36 percent increase in the state’s overall inflation rate.10 

Workers are also seeing reduced benefits and increased cost sharing.11 Almost 90 percent of 

those who enrolled through Covered California for coverage in 2015 received premium 

assistance to make their health insurance more affordable.12 According to a newly released 

Kaiser Family Foundation/New York Times survey, these increasing costs have resulted in one 

in five Americans with health insurance having problems paying their medical bills.13 The 

survey also found that medical expenses limit the ability of patients and their families to meet 

other basic needs–such as paying for housing, food, or heat–or make it tough for them to pay 

other bills.14 Against this backdrop, it is imperative that you critically evaluate how insurer 

mergers will impact the significant strides California has made in reducing our rate of uninsured 

and our ability to control health care costs. HealthNet is a significant player in the large 

employer market as well as Medi-Cal managed care and Covered California and if this 

acquisition is approved, Centene will take this market position as well. 

Existing law does not protect consumers from price gouging. Insurers have claimed that 

government regulation such as medical loss ratio (MLR) requirements and rate review limits 

insurers’ ability to raise premium prices. Although MLR requires insurers to spend between 80 

and 85 percent of net premiums on medical services and quality improvements, it does not cap 

prices and insurers can still raise premiums to collect higher profits. In addition, rate review does 

not prevent health insurers from raising premiums beyond what regulators deem to be 

reasonable. We note that Health Net has opposed efforts to give California regulators the power 

to deny unreasonable rate increases.15 

Health Net has opposed measures to increase price transparency in the large group market. 

Existing state and federal laws regarding rate review provides the public with critical information 

about rate setting in the individual and small group markets. However, the large group market 

has largely been left to grapple with dramatic rate increases on its own. Last year, Health Net 

opposed SB 546 (Leno), Chapter 801, Statutes of 2015, legislation that establishes new rate 

review requirements for the large group market.16 This law, which took effect on January 1, 

2016, encourages rate increases in the large group market to be more aligned with rates for large 

purchasers and active negotiators such as CalPERS and Covered California, and with the 

https://market.16
https://increases.15
https://bills.14
https://bills.13
https://affordable.12
https://sharing.11
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individual and small employer markets where rate review has already been implemented. In 

opposing SB 546, Health Net wanted to continue to not disclose any information or justification 

when it increases rates for its large group products and ensure that large group purchasers 

negotiate blind. 

IMPACT OF MERGER ON CALIFORNIA’S COMMERCIAL AND MEDI-CAL 

MARKET 

This proposed merger also raises concerns about how it will affect commercial and government 

purchasers such as Covered California and Medi-Cal, and their ability to maintain continuity of 

care, negotiate for value, and manage costs. 

Covered California and the Commercial Market: Health Net currently offers products in the 

individual, small, and large group markets, and has participated in Covered California since it 

began offering plans in 2014. Health Net currently offers products in 16 of Covered California’s 

19 regions and covers 18% of Covered California’s enrollment statewide.17 Health Net is also 

responsible for managing care for nearly a million commercial lives in California. If Centene 

were to acquire Health Net, it would take Health Net’s place as one of the largest insurers in 

California, gain entry into our commercial market, and become a participant in Covered 

California for the first time. Given Centene’s lack of experience in California’s commercial 

market and limited experience in the commercial market elsewhere, we question whether its 

entry would merely be a byproduct of its merger with Health Net and wonder how Centene will 

develop competency in this new line of business. These changes also raise questions about how 

consumers would be affected if Centene were to withdraw from the commercial market and 

Covered California, particularly in the regions where few plan choices are available. 

Medicaid/Medi-Cal: Nationally, Centene is the largest Medicaid managed care company, and it 

is relatively new to California’s Medi-Cal program. The company’s business has rapidly grown 

in recent years because of Medicaid expansion and its stock has increased by 448 percent since 

the ACA was passed.18 Centene's Medicaid population increased by 32% between 2013 and 

2014, and the company continues to expand into additional states.19 California Health and 

Wellness, Centene’s wholly owned subsidiary, was selected in 2013 to offer coverage as part of 
California’s managed care expansion in rural counties. Data is not yet publicly available to 

evaluate Centene’s performance in California, and you should ask them to submit this data early 

so you can consider it in your review of this merger. 

While Centene has taken advantage of opportunities to expand its presence in the Medicaid 

market, it has also quickly exited when profits did not meet expectations. A few years ago, 

Centene abruptly pulled out of Kentucky’s Medicaid program mid-contract, affecting care for its 

125,000 patients.20 Earlier this year, an appeals court found Centene in breach of contract and 

ordered them to pay damages to the state.21 Centene’s actions in Kentucky give us great pause 
here in California. 

Health Net has had a large presence in the Medi-Cal program, where its serves nearly 1.4 million 

consumers, mostly in two-plan model counties.22 Health Net’s low quality ratings for its Medi-

https://counties.22
https://state.21
https://patients.20
https://states.19
https://passed.18
https://statewide.17
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Cal products are troubling. The National Committee for Quality Assurance (NCQA) gives 

Health Net low ratings for customer satisfaction (1.0 out of 5.0), prevention (2.0 out of 5.0), and 

treatment (2.5 out of 5.0).23 

Given these facts, we are unclear how Centene will add value to California’s Medi-Cal program. 

Centene has not provided details on how it will serve a larger share of Medi-Cal beneficiaries, 

including how it will provide language access and culturally competent care, adequate networks 

with sufficient primary care and specialist providers equipped to treat conditions common to the 

Medi-Cal population in a timely manner. Since Centene has a lot of experience in the Medicaid 

program, what, if any, best practices would it apply in California, and how will it improve Health 

Net’s dismal quality ratings? 54 percent (over 1.3 million) of new Medi-Cal managed care 

members are assigned to safety-net clinics.24 Does Centene have plans to support the state’s 

safety-net by contracting with safety-net clinics and investing in the safety-net infrastructure, 

which has played a critical role in providing care for the Medi-Cal population? How will 

Centene improve access to care in rural and underserved communities? Finally, given that 

Centene abruptly exited Kentucky’s Medicaid program mid-contract, how do we know it would 

not do the same in California? It is important to note that much of Health Net and Centene’s 

Medi-Cal business is in rural counties where they are one of two plan options, and withdrawing 

from the Medi-Cal market would have significant implications for our state’s lowest income 

consumers. 

ON-GOING VIOLATIONS OF CONSUMER RIGHTS MUST BE RECTIFIED 

We urge you to scrutinize how Centene will improve upon Health Net’s track record, both in the 

commercial and Medi-Cal markets. Here, it is relevant to look at oversight and enforcement 

actions from all California regulators because problems that are present in one line of business 

are likely to manifest themselves across the company. The deficiencies found in Health Net’s 

routine medical survey, extensive history of enforcement actions, poor quality ratings, and high 

rate of being overturned in Independent Medical Review (IMR) pose significant concerns about 

the quality and value of services provided to its existing customers. As consumer advocates, we 

are deeply concerned that these problems will become more acute if Centene, an out-of-state 

company that has virtually no experience in California’s commercial market and little familiarity 
with California’s consumer protections, is allowed to acquire Health Net. We urge you to 

scrutinize how Centene will improve upon Health Net’s track record and ensure that 

policyholders have access to adequate networks, timely access to care, high quality health care, 

effective grievance procedures, language access, and health equity. 

 Routine Medical Survey: In the Department of Managed Health Care’s (DMHC) most 

recent routine medical survey (2014), Health Net was found to have five major deficiencies 

in the plan’s grievances and appeals and utilization management processes.25 While these 

deficiencies were eventually corrected, we want assurances that Centene will ensure there are 

no deficiencies in the future. 

 Enforcement actions: In recent years, Health Net has been the subject of serious 

enforcement actions by both DMHC and CDI. Some of the more recent fines included six-

https://processes.25
https://clinics.24


  

 

 

 

 

 

 
  

CDIx313

The Honorable Dave Jones 

Page 6 

January 29, 2016 

figure penalties for terminating patients’ COBRA coverage without informing them of their 

right to request a review from the DMHC ($120K)26; losing 9 server drives, putting the 

personal information of 700K enrollees at risk ($200K)27; failing to provide medically 

necessary speech therapy and occupational therapy services ($300K)28; and not having an on-

call representative available to address an urgent need for medical care ($150K)29. Health Net 

has also been heavily fined for failing to pay claims ($750K)30 and for cancelling coverage 

after patients became ill ($1M)31; a practice that is now outlawed by the Affordable Care Act. 

In 2012, you initiated enforcement actions against Health Net and other insurers to make sure 

they meet their obligations to cover behavioral therapy for autism whenever medically 

necessary. Prior to the settlement you reached with Health Net, it had routinely violated the 

state’s Mental Health Parity Act by denying treatment to children.32 

 Quality ratings: Health Net’s commercial plans have poor quality ratings in some key areas 

that are important to consumers. According to the Office of the Patient Advocate’s HMO 

quality report card, Health Net has poor ratings for not helping patients to get the care they 

needed when they needed it and for not providing customer service and helping them get 

answers to questions.33 Among the largest HMOs in the state, Health Net does the worse job 

of answering calls quickly by far, with only 25% of plan members saying that their calls are 

answered quickly.34 While Health Net has average ratings for providing needed care, there 

are areas that need improvement. Health Net has poor to fair ratings for asthma and lung 

disease care, behavioral and mental health care, heart care, and maternity care. 35 

Covered California Quality Ratings, which were recently made available to consumers 

shopping in the current open enrollment period, show Health Net’s HMO products earned a 
dismal 2 out of 5 stars in all its regions, placing Health Net in the 25 to 50 percent range as 

compared to plans in the western U.S. region. Ratings for Health Net’s EPO and HCSP 
products are not yet available.36 Health Net’s Medi-Cal products also have low quality 

ratings from the NQCA for customer satisfaction, prevention, and treatment.37 

 Independent Medical Review: DMHC data shows consumers prevailing against Health Net 

in IMR at a high rate. In 2014, Health Net had 1.17 IMRs filed per 10,000 enrollees, the third 

highest among insurers. IMR overturned Health Net one-third of the time for 

experimental/investigational and medical necessity IMRs.38 

 Complaint Data: According to the Office of the Patient Advocate, regulators received 17 

complaints per 10,000 enrollees in Health Net, in the median of the number of complaints as 

compared to other health plans.39 The sources of Health Net’s complaints should be reduced. 

 Network Adequacy and Timely Access to Care: CDI should review Health Net and 

Centene’s (California Health and Wellness’) timely access reports, which are not yet publicly 
available, to determine whether they have adequate networks for all their products and 

whether they have met their obligations to provide policyholders with timely access to care. 

https://plans.39
https://treatment.37
https://available.36
https://quickly.34
https://questions.33
https://children.32
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 Language Assistance Program: State law and the Department’s Language Assistance 
Program regulations40 require insurers to provide limited-English proficient and non-English 

speaking health consumers with meaningful access to interpreters when receiving their health 

care. Insurers are also required to translate vital documents and collect data on race, 

ethnicity, and language to address health inequities. We understand the Department is 

reviewing insurer compliance with these requirements for its biennial report to the 

Legislature, and we request you to look into whether Centene and Health Net are in 

compliance. Health Access regards compliance with language access requirements as a 

critical indicator of whether insurers are providing quality care to all Californians. 

 Privacy and Protection of Confidential Patient Information: Just this week, the public 

learned that Centene has lost six hard drives containing the names, addresses, birth dates, 

Social Security numbers, and other confidential information for 950,000 patients.41 We urge 

you to conduct a financial and market conduct examination of Centene, investigate the data 

breach, and determine what protections they have in place and what actions could have been 

taken to avoid data loss. 

ENFORCEABLE UNDERTAKINGS NEEDED TO ENSURE CONSUMER 

PROTECTION 

Centene and Health Net’s proclamation that that this merger will not affect competition because 
the two companies do not have any overlapping geographic markets does not alleviate all our 

concerns about how the merger will affect California’s commercial and Medi-Cal market, and 

whether Centene’s growth strategy is sustainable. The insurers have provided no information to 

demonstrate how their promises of increased competition, efficiency, and value will be realized 

and shared with consumers. Finally, if this deal goes through, it would make Health Net the 

latest of California-based insurers to end up being headquartered elsewhere, raising questions 

about how Centene would be accountable to California regulators and consumers. If Centene’s 

acquisition of Health Net is supposed to be good for California, then clear and enforceable 

conditions must be in place to ensure transparency and accountability and protect Californians’ 
hard-earned premium dollars. 

Questions about Centene’s commitment to serving California consumers. 

 Why a merger? Centene currently has a very small presence in California’s Medi-Cal 

program. The proposed merger, whereby Centene acquires an existing Califonria insurer, 

does not expand the number of plans participating in Medi-Cal managed care, Covered 

California, or the commercial market. Why has Centene chosen to increase its presence in the 

California market through an acquisition rather than as a new entrant? Why not provide 

California consumers with additional choices, rather than supplanting an existing option? 

 Commitment to getting better. As discussed, Health Net has provided lackluster service and 

care to its commercial enrollees. Is it in the public interest to allow Health Net to be acquired 

if there is no commitment to fix these problems? In testimony, Centene executives extolled 

their “local model” and local control over operations but did not say how would they ensure 

better outcomes. 

https://patients.41
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 How big is too big? Centene has grown rapidly in recent years and most of its growth is 

attributed to new business opportunities created by Medicaid expansion. Is Centene’s 

business model sustainable? 

 Will existing problems get bigger? As previously discussed, Health Net has provided 

lackluster service and care to its 1.4 million Medi-Cal enrollees and 1 million commercial 

enrollees. Is it in the public interest to allow Health Net to be acquired if there is no 

commitment to fix these problems? 

 How will consumers benefit? Centene and Health Net should be required to reveal how they 

will achieve efficiencies and savings, show how these efficiencies and savings will be shared 

with consumers, and commit to a plan for sharing these savings through lower premiums and 

cost-sharing. These commitments must be maintained over time, and not just in the near 

term. Does Centene have the demonstrated management capacity to manage the growth in a 

way that assures that consumers get the care they need when they need rather than simply 

delivering the profits shareholders want? 

Clear and enforceable commitments to protect consumers and further the public interest. 

Regulators have found Health Net to provide deficient services to its policyholders, and it must 

be required to improve care and services to its enrollees before it can get bigger. Health Net and 

Centene’s existing policy must have access to the quality care they are entitled to under 
California law. 

 Immediately correct deficiencies. Health Net should be required to immediately correct 

outstanding deficiencies identified by regulators and maintain compliance with all California 

laws and regulations over a sustained period. 

 Improving service, care, and quality. CDI should require Centene and Health Net to meet 

specific benchmarks in improving access to care and customer service for its patients. They 

must be required to bring all its quality ratings up to above-average levels within 3 years, and 

submit plans on how this task will be accomplished. 

 Reduce source of IMRs and consumer complaints. Centene and Health Net must be required 

to reduce the rate of IMRs filed and overturned by regulators and reduce the source of 

consumer complaints, a critical measure of how well a plan meets their members’’ needs and 

solves problems when they occur. 

 Accountability to California regulators and consumers. How will a much larger Centene be 

accountable to California consumers and regulators? They should be required to be 

responsive to the California market and California law by having California-based medical 

director, legal counsel and regulatory compliance staff who are knowledgeable about 

California-specific consumer protections and other requirements we place on our health 

plans. In addition, consumer complaints and grievance staff should be based in California to 

ensure quick resolution of problems. 
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 Plans for achieving efficiency and savings. Centene and Health Net should be required to 

reveal how they will achieve efficiencies and savings, show how these efficiencies and 

savings will be shared with consumers, and commit to a plan for sharing these savings 

through lower premiums and cost-sharing, improved quality, and reduced health disparities. 

These commitments must be maintained over time, and not just in the near term. Can 

Centene assure that consumers get the care they need when they need it rather than simply 

delivering the profits shareholders want? 

 Ensuring and maintaining affordable Care for consumers and purchasers: The core of Health 

Net’s business has been based on negotiated rates with Medi-Cal, Covered California, and 

rates charged to commercial customers, particularly in the large group market. As previously 

discussed, research has shown that health insurer mergers lead to higher costs for 

consumers. 42 How will efficiencies be achieved and savings passed on to consumers? There 

should clear and enforceable conditions that rate filings and information provided for large 

group purchasers demonstrate how efficiencies reduce rates for consumers and other 

purchasers. How will they be sustained over time, and how will purchasers benefit? Will 

Centene commit to not pursue any rate increases deemed to be unreasonable by regulators, 

pursuant to the rate review program established by SB 1163 (Leno), Chapter 661, Statutes of 

2010? 

 Keeping premium dollars and profits in California: Centene should be required to reinvest 

profits earned from the California market in California, instead of using Californians’ hard-

earned premium dollars to expand elsewhere. 

 Increasing transparency: Centene and Health Net should be required to provide full 

transparency for the pricing of premiums, compensation for senior management and the 

board of directors, and costs associated with the merger. Such costs must be detailed in rate 

filings and information provided for large group purchasers for at least the next ten years. 

 Support for safety-net providers: Safety-Net clinics have played a critical role in providing 

care for the Medi-Cal population. 54 percent (over 1.3 million) of new Medi-Cal managed 

care members are assigned to safety-net clinics.43 Will Centene and Health Net increase 

investments in the safety-net by contracting with safety-net clinics and investing in the 

safety-net infrastructure? 

 Improve the health system as a whole: In order to address other potential impacts of the 

merger and these insurers’ practices, Centene should commit to key investments for the 

state’s safety-net, the remaining uninsured, rural and other underserved populations. They 

should also support systems that help California’s health care system to achieve the 

quadruple aim of better care, healthier populations, lower costs, and health equity, such as the 

development of health care cost and quality database. Support for these initiatives should 

supplement, not supplant, the aforementioned consumer protections that are required to 

ensure California’s patients receive the purported benefits of this merger. 

https://clinics.43
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 Invest in strategies that address the social determinants of health: At the Department’s 

January 22, 2016 hearing, the California Reinvestment Coalition pointed out that neither 

Centene nor Health Net have participated in the Department’s COIN program or other 

mechanisms that would ensure these companies’ investments benefit California's low-to-

moderate income and rural communities. We echo the California Reinvestment Coalition’s 

recommendation that Centene be required, as a condition of this merger, to participate in 

COIN in a substantial way and engage in other investment strategies that address the needs of 

underserved communities. 

The Affordable Care Act improves health by expanding access to health coverage and 

supporting reforms to the health care delivery system. While increasing access to health care 

and transforming the health care delivery system are important, insurers can improve 

population health and achieve health equity by supporting broader approaches that address 

social, economic, and environmental factors that influence health. For example, insurer 

investments can help low-income Californians to access quality and affordable housing in 

safe communities, which will in turn improve their health and the overall ability of families 

to make healthy choices.44 

THE CALIFORNIA INSURANCE CODE SAFEGUARDS CONSUMERS AND THE 

PUBLIC INTEREST WHEN INSURERS SEEK TO MERGE 

State law allows the Insurance Commissioner to disapprove a merger if they find that it is 

likely to result in any of the five adverse outcomes delineated in Section 1215.2(d) of the 

Insurance Code. 

(1) After the change of control the domestic insurer referred to in subdivision (a) could 

not satisfy the requirements for the issuance of a license to write the line or lines of 

insurance for which it is presently licensed. 

(2) The purchases, exchanges, mergers, or other acquisitions of control would 

substantially lessen competition in insurance in this state or create a monopoly therein. 

(3) The financial condition of an acquiring person might jeopardize the financial 

stability of the insurer, or prejudice the interests of its policyholders. 

(4) The plans or proposals which the acquiring person has to liquidate the insurer, to 

sell its assets, or to merge it with any person, or to make any other major change in its 

business or corporate structure or management, are not fair and reasonable to 

policyholders. 

(5) The competence, experience, and integrity of those persons who would control the 

operation of the insurer indicate that it would not be in the interest of policyholders, or 

the public to permit them to do so. 

Centene and Health Net have not shown how this merger will benefit their policyholders or the 

public interest. While the range of testimony presented at the Department’s January 22, 2016 

hearing suggests that most of the adverse outcomes in Section 1215.2(d) will materialize if the 

merger goes through, we focus our attention on the outcomes described in Section 1215.2(d)(1) 

and (5). 

https://choices.44
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After the change of control the domestic insurer referred to in subdivision (a) could not 

satisfy the requirements for the issuance of a license to write the line or lines of insurance 

for which it is presently licensed.45 

Centene cannot satisfy the requirements for the issuance of a license. Under Section 717 of the 

Insurance Code, the Insurance Commissioner can deny a license to an insurer if it is materially 

deficient when it comes to, among other things, its competency, character and integrity of 

management, and its fairness and honesty of methods of doing business.46 As we have discussed, 

Health Net has fallen short in its statutory and contractual obligations to provide its policyholders 

with quality care and good customer service across all its plan products. Despite these problems, 

Centene stated at the Department’s January 22, 2016 hearing that it would not make any material 

changes to the management and operations when Health Net becomes its California subsidiary. 

In addition, Centene has not made any enforceable commitments to rectify Health Net’s ongoing 
violations of patient rights, raising strong concerns about its competency, character, and integrity 

of management. Centene’s breach of its Medicaid contract with the State of Kentucky calls into 

question its fairness and honesty of methods of doing business. As a result, we do not believe 

Centene satisfies the requirements for the issuance of a license to provide health insurance 

policies. 

The competence, experience, and integrity of those persons who would control the 

operation of the insurer indicate that it would not be in the interest of policyholders, or the 

public to permit them to do so.47 

Centene and Health Net have not established that this transaction will further the interests of 

policyholders or the public. Centene has asserted that this merger will yield cost savings and 

efficiencies that will benefit consumers, but has failed to demonstrate how consumers will 

actually share in these gains. At the same time, Centene has not made any enforceable 

commitments to ensure that policyholders receive the quality of care and customer service they 

are entitled to. Centene has also not demonstrated it is competent serve California’s commercial 

market, including Covered California, which it has never done before. Finally, neither Centene 

nor Health Net have committed to supporting the safety net or improving the health system as a 

whole. Therefore, this merger is not in the interest of policyholders or the public and it should be 

rejected unless there are clear and enforceable conditions in place to ensure the interests of 

policyholders and the public are protected. 

INSURANCE COMPANIES MUST ACT IN THE PUBLIC INTEREST 

Insurance companies doing business in California are bound by the duties and obligations 

imposed by statute and by contract. The California Supreme Court has noted that insurance 

companies are also subject to additional duties and obligations as a matter of public policy. In 

Egan vs. Mutual of Omaha, the Supreme Court noted that as suppliers of a public service, 

insurance companies must take the public’s interest seriously, placing it before their own interest 

in maximizing profits and limiting payouts: 

https://business.46
https://licensed.45
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The insurers’ obligations are . . . rooted in their status as purveyors of a vital 

service labeled quasi-public in nature. Suppliers of services affected with a public 

interest must take the public’s interest seriously, where necessary placing it before 
their interest in maximizing gains and limiting disbursements . . . (A)s a supplier 

of a public service . . . the obligations of insurers go beyond meeting reasonable 

expectations of coverage. The obligations of good faith and fair dealing 

encompass qualities of decency and humanity inherent in the responsibilities of a 

fiduciary. Insurers hold themselves out as fiduciaries, and with that the public’s 

trust must go private responsibility consonant with that trust. Egan v. Mutual of 

Omaha Insurance Co. (1979) 24 Cal.3d 809, 820. 

The proposed merger between Centene and Health Net has significant implications for 

California’s commercial and Medi-Cal markets, and we are highly skeptical that it is in the best 

interest of California consumers or the health system as a whole. On behalf of California’s health 

care consumers, we urge you to scrutinize this deal and make sure patients are not left with 

higher prices and unfulfilled promises. 

Please contact Tam Ma, Health Access’ Policy Counsel at tma@health-access.org or (916) 492-

0973 x. 201 if we can be of assistance as you evaluate this merger. Thank you for giving these 

issues your highest level of scrutiny and for protecting the interests of consumers in the process. 

Sincerely, 

Anthony Wright 

Executive Director 

Cc: Senator Ed Hernandez, Chair, Senate Health Committee 

Assemblyman Rob Bonta, Chair, Assembly Health Committee 

mailto:tma@health-access.org
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January 29, 2016 

Dave Jones, Commissioner 
California Department of Insurance 
300 Capitol Mall, Suite 1700 
Sacramento, CA 95814 

Comments submitted via e-mail to: Jennifer.Chambers@insurance.ca.gov 

Dear Commissioner Jones: 

The California Medical Association (CMA) respectfully submits the following comments related to 
Centene's proposed acquisition of Health Net. CMA is a not-for-profit, professional association for 
California physicians with more than 42,000 members. CMA physician members practice medicine in 
all specialties and modes of practice throughout California. For more than 150 years, CMA has 
promoted the science and art of medicine, the care and well-being of patients, the protection of public 
health, and the betterment of the medical profession. CMA and its physician members are committed to 
the protection of the physicians' ability to exercise their medical judgment to provide quality and 
effective care for their patients. 

The CMA has long been concerned with the consolidation of health plans and health insurers and the 
reduction of competition. Physicians across the country have serious concerns with the recent, rapid 
wave of proposed mergers and consolidation of health plans and health insurers.1 A statement from the 
American Medical Association states that patients would be better served in health care system that 
promotes competition and choice. 

The success of health care reform will depend as much upon its regulatory implementation as it will 
upon healthy, competitive health plan markets. In order to improve health care we must encourage 
competitive health markets that provide ample choice, high quality, and transparency. Accordingly, we 
urge the Department of Insurance (CDI) to review Centene's proposed acquisition of Health Net in the 
context of the national move by health plans to merge and the goal of health care reform to increase 
access, improve quality and lower costs. This is particularly important in this case because both Centene 
and Health Net are significant participants in the Medi-Cal managed care market, which is expected to 
accommodate substantial growth to facilitate health care access for millions of Californians. 

Below, we outline our specific concerns with health plan consolidation and potential undertakings we 
urge the CDI to consider ifit decides to approve the proposed merger. 

Hereinafter the terms health plan and health insurer are used interchangeably in the context of discussing the merger and 
consolidation of companies that provide health insurance and health plan products. 

1 

1 
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Regulatory Oversight 

CMA appreciates CDI taking official notice of the United/Pacificare merger and its subsequent 
enforcement action. The CMA participated in the regulatory consideration of that merger and the 
regulatory oversight of that merger to address the subsequent shortcomings and problems. We urge the 
CDI to carefully review past mergers in an attempt to duplicate the effectiveness of past undertakings, 
and improve any shortcomings or specific concerns presented by Centene's proposed acquisition of 
Health Net. Based upon past experience, CMA recommends that a particular area of focus should be on 
strengthening the oversight and enforceability of any undertakings. 

Limited Choice for Patients 

The health insurers should also be required to specifically demonstrate efficiencies and improvements in 
access to health care to justify their increase in market power. Studies demonstrate that health plan 
mergers do not result in lower costs to consumers.2 That is, the promise to use their increased market 
power, or monopsony power, to negotiate lower reimbursement rates from providers does not 
materialize into lower premiums or lower deductibles. Instead, as further discussed below, past mergers 
demonstrate that more market power can result in limited patient choice of physicians in the form of 
narrow networks without sufficient physicians (including specialty care), reduced administrative 
capacity and resources to administer quality health care access to patients, and the loss of competition 
among health care plans that reduces their incentives to collaborate with health care providers. 

While limited or tiered networks are currently being used by health plans to control health care costs, 
when a health plan increases its market power, we are concerned that it can be further incentivized, and 
less hindered by competition, to utilize restricted networks to limit patient access to medically necessary 
care and increase profits. This concern is compounded in the Medi-Cal managed care market, of which 
both Health Net and Centene are significant participants, by the low physician reimbursement rates that 
have already severely limited patient choice and access. Medicaid patients newly insured under the 
ACA's Medicaid expansion are struggling to get appointments or find doctors in the narrow Medi-Cal 
networks, and consequently seeking care in emergency rooms.3 Commercial networks are similarly 
narrow and getting more constrained. A study by University of Pennsylvania researchers shows that 76 
percent of health plans sold in California through Covered California have significantly limited 
networks.4 Specifically: 38% were considered "x-small," meaning they included 10% or less of 
providers in the rating area; 38% were considered "small," meaning they included 10% to 25% or less of 
providers in the rating area; 19% were considered "medium," meaning they included 25% to 40% of 
providers in the rating area; and 6% were considered "large,t, meaning they included 40% to 60% of 
providers in the rating area. No provider networks offered through the California exchange were 

2
Thomas Greaney, Examining Implications ofHealth Insurance Mergers, Health Affs. (July 16, 2015); Leemore Dafny et al., 

Paying a Premium on Your Premium? Consolidation in the US Health Insurance Industry, 102 Am. Econ. Rev. 1161 (2012); 
Jose Guardado, et al., The Price Effects ofa Larger Merger ofHealth Insurers: A Case Study of United-Sierra, 1(3) Health 
Management, Policy and Innovation 1; Robert Pear, Many Say High Deductibles Make Their Health Law Insurance All but 
Useless, N.Y.Times (Nov. 14, 2015); David Lazarus, As Health Insurers Merge, Consumer's Premiums Are Likely ta Rise, L.A. 
Times (July 10, 2015); Leemore Dafny, Are Health Insurance Markets Competitive?, 100 Am. Econ. Rev. 1399 (2010). 
3 

Stephanie Armour, U.S. Emergency-Room Visits Keep Climbing, The Wall Street Journal, May 4, 2015; Sally C. Pipes, A New 
Cost of Obamacare: Surging Emergency Room Usage, New Pittsburgh Courier, July 26, 2015. 
4 

Dan Polsky & Janet Weiner, State Variations in Narrow Networks an the ACA Marketplaces, Leonard Davis Inst. Of Health 
Econ. (Aug. 2015). 
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considered by researchers to be "x-large," meaning they included 60% or more ofproviders in the rating 
area. In fact, some health plans have no in-network doctors in key-specialties. 5 

Administrative Capacity and Resources 

The aftermath of past health plan mergers have also taught California physicians and their patients that 
post merger, it is imperative that the consolidated entity have the administrative capacity and resources 
in California to administer quality health care access to patients. We experienced this with the 
United/PacifiCare merger, where post merger the company did not have enough dedicated resources in 
California to administer claims, authorizations, or otherwise facilitate timely access to health care. 6 

Loss of Competition and Collaboration 

One driver behind health care reform and value based health care is to incentivize collaboration in health 
care markets in order to increase innovation and reduce costs. When examining recent mergers, industry 
experts have expressed concern that if insurers have too much market power then they have no reason to 
collaborate with health care providers.7 California physicians have experienced this effect already in 
California markets where health insurers do not negotiate with solo and small group physicians but 
instead offer them take-it-or-leave contracts. While health insurers assert that their exercise of such 
market power results in lower provider reimbursement rates, such savings do not necessarily benefit the 
consumer because the savings are not passed down in cost savings to the patients, patients lose access to 
their physicians who are driven out of the network, and the opportunity to "collaborate" with physicians 
to provide innovative, quality health care is lost. 

Unfortunately, CMA is experiencing this lack of collaboration with Centene 's subsidiary, California 
Health and Wellness. CMA has a member only benefit where physicians may avail themselves of the 
expertise from CMA's Center for Economic Services (CES). This center is staffed by highly qualified 
practice management experts. The services provided by CMA's CES center range from coaching and 
education to direct intervention with payors or regulators. In instances where a physician or group of 
physicians is having a longstanding issue with a payor that hasn't been resolved utilizing the payor' s 
internal dispute process, CES staffwill reach out to high level contacts at the payor to try to resolve the 
dispute between the insurer and the provider. However, California Health & Wellness has been slow to 
resolve these types of issues and is resistant to allowing CMA to participate in the resolution of issues 
that have been escalated on physician behalves. 

5 
Stephen C. Dorner, et al., Adequacy ofOutpatient Specialty Care Access in Marketplace Plans Under the Af/ordoble Care 

Act, JAMA, October 27, 2015. 
5 

The California Department of Insurance imposed penalties against United Healthcare of more than $173 million dollars for 
900,000 violations ofthe insurance code from 2005 to 2008. The administrative proceeding arose from problems that 
surfaced after United Healthcare's acquisition of PacifiCare in 2005, which had been heavily scrutinized by regulators. 
Shortly after the transaction, the CMA saw a spike in complaints from physicians about the way PacifiCare was processing 
claims and contracts. CMA forwarded dozens of physician complaints to the DOI and requested the insurance regulator 
investigate. After conducting its own market conduct investigation, the DOI filed an administrative proceeding against 
United Healthcare, charging PacifiCare with violations that included: (1) failing to give providers notice of thei r appeal rights 
and members notice of their right to an independent medical review; (2) failing to timely pay or correctly pay claims as well 
as interest on late-paid claims; (3) failing to acknowledge receipt of claims; (4) failing to timely respond to provider 
disputes; (5) illegally closing claims files; and (6) sending untimely collection notices for overpayment. 
7 

Reed Abelson, With Merging ofInsurers, Questionsfor Patients About Costs and Innovation, N.Y. Times (July 5, 2015). 
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CMA has worked to build collaborative relationships with most of the major payors in California, 
including Health Net and the Department of Health Care Services, administrator of Medi-Cal benefits, 
and as a result, CMA and the payors are very successful in, resolving various types of issues. Other 
payors, as well as the State, see the value in working collaboratively with CMA because CMA has 
consistently demonstrated that our goal is to facilitate resolution of outstanding disputes when the 
payor's internal process fails and not to derail the payor's direction. 

This lack of collaboration with providers from one of the smaller payors in California raises concerns 
with what collaboration will look like once Centene joins the ranks as one of the largest payors in 
California. 

Undertakings 

With the aforementioned concerns in mind, CMA respectfully urges CDI to consider the following 
undertakings if it decides to approve Centene's proposed acquisition of Heath Net: 

• Organizational and administrative capacity. CMA recommends that CDI require 
Centene/Health Net to demonstrate that it will maintain and improve their administrative 
capacity to process claims, authorizations and respond to consumer, provider and regulators 
complaints and issues. The undertakings, for instance, should address key functions that should 
be maintained in California in order to ensure that the merged company has the capacity to 
administer health care, including the prior authorization and referral system, grievance system, 
independent medical review process, provider dispute resolution mechanism, clinical decision 
making, and medical policy decision making. The CMA has long worked with Health Net and its 
provider relations staff to efficiently address physician and patient complaints. This process has 
resulted in successful resolution of complaints and provided patients timely access to their 
physicians' medical care. Ifthe merger is approved, it is imperative that this capacity is not only 
maintained by Health Net in California but also further developed by Centene in California. 

• Network adequacy and stability. On the front end, prior to approving a merger, the CDI should 
require the health insurers to demonstrate that their physician networks are robust and stable, and 
that their provider directories are accurate. If the CDI approves the merger, CMA urges that the 
undertakings delineate an on-going process financed by the merged companies for an assessment 
of the health insurer's network capacity and network· directory accuracy. At the same time, 
CMA encourages CDI to prohibit health insurer practices that disrupt physician networks. Past 
mergers and the substantial use of narrow networks in Medi-Cal managed care and Covered 
California products have demonstrated that minor fluctuations in a provider network can have 
major ramifications on access for patients. A practice that disrupts physician networks and 
creates great confusion for both patients and physicians, which CMA respectfully urges CDI to 
consider prohibiting, is health insurer's practice of opting-in physicians to new network products 
without obtaining physicians' affirmative consent or the use of all products clauses that allow 
health plans to force physicians in and out of their networks without much, if any, collaboration 
with physicians. In addition, CMA urges CDI to require the health insurers to provide additional 
instructions necessary for patients to successfully locate and navigate the specific network in 
which he or she has subscribed. This may also help to ensure that any cost savings the plans see 
from narrow networks are not the result of patients being unable to get needed care. More 
information also needs to be available to patients so they can make informed decisions when 
selecting a plan. 
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• Access to specialty care. CMA urges the CDI to consider providing assurances and reporting 
requirements regarding Health Net's and Centene's network of contracted specialty providers in 
order to improve network access. 

• Financial commitments to improve infrastrncture, including for physicians to participate in 
value based health care programs. CMA urges the CDI to consider an undertaking requiring 
that Centene make a significant charitable contribution with a specific purpose of investing in 
providing the tools, financial capital, and know-how to individual physicians and physician 
groups so that they have the ability to participate in value based health care. Most physicians do 
not have the financial capital necessary to create and lead the integrated health care organizations 
that the federal health care reform legislation, commercial health plans and self-insured 
purchasers of health care services are seeking.8 Instead, capital-rich health care systems are 
leading the development of such organizations even though studies consistently demonstrate that 
physician-led ACOs and value based programs create the greatest savings. CMA is uniquely 
positioned to provide guidance on this issue and would welcome an opportunity to discuss this 
further with the CDI. 

Thank you for the opportunity to provide comments on Centene's proposed acquisition of Health Net. 
We look forward to continuing to participate in your consideration of this proposed merger and its 
potential impact on physicians, patients and the California health care market. 

Sincerely, 

Francisco J. Silva 

General Counsel and Senior Vice-President 
Centers for Legal Affairs, Health Policy, & Economic Services 

Attachments Enclosed 

8 
For additional background on this topic see Jeff Goldsmith, Ph.D., "The Future of Medical Practice: Creating Options for 

Practicing Physicians to Control Their Professional Destiny," available at www.physiciansfoundation.org. 
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Paying a Premium on Your Premium? 
Consolidation in the US Health Insurance lndustryt 

By LEEMORE DAFNY, MARK DUGGAN, AND SUBRAMANIAM RAMANARAYANAN* 

Although the majority of health-care spending in the United States is funneled 
through the private health insurance industry, few researchers have examined 
whether the industry itself is contributing to rising health insurance premiums. This 
possibility has become ever more salient as consolidations continue in this highly 
concentrated sector. In 2001, the American Medical Association (AMA) reported 
nearly half of the 40 largest Metropolitan Statistical Areas (MSAs) were "highly 
concentrated," as defined by the Horizontal Merger Guidelines issued in 1997 by 
the US Department ofJustice and the Federal Trade Commission. In 2008, the AMA 
expanded its annual report to include 314 geographic areas (mainly MSAs), 94 per
cent ofwhich were found to be highly concentrated.1 During this seven-year period, 
the average, inflation-adjusted premium for employer-sponsored family coverage 
rose 48 percent (to $12,680 in 2008)2 while real median household income declined 
by 2 percent to $50,303 (DeNavas-Walt, Proctor, and Smith 2009). 

Prior studies point to the potential for insurer consolidation to raise pre
miums (e.g., Robinson 2004; Wholey, Feldman, and Christianson 1995; and 

*Dafny: Kellogg School of Management, 2001 Sheridan Road, Evanston, IL 60208 (e-mail: l-dafny@kel
logg.northwestem.edu); Duggan: Wharton School, University of Pennsylvania, 3620 Locust Walk, Philadelphia, 
PA 19104 (e-mail: mduggan@wharton.upenn.edu); Ramanarayanan: UCLA Anderson School of Management, 
110 Westwood Plaza, Los Angeles, CA 90095 (e-mail: subbu@anderson.ucla.edu). We are grateful for helpful 
comments by anonymous referees, Michael Chemew, Julie Cullen, Roger Feldman, David Levine, Chris Snyder, 
Alan Sorensen, seminar participants at American University, Brown University, Columbia University, Dartmouth 
College, the Department of Justice, Harvard University, Ohio State University, UC Berkeley, UCLA, University of 
Rochester, University of Michigan, University of Wisconsin, Wharton, and participants at the American Economic 
Association Annual Meetings, the International Industrial Organization Conference, the American Society of 
Health Economists Conference, the 20th Annual Health Economics Conference, the University ofBritish Columbia 
Summer Industrial Organization Conference, the Searle Center Symposium on Antitrust Economics and Policy, 
the NBER Summer Institute, the "New Perspectives on Health and Health Care Policy" conference at the Federal 
Reserve Bank of Chicago, and the HEC Montreal Conference on the Industrial Organization of Healthcare. We 
thank Michael Chernew, Jose Guardado, Woolton Lee, and Dennis Scanlon for valuable discussions on key data 
sources. Dafny gratefully acknowledges funding from The Searle Center on Law, Regulation, and Economic 
Growth at the Northwestern University School ofLaw. 

tTo view additional materials, visit the article page at http://dx.doi.org/10.1257/aer.102.2.I J61. 
1 "Competition in Health Insurance; A Comprehensive Study of US Markets," American Medical Association, 

2001 and 2008. These figures are based on the reported levels of the Herfindahl-Hirschman Index (HHI) for HMOs 
and PPOs combined. Estimates are not strictly comparable over time due to changes in methodology and sample 
selection. For example, self-insured HMOs are generally included in 2001 but excluded in 2008, The Horizontal 
Merger Guidelines issued in 1992 and updated in 1997 define markets with HHI > 1,800 as "highly concentrated." 
A recent update adjusted this threshold to 2,500 {DOJ 2010), and as a result the share ofmarkets in 2008 that would 
be highly concentrated is somewhat lower at 70 percent. 

2The corresponding increase for single coverage was 44 percent (Kaiser Family Foundation/ Health Research 
and Educational Trust Employer Health Benefits Annual Survey 2009). Premiums include both employer and 
employee contributions, and are adjusted to 2008 dollars by the authors using the CPI-U. 
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Dafny 2010); however, none attempts to quantify this effect.3 From a theoretical 
standpoint, the effect of concentration on insurance premiums is ambiguous. On one 
hand, increases in market concentration may allow health insurers to raise their mark
ups, leading to higher premiums. On the other hand, increases in market concentration 
may strengthen insurers' bargaining positions vis-a-vis health-care providers, lead
ing to reduced negotiated reimbursements and lower premiums. In addition, there are 
many potential sources of efficiency gains from consolidation, including economies 
of scale in investments in information technologies (IT) investing and disease man
agement programs. Such efficiency gains would reduce optimal premiums.4 The net 
effect on insurance premiums is ultimately an empirical question. 

There are two key challenges to empirically estimating such a link: (i) adequate 
data and (ii) plausibly exogenous variation in market concentration. Regarding 
the first issue, comprehensive data on a large sample of health plans are extremely 
difficult to obtain because contracts are customized for each buyer across many 
dimensions, renegotiated annually, and considered highly confidential. In addition, 
premiums vary based on the demographics, health risks, and expenditure history of 
the insured population. Thus, it is difficult to calculate a standardized premium to 
enable comparisons across employers and/or markets. With respect to the second 
challenge, highly concentrated markets (or markets that are becoming more con
centrated) are likely to differ from other markets in unobservable ways, making it 
difficult to separately identify the effect of concentration from other factors. 

We address these challenges as follows. First, we utilize detailed longitudinal data 
on the health plans offered by a sample of more than 800 employers in 139 distinct 
geographic markets in the United States. The data span the nine years between 1998 
and 2006 and represent approximately 10 million active employees and their depen
dents in each year. Rather than attempting to standardize premiums across different 
employee populations, products, and plan designs, we focus on the growth rate of 
health insurance premiums for the same employer in a specific geographic market 
over time and examine how this relates to the local market structure of health insur
ers. Focusing on growth alleviates concerns about time-invariant unobservable dif
ferences in the risk profiles of employee groups and the characteristics ofplans they 
utilize that may be correlated with premium levels. We also control for the influence 
of time-varying measures such as employee demographics, the types of plans uti
lized (HMO, PPO, etc.), and the generosity of benefit design. 

After documenting trends in the level and growth of concentration (as measured 
by the Herfindahl-Hirschman index (HHI), which is the sum of squared market 
shares) in 139 distinct geographic markets, we estimate OLS models of the relation
ship between premium growth and concentration levels. We do not find evidence 

3 Robinson (2004) shows that state-level insurance rrurrkets are dominated by a small number of finns and 
observes that insmer profits increased rapidly over 2000-2003. Wholey, Feldman, and Christianson (1995) report 
that premiums per HMO member are negatively related to the number of competitors facing the HMO in question, 
controllingfor a host ofHMO and market characteristics such as percapita income, Blue Cross affiliation and HMO 
ownership status. Last, Dafny (2010) finds health insurers engage in "direct" price discrimination, charging higher 
premiums to firms with deeper pockets, as measured by operating profits. This evidence of price discrimination 
implies insurers possess and exercise market power in some local markets but does not yield an estimate of the 
contribution of imperfect competition in this market to premium growth. 

4 Of comse, rent transfers from providers to insurers are not true efficiency gains, although they may reduce 
premiums. 
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that premiums are rising more quickly in markets that are becoming more concen
trated. While these estimates are useful for descriptive purposes, they are unlikely to 
provide causal estimates of the impact of market structure on premiums. Differences 
in HHI across markets--or even changes in HHI within markets-are likely to be 
driven by many factors that are not exogenous to premiums. These include differ
ences (or changes) in consumer preferences and constraints, product offerings and 
pricing strategies, and the market conduct of hospitals, physicians, and other health
care providers. For example, consider a market with a struggling local economy. 
In such a market, consumers may flock to low-priced carriers, bringing about an 
increase in local market concentration and a simultaneous reduction in average pre
mium growth (relative to other markets). This pattern does not imply consolidations 
in such a market would reduce premium growth, ceteris paribus. 

In order to address the endogeneity challenge and obtain a credible estimate ofthe 
impact of concentration on premium growth, we exploit sharp and heterogeneous 
increases in local market concentration generated by the 1999 merger of two indus
try giants, Aetna and Prudential Healthcare. Both were national firms, active in most 
local insurance markets, and thus the merger had widespread impact. However, the 
premerger market shares of the two firms varied significantly across specific geo
graphic markets, resulting in very different shocks to post-merger concentration. 
For example, in our sample the premerger market shares of Aetna and Prudential 
in Jacksonville, Florida were 19 and 24 percent, respectively, versus just 11 and 1 
percent, respectively, in Las Vegas, Nevada. Holding all else equal, this implies an 
increase in post-merger HHI of 892 points in Jacksonville, but only 21 points in Las 
Vegas. Focusing on the years immediately surrounding this merger, we examine 
the relationship between premium growth and HHI changes using these predicted 
changes as instruments for actual changes and controlling as fully as possible for 
changes in the characteristics of health plans (such as benefit design). 

The point estimates indicate that rising concentration in local health insur
ance markets accounts for a nontrivial share of premium growth in recent years. 
Specifically, our instrumental variables estimates imply that the mean increase in 
local market HHI between 1998 and 2006 (inclusive) raised premiums by roughly 
7 percent from their 1998 baseline, all else equal. Given private health insurance 
expenditures of $490 billion in our base year 1998, if this result is generalizable, 
then the "premium on premiums" by 2007 is on the order of $34 billion per year, or 
about $200 per person with employer-sponsored health insurance.5 

Although our focus is on the exercise of market power by insurers in the output 
market, consolidation may also have important effects on input prices. Using data on 
earnings and employment ofhealth-care personnel, weexploit the differential impact 
across geographic markets of the Aetna-Prudential merger to examine whether there 
is a causal link between concentration and these outcomes. Our analysis suggests 
that the growth in insurer bargaining power following this merger reduced earnings 
and employment growth of physicians and raised earnings and employment growth 

~ Source: National Health Expenditure Data provided oy the Center for Medicare and Medicaid Services; avail
able online at http://www.cms.hhs.gov/NationalHealthExpendData/. The vast majority of this spending is due to 
employer-sponsored plans; only 9 percent of the nonelderly privately insured have policies that are not employment 
based (DeNavas-Walt, Proctor, and Smith 2009). Additionally, this figure understates the size of the private health 
insurance industry as it excludes expenditures by Medicaid and Medicare managed care plans. 

http://www.cms.hhs.gov/NationalHealthExpendData
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of nurses. This pattern of results is consistent with postmerger substitution ofnurses 
for physicians, and the exercise of monopsony power vis-a-vis physicians. 

The paper is organized as follows. Section I describes the data in detail. We exam
ine the association between local market concentration and premium growth in 
Section IL In Section Ill we investigate whether a causal relationship exists between 
these two variables using the variation across geographic markets in the merger
induced increase in insurer concentration. Section IV contains our analyses of the 
relationship between concentration and health-care employment and earnings. 
Section V concludes. 

I. Data 

Our primary source is the Large Employer Health Insurance Dataset (LEHID). 
LEHID contains information on all of the health plans offered by a large sample of 
employers between 1998 and 2006, inclusive. It is an unbalanced panel gathered 
and maintained by a leading benefits consulting firm. The data are proprietary, and 
employers included in the dataset have some past or present affiliation with the firm. 
Online Appendix l, which contains additional details ofthe data not presented here, 
illustrates that LEHID plans are on average very similar to the plans offered by a 
representative sample of large employers nationwide. 

The original unit of observation is the health plan-year. A health plan is defined 
as a unique combination of employer, market, insurance type, insurance carrier, and 
plan type (e.g., Company X's Chicago-area fully insured Aetna HMO). There are 
813 unique employers, 139 geographic markets, two insurance types (self- and fully 
insured), 357 insurance carriers6 and f9ur plan types (HMO, POS, PPO, Indemnity) 
represented in the data.7 Most employers in LEHID are large, multisite, publicly 
traded firms, such as those appearing on the Fortune 1000 list The leading industries 
represented include manufacturing (110 employers), finance (101), and consumer 
products (73), although nonprofit and government sectors are also represented (43 in 
the "government/education" category). Geographic markets are defined by the data 
source using three-digit zip codes. According to the data provider, the 139 markets 
reflect the geographic boundaries typically used by insurance carriers when quoting 
prices. Large metropolitan areas are separate markets, and nonmetropolitan areas 
are lumped together within state boundaries (e.g., "New Mexico-Albuquerque" 
and "New Mexico---exceptAlbuquerque").8 

The sample includes both fully insured and self-insured plans. As these terms 
suggest, the former is "traditional" insurance in which the insured pays the carrier 
to bear the risk of realized health-care outlays. Many large employers choose to 
self-insure, outsourcing benefits management, provider contracting, and/or claims 

6 Many of these carriers are third-party administrators, who "rent" provider networks and process claims for 
self-insured employers. 

7 HMO and POS plans control utilization through primary care physicians ("gatekeepers"}. HMOs cover only 
in-network providers, while POS and PPO plans provide some covernge for out-of-network providers. Indemnity 
plans have no gatekeepers or network restrictions. 

8 There is only one market that crosses state boundaries, "Massachusetts-Southern and Rhode Island." A few 
rum! areas of the United States are excluded. A map of the markets is available in Dafny (2010}. 
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administration but paying the realized costs of care. The percent of LEHID enrollees 
in self-insured plans increased from 55 to 80 percent during the study period. 

In addition to the elements that jointly define a plan, our dataset includes the fol
lowing variables: premium, demographic factor, plan design factor, and number of 
enrollees. Premium is expressed as an average amount per enrollee (i.e., a covered 
employee); it therefore increases with the average family size ofenrollees in a given 
plan. Premium combines employer and employee contributions, and for self-insured 
plans it is a projection of expected costs per enrollee (including estimated adminis
trative fees paid to an insurance carrier, as well as premiums for stop-loss insurance, 
if any). Because the forecasts are used for budgeting and to establish employee pre
mium contributions, they are carefully developed and vetted. Employers often hire 
outside actuaries and benefits experts (such as our source) to assist in formulating 
accurate projections. 

Demographic factor is a measure that reflects family size, age, and gender com
position of enrollees in a given plan. All of these characteristics are important deter
minants of average expected costs per enrollee in a plan. Plan design factor captures 
the generosity of benefits within a particular carrier-plan type, with an emphasis on 
the levels of coinsurance, copayments, and deductibles. Both factors are calculated 
by the source, and the proprietary formulae were not disclosed to us. Higher values 
ofeither factor are associated with higher premiums. 

The LEHID also records the number of enrollees in each plan. This figure 
includes only employees of the relevant firm; dependents are accounted for by the 
demographic factor described above. The total number of enrollees in all LEHID 
plans averages 4.7 million per year. Given an average family size of more than 
two, this implies that more than ten million US residents are part of the sample 
in a typical year, representing approximately 7 percent of those with employer
sponsored insurance (ESI) during this period, and a much larger share of those 
insured through large firms. 

We supplement the LEHID data with time-varying measures of local economic 
conditions (the unemployment rate, as reported by the Bureau ofLabor Statistics), 
a measure of health-care utilization (Medicare costs per capita, as reported by 
the Centers for Medicare and Medicaid services), and the concentration of the 
hospital industry (HHI as calculated by the authors using the Annual Surveys of 
Hospitals administered by the American Hospital Association).9 As the first two 
measures are reported at the county-year level, and LEHID markets are defined by 
three-digit zip codes, we make use of a mapping between zip codes and counties 
and, where necessary, use population data to calculate weighted average values for 
each LEHID market and year. 

We perform most analyses using data aggregated to the employer-market-year 
level. Table l presents descriptive statistics for this unit of observation for 1998, 
2002, and 2006, which represent the initial, middle, and final years of the sample 
respectively. Because our primary outcome is growth in health insurance premi
ums (in order to avoid cross-sectional identification of the coefficients of interest), 

9 To calculate HHI for each geographic market and year, we use data on the number of beds for all general hos
pitals located in the set of three-digit zip codes that define the market, assigning hospitals with the same "system 
ID" to a common owner. 
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TABLE I-DESCRIPTIVE STATISTICS (Unit ofObservation: Employer-Market-Year) 

1998 2002 2006 

Premium($) 4,104.47 5,624.70 7,832.46 
(1,047.76) (1,280.61) (1,807.98) 

Number ofenrollees 399.86 370.42 361.47 
(1,465.47) (1,397.66) (1,245.86) 

Demographic factor 2.35 2.29 1.84 
(0.47) (0.41) (0.38} 

Plan design 1.05 1.05 0.98 
(0.06) (0.06) (0.07) 

Plan type 
HMO 29.4% 30.6% 25.4% 
Indemnicy 22.4% 7.2% 2.8% 
POS 28.1% 16.8% 14.1% 
PPO 20.0% 45.4% 57.6% 

Percent fully insured 33.0% 24.2% 14.4% 
Observations 10,033 14,851 11,497 

Notes: All statistics are unweighted. The unit of observation is an employer-market-year com
bination. Demographic factor reflects age, gender, and family size for enrollees. Plan design 
measures the generosity of benefits. Both are constructed by the data source and exact formu
lae are not available. Premiums are in nominal dollars. Standard deviations are in parentheses. 

aggregating the data to the employer-market-year level enables us to use a much 
larger proportion of the data_ With the health plan-level data, growth in premium is 
undefined when an employer terminates a particular plan. Analogously, new plans 
can enter the analysis only after multiple observations are available. Changes to plan 
offerings are quite common in our data (24 percent of plans in year t whose firm
markets are still present in year t + I no longer exist)_ Moreover, changes in market 
concentration may affect the insurance carriers and plan types chosen by employ
ers, so we do not want a priori to eliminate this substitution from our sample_10 

Given this aggregation, both fully and self-insured plans must be included together 
in the analysis sample to ensure the set of employees represented over time is stable 
(but for hiring, attrition, and changes in employees' decisions to take up employer
sponsored insurance). 

II. Is Premium Growth Correlated with Local Market Concentration? 

In this section, we examine the relationship between the growth in health insur
ance premiums and local market concentration. We begin by describing the distri
bution of market-level HHI and how this has changed over time. Next, we estimate 
OLS regressions relating premium growth at the employer-market level to the cor
responding market HHI. We include market fixed effects in our models, so that we 
identify the coefficient ofinterest using changes in within-market HHI. The richness 

10This occurs very frequently in the LEHID. For example, consider employer-market pairs that are present in 
both 1999 and 2002. More than half of the plans offered by these firms in 1999 are no longer present in 2002, either 
because the employer switched to different carriers or because it changed the type of plan with the same carrier. 

https://sample.10
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of the data also permits us to control for important time-varying differences (such 
as the percent of enrollees in HMOs and the magnitude of copayments). Although 
interesting as a descriptive exercise, this analysis is unlikely to yield unbiased esti
mates of the causal impact of changes in market structure on premium growth, as 
changes in market structure are unlikely to be exogenous. 

A. Market Structure ofLarge Group Insurance Markets, 1998-2006 

During our nine-year study period, the average market-level HHI (estimated 
using our sample and scaled from 0 to 10,000) increased from 2,286 to 2,984.11 
Using the categorization from the Horizontal Merger Guidelines issued in 
1997, the fraction of markets falling into the top "highly concentrated" category 
(HHI > 1,800) rose from 68 to 99 percent. The median four-firm concentration 
ratio increased from 79 to 90 percent. Thus, our data support the conclusions 
of well-publicized reports issued by the American Medical Association and the 
General Accounting Office: local health insurance markets are concentrated and 
becoming more so over time. 12 

Figure 1 presents histograms of the market-level changes in HHI, separately 
for 1998-2002, 2002-2006, and 1998-2006. The larger increases tended to occur 
during the second half of the study period, but sizable increases are present in 
the first half as well. Between 1998 and 2002, 53 percent of markets experienced 
increases in HHI of 100 points or more, and 25 percent saw increases of 500 
or more points. The corresponding figures for 2002 to 2006 are 78 and 53 per
cent, respectively. The Merger Guidelines provide a helpful frame of reference for 
interpreting these changes. According to the Guidelines, mergers resulting in an 
increase of 100 or more points when HHI already exceeds 1,800 are "presumed ... 
likely to create or enhance market power or facilitate its exercise." There is wide 
variation in the magnitude of changes in HHI across markets, notwithstanding the 
fact that most are positive. 

The reasons for these changes in HHI can be subdivided into "structural" (related 
to entry, exit, and consolidation) and "nonstructural" sources. Using data on fully 
insured HMOs only, Scanlon, Chernew, Swaminathan, and Lee (2006) report that 
61 to 65 percent of the variation in HHI between 1998 and 2002 is attributable to 
structural changes. These changes are also important in our sample: the mean num
ber of carriers per market declined from 18.9 in 1998 to 9.6 in 2006.13 Of course, 
neither source of HHI change can be presumed exogenous to other determinants of 
premium growth. Consumer preferences simultaneously determine market shares 
and premium growth, and exit and consolidation of carriers may be impacted by 
expectations of premium growth. 

11 To gauge the impact of this change on concentration, consider the following two examples. A market with 
five insurers, four of which have a market share of 23.75 percent, would have an HHJ of 2,281. A market with four 
insurers, three of which each have a market share of 31.33 percent, would have an HHI of 2,981. 

12AMA ibid; GAO (2009a). 
13As the data on HHI suggest, many of these carriers are quite small. This is due to the presence of many small 

self-insured plan administrators, particularly in the earlier part of the study period. Some of these administrators 
may not be active participants in a given market, i.e., they "rent networks" from other carriers so as to offer a par• 
ticular client a consistent plan across all geographies. 

https://2,984.11
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B. OLS Estimates of the Relationship between Market Structure and Premiums 

To explore the relationship between premium growth and market concentration, 
we begin by estimating equations of the following form: 

(1) l::..ln(premium),m1 = a + /JHHim,-l + </JXm1-l + pl::..C,mr + -r, + Am 

[ + ,e] [ + wl::..plan type shares,nu + 1Jl::..plan design,m1] 

In this specification, we model premium growth between year t - 1 and year t for a 
given employer e in market m as a function of lagged market characteristics (including 
HHI), 14 contemporaneous changes in observable characteristics ofthe insured popula
tion ( such as demographics), and year and market fixed effects. Market characteristics 
are lagged by one year because premiums are set prospectively, i.e., premiums for 
2006 are determined in 2005. In addition to HHI, the market-year covariates ( denoted 
by Xmr- i) include the unemployment rate (to capture local economic conditions), the 
log of per-capita Medicare costs (to capture trends in health-care utilization), and the 
general, acute-care hospital HHI (to capture concentration in the provider market, 
which could independently lead to premium increases). Note these characteristics are 
included in level form (rather than first differences) to allow for a delayed response to 
changes in market structure or in local economic conditions.15 

In contrast, we anticipate concurrent premium responses to changes in characteristics 
measured at the employer-market-year level (t::..C,mr), specifically demographic factors 
and the percentage of enrollees in self-insured plans. The year fixed effects capture 
average national changes in premium growth, and the market fixed effects capture dif
ferences in average growth rates across markets. Finally, we also estimate specifica
tions including the terms in brackets: employer fixed effects, changes in the share of 
enrollees in each plan type, and changes in the average generosity of these plans. 16 

Results are presented in columns 1 through 3 of Table 2. There is no significant 
association between concentration levels and premium growth, and the estimates 
change little upon inclusion of additional controls.17 Of course, causality can be 
inferred from this model only if within-market variation in insurer concentration is 
uncorrelated with other unobserved determinants of premiums, and if variation in 
premium growth does not induce variation in concentration. As previously noted, 

14 From a theoretical standpoint, HHI is a valid measure of competition if firms compete ala Coumot. While the 
Cournot model does not accurately describe the health insurance market, we follow the lead of most prior studies in 
the related literature, as well as the Horizontal Merger Guidelines, in adopting the HHI as a measure ofcompetition. 

15 Given the inclusion of market fixed effects in equation ( 1 ), the coefficients on market-year covariates (includ
ing HHI) are identified by within-market changes in these variables. 

16Note that employer fixed effects will substantially affect the coefficient on HID only ifemployers with high or 
low growth in premiums are systematically located in markets that have high or low levels ofHHI. 

17The estimates are similarly small in magnitude and statistically insignificant ifwe use the change in HID in place 
of the level of HID as the key explanatory variable. For the most part, the coefficient estimates on the market-level 
control variables are statistically insignificant. The coefficient estimates on the employer-market controls are highly 
significant and generally have the expected signs. For example, a shift from I 00 percent enrollment in POS plans (the 
omitted category) to 100 percent enrollment in HMO plans is associated with u 5 percent decline in premiums. 

https://controls.17
https://conditions.15
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TAIILE 2-EFFECT OP CONSOLIDATION ON l'REMJUMS (OLS MODELS) 

(Study Period: 1998-2006) 

Dependent variable = annual change in ln(premiums) 

(1) (2) (3) 

Lagged HHI 0.002 
(0.010) 

-0.004 
(0.009) 

-0.005 
(0.009) 

Market-year controls 
Lagged ln(Medicare costs per cap) -0.015 

(0.016) 
-0.020 
(0.016) 

-0.019 
(0.016) 

Lagged unemployment rate 0.118 
(0.098) 

0.147 
(0.090) 

0.158* 
(0.092) 

Lagged hospital HHI 0.008 
(0.016) 

-0.003 
(0.015) 

0.001 
(0.015) 

Employer-milrk£t controls 
6. Demographic factor 0.303*** 

(0.004) 
0.314°• 

(0.004) 
0.3110• 

(0.004) 

6. Fraction ofself-insured 
employees 

0.028••• 
(0.005) 

0.032••· 
(0.005) 

0.024••· 
(0.004) 

6. Plan design 0.349*** 
(0.022) 

6. Fraction in indemnity plans 0.085*"" 
(0.006) 

6. Fraction in HMO plans -0.052*** 
(0.006) 

6. Fraction in PPO plans 0.002 
(0.003) 

Employer FE 
Observations 

No 
66,906 

Yes 
66,906 

Yes 
66,906 

Notes: The unit of observation is the employer-market-year. All specifications include mar
ket and year fixed effects. HHI is scaled from Oto 1. Standard errors are clustered by market. 

**•Significant at the I percent level. 
** Significant at the 5 percent level. 
*Significant at the 10 percent level. 

there are good reasons to doubt the validity of these assumptions. Hence, in the sec
tion that follows we pursue an instrumental variables approach. 

III. Do Increases in Local Market Concentration Cause Increases in Premiums? 

In this section, we estimate the causal effect of changes in market concentration 
on premium growth by exploiting shocks to local market concentration produced 
by mergers and acquisitions (M&A).18 Because M&A activity in local or regional 
markets may itself be motivated by expected trends in premium growth, we consid
ered only large, nonlocal mergers as candidates for this analysis. We also ruled out 
mergers with insufficient pre or post periods (e.g., Aetna and NYLCare in 1998, the 

18Our approach is similar in spirit to that ofHastings and Gilbert (2005), who use an acquisition of a West Coast 
refinery as a source of exogenous variation in the degree of vertical integration across retail gasoline markets in 13 
West Coast metropolitan areas. They find that nonintegrated rival stations face higher costs, controlling for several 
time-varying sration characteristics. 
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first year for which we have data), few overlapping markets, or very small shares in 
our sample for one of the merging parties (e.g., United Healthcare and MAMSI). 

Only one merger remained: the Aetna-Prudential merger of 1999. Postmerger, 
the new firm (known as "Aetna") was widely reported to be the nation's largest 
insurer, covering 21 million individuals.19 As we describe in detail below, there was 
substantial overlap in the local market participation of Aetna and Prudential prior to 
the merger, generating the potential for sizable postmerger changes in market con
centration. Online Appendix 2 provides additional discussion of the circumstances 
surrounding the merger. Importantly, there is no ex ante evidence that Aetna targeted 
Prudential because of expectations about premium growth or changes in insurer 
concentration in affected markets. 

Our analysis is subdivided into four sections. First, we estimate the impact of the 
merger on market concentration (the "first stage" analysis). In so doing, we docu
ment the range of premerger market shares for Aetna and Prudential as well as the 
degree ofpremerger overlap. Second, we perform a reduced-form analysis, in which 
we examine the impact of the merger on premium growth. Third, we combine these 
analyses to produce our estimate of the causal impact ofconcentration on premiums. 
Last, we investigate the plausibility of alternative explanations for our findings. In 
particular, we estimate specifications to tease out the reaction of Aetna's rivals, as 
these responses are informative vis-a-vis the market dynamics. 

A. The Effect ofthe Aetna-Prudential Merger on Market Concentration 

Immediately prior to the merger in 1999, Aetna and Prudential were the third 
and fifth largest insurers in our sample in terms of the number of enrollees. All 
139 markets included plans offered by both firms. There was significant variation 
across markets, however, in the premerger shares of each firm. We hypothesize that 
markets served by both firms experienced increases in market concentration imme
diately following the merger, and that these increases varied by the premerger shares 
of the two merging firms. Specifically, for every market we calculate the "simulated 
change in HHI" (similHHim) as the merger-induced change in market m's HHI that 
would have occurred from 1999 to 2000 absent any other changes, i.e., 

(2) similHHim = [Aetna 1999 sharem + Pru 1999 sharem]2 

-[(Aetna 1999 sharem)2 + (Pru 1999 sharem)2] 

2 x Aetna 1999 sharem X Pru 1999 sharem. 

For example, ifAetna and Prudential had market shares of 10 percent each in 1999, 
similHHim (scaled by 10,000 as discussed above) would equal 200. 

Figure 2 provides detail on the actual distribution of sim ilHHim in the 139 LEHID 
markets. There is significant variation in this measure, with 46 largely unaffected 
markets (similHHim < 10) and 42 highly affected markets (similHHim ~ 100). 

19Sanders, "Will the Aetna-Prudential Merger Hurt the Patient?" TIME, June 22, 1999. 

https://individuals.19
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FJOURE 2. DISTRIBUTION OF SIMULATED CHANGE IN HHJ RESULTING FROM AETNA-PRUDENTIAL MERGER 

Notes: N = 139. HHI is scaled from Oto 10,000. 

One state in particular stands out for its high levels of sim b.HHim: Texas. Five of 
the six markets in Texas have sim b.HHI m greater than 500. The high degree of over
lap in Texas provoked action by the Department of Justice. To address the concerns 
raised by the Department, Aetna agreed to divest the Texas-based HMO businesses 
it had acquired from NYLCare in 1998.2° We therefore examine whether the consent 
decree in Texas successfully neutralized the effect of the merger in these markets; 
to the extent it did, markets in Texas can serve as a "placebo" group for the natural 
experiment we study. 

We propose to use sim b.HHim x post, as an instrument for HHI in equation ( 1), 
where post is an indicator variable for the postmerger years in the sample. To evalu
ate this instrument, we estimate the following equation using market-year data, ini
tially excluding observations from Texas: 

(3) HHI,111 

20DOJ alleged that after the merger, Aetna would have a market share for fully insured HMOs of 63 percent 
in Houston, and 42 percent in Dallas. DOJ stated that "The required divestitures ... will preserve competition and 
protect consumers from higher prices" and "deny Aetna the ability to unduly depress physician reimbursement 
rates." See http://www.justice.gov/opa/pr/I999/June/263at.htm. Although the allegations pertained to Houston and 
Dallas, because Aetna divested all NYLCare plans in Texas, the consent decree affected the entire state. Source: 
"Blue Cross and Blue Shield of Texas to Purchase NYLCare Texas Operations," Aetna press release, 9/14/ 1999, 
http://www.aetna.com/news/l999/pr_l99909l4.htrn. 

http://www.aetna.com/news/l
http://www.justice.gov/opa/pr/1999/June/263at.htm
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FIGURE 3. ESTIMATED CoEFFlCIENTS AND 95 PERCENT CONFIDENCE INTERVALS FROM 

REGRESSION OF HHI ON SIMULATED CHANGE IN HHI 

Note: Coefficients and standard errors are reported in column 1 ofTable 3. 

The vectors denoted by >..m and T 1 represent a full set of market and year fixed 
effects, respectively. By interacting sim l:::,,.HHlm with separate indicators for each 
year ( except 1998, the omitted category), this model investigates the possibility that 
trends in market concentration may have been different prior to the merger in mar
kets differentially impacted by the merger. The estimated coefficients will also help 
to determine the appropriate study period for our analysis. In this and all specifica
tions including simHHlm, we use a scale of0 to 1 for this measure. 

Figure 3 graphs the coefficient estimates on the yearly interactions with sim!::,,.HHlm, 
together with the 95 percent confidence intervals. The sample includes data from 1998 
to 2003. Estimates are presented in numerical form in column 1 of Table 3. Relative 
to the omitted interaction term, sim !::,,.HHlm x (year = 1998), only the interactions 
with indicators for 2000 and 2001 are statistically significant. At -0.10, the coeffi
cient estimate for /3 in 1999 is small and (insignificantly) negative, whereas estimates 
for /3 in 2000 and 2001 are large (0.49 and 0.46, respectively) and significant at the 5 
percent level. The timing is consistent with expectations: the merger was effectively 
cleared in July 1999, when the Department of Justice submitted its Proposed Final 
Judgment. The coefficients in 2000 and 2001 are significantly smaller than 1, imply
ing that employers to some extent substituted away from Aetna and Prudential in the 
wake of the merger. In addition, there is likely attenuation bias due to measurement 
error, as we have only a sample ( rather than a census) of insurance contracts. 

The coefficient estimates of {3 in 2002 are 2003 are both noisy and negative indi
cating that the merger-induced shocks to local concentration dissipated quickly.21 In 

21 Tiris finding is consistent with reports from industry experts. According to a 2004 Health Affairs article by 
Robinson, "(G]ossip speculates [Aetna] would be lucky to still have 30,000 of the 5 million it acquired from Prudential." 

https://quickly.21
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TABLE 3-EFFECT OF THE AETNA-PRU DENTIAL MERGER ON MARKilT CONCENTRATION 

(Dependent Variable = HH!) 

1998-2003 1998-2001 1998-2001 1998-2001 
(1) (2) (3) (4) 

Sim6.HH! x (year= 1999) ~0.097 
(0.180) 

Sim6.HH! x (year= 2000) 0.487.. 
(0.204) 

Sim6.HH! x (year= 2001) 0.455** 
(0.194) 

Sim6.HHI x (year= 2002) -0.017 
(0.205) 

Sim6.HHI x (year= 2003) -0.199 
(0.24S) 

Sim6.HHI X (year>= 2000) 0.520... 0.512••· 0.520*.. 
(0.166) (0.165) (0.166) 

Sim6.HHI x (year>= 2000) x -0,646*** -1.262*.. 
(Texas== I) (0.224) (0.291) 

Texas x (year>= 2000) 0.052 
(0.037) 

Texas included? No No Yes Yes 
Observations 798 532 556 556 
R2 0.677 0.674 0.677 0.678 

Notes: The unit of observation is the market-year. All specifications include market and year fixed effects. HHl is 
scaled from Oto 1. Standard errors are clustered by market. 

***Significant at the I percent level. 
**Significant at the 5 percent level. 

• Significant at the IO percent level. 

order to use the merger as an instrument for market concentration, we must therefore 
focus our analyses on the early years of our sample: 1998-2001 for the first-stage 
model, and 1998-2002 for the second stage (because HHI impacts premiums with 
a lag). However, in Section IIIB below, we discuss reduced-form analyses of the 
longer-term impact of changes in simulated HHI on health insurance premiums by 
extending the study period out to 2006. 

Next, we use data from 1998 through 2001 to estimate a more parsimonious model 
that replaces the individual year interactions with a single "post" indicator that takes 
a value of one during 2000 and 2001: 

+ [/3,simbi.HH!m x post1 x Texas,,.] + [1/ipost, x Texasm] 

After estimating the baseline model (which excludes the terms in brackets) , 
we add the six Texas markets to the sample and include a triple-interaction, 
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sim l::!.HHim x post1 x Texasm, to explore whether the post-merger impact of 
sim l::!.HHI differs in these markets. We then add the term post, x Texasm to control 
for average changes in Texas as compared to other states during the post period, 
although it may be difficult to separately identify the coefficient on the two Texas 
interactions because there are only six Texas markets and two post years. 

The results are displayed in column 2 of Table 3. As anticipated, the coefficient 
on sim l::!.HHim x post1 is statistically significant: 0.52, with a standard error of0.17. 
The results in columns 3 and 4 show that the federal government achieved its objec
tive of neutralizing the merger's effect on market concentration in Texas markets. 
The triple-interaction term for Texas markets is negative and statistically significant 
in both specifications and fully offsets the impact of the merger. In both models, 
we cannot reject the hypothesis that the sum of the relevant double- and triple
interaction terms equals zero. Observations from Texas are therefore suitable for 
the placebo test (or falsification exercise) previously noted. If premium growth has 
a similar relationship with sim l::!.HHI in Texas as in other parts of the United States, 
then changes in insurer concentration may not be driving the observed relationship. 

B. The Effect ofthe Aetna-Prudential Merger on Health Insurance Premiums 

To investigate the effect of merger-induced increases in local market concentra
tion on plan premiums, we estimate models of the following form: 22 

(5) l::!.ln(premium),mr = o: + 1,,osiml::!.HHI,n X postr + ¢Xn11-1 + pl::!.C,mr 

+ Tt + A01 [ +'el[+wl::!.plan type shares,mr 

+ {} !::!.plan design,mr] 

In lightofthe results from the preceding section, we focus on the period between 1998 
and 2002 (i.e., annual premium growth from 1998-1999, 1999-2000, 2000-2001, 
and 2001-2002). Note that in this model post, takes a value ofone for the 2000-2001 
and 2001-2002 changes, and is otherwise equal to zero.23 As in the OLS regressions 
presented in Section II, we begin with a parsimonious specification that controls for 
lagged market covariates and changes in employer-market characteristics, as well 
as fixed differences across years and markets in average premium growth (captured 
respectively by year and market fixed effects, denoted T1 and >..m)-

The results are reported in column 1 of Table 4. The estimated coefficient on 
sim l::!.HHlm x post1 is positive and statistically significant. Given the mean 

22In a companion set of specifications (results available upon request), we define the outcome variable to be 
ln(premium) (rather than the change in this measure) and include market time trends. The results are similar to 
those presented in this section. 

DRecall the last year of the merger-induced HHI increase was 2001, and premiums for 2002 are set in 2001. 
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TABLE 4-MERGER Efl'ECTS ON PREMIUMS 

(Study Period: 1998--2002) 

Dependent variable = annual change in ln(premiums) 
(I) (2) (3) (4) (5) (6) 

Sim/:,..HHI x (year>= 2001) 0.177"'** 0.202••· 0.186••· 0.193**• 0.188•*"' 
(0.056) (0.048) (0.050) (0.049) (0.049) 

Sim/:,..HHI x (year= 2000) 0.011 
(0.061) 

Sim/:,..HHI x (year= 2001) 0.181 .. 
(0.071) 

Sim/:,..HH/ x (year= 2002) 0.200... 
(0.067) 

Sim/:,..HHI x (year>= 2001) -0.238*** -0.056 
x (Texas = 1) (0.069) (0.191) 

(Year>= 2001) x (Texas= 1) 0.016 
(0.017) 

Market-year controls 
Lagged ln(Medicare costs per cap) -0.029 -0.047 -0.039 -0.04-0 -0.046 -0.048 

(0.034) (0.036) (0.036) (0.036) (0.033) (0.033) 

Lagged unemployment rate 0.479**· 0.579*.. 0.567... 0.570*** 0.575··· 0.535*** 
(0.174) (0.161) (0.155) (0.155) (0.152) (0.152) 

Lagged hospital HHI 0.003 -0.004 0.003 0.003 -0.010 -0.008 
(0.022) (0.021) (0.020) (0.020) (0.020) (0.020) 

Employer-market controls 
!:,.. Demographic factor 0.304*** 0.328*** 0.323*** 0.323*** 0.324*** 0.324*** 

(0.006) (0.005) (0.006) (0.006) (0.005) (0.005) 

b. Fraction of self-insured 0.048••· 0.054*** 0.019••· 0.019••· 0.017... 0.017*** 
employees (0.007) (0.007) (0.006) (0.006) (0.006) (0.006) 

b. Plan design 0.223••· 0.223••· 0.210*** 0.211••· 
(0.040) (0.040) (0.04-0) (0.04-0) 

b. Fr.action in indemnity plans 0.089*** 0.089••• 0.091 *** 0.09!••· 
(0.008) (0.008) {0.008) (0.008) 

b. Fraction in HMO plans -0.081*** -0.081*** -0.084*** -0.084**"' 
(0.009) (0.009) (0.009) (0.009) 

b. Fraction in PPO plans 0.000 0.000 -0.001 -0.001 
(0.006) (0.006) (0.006) (0.006) 

Employer FE No Yes Yes Yes Yes Yes 
Texas observations included? No No No No Yes Yes 
Observations 28,645 28,645 28,645 28,645 30,493 30,493 

Notes: The unit ofobservation is the employer-market-year. All specifications include market and year fixed effects. 
HHI is scaled from Oto I. Standard errors are clustered by market. 

*** Significant at the I percent level. 
•• Significant at the 5 percent level. 

• Significant at the 10 percent level. 

simb..HHim of 0.014 (across all 139 geographic markets), the point estimate of 
0.177 implies that, in a typical market, the merger induced an average premium 
increase of approximately 0.25 percent in both 2001 and 2002, and thus a total 
increase of approximately 0.50 percent. The point estimate changes little upon 
inclusion of employer fixed effects (column 2), and as expected the standard 
errors decrease. Adding controls for changes in the generosity ofplans ( column 3) 
also has little impact on the estimate. 
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Next, we study the pattern of premium growth over time by replacing the term 
sim{:j,,HHim x post1 with sim{:j,,HHim x T1 (interactions with individual year dum
mies, with 1998 as the omitted year). The results, in column 4, provide two key 
insights. First, there is no evidence of a "pretrend" in premium growth; that is, the 
estimated reaction to the merger is not due to a premerger trend in markets with large 
overlapping Aetna and Prudential market shares. Second, the effect of the merger on 
premium growth is very similar in both "post" years. 

This finding strongly suggests that the impact of the merger is appropriately mod
eled, i.e., that concentration affects the growth rate rather than the level of premi
ums.24 If the sample is extended to 2006, we find the coefficients remain of similar 
magnitude for two more years, and then fall down close to zero.25 The fact that the 
coefficient estimates remain positive and do not become negative suggests some 
amount of hysteresis: consolidation results in a higher rate ofpremium growth, and 
even when circumstances change ( in this case, the effect of the merger on concentra
tion eventually disappeared) premiums remain elevated.26 

Columns 5 and 6 of Table 4 present the results of the falsification test enabled by 
the divestiture requirement in Texas. To execute this test, we add Texas observations 
to the sample and estimate the full model (as in column 3) with the addition of a 
triple interaction term, sim f:j,,HHim x post1 x Texasm .27 The estimated coefficient 
on this term is highly significant and negative (-0.24) and almost perfectly offsets 
the main effect of sim f:j,,HHIm in this specification ( 0 .19). Although the result is 
not robust to including a separate term for post,x Texasm (column 6), this is not 
surprising given there are only six markets in Texas and just two post years. On net, 
the results suggest that the market power effect of the merger in Texas was indeed 
neutralized by the DOJ's actions.28 

C. IV Estimates 

Table 5 presents the first-stage, reduced-form, and second-stage models corre
sponding to our IV estimate; the reduced-form model is repeated from column 3 of 
Table 4. At 0.39, the estimated effect of lagged HHI on premium growth is positive, 
statistically significant, and roughly twice as large as the reduced-form estimate. 
This is anticipated given the first-stage coefficient of 0.48 reported in column 1.29 

Because our estimates suggest that changes in HHI affect the growth rate (rather 
than just the level) ofpremiums, to estimate the average effect of consolidation over 
the entire study period, we must consider the timing of consolidation between 1998 

24 An alternative explanation is that an increase in concentration does raise the level (rather than the growth rate) 
of premiums, but it takes multiple years to reach the new level. 

25 To be precise, the coefficients on interactions of the simulated change in HHl with indicators for 2003 and 
2004 are 0.293 and 0.203 respectively, and are both significant withp < 0.01. 

26 As noted earlier, the results of the first stage necessitate a study period ending in 2002. However, the results 
just described suggest the estimates will be conservative. 

27 Note a second-order interaction (i.e., post, x Texasm) is arguably not necessary in this model as market fixed 
effects already control for differences in average annual growth rates across markets. 

28 As an additional extension of the reduced-form analysis, we examined whether the impact of tbe merger 
was greater in markets with higher initial levels of concentration. Unfortunately, coefficient estimates on 
simb.HH/m x post, x initial HHlm (and variants thereof) were very imprecise. 

29 Note this first-stage coefficient differs slightly from the coefficient obtained using market-year data, as the unit 
of observation is the employer-market-year. 

https://actions.28
https://elevated.26
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TABLE 5-THE IMPACT OF HID ON PREMIUMS 
(Study Period: 1998-2002) 

Dep var = lagged HHI Dep var = annual change in In (prentium) 

First-stage Reduced-form IV OLS 
estimates estimates estimates estimates 

Sim.6.HHI x (year>= 2001) 0.475*... 0.186.... 
(0.014) (0.050) 

Lagged HHI 0.39) ••· 0.015 
(0.130) (0.018) 

Market-year controls 
Lagged Jn(medicare costs per cap) 0.034"* -0.039 -0.052 -0.018 

(0.014) (0.036) (0.037) (0.034) 

Lagged unemployment rate 0.204••· 0.567**" 0.488*•• o.474u• 
(0.048) (0.155) (0.163) (0.162) 

Lagged hospital HHI -0.060"'"* 0.003 0.026 0.006 
(0.007) (0.020) (0.022) (0.020) 

Employer-m;,rket controls 
.6. Demographic factor 0.004••· 0.323**• 0.321••· 0.323••· 

(0.001) (0.006) (0.004) (0.003) 

.6. Fraction of self-insured 0.000 0.019*** 0.019••· 0.019••· 
employees (0.001) (0.006) (0.004) (0.004) 

.6. Plan design 0.019"' 0.223**• 0.216•** 0.222••· 
(0.010) (0.040) (0.028) (0.027) 

.6. Fraction in indemnity plans 0.001 0.089... 0.089••· 0.089... 
(0.002) (0.008) (0.005) (0.005) 

.6. Fraction in HMO plans -0.003 -0.081 ••· -0.080••· -0.081••· 
(0.002) (0.009) (0.006) (0.006) 

.6. Fraction in PPO plans 0.001 0.000 0.000 0.001 
(0.002) (0.006) (0.005) (0.005) 

Observations 28,645 28,645 28,645 28,645 

Notes: The unit of observation is the employer-market-year. All specifications include employer, market, and year 
fixed effects. HID is scaled from 0 to 1. Standard errors are clustered by market. 

***Significant at the l percent level. 
••Significant at the 5 percent level. 
• Significant at the IO percent level. 

and 2006. As previously noted, the average increase in HHI across all markets was 
698 points during this period. If this increase were evenly distributed over time, the 
effect ofconsolidation on premiums during our study period would be approximately 
13 percent. However, consolidations tended to occur later in the study period, yield
ing a cumulative estimated effect ofapproximately 7 percent.30 

For the sake of comparison, we also present coefficient estimates obtained using 
OLS models, in which lagged HHI is the predictor of interest. As noted before, 
OLS estimates are likely to be downward biased, understating the actual impact 
of changes in market concentration on premiums. Indeed, the coefficient from 
the OLS model (presented in column 4) is near zero (and imprecisely estimated). 

10Details of our calculation are available in online Appendix 3. If one assumes that an increase in concentration 
between t and t + 1 affects premium growth for only two years (i.e., until t + 3, rather than indefinitely), then the 
implied increase in premiwns caused by the increase in HHl between 1998 and 2006 is somewhat lower at 5 percent. 

https://percent.30
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Hausman specification tests reject the null assumption of consistency for this model 
(p < 0.01), underscoring the need for instrumental variables estimation. 

Collectively, the results presented in this section show that consolidation does 
result in a "premium on premiums." We arrive at this conclusion by exploiting argu
ably exogenous increases in local market concentration caused by the nationwide 
merger between two large insurance fums, Aetna and Prudential. Two key results 
indicate our conclusions are not driven by unobserved factors correlated with the 
pre-merger market shares of Aetna and Prudential. First, there is no evidence that 
concentration or premiums in markets with higher sim !1HHI were trending differ
ently before the merger took effect. Second, we find no response in Texas, where the 
merger was effectively blocked by the Department of Justice. These tests support 
the use of sim!1HH/m as an instrument for lagged HH/m. In online Appendix 4, we 
examine the impact of consolidation on health plan characteristics other than price, 
such as plan design and the share of employees enrolled in HMOs. 31 

D. Alternative Explanations 

The findings summarized above are consistent with the exercise ofmarket power 
in the wake of consolidation. However, the pattern of results is also consistent with 
alternative explanations, in particular a "mistake" in Aetna's postrnerger pricing 
strategy, and/or increases in insurance quality (and therefore price). In this section, 
we discuss the evidence with regard to these alternative hypotheses. 

Our results show that prices increase on average in markets with higher 
sim !1HHim. If this price increase is primarily due to actions by Aetna, then Aetna's 
subsequent loss of market share would suggest the price increase was unsuccessful, 
i.e., they were not able to exercise market power following the merger. On the other 
hand, if competitors followed suit by increasing their prices as well, that would sug
gest that Aetna's action softened competition marketwide, implying the presence 
( and exercise) of market power. 

To investigate whether Aetna's competitors increased their premiums in response 
to the merger, we estimate a set of specifications analogous to those in Table 4 for the 
61 percent ofemployer-markets that were not served by either Aetna or Prudential at 
the time of the merger in 1999. Our point estimates for the coefficient of particular 
interest ( Ko from equation ( 5)) are similar to the estimates for the full sample, as 
shown in online Appendix 5. This implies that insurers not directly involved in the 
merger responded to the merger-induced change in concentration by raising their 
premiums, which supports the market-power explanation for our findings. 

Importantly, when we restrict the sample to employer-markets that were served 
(either partially or fully) by Aetna or Prudential at the time of the merger, our 
estimates for Ko are approximately twice as large. This suggests that the merged 
entity increased its premiums more than its competitors in markets where Aetna 
and Prudential had significant overlap, which is consistent with the merged entity 

u Among other results, we find that employers reduced the generosity ofpla,i design. This is consistent with 
efforts by employers to reduce the burden of higher insurance premiwns through so-called "benefit buybacks." We 
emphasize that our premium results do control for changes in plan design. We find a somewhat counterintuitive shift 
away from HMOs; however, we discuss plausible explanations for this pattern in online Appendix 4. 
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exercising price leadership and its oligopolistic rivals following. Last, it is notable 
that premiums remained elevated in high-sim l::,,HHI markets through at least 2006, 
notwithstanding Aetna's loss of market share by 2002. This hysteresis in market 
price is again consistent with a new oligopolistic pricing equilibrium facilitated by 
Aetna's original exercise of market power. 

The second alternative explanation, that Aetna raised quality and competitors fol
lowed its lead, is less amenable to exploration using our data. Conceptually, there 
are at least two reasons to question this hypothesis. First, quality is "lumpy" (e.g., 
enhancing consumer access to claims) and far more difficult to calibrate across 
different markets than price. Second, quality changes take time to implement and 
to communicate to the marketplace, and the impact of the merger on price occurs 
within the first year. These points notwithstanding, quality remains an important 
omitted factor in our analysis. 

IV. Evaluating the Effects of Insurer Consolidation on Providers 

Thus far, we have examined the impact of market structure in the insurance indus
try on downstream buyers, specifically of group plans. However, the degree of com
petition in the insurance industry will also potentially affect upstream suppliers, 
such as health-care providers, pharmaceutical firms, and medical device manufac
turers. To the extent that suppliers have few outside options, a lack of vigorous 
competition among insurers may lead to monopsonistic practices. Capps (2010) 
reviews the theoretical and practical implications of monopsony in the context of 
health insurance mergers.32 

Concern about insurers' monopsonistic practices has emanated not only from pro
vider organizations such as the American Medical Association and the American 
Hospital Association but also from state and federal regulatory authorities. In fact, 
the DOJ's formal complaint regarding the Aetna-Prudential merger alleged that the 
merger "would enable Aetna to exercise monopsony power against physicians, allow
ing Aetna to depress physicians' reimbursement rates in Houston and Dallas, likely 
leading to a reduction in quantity or degradation in quality ofphysicians' services."33 

In this section, we consider the possibility that consolidation facilitates the exer
cise of monopsony power by estimating the relationship between our instrument for 
HHI (siml::,,HHim) and both the employment ( or "quantity") and average compensa
tion ( or "price") of health-care personnel ( such as physicians and nurses). As in the 
premium analysis, if variation in the impact of the merger on different geographic 
localities can be assumed orthogonal to other determinants ofemployment and com
pensation growth, our results can be interpreted as causal estimates of the impact of 
consolidation on these outcomes. 

To execute this analysis, we supplemented the LEHID data with the 
Occupational Employment Statistics (OES) survey on income and employment in 

~
2 A number of recent studies examine the effect of insurer bargaining power on hospital prices, including 

Feldman and Wholey (2001 ), Sorensen (2003), Moriya, Vogt, and Gaynor (2010), and Ho (2009). 
JJsee Complaint, UnitedStates vs. Aetna Inc. (ND TX, 21 Jwie 1999). More recently, the DOJ required a similar 

divestiture before approving a 2005 merger between United Health Group Inc. and Pacificare Health Systems Inc. 
Both divestitures were driven by concerns about the effect on physician services in specific markets (see Complaint, 
United States vs. UnitedHealth Group Inc. and Pacificare Health Systems Inc. , Dec 20, 2005). 

https://mergers.32
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health care-related occupations. We restrict our attention to the 43 occupation cat
egories that are classified under the Standard Occupational Classification (SOC) 
system as "Healthcare Practitioner and Technical Occupations." These include den
tists, registered nurses, anesthesiologists, surgeons, and pharmacy technicians. To 
facilitate a comparison of impacts on physicians versus nurses, we pool together 
the eight occupation categories pertaining to physicians and the two for nurses.34 

Nurses are by far the largest group, accounting for 56 percent of personnel in our 
sample; pharmacists are second ( 4.3 percent), and physicians are a close third ( 4.2 
percent). Additional details, including descriptive statistics for our sample, are avail
able in online Appendix 6. 

The unit of observation for the OES data ( as well as our analysis) is the occupa
tion-MSA-year and the variables ofinterest are the mean annual wage and estimated 
employment. Using a crosswalk that matches LEHID markets to MSAs, we merge 
this data with our measures of insurer concentration (including our instrument). We 
estimate parsimonious specifications using the change in log average earnings or 
employment between 1999 and 2002 as the dependent variable, and sim l:!..HHI as 
the main predictor: 

(6) !:!..lnya,,99-02 a + "jSiml:!..HHI, + wPhysician0 x siml:!..HHI, 

+ {} Nurse0 x sim l:!..HH/8 

+ <; Physician0 + 0Nurse0 + vl:!..HospitalHHI, 

The subscripts o ands denote occupation and MSA, respectively. Our baseline spec
ification includes indicators for the physician and nurse occupation categories as 
well as interactions between these indicators and sim l:!..HHI,. The indicators capture 
differences in earnings and employment growth for each category (relative to other 
health-care occupations), while the interactions reflect the differential impact of 
insurer consolidation on earnings and employment in these categories. In all speci
fications, we control for the change in hospital concentration in each market. As 
specification checks, we progressively add each of the terms in brackets. The first 
term, !:!.. lny0 s,97-9B, represents the change in earnings or employment between 1997 
and 1998 and serves as a control for preexisting trends in earnings ( or employment) 
growth. The second term represents a full set of fixed effects for the 35 occupation 
categories. We necessarily restrict the sample to occupation-markets present in both 
1999 and 2002, and we weight each observation by the average estimated employ
ment in that occupation-market. Standard errors are robust and clustered by MSA. 

'
4 The categories pooled under "Physicians" are Dentists, Family and General Practitioners, General Internists, 

Obstetricians and Gynecologists, General Pediatricians, Psychiatrists, Podiatrists, and Surgeons. Some of the 
individual physician categories have low estimates for employment and are present in only a handful ofmarkets 
during our study period. The "Nurses" category includes Registered Nurses (RNs) and Licensed Vocational 
Nurses (LVNs). 

https://nurses.34
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TAIILE 6--EFFECT OF THE AETNA-PRUDENTIAL MERGER ON HEALTH-CARE PROVIDER EARNINGS AND EMPLOYMENT 

Dep var = .6. Iog ( average income) Dep var= .6. log ( employment) 
from 99-02; mean= 0.121 from 99-02; mean= 0.191 

Simulated .6.HHI 0.111 0.o78 0.091 -2.372*** -2.723*** -2.437•• 
(0.180) (0.215) (0.204) (0.809) (0.941} (0.978) 

Physician indicator 0.193*** 0.184•.. NA 0.523••· 0.497••· NA 
(0.034} (0.035) (0.170) (0.167) 

Physician x simulated -:-2.007** -2.180*** -2.195••· -2.507 -2.582 -2.858 
.6.HHI (0.833) (0.801) (0.811) (7.934) (8.441) (8.439) 

Nurse indicator -0.013** -0.015** NA -0.154*.. -0.160*** NA 
(0.006) (0.006) (0.025) (0.027) 

Nurse x simulated 0.440** 0.471* 0.457* 1.707** 2.012• 1.738* 
.6.HHI (0.221) (0.257) (0.254) (0.845} (1.071) (1.032) 

~Hospital HHI, 0.023 0.021 0.024 -0.024 -0.027 -0.067 
1999-2002 (0.029) (0.031) (0.032) (0.254) (0.247} (0.235) 

Trend in dep var, No Yes Yes No Yes Yes 
1997-1998 

Occupation fixed effects No No Yes No No Yes 
Observations 2,110 1,631 1.631 2,110 1,631 1,631 

Notes: Unit of observation is the occupation-market-year. All physician occupations are combined into one cate
gory. Specifications are restricted to occupation-markets present in both 1999 and 2002. Simulated HHI is scaled 
from Oto 1. Sample does not include observations from Texas. All specifications are weighted by average estimated 
employment in each occupation-market. Standard errors are clustered by market. 

•**Significant at the 1 percent level. 
u Significant at the 5 percent level. 
*Significant at the 10 percent level. 

The results are presented in Table 6. Columns 1 through 3 pertain to models using 
the change in log average earnings from 1999-2002 as the dependent variable, while 
columns 4-6 use the change in log employment as the dependent variable. The 
coefficient estimate on simb.HHI, in columns 1 through 3 is positive but imprecisely 
estimated, implying no significant impact of the merger on average earnings across 
all health-care occupations. The coefficient on the physician indicator in columns 
1 and 2 demonstrates that physicians experienced an increase of around 21 percent 
in average nominal earnings between 1999 and 2002 (relative to nonnursing health
care personnel). However, the coefficient estimate on Physician0 x sim b.HHI, is 
negative and significant in all models, revealing that earnings growth for physicians 
was lower in markets affected by the merger. Given the average value of 0.014 for 
sim b.HHls, the point estimate implies that the merger restrained growth in physi
cian earnings by approximately 3 percent in a typical market. The coefficient on the 
nurse indicator reveals that nurses experienced a small decrease in relative earnings 
over the same time period. However, the interaction term for nurses is positive and 
statistically significant, implying this decrease was offset at least in part in markets 
where Aetna and Prudential had premerger overlap (by approximately 0.6 percent 
in the typical market) . 

Columns 4 through 6 present estimates from specifications examining the impact 
of the merger on employment. The coefficients are again similar across all models. 
Relative to other health-care occupations, employment of physicians increased, while 
that of nurses decreased, during the study period. The point estimate on sim 6.HHls is 
negative and significant: in a typical market, the merger led to a drop in health care
related employment of 2.7 percent. The interaction between the physician indicator 
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and siml:J..HHI, is negative but noisily estimated, whereas the interaction between 
the nurse indicator and sim l:J..HHI, is large, positive, and marginally significant. The 
relative increase in nurse employment in geographic markets differentially affected 
by the merger suggests there was some substitution toward nurses in these markets. 
This explanation is buttressed by the earnings regressions, which found the merger 
depressed growth in physicians' earnings while modestly boosting nurses' earnings.35 

To summarize, we find that increases in market concentration predicted to occur 
in the wake of the Aetna-Prudential merger resulted in pronounced declines in 
health care-related employment. These declines were smaller for nurses than for 
other occupations on average (including physicians), and nurses also enjoyed wage 
increases relative to other occupations ( and physicians in particular). 36 The evidence 
suggests that market power facilitates the substitution of nurses for physicians. The 
results are also consistent with the exercise of monopsony power by insurers vis
a-vis physicians, as their relative earnings and employment growth declined most 
in markets with the largest predicted merger impact. Paired with the findings of 
the previous section, we conclude that in markets where Aetna and Prudential had 
substantial premerger overlap, insurers were able to exercise market power simul
taneously in input and output markets postmerger. Thus, the premium increases 
documented in the previous section likely understate the increase in insurer profits 
due to consolidation. 

V. Discussion and Conclusions 

The scope of the private health insurance industry is difficult to overstate. More 
than 170 million nonelderly Americans are privately insured, and this figure does 
not include the millions of publicly insured individuals whose coverage is out
sourced to private insurers. The recent health insurance reform legislation will 
further expand the reach of this industry, with the Congressional Budget Office pro
jecting an increase of 16 million in the number with private primary insurance by 
2019 (CBO 2010). In addition, the annual growth in employer-sponsored health 
insurance premiums has exceeded the annual growth in earnings by a factor of seven 
during the last several years (Romer and Duggan 2010).37 In this study, we investi
gate whether and to what extent increasing consolidation in the US health insurance 
industry is responsible for this rapid growth in premiums. 

We arrive at four main conclusions. First, most Americans live in markets served 
by a small number of insurers, and most markets are becoming more concentrated 
over time. We estimate that the fraction of local markets falling under the "highly 

35 As a robustness check, we estimated all models using 1999-2001 as the study period, as the BLS changed its 
methodology for constructing mean wages in 2002 (see online Appendix 6). Our findings are qualitatively similar. 

36We also estimated specifications subdividing the nurse category into two large subgroups (Registered Nurses 
-RNs and Licensed Vocational Nurses-LVNs). We find that only RNs earned higher relative raises in markets 
where the merger had most impact. LVN s enjoyed significant relative employment gains, whereas lhe employment 
gains for RNs were not statistically significant (although they are of similar magnitude). On the whole, the results 
are consistent with outward shifts of demand for both nursing types, with a Jess-elastic short-run supply curve for 
RNs. The results from these specifications are presented in online Appendix 6. We thank an anonymous referee for 
this suggestion. 

37 Data from the BLS "Employer Costs for Employee Compensation" survey indicate rhat workers' real average 
hourly wage and salary income increased by 0.7 percent annually from 2000 to 2009. During that same period, the 
growth rate in EST premiums was substantially higher at 5.1 percent per year (Romer and Duggan 2010). 

https://2010).37
https://earnings.35
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concentrated" category (per the DOJ's Horizontal Merger Guidelines) increased 
from 68 to 99 percent between 1998 and 2006. Second, premiums are not rising 
more quickly in markets experiencing the greatest increases in concentration, even 
controlling for a rich set of observable plan characteristics. 

Third, when we account for the fact that changes in concentration are not orthogo
nal to other determinants of premium growth, we find that increases in concentration 
do raise premiums. Our instrumental variables estimates, which exploit plausibly 
exogenous shocks to local market structure generated by the 1999 merger of Aetna 
and Prudential, imply that the average market-level changes in HHI between 1998 
and 2006 resulted in a premium increase of approximately 7 percentage points by 
2007, ceteris paribus. Given our sample includes both fully and self-insured plans, 
and insurers have less control over pricing of the latter, it is plausible that consoli
dation is associated with an even larger impact on fully insured plans, which are 
dominant in the individual and small group markets. 

Fourth, we find evidence that consolidation reduces the employment of health
care workers and may facilitate the substitution of nurses for physicians. Using data 
from the Occupational Employment Statistics survey between 1999 and 2002, we 
find the Aetna-Prudential merger reduced physician earnings in a typical market by 
3 percent and raised nurse earnings by 0.6 percent. The magnitude of this effect was 
higher {lower) in markets where the premerger shares of the two companies over
lapped more (less). Thus, the results imply that insurers exercised monopsonistic 
power against physicians in some markets during the period 1998-2002. 

Our findings indicate that Americans are indeed paying a premium on their health 
insurance premiums as a result of recent increases in market concentration of the 
health insurance industry. However, consolidation explains only a fraction of the steep 
increase in premiums in recent years. While 7 percent is large in absolute terms (it 
translates into approximately $34 billion in extra annual premiums), and large rela
tive to operating margins of insurers, it is only one-eighth of the increase in average, 
inflation-adjusted premiums observed in our sample during the same 1998 to 2006 
time period.38 

We caution that our analysis relies on a single merger whose substantial effects on 
market concentration persisted for just two years. However, it is among the largest 
mergers to date in the health insurance industry, and one with differential impacts 
across 139 geographic markets in the United States (implying 139 small experi
ments). Additional research that utilizes other plausibly exogenous sources of varia
tion in market structure would be valuable to assessing conduct in this important 
industry. We also emphasize that our sample consists primarily of large, multisite 
firms, and the results may not be generalizable to all market segments, including 
the small group and individual markets. 39 Finally, there has also been a great deal 
of consolidation across (as opposed to within) markets, the effects of which are not 
reflected in our estimates. 

38 As shown in Table 1, average premiwns in our sample increased from $4,104 in 1998 to $7,832 in 2006. 
Adjusting these both to 2007 dollars yields an increase in average, inflation-adjusted premiums of 54 percent. The 
$34 billion figure is based on an estimated $490 billion in total private insurance premiums in the United States as of 
1998 ( CMS 2011). The aggregate effect ofconsolidation on profits should be larger as the "premium on premiwns" 
does not incorporate reductions in provider payments obtained through the exercise of monopsony power. 

39High and increasing concentration has also been documented in the individual/ small group market (GAO 2009b). 

https://period.38
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COSTS AND SPENDING,HEALTH PROFESSIONALS,INSURANCE AND COVERAGE,POPULATION HEALTH 

The flurry of announced t1l and rumored l21mergers in the health insurance sector has 

focused attention on how the Antitrust Division of the Department of Justice (DOJ) might 

assess the combination of some (or all) of the big five players (in order of size by 

revenues: UnitedHealth, Anthem, Aetna, Humana, Cigna). 

There is no question but that consolidations of this magnitude would raise considerable 

concern for the simple reason that cost control in health care depends on competitive 

markets at both the payor and provider levels. Incidentally, robust payor competition is 

not only vital to the success of the Affordable Care Act [31(ACA), but also to voucher 

programs proposed [41by conservatives. 

http://healthaffairs.org/blog


CDIx354
Lessons From Previous Mergers 

Unfortunately, history does not provide much of guide as to how DOJ would assess any 

particular merger combination. This is because there are a number of distinct health 

insurance product markets that would need to be evaluated. 

Because each market is local, antitrust analysis would also require an assessment of the 

competitive overlap in each region. DOJ, which has been criticized [SJ for its inattention to 

health insurance consolidation, has challenged only four mergers of health insurance 

companies, in contrast to dozens of cases and investigations involving hospital mergers. 

The result: all were settled by consent decree where the insurers agreed to divest 

overlapping plans and secured the government's approval of the merger. 

In 1999 DOJ settled a case challenging Aetna's acquisition of Prudential Insurance [61, 
focusing on the Health Maintenance Organization (HMO) product market in the Dallas 

and Houston. In 2006 it challenged and settled the UnitedHealth's acquisition [?] of 

PacificCare Health Systems where the relevant product market alleged was the sale of 

insurance products to small group employers. In 2008, it focused on competitive effects 

in the Medicare Advantage market, settling its challenge to UnitedHealth's acquisition of 

Sierra Health Services [BJ plans in Las Vegas. Finally DOJ's complaint involving 

Humana's acquisition of Arcadian Management Services [91 Medicare Advantage 

business in 2012, also settled by a consent decree, alleged competitive harm in 45 

markets in five states. 

Complicating the analysis even more is the possibility that the government might find a 

competitive harm resulting from a merger's effect on providers, that is, the enhanced 

market power of the merged firm might enable it to "unduly reduce" payment to 

physicians, (10] a claim it advanced in the Aetna/Prudential and Humana/Arcadian 

mergers. 

Competition Concerns 

Given antitrust law's focus on distinct local markets, the strategy behind some mergers 

may be to find a partner with minimal overlapping business, agree to divest in the 

markets with large combined market shares, and march off into the sunset. This result 

would not well serve competition for a number of reasons. 

First, it's important to remember that both providers and payers are evolving as a result of 

health reform. Hopeful signs from a market competition standpoint include the willingness 

of insurers to enter new markets via the health insurance exchanges and to develop 

innovative integrated delivery systems, such as Accountable Care Organizations (ACOs) 
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in partnerships with hospitals and physicians. The lessons of oligopoly are pertinent here: 

consolidation that would pare the insurance sector down to less than a handful of players 

is likely to chill the enthusiasm for venturing into a neighbor's market or engaging in risky 

innovation. One need look no further than the airline industry for a cautionary tale. 

Secondly, a likely defense posits that mega mergers will enable payors to counter the 

market power of dominant "must-have" hospitals and specialty physician practices. This 

argument, which I have called the "Sumo Wrestler theory," holds that only a large payor 

can effectively bargain down the prices demanded by large providers. Payors will then 

pass along the savings to their customers. 

To be sure, there is substantial evidence [111 that a large share of health care cost 

increases is caused by dominant providers charging high prices. There are a number of 

reasons to be skeptical of the idea that consolidated insurers will bargain down prices 

with providers. There is no compelling economic evidence [121 that "bilateral" monopoly 

produces better results for consumers; and even if a dominant payor succeeds in 

bargaining successfully with providers it has little incentive to pass along the savings to 

its policyholders. Moreover, as experiences in Boston and Pittsburgh suggest, a 

showdown between the Sumo Wrestlers may result in a handshake [131 rather than a 

serious wrestling match. 

History also teaches that mergers often tend to beget mergers. There is a risk that the 

consolidation in the insurance sector will prompt even more mergers among hospitals, 

among physician groups, and acquisitions of physician practices, as each sector asserts 

a need to "level the playing field." Mergers are not always driven by efficiency 

considerations; sometimes a merger "cascade" occurs simply because the other guy is 

doing it, hubris, or even "empire-building [141." 

Policy Concerns 

A further concern relates to the influence that a highly concentrated insurance industry 

may wield in Congress, state legislatures, and regulatory agencies. With a large and 

growing portion of beneficiaries in Medicare and Medicaid served by private insurance 

companies, the laws and administrative regulations that govern plan bidding, appeals, 

and administration of health plans are increasingly important. 

The ability to influence these rules are as significant to the bottom line as any aspect of 

insurers' business operations. Although antitrust law does not explicitly take into account 

accumulating influence over the regulatory process, it is a concern that should call for 

greater scrutiny of mergers from politicians who claim to support market-based policies in 

health care. 
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Whether antitrust enforcement will deter excessive concentration in the insurance 

industry is an open question. If it fails, regulation may be the only alternative: state 

insurance regulators and state legislatures may need to step in to curb or undo 

consolidation or strengthen regulatory controls on insurer pricing. 

Article printed from Health Affairs Blog: http:/Jhealthaffairs.org/blog 
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AMA News Room 
search news 

July 24, 2015 

Insurance Mergers Will Reduce Competition and Choice 

For immediate release: 
July 24, 2015 

Statement attributed to: 
Steven J. Stack, MD 
President, American Medical Association 

''The American Medical Association believes patients are better served in a health care system that promotes 
competition and choice. We have long cautioned about the negative consequences of large health insurers pursuing 
merger strategies to assume dominant positions in local markets. Recently proposed mergers threaten to increase 
health insurer concentration, reduce competition and decrease choice. 

"The AMA's own study shows that there has been a serious decline in competition among health insurers with nearly 3 
out of 4 metropolitan areas rated as 'highly concentrated' according to federal guidelines used to assess market 
competition. In fact, 41 percent of metropolitan areas had a single health insurer with a commercial market share of 
50 percent or more. 

"Further AMA analysis shows that based on federal guidelines, the proposed Anthem-Cigna merger would be presumed 
to be anticompetitive in the commercial, combined (HMO+PPO+POS) markets in nine of the 14 states (NH, ME, IN, CT, 
VA, CO, GA, NV, KY) in which Anthem is licensed to provide coverage. 

"The lack of a competitive health insurance market allows the few remaining companies to exploit their market 
power, dictate premium increases and pursue corporate policies that are contrary to patient interests. Health insurers 
have been unable to demonstrate that mergers create efficiency and lower health insurance premiums. An AMA study 
of the 2008 merger involving UnitedHealth Group and Sierra Health Services found that premiums increased after the 
merger by almost 14 percent relative to a control group. 

"To give commercial health insurers virtually unlimited power to exert control over an issue as significant and sensitive 
as patient health care is bad for patients and not good for the nation's health care system. The U.S. Department of 
Justice has recognized that patient interests can be harmed when a big insurer has a stranglehold on a local market. 

"Given the troubling trends in the health insurance market, the AMA believes federal and state regulators must take a 
hard look at proposed health insurer mergers. Antitrust laws that prohibit harmful mergers must be enforced and 
anticompetitive conduct by insurers must be stopped. " 

### 

Editor's Note: The findings on health insurer consolidation come from the 2014 edition of AMA's Competition in Health 
Insurance: A Comprehensive Study of U.S. Markets, which offers the largest and most complete picture of competition 
in health insurance markets for 388 metropolitan areas, as well as all 50 states and the District of Columbia. The study 
is based on 2012 data captured from commercial enrollment in fully and self-insured plans, and includes participation 
in consumer-driven health plans. Credentialed members of the media can obtain a free copy of the AMA study by 
contacting AMA Media ft Editorial at: media@ama-assn.org. 

Media Contact: 
RobertJ. Mills 
AMA Media ft Editorial 
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Jennifer Chambers 
California Department of Insurance 
45 Fremont Street, 24th Floor, 
San Francisco, CA 94105 

Re: Follow-up comments regarding the proposed acquisition of Health Net, Inc. by Centene Corporation. 

To the Department of Insurance, 

As advocates for consumers on a number of health access, cost, and quality issues—including health 
insurance premium rates, network adequacy, and health insurance benefit design—we are concerned 
with the potential impact on consumers if these two corporations are to merge with inadequate 
safeguards. For the reasons discussed in our written and oral testimony, Consumers Union urges the 
Department to closely scrutinize this deal and, if the department decides to approve it, to impose 
undertakings that effectively protect consumer interests. 

Without repeating points we previously raised, we take the opportunity here to respond to some 
representations by the plans at the public hearing, held January 22, 2016. To wit, Centene’s statements 
related to: (I) premium rate setting, (II) maintenance of local control, (III) commitment to quality 
improvement, and (IV) commitment to adequate data security practices. 

I. A Commitment to be Better Than the Minimum: Premium Rate Setting 

As Centene and Health Net executives are surely aware, California is a file and use rate review state. 
While the state rigorously reviews rate filing justifications, our regulators are not statutorily empowered 
to block an unjustified or unreasonable rate increase. However, between 2011 and 2014, California 
consumers saved $349 million in excessive premium rates via the robust negotiating power wielded by 
our state regulators.1 In order to save consumers from being overcharged, however, there must be 
health plans that are willing to come to the table. Unlike some other health plans, Health Net has 
historically worked with our regulators and Covered California to finalize acceptable premium rates. We 
are therefore troubled that Centene demurred from committing to the practice of only going forward 
with those rate increases determined by regulators to be reasonable and justified. Rather, Centene 
would only commit to “following the law” with regard to rate review. We believe that these plans 
should strive for more than following the law—that should be a given and the bare minimum. We 

1 
CALPIRG Report: California Health Insurance Rate Review, 17 April 2014. Available at 

http://www.calpirg.org/reports/cap/california-health-insurance-rate-review. 
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therefore urge CDI to pursue a more robust commitment from Centene than to simply follow the law. 
We want assurances that a newly merged plan will improve consumers’ financial wellbeing , or at least 
not diminish it, and that includes a commitment to continue Health Net’s practice of working with the 
regulators to achieve acceptable premium rates. 

II. Maintaining Adequate Local Control 

As we stated in our oral and written testimony, maintenance of meaningful local presence in California 
is important. For that reason, we welcome commitments by Centene to maintain a local presence here. 
However, although we are reassured to hear that customer-facing services will remain in California, we 
are not convinced that the “local presence” promised fully encompasses the areas needed. Specifically, 
responses offered by Centene during questioning acknowledged that outside of customer-facing 
services, certain staffing “efficiencies” will be adopted. Consumers Union remains concerned that some 
of the staffing efficiencies envisioned by Centene includes centralizing legal services and regulatory 
compliance teams out of state. We urge CDI to inspect these planned efficiencies with particular 
attention to the expertise required to adhere to the regulatory system and consumer protections unique 
to California. Given our state’s unique regulatory framework, we urge CDI to pursue an undertaking that 
commits Centene to maintaining legal and regulatory staffing with in-state, California-specific expertise. 

III. Actual Achievement of Quality Improvement 

During the public hearing, Centene stated a willingness to commit resources to improving Health Net’s 
low quality ratings. Given the low scores earned by Health Net by several measures—as detailed in our 
testimony—we are pleased that Centene agreed to commit to this point. We urge the Department to 
memorialize this commitment as an enforceable undertaking. 

We note, though, that a commitment to additional resources is not enough. In its 2016 rate filing 
justification for the individual market in California, Health Net projected expending just 0.7% of revenue, 
(or, $2.68 PMPM), on quality improvement.2 Additional resources seem appropriate but, while a good 
start, do not come as a major commitment. Quality improvement is more than a promise to spend— it 
includes results such as improved quality ratings scores of health plans based on outside validated 
measurements. 

There are a number of valid and comprehensive measures of quality for health plans and providers. 
Importantly, these are measures not only of the quality of medical care but also of consumers’ 
experience getting the care they need in dealing with their plans. In securing this commitment from 
Centene, we also urge CDI to tie quality improvement obligations to more than one indicator to ensure 
comprehensive improvement across the broad scope of products offered by the two plans. For example, 
we suggest a commitment to achieve above average ratings on the Office of Patient Advocate Quality 
Report Card as well as the National Committee for Quality Assurance (NCQA) consumer satisfaction 

2 
Health Net rate filing justification, submitted to the California Department of Managed Health Care on 31 July 

2015 at p.120. 
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score for Medicaid Managed Care Organizations—both of which have conferred low scores on Health 
Net in the past—as well as on Covered California Quality Ratings. We further recommend that this 
undertaking require Centene-Health Net to report to the Department its action plans and progress on a 
regular basis, for example every six months; action plans that the Department deems inadequate to 
effectively improve quality must be improved upon until the Department is satisfied. 

In addition to achieving certain quality scores, there are other ways to determine whether Centene-
Health Net is providing a high quality product for its policyholders: average time it takes for 
policyholders to reach customer service, accuracy of the its provider directory, and both the number of 
independent medical reviews (IMRs) requested by policyholders and the rate of reversal of initial plan 
decisions. We recommend that CDI review the plans’ track record with regard to these and other 
measurable variables and commit the plans to tangible improvements wherever possible. 

IV. Data Security 

The fact that there is always a risk of data breach of health plans’ vast stores of data does not legitimize 
inadequately securing consumers’ very personal health and financial information. When consumers’ 
names, addresses, dates of birth, Social Security numbers, member identification numbers, and health 
information are lost to unknown parties, it is not enough to apologize and offer free credit and 
healthcare monitoring to those affected. The damage by then is already done. Yet, after a breach at this 
point, that seems to be consumers’ only protection. 

At the hearing on January 22, Health Net acknowledged a prior security lapse, which was the subject of a 
penalty by DMHC, and detailed its efforts to improve. In contrast, Centene was less forthcoming; it failed 
to acknowledge that the plan is actually currently missing six hard drives containing the personal and 
health information of nearly 950,000 individuals.3 This significant omission to the department suggests a 
lack of appreciation for either the gravity of the situation or the importance of transparency with 
regulators, policyholders, and the general public. 

If this merger is approved, Centene and Health Net will be tasked with combining two large data 
systems into one, perhaps leaving policyholders even more vulnerable to security lapses. We therefore 
urge the department to investigate the most recent data breach to determine the timeline when the 
hard drive loss was known versus when information was shared with the department, other regulators, 
and the general public. Additionally, both plans should be compelled to present to the department a 
clear strategy for safely and securely combining IT systems, as well as a strategy for the method, mode, 
and speed with which they will inform regulators and the public of any data breach. We believe notice 
must occur within days or weeks, not months, of any such breach. 

Conclusion 
We thank CDI for holding a public forum on this proposed acquisition, for your thorough process and 
examination, and the Department’s inclusion of consumer advocates and the general public in the 
review process. It behooves the Department to closely scrutinize this proposed acquisition in order to 
ensure the availability of affordable, high quality health insurance in California. Thus, if this deal is 

3 
Health Insurer Centene Missing Data Drives With Client Information, Reuters, 25 January 2016. Available at 

http://www.reuters.com/article/us-centene-privacy-harddrives-idUSKCN0V32RN. 
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approved, Consumers Union urges you to impose undertakings that will effectively protect consumer 
interests. 

Sincerely, 

Dena B. Mendelsohn 
Staff Attorney 
Consumers Union 

– Consumers Union – 4 
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BEFORE THE COMMISSIONER OF INSURANCE 
OF THE STATE OF CALIFORNIA  

IN THE MATTER OF: ) 
)

The Proposed Acquisition of Control of: ) 
)  File No. APP-2015-00889 

HEALTH NET LIFE INSURANCE )
COMPANY, a California domestic stock )
insurer and indirect subsidiary of ) 

) SUPPLEMENTAL WRITTEN HEALTH NET, INC., a Delaware 
)  TESTIMONY OF STEVEN 

corporation ) SELL ON BEHALF OF HEALTH NET 
) LIFE INSURANCE COMPANY AND 

BY ) HEALTH NET, INC. 
)

CENTENE CORPORATION, a Delaware 
)

corporation 
) 
)AND 
) 
)CHOPIN MERGER SUB I, INC. and 
)CHOPIN MERGER SUB II, INC., each a 
)Delaware corporation 
) 

1. My name is Steven Sell.  My business address is 21650 Oxnard Street, Woodland Hills, 
California 91367. 

2. I am the President of Health Net Life Insurance Company, Inc., a California domestic 
stock insurer (“HNLIC”), Health Net of California, Inc. (“HNCA”), a California health care 
service plan licensed under the Knox-Keene Health Care Service Plan Act of 1975, as amended 
(“Knox-Keene Act”) and the “Western Region” for Health Net, Inc., a Delaware corporation 
(“Health Net”). 

3. On January 22, 2016, a hearing was held before the California Insurance Commissioner, 
Dave Jones (the “Commissioner”), with respect to the above-captioned matter (the “Hearing”). 

4. At the Hearing, the Commissioner requested that business plans for Health Net and its 
Knox-Keene Act subsidiaries (i.e., HNCA, Health Net Community Solutions (“HNCS”), 
and Managed Health Network (HNCA, HNCS and Managed Health Network, together , the 
“Knox-Keene Plans”)) be submitted to supplement the record. 
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5. A general over-view of Health Net’s and the Knox-Keene Plans’ respective operations is 
as follows: 

6. Health Net. Health Net is a publically traded Delaware corporation.  Through its 
operating subsidiaries, Health Net delivers managed health care services through health plans 
and government-sponsored managed care plans.  Those subsidiaries provide and administer 
health benefits to approximately six million individuals across the country through group, 
individual, Medicare, Medicaid, dual eligible, U.S. Department of Defense, including TRICARE, 
and U.S. Department of Veterans Affairs programs.  Through its subsidiaries, Health Net also 
offers behavioral health, substance abuse and employee assistance programs, and managed 
health care products related to prescription drugs. 

7. Investment Summary. Consistent with the Commissioner’s goals, Health Net, through 
its subsidiaries, maintains (i) a $10 million investment in the California Organized Investment 
Network (COIN); (ii) no investments in thermal coal; and (iii) no investments in Iran or any 
Iranian related companies identified on the Commissioner’s List of Companies Doing Business 
with the Iranian Petroleum/Natural Gas, Nuclear, and Military Sectors, dated as of October 17, 
2014. 

8. HNCA.  HNCA is a California corporation and wholly-owned subsidiary of Health Net. 
HNCA is a Knox-Keene Act licensee operating commercial, Medicare and Medi-Cal lines of 
business throughout California.  HNCA is a direct Medicare contractor with the Centers for 
Medicare & Medicaid Services (“CMS”).  As of September 30, 2015, HNCA had a total 
membership of approximately 1,279,478, including 217,451 Covered California members, 
553,144 other commercial members, 167,064 Medicare risk members, and 341,819 dental 
Medicaid members. 

a. HNCA files its annual audited and quarterly financial statements and other reports 
with the California Department of Managed Health Care (“DMHC”) and as of 
September 30, 2015, HNCA had a total net worth of $1,001,178,415 and tangible net 
equity of $946,787,965, including excess tangible net equity of $767,993,991. 
During the nine month period ended September 30, 2015, HNCA had revenue of 
$5,748,497,141; total expenses of $5,861,709,923, including $5,088,911,272 of 
medical and hospital expenses and $782,833,107 of administrative expenses; and 
$(10,034,456) of income taxes, and earned a net loss of $(113,212,782). 

9. HNCS.  HNCS is a California corporation and wholly-owned subsidiary of Health Net. 
HNCS is a licensed health care service plan operating Medi-Cal and Medicare lines of business 
in California.  HNCS is a direct Medi-Cal contractor with the California Department of Health 
Care Services (“DHCS”).  HNCS has direct contracts with DHCS in Los Angeles, San Diego, 
Sacramento, San Joaquin, Tulare, Kern and Stanislaus counties.  In addition, HNCS is a Medi-
Cal subcontractor for The Fresno-Kings-Madera Regional Health Authority, under the name of 
CalViva Health, which is a direct Medi-Cal contractor with the DHCS and is an indirect Medi-
Cal contractor in Riverside and San Bernardino Counties through a subcontract with Molina 
Healthcare of California.   
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a. As of September 30, 3015, HNCS had a total membership of approximately 
1,800,934 including 1,441,976 Medi-Cal risk members, 321,946 Medi-Cal risk 
members  subcontracted from CalViva, 13,198 Medi-Cal risk members subcontracted 
from Molina, and 23,814 Cal MediConnect (dual eligible) members. 

b. HNCS files its annual audited and quarterly financial statements and other reports 
with the DMHC and as of September 30, 2015, HNCS had a total net worth of 
$518,257,594 and tangible net equity of $488,257,594, including excess tangible net 
equity of $358,805,626.  During the nine month period ended September 30, 2015, 
HNCS had revenue of $5,027,886,478; total expenses of $ 4,672,179,979, including 
$3,939,668,229 of medical and hospital expenses and $461,210,521 of administrative 
expenses; and $271,301,229 of income taxes; and earned net income of 
$355,706,499. 

10. Managed Health Network. Managed Health Network is a California corporation and 
wholly-owned subsidiary of Managed Health Network, Inc., (“MHN”) a Delaware corporation, 
which, in turn, is a wholly-owned subsidiary of Health Net.  Managed Health Network is a 
specialized Knox-Keene Act licensee operating a mental health and chemical dependency line of 
business. 

a. As of September 30, 2015, Managed Health Network had a total membership of 
approximately 985,886 large group commercial members. 

b. Managed Health Network files its annual audited and quarterly financial statements 
and other reports with the DMHC and as of September 30, 2015, Managed Health 
Network had a total net worth of $6,623,624 and tangible net equity of $6,623,589, 
including excess tangible net equity of $5,933,936.  During the nine month period 
ended September 30, 2015, Managed Health Network had revenue of $12,317,895; 
total expenses of $10,387,001, including $6,826,282 of medical and hospital 
expenses, $2,232,365 of administrative expenses, and $1,328,354 of income taxes; 
and earned a net income of $1,930,894. 

11. Attached hereto as Appendix 1 is a Confidential Supplement to this Supplemental 
Written Testimony containing a narrative business plan and pro forma financial projections for 
each of the Knox-Keene Plans, Health Net Health Plan of Oregon, Inc. and Health Net Access, 
Inc.  With respect to Health Net’s business plan, attached hereto and incorporated herein by 
reference as Appendix 2, is a copy of Health Net’s Form 10-K for the fiscal year ended 
December 31, 2014.  As Health Net is essentially a non-operating holding company, its financial 
results are, for the most part, comprised of the results of the operations of its subsidiaries, 
including HNLIC, HNCA, HNCS and Managed Health Network, for whom projections are 
included or were previously provided. 

*  *  *  *  *  *  * 
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Steven Sell, deposes and says that he is the President ofHealth Net Life Insurance 
Company and Health Net of California, Inc., that he has read the foregoing Supplemental 
Written Testimony and knows the contents thereof and that the same are true of his own 
knowledge. 

By: 

Dated: ___/_-_,,2_j_-_/_t_ 
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APPENDIX 1 – BUSINESS PLANS 

[redacted] 
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EXHIBIT A TO APPENDIX 1 

[redacted] 
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APPENDIX 2 

HEALTH NET’S FORM 10-K FOR THE FISCAL YEAR ENDED DECEMBER 31, 2014 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, DC 20549 

FORM 10-K 
(Mark One) 
⌧ ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 

For the fiscal year ended December 31, 2014 
o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 

For the transition period from  to 
Commission File Number: 1-12718 

HEALTH NET, INC. 
(Exact Name of Registrant as Specified in Its Charter) 

Delaware 95-4288333 
(State or Other Jurisdiction (I.R.S. Employer 

of Incorporation or Organization) Identification No.) 

21650 Oxnard Street, Woodland Hills, CA 91367 
(Address of Principal Executive Offices) (Zip Code) 

Registrant’s Telephone Number, Including Area Code: (818) 676-6000 
Securities Registered Pursuant to Section 12(b) of the Act: 

Title of each class Name of each exchange on which registered 

Common Stock, $.001 par value The New York Stock Exchange 

Rights to Purchase Series A Junior Participating Preferred Stock The New York Stock Exchange 

Securities Registered Pursuant to Section 12(g) of the Act: None 

Indicate by check mark whether the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.  Yes ⌧  No o
Indicate by check mark whether the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.  Yes o  No ⌧
Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 

during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing 
requirements for the past 90 days.  Yes ⌧  No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required 
to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the 
registrant was required to submit and post such files).  Yes ⌧  No o

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be contained, to the best 
of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form 10-K or any amendment to this 
Form 10-K. ⌧

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See the 
definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act. (Check one): 

⌧ Large accelerated filer o  Accelerated filer o  Non-accelerated filer o Smaller reporting company 

(Do not check if a smaller reporting company) 
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).  Yes o  No ⌧
The aggregate market value of the voting stock held by non-affiliates of the registrant as of June 30, 2014 was $3,265,069,381 (which represents 78,600,611 

shares of Common Stock held by such non-affiliates multiplied by $41.54, the closing sales price of such stock on the New York Stock Exchange on June 30, 
2014). 

The number of shares outstanding of the registrant’s Common Stock as of February 23, 2015 was 76,903,375 (excluding 76,238,167 shares held as treasury 
stock). 

Documents Incorporated By Reference 
Part III of this Form 10-K incorporates by reference certain information from the registrant’s definitive proxy statement for its 2015 Annual Meeting of 

Stockholders to be filed with the Securities and Exchange Commission within 120 days after the close of the year ended December 31, 2014. 
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