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A FRESH PERSPECTIVE

Coventry Healch Care

At Coventry Health Care, we are driven to ensurc that every person and orghnization we serve receives
the greatest possible value for their health care investment. We do this by bringing together members,
employers, and providers, making available the best possible information; and together devising
solutions that help people enjoy oprimal health.

|
Currently, we serve more than 4.6 million members in all 50 scates. Thl‘ULElgh our three divisions—
Commercial, Individual Consumer & Government, and Specialty—ve provide a full range of

products and services, including group and individual health insurance, Mcdicare and Medicaid

- . } .
programs, and coverage for specialty services such as workers’ compensation.

We are committed to delivering these products and services to an ever-widening base of customers.
Coventry has the expertise, the experience, and the agility to craft thé new products, the
new processes, and the new services needed to make health care fnore accessible

and affordable vo all Americans.
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Section
SELECTED CONSOLIDATED FINANCIAL INFORMATION
{in thousands except per share and membership data) APR 0 7 2008
December 31, \NaShlflqt?ns DC
2007 2006 2005 20040 2003
OPERATIONS STATEMENT DATAW
Operating revenues $9,879,531 $7,733,756 §$G,611,246 $5,311,969 $4,535,143
Operating earnings 932,632 841,003 791,818 496,671 366,197
Earnings before income taxes 994,870 896,348 799,425 526,991 393,064
Net earnings 626,094 560,045 501,639 337.117 250,145
Basic earnings per share 4.04 3.53 3.18 2.55 1.89
Diluted earnings per share 3.98 3.47 3.10 2.48 1.83
BALANCE SHEET DATAY
Cash and investments $2,859,237 $2,793,800 $2,062,893 $1,727,737 $1,405,922
Total assets 7,158,791 5,665,107 4,895,172 2,340,600 1,981,736
Total medical liabilities 1,161,963 1,121,151 752,774 660,475 597,190
Long-term liabilicies 445,470 309,616 309,742 25,854 27,358
Debt 1,662,021 760,500 770,500 170,500 170,500
Stockholders’ equity 3,301,479 2,953,002 2,554,703 1,212,426 928,998
OPERATING DATAWM
Medical loss ratio 79.6% 79.3% 79.4% 80.5% 81.2%
Operating earnings ratio 9.4% 10.9% 12.0% 9.4% 8.1%
Administrative expense ratio 18.1% 17.3% 17.9% 11.5% 12.0%

Basic weighted average shares outstanding 154,884 158,601 157,965 132,188 132,170
Diluted weighted average shares outstanding 157,357 161,434 161,716 135,884 136,148
Total membership 4,673,000 4,107,000 3,706,000 2,509,000 2,383,000

{1} Operations Statement Data include the resules of operations of acquisitions since the dace of acquisition. Balance Sheer Dara reflect
acquisitions as of December 31 of the year of acquisition.

TOTAL REVENUE EARNINGS PER SHARE OPERATING EARNINGS
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(CAGR represents the compound annual growth rate)
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Letter zo
Our Shareholders

A t Coventry, our goal is straightforward: to ensure that every
i:

person and organization we serve receives the greatest possible

value for their investment in health care. This goal shaped every
step we took in 2007. We found smarter ways to operate. We encour-
aged our people to push to the next level, empowered them to make
decisions, and gave them the tools to execute. When we entered a

new market or launched a new product in 2007, we intended to win.

But fundamentally, our business is about helping people. Our job is to bring
together members, employers, and providers, make available the best possible

information, and together devise solutions that help people enjoy optimal health.
That is the key to our success, and that is what our 2007 results demonstrate.

A RECORD-SETTING YEAR
Coventry is a company on the move. We bring attractive products and attentive
service to business groups of all sizes. Enrollment in the small group segment
grew 0 percent organically in 2007. At the same time, membership in our individual
plans more than doubled, an important milestone considering the growing
number of uninsured in our country.
In addition, we successfully launched a Medicare Advantage Private Fee-for-
Service business, adding 166,000 members. Our Medicare Part D
Prescription Drug program enjoyed a second outstanding year, with more
than 700,000 members now enrolled. We also grew our network-based
Medicare products, achieving more than 10 percent organic member-
ship growth and further expanding our footprint.
We also took a number of steps to strengthen and grow our com-
p\'fmy. We made four acquisitions that impacted all lines of




MORE THAN 4.6 MILLION CUSTOMERS ACROSS ALL 50 STATES

s - - - — N

business, from Medicaid 1o workers’ compensation,
where we are the national leader. We also took
advantage of our improved credit rating to refinance
our debt at terms that are more favorable. This
transaction not only reinforces our organizational
stability but also gives us additional flexibility to
meet our customers’ needs.

There were, however, areas where we fell short
of the mark. Retention efforts for some of our large
groups did not produce the renewal business we
would have liked. As a result, we are re-examining
these programs to make sure they are fully respon-
sive to large group needs. We are also redoubling
our efforts to serve more Medicaid members, an
area of our business that saw no organic growth dur-
ing 2007. We believe that additional states will ben-
efit from our expertise in improving the health of
state recipients while lowering public expenditures.

In 1998, we had health plans in three mar-
kets, serving 1.4 million members. At the end of
2007, we were a national company with more than
4.6 million members. Our success in providing the
products and services people want is directly
reflected in our revenue growth. In 1998, our reve-
nues were $2.1 billion. In 2007, they reached $9.9

billion, while our earnings also continued to increase.

A FAST-CHANGING LANDSCAPE
There is no doubt that the challenge of making
health care more widely affordable and accessible is
growing dramatically in complexity and intensity.
The agility and initiative that Coventry has demon-
strated again this year will be in high demand as we
move forward.

A number of well-publicized factors contrib-
ute to the urgent need for action. Medical costs

e

continue fo rise in excess of inflation as new high-
tech diagnoses and treatments are introduced and
the population ages. Rising costs are driving employ-
ers to shift payment responsibility to employees and
retirees, either by dropping coverage or raising pre-
miums. Individuals now make more health payment
decisions and share more of the costs.

Coventry has the expertise, the experience, the

capability, and, most importantly, the agility

and drive to belp craft the new products, the new

processes, and the new services that are essential to

delivering affordable health care.

But not all of these individuals are seeking
insurance. There are currently 47 million uninsured,
a population growing at an annual rate of 2.5 per-
cent. At the same time, higher consumer out-of-
pocket payments and the increase in the number of
uninsured continues to aggravate the bad-debrt prob-
lem for providers.

High-tech care and an aging population are
also behind the unprecedented spike in Medicare
and Medicaid costs. Medicare and Medicaid costs
are expected to surge from 4.8 percent of GDP in
2007 1o 8.1 percent in 2020.

The next administration in Washington will
inevitably tackle these issues, but the exact form
their initiatives will take is unclear. At the very least,

we can expect greater governmenr intervention in
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2007 REVENUE GROWTH OF 28% TO NEARLY $10 BILLION

2007 HIGHLIGHTS:

Coventry moved forward decisively in each of our businesses in

2007, increasing our capacity to make affordable, accessible healch

care a reasonable option for more Americans:

Continued to grow the small group business with consistent operat-
ing margins.
Continued the development of new commercial markets in

Oklahoma, South Carolina, and Tennessee while announcing

a new market entry in Tampa.

More than doubled our individual membership to 93,000 by intro-
ducing our CoventryOne product in all our health plan markets.

Suceessfully launched a Medicare Advantage Private Fee-For-Service
business, expanding the program to more than 166,000 beneficiaries

across [l)t munrry.

Achieved more than 10 percent membership growth in our network-
based Medicare Advantage products, opening new markets, expanding
current geagraphies, and continuing to grow our network of doctors

and hospitals.

Positioned our Medicare Parr D) prescription drug business in all 50
states, introduced a low price-point product to help those beneficiaries

with modest incomes, and grew membership to more than 700,000,

Accelerated momentum in our workers’ compensation business,

thanks to an acquisition that positioned us as the market leader.

Completed four acquisitions that impacted all lines of business,
strategically deploying more than $1.2 billion.

Placed $800 million of new senior notes and upsized and improved
our line of credit, producing savings that rranslate into lower

premiums and even more efficient service.

Directly added to shareholder value by buying back 7.5 million shares

for nearly $430 million, our largest share repurchase program ever.

the markertplace, a greater variety of experimental
approaches at the state level, and greater consumer
involvement. In the case of the uninsured, this could

mean the state-driven expansions of Medicaid as
well as growth of individual product options.

The private sector has a role to play that is
crucial to the success of these efforts. For instance,
the states are increasingly turning to third parties to
administer managed care for Medicaid. To the
extent that Medicaid is expanded to cover the unin-
sured, the expertise that the private plans bring to
the table will be crucial. Limiting the growth of the
uninsured will depend on the private sector’s ability
to design innovative plans that make health insurance
affordable for small groups as well as individuals.

A RELENTLESS COMMITMENT TO VALUE

Whatever solutions are devised, they are likely o
involve public-private partnerships. Coventry has
the expertise, the experience, the capability, and,
most importantly, the agility and drive to help craft
the new products, the new processes, and the new
services that are essential to delivering affordable
health care.

As our results this year have shown, we have
strengths in many areas—in employer group insur-
ance, in Medicare, and in individual insurance—
that will be part of a health-care solution, regardless
of the specific steps taken on the federal and state
level. Moreover, we have a deep commitment to
maximizing the value of every dollar spent on health
care. We understand this means more choices, lower
costs, and more consistent, high-quality care.

How do we translate this commitment into
action? At Coventry, we focus intently on opera-
tional excellence, constantly seeking ways to elimi-
nate redundancy and streamline processes. Our
technology investments are a case in point. By con-
solidating our health plan operations on a single I'T

Coventry Health Care | page 4
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| “As a company, the ability to fulfill our responsibility to share-
holders rests squarely on our success in helping more people
i receive the most effective health care possible.”

- E - - B - -

placform, we are reducing paperwork, accelerating
claims processing, and managing the flow of infor-
mation so that it reaches the people who need it—
consumers, providers, and employers—when it is
most useful. This is one way we deliver value.

We also have a deep understanding of local
market dynamics. We know the markets we serve,
and our immediate presence enables us to respond
quickly and appropriately, crafting the right provider
networks and the right product designs for each
market. This is another way we deliver value.

Finally, we have great respect for the members
of our team, for their integrity, ingenuity, and deter-
mination to provide the best possible service to our
customers. The mark of this respect is the business
environment we have created. Qur employees are
encouraged to reach across the organization and to do
whatever is necessaty to get the job done. This could
mean working behind the scenes to coordinate the
care of a member in an emergency. It could also mean
responding nimbly to a marketplace need by intro-
ducing new products like our Medicare Advantage
programs and our Medicare Part D plans. Ultimately,
the value we offer resides in our people, who are
empowered, but also held accountable for providing
the highest standards of service, whether they are
working with members, employers, or providers.

MOVING FORWARD CONFIDENTLY

Although we were pleased with our performance in
2007, we are never satisfied. In our Commercial
business, our expansion into Oklahoma, South
Carolina, and Tennessee in 2007 gives us the ability
to reach new customers. We will follow up in 2008
by entering several additional markets, including
Tampa and other logical market opportunities.

We will also add to our momentum in indi-
vidual coverage by targeting new markets beyond
our health plans. Our ability to offer individual
insurance throughout the country is a significant
growth opportunity for Coventry and allows us to
deliver affordable health care coverage to many who
need to make that purchase directly for themselves
and their families. We are also pursuing a range of
specialty products that complement our existing
offerings including behavioral health, life,-and den-
tal insurance.

In our Medicare business, we will continue to
expand our network-based footprint by entering
new markets—Nebraska, [llinois, Utah, and new
counties in Georgia—and introducing new products
building on our successful Medicare Advantage ini-
tiatives. We expect to add 100,000 Medicare
Advantage members and increase enrollment in
Medicare Part D significantly.

This is an ambitious agenda, but it is one that
we welcome. As a company, the ability to fulfill our
responsibility to shareholders rests squarely on our
success in helping more people receive the most
effective health care possible. As our employees have
demonstrated this year, we have the drive and the

commitment to make it happen.

Sincerely,

@m C. \.d\ig

Dale B. Wolf
Chief Executive Officer
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Principles of Value

As an organization, our long-term success depends on the ability to translate our commitment to affordable

and accessible healch care into real change. We look to four principles to guide us as we strive to provide

exceptional value for members, employers, and providers:

EASY AND SIMPLE EXPERIENCE. EVCI’}’OI‘IC at
Coventry is uncompromising in their commitment to
ensure that all our customers have an easy, simple, and
productive expertence—whether enrolling as a new

member, refilling a prescription, or filing a claim.

OPERATIONAL EXCELLENCE. We pay fanatical
attention to operational excellence, continually
refining the advanced platforms and processes that
are essential to what we do: delivering a growing
range of services in the most efficient, cost-effective

way possible to an ever larger number of people.

FINANCIAL DISCIPLINE. At every level, we guard
our financial resources scrupulously, knowing that
financial discipline provides the foundation upon
which we can deliver products and services with

great value.

EMPOWERING ENVIRONMENT. Underlying the
performance in each of these areas is our belief that
taking exceprional people, placing them in an
empowering environment, and holding them
accountable for their efforts is the best way to exceed

expectations in whatever we do.
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EASY AND SIMPLE EXPERIENCE

Anticipating Our Customers’ Needs

OPERATIONAL EXCELLENCE
Delivering Exceptional Value Every Day

FINANCIAL DISCIPLINE

Enabling a Higher Level of Service

AN EMPOWERING ENVIRONMENT

Tapping the Drive & Integrity of Our Team
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“I live by myself, and I worry, so it’s a great comfort knowing that l_.f { have a question,

I can just call my care manager, Sue Bohmbker, and she’ll rrack dotwn an answer for me

if she doesw’t alveady know it. She’s become a true friend. No matter what happens,
talking it over with her makes me feel 100 percent better.”

Betty Seidler
Medicare Advantage Member



1. Easy and Simple Experience

ANTICIPATING OUR CUSTOMERS’ NEEDS

Betty Seidler has always been fiercely inde-
pendent—and the support she receives through
Coventry’s Medicare Advantra® Freedom plan
ensures that she continues to remain self-sufficient,
even in the face of serious illness. The plan, which is
offered through West Virginia’s Public Employee
Insurance Association, pays most of her medical
bills and her prescription drug costs. “I don't know
what I would do without them,” she says simply.

As important as this financial support is to
her, it is the ease of reaching her complex case man-
ager, Sue Bohmker, for guidance and support that
means the most to her, “We talk regularly,” Berty
says. “And Sue calls if she doesn’t hear from me. She
treats me like I'm her only concern.”

For Sue Bohmbker, a registered nurse, helping
people like Betty Seidler is a source of real satisfac-
tion. She admires Betty’s determination to take an
active role in her care. “She is an inspiration to me,”
Sue says. “I ger off the phone after talking to her,

and [ feel renewed.”

Reaching out to people on the telephone is
one way that Coventry makes it easy for our cus-
tomers to get the information and guidance they
need. Working together with providers, we created
Directprovider.com, a secure Internet site that can
help them better serve their patients and process
claims more efficiently. They can locate a member’s
ID number, track claims, and request adjustments.

We also continued development of our com-
prehensive wellness program. Included are several
online wellness tools, including a health risk survey,
diet and exercise programs, and a special site for
children and teens. And for employers, we continu-
ously improve our online employer portal to enable
clients to more carefully administer their plan and
monitor their expenditures.

As a leader in the industry, Coventry is com-
mirted to investing in technologies that improve
service, reduce costs, contribute to good health
and well being, and make it easier for us ro build
productive relationships with our members, provid-

ers, and employers.
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2. Operational Excellence

DELIVERING EXCEPTIONAL VALUE EVERY DAY

George Bahls' life changed in a flash. The
Springfield, Iliinois, businessman was checking on a
gas leak in a property he owned in Mexico City
when a spark set off an explosion. He arrived at the
local hospital covered in third-degree burns. When
she got the news, his wife Yvette rook the next pos-
sible flight to Mexico. On the way to the airporrt,
she had the presence of mind to contact Coventry.
That call made all the difference in the world.

While Yvette focused her attention on caring
for her husband, a Coventry team swung into action,
working across borders to authorize payment to the
Mexican hospital so George could be released and
arranging for him to be airlifted to a burn center
near the Bahls’ home. George was back in the
United States within 48 hours. After ten weeks in
the hospital, he is well on the road to recovery and
planning his return to work.

At Coventry, mobilizing our resources at a
moment’s notice is what we do. “In a sicuation like

this, we have to make every second count,” says

Samantha Irvin, a customer communications spe-
cialist who took the call from Yvette Bahls.

Large corporations also benefit from Coventry’s
relentless focus on operational excellence. When
General Electric selected Coventry to provide health
insurance coverage for 6,000 of its employees this
year, our team implemented the transition flawlessly.
Citing our service teams for their professional, ener-
getic, and proactive approach, General Electric hon-
ored our company with the Newcomer Award at this
years National Carrier Summit. This is quite an
accomplishment, coming as it does from a company
known for its unmatched quality and excellent service.

The level of expertise that both GE and the
Bahls enjoyed is our everyday standard at Coventry.
Over 90 percent of our members and 87 percent of
our providers rated Coventry customer service satis-
factory or better. “We have strong relationships with
Coventry,” says Andrew Thompson, director of
managed care services of the Richmond Division of
HCA Physician Services. “We don’t typically have

an issue, but if we do, one phone call handles it.”
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“The people at Coventry took a tremendous burden off my shoulders. Not ouly did they
keep me informed throughout my busband’s treatment about the arrangements
they were making, but they checked in. Sfrom time to time to see how I was

doing. They really care.”

Yvette Bahls
C oveilf;y Member
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“Coventry helped us design a dual HSA/HRA plan that not only {tlllﬂwed us to continue
offering bealth insurance, but made it much more affordable for our company and our

employees, Our new coverage has been very well acce;i)ted. 7

Julie Stern -

Human Resources Manager, Wi, Nobbe & Company
|



3. Financial Discipline

ENABLING A HIGHER LEVEL OF SERVICE

It’s a simple equation. The more efficient we
are as a company, the more resources we have to
invest in better service, innovative programs, and
more affordable coverage. At Coventry, we relent-
lessly focus on the smallest derails, knowing that
thousands of small adjustments will resule in big
savings across our company.

This financial discipline gives us the latitude
o fine-tune our coverage to meet the needs of
employers and individuals. Offering health insur-
ance is an important priority for Wm. Nobbe &
Company, a farm-equipment dealership with loca-
tions in Illinois and Missouri. This family-owned
business makes a poinr of treating all 70 employees
like family, but the company’s premiums had
become increasingly costly.

Julie Stern, the company’s human resources
manager, was charged with investigating other
options. Coventry worked with Julie to custom
design a HSA/HRA benefits program that made

financial sense for Wm. Nobbe as well as for its

employees. “The company is very pleased to have a
real health insurance benefit to offer,” she says.

Our financial discipline also gives us more
latitude in individual coverage. Bill Marks, an insur-
ance broker in South Hills, Pennsylvania, was in a
serious car accident in 1992. Although he recovered,
a damaged pituitary gland left him a diabetic.

Bill became an impassioned advocate for
diabetics—he’s on the board of the local chapter
of an advocacy organization—but as a broker he
knew that the insurance options for diabetics were
extremely limited. His only alternative: an expensive
group policy through a local nonprofit.

Enter Coventry Health Care. “When 1 found
that Covenrtry was introducing an individual policy
that would cover oral diabetics, I applied right away,”
he says. “My experience with the company has been
exceptional.” Not only was Bill approved within
days, but he cut his monthly premium in half, and
he didn’c have to switch physicians. “I feel lucky to

have found them,” he says.
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4. An Empowering Environment

TAPPING THE DRIVE & INTEGRITY OF OUR TEAM

A better customer experience. New standards
of operational excellence. Rigorous financial discipline.
These are goals that we pursue each day at Coventry.
But we would not be able to make progress in any of
these areas if we did not empower our employees to
take ownership, mobilize others, and to act boldly on
behalf of our members, employers, and providers.

In a disciplined organization, empowerment
leads directly to innovation. For example, a crucial
challenge for Medicaid programs is connecting
members to preventive health care services. In
Michigan, employees at Coventry’s Medicaid orga-
nization took the lead in forging a partnership with
Detroit-area physicians and the City of Detroit
Health Department through their Women, Infants,
and Children (WIC) nutrition program to address
this problem.

WIC provides health screenings, nutri-
tional counseling, food vouchers, and community
referrals for pregnant women, new breastfeeding
mothers, and children under five, who meet income
eligibility guidelines.

By organizing and staffing WIC clinics in
physicians’ offices, Coventry has made it easier for
participants in the WIC program to get preventive
care. The results are significant. “We have increased

the number of children who are tested for lead

poisoning through the WIC program,” says Beverly
Allen, who was instrumental in establishing the pro-
gram. “We are proactive in referring children with
health risks to the care and services they need, in
order to stay healthy.”

In West Virginia, Coventry employees launched
an innovative campaign to minimize household
exposure to lead, which is toxic to children, even in
small doses. Immediately after the holiday season,
Coventry delivered over 11,000 lead test kits to
Medicaid recipients with children under 10 years of
age so that they could test toys and surfaces in their
home for dangerous lead contaminarion.

This kind of empowerment shapes even the
most routine transactions. After he gor off the tele-
phone with Carlavon Williams, a customer service
representative serving rmembers at the University of
Missouri, business school professor Stephen Ferris
wrote, “Frankly, T am not used to this kind of highly
professional, prompt, and courteous service from a
large organization. I wish I dealt with more customer
service reps who were as polite and as effective.”

Professor Ferriss experience is the norm for
Coventry. We are an empowered organization, 15,000
strong, unified by our common goal of providing

exceptional service to our customers.
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“We kenew thag bosting clinics for the Women, Infants, and Children nutrition program

in physicians’ offices wonld make it much more convenient for participants to get

regular preventive care that can do so much ro improve their health. So we approached

local physicians with the idea of setting up mobile clinics in their offices.”
Jessica Gardon-Rose, Director of Quality Improvenent (foreground)

Beverly Allen, Detroit Medicaid CEO
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Consolidated Balance Sheets

CovenTry HeaLTH CARE, INC. AND SUBSIDIARIES
(in thousands)

December 31,
2007 2006
ASSETS
Current assets:
Cash and cash equivalents $ 945,535 $1,370,836
Shore-term investments 155,248 292,392
Accounts receivable, net of allowance of $3,424 and $1,906
as of December 31, 2007 and 2000, respectively 263,021 209,180
Orther receivables, net 313,350 164,829
Orther current assets 169,547 97,145
Total current assets 1,846,701 2,134,382
Long-term investments 1,758,454 1,130,572
Property and equipment, net 321,287 315,105
Goodwill 2,573,325 1,620,272
Other intangible assets, net 590,419 388,400
Other long-term assets 68,605 76,376
Total assers $7,158,791 $5,665,107
LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Medical liabilities $1,161,963 $1,121,151
Accounts payable and other accrued liabilities 518,806 460,489
Deferred revenue 69,052 60,349
Current portion of long-term debt — 10,000
Total current liabilities 1,749,821 1,651,989
Long-term debt 1,662,021 750,500
Other long-term liabilities 445,470 309,616
Total liabilities 3,857,312 2,712,105
Stockholders’ equity:
Common stock, $.01 par value; 570,000 authorized
189,894 issued and 154,630 outstanding in 2007
187,630 issued and 159,441 ourstanding in 2006 1,899 1,876
Treasury stock, at cost; 35,258 in 2007; 28,189 in 2006 (987,132) (563,909)
Addirional paid-in capital 1,702,989 1,571,101
Accumulated other comprehensive gain/(loss) 6,735 {(3,519)
Retained earnings 2,576,988 1,947,453
Total stockholders’ equity 3,301,479 2,953,002
Toral liabilities and stockholders™ equity $7,158,791 $5,665,107

The financial information presented above should be read in conjunction with the audited consclidated financial statements and accom-

panying notes included in Coventry’s 2007 Annual Report on Form 10-K.
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Consolidated Statements of Operations

CoveNTRY HEALTH CaARE, INC. AND SUBSIDIARIES

(in thousands, except per share data)

Years Ended December 31,

2007 2006 2005
Operating revenues:
Managed care premiums $8,689,633 $6,857,301 $5,728,162
Management services 1,189,898 876,455 883,084
Total operating revenues 9,879,531 7,733,756 6,611,246
Operating expenses:
Medical costs 6,920,531 5,439,964 4,550,871
Cost of sales 93,808 —_— —
Selling, general and administrative 1,789,991 1,339,522 1,182,381
Depreciation and amortization 142,569 113,267 86,176
Total operating expenses 8,946,899 6,892,753 5,819,428
Operating earnings 932,632 841,003 791,818
Interest expense 82,217 52,446 58,414
Other income, net 144,455 107,791 66,021
Earnings before income raxes 994,870 896,348 799,425
Provision for income taxes 368,776 336,303 297,786
Net earnings $ 626,094 $ 560,045 $ 501,639
Net earnings per share:
Basic carnings per share $ 4.04 3.53 $ 3.18
Diluted earnings per share $ 3.98 $ 3.47 $ 3.10
Weighted average common shares outstanding:
Basic 154,884 158,601 157,965
Effect of dilutive options and restricted stock 2,473 2,833 3,751
Diluted 157,357 161,434 161,716

The financial information presented above should be read in conjunction with the audited consolidated financial statements and accom-
panying notes included in Covenrry’s 2007 Annual Report on Form 10-K.
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Consolidated Statements of Cash Flows

CovenTrY HeaiTH CARE, INC. AND SUBSIDIARIES

(in thousands)
Years Ended December 31,
2007 2006 2005
Cash flows from operating activities:
Net earnings $ 626,094 $ 560,045 $ 501,639
Adjustments to reconcile net earnings to cash
provided by operating activiies:
Depreciation and amortization 142,569 113,267 86,176
Amortization of stock compensation 64,129 55,197 21,992
Deferred income tax (benefit) provision (25,017) (14,908) 15,094
Orher adjustments 6,635 3,011 5,611
Changes in assets and liabilities, net of effects of
the purchase of subsidiaries:
Accounts receivable 2,523 21,164 (101)
Qrcher receivables (89,190) (88,367) 18,450
Medical liabilities (98,781) 368,377 50,531
Accounts payable and other accrued liabilities (20,122) 64,061 119,020
Other changes in assets and liabilities (28,830) (15,376) (13,943)
Net cash from operating activities 580,010 1,066,471 804,469
Cash flows from investing activities:
Capital expenditures, net (61,307) (72,573) (71,393)
Proceeds from sales of investments 1,022,810 1,098,111 553,711
Proceeds from maturities of investments 321,561 577,506 447,422
Purchases of investments (1,633,113) (1,420,604) (1,273,557)
Payments for acquisitions, net of cash acquired {1,192,601) (35,392) (877,249)
Net cash from investing activities (1,542,650) 147,048 (1,221,066)
Cash flows from financing activities:
Proceeds from issuance of stock 52,262 23,023 24,162
Payments for repurchase of stock (439,237) (269,204) (17,550)
Proceeds from issuance of debe, net 1,153,280 — 1,066,495
Excess tax benefit from stock compensation 31,534 21,852 —
Repayment of long-term debt (260,500) {10,000) {682,500)
Nert cash from financing acriviries 537,339 (234,329) 390,607
Net change in cash and cash equivalents (425,301) 979,190 (25,990)
Cash and cash equivalents at beginning of period 1,370,836 391,646 417,636
Cash and cash equivalents at end of period 945,535 $ 1,370,830 $ 391,646
Supplemental disclosure of cash flow information:
Cash paid for interest 55,596 49,745 $ 36,581
Income taxes paid, net $ 445,284 $ 290,763 $ 221,727

The financial information presented above should be read in conjunction with the audited consolidated financial seatements and accom-

panying notes included in Coventry’s 2007 Annual Report on Form 10-K.
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Total Shareholder Returns

The following graph compares the cumulative total shareholder return on the Company’s common
stock for the five years ending December 31, 2007 with the cumulative total return of the Standard & Poor’s
500 Index and a Custom Peer Group Index compiled by Zach’s Investment Research, Inc., assuming an invest-
ment of $100 on December 31, 2002. The following companies are included in the Custom Peer Group Index
(and the returns of each company have been weighted according to its relative stock marker capitalization ar
the beginning of each period for which a return is indicated): Aetna Inc., CIGNA Corporation, Health Net,
Inc., Humana Inc., UnitedHealth Group Incorporated, and WellPoint Health Networks, Inc.

Comparison of 5-Year Cumulative Total Return
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' Coventry Health Care $100.00 $222.17 $274.25 $441.56 $387.97 $459.36
' S&P 500 Index $100.00 $128.68 $142.67 $149.65 $173.28 $182.81
Peer Group $100.00 $141.27 $213.51 $309.34 $290.47 $333.72

Note: The stock price performance shown on the graph above is not necessarily indicarive of future price performance.
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NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
To Be Held on May 15, 2008

To Our Stockholders:

You are cordially invited to attend our 2008 Annual Meeting of Stockholders, which will be held on Thursday,
May 15, 2008, at 8:30 a.m., Eastern Daylight Saving Time, at The Fairmont, Washington DC, 2401 M Street, N.'W.,,
Washington, District of Columbia 20037, Telephone (202) 429-2400. At the meeting, the stockholders will act on
the following matters: '

1. To elect three Class II Directors to serve until the annual meeting of stockholders in 2011;
2. To ratify the appointment of Ernst & Young LLP as the Company’s independent auditors for 2008; and

3. To transact such other business as may properly come before the meeting or at any adjournment(s)
thereof.

We are pleased to take advantage of new Securities and Exchange Commission rules that allow issuers to
furnish proxy materials to their stockholders on the internet. We believe the new rules will allow us to provide our
stockholders with the information they need, while lowering the costs of delivery and reducing the environmental
impact of our annual meeting.

A proxy statement, a copy of our 2007 Annual Report and other proxy materials describing the operations of
the Company during the fiscal year ended December 31, 2007 accompany this notice. Information regarding the
matters to be acted upon at the 2008 Annual Meeting of Stockholders is contained in the attached proxy statement.

All holders of record of our Company’s common stock at the close of business on Monday, March 17, 2008, are
entitled to vote at the 2008 Annual Meeting of Stockholders or at any adjournment(s} of the meeting.

By Order of the Board of Directors,

COan R. %

DALE B. WOLF
Chief Executive Officer

Bethesda, Maryland
April 4, 2008

YOUR VOTE IS IMPORTANT. IF YOU DO NOT PLAN TO ATTEND THE MEETING, PLEASE
VOTE. YOU MAY VOTE BY TOLL-FREE TELEPHONE OR BY THE INTERNET.

IF YOU RECEIVED A COPY OF THE PROXY CARD BY MAIL, YOU MAY VOTE BY COMPLETING,
DATING, SIGNING AND RETURNING THE PROXY CARD IN THE ACCOMPANYING
POSTAGE-PAID RETURN ENVELOPE. PLEASE SEE INSTRUCTIONS
ON THE PROXY CARD.
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PROXY STATEMENT
FOR
ANNUAL MEETING OF STOCKHOLDERS
To Be Held on May 15, 2008

This proxy statement is furnished to stockholders of Coventry Health Care, Inc. (the “Company” or
“Coventry”) in connection with the solicitation of proxies by the Board of Directors of the Company for the
2008 Annual Meeting of Stockholders of the Company to be held on Thursday, May 15, 2008, at 8:30 a.m., Eastern
Daylight Saving Time, at The Fairmont, Washington DC, 2401 M Street, N.W., Washington, District of Columbia
20037, Telephone (202) 429-2400, or at any adjournment of the meeting (the “2008 Annual Meeting”).

On April 4, 2008, we mailed to our stockholders a notice containing instructions on how to access this proxy
statement, our annual report and other proxy materials online, and how to vote online {the “Notice”). If you prefer to
receive the proxy materials in the mail and to vote by mail, the Notice also contains instructions on how to request a
printed copy. You will not receive a printed copy of the proxy materials in the mail unless you specifically request
them.

QUESTIONS AND ANSWERS

What is the purpose of the 2008 Annual Meeting?

You will be asked to consider and vote upon two proposals: (i) to elect three individuals to serve as Class II
Directors of the Company until the annual meeting of stockholders to be held in 2011, and (ii) to ratify the selection
of Emst & Young LLP as the Company’s independent auditors for 2008. The Board of Directors is not aware of any
other matters to be presented for action at the 2008 Annual Meeting. However, if other matters are presented for a
vote, the proxies will be voted for these matters in accordance with the judgment of the persons acting under the
proxies.

Why did I receive a one-page notice in the mail regarding the internet availability of proxy materials this
year instead of a full set of printed proxy materials?

Pursuant to the new rules recently adopted by the Securities and Exchange Commission, we have elected to
provide access to our proxy materials over the internet, Accordingly, we are sending a Notice of internet availability
of the proxy materials to our stockhelders of record and beneficial owners. All stockholders will have the ability to
access the proxy materials on a website referred to in the Notice or to request to receive a printed set of proxy
materials. Instructions on how to access the proxy materials over the internet or to request a printed copy may be
found in the Notice and in this proxy statement. In addition, stockholders may request receipt of proxy materials in
printed form by mail or electronically by ¢-mail on an ongoing basis.




When will this proxy statement be sent to stockholders?

On April 4, 2008, we mailed to our stockholders of record and beneficial owners a Notice containing
instructions on how to access this proxy statement, our 2007 Annual Report and other proxy materials online. A
copy of the Company’s proxy statement, 2007 Annual Report and other proxy materials containing financial
statements for the year ended December 31, 2007, are posted at www.proxyvote.com (simply enter your 12- or
14-digit control number and click “Submit™) and on our internet website at www.cvty.com (accessible through the
“Corporate Home” link), You may also request printed copies of this proxy statement, the 2007 Annual Report and
other proxy materials by following the instructions in the Notice.

Who is entitled to vote?

Only stockholders of record at the close of business on Monday, March 17, 2008, the record date for the
meeting (the “Record Date™), are entitled to receive notice of and to participate in the 2008 Annual Meeting. 1f you
were a stockholder of record on that date, you will be entitled to vote all of the shares that you owned on that date.

How many votes do I have?

You will have one vote for every share of the Company’s common stock that you owned on the Record Date
(Monday, March 17, 2008).

Who is soliciting my vote?

Your vote is being solicited by and on behalf of the Company’s Board of Directors (the *Board”).

How will we solicit proxies and who is paying for this proxy solicitation?

The cost of soliciting proxies will be borne by us, These costs will include the expense of preparing,
assembling. printing and mailing the Notice to stockholders of record and beneficial owners, mailing the printed
proxy materials to stockholders who specificaily request them, and reimbursements paid to brokerage firms and
others for their reasonable out-of-pocket expenses for forwarding proxy materials to stockholders and obtaining
beneficial owners’ voting instructions. We have not retained a proxy solicitor in conjunction with the annual
meeting. In addition to soliciting proxies by mail, our directors, officers and employees may solicit proxies on our
behalf personally or by telephone, without additional compensation. We will also solicit proxies by e-mail from
stockholders who are our employees or who previously requested to receive proxy materials electronically.

How many votes can be cast by all stockholders?

On March 17, 2008, the Record Date, there were 151,661,373 shares of the Company’s common stock
outstanding and eligible to vote on each matter brought before the meeting.

How many votes must be present to hold the meeting?

A quorum must be present to hold the 2008 Annual Meeting. A “quorum” is a majority of the outstanding
shares eligible to vote. Such shares may be present at the meeting or represented by proxy. Any stockholder of
record present at the 2008 Annual Meeting, but who abstains from voting, will be counted for purposes of
determining whether a quorum is present. If a quorum is not present, the 2008 Annual Meeting may be adjourned
from time to time until a quorum is present or represented by proxy.

How many votes are required for each proposal?

Election of Directors. The affirmative vote of a plurality of the shares of the Company’s common stock
represented in person or by properly executed proxy is required to approve the election of each of the Company’s
nominees for election as a director. Abstentions and broker non-votes will be counted for purposes of determining
whether a quorum is present at the 2008 Annual Meeting, but will not be counted for purposes of calculating a
plurality.




Ratification of Independent Auditors. The affirmative vote of a majority of the shares of the Company’s
common stock present in person or represented by properly executed proxy and entitled to vote is required to ratify
the appointment of the independent auditors for 2008.

How many votes are required for other matters that may properly come before the meeting?

The affirmative vote of a majority of the shares of the Company’s common stock present or represented by
properly executed proxy and entitled to vote is required for ali other business that may properly come before the
2008 Annual Meeting or any adjournment{s} of the meeting.

How do I vote?

You can vote either in person by attending the 2008 Annual Meeting or by proxy without attending the 2008
Annual Meeting. To vote by proxy, you must either:

+ vote by telephone (instructions are on the proxy card); or
= vote by internet {instructions are in the Notice you received in the mail or are on the proxy card); or

» if you requested and received printed copies of this proxy statement, 2007 Annual Report and other proxy
materials, fill out the enclosed proxy card enclosed with the materials, date and sign it, and return it in the
accompanying postage-paid envelope.

What if | submit my proxy card and don’t vote on a maiter listed on it?

If you submit a proxy card without indicating your vote, your shares will be voted For the election of the three
Class II Director nominees listed on the card, and For the ratification of Ernst & Young LLP as the Company’s
independent auditors for 2008, and will be voted in the discretion of the persons named in the proxy on any other
matters that may be properly brought before the meeting or at any adjournment(s) thereof.

Can I change or revoke my vote?

Yes. Just send in a new proxy card with a later date, cast a new vote by telephone or internet (only your latest
proxy submitted prior to the meeting will be counted), or send a written notice of revocation to the Company’s
Corporate Secretary at 6705 Rockledge Drive, Suite 900, Bethesda, MD 20817-1850. If you attend the 2008 Annual
Meeting and want to vote in person, you can request that your previously submitted proxy not be used. If your shares
are held through a broker, bank or other institution in “street name”, you will need to obtain a proxy form from the
institution that holds your shares.

How are the votes counted?

The voles are counted as received by an automated system administered by Broadridge Investor Commu-
nications Solutions, Inc. Abstentions and broker non-votes are each included in the determination of the number of
shares present and voting for purposes of determining the existence of a quorum. Abstentions are counted in
tabulations of the votes cast on proposals presented to stockholders and will have the effect of a vote against
proposals, other than the election of directors. Broker non-votes will not be counted for purposes of determining
whether a proposal has been approved and will not be counted as votes cast for or against such proposal.

What is a “broker non-vote”?

Under the New York Stock Exchange rules, brokers and nominees may exercise their voting discretion without
receiving instructions from the beneficial owner of the shares on proposals that are deemed to be routine matters, If a
proposal is not a routine matter, the broker or nominee may not vote the shares with respect to the proposal without
receiving instructions from the beneficial owner of the shares. If a broker submits a proxy card expressly stating that
the broker is not voting on a non-routineg matter, such action is referred 10 as a “broker non-vote.” Since the election
of directors and the ratification of Ernst & Young LLP as our independent auditors are routine matters, a broker may
submit a proxy card voting shares at their discretion on both matters.
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Where can 1 find voting results for the 2008 Annual Meeting?

. The voting results will be published in the Company’s Form 10-Q for the period ending June 30, 2008. The
' Form 10-Q will be filed with the Securities and Exchange Commission on or before August 9, 2008.

Can I access the Company’s proxy materials and annual repbrt electronically?

The Notice mailed to you in accordance with the SEC’s new rules contains instrections on how to access our
proxy materials and vote over the internet. This proxy statement, our 2007 Annual Report and other proxy materials
are also available on our internet website at www.cviy.com (accessible through the “Corporate Home” link). If you
are a stockholder of record and would like to view future proxy statements, annual reports and other proxy materials
over the internet instead of receiving paper copies in the mail, follow the instructions provided when you vote over
the internet. If you hold your shares through a broker, check the information provided by that entity for instructions
on how to elect to view foture proxy statements, annual reports and other proxy materials and to vote your shares
over the internet. Opting to receive your proxy materials online saves us the cost of producing and mailing the proxy
materials to your home or office and gives you an automatic link to the proxy voting site.

Choosing to receive your future proxy materials by e-mai! will save us the cost of printing and mailing
documents to you and will reduce the impact of our annual stockholders’ meetings on the environment. If you
choose to receive future proxy materials by e-mail, you will receive an e-mail next year with instructions containing
a link to those materials and a link to the proxy voting site. Your election to receive proxy materials by e-mail will
remain in effect until you terminate it.

What is “householding” and how does it affect me?

The Securities and Exchange Commission has adopted a rule conceming the dzlivery of annual reports and
proxy statements. It permits us, with your permission, to send a single Notice and, to the extent requested, a single
set of these proxy materials to any houschold at which two or more stockholders reside if we believe they are
members of the same family. A separate proxy card would still be mailed to each stockholder at the same address.
This rule is called “householding” and its purpose is to help reduce printing and mailing costs of proxy materials. To
date, the Company has not instituted this procedure, but may do so in the future. '

A number of brokerage firms have instituted householding. If you and members of your household have
multiple accounts holding shares of the Company’'s common stock, you may have received householding
notification from your broker. Please contact your broker directly if you have questions, require additional copies
of this proxy statement, 2007 Annua! Report and other proxy materials, or wish to revoke your decision to
household. These options are available to you at any time,




CORPORATE GOVERNANCE

Code of Ethics

The Company is dedicated to conducting its business in accordance with the highest standards of ethical
conduct, uncompromising integrity and compliance with all federal, state and local laws governing its business. The
Company has established a Code of Business Conduct and Ethics (the “Code of Ethics”) to assure uniformity in
standards of conduct. The Code of Ethics applies to all of the Company’s directors, officers, employees (including
our Chief Executive Officer, Chief Financial Officer and Controller) and representatives and to relationships with
stockholders, customers, vendors, competitors, auditors and all public and governmental bodies. In support of the
Code of Ethics, the Company has appointed a Chief Compliance Officer to enforce it and all employees are required
to participate in annual compliance training. Avenues for reporting violations have been provided in the Code of
Ethics, including an anonymous telephone hotline. The Audit Commitiee monitors the implementation and
enforcement of the Code of Ethics. The Code of Ethics, together with any amendments to or waivers from it,
is available under “Corporate Governance” accessible through the “Corporate Home™ link on the Company’s
website at www.cviy.com. In addition, a copy of the Code of Ethics is available in print to any stockholder that
requests one. Requests should be sent to the following address: Corporate Secretary, Coventry Health Care, Inc.,
6705 Rockledge Drive, Suite 900, Bethesda, MD 20817-1850.

Director Independence

The Board has determined that nine of its eleven directors, including all members of the Audit Committee,
Compensation Committee and Nominating/Corporate Governance Committee, are “independent” as defined by the
listing standards of the New York Stock Exchange currently in effect and approved by the Securities and Exchange
Commission and all of its applicable rules and regulations, as well as for purposes of Rule 162(m) of the Internal
Revenue Code of 1986, as amended. In determining director independence, the Board broadly considers all relevant
facts and circumstances, including the rules of the New York Stock Exchange. The Board considers the issue not
merely from the standpoint of a director, but also from that of persons or organizations with which the director has
an affiltation. An independent director must be free of any relationship with the Company or its management that
may impair the director’s ability to make independent judgments. Particular attention is paid to whether a director is
independent from management and to any contractual relationships that may exist with a director or a related
interest. The nine independent directors are: Joe! Ackerman, John H. Austin, M.D.,-L. Dale Crandall, Emerson D.
Farley, Jr., M.D., Lawrence N. Kugelman, Daniel N. Mendelson, Rodman W. Moorhead, 111, Elizabeth E. Tallett
and Timothy T. Weglicki.

In determining that John H. Austin, M.D., is an independent director, the Board took into account its previous
determination in November 2004 that Dr, Austin was not independent due to the investment by Allen F. Wise, then
President and Chief Executive Officer of the Company, in Arcadian Management Services, a company in which
Dr. Austin has a 20% minority ownership interest and serves as the President and Chief Executive Officer. The
Board also took into account the fact that Mr. Wise retired as President and Chief Executive Officer of the Company
more than three years ago, in January 2005, as well as the fact that Mr. Wise is no longer an employee of the
Company due to the expiration of his Transition and Retirement Agreement, as well as other factors, in concluding
that Dr. Austin has no material relationship with the Company or its management and qualifies as “independent.”

Related Person Transactions Policy

The Board of Directors recognizes that transactions or relationships with the Company and its directors,
executive officers, significant stockholders and their immediate family members may involve potential conflicts of
interest. As a result, the Board adopted a written Related Person Transactions Policy (the “Policy™) requiring the
prior approval of the Nominating/Corporate Governance Committee before a related person may enter into a
transaction or relationship in which the Company is a participant and the related person would have a direct or
indirect material interest. Financial transactions or relationships available to all employees or involving less than
$25,000 are not subject to the Policy. Under the Policy, any proposed related person transactions are reviewed at the
regularly scheduled meetings of the Nominating/Corporate Governance Committee. Ongoing relationships are
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periodically reviewed and assessed to ensure compliance and fairness to the Company. There is a general
presumption that a related person transaction will not be approved. However, a related person transaction may
be approved if, after a full review, the disinterested members of the Nominating/Corporate Governance Committee
determine that the transaction is being made at arm’s length and is fair to the Company. The Policy is available under
“Corporate Governance” accessible through the “Corporate Home” link on the Company’s website at

WWW.CV! y.com.

Stockholder Nominees

The policy of the Nominating/Corporate Governance Committee is to consider properly submitted stockholder
nominations for director candidates as described below under “Identifying and Evaluating Nominees for Directors.”
In evaluating such nominations, the Nominating/Corporate Governance Committee seeks to achieve a balance of
knowledge, experience and capability on the Company’s Board and to address the membership criteria set forth
under “Director Qualifications™ below. Any stockholder nominations proposed for consideration by the Nomi-
nating/Corporate Governance Committee should be addressed to: Corporate Secretary, Coventry Health Care, Inc.,
6705 Rockledge Drive, Suite 900, Bethesda, MD 20817-1850,

To be timely considered by the Nominating/Cortporate Governance Committee, director nominations sub-
mitted by stockholders for the 2009 Annual Meeting must be delivered to or mailed and received by the Corporate
Secretary at the Company’s address (above) not less than 120 days in advance of the anniversary of the date the
Company’s proxy statement was released to stockholders in connection with the previous yzar's annual meeting of
stockholders (i.e., by December 2, 2008), unless the date of the annual meeting is changed by more than 30 calendar
days.

A stockholder’s notice must include (a) the proposed nominee’s name, qualifications and all information
relating to such person that is required to be disclosed in solicitations of proxies for election of directors, or is
otherwise required, in each case pursuant to Regulation 14A under the Securities Exchange Act of 1934, as
amended (including such person’s written consent to being named in the proxy statement as a nominee and to
serving as a director if elected); and (b) the name and address of the stockholder proposing the potential nominee as
it appears on the Company’s books and the number of shares of common stock of the Company that are beneficially
owned by the stockholder. No person is eligible for election as a director of the Company unless nominated in
accordance with the procedures required by the Company’s bylaws. The Chair of the Board may, if the facts
warrant, determine that a nomination was not made in accordance with the procedures prescribed by these Bylaws,
and if he should so determine, the defective nomination will be disregarded.

The procedures described above do not supersede the requirements or conditions established by the Securities
and Exchange Commission for stockholder proposals to be included in the Company’s proxy statement for future
stockholder meetings. See “Stockholder Proposals” on page 41 of this proxy statement.

Director Qualifications

The Company’s Corporate Governance Guidelines contain Board membership criteria that apply to nominees
recommended by the Nominating/Corporate Governance Committee for positions on the Company’s Board. Under
these criteria, not less than a majority of the members of the Board must be independent and the Board members
must have the highest professional and personal ethics and values consistent with the Company’s values and
standards. Other criteria that will be considered are prior experience as a director, knowledge of the Company’s
business and industry and broad experience at the operational, financial, regulatory or policy making level(s) in
business. Diversity, age and skills in the context of the needs of the Board are also considerations. The members
should have sufficient time to carry out their duties and to provide insight and practical wisdom based on
experience. Their service on other boards of public companies should be limited to a number that permits them,
given their individual circumstances, to perform all director duties responsibly. The Corporate Governance
Guidelines are available under “Corporate Governance” accessible through the “Corporate Home” link on the
Company’s website at www.cvty.com. In addition, a copy of the Corporate Governance Guidelines is available in
print to any stockholder that requests one by writing to the following address: Corporate Secretary, Coventry Health
Care, Inc., 6705 Rockledge Drive, Suite 900, Bethesda, MD 20817-1850.
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Identifying and Evaluating Nominees for Directors

The Nominating/Corporate Governance Committee utilizes a variety of methods for identifying and eval-
uating nominees for director, The Committee regularly assesses the appropriate size of the Board, and whether any
vacancies on the Board are expected due to retirement or otherwise. In the event that vacancies are anticipated, or
otherwise arise, the Committee considers various potential candidates for director. Candidates may come to the
attention of the Committee through current Board members, professional search firms, stockholders or other
persons. These candidates are evaluated at regular or special meetings of the Committee and may be considered at
any point during the year. As described above, the Committee considers properly submitted stockholder nomi-
nations for candidates for the Board. Following verification of stockholder status of persons proposing candidates,
recommendations are collected and considered by the Committee at a regularly scheduled meeting prior to the
issuance of the proxy statement for the Company’s annual meeting of stockholders. If any materials are provided by
a stockholder in connection with the nomination of a director candidate, such materials are forwarded to the
Committee. The Committee may also review materials provided by professional search firms or other parties in
connection with a nominee who is not proposed by a stockholder. In evaluating the nominations, the Committee
uses the same criteria for all nominees and the Committee seeks to achieve a balance of knowledge, experience and
capability on the Board,

Executive Sessions

~ Executive sessions of non-management directors of the Board and its committees are held on a regular basis at
quarterly and special meetings. The sessions are chaired by the Lead Director or the Chair, if present, of the Board of
Directors or by the Chair of the respective committees. Elizabeth E. Tallett, an independent director, currently
serves as the Lead Director, Any independent director can request that an additional executive session be scheduled.
See “Communications With The Board” below for the process by which stockholders may communicate with non-
management directors of the Board.,

Directors’ Attendance at Annual Meetings of Stockholders

Although directors are invited and are always welcome to attend the annual stockholder meetings, the
Company does not require their anendance. All directors attended the 2007 annval meeting of stockholders, except
for one director who was out of the country on the date of the meeting. For 2008, the Board scheduled its regular
meeting in the second quarter to coincide with the 2008 Annual Meeting. The Company anticipates that all directors
will attend the 2008 Annual Meeting.

Communications with the Board

Stockholders and interested parties may communicate with the Board, the Chair, the Lead Director or the non-

management directors as a group by submitting a letter in writing addressed to: Chair or Lead Director of the Board -

of Directors, Coventry Health Care, Inc., 6705 Rockledge Drive, Suite 900, Bethesda, MD 20817-1850. If the
communication relates to the Company’s ethics or business conduct, financial statements, accounting practices or
internal controls, the communication may be submitted in writing addressed to: Audit Committee Chair, Coventry
Health Care, Inc., 6705 Rockledge Drive, Suite 900, Bethesda, MD 20817-1850. If the communication relates to
other matters that are within the scope of the responsibilities of the Board and/or its Committees, the commu-
nication will be forwarded to the appropriate director. Stockholder communications may be submitted confiden-
tially or anonymously. Solicitations, advertisements and obviously inappropriate communications will not be
forwarded, bot will be made available to any director who wishes to view them.

Board Meetings

During the 2007 fiscal year, the Board held four regular meetings, three speéial telephonic meetings and acted
by unanimous written consent on two occasions. All members of the Board attended at least 75% of the meetings
held by the Board and by the committees of which they were members.
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Committees of the Board

Audit Committee. The Audit Committee is comprised of three directors who are independent of the
management of the Company and independent of any relationship that, in the opinion of the Board of Directors,
would interfere with the exercise of their independent judgment as members of the Audit Committee. The Audit
Committee’s responsibilities include overseeing the adequacy and effectiveness of systems and controls in place to
reasonably assure the fair presentation of the Company’s financial statements; appointing, dismissing, overseeing
the qualifications and performance of and determining the compensation paid to the external and internal auditors;
reviewing and approving the scope of audits and related fees; interfacing directly with the internal and external
auditors in executive sessions and otherwise; monitoring compliance with legal and re gulatory requirements and the
Company’s Code of Business Conduct and Ethics; and reviewing the adequacy and effectiveness of internal policies
and procedures regarding audits, accounting .and other financial controls. The current charter of the Audit
Committee, as revised on November 1, 2006, is available under “Corporate Governance” accessible through
the “Corporate Home” link on the Company’s website at www.cvty.com, and provides a detailed description of its
responsibilities. In addition, a copy of the current charter is available in print to any stockholder that requests one by
writing to the following address: Corporate Secretary, Coventry Health Care, Inc., 6705 Rockledge Drive, Suite 900,
Bethesda, MD 20817-1850. During fiscal year 2007, the Audit Committee held four regular meetings, four pre-
earnings release telephonic meetings, and one special telephonic meeting with the Audit Committee Chair. The
members of the Audit Committee are Lawrence N. Kugelman (Chair), L. Dale Crandall and Elizabeth E. Tallett.
Mr. Crandall and Ms. Tallett each serve on the audit committees of more than three public companies. The Board
has considered their commitments to serve on the other audit committees and has affirmatively determined that such
simultaneous service does not impair the ability of Mr. Crandall or Ms. Tallett to effectively serve on the Audit
Committee of the Company’s Board.

Financial Expert. The Board has determined that all audit committee members are financially literate under
the current listing standards of the New York Stock Exchange. The Board also determined that 1., Dale Crandall
qualifies as an “audit committee financial expert” as defined by rules and regulations adopted by the Securities and
Exchange Commission pursuant to the Sarbanes-Oxley Act of 2002.

Nominating/Corporate Governance Commitiee. The Nominating/Corporate Governance Committee is
currently comprised of three directors who are independent of the management cf the Company. The Nominat-
ing/Corporate Governance Committee’s responsibilities include identifying individuals qualified to become
members of the Board; considering nominges made by stockholders in accordance with the Company’s bylaws;
recommending to the Board the director nominees for the next annual meeting of stockholders; and developing and
recommending to the Board a set of corporate governance principles applicable to the Company. Nominations for
election to the Board may be made by or at the direction of the Nominating/Corporate Governance Committee or by
any eligible stockholder entitled to vote for the election of directors. See “Corporate Governance — Stockholder
Nominees” at page 6 of this proxy statement. The current charter of the Nominating/Corporate Governance
Committee, which is available under “Corporate Governance” accessible through the “Corporate Home™ link on the

- Company’s website at www.cvty.com, provides a detailed description of its responsibilities. In addition, a copy of
the current charter is available in print to any stockholder who requests one by writing to the following address:
Corporate Secretary, Coventry Health Care, Inc., 6705 Rockledge Drive, Suite 900, Bethesda, MD 20817-1850.
During fiscal year 2007, the Nominating/Corporate Governance Committee held four regular meetings and one
special meeting. The members of the Nominating/Corporate Governance Committee are Joel Ackerman (Chair),
Daniel N. Mendelson and Timothy T. Weglicki.

Notice of director nominations by eligible stockholders must be timely received in writing addressed to the
Corporate Secretary of the Company, 6705 Rockledge Drive, Suite 900, Bethesda, Maryland 20817-1850. The 2009
annual meeting of stockholders is expected to be held on May 21, 2009. Eligible stockholders who wish to submit a
director nomination for consideration by the Nominating/Corporate Governance Committee for inclusion in the
2009 proxy statement must comply with the nomination procedures described in the Company’s Bylaws and set
forth under “Corporate Governance — Stockholder Nominees” on page 6 of this proxy statement.

Compensation Committee. The Compensation Committee is comprised of three directors who are inde-
pendent of the management of the Company. The Committee’s general responsibilities include (1} participating in
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the development of and overseeing the compensation policies and objectives of the Company; (2) determining the
amount of compensation paid to the Chief Executive Officer of the Company and approving the amount of
compensation paid to the Company’s senior executives; (3) evaluating and recommending to the Board the
compensation of non-employee directors; (4) authorizing equity awards and other compensation and (5) evaluating
the Company’s incentive compensation programs and approving the performance targets for each program. The
current charter of the Compensation Committee, which is available under “Corporate Governance”™ accessible
through the “Corporate Home” link on the Company’s website a1 www.cvg.éom, provides a detailed description of
its responsibilities. In addition, a copy of the current charter is available in print to any stockholder that requests one
by writing to the following address: Corporate Secretary, Coventry Health Care, Inc., 6705 Rockledge Drive,
Suite 900, Bethesda, MD 20817-1850. During fiscal year 2007, the Compensation Committee held four regular
meetings and two special telephonic meetings. The members of the Compensation Committee are L. Dale Crandall
(Chair), Rodman W. Moorhead, I1II and Timothy T. Weglicki.

Compensation Committee Intertocks and Insider Participation

During the year ended December 31, 2007, the Compensation Committee was comprised of L. Dale Crandall
(Chair), Rodman W. Moorhead, I1I, and Timothy T. Weglicki, none of whom had at any time been an officer or
employee of the Company or any of its subsidiaries. During 2007, no interlocking relationship existed between any
officer, member of the Board or the Compensation Committee and any officer, member of the board of directors or
compensation committee of any other company.

The Code of Business Conduct and Ethics, Corporate Governance Guidelines and current committee charters
are available under “Corporate Governance™ accessible through the “Corporate Home™ link on the Company’s
website at www.cvty.com. In addition, a copy of one or more of these documents is available in print to any
stockholder who submits a request in writing to the following address: Corporate Secretary, Coventry Health Care,
Inc., 6705 Rockledge Drive, Suite 900, Bethesda, Maryland, 20817.




PROPOSAL ONE
ELECTION OF DIRECTORS

The Company’s bylaws provide that the Company’s Board shall consist of not less than three directors and may
increase to such other number of directors as shall be determined by the Board from time to time. The Company’s
Certificate of Incorporation provides that the directors shall be divided into three classes as nearly equal in numbers
as possible. There are currently eleven persons serving on the Board: three in Class L, four in Class II and four in
Class III. At each annual meeting, directors of the class whose term of office expires in that year are elected for a
three-year term. The Class II Directors’ terms of office expire in 2008. One of the Class I Directors, Dr. Emerson D.
Farley, Jr., has reached retirement age for Board service and is not eligible for re-nomination per the Board’s
Corporate Governance Guidelines. '

The Board believes that eight (8} to twelve (12) directors is currently the optimal range to permit diversity of
experience without hindering effective discussion of issues or diminishing individual accountability. Pursuant to the
Company’s Certificate of Incorporation and the Company’s Bylaws, the number of directors is set by the affirmative
vote of a majority of the full Board. The Nominating/Corporate Governance Committee intends to provide its
recommendation to the full Board that the size of the Board be reduced from eleven (11) seats to ten (10) seats
following the 2008 Annual Meeting (after Dr. Farley’s retirement). The Board anticipates that it will approve the
reduction in Board seats as recommended by the Nominating/Corporate Governance Committee. Upon completion
of the 2008 Annual Meeting {after Dr. Farley’s retirement), the Board intends to reduce the size of the Board from
eleven (11) seats to ten (10) seats.

The nominees designated for election as Class I Directors at the 2008 Annual Meeting will, if elected, each
serve three-year terms expiring at the annual meeting of stockholders in 2011. All of the nominees have consented
10 being nominated and to serve if so elected.

The persons named in the enclosed proxy intend to vote the shares represented by such proxy For the election
of the nominees named herein, unless contrary instructions are received. If any of the nominees named below should
be unable to accept nomination or election as a director at the 2008 Annual Meeting, an event which the Board of
Directors does not anticipate, the proxy will be voted with discretionary authorily for a substitute nominee or
substitute nominees as shall be designated by the current Board and for the remaining nominee(s), if any, named
below.

The foilowing table provides information about the persons nominated to serve as Class 11 Directors and the
persons serving as Class I and Class ITI Directors whose terms continue until the 2009 or 2010 annual meeting of
_stockholders:

Nominees for Class Il Directors with Three-Year Terms Expiring in 2011

Name Age Committee Memberships/Chair

Joel Ackerman ................... 42  Nominating/Corporate Governance Committee
{Chair)

Lawrence N. Kugelman........... . 65 Audit Commitiee {(Chair)

Dale B.Wolf..................... 53 —

Continuing Class I Directors with Three-Year Terms Expiring in 2010

Ni“f ﬂ Committee Memberships/Chair

L.Dale Crandalt .................. 66 Audit Committee, Compensation
Commirttee (Chair}

Elizabeth E. Tallett . ............... 58 Audit Committee, Lead Director

Allen F. Wise . ... .. e e 65 Chair of the Board
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Continuing Class 111 Directors with Three-Year Terms Expiring in 2009

Name Age Committee Memberships/Chair

John H. Austin, M.D. .............. 63 —

Daniel N, Mendefson. .. ............ 43 Nominating/Corporate Governance Commitiee
Rodman W. Moorhead, HI........... 64 Compensation Committee

Timothy T. Weglicki .. ............. 56 Compensation Committee, Nominating/ Corporate

Governance Committee

Business Experience of Nominees and Continuing Directors
Below you will find information about the business experience of the nominees and the continuing directors:

Joel Ackerman has been a director of the Company since November 1999. He is a general partner of Warburg
Pincus & Co. and a Managing Director of Warburg Pincus [.LLC, where he has been employed since 1993. Heisa
director of Medical Staffing Network Holdings, Inc., a leading medical staffing company and provider of per diem
nurse staffing services, and various private companies.

John H. Austin, M.D. has been a director of the Company since January 1988. He served as Chairman of the
Board from December 1995 to December 2004. Dr. Austin has been Chairman and Chief Executive Officer of
Arcadian Management Services, Inc., a company that owns and manages rural health care provider networks and
Medicare health maintenance organizations, since June 1997.

L. Dale Crandall has been a director of the Company since January [, 2004. Mr. Crandall previously served in
various management positions with Kaiser Foundation Health Plan, Inc. and Kaiser Foundation Hospitals,
including President and Chief Operating Officer from March 2000 until his retirement in June 2002, and Senior
Vice President, Finance and Administration, from June 1998 until March 2000. He is also a member of the boards of
directors of UnionBanCal, a bank holding company whose primary subsidiary is Union Bank of California, a large
California commercial bank, Covad Communications Group Inc., a provider of high speed internet connectivity and
related communications services, Ansell Limited, a global provider of healthcare barrier protection products, BEA
Systems, an application infrastructure software company, Metavante Technologies, Inc., a provider of banking and
payment technologies, Serena Software, Inc., an enterprise software company, and a Trustee of four funds in the
Dodge and Cox family of mutual funds.

Lawrence N. Kugelman has been a director of the Company since August 1992. He has been a director of
Arcadian Management Services, Inc., a company that owns and manages rural health care provider networks and
Medicare health maintenance organizations, since July 2001, and a director since October 2002 of Valeant
Pharmaceuticals International (formerly Valeant Pharmaceuticals, Inc.), a global, research-based pharmaceutical
company that develops, manufactures, distributes and sells pharmaceutical, research and diagnostic products. Since
2003, he has been a Director of AccentCare, Inc., a company which provides in-home health care and support
services. Mr. Kugelman has been a private investor and business consultant since October 1996.

Daniel N. Mendelson has been a director of the Company since May 2005. Mr. Mendelson is President of
Avalere Health LLC, a strategic advisory company that provides guidance and syndicated research for clients in the
healthcare industry, government and the not-for-profit sector. Prior to founding Avalere Health in 2000, he served as
Associate Director for Health at the White House Office of Management and Budget in Washington, D.C.

Rodman W, Moorhead, I has been a director of the Company since May 1997. Mr. Moorhead is a private
investor. In December 2006, he retired from Warburg Pincus LLC, a private equity and venture capital firm in New
York, where he was a Managing Director and Senior Advisor and had been employed since 1973. From June 1998 to
present he has served as a director of Scientific Learning Corporation, a computer-based special education training
company.

Elizabeth E. Tallett has been a director of the Company since March 1998. Ms. Tallett has been a Principat of
Hunter Partners, LLC, which provides management services to developing life sciences companies, since July
2002. She was President and Chief Executive Officer of Dioscor, Inc., a biopharmaceutical company, from May
1996 to July 2003. Ms. Tallett is also a director of IntegraMed America, Inc., a health services management
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company specializing in fertility and assisted reproductive technology, Principal Finanzial Group, Inc., a global
financial institution, Varian, Inc., an analytical scientific instruments company, and Immunicon Inc., a specialty
diagnostics company,

Timothy T. Weglicki has been a director of the Company since Angust 2001. Mr. Weglicki is employed as a
Managing Member of ABS Partners V, LLC, the general partner of ABS Partners V, LP, the general partner of ABS
Capital Partners V, LP, a private equity fund, and has been with the fund since December 1993. Mr. Weglicki is a
director and chairman of the Nominating & Governance Committee of American Public Education, Inc. a leading
provider of online post-secondary education focused primarily on serving the military and public service
communities. :

Allen F, Wise has been a director of our Company since October 1996 and has been Chair of the Board since
January 2005, He was President and Chief Executive Officer of our Company from October 1996 to December
2004. He was a director and a member of the audit committee of NCO Group, Inc., a provider of accounts receivable
management and other outsourced services, until November 2006. Since May 2006, he has served as director of
Magellan Health Services, Inc., a diversified specialty health care management organization.

Dale B. Wolf has been a director and the Chief Executive Officer of our Company since January 2005. Prior to
that he served as Executive Vice President, Chief Financial Officer and Treasurer of our Company from December
1996 to December 2004. He is a director and a member of the audit committee and chair of the compensation
committee of HealthExtras, Inc., a provider of pharmacy benefit management services and supplemental benefits.
Mr. Wolf is a Fellow of the Society of Actuaries.

Retiring Director

Emerson D. Farley, Jr, M.D. has been a director of the Company since December 1994 and, in accordance
with Company policy, will retire from the Board at the expiration of his term at the 2008 Annual Meeting. He has
been a Trustee serving on the Board of Trustees of Fork Union Military Academy from April 2003 to date. Prior to
that Dr. Farley was engaged in the private practice of medicine in Richmond, Virginia. From 1991 to March 2002,
Dr. Farley was the Vice-Chairman of Doctors Insurance Reciprocal Risk Retention Group (“DIR™), which provided
medical malpractice insurance coverage to physicians. On January 31, 2003, DIR was placed in receivership, with
DIR’s consent, by the Chancery Court of Davidson County, Tennessee, due to the financial instability of DIR’s
reinsurer, Reciprocal of America.

Vote Required

The affirmative vote of a plurality of the shares of the Company’s common stock represented in person or by
properly executed proxy is required to approve the election of each of the Company’s nominees for election as a
director. Your proxy cannot be voted for a greater number of persons than the number of nominees named.

THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE FOR THE ELECTION OF THE
NOMINEES FOR CLASS 11 DIRECTORS,
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VOTING STOCK OWNERSHIP OF PRINCIPAL STOCKHOLDERS,
DIRECTORS AND EXECUTIVE OFFICERS

The following table sets forth information, as of Monday, March 17, 2008, the Record Date, regarding the
beneficial ownership of the Company’s common stock by (i) each person or group known by the Company to be the
beneficial owner of more than five percent of the common stock, (ii) each director and nominee for director of the
Company, (iii) each executive officer named in the Summary Compensation Table; and (iv) all directors and
executive officers of the Company as a group. The number of shares beneficially owned is determined under the
rules of the Securities and Exchange Commission, and the information is not necessarily indicative of beneficial
ownership for any other purpose. On the Record Date, 151,661,373 shares of the Company’s common stock were
outstanding.

For purposes of the table, a person or group of persons is deemed to beneficially own shares of common stock
issuable upon the exercise of stock options that are currently exercisable or that become exercisable within 60 days
from the date set forth above. For purposes of computing the percentage of outstanding common stock held by each
person or group of persons named above, any shares that such person or group has the right to acquire within 60 days
after the date set forth above are deemed outstanding, but are not deemed to be outstanding for purposes of
computing the percentage ownership of any other person or group. The Company believes that the beneficial owners
of the common stock listed in the table below, based on information furnished by such owners, have sole voting and
dispositive power (or shares such powers with his or her spouse) with respect to such shares, except as explained in
the footnotes to the table. ’

Number of Shares

of Common Stock Percent of
Name and Address of Beneficial Owner(1) Beneficially Owned  Common Stock
Janus Capital Management LLC(2) . ....... ... ... . oo 23,097,099 15.23%
151 Detroit Street
Denver, CO 20549
Joel ACKEIMIAN . . o v e e e i ittt et tae e e et 18,821(3) *
John H. Austin, M.D. ... .t i e e e 76,561(3) *
L.DaleCrandall . .. ... ... ... i e e 35,510(3) *
Emerson D. Farley, Jr, MD. ... ... ... ... i 54,356(3) *
Lawrence N. Kugelman . . ... ........ .. .o it 46,932(3) *
Daniel N, Mendelson. . . . o oot i it et e et ie e iae i e 18,669(3) *
Rodman W. Moorhead, TIL . . . ... ... . 0 i i e e e e 27,808 *
Elizabeth E. Tallett . . . ... .. ettt e et 41,232(3) *
Timothy T. Weglicki ... ... .. ... i e 54,589(3) *
Allen EWise .. ... e 91,186 *
Dale B. Wolf. . ..ot e et e 1,715,196(3) *
Thomas P. McDonough ... ... ... i 828,340(3) *
CFrancis S. Soistman, Jr. . ... . e 338,799(3) *
Shawn M. GUEITIN . . . .. it et e e et et 300,227(3) *
Thomas C. ZielinsKi . ...ttt et e 59,485 *

All executive officers and directors as a group (22 persons) ............ 4,195,043(3) 2.712%

* Less than one percent
(1) The address of each director and executive officer of the Company is as follows: cfo Coventry Health Care, Inc.,
6705 Rockledge Drive, Suite 900, Bethesda, MD 20817-1350.

(2) According to the Schedule 13G filed on February 14, 2008, by Janus Capital Management LLC (“Janus
Capital), a registered investment advisor, Janus Capital has an indirect 86.5% ownership stake in Enhanced
Investment Technologies LLC (“INTECH”) and an indirect 30% ownership stake in Perkins, Wolf, McDonnell
and Company, LLC (“Perkins Wolf™), which are registered investment advisers. Due to the holding structure,
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(3)

shares owned by Janus Capital, INTECH and Perkins Wolf are aggregated for purposes of the Schedule 13G
filing. Each furnishes investment advice to various registered investment companies and to individual and
institutional clients (the “Managed Portfolios™). Janus Capital may be deemed to be the beneficial owner of
19,204,777 shares or 12.6% of Coventry’s shares outstanding held by the Managed Portfolios, Janus Capital has
sole voting power and sole dispositive power with respect to 19,204,777 Shdl‘CS and shared voting power and
shared dispositive power with respect to 3,892,322 shares, \

Includes the following shares issuable upon exercise of stock options that are currently exercisable or which
become exercisable within 60 days of the date set forth above: L. Dale Crandall, 29,663 shares; Emerson D.
Farley, Jr., M.D., 840 shares; Lawrence N. Kugelman, 37,575 shares; Daniel N. Mendelson, 11,250 shares;
Elizabeth E. Tallett, 25,547 shares; Timothy T. Weglicki, 23,430 shares; Dale B. Woif, 1,500,500 shares;
Thomas P. McDonough, 600,000 shares; Francis S. Soistman, Jr., I67 388 shares; and Shawn M. Guertin,
201,250 shares. .

Also includes the following shares issuable at settlement of vested restricted stock units awarded under the
Company’s Deferred Compensation Plan for Non-Employee Directors: Joel Ackerman, 9,394 shares; John H.
Austin, M.D., 3,950 shares; L. Dale Crandall, 2,347 shares; Lawrence N. Kugelman, 2,962 shares; Daniel N.
Mendelson, 7,419 shares; Elizabeth E, Tallett, 2,110 shares; and Timothy T. Weglicki, 3,709 shares. Each
restricted stock unit is the economic equivalent of one share of the Company’s common stock and would
receive dividend equivalents but no voting rights. They are included in the above table because of the potential
that a settlement and distribution could occur (upon a change of control, death or termination of a director’s
tenure on the Board) within 60 days of the date set forth above.

All executive officers and directors as a group (22 persons) hold exercisable stock options and vested restricted
stock units totaling 2,880,022 shares.
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EXECUTIVE COMPENSATION

REPORT OF THE COMPENSATION COMMITTEE OF
THE BOARD OF DIRECTORS

With respect to the fiscal year ended December 31, 2007, the Compensation Commiitee hereby reports as
follows:

1. The Compensation Committee has reviewed and discussed with management the following Com-
pensation Discussion and Analysis, set forth on pages 15 through 31 of this proxy statement, as required by
ftem 402(b) of Regulation S-K; and

2. Based on the review and discussions referred to in paragraph 1, above, the Compensation Committee
recommended to the Board of Directors that the Compensation Discussion and Analysis be included in the
Company’s proxy statement on Schedule 14A filed with the Securities and Exchange Commission.

COVENTRY HEALTH CARE
COMPENSATION COMMITTEE
L. Dale Crandall {(Chair)

Rodman W. Moorhead, [11

Timothy T. Weglicki

COMPENSATION DISCUSSION AND ANALYSIS (“CD&A™)

Cempensation Program Philosophy
The Company’s compensation program is designed to meet three primary objectives:
1. To provide incentives for delivery of stockholder value;

2. To establish a direct relationship between compensation and performance by the individual and the
Company; and

3. To design incentives that motivate executives and are competitive with our peer group so the Company
can attract and retain talent.

Executive Summary: What the Compensation Program is Designed to Reward

The guiding principles supporting the Company’s compensation pﬁilosophy and program include:

1. Aligning executive compensation with achievement of Company goals and objectives that reinforces
“pay for performance™;

2. Creating an ownership culture by linking compensation to the achievement of performance goals that
enhance stockholder value; and

3. Monitoring and benchmarking peer group best practices to ensure that the Company’s compensation
program is consistent with its philosophy. The Company has assembled a peer group of healthcare insurance
competitors based on an analysis of:

a. Market capitalization;
b. Revenue; and

c. Similar broad-based product and service offerings.
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Our peer group for the 2007 fiscal year (which remains current other than as noted below) includes the
following public healthcare insurance companies:

Aetna Inc.

AMERIGROUP Corp

Assurant, Inc.

CIGNA Corporation

Health Net, Inc.

Humana Inc.

Sierra Health Services*

UnitedHealth Group lncdrporated

WellCare Health Plans, Inc.

WellPoint Health Networks, Inc,

* Sierra was included in‘ our peer group until March 12, 2007, when UnitedHealth announced its acquisition of
Sierra.

Generally, the Company seeks to set executive base salaries and related benefits at the median of its peer group,
while incentive-based pay is designed such that total compensation will exceed the 75" percentile of our peer group
if pre-established performance goals are achieved. (The term “75™ percentile” means that the compensation paid by
the Company is equal to or greater than 75% of its peer group.)

Consistent with its pay-for-performance philosophy, the Company believes the guaranteed components of
compensation, in particular, base salaries and related benefits, should constitute a relatively low percentage of
overall compensation. By contrast, “at-risk” componeats of compensation that vary based on performance goals or
the value of the Company’s common stock, such as incentive bonuses and equity grants, should comprise a
significant portion of total compensation. In 2007, each named executive officer’s total compensation, as reported in
the Summary Compensation Table, was comprised primarily of amounts attributed to “at-risk” forms of com-
pensation by achieving or exceeding established goals. The “at-risk” proportion for 2007 is as follows:

WOl . e 89.8%
GUEITIN . . o ettt e e e e e e et e e e e 84.7%
McDonough . .. e e 84.9%
Soistman............ e e e e e 86.0%
Zielinski ... ... ... ... o L e e 81.2%

The calculation above includes total compensation (as set forth in the Summary Compensation Table) less
guaranteed compensation (base salary, benefits, perquisites, and Company match on the 401(k} Restoration and
Deferred Compensation Plan) in the numerator; with the denominator comprised of tolal compensation {again, as
set forth in the Summary Compensation Table).

The Compensation Committee adopts executive compensation programs that provide a mix of cash and equity-
based awards for the achievement of business plan results and other strategic objectives, the creation of stockholder
value, and superior individual performance. Incentive compensation awards vary with the level of performance
achieved. The compensation program includes high performance threshold levels and places a significant portion of
an executive’s compensation at risk, tied to both Company and individual performance. This approach to
compensation aligns the short- and long-term interests of the Company’s executives with its stockholders.

The Company considers the impact of Internal Revenue Code Section 162(m) in the: design of its compensation
strategies, Under Section 162(m) of the Internal Revenue Code, compensation paid to executive officers in excess of
$1,000,000 cannot be taken by the Company as a tax deduction unless the compensation qualifies as performance-
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based compensation. It is the Company’s expectation that awards paid to executives under its 2004 Incentive Plan,
as amended in 2006, will qualify as performance based compensation. However, the Company has determined that
it will not necessarily seek to limit executive compensation to amounts deductible under Section 162(m) of the
Internal Revenue Code if such limitation is not in the best interests of the Company and its stockholders. The
Compensation Committee will monitor business and legal developments and assess alternatives for preserving the
deductibility of compensation payments and benefits to the extent reasonably practicable, consistent with its
compensation policies and as determined to be in the best interests of the Company and its stockholders.

Executive officers provide input regarding selection of the peer group, the development of compensation
programs to attract and retain talented executives, and the selection of performance measures that recognize
individual performance while maximizing stockholder value. The chief executive officer provides recommenda-
tions to the Compensation Committee regarding the compensation of our named executive officers (other than his
own compensation). The Compensation Committee, working in conjunction with its independent, retained
executive compensation consultant, Frederic W. Cook & Co., Inc., supplements and evaluates this executive nput.

The Compensation Committee reviews, on a regular basis, tally sheets for each member of executive
management that describes each element of compensation, including base salary, annual cash incentive awards,
equity awards, deferred compensation, and perquisites. Tally sheets are continually updated throughout the year and
reviewed whenever compensation issues are considered. A tally sheet review, with respect to proposed fiscal year
2007 compensation, was undertaken by the Compensation Committee and was then presented to the Board for
evaluation and discussion. The Compensation Committee also reviewed the tally sheets in connection with its
review and approval of 2007 incentive compensation for senior executives under the Company's Executive
Management Incentive Plan (“EMIP”). Similarly, tally sheets were used to evaluate base pay decisions for fiscal
year 2008 (as footnoted in the Summary Compensation Table) and when the EMIP payouts for fiscal year 2007 were
discussed and approved.

The Compensation Committee determines the CEQ’s compensation and also evaluates and approves senior
executive compensation levels recommended by the chief executive officer. The Compensation Committee also
reviews, evaluates, and recommends non-management director compensation to the Board. In addition, each year,
the Compensation Committee evaluates its own performance and reviews its Committee Charter. Any proposed
changes to the Committee Charter are reported to and approved by the Board.

Eletl;ents of Compensation

Base Salary. The Company views base salaries as primarily an attraction and retention device, and a “fixed
cost” compensation element. The Company establishes base salaries at levels that are competitive with the median
base salaries of executives at peer group companies. Base salaries for our named executive officers are considered
annually by the Compensation Committee and increases are based on each individual's level of performance,
current position and responsibilities with the Company, and an analysis of peer group competitiveness. Other
elements of compensation that are specifically linked to base salary and thus “fixed” in nature (such as life
insurance, accidental death and dismemberment, and short- and long-term disability) are also targeted at market
median competitiveness.

The Compensation Committee considered increases to base salaries of the Company’s named executive
officers, as detailed below. Recognition of individual performance, as well as meeting our stated objective of being
competitive with the median compensation paid by our peer group, were the primary factors used to determine the
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amount of the increases. Additionally, the Company exceeded its revenue, earnings, and budget goals for the
previous fiscal year. The following annual pay increases were approved for the 2007 fiscal year:

' % Increase
2007 Base Over 2006

WOl e e $925,000 8.8%
GUEITIN L . ot e et e e e e $525,000 10.5%
McDonough . . ... .. .. . e $885,000 4.1%
SOISHIAN . . .. et ettt e e $575,000 9.5%
ZielinsKi. .. .. e e e e $450,000 93%

The base salaries effective for fiscal year 2008 are set forth in footnote | to the Summary Compensation Table.

Annual Performance Incentives. The purpose of the Company’s annual performance incentive plan is to
recognize and reward executives for taking actions that build the value of the Company and generate competitive
total returns to stockholders. In keeping with its pay-for-performance philosophy, at the beginning of 2007, the
Company established the 2007 EMIP for certain senior executives, including the named executive officers.

Under the 2007 EMIP, the Compensation Committee established target awards, for achievement in 2007,
reflecting a percentage of base salary for each eligible executive, as follows:

] 1 150%
GUETTIN . . ... e e 75%
McDonough .. ....... .o e R T 160%
SOISHMAN . . . e e e e 75%
Zielinski. .. ... ..., e 70%

The above EMIP targets were intended to be competitive with similar incentives awarded 10 executives in
similar management positions with our peers, the role of annual incentives in our total compensation strategy, and
internal relativities of experience, influence, and executive responsibility. At the beginning of each performance
year, the Company’s management proposes performance goals that are to be considered by the Compensation
Committee under the EMIP. The Committee, working in conjunction with its independent compensation consultant,
reviews the proposals and approves the final performance goals. The performance goals include target and stretch
thresholds for earnings per share (“EPS”) and a modifier based on EPS growth rate that are designed to reward
performance and pay incentive compensation equal to or better than the 75th percentile of the Company’s peer
group. Upon attainment of the performance goals, individual incentive awards are granted to the named executive
officer on the basis of Company and individual performance. To ensure that senior executives are only rewarded for
achieving superior results, the EMIP is designed so that no payments are made if actual results do not meet the
minimum threshold targets (90% of EPS goal).

The Compensation Committee considers the attainment of these performance goals to be challenging, given
the performance achieved by our peer group and the overall competitiveness in the healthcare insurance market. The
performance goals under the 2007 EMIP were established by the Committee and were based on the attainment of
fiscal year 2007 fully diluted EPS of $3.82, as established in the Company’s 2007 budget, which represented a year-
over-year EPS growth of 10%. .

If the target performance goal is exceeded, the Compensation Committee may grant higher awards based on
such factors as individual performance, the degree to which the performance goal is exceeded, and such other
factors as the Compensation Committee may determine in its discretion. No participating executive may receive an
award that exceeds the lesser of $5 million or 1% of operating earnings. The plan permits the Company to make the
annual incentive payments in cash, equity, or a mix of both. The Company chose to make all 2007 EMIP payments
in cash, consistent with its historic practice for such annual incentive payments.

Annual incentive awards under the EMIP to named executive officers are reviewed and approved by the
Compensation Committee. The Compensation Committee, in consultation with its independent compensation
consultant, determines the CEQ’s EMIP award. The actual incentive payments for 2007 performance as
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summarized in the Summary Compensation Table on page 24 of this proxy statement, were based.on the Company’s
achievement of fiscal 2007 results that exceeded the EPS target by 4%.

EMIP payments for Mr. Wolf, Mr. Guertin, and Mr. Zielinski were consistent with the Company’s success in
achieving EPS goals, including year-over-year EPS growth of 14.7%. Under Mr. Soistman’s leadership, the
Company has become a significant participant in the Medicare and Medicaid markets and his 2007 EMIP award
acknowledges this outstanding performance. Mr. McDonough’s EMIP payment was paid at approximately 45% of
target due to the performance of the Company’s Commercial Business Division. For the 2008 fiscal year, the
Company will continue the same basic annual incentive approach as contained in the 2007 EMIP.

Long-Term Incentives. Unlike its “fixed cost” approach to base salary and related benefits, the Company
utilizes a performance-based approach for long-term incentives by seeking to pay awards exceeding 75% of its peer
group if superior results are achieved. The Company establishes a total compensation objective that will pay
75™ percentile compensation when superior results are achieved and will pay significantly less than the
75% percentile when performance goals are not met. Generally, it is the Company’s philosophy to place greater
emphasis on long-term incentive compensation than on base salary and annual performance incentives.

Long-term performance-based incentives are designed to align executive compensation with the delivery of
total stockholder value. The Company uses a variety of equity grants, including performance-based restricted stock
awards and stock option grants to encourage executives to manage the Company toward sustained long-term growth
in stockholder value. Long-term incentives (ranging from three to ten years) instill an ownership culture and deliver
value only when the marketplace recognizes that value has been created through increased share price.

s

The 2004 Incentive Plan

The 2004 Incentive Plan is an umbrella plan integral to the Company’s compensation program, It was designed
to provide the flexibility and incentives required to attract highly qualified individuals in a competitive marketplace,
to motivate and retain key employees, and to meet the requirements of Section 162(m}) of the Internal Revenue Code
for “performance-based” compensation. The Compensation Committee has the authority to approve (as recom-
mended by Company management) all awards made under this plan. The 2004 Incentive Plan provides the
Company with the flexibility to adapt to changing market influences that may prompt varying the mix of
performance-based cash awards, nonqualified stock option grants, and restricted stock awards.

The Compensation Committee uses an analysis of total compensation paid to peer company executives when
establishing potential long-term incentive payments to its named executive officers. Actual allocation of long-term
incentive potential to an executive is based on achievement of that executive’s specific performance goals and
contributions to results, using tally sheets and peer group competitiveness to achieve a balance of nonqualified stock
options and restricted stock awards. In 2007, the Company continued to use long-term incentives to focus executive
efforts on improvements in EPS and EPS growth. The Company used these same EPS and EPS growth measures
(described above with respect to annual cash incentive payments) as the triggers for the four-year, 25% vesting
schedule for the restricted stock awards granted in 2007 to each of the named executives officers, as well as for the
targets established under the Mid-Term Executive Retention Plan, described in detail betow.

In approving the number of nonqualified stock options awarded to named executive officers, individual stock
option grant amounts are determined in the context of the Compensation Committee’s review of the tally sheets for
each named executive officer that outline total target compensation, and in light of the Company’s philosophy of
weighting overall compensation toward performance-related and at-risk components (see the “at-risk” percentages
of total executive compensation on page 16 of this proxy statement). Black-Scholes values are used to convert the
number of stock option shares granted into a dollar value that can then be compared with peer group competitor
practices and the Company’s total compensation objective. In addition to being competitive to the peer group {based
on tally sheet analysis), the number of stock option grants for the named executive officers take into account the
Company’s year-over-year growth in both revenue and EPS, expansion into profitable markets, and strategic
acquisitions that have positioned the Company as a full-service healthcare organization. See the Grants of Plan-
Based Awards During Fiscal Year 2007 table on page 25 for a summary of the grants awarded in 2007.
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The Black-Scholes assumptions for the nonqualified stock option grants included in this proxy are as follows: -

Grantdate . . ................ 6/25/2003 6/14/2004 11/3/2004 6/20/2005 512212006 52212007
Grantprice ................. 5 1930 § 246 $§ 2837 § 4790 & 5130 % 6001
Expected Term (in years). . .. .... 4.0 5.0 5.0 4.1 4.6 4.5
Volatility .. ................. 42 0% 42.0% 37.0% 32.0% 34.0% 253%
Risk Free Rate . . ... .. TN 3.5% 4.0% 34% 3.8% 4.9% 4.8%
Dividend .. ................. 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

The desire to retain highly qualified executives important to the Company’s succession plan is one factor in the
determination of executive equity awards. For example, in 2004, Mr. Wolf’s promotion to Chief Executive Officer
and Mr. McDonough’s promotion to President, resulted in the grant of nonqualified stock options and the award of
restricted stock that continued to vest in 2007 and thus are reflected in the 2007 Summary Compensation Table. In
2004, Mr. Wolf received no restricted stock awards and received 1,000,000 nonqualified siock options (pre-split) to
recognize his promotion to CEOQ. As this award vests 25% annually, this year’s Summary Compensation Table
includes the $5,163,750 value attributed to proportional vesting in 2007. Similarly, in 2004, Mr. McDonough
received a restricted stock award (pre-split) of 50,000 shares and 300,000 nonqualified stock options (pre-split) to
recognize his promotion to President. These awards also vest 25% annually, resutting in $2,157,750 of proportional
value of vested or released equity awards reported in the 2007 Summary Compensation Table.

The Company does not time grants and awards around material, non-published information. Grant and award
dates are determined either as of a specific future event (such as daie of hire or date of promotion) or on the date of
the Compensation Committee’s approval. The Compensation Committee generally considers new hire and
promotion awards at its regularly scheduled meetings. Awards approved for executives that are newly hired or
promoted are priced at the closing market price on the date of grant. The date of grant is either:

(i) the date of hire or promotion if that date is after the Compensation Committee’s approval of the
award; or

(ii) the date of the Compensation Committee’s approval if the date of hire or promotion is before the
Compensation Committee’s approval date,

The annual equity grants for key management are considered and approved at a Compensation Committee
meeting held mid-year. The annual grant date is four (4) business days after the date of the Compensation
Committee’s approval to allow time to communicate the awards and to timely file Form 4 disclosures with the
Securities and Exchange Commission. The exercise price of option awards is the closing market price of the
Company’s stock on the grant date. As of December 31, 2007, there were 7,024,761 shares of common stock
available for grant under the 2004 Incentive Plan.

The Mid-Term Executive Retention Plan

Retention of key senior executives, including the named executive officers, is of critical importance to the
Company’s success. Since May 2004, the Company has utilized a program intended to promote the retention of such
executives, the Mid-Term Executive Retention Plan. This deferred compensation program is administered under the
terms of the 2004 Incentive Plan. This plan design includes an annual EPS target and service requirements applied
over a three (3) year period, with payments contingent both on the EPS target being achieved and the executives
remaining with the Company. Account balances are forfeited if EPS targets or service requirements are not met.
Earlier payment can occur in the event of a change-of-control, in which case all participants® accounts vest n full, or
in the event of a participant’s death or involuntary discharge without cause, in which case such participant’s
accounts vest on the date of death or discharge (if the required EPS performance metric had been met). The same
annual budgeted EPS goal used for the annual incentive EMIP target is used as the trigger to commence vesting of
the Mid-Term Executive Retention Plan (and the release of restrictions on restricted stock awards as discussed on
page 19 of this proxy statement). The Compensation Committee considers these EPS goals to contain reasonable
stretch thresholds that recognize the performance achieved by our peer group and consider the competitiveness in
the healthcare insurance market.
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The Mid-Term Executive Retention Plan utilizes two types of cash contributions: a fixed dollar allocation and
a stock equivalent allocation credit. [nvestment returns for the fixed dollar allocation account are based on a model
portfolio as selected by the Company. The credits in the stock equivalent allocation account increase or decrease in
accordance with the price of the Company’s common stock. The Mid-Term Executive Retention Plan continues to
have an intermediate focus (three years) and includes specific performance measures, in particular EPS goals, that
must be achieved before the three-year vesting schedule begins and cash and stock equivalent allocations are paid
out.

On July 1, 2006 and 2007, the Company made annual fixed dollar allocations for each participant. The fixed
dollar allocation for the named executive officers was a percentage of compensation (salary plus EMIP incentive
payment) as follows for each year:

2006 2007
O, o e e e e e 45% 50%
0T T=1x 111 T 35% 40%
McDonough . ... . . 35% 40%
SOISMAN .+ .\« e e e e L. 35%  40%
ZelinSKi. . .. e e 25% 35%

Although not guaranteed, all participants were eligible to receive a credit to a stock equivalent allocation
account equal to 35% of each participant’s fixed dollar cash allocation conditioned on Company and individual
performance. The credits in such stock equivalent allocation accounts increase or decrease in accordance with the
price of the Company’s common stock. All plan allocations are based on an evaluation of the potential payouts from
all compensation and incentive arrangements through a review of tally sheets and a determination of an amount that
would significantly align the executive with the Company’s goals and objectives. A three-year rolling vesting
feature provides significant retention value.

Under the Mid-Term Executive Retention Plan for 2007, contributions to the fixed dollar allocation and stock
equivalent allocation accounts were made subject to forfeiture if the executive were to resign, were terminated for
cause prior to June 30, 2010, or if the performance criteria of EPS of $3.82 for 2007 were not met. Since the
performance criteria was met, all fixed dollar allocations and stock equivalent allocation credits will vest and be
paid in cash after June 30, 2010, subject to the executive not resigning or being terminated for cause. Payment
earlier than June 30, 2010 is possible in the event of a change-of-control, in which case all participants’ accounts
will vest in full, or in the event of a participant’s death or involuntary discharge without cause, in which case such
participant’s accounts will vest on the date of death or discharge.

The following 12/31/2007 Mid-Term Executive Retention Plan account balances have met the performance
criteria vesting and are still subject to service-based forfeiture:

LY 73) U OO $2,584,626
(01173 441 R U $ 758,998
McDonough . ... ... e $1,343.941
1L ¢ 117: 1+ I SR $ 938,527
T 16T < I O $ 475,521

See the Summary Compensation Table (footnote 3) on page 24 of this proxy statement related to the Mid-Term
Executive Retention Plan allocations made in 2006 and 2007. The amounts reported in the “2006 Mid-Term”
column of the Summary Compensation Table (footnote 3) have been amended from last year’s reporting to reflect
the July 1, 2006 contribution rather than the “proportional values allocated to 2006 service” as previously reported.
See the Grants of Plan-Based Awards Table (footnote 1) on page 25 of this proxy statement for a summary of the
estimated future payouts from the 2007 Mid-Term Executive Retention Plan allocations.

Non-Qualified Deferred Compensation Plan (Restore Plan) and Expanded Long-term Disability Coverage

The Company provides two programs that enable the Company to deliver the same benefit value (as a percent
of base salary and annual incentive payments) to named executive officers as is provided to all other employees.
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Benefits in this category include the 401(k) Restoration and Deferred Compensation Plan and expanded long-term
disability coverage.

The Company’s 401 (k) Restoration and Deferred Compensation Plan is positioned at peer group medians of
market practice. The 401(k) Restoration and Deferred Compensation Plan (discussed in more detail in the
supporting narrative of the Nonqualified Deferred Compensation Table on page 28 of this proxy statement)
maintains the relative value of the Company-provided retirement benefit to all employzes curtailed by Internal
Revenue Code Section 415. This benefit is paid 10 equalize benefits (on the basis of percent of base pay allocated to
retirement funding) for all similarly situated executives,

While forty-four percent (44%) of our peer group sponsor some form of defined benefit pension plan, thé
Company provides no such retirement benefit.

The vpgraded long-term disability benefit is likewise structured to remove Internal Revenue Code and ERISA
limitations to equalize benefits on the basis of percent of compensation eligible for long-term disability payment
consideration. Under terms of the employment agreements executed with each named exccutive officer, long-term
disability payments will be provided at full salary continuation until the executive qualifies for benefits under the
standard employee long-term disability program (see page 30 of this proxy statement). Once the standard employee
long-term disability benefit payments begin, a named executivé officer will receive 60% of his pre-disability
earnings, supplemented by the Company to the extent not covered under the long-term disability program.

Perquisites. The Company provides a limited number of perquisites to the named executive officers. The
Company believes that these limited perquisites are necessary to attract and retain talented executives, to promote
greater efficiency and productivity of executives’ time, and in some cases, to provide physical security for the
executives, The Company-provided perquisites include a company car (lease or allowance) and private aircraft
services for business use for all named executive officers and limited personal use for Mr. Wolf, Mr. Guertin,
Mr. McDonough, and Mr. Soistman,

All executives have the right to participate in Company employee benefit programs (including medical, dental,
vision, life, accidental death and dismemberment, dependent life, short-term disability, 401(k), vacation/holidays,
group legal, and flexible spending accounts). Benefit plan participation is on the same basis as all other eligible
employees, except that highly compensated employees ($200,000 base plus MIP/EMIP) pay a higher medical plan
contribution rate than other covered employees.

Executive Stock Ownership Guidelines. The Company has adopted stock ownership guidelines for certain
executive officers. These guidelines promote a long-term perspective and further align executive officers’ interests
with stockholders’ interests. These guidelines also support the Company’s longstanding commitment to sound
corporate governance. The guidelines recommend that the Chief Executive Officer, President, Executive Vice
Presidents, Senior Vice Presidents and other designated executives own shares of the Company’s common stock
having a continuing value equal to a multiple of their base salary.

The recommended multiples are as follows:

Chief Executive Officer and the President Six times base salary

Executive Vice Presidents Five times base salary
Senior Vice Presidents Four times base salary
Other designated executives Two times base salary

]
Executives are expected to achieve their stock ownership goals within three (3) years of the date such executive
becomes subject to the guidelines. Executives who do not meet the guidelines within the prescribed time frame may
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not be eligible for future stock grants. As displayed in the following table, all named executive officers have met
their stock ownership guideline:

Guideline Shares Held as of

Multiple of Share Ownership December 31, Percent of
Executive Base Salary Guideline* 2007 Guideline Met
Wolf . ..., .. . 6 times 97,722 214,697 220%
Guertin. . .................... 5 times 44,304 100,196 226%
McDonough.................. 6 times 89,620 240,922 269%
Soistman ........ ... . cuenon.. 5 times 50,633 174,166 344%
Zielinski. .................... 5 times 40,084 59,485 148%

* Based on the closing market price of the Company’s stock on December 31, 2007 of $59.25 per share.

Hedging or any form of margin arrangement, short sales, and/or dealing in puts and calls of the Company’s
stock by executives is prohibited. ’

Post-Termination Arrangements.  The Company provides severance and change-in-control post-termination
benefits to its named executive officers. These arrangements are provided to maintain executive continuity and
leadership during potentially disruptive negotiations relating to potential mergers, acquisitions, or other business
combinations that may threaten continued employment of the executive. These arrangements also serve to protect
the stockholders’ interest in maintaining executive leadership so that goals and objectives in the best interest of the
stockholders are pursued.

Severance and related excise tax provisions are established at the median of peer group levels. Should an
executive’s change-in-control payment result in the imposition of Section 4999 excise taxes, the executive wiil
receive gross-up protection, except that a ten-percent (10%) cutback provision applies, to the extent such cutback
would eliminate the excise tax: The cutback is capped at $100,000 for the CEO and $50,000 for the other named
executive officers. Had a change-in-control occurred on December 31, 2007, no excise tax would have been
assessed and the cutback provision would not have been applied for any named executive officer.

See the Post-Termination Compensation — Fiscal Year 2007 table and the Employment Agreement Summary
table on pages 29 through 31 of this proxy statement for a summary of the post-termination, severance, death, and
disability payments available to the named executive officers.

Set forth on the following page is information concerning the compensation of the named executive officers for
our most recent fiscal year.
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Summary Compensation Table — Fiscal Year 2006 and 2007

Non-Equity All Other
Incentive Compensation
Plan See All Other
Stock Awards Option Awards Compensation Comprnsation Table
Name and Principal Position Year Salary(l) 2) [P4] (3 Below(5) Total

Dale B. Wolf .......... 2007 $925,000 $1,688,743 $7.846,664  $3,821,226 $588,190 $14.869.823
Chief Executive Officer 2006 $850,000 $1,405,643 $7,113179  $3,174,110 $491,194 $13,034,126
Shawn M. Guertin. . ..... 2007 $525,000 $ 928,688 $1,755,056 51,126,486 $165,168 $ 4,500,398

Executive Vice President, 2006 3$475,000 $ 680,901 $1,328,873 § 887,052 $135,734 $ 3,507,560
Chief Financial Officer,
and Treasurer

Thomas P. McDonough ... 2007 $885,000 $1,718,203 §3,289,535  $1,255,907 $232,518 $ 7,381,163
President 2006 $850,000 $1,783,120 $2.981,261  $3,238,698(4)  $286,359 $ 9,139,438
Francis S. Soistman, Jr. ... 2007 $575000 $1,025,503 $1,777,184  $1,511,489 $129,659 $ 5,018,875

Executive Vice President, 2006 $525,000 3% 910,663 $1,319310 $1,181,554 $237.926 $ 4,174,453
Government & Individual
Plans

Thomas Zielinski. . .. .. .. 2007 $450,000 $ 793,038 % 644895 § 771,202 $ 61,370 $ 2,720,505
Executive Vice President,
General Counsel

(1) New base salary rates effective 12/22/2007 are as follows: Wolf $965,000; Guertin $570,000; Soistman
$600,000; Zielinski $475,000.

(2) Stock Awards and Option Awards use a methodology consistent with FAS 123R that reports Black-Scholes
value attributed to the 2007 service year from grants awarded in previous years and reported in the respective
proxies (2003, 2004, 2005, 2006) and 2007. See Black-Scholes assumptions on page 20 of this proxy statement.

(3) Annual Executive Management Incentive Plan (EMIP) payment and Mid-Term Executive Retention Plan
allocations made 7/1/2006 and 7/1/2007 (see discussion regarding change in “2006 Mid-Term” reporting,
page 21 of this proxy statement).

2006 EMIP 2006 Mid-Term 2006 Total 2007 EMIP 2007 Mid-Term 2007 Total
Wolf .......... ... $1,625,000  $1,549,110  $3,174,110  $2,100,000  $1,721,226  $3,821,226
Guertin . .......... $ 450,000 $ 437,052 § 887052 $ 600,000 $ 526486  $1,126,486
McDonough .. ... .. $ 700,000 $ 838698  $1.538,698 § 400,000 § §£55907 51,255,907
Soistman .......... $ 650,000 $ 531,554 31,181,554 5 850,000 - $ 661,489 81,511,489
Zielinski .......... NA NA NA § 405000 $ 366202 35 771,202

(4) Consists of $700,000 EMIP and $838,698 Mid-Term payments (footnote 3 above) and $1,700,000 Special
Performance Incentive payment based on achievement of year-over-year increase in the Company’s revenue
and First Health integration goals (January 1, 2005 to June 30, 2006). Maximum payout of two times annual
base salary was paid on July 7, 2006.

(5) All Other Compensation Footnote of Su.rnmary Compensation Table — Fiscal Years 2006 and 2007

Company Company Match
Provided Company Match Nonqualified
Transportation Transportation Retirement 401(k) Restore
Car(a) (Aircraftib) Gross-up Savings Plan LTD Value(c) Total

Wolf........ 2007 $17.531 $341,976 $78,283 $10,125 $112,735 $27,540 $588,190
2006 $17,466 $213,860 366,146 $ 9,900 $157,200 $26,622 $491,194
Guertin. ..... 2007 $12,000 $ 79,621 $19.915 $10,125 $ 35857 $ 7,650 $165,168
2006 $i2,000 $ 38,175 $22,163 $ 9,784 $ 45962 $ 7,650 $135,734
McDonough. . . 2007 $14,400 $ 95,868 $29,504 $10,125 $ 64,567 $18,054 $232,518
2006 514,400 $ 81353 _ $34,198 $ 9,900 $110,400 $36,108 $286,359
Soistman . . ... 2007 $12,000 $ 30423 $19,899 $10,125 $ 47,154 $10,098 $129,699
2006 $12.000 $ 55,752 $27,757 $ 9,900 $121,807 $10,710 $237.926
Zielinski . .. .. 2007 $12,000 ) — $ 8312 $10,125 $ 25,792 $ 5,141 $ 61370
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(a) Lease value (plus insurance) for Wolf car and cash allowance for other executives.

(b) Incremental cost to the Company includes amounts billed per trip for airport fees, catering, and other trip-
related expenses and a portion of the depreciation cost of the Company’s fractional share of leased or timeshare
aircraft. )

(c}) Projected premium cost of long-term disability benefit per employment agreement (see Employment Agree-
ment Summary on page 30 of this proxy statement).

Set forth below is information concemning each award granted to a named executive officer in 2007. This
includes EMIP opportunity, Mid-Term Executive Retention Plan awards, restricted shares awarded, and non-
qualified stock options granted.

Grants of Plan-Based Awards During Fiscal Year 2007

All Other
Estimated Estimated Estimated Estimated Option
Future Future Future Future ' Awards:
Payouts Payouts Payouts Payouts Number  Exercise or  Grant Date
Under Under Under Under of Securities Base Price Fair
Non-Equity  Non-Equity Non-Equity Equity Underlying of Option  Value of Stock
Incentive Incentive Incentive  Incentive Plan  Options Awards and Option
Eﬂ Grant Date Plan Awards  Plan Awards Plan Awards Awards @) ($/Shares) Awards
Threshold Target Muaximuom Target
) (2)(5) (&)
Wolf.............. 51222007 $1,800,300 $1,800,300
) 512212007 225,000 $60.01 54,071,510
77172007 $1,992,534(1)
$624,375 $1,387.500(2) 35,000,000
Guedin . ........... 572242007 $1,500,250 $1,500,250
S2272007 100,000 $60.01 $1,809,560
71112007 $ 609473(1) -
$177.188 $ 393,750(2) $5,000,000
McDonough, . .. ... .. 57222007 $1,200,200 $1,200,200
52212007 - 125,000 $60.01 $2,261,950
112007 $ 990,819(1) ’
$398,250 5 88500002) $5,000,000
Soistman . . ......... 512272007 $1,200,200 $1.200,200
572272007 100,000 $60.01 $1,809,560
/172007 $ 765,756(1)
$194,063 § 431,250(2) $5.000,000
Zielinski ........... 5/2212007 ' $1,050,175 $1,050,175
512212007 50,000 $60.01 $ 904,780
7112007 $ 423,925(1)

$141,750

%

315,000(2) 5,000,000

{1) Mid-Term Executive Retention Plan (initial allocation with three year annual 5% assumed investment growth)
(2) 2007 EMIP

(3) Performance-based restricted stock award vests 25% annually to fully vest on 5/22/2011 (2007 earnings per
share performance target met)

(4) Nonqualified stock options vest 25% annually, with a ten year exercise term from grant
(5) Maximum payout equals the lesser of $5,000,000 or 1% of 2007 operating earnings ($6,260,940)

Note: See narrative beginning on page 19 of this proxy statement for details regarding methodology for determining
stock awards.
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The following table provides information concerning unexercised stock options and unvested shares of
restricted stock at December 31, 2007: ‘

Outstanding Equity Awards at Fiscal Year-End — Fiscal Year 2007

Option Awards Stock Awards
Market
' Number of Value
Number of Number of Shares of Shares
Securities Securities or Units of or Units
Underlying Underlying . Stock of Stock
Unexercised Unexercised Option Option That That
Options Options Exercise Expiration Have Not Have Not
Name Exercisable Unexercisable Price Date Vested Vested
Wolf .. .......... ... ... 246,250 $19.30  6/25/2013

1,125,000 375,000(1) $3246  6/1472014
112,500 112,500¢2) $47.90  6/20/2015
51,750 155,250(3) 3$51.30  5/2272016
225.000(4) $60.01  5/22/2017

90,000(23) $5,332,500

Guertin .. ............ o 8,750 $19.30  6/25/2013
33,750 11,250(5) $32.46  6/14/2014
77,500 37,500(6) $28.37  11/3/2014
56,250 56,250(7) $47.90 672012015

25,000 75,000(8) $51.30  5/22/2016
100,0009) $60.01  5/22/2017
55,000(24) $3,258,750
McDonough ............. 156,250 $19.30  6/25/2013
337,500 112,500010) $32.46  6/14/2014
75,000 75,000(11) $47.90 . 6/20/2015
31,250 93,750(12) $51.30  5/22/2016
125,000(13) $60.01  5/22/2017
. 76,250(25) $4,517.813
Soistman. ............... 15,000 15,000(14) $32.46  6/14/2014
71,138 '37,500(15) $28.37  11/3/2014
56,250 56,250(16) $47.90  6/20/2015
25,000 75,000(17) $51.30  5/22/2016
100,000(18) $60.01  5/22/2017
: 53,750(26) $3,184,688
Ziekinski . .. oo, 7,500019) $32.46  6/14/2014
22,500(20) $47.90  6/20/2015
37,500(21) $51.30  5/22/2016
50,000022) $60.01  5/22/2017
41,875(27) $2,481,094

(1) 375,000 vests 6/14/2008

(2) 56,250 vests 6/20/2008 and 6/20/2009

(3) 51,750 vests 5/22/2008, 5/22/2009, and 5/22/2010

(4) 56,250 vests 5/22/2008, 5/22/2009, 5/22/2010, and 5/22/2011

(5) 11,250 vests 6/14/2008

(6) 37,500 vests 11/3/2008

(7) 28,125 vests 6/20/2008 and 6/20/2009

(8) 25,000 vests 5/22/2008, 5/22/2009, and 5/22/2010

(9) 25,000 vests 5/22/2008, 5/22/2009, 5/22/2010, and 5/22/2011
(10) 112,500 vests 6/14/2008
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(11) 37,500 vests 6/20/2008 and 6/20/2009

(12) 31,250 vests 5/22/2008, 5/22/2009, and 5/22/2010

(13) 31,250 vests 5/22/2008,-5/22/2009, 5/22/2010, and 5/22/2011
(14) 15,000 vests 6/14/2008

(15) 37,500 vests 11/3/2008

(16) 28,125 vests 6/20/2008, and 6/20/2009

(17) 25,000 vests 5/22/2008, 5/22/2009, and 5/22/2010

(18) 25,000 vests 5/22/2008, 5/22/2009, 5/22/2010, and 5/22/2011
(19) 7,500 vests 6/14/2008

(20) 11,250 vests 6/20/2008 and 6/20/2009

(21) 12,500 vests 5/22/2008, 5/22/2009, and 5/22/2010

(22) 12,500 vests 5/22/2008, 5/22/2009, 5/22/2010, and 5/22/2011

(23) 18,750 vests 6/20/2008 and 6/20/2009; 7,500 vests 5/22/2008, 5/22/2009, and 5/22/2010; 7,500 vests
52212008, 5/22/2009, 5/22/2010, and 5/22/2011

(24) 3,750 vests 6/14/2008; 7,500 vests 6/20/2008, and 6/20/2009; 3,750 vests 5/22/2008, 5/22/2009, and
5R22/2010; 6,250 vests 5/22/2008, 5/22/2009, 5/22/2010, and 5/22/2011

(25) 18,750 vests 6/14/2008; 11,250 vests 6/20/2008 and 6/20/2009; 5,000 vest 5/22/2008, 5/22/2009, and
5/2242010; 5,000 vest 5/22/2008, 5/22/2009, 5/22/2010, and 5/22/2()11

(26) 3,750 vests 6/14/2008; 7,500 vests 6/20/2008, and 6/20/2009; 5,000 vests 5/22/2008, 5/22/2009, and
5/2212010; 5,000 vests 5/22/2008, 5/22/2009, 5/22/2010, and 5/22/2011]

(27) 5,625 vests 6/14/2008; 5,625 vests 6/20/2008 and 6/20/200%; 2,500 vests 5/22/2008, 5/22/2009, and
5/22/2010; 4,375 vests 5/22/2008, 5/22/2009, 5/22/2010, and 5/22/2011
The following table provides information concerning exercises of stock options and vesting of restricted shares
during 2007 for the named executive officers:
Option Exercises and Stock Vested — Fiscal Year 2007

Option Awards Stock Awards
Number of Number of

Shares Acquired  Value Realized  Shares Acquired  Value Realized
Name on Exercise on Exercise * on Vesting on Vesting *
Wolf .. ... .. o 260,000 $13,148,080 40,312 $2,376,749
Guertin .................... 60,000 $ 1,879,870 17,812 $1,057.311
McDonough . . ............... 350,000 $16,069,575 49,062 $2,916,461
Soistman ................... 100,600 $ 3,328,046 27,500 $1,626,200
Zielinski. . .................. 75,250 $ 2,557,314 19,375 $1,149,700

* Note: Exercise price less grant price (amounts are pre-tax)
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The Company does not have a defined benefit pension plan. The following table provides information
concerning our 401(k) Restoration and Defined Benefits Plan for the named executive officers:

Nonqualified Deferred Compensation — Fiscal Year 2007
Registrant

Executive Contributions Aggregate Agpregate Aggregate
Contributions in Last FY Earnings Withdrawals / Balance
Name in Last FY (1) in Last FY Distributions at Last FY End
Wolf ... .. $154,032 $112,735 $t61,150 $— $2,765,310
Guertin. . ............cuvuu.. $ 47928 $ 35,857 $ 35385 $— $ 474,707
McDonough . . ................ $ 96,132 $ 64,567 $213,757 5— $1,785,543
Soistman ...........ccia... $239,880 $ 47,154 " § 91372 — $1,722.611

Zielinski, . ........... ... .. ... $ 35706 $ 25,792 $ 25,195 $— § 337,553

(1) Registrant Contributions in Last FY included in footnote 5 of Summary Compensation Table under “Company
Maich Nonqualified 401(k) Restore Plan™.

401(k) Restoration and Deferred Compensation Summary

An executive may defer up to 75% of base salary and up to 100% of bonus for a Plan Year. The Plan Year
begins January 1 and ends December 31. Elections must be made in advance of the Plan Year. The Company
matches the executive’s deferral with a contribution equal to the matching contribution formula in the 401{(k} Plan,
applied to the sum of the executive’s deferrals in the 401(k) Plan and this nonqualified 401(k) Restoration and
Deferred Compensation Plan as a percent of eligible pay, less the Company’s matching contribution in the 401(k)
Plan for the same year. In no event may the aggregate match to these plans exceed 4.5% of eligible compensation.
investment options include Company stock and a broad range of mutual funds available from T. Rowe Price, the
Plan administrator (very similar to the mutual fund offerings in the all-employee 401(k} Plan). Earnings credited to
an executive’s account are based on the specific investment clections of that executive. Transfers in existing
invested funds are available daily. Distributions following termination are either lump sum or in substantially equal
payments over a five-year period, as elected by the executive upon initial enrollment. Distributions are also
available due to death, disability, or unforeseeable emergency. Such emergencies include severe financial hardship
to the employee resulting from illness or accident of the employee, spouse or direct descendant; loss of property due
to casualty; or other similar extraordinary and unforeseeable circumstances arising beyond the control of the
employee.

The following table summarizes the estimated payments to be made under each contract, agreement, plan or
arrangement that provides for payments to a named executive officer at, following, or in connection with any
termination of employment, including by resignation, retirement, death, disability, or constructive termination, or
on change-in-control or a change to the named executive officers responsibilities, assuming an effective date of
December 31, 2007. Benefits available without discrimination to all salaried employees are excluded from the table.
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would be enhanced by the termination event: -

Post-Termination Compensation — Fiscal Year 2007(1)

-The following table does not repeat information in other tables herein, uniess the amount payable to the executive

Wolf Guertin McDonough Soistman Zielinski
Death Benefit
Lump sum bonus (average last
twoyearsy ... ............. $ 1662500 3% 450,000 3% 1912500 3 625000 % 317,500
Accelerated Mid-Term :

Executive Retention Plan

Vesting ........... ..... $ 2584626 $ 758998 § 1343941 § 938,527 § 475,521
Benefit Continuation(2) ... ... $ 32429 §$ 21,619 % 21,938 $% 22,310 - § 23,012
Accelerated Stock Vesting(4) .. $17,889,863  § 5,952,825 % 9,128,250 § 5,979,225  $3,235,519
Total .................... $22,169418  $.7,183,442 . $12,406,629 § 7,565,062 $4,051,552

Long-Term Disability Benefit e
Base Pay (six months) . ... ... $ 482500 § 285000 $ 442,500 $ 300,000 $ 237,500
Present Value LTD Exec )

Excess Paymens . ......... $19,212,923 § 9,028,819 § 7,728,504 § 8,861,219  $3,388,331
Lump sum bonus (average last

tWO Years) .. ....ovuen.., $ 1,662,500 $ 450,000 §$ 1912500 §$ 625000 $ 317,500
Benefit Continuation(2) . . .. .. $ 49218 $ 32812 $, 33325 % 33894 $ 21,938
Accelerated Stock Vesting(4) .. $17,889,863 3 5,952,825 § 9,128,250  § 5,979,225  $3,235519
Total .................... $39,297,004 515,749,456  $19,245,079  $15,799,338  $7,200,788

Termination Without Cause or . : )
Constructive Termination . o i
Severance ................ $ 5255000 % 1,020,0{_)0' '$ 2,797,500 § 1,225,000 $ 792,500
Benefit Continuation(2) . :.... $ 32,812 .. % 16,406 §. 16663 § 16,947 § 10,969
Accelerated Mid-Term o

Executive Retention Plan . - ) : - .

Vesting ................ $ 2,584,626 S 758,998 % 1,343941 § 938527 $ 475521
Accelerated Stock Vesting(3) .. $13,095,788 $ 3,236,419 $'6,057.938 $ 3,336,881  $1,501,894
Total ........cvvvivian $20,968,226 $ 5,031,823 $IO,2'I'6,042 $ 5,517,355  $2,780,884

Termination Without Cause or :

Constructive Termination i

(Within Two Years Following

Change in Control) ” S

Severance ................ $ 5,255,000 -$ 2,040,000 $ 5,595,000 $ 2,450,000 $1,585,000
Benefit Continuation(2) . . . ... $ 49218 $ 32812 $ 33325 $ 33894 $ 21938
- Accelerated Mid-Term . o .

Executive Retention Plan ) ! _

Vesting ................ $ 2584626 $ 758,998 §$ 1,343941 $ 938,527 $ 475521
Accelerated Stock Vestiﬁg(4) ;. $17,889,863 3% 5,952,825, $‘v9,128,250, $ 5,979,225  $3,235,519
Total Severance Absent 280G ‘ .

Excise Tax Gross-up. .. .... © 825,778,707 $°8,734,635 516,100,516  $ 9,401,646  $5,317,978
Section 280G Excise Tax ' v

Gross-up(5) . . ...... ... § - % . - 5 - 3 — % —
Total ........... ... v $25,778,707 . $.8,784,635 316,100,516 $ 9,401,646 $5,317,978

(1) Values do not include ERISA-based programs or benefits available to all eligible employees or the 401(k)
Restoration and Deferred Compensation Plan. Values are based on the assumption that the triggering event took

place on December 31, 2007.
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(2)Company-paid premiums to continue pre-termination coverage levels for medical, dental, and vision.

(3) One year acceleration of restricted awards and nonqualified stock options.

(4) Full acceleration of restricted awards and nonqualified stock options,

(5) No excise tax due.

The following table summarizes the provisions of our employment agreements with our named executive

officers:

Feature
Initial Date / Term

Renewal
Base Salary

Annual Incentive

Vacation

Auto

Airplane Allowance
Death Benefit

Disability Benefit

Termination

Termination Without Cause
or Constructive
Termination

Employment Agreement Summary

Wolf .

1/1/2008 / 3 years
Year-to-year

Not less than the initial amount, to be
reviewed annually and increased from
time to time

Executive Management Incentive Plan at
150% target

Four weeks
Leased + operating costs (tax gross-up}
50 hours personal {(tax gross-up)

Lump sum equal to average bonus last
two calendar years immediately
preceding death and cost of medical,
dental, and vision premiums (36 months).
Stock options and restricted grants vest
in full {including Mid-Term Executive
Retention Plan).

Base pay until eligible for LTD benefits
(six months), then 60% of pre-disability
earnings (to age 65) to extent not paid by
LTD program. Lump sum equal to
average bonus last two calendar years
immediately preceding disability and
cost of medical, dental, and vision
premiums (36 months). Stock options
and restricted grants vest in full.

With or without cause upon 90 days
notice..

Two times sum of base salary and
average bonus previous two calendar
years immediately preceding year of
termination (paid monthly over a two
year period); cost of medical, dental, and
vision premiums (24 months);
unrestricted title to company car;
additional stock option and restricted
awards vesting credit {12 months); and
Mid-Term Executive Retention Plan vests
(to extent that performance measures had
been met).
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Other Named Execs
Guertin/McDonough/Soistman/Zielinski

Same(1)
Same(l)
Same(1)

Executive Management Incentive Plan at
100% target for McDonough; 75% target
for Guertin and Soistman; and 70%
target for Zielinski

Same (1)
Monthly allowance (tax gross-up)
None .

Lump sum equal to average bonus last
two calendar years immediately
preceding death and cost of medical,
dental, and vision premiums (24 months).
Stock options and restricted grants vest
in full {including Mid-Term Executive
Retention Plan). ’

Base pay until eligible for LTD benefits
{six months), then 60% of pre-disability
earnings (10 age 65} to extent not paid by
LTD program. Lump sum equal to
average bonus last two calendar years
immediately preceding disability and
cost of medical, dental, and vision
premiums (24 months). Stock options
and restricted grants vest in full.

Same(1)

One times sum of base salary and
average bonus previous two calendar
years immediately preceding year of
termination (paid monthly over a one
year period); cost of medical, dental, and
vision premiums (12 months}; additional
stock option and restricted awards
vesting credit (12 months); and Mid-
Term Executive Retention Plan vests (to
extent that performance measures had
been met).



Feature

Termination Without Cause
or Constructive
Termination Within Two
Years Following a
Change-in-Control

Change-in-Control
Severance Cutback to
Reduce Internal Revenue
Code Section 4999 Excise
Tax Gross-up

Non-compete

Termination With Cause or
Voluntary Resignation

Wolf

Two times sum of base salary and
average bonus previous two calendar
years immediately preceding year of
termination (lump sumy); cost of medical,
dental, and vision premiums (36 months);
unresiricted title to company car; and full
vesling of stock options, restricted
awards, and performance-based stock
(including Mid-Term Executive
Retention Plan). Gross-up of any taxes
that may be imposed by Internal
Revenue Code Section 4999 excise tax
rules (see below).

Should gross-up payment not exceed the
lesser of (A) 110% of the greatest
amount that could be paid without giving
rise to any Excise Tax (the Safe Harbor
Amount, as outlined in IRC Section
4999) or (B) $100,000, then no gross-up
payment shall be made and the amounts
payable shall be reduced so that the
gross-up payment, in the aggregate, is
reduced to the Safe Harbor Amount.

Confidentiality agreement and non-
compete during employment and for:
(i.) Two years following a termination
without cause or constructive
termination; (ii.) One year following a
Change-in-Control; or (iii.) Without
restriction following voluntary
termination or non-renewal of
employment agreement.

No obligation for continued payments,
except eamned but unpaid base salary or
other payments due similarly situated
non-exccutive employees.

Other Named Execs
Guertin/McDonough/Seistman/Zielinski

Two times sum of base salary and
average bonus previous two calendar
years immediately preceding year of
termination (lump sum); cost of medical,
dental, and vision premiums (24 months);
and full vesting of stock options,
restricted awards, and performance-based
stock (including Mid-Term Executive
Retention Plan). Gross-up of any taxes
that may be imposed by Internal
Revenue Code Section 4999 excise tax
rules (see below).

Should gross-up pajmem not exceed the

lesser of (A) 110% of the greatest
amount that could be paid without giving
rise o any Excise Tax (the Safe Harbor
Amount, as outlined in IRC Section
4999) or (B) $50,000, then no gross-up
payment shall be made and the amounts
payable shall be reduced so that the
gross-up payment, in the aggregate, is
reduced to the Safe Harbor Amount.

Same, except Zielinski, following
voluntary termination or non-renewal of
employment agreement may provide
legal services or advice to an HMO,
managed care or health insurarice
business in connection with engaging in
the private practice of law, to the extent
that such representation is not adverse to
the interests of the Company,

Same(1)

Note: Chart does not include elements generally available to all employees through our standard policy or ERISA-based qualified plans.
{1} "Same™ means that feature matches that provided in the Wolf employment agreement
(2} Initial amounts as follows: Wolf $965,000; Guertin $570,000; McDonough $885,000; Seistman $600,000; and Zielinski $475,000
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2007 Directors’ Compensation

On November 2, 2005, the Compensation Committee recommended to the Board, and the Board subsequently
approved, the Compensation Program for Non-Employee Directors, which was filed as Exhibit 10.13 to the
Company’s Form 8-K, filed on November 10, 2005 (the “Program”). The Program was based upon a review of
director compensation currently paid by competitors in the industry and other similar companies. The Committee
believed the adoption of the Program to be in the best interests of the Company and that it would enable the
Company to retain and attract qualified directors and would further align the interests of the directors with the
interests of the stockholders.

The Program is a “cafeteria plan” that gives non-employee directors the choice of being paid his or her
compensation in the form of cash, stock options, restricted stock or a combination thereof and allows the directors,
pursuant to the Deferred Compensation Plan for Non-Employee Directors (the “Director Deferred Compensation
Plan™), to defer all or a portion of his or her compensation in the form of cash or stock units.

Under the Director Deferred Compensation Plan and the Program, compensation atlocated to cash is limited to
50% of total compensation payable during the year, unless the Chairman waives the requitement, and is paid out
quarterly in arrears. Compensation allocated to deferred cash is credited quarterly with interest based at the
Company’s borrowing rate set at the beginning of each year.

Compensation allocated to stock awards (stock options, restricted stock or deferred stock units) will be
converted to awards of equivalent value determined by using the same method used by the Company to expense the
awards for financial accounting purposes. Stock awards vest or the restrictions lapse in equal quarterly increments
over the year compensation is payable. Stock awards, including stock units, will be credited with any dividends,
stock splits, reverse stock splits or other changes in the Company’s capitalization in accordance with the terms of the
2004 Incentive Plan. Stock units will be treated as if they were actual shares of the Company’s common stock, but
will not be evidenced by or convertible into any actual shares of the Company’s common stock until distribution.
Deferred compensation will not be distributed until a non-employee director’s termination from service on the
Board, or upon his or her death, or upon a change in control (as defined under section 409A of the Internal Revenue
Code of 1986, as amended), or in the event of an unforeseeable emergency (causing severe financial hardship).
Unvested restricted stock awards or stock options fully vest upon death or disability. Vested stock options are not
transferable, except to immediate family members or by will or the laws of descent and distribution. Vested stock
units are not transferable, except pursuant to a qualified domestic relations order or by will or the laws of descent
and distribution. ' .

Upon joining the Board, a new non-employee director will receive a one-time initial grant of a non-qualified
stock option to purchase 10,000 shares of common stock vesting.in equal amounts over four years at an exercise
price equal to the closing market price on the date of grant. Compensation for a non-employee director elected to the
Board after January st will be prorated. :

The Board approved the Program and an amendment to.the 2004 Incentive Plan providing for awards to non-
employee directors (the “Amendment”), effective as of January 1, 2006. The stockholders approved the Amend-
ment at its annual meeting held on May 18, 2006. The Board set the annual compensation under the Program at
$225,000 to be received as compensation for participation in the Board’s five regularly scheduled meetings and
overall service as director, but exclusive of committee and special Board meeting fees and chair retainers, which are
set forth in the table below. Each non-employee director elects the form of payment (cash, restricted stock, stock
options or deferred cash or deferred stock units) prior to January 1st of each Program year.
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The following table summarizes the components and amounts of the compensation package paid to eligible

non-employee directors annually under the Program.

Compensation Components

Annual Compensation for Atendance at Regular Board
Meetings(1) (paid/vested/deferred quarterly in arrears in
accordance with the Program and includes compensation for five
regularly scheduled Board mectings) . ... .................

Annual Committee Chair Retainer (Paid annually in arrears) . . . .

Attendance at In-Person Special Meeting . . .. ..............

Attendance at In-Person Committee Mecting (Regular or
Special) .. ..

Participation in a Special Telephonic Meeting. . .. ...........

Reimbursement of Reasonable Travel Expenses . ............
New Director Stock Option Grant . ... ... ... .. .........

Health and Basic Life Insurance Coverage . .. ..............

Board or Committee

Board

Chair of the Board

Lead Director

Chair of Audit Committec
Chair of Comp Commiittee
Chair of N/CG Committee
Board

Audit Committee
Comp Committee
N/CG Committee
Board

Audit Committee
Comp Committee
N/CG Committee
All Directors
New Director

All Non-Employee Directors

{voluntary participation)

Compensation

$225,000

125,000
10,000
10,000
10,000
5,000
3,000

3,000
3,000
1,500
1,000
1,000
1,000

500

10,000 non-qualified

stock options vesting

in equal increments
over four years

(1) Any non-employee directors who become eligible to participate in the Program after January 1st will receive a

pro rata portion of the Annual Compensation.

Subject to the terms of the Program, the Director Deferred Compensation Plan and the 2004 Incentive Plan,
non-employee directors may elect the form and the timing of their compensation on an individual basis as
summarized in the table below. All elections of the form of payment must be made in multiples of 25%. The 1able
below sumimnarizes the forms of compensation each individual non-employee director may select as well as certain

material terms related to those forms of compensation.

Payment “Form™(1} Maximum Allocation Payment “Current” Payment “Deferred”
Cash.............. 50%(2) Paid a1 the end of each Credited at the end of
quarter cach quarter(3)
Restricted Stock/Stock
Units............ 100% Granted at beginning of Stock Units deferred
year until termination of .
service or unforeseeable
emergency
Stock Options. . .. . ... 100% Granted at beginning of Exercisable when vested
year and subject to a 10 year

term

Vesting
None

Quarterly over the year
of service

Quarterly over the year
of service

(1) Value of stock options, restricted stock awards and stock units determined in accordance with SFAS 123R.

(2) Percentage limit may be waived with the approval of the Chairman of the Compensation Committee.
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(3) Deferred cash will be credited quarterly with interest based on the Company’s borrowing rate set at the
beginning of each year (2008 rate is approximately 3.67%).

All directors are reimbursed by the Company for reasonable out-of-pocket expenses incurred in connection
with attendance at Board or Committee meetings. Additionally, the Company has paid nominal travel expenses for
family members of directors in connection with the directors’ attendance at certain business meetings with the
Board or senior management.

Allen F, Wise. The current Chair of the Board, Allen F. Wise, participated in the Program as a non-employee
director from August 22, 2007, following the August 21, 2007 termination of his Transition and Retirement
Agreement dated September 22, 2004, through December 31, 2007, Mr. Wise’s compensation for 2007 is discussed
in the “Directors Compensation — Fiscal Year 2007 table below. Mr. Wise served as President and Chief
Executive Officer of our Company from October 1996 to December 2004. Under the terms of Mr. Wise’s Transition
and Retirement Agreement dated September 22, 2004, Mr. Wise was entitled to receive compensation beginning in
2007 for his services as a director. The Compensation Committee and Board agreed that Mr. Wise would receive the
standard annual directors’ compensation of $225,000 for 2007 and a retainer of $125,000 for his services as non-
executive Chair of the Board during 2007.

The following table provides information concerning compensation paid or allocated 10 our directors during
2007:

Directors’ Compensation — Fiscal Year 2007

Fees Earned All Other

or Paid in Cash Stock Awards Option Awards Compensation Total

Name ($) ($H(1)2) ($)(1)(12) (&3] ($)
Joel Ackerman(2). . .............. $ 17,525 $271,434 § — 35— $ 288,959
John H. Austin, M.D.(3)........... $119,538 $171,534 $ — $— $ 291,072
L. Dale Crandall(4) . ............. $163,559 $102,666 $91,943 — $ 358,168
Emerson D. Farley, Jr., M.D.(5) . .. .. $117,559 $102,666 $41,804 $— $ 262,029
Lawrence N. Kugelman(6) . ........ $146,538 $158,922 $ — — $ 305,460
Daniel N. Mendelson(7). ... ....... $ 13,525 $224,975 $89,069 §— $ 327,569
Rodman W. Moorhead, TII(8) . ... ... $249,000 $ 46,459 5§ — $— $ 295459
Elizabeth E. Tallett(9) . ........... $145,559 $102,666 $41,804 5— $ 290,029
Timothy T. Weglicki(10) .......... $ 86,803 $158,922 $41,804 — $ 287,529
— $1,195916

Allen F. Wise(11) ............... $309,317 $886,599 5§ —

(1) Represents the Company’s compensation cost in 2007 in accordance with Statement of Financial Accounting
Standards No. 123R (“SFAS 123R), “Share-Based Payment” for restricted stock and deferred stock units (in
the Stock Awards column), and stock options (in the Option Awards column) granted in 2007 and prior years.

(2) Mr. Ackerman elected to receive his compensation of $225,000 under the Program for 2007 as follows: 100%
in the form of 4,495 deferred stock units. He received additional cash compensation for the following:
(i) $12,500 for Nominating/Corporate Governance Committee and special Board meeting fees, (ii} $5,000
annual retainer as Chair of the Nominating/Corporate Governance Committee and (iii) $25.25 residual cash
in lieu of receiving a fractional share of stock under the Program for 2007.

(3) Dr. Austin elected to receive his compensation of $225,000 under the Program for 2007 as follows: (i} 50% in
the form of 2,247 shares of restricted stock and (ii) 50% in the form of cash in the amount of $112,500. He
received additional cash compensation as follows: (i) $7,000 for special Board meeting fees and (ii) $38
residual cash in lieu of receiving a fractional share of stock under the Program for 2007.

(4) Mr. Crandall elected to receive his compensation of $225,000 under the Program for 2007 as follows: (i) 25%
in the form of 3,362 non-qualified stock options at an exercise price of $50.03, (ii) 25% in the form of 1,123
deferred stock units and (iii) 50% in the form of cash in the amount of $112,500. He received additional cash
compensation for the following: (i) $41,000 for Compensation Committee, Audit Commitiee and special
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(3)

(6)

0

®

9

(10)

(1)

Board meeting fees, (ii} $10,000 annual retainer as Chair of the Compensation Committee and (iii) $59
residual cash in lieu of receiving fractional shares of stock under the Program for 2007.

Dr. Farley elected to receive his compensation of $225,000 under the Program for 2007 as follows: (i) 25% in
the form of 1,123 shares of restricted stock, (i1) 25% in the form of 3,362 non-qualified stock options at an
exercise price of $50.05 per share, and (iii) 50% in the form of cash in the amount of $112,500. He received
additional cash compensation for the following: (i) $5,000 for special Board meeting fees, and (ii) $59
residual cash in lieu of receiving a fractional share of stock under the Program for 2007.

Mr. Kugelman elected to receive his compensation of $225,000 under the Program for 2007 as follows:
(i) 50% in the form of 2,247 shares of restricted stock and (ii) 50% in the form of cash in the amount of
$112,500. He received additional cash compensation for the following: (i) $24,000 for Audit Committee and
special Board meeting fees, (ii) $10,000 annual retainer as Chair of the Audit Committee and (iii) $38 residual
cash in lieu of receiving a fractional share of stock under the Program for 2007.

Mr. Mendelson elected to receive his compensation of $225,000 under the Program for 2007 as follows:
(i) 100% in the form of 4,495 deferred stock units. He received additional cash compensation for the
following: (i) $13,500 for Nominating/Corporate Governance Committee and special Board meeting fees and
(i1) $25 residual cash in lieu of receiving a fractional share of stock under the Program for 2007.

Mr. Moorhead clected to receive his compensation of $225,000 under the Program for 2007 as follows: 1009%
in the form of deferred cash (duly authorized by the Compensation Committee by waiver of the 50%
maximum cash allocation). He received additional cash compensation as follows: $24,000 for Compensation
Committee and special Board meeting fees.

Ms, Tallett elected to receive her compensation of $225,000 under the Program for 2007 as follows: (i) 25% in
the form of 3,362 non-qualified stock options at an exercise price of $50.05, (ii) 25% in the form of 1,123
deferred stock units, and (iii} 50% in the form of cash in the amount of $112,500. She received additional cash
compensation for the following: (i) $23,000 for Audit Committee and special Board meeting fees, (ii) $10,000
annual retainer as Lead Director and (iii) $59 residual cash in lieu of receiving a fractional share of stock
under the Program for 2007.

Mr. Weglicki elected to receive his compensation of $225,000 under the Program for 2007 as follows: (i) 25%
in the form of 3,362 non-qualified stock options at an exercise price of $50.05, (ii) 50% in the form of 2,247
deferred stock units and (iii) 25% in the form of deferred cash in the amount of $56,250. He received
additional cash compensation for the following: (i) $30,500 for Compensation Committee, Nominating/
Corporate Governance Committee and special Board meeting fees and (ii) $53 residual cash in lieu of
receiving fractional shares of stock under the Program for 2007.

Mr. Wise received compensation for his services as a director from August 22, 2007 to December 31, 2007.
For this period, he elected to receive his pro-rata compensation as a director under the Program for 2007 as
follows: (i) 50% in the form of 716 shares of restricted stock, (ii} 50% in the form of cash in the amount of
40,685, and (iti) $2 residual cash in liev of receiving a fractional share of stock. He received additional pro-
rated cash compensation of $45,205 for his services as Chair of the Board of Directors. From January 1, 2007
to August 21, 2007, Mr. Wise was a non-executive employee of the Company and received a base salary of
$223,425 under the terms of his Transition and Retirement Agreement, effective January 1, 2005. Mr. Wise
also received the following other benefits in 2007: (i) $414,777 for Company provided transportation
{includes the incremental costs to the Company billed per trip for airport fees, catering and other trip-related
expenses, and a portion of the depreciation costs of the Company’s fractional share of leased or timeshare
aircraft), (ii) $57,452 tax gross-up for personal use of the Company provided aircraft, (iii} $5,480 for group
life insurance premiums, and (iv) $7,202 for the Company’s matching contribution to Mr. Wise’s account in
the Retirement Savings Plan (the 401(k) Plan), (v) a distribution in the amount of $8,473,215 from the 401 (k)
Restoration and Deferred Compensation Plan following Mr. Wise's retirement on August 21, 2007, and
(vi) $5,982,750 realized upon the release of restrictions on restricted stock awards.
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(12) The following table sets forth equity grants awarded in 2007 to each director under the 2004 Incentive Plan, as

amended:
Grants of Plan-Based Awards During Fiscal Year 2007
Restricted Stock Awards Restricted Stock Units Nonqualified Stock Options

* Grant Grant Grant Tota}

Number Date Number Date Number Date Grant

Grant of Fair Grant of Fair Grant of Falr Date

Name Daute Shares Value* Date Shares Value* Date Shares Value* Value*
Ackerman. .. ................ 1112007 4,495 $224975 $224975
Austin ... ... e 112007 2,247 5112462 $112,462
Crandall .. . ................. 1172007 1,123 $ 56,206 1/1/2007 3,362 $41.804 $ 98.010
Fartey .................. ... 112007 1,123 $ 56,206 11172007 3,362 541,804 $% 98,010
Kugelman. . ................. 1412007 2,247 3112462 $112.462
Mendelson ... ........ ... ... 1/12007 4,495 3224975 $224 975
Moorhead. ... ............... 3 _
Morey ....... .ol 1/1/2007 4,495 $224 975 $224,975
Tallet .. ... .. ... ... H2007 1,123 % 56206 1/1/2007 3362 541,804 3 98,010
Weglicki. . .................. /12007 2247 S112462 1/1/2007 3,362 $41,804 $154.266
716§ 40,683 $ 40,683

Wise . ... ... . 812272007

*  Grant date fair value for Restricted Stock Awards and Restricted Stock Units is the number of awards or units
multiplied by the market stock value on the grant date. Grant date fair value for Nonqualified Stock Options
uses the Black-Scholes option pricing model based on SFAS 123R methodology.
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The following table sets forth all cutstanding equity awards held at December 31 2007, by each director:

_ Outstanding Equity Awards at Fiscal Year-End — Fiscal Year 2007

Option Awards

Number of Number of Stock Awards

Securities Securittes Market Value

Underlying Underlying Number of Shares of Shares or

Unexercised Unexercised Option or Units of Stock Units of Stock

Options Options Exercise Option That Have Not That Have Not

Name Exercisable Unexercisable Price Expiration Date Vested Vested
Ackerman ............. 1,874 $111,035
Austin ................ 1,312 $ 77,736
Crandall. . ............. 2,743 $56.96 1172016
Crandall. .............. 16,875 5,625 $28.66 1/1/2014
Crandall. .............. 2,522 840 $50.05 11172017 1,031 3 61,087
Farley. ................ 840 $50.05 17142017 1,031 $ 61,087
Kugelman ............. 4,500 $19.9] 6/5/2013
Kugelman ............. 11,250 $ 4.89 3/4/2009
Kugelman ........ ... .. 4,500 $ 3.00 1/1/2010
Kugelman ............. 4,500 $ 8.21 6/7/2011
Kugelman ............. 4,500 $14.34 6/6/2012
Kugelman ............. 8,325 $13.87 11/7/2012 1,312 $ 77,736
Mendelson . ............ 11,250 11,250 $45.13 5/19/2015 1,124 $ 66,597
Moorhead. . ............ ' 750 $ 44,438
Morey ................ 10,975 $56.96 11172016 .
Tallewt ................ 4,500 519.91 6/5/2013
Tallett ................ 4,500 $14.34 6/6/2012
Tallett ................ 8,325 $13.87 11/7/2012
Tallett ................ 2,743 $56.96 17112016
Tallett . ............... 2,522 840 $50.05 11172017 1,031 l $ 61,087
Weglicki .............. 4,500 31991 6/5/2013
Weglicki .............. 2,743 $56.96 1/1/2016
Weglicki .............. 4,500 . $14.34 6/6/2012
Weglicki . ...ovvnen .. 8,325 $13.87  11/72012
Weglicki .............. . 2,522 840 $50.05 1/1/2017 1,312 $ 77,736
Wise ..o . 358 $ 21,212

Non-Employee Directors Stock Ownership Guidelines

The Company has adopted stock ownership guidelines for directors in order to further align the directors’
interests with the stockholders’ interests. All non-employee directors are required to hold at least $250,000 worth of
Coventry common stock while serving as a director of the Company. New directors will have three years to attain
this ownership threshold. The threshold must be maintained on an ongeing basis. Stock units held by a director
under the Program for 2007 are included in calculating the value of ownership to determine whether this minimum
ownership requirement has been met.

2007 Matching Charitable Contribution Program

Our Company believes that, as part of its mission and as a corporate citizen, it is appropriate to share a part of
its financial success with charitable organizations that serve community needs. Therefore, our Company has a
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Matching Charitable Contribution Program, which is considered and adopted on a year-to-year basis depending on
the profitability of our Company during the year. The Matching Charitable Contribution Program is intended to
encourage charitable giving by senior executives and directors to non-profit charitable organizations in the areas of
health care, education, research and those in critical need in the community (e.g., the poor and disadvantaged). Our
Company was profitable and we realized increased earnings and cash flow during 2007. Given the strength of the
past year and the health of the Company, the Board voted to share our success again by adopting the 2007 Matching
Charitable Contribution Program. Charities must qualify as 501(c}(3) organizations.

Under the Matching Charitable Centribution Program, Coventry matches qualifying charitable contributions
(two-for-one for the first $30,000 gified and one-for-one for the second $30,000 gified) up to a maximum amount of
$90,000 per donor. Five charities per donor are considered for the maich,

TRANSACTIONS WITH RELATED PERSONS, PROMOTERS AND CERTAIN CONTROL PERSONS

Allen F. Wise. Allen F. Wise, a Director and Chair of the Board, entered into a Transition and Retirement
Agreement (the “Retirement Agreement™) with the Company, effective January 1, 2003, the date he ceased to be
President and Chief Executive Officer of the Company, which terminated on August 21, 2007 (the “Retirement
Date™). Mr. Wise is no longer employed by the Company as a non-executive employee, but continues as a non-
employee Director and Chair of the Board. '

Under the terms of the Retirement Agreement, Mr. Wise's responsibilities included assisting his successor,
Dale B. Wolf, in the transition of the duties of Chief Executive Officer, and, in Mr. Wise’s role as non-executive
Chairman, performing those duties reasonably requested of him by the Board or the Company’s Chief Executive
Officer, except that such duties may not conflict with any subsequent business activities that Mr. Wise deems to
pursue. During the retirement period Mr. Wise received secretarial support for up to I5 hours per week.

From January 1, 2007 to the Retirement Date, Mr. Wise received a reduced base salary of $223,425 and
participated in the Company’s 401(k) Plan and 401(k) Restoration and Deferred Compensation Plan. Mr. Wise’s
401(k) Restoration and Deferred Compensation Plan account was paid out following the Retirement Date in
accordance with the terms of this plan. In addition, Mr. Wise participated in employee benefit programs, plans and
arrangements, including an airplane atlowance of up to 75 hours of personal use (“Airplane Allowance™), and a tax
equalization bonus paid to Mr. Wise such that there is no net cost to him of the Airplane Allowance for any taxes that
would be due. All restrictions on Mr. Wise’s restricted stock awards were lapsed by the Retirement Date. From
August 22, 2007 to December 31, 2007, Mr. Wise received non-employee Director’s fees of $126,575 (See
“2007 Directors’ Compensation” beginning on page 32 of this proxy statement). :

Mr. Wise continues to retain his rights to indemnification by the Company or through any insurance purchased
by the Company to the maximum extent to which he would have been entitled during his employment. Following
the execution of the Agreement, the Company paid Mr. Wise’s legal fees and expenses arising in his representation
in the preparation of the Agreement and in advising him of its consequences.

For a description of Mr. Wise’s compensation in 2007, see footnote 11 to the “Directors Compensation —
Fiscal Year 2007 table on pages 34 and 35 of this proxy statement.

Magellan Health Services, Inc.  Allen F. Wise, a Director and Chair of the Board, was appointed to the Board
of Directors of Magellan Health Services, Inc. (“Magellan™), a diversified specialty health care management
organization, on May 19, 2006. One of our Company’s health plan subsidiaries has entered into a contract for
behavioral health services with Magellan. The amount of the contract in any of the past three years is de minimus as
compared to our Company’s consolidated gross revenues or Magellan’s consolidated gross revenues. The Nom-
inating/Corporate Governance Committee has determined that the amount of the contract is not material and is fair
to our Company.
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PROPOSAL TWO
RATIFICATION OF INDEPENDENT PUBLIC ACCOUNTANTS

Under the Sarbanes-Oxley Act of 2002 and the rules and regulations thereunder and the Company’s Audit
Committee Charter, as amended, the Audit Committee has the sole responsibility and authority to appoint the
Company’s independent auditors. The Audit Committee, comprised of independent members of the Board, has
appointed Ernst & Young LLP, certified public accountants, to be the independent auditors of the Company for the
fiscal year ending December 31, 2008 and requests stockholder ratification of this action. In taking this action, the
Audit Committee considered the qualifications of Ernst & Young LLP, the past performance of Ernst & Young LLP
since its retention by the Company in 2002, its independence with respect to the services to be performed and its
qualifications and general adherence to professional auditing standards. A representative of Ernst & Young LLP is
expected to be present at the meeting, will have an opportunity to make a statement if he desires to do so and is
expected to respond 10 appropriate questions.

If the appointment of Ernst & Young LLP is not ratified by the stockholders, the Audit Committee is not
obligated to appoint other independent public accountants, but will reconsider the appointment.
VYote Required

An affirmative vote by the holders of a majority of the shares entitled to vote is necessary 1o ratify the
appointment of Ernst & Young LLP as the Company’s independent auditors for the fiscal year ending 2008.

THE AUDIT COMMITTEE RECOMMENDS A VOTE FOR THE RATIFICATION OF ERNST &

YOUNG LLP AS THE COMPANY’'S INDEPENDENT AUDITORS FOR THE YEAR ENDING
DECEMBER 31, 2008.

FEES PAID TO INDEPENDENT AUDITORS

Fees for all services provided by Emst & Young LLP for 2006 and 2007, respectively, are set forth below
(rounded to the nearest thousand). The Company has paid all fees.
Audit Fees

Audit fees billed for the fiscal years 2006 and 2007 audits of the Company’s annual consolidated financial
statements and internal controls over financial reporting under the Sarbanes-Oxley Act of 2002, Section 404, review
of Forms 10-Q} and services provided in connection with SEC registration statements aggregated $5,077,000 and
$5,856,000, respectively.
Audit-Related Fees

Audit-related fees billed for the fiscal years 2006 and 2007 for assurance and related services aggregated
$81,000 and $187,000, respectively. The services for 2006 were for retirement plan audits. The services for 2007
included retirement plan audits as well as audits associated with due diligence efforts of the Company,

Tax Fees

Tax fees billed for the fiscal years 2006 and 2007 for tax compliance, tax advice and tax research aggregated
$137,000 and $147,000, respectively.
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All Other Fees

Fees billed for all other services rendered for fiscal years 2006 and 2007 aggregated $6,000 for each year for
access to the Ernst & Young LLP online research software.

Procedures for Pre-approval of Independent Auditor Services

The Audit Committee has adopted a policy regarding the pre-approval of audit and permitted non-audit
services to be performed by the Company’s independent auditors, Emst & Young LLP. The Audit Committee
annually reviews and considers a written proposal from the independent auditors setting forth the scope of services
to be provided, including whether the services are for audit and audit related services, tax services or other services
that are permissible and other required communications. If permitted by applicable law and appropriate, the Audit
Committee will approve the services. The Audit Committee has pre-approved certain permitted services to be
performed by Emst & Young LLP if required during the year. These permitted services would include only audit,
audit related or tax compliance and research services. The Audit Committec and the Company believe these
services are consistent with Emst & Young LLP’s role as independent auditor and tax adviser. Thereafter, the Audit
Committee will, as necessary, consider and, if permitted by applicable law and appropriate, approve the provision of
additional audit and/or non-audit services not previously approved. The Audit Committee has delegated to the Chair
of the Audit Committee the authority to pre-approve, on a case-by-case-basis, proposed services that are clearly
permitted by law. None of the engagements approved by the Audit Committee during 2006 and 2007 made use of
the de minimus exception to pre-approval contained in the applicable rules of the Securities and Exchange
Commission. The Audit Committee pre-approved all services described above. Emst & Young LLP’s work on the
Company’s financial statements was performed 100% by its full time, permanent employees.

REPORT OF THE AUDIT COMMITTEE OF
THE BOARD OF DIRECTORS

The Audit Committee of the Board is responsible for providing independent, objective oversight of the
Company's accounting functions and internal controls and processes for monitoring compliance with laws and
regulations and the Company’s established Compliance and Ethics Program. The Audit Committee is composed of
independent directors, as defined under the listing standards of the New York Stock Exchange (“NYSE"), and acts
under a written charter in compliance with the Sarbanes-Oxley Act of 2002 and other regulations adopted by the
Securities and Exchange Commission and the NYSE,

Audit Committee Disclosures
With respect to the fiscal year ended December 31, 2007, the Audit Committee hereby reports as follows:

1. The Audit Committee has reviewed and discussed the audited financial statements with the
Company’s management.

2. The Audit Committee has discussed with its independent auditors, Ernst & Young LLP, the malters
required 1o be discussed by Statement on Auditing Standards No. 61 (Codification of Statemenis on Auditing
Standards, AU § 380), as may be modified or supplemented.

3, The Audit Committee has received the written disclosures and the letter from the independent
accountants required by the Independence Standards Board Standard No. 1 (Independence Standards Board
Standard No. 1, Independence Discussions with Audit Committees), as may be modified or supplemented, and
has discussed with Emst & Young, LLP matters relating to its independence. In addition, the Audit Committee
has discussed and considered whether the provision of non-audit services by the Company’s principal auditor,
as described above, is compatible with matntaining auditor independence.
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4. Based on the review and discussion referred to in paragraphs (i) through (3) above, the Audit
Committee recommended to the Company’s Board of Directors the inclusion of the audited financial
statements in the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2007,
for filing with the Securities and Exchange Commission.

COVENTRY HEALTH CARE
AUDIT COMMITTEE
Lawrence N. Kugelman, Chair
L. Dale Crandall

Elizabeth E. Tallett

STOCKHOLDER PROPOSALS

The Company’s bylaws, as amended, provide that the annual meeting of stockholders is to be held on the third
Thursday in May, unless the Chair of the Board designates a different date. The 2009 annual meeting of
stockholders is expected 1o be heid on May 21, 2009, although this date may be subject to change. Eligible
stockholders interested in submitting a proposal for inclusion in the proxy materials for the annual meeting of
stockholders in 2009 may do so by following the procedures prescribed in the Company’s Bylaws and Rule 14a-3
enacted by the Securities and Exchange Commission. In order to be considered timely for inclusion in the
Company’s proxy materials for the 2009 annual meeting of stockholders, stockholder proposais must be received by
the Company at 6705 Rockledge Drive, Suite 900, Bethesda, Maryland 20817-1850, addressed to the Corporate
Secretary of the Company, not later than December 2, 2008.

COST OF ANNUAL MEETING AND PROXY SOLICITATION

The Company pays the costs of soliciting proxies. These costs include the expense of preparing, assembling,
printing and mailing the Notice to stockholders of record and beneficial owners, mailing printed proxy materials to
stockholders who specifically request them, and reimbursements paid to brokerage firms and others for their
reasonable out-of-pocket expenses for forwarding proxy materials to stockholders and obtaining beneficial owners’
voting instructions. In addition to soliciting proxies by mail and the internet, directors, officers and employees may
solicit proxies on behalf of the Company, personally or by telephone, without additional compensation. The
Company will also solicit proxies by e-mail from stockholders who are employees of the Company or who
previously requested receipt of proxy materials electronically.

SECTION 16(A) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934, as amended, (the “Exchange Act™) requires the
Company’s officers, directors and stockholders owning ten percent or more of the Company to file reports of
ownership and changes in ownership with the Securities and Exchange Commission and the New York Stock
Exchange, and to furnish the Company with a copy. Based solely upon a review of Forms 3, 4 and 5 and
amendments thereto furnished to the Company for 2007 pursuant to Rule 16a-3(e) of the Exchange Act and written
representations from reporting persons that all required reports had been filed, the Company believes that all
reporting persons filed the required reports on a timely basis, except that Allen F. Wise, Chairman of the Board, had
one late report for one transaction.

OTHER MATTERS

The Board of Directors of the Company does not know of any other matters that may come before the 2008
Annual Meeting. However, if any other matiers are properly brought before the meeting, the persons named in the
accompanying proxy intend to vote the proxy in accordance with their judgment on such matters. The enclosed
proxy canfers discretionary authority to take action with respect to any additional matters that may come before the
2008 Annual Meeting.
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A list of stockholders of record entitled to be present and vote at the 2008 Annual Meeting will be available at
the offices of the Company in Bethesda, Maryland for inspection by stockholders during regular business hours
from May 3, 2008 to the date of the 2008 Annual Meeting. The list will also be available during the 2008 Annual
Meeting for inspection by stockholders who are present.

YOUR REPRESENTATION AT THE 2008 ANNUAL MEETING IS IMPORTANT. PLEASE VOTE IN
ORDER TO ASSURE THE PRESENCE OF THE NECESSARY QUORUM. YOU MAY VOTE BY TOLL-
FREE TELEPHONE, BY THE INTERNET OR, IF YOU REQUESTED PRINTED MATERIALS, BY
COMPLETING, DATING, SIGNING AND RETURNING THE ACCOMPANYING PROXY CARD
PROMPTLY IN THE ENVELOPE PROVIDED. NO POSTAGE IS REQUIRED IF MAILED WITHIN
THE UNITED STATES. THE SUBMISSION OF THE PROXY CARD WILL NOT PREVENT YOUR
ATTENDING THE MEETING AND VOTING IN PERSON, SHOULD YOU SO DESIRE.

By Order of the Board of Directors,

@m%.%

DALE B. WOLF
Chief Executive Officer
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Measting Locatlon
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Voling items
THE BOARD OF DIRECTORS RECOMMENDS
THAT YOU VOTE FOR THE ELECTION OF THE
NOMINEES FOR CLASS Il DIRECTORS.

1. ELECTION OF DIRECTORS, The undersigned
casis the aumber of votes indicated below in
favor of the election ol each ol the nominees
indicated below to serve as Class Il Direciers o!
the Company until the Annual Meeting of
Stockhotders in the year 2011,

Mominees for Class {i Diractors:
01} Joel Ackerman

02) Lawrence N. Kugelman

03) Daie B. Woll

2. Ralification of ihe appointment of Emst & Young, LLP, as the Company’s independent auditors tor 2008.
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Coventry Health Care 401 (k) Pian Panicipants:

As a Plan Participant you have the right to direct the Plan Trustee how to volg the shares of Coventry Health Care commen stock that
ara allocated to your Plan accoun! and shown on the attached veting instruction card. The Trustee will hald your instructions in
complete confidence except as may be necessary to meet legal requirements.

It is important that you read and understand the information in the Company's Annual Report and Proxy Statement betfore voting. You

may view these documents through the Comporate Home page of the Company's internel site at www.cvly,com, You may also request
that copies be seni to you by sending an e-mail to Inveslor-Relations @ eviv.com,

The Trustee mus! receive your voling instructions by May 13, 2008 which is the cut-oif date. 1t the Trustee does not receive your
instructions by that date, the Trustee will vote the shares in the same proportion as the shares for which the Trustee has received
praper instruction from the other Plan Pasticipants who do vote the shares.

You will receive a saparate set ol proxy soliciiation materials for any shares of common stock that yeu own other than Plan shares, The
nan-Plan shares must be voted separately from Ihe Plan shares.

important Notice Regarding Internet Availlability of Proxy Materlals for the Annual Meeting:
The Annual Report and Proxy Statement are avaitable at www,proxyvole,.com.

COVENTRY HEALTH CARE, INC.

PROXY FOR THE ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD ON MAY 15, 2008

This Proxy is solicited on behaif of the Board of Directors. The undersigned hereby appoints Dale B. Wolf and Shidey R.
Smith, or either of them, as proxies, each with the power to appoint his or her substitute and hereby authorizes them to
represent and to vote, as designated on the roverse, alt of the shares of common stock of Coventry Health Care, Inc. which
the undersigned is entitled to vote at the Annual Meeting of Stockholders to be held on May 15, 2008 at 8:20 a.m., Eastern
Daylight Saving Time, at The Fairmont, Washington DC, 2401 M Strest, N.W., Washington, District of Columbia 20037,
Telephone (202) 428-2400, or any adjournment thereof.

The persans namad as proxias abave are authorized to vote in their discretion on athar matters that may properly come
betore this meeting.

STOCKHOLDERS MAY VOTE BY TOLL FREE TELEPHONE QR INTERNET BY FOLLOWING THE INSTRUCTIONS
ON THE REVERSE SIDE OF THIS PROXY OR STOCKHOLDERS MAY VOTE BY COMPLETING, DATING, AND SIGNING
THIS PROXY AND RETURNING IT PROMPTLY IN THE ENCLOSED POSTAGE-PAID ENVELOPE. THIS PROXY, IF
PROPERLY EXECUTED, WiLL BE VOTED IN THE MANNER DIRECTED. IF NO DIRECTION 1S MADE, THIS PROXY
WILL BE VOTED FOR ALL PROPOSALS.

{continued on reverse side)




DIRECTORS & EXECUTIVE OFFICERS

BOARD OF DIRECTORS

Allen F. Wise
Chairman, Coventry Health Care

Elizabech E. Tallett

Lead Director, Coventry Health Care
Principal

Hunter Partners, LLC

Dale B. Wolf
Chief Executive Officer
Coventry Health Care

Joel Ackerman

Managing Director
Warburg Pincus LLC

John H. Austin, M.D.
Chairman and Chief Execurive Officer
Arcadian Management Services

L. Dale Crandall
President
Piedmont Corporate Advisors, Inc.

Emerson D. Farley, Jr., M.D.
Physician

Lawrence N. Kugelman

Private [nvestor and Business Consultant

Daniel N. Mendelson
President and Founder
Avalere Health

Rodman W. Moorhead, 111
Private [nvestor

Former Senior Adviser and
Managing Director (Retired)
Warburg Pincus LLC

Timothy T. Weglicki
Managing Member
ABS Partners V, LLC

EXECUTIVE OFFICERS
Dale B. Wolf
Chief Execurtive Officer and Director

Thomas P. McDonough

President

Shawn M. Guertin
Executive Vice President,
Chief Financial Officer and Treasurer

Francis S. Soistman, Jr.
Executive Vice President

Vishu Jhaveri, M.D.

Execurive Vice President

Thomas C. Zielinski
Execurive Vice President and
General Counsel

Harry “Skip” Creasey

Senior Vice President

Patrisha L. Davis
Senior Vice President and

Chief Human Resources Officer
David A. Finkel

Senior Vice President

Maria Fitzpatrick

Senior Vice President

James E. McGarry

Senior Vice President

John J. Ruhlmann

Senior Vice President and
Corporate Controller

NOTICE OF ANNUAL MEETING

The annual meeting of shareholders will
be held on May 15, 2008, at 8:30 a.m.,
Eastern Daylight Saving Time, at The
Fairmont Hotel, 2401 M Street, NW.,,
Washington, DC 20037, Telephone
(202) 429-2400.

TRANSFER AGENT

Mellon Investor Services, LLC
480 Washingten Bhd., 27th Floor
Jersey Ciry, NJ 07310

(800) 756-3353
www.melloninvestor.com

CORPORATE COUNSEL

Bass, Berry and Sims, PLC
Nashville, TN

Designed by Curran & Connors, Inc. / www.curran-conners.com

CORPORATE HEADQUARTERS
Coventry Health Care, Inc.

6705 Rockledge Drive, Suite 900
Bethesda, MDD 20817

{301} 581-0600

FORM 10-K

Coventry Health Care has filed an Annual
Report on Form 10-K for the year ended
December 31, 2007 with the Securities and
Exchange Commission. Section 302 CEQ/CFQ
certifications and Section 906 CEQ/CFO certifi-
cations have been filed as exhibits to Form 10-K.
Shareholders may obtain a copy of this report,
including the CEG/CFO certifications, by writing:

[nvestor Relations Department
Coventry Health Care

G705 Rockledge Drive, Suite 900
Bethesda, MD 20817

The report and certifications are also available on
Coventry’s Web Site at hup:/flwww.cviy.com

COMMON STOCK

Coventry Health Care common stock is traded
on the New York Stock Exchange under the
symbol “CVH".

DIVIDEND POLICY

Coventry Health Care has not paid any cash
dividends on its common stock. The Company’s
ability to pay dividends is restricted as discussed in
the Liquidiry and Capital Resources section of
Management's Discussion and Analysis of
Financial Condition and Results of Operations.

DISCLAIMER

This annual report containg forward-looking
information. These forward-locking statements are
made pursuant to the safe harbor provisions of the
Private Securities Litigation Reform Act of 1995.
Forward-looking statements are defined as state-
ments that are not historical facts and include
those statements relating to future events or future
financial performance. Actual perfarmance may
be significantly impacted by certain risks and
uncertainties, including those described in
Coventry’s Annual Report on Form 10-K for

the year ended December 31, 2007. Coventry
undertakes no obligation to updare or revise any
forward-looking statemens.
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