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Selected Consolidated Financial Information

(in thousands except per share and membership dara)

OPERATIONS STATEMENT DATA®
Operating revenues
Operating earnings
Earnings before income taxes
Net earnings
Basic earnings per share
2 A

Diluted earnings per share

BALANCE SHEET DATAW
Cash and investments
Total assets

Total medical liabiliries

Long-term liabilities

Debt
Stockholders” equity

OPERATING DATAW
Medical loss ratio
Operating earnings ratio
Administrative expense ratio
Basic weighted average shares outstanding

Diluted weighted average shares outstanding
Total membership

2008

$11,913,646

619,329
605,776
381,895
2.56
2.54

$ 3,171,121

75727398
1,446,391

368,482
1,902,472
3,430,669

84.0%

5.2%

17.5%
148,893
150,208
4,628,000

(1) Operations Statement Data include the resulis of operations of acquisitions since the date o

as of December 31 of the year of acquisition.

TOTAL REVENUE

(i billions)

EARNINGS PER SHARE

0708

December 31,

2007 2006
$9,879,531 $7,733,756
932,632 841,003
994,870 896,348
626,094 560,045
4.04 3.53
3.98 3.47
$2,859,237  $2,793,800
7,158,791 5,665,107
1,161,963 1,121,151
445,470 309,616
1,662,021 760,500
3,301,479 2,953,002

79.6% 79.3%

9.4% 10.9%

18.1% 17.3%
154,884 158,601
157,357 161,434
4,673,000 4,107,000

2005

$6,611,246
791,818
799,425
501,639
3.18

3.10

$2,062,893
4,895,172
752,774
309,742
770,500
2,554,703

79.4%

12.0%

17.9%
157,965
161,716
3,706,000

41qumou Balance Sheer Data ref

TOTAL ASSETS

(in billions)

2004

$5,311,969
496,671
526,991
337,117
2.55

2.48

80.5%

9.4%

11.5%
132,188
135,884
2,509,000

ect dcquisitions
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LETTER 0 OUR SHAREHOLDERS

While 2008 was a challenging year for our company, our
industry, and the economy as a whole, it is reassuring to
note that Coventry Health Care continued to grow and
has remained profitable, with a stable balance sheet, even
in these difficult times. Our company grew revenues by
20 percent and continued to develop innovative products
that provide great value to our members while allowing
them to enjoy optimal health. The continued growth in
our enrollment of individuals, seniors, and small groups

is just one indication of what Coventry has to offer.



MORE THAN 4.6 MILLION MEMBERS ACROSS ALL 50 STATES

At a time when the number of uninsured in our
nation has reached record levels, Coventry is
doing its part to make high-quality coverage
affordable and accessible to more people. Just
four years ago, our total membership was
2.5 million. At the end of 2008, it had reached
4.6 million with members in all 50 states.

DELIVERING A VARIETY OF SOLUTIONS

A source of long-term strength for Coventry is
the diversity of our products. We understand
that there is no silver bullet, no single solution to
addressing different needs for health insurance.
As a result, Coventry offers a wide variety of
products including individual and group,
Medicare and Medicaid, Workers’ Compensation
Services, and specialty coverage.

We were particularly successful in reaching
out to small businesses and helping them find
ways to insure their employees. Our small group
business coverage grew consistently in a year
when commercial membership as a whole faced
challenges across the industry. Coventry has
shown that by empowering its representatives
to work closely with business owners and to
acquaint them with the range of options at their
disposal, we can design plans that are affordable
and that meet the needs of their employees.
And by continuing to manage our costs on
behalf of our customers, we can ensure that
these plans remain affordable.

Our affordable products also struck a respon-
sive chord among individuals. Our low-cost
structure gives us the ability to design innovative

'5‘»%3%
e U

products that offer an attractive suite of essen-

tial benefits at a reasonable cost. And our local
presence has helped us fine-tune these plans to
meet market preferences and requirements. Not
surprisingly, our CoventryOne” plans have been
extraordinarily well received. We ended 2008 with
122,000 CoventryOne members, an increase of
31%, and we expect membership to continue to

grow.

%
| WHAT WORKED

| Achieved more than 15 percent membership
growth in our network-based Medicare 'j
Advantage products, opening new markets,
expanding current geographies, and continuing to

grow our network of doctors and hospitals.

We also saw strong growth in our Medicare
Advantage and Medicare Part D coverage. Our
enrollment in Medicare Advantage increased
by 97,000 members, and our total Medicare
membership exceeded 1 million for the first
time in 2008, finishing the year at 1.3 million.
These successful programs demonstrate that it
is possible to deliver coverage that seniors want
at a price they can afford—and control costs. To
accomplish this, we rigorously review plan designs,
carefully manage medical and administrative
costs, and provide members and providers with
the latest information about effective treatments.
Taken individually, there is nothing exceptional
about each of these strategies; rather, their effec-
tiveness rests on the discipline with which these
strategies are combined and implemented.



2008 REVENUE GROWTH OF 21% TO $11.9 BILLION

There were, however, two major areas in
2008 in which we fell short of the mark. At
Coventry, we pride ourselves on setting premiums
that appropriately reflect the costs of the services
we cover. Unfortunately, we experienced medical
costs that exceeded our estimates in our Medicare
Advantage Private Fee-for-Service plans as well
as our commercial group business. We have
adjusted the commercial pricing on a market-
by-market basis to appropriately reflect the
value of the coverage we provide going forward.
We will also make the appropriate adjustments
to the 2010 Medicare Advantage bids, which
will be submitted in 2009.

sheet, an approach that has largely spared us the
turmoil that afflicted many other companies
in our business and throughout the economy.
We manage our investment portfolio prudently
and carefully avoided the type of securities
that have made the financial headlines. We take

WHAT WORKED

Generated consistent membership growth in our
individual and small group products, each of
. which represents a potential solution for the

uninsured.

our responsibilities to all our stakeholders very
seriously—and this means avoiding unnecessary
risk and making prudent investment decisions.

> Coventry moved forward decisively in each of
. . . . . W ly th t t discipline t
our businesses in 2008, increasing our capacity e SpbY The same fype of Chephie fo

achieving operational excellence. Throughout
to make affordable, accessible health care a our history of acquisitions we have diligently

. . adhered to a strategy of placing all our health plan
reasonable op tion fOI‘ more Americans. businesses on a single IT platform, a relatively

BUILDING ON OUR STRENGTHS unique stance in our industry. Having a single

Coventry has long prided itself on financial
discipline. We have identified the areas that fell
short in 2008 and are committed to returning to

system enables us to reduce paperwork, lower
administrative costs, accelerate claims process-
ing, and maintain a robust data warehouse. At

. . the same time, we work hard to develop a
the level of performance that produced financial C P
. nuanced understanding of local market dynamics.
successes for the Company over the preceding )
o . . Odur local presence enables us to be responsive
decade. This will include setting appropriate ) )
. .. ) to providers, work closely with our brokers, and
premium levels and finding new ways to improve . .
- e 1 . develop the right product designs for each
efficiency, to ensure that we're doing everything )
. . . unique market.
we can to continue to provide low-cost, high- o ) .
. In addition, our emphasis on operational
value solutions for our customers.

o g e excellence greatly enhances our efforts to
This financial discipline is also expressed ] ) )
. . provide an easy and simple experience for all
in our conservative approach to our balance



¢ These are indeed challenging times. While you cannot predict the future, you can

certainly prepare for it—and at Coventry, we believe that there is no better preparation

than to rededicate our company to the four principles of value that have served us so

8.

. well for the decade leading up to 200

our customers—members, providers, and
employers. Having a single data system abbrevi-
ates the process of making information avail-
able for customers when they need it. As an
example, Coventry’s secure online portal,
directprovider.com, offers providers around-the-
clock access to members’ ID numbers, claims
history, and other information while automat-
ing the process of claims adjudication. At the
same time, our local presence means that any
of our customers can pick up the phone and
contact someone in that same market who
understands their situation and is determined

to help.

WHAT WORKED
A conservative investment policy that ensures
ample liquidity to satisfy all policyholder

obligations.

Our success in attaining each of these three
objectives—achieving financial discipline and
operational excellence as well as providing an
easy and simple experience—rests on the drive,
experience, and character of our employees.
Accordingly, we have created an empowering
environment for our team members. We encour-
age our employees to take the initiative and find
solutions—whether it’s developing customized
coverage for an employer group, helping a mem-
ber manage their medical care more effectively,
or working with a provider to secure treatment
for a patient—and we hold them accountable
for the results.

LOOKING TOWARD THE FUTURE

These are indeed challenging times. While you
cannot predict the future, you can certainly
prepare for it—and at Coventry, we believe that
there is no better preparation than to rededicate
our company to the four principles of value that
have served us so well for the decade leading up
to 2008.

Our adherence to fiscal discipline, opera-
tional excellence, an easy and simple experi-
ence, and an empowered environment as well
as our broad range of products and services
accounts for Coventry’s exceptional staying
power. We are a secure, value-driven company
that is attentive to the needs of our customers.
We are a fiscally responsible company with a
strong balance sheet and excellent cash flow. And
most importantly we are a company intensely
focused and motivated to capitalize on all of
these attributes and deliver optimal results to

our stakeholders.

Sincerely,

A%fcf/m

Allen F. Wise
Chief Executive Officer






SERVING OUR CONSTITUENTS

At Coventry, our goal is to ensure that every person and organization we

serve receives the greatest possible value for their investment in health care. One
way to measure our success is to look at the numbers. Over 4.6 million people
now choose Coventry for their health insurance, more than 120,000 individuals
are covered by our CoventryOne products, and our Medicare enrollment exceeded
1 million for the first time in 2008 and ended the year at 1.3 million.

Behind these numbers are actions that are not as easy to measure: The case
manager who takes time on her day off to comfort a cancer patient. The account
executive who drives 50 miles to ensure that a small business gets its membership
cards on time. The sales manager who straightens out the billing problems that
kept a senior citizen up at night worrying.

You can’t measure compassion, dedication, and responsibility, but ulti-
mately it is qualities like these—displayed by our employees and encouraged

throughout the company—that set Coventry apart.




OVENTRYONE OFFERS CLEAR, AFFORDABLE |
COVERAGE WITH PLANS TO FIT YOUR BUDGET
H YOU IN MIND
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Insuring Individual Health.

Assuring Peace of Mind.

sure they get the care they need. 33

—Nancy Richardson, RN, Coveniry Complex Case Manager

Maria Plazas considers herself a very lucky person.
After a long and difficult year spent battling
breast cancer, she is in remission. And because
she purchased a CoventryQOue individual policy

ust months before her diagnosis, she had the

j

freedom to concentrate on beating the disease
without worrying about how she was going to
pay for her treatment.

Thanks to CoventryOne, Maria has emerged
with her financial resources intact, ready and
eager to resume her career as a real estate agent
in Fuquay-Varina, North Carolina. “Without
my insurance, [ don’t know where I'd be now,”
she says.

Although she had insurance for her teenaged
children, Maria had gone for years without
having coverage for herself. Feeling healchy, she
thought it was an expense she could forego.
“Quite frankly, 1 never thought I would need
it,” she says. Nonetheless, when she learned how
affordable CoventryOne was, she decided to
take out a policy.

The peace of mind that Maria enjoyed during

her illness was more than simply financial.

My job is as much making members feel cared for as it is making

Coventry complex case managers reach out to
members with serious diagnoses like Maria and
rravel with them through their treacment help-
ing to coordinate care, answering questions,
and providing reassurance.

Nancy Richardson, a veteran RN with an
advanced degree and years of bedside experience,
worked closely wich Maria throughout her illness
and is still in contact with her today. “Nancy is
fantastic,” Maria says. “When I was feeling down,
she lifred me up and made me feel better. She
assured me that 1 was going to be fine. When [
had a question abour a procedure, she always
tracked down an answer.”

From Nancy’s perspective, helping patients
and their families navigate the health care system
and providing emotional support for them during
such a stressful and confusing period of their lives
is an important part of what health insurance is
all about. “My job is as much making members
feel cared for as it is making sure they ger the

care they need,” she says.



Going the Extra Mile to Meet

the Needs of Small Businesses

employees, not just plan administrators, to gain a detailed under-

standing of their medical status. 22

~~~~~~ David Barrett, Coventry Account Executive

Founded in 1890, Martin Snow, LLP, offers the
kind of stability that people in Macon, Georgia,
value in a law firm. In recent years, though,

the firm has had an increasingly difficult time

~

finding similar stability in the rates it paid for
health insurance.

Each year at renewal, firm administrator
Reid Blades would confront another sharp rate
increase and call his broker, Aimee Talbert, o
see if she could locate more atfordable coverage.
And until this year, the answer was always the
same: Other carriers would decline o provide
quotes because two of the firm’s members had
serious medical conditions.

“Marcin Snow’s situation has changed
dramarically now that we have added Coventry
to our list of carriers,” Aimee says. “Not only
did Coventry quote their business, but their
quote was significantly less than what the firm

had been paying for comparable coverage.”

The difference in this case was thar

Coventry, unlike other carriers, had a team of

registered nurses who carefully reviewed the
group’s medical statements before they went to

underwriting. “Coventry nurses are empowered

" Coventry nurses are empowered to follow-up with individual

to follow-up with individual employees, not
just plan administrators, to gain a derailed
understanding of their medical status,” says
Coventry account executive David Barrett.
Coventry was able to offer Martin Snow a lower
rate because its medical review team found that
the firm’s members with serious conditions had
them well under control.

Another advantage of Coventry’s approach:
By making a practice of really understanding
the medical needs of the small businesses we
cover, there are rarely surprises for companies
like Martin Snow at renewal time.

Coventry’s commitment to addressing the
day-to-day issues that small businesses and their
employees face is also reflected in our innovative
approach to plan design. Knowing that employees
in many companies need a low-cost option for
routine medical care, Coventry designed a unique
hybrid product combining preventative care
coverage with a high deductible. In 2008,
Coventry was the first carrier to introduce a small
business product with these specific features, and

its reception has exceeded all expectations.
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Medicare Coverage

Without the Worry

us. That's why we feel so strongly about doing everything we can to

assist them.

When Josephine Huff took it upon herself to
help her mother, Lois, find more affordable
health care insurance, it was not a responsibility
that she took lightly. Her mother had Medicare
Supplement insurance, but the premiums were
consuming an increasing portion of her pension
each month. Clearly, something had to be
done—but Jo worried that the wrong decision
would make a bad situation even worse.

Jo investigated a number of different options
buc the turning point came when she attended
a presentation given by Todd Brooks, a Coventry
Medicare sales manager, in Jo’s hometown
of Peoria, llinois. Todd introduced her to a
Medicare Advantage plan administered by
Coventry’s subsidiary in Hlinois, PersonalCare.
“Todd patiently explained how Medicare
Advantage coverage works,” she says. “The idea
that there would be a single insurer was very
appealing to me.”

Jo’s faith in Coventry and in Todd was
rewarded within the year when Lois fell and
shattered her kneecap. Her treatment and recov-

ery required a series of specialists and an

When seniors sign up for one of our plans, they put their trust in

—Todd Brooks, Coventry Medicare Sales Manager

unusually long stay in a nursing home. “That
was probably the worst three-and-half months
I have ever spent in my life,” Jo recalls. “Bur
Todd was there every step of the way. He walked
me through the claims process and worked
behind the scenes to make sure everyone was
on the same page.”

Jo was so impressed with the Coventry's
customer service that she joined her mother as
a PersonalCare member when she rurned 65 last
year. “When seniors sign up for one of our plans,
they put their trust in us,” says Todd. “Thart’s
why we feel so strongly about doing everything
we can to assist them.”

This commitment to our members is per-
vasive throughout Coventry. Jon Letzkus, a
retired banker in Wheeling, West Virginia,
opted for a Coventry Medicare Advantage pol-
icy not only because he liked the terms of cover-
age but also because his local representative,
James Conlin, was both accessible and knowl-
edgeable. “He gave me the time and the informa-
tion 1 needed to evaluarte the coverage and make

my decision,” Jon says. “I appreciated that.”
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CONSOLIDATED BALANCE SHEETS

Coventry Health Care, Inc. and Subsidiaries
(in thousands)

December 31,
2008 2007
ASSETS
Current assets:
Cash and cash equivalents $ 1,123,114 $ 945,535
Short-term investments 338,129 155,248
Accounts receivable, net of allowance of $11,040 and $3,424
as of December 31, 2008 and 2007, respectively 293,636 263,021
Other receivables, net 524,803 313,350
Other current assets 130,808 169,547
Total current assets 2,410,490 1,846,701
Long-term investments 1,709,878 1,758,454
Property and equipment, net 308,016 321,287
Goodwill 2,695,025 2,573,325
Other intangible assets, net 546,168 590,419
Other long-term assets 57,821 68,605
Total assets $ 7,727,398 $7,158,791
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Medical liabilities $ 1,446,391 $1,161,963
Accounts payable and other accrued liabilities 474,561 518,806
Deferred revenue 104,823 69,052
Total current liabilities 2,025,775 1,749,821
Long-term debt 1,902,472 1,662,021
Other long-term liabilities 368,482 445,470
Total liabilities 4,296,729 3,857,312
Stockholders’ equity:
Common stock, $.01 par value; 570,000 authorized
190,318 issued and 148,288 outstanding in 2008
189,894 issued and 154,636 outstanding in 2007 1,903 1,899
Treasury stock, at cost; 42,031 in 2008; 35,258 in 2007 (1,287,662) (987,132)
Additional paid-in capital 1,748,580 1,702,989
Accumulated other comprehensive income 8,965 6,735
Retained earnings 2,958,883 2,576,988
Total stockholders’” equity 3,430,669 3,301,479
Total liabilities and stockholders’ equity $ 7,727,398 $7,158,791

The financial information presented above should be read in conjunction with the audited consolidated financial statements and

accompanying notes included in Coventry’s 2008 Annual Report on Form 10-K.



CONSOLIDATED STATEMENTS OF OPERATIONS

Coventry Health Care, Inc. and Subsidiaries

(in thousands, except per share data)

Years Ended December 31,

2008 2007 2006
Operating revenues:
Managed care premiums $10,563,163 $8,689,633 $6,857,301
Management services 1,350,483 1,189,898 876,455
Total operating revenues 11,913,646 9,879,531 7,733,756
Operating expenses:
Medical costs 8,868,579 6,920,531 5,439,964
Cost of sales 195,600 93,808 —
Selling, general and administrative 2,079,912 1,789,991 1,339,522
Depreciation and amortization 150,226 142,569 113,267
Total operating expenses 11,294,317 8,946,899 6,892,753
Operating earnings 619,329 932,632 841,003
Interest expense 96,386 82,217 52,446
Other income, net 82,833 144,455 107,791
Earnings before income taxes 605,776 994,870 896,348
Provision for income taxes 223,881 368,776 336,303
Net earnings $ 381,895 $ 626,094 $ 560,045
Net earnings per share:
Basic earnings per share 2.56 4.04 3.53
Diluted earnings per share 2.54 3.98 3.47
Weighted average common shares outstanding:
Basic 148,893 154,884 158,601
Effect of dilutive options and restricted stock 1,315 2,473 2,833
Diluted 150,208 157,357 161,434

The financial information presented above should be read in conjunction with the audited consolidated financial statements and
accompanying notes included in Coventry’s 2008 Annual Report on Form 10-K.



CONSOLIDATED STATEMENTS OF CASH FLOWS

Coventry Health Care, Inc. and Subsidiaries

(in thousands)

Years Ended December 31,

2008 2007 2006
Cash flows from operating activities:
Net earnings $ 381,895 $ 626,094 $ 560,045
Adjustments to reconcile net earnings to cash
provided by operating activities:
Depreciation and amortization 150,226 142,569 113,267
Amortization of stock compensation 60,582 64,129 55,197
Deferred income tax benefit (34,178) (25,017) (14,908)
Loss on other-than-temporarily impaired securities 36,160 — —
Other adjustments 5,615 6,635 3,011
Changes in assets and liabilities, net of effects of
the purchase of subsidiaries:
Accounts receivable (28,699) 2,523 21,164
Other receivables (198,904) (89,190) (88,367)
Medical liabilities 276,417 (98,781) 368,377
Accounts payable and other accrued liabilities (49,689) (20,122) 64,061
Other changes in assets and liabilities 27,931 (28,830) (15,376)
Net cash from operating activities 627,356 580,010 1,066,471
Cash flows from investing activities:
Capital expenditures, net (69,371) (61,307) (72,573)
Proceeds from sales of investments 696,806 1,022,810 1,098,111
Proceeds from maturities of investments 166,034 321,561 577,506
Purchases of investments and other (1,034,892) (1,633,113) (1,420,604)
Payments for acquisitions, net of cash acquired (137,374) (1,192,601) (35,392)
Net cash from investing activities (378,797) (1,542,650) 147,048
Cash flows from financing activities:
Proceeds from issuance of stock 7,233 52,262 23,023
Payments for repurchase of stock (323,137) (439,237) (269,204)
Proceeds from issuance of debt, net 668,409 1,153,280 —
Repayment of debt (423,872) (260,500) (10,000)
Excess tax benefit from stock compensation 387 31,534 21,852
Net cash from financing activities (70,980) 537,339 (234,329)
Net change in cash and cash equivalents 177,579 (425,301) 979,190
Cash and cash equivalents at beginning of period 945,535 1,370,836 391,646
Cash and cash equivalents at end of period $ 1,123,114  $ 945,535 $ 1,370,836
Supplemental disclosure of cash flow information:
Cash paid for interest $ 78,160 $ 55,596 $ 49,745
Income taxes paid, net $ 273917 $ 445,284 $ 290,763

The financial information presented above should be read in conjunction with the audited consolidated financial statements and
accompanying notes included in Coventry’s 2008 Annual Report on Form 10-K.



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, 2008 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, 2003. 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 market capitalization at
the beginning of each period for which a return is indicated): Aetna Inc., CIGNA Corporation, Health Net,
Inc., Humana Inc., UnitedHealth Group Inc., and WellPoint, Inc.

COMPARISON OF 5-YEAR CUMULATIVE TOTAL RETURN

Assumes Initial Investment of $100

December 2003—December 2008

$250

200

150

100

50

0 i ] I 1 I I
2003 2004 2005 2006 2007 2008

= Coventry Health Care, Inc. e S&P 500 Index emmemens Peer Group

Dec. 03 Dec. 04 Dec. 05 Dec. 06 Dec. 07 Dec. 08

Coventry Health Care $100.00 $123.44 $198.75 $174.63 $206.77 $51.93
S&P 500 Index $100.00 $110.85 $116.28 $134.50 $141.79 $89.33
Peer Group $100.00 $151.14 $218.97 $205.62 $236.23 $107.18

Note: The stock price performance shown on the graph above is not necessarily indicative of future price performance.
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PARTI

Cautionary Statement Regarding Forward-Looking Statements

This Form 10-K contains forward-looking statements which are subject to risks and uncertainties in accordance with the safe harbor provisions of
the Private Securities Litigation Reform Act of 1995. Forward-looking statements typically include assumptions, estimates or descriptions of our future
plans, strategies and expectations, and are generally identifiable by the use of the words “anticipate,” “will,” “believe,” “estimate,” “expect,” “intend,”
“seek,” or other similar expressions. Examples of these include discussions regarding our operating and growth strategy, projections of revenue,
income or loss and future operations. Unless this Form 10-K indicates otherwise or the context otherwise requires, the terms “we,” “our,” “our
Company,” “the Company” or “us” as used in this Form 10-K refer to Coventry Health Care, Inc. and its subsidiaries as of December 31, 2008.

These forward-looking, statements may be affected by a number of factors, including, but not limited to those contained in Item 1A, “Risk Factors”
in this Form 10-K. Actual operations and results may differ materially from those expressed in this Form 10-K. Among the factors that may materially
affect our business are increases in medical costs, difficulties in increasing premiums due to competitive pressures, unanticipated revenue shortfalls in
recently acquired companies, price restrictions under Medicaid and Medicare, problems in integrating or realizing efficiencies in acquired companies,
issues related to product marketing and imposition of regulatory restrictions, costs, or penalties. Other factors that may materially affect the Company’s
business include issues related to the inability in obtaining or maintaining favorable contracts with health care providers, credit risks on global
capitation arrangements, financing costs and contingencies, the ability to increase membership and litigation risk.

Item 1: Business
~ General

We are a diversified national managed healthcare company based in Bethesda, Maryland, operating health plans, insurance companies, network
rental and workers’ compensation services companies. Through its Commercial Business, Individual Consumer & Government Business, and Specialty
Business divisions, Coventry provides a full range of risk and fee-based managed care products and services to a broad cross section-of individuals,
employer and government-funded groups, government agencies, and other insurance carriers and administrators.

Coventry was incorporated under the laws of the State of Delaware on December 17, 1997 and is the successor to Coventry Corporation, which
was incorporated on November 21, 1986. Our Annual Report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and
amendments to these reports, and recent press releases can be found, after being filed with or furnished to the Securities and Exchange Commission
(“SEC”), free of charge, on the Internet at www.coventryhealth.com. )

Our Commercial Business Division provides products to a cross section of employer groups of all sizes including health maintenance organization
(“HMO”), preferred provider organization (“PPO”) and point of service (“POS™) products. We offer these products on an underwritten or “risk” basis
where we receive a monthly premium in exchange for assuming underwriting risks including all medical and administrative costs. W¢ also offer
commercial management services products on a self-funded basis where we perform administrative services only (“ASO”) for a fee and the customer
assumes the risk for medical costs. Within these products, we also offer consumer-directed benefit options including health reimbursement accounts
(“HRA”) and health savings accounts (“HSA”). . : ) -

Our Individual Consumer & Government Division provides comprehensive health benefits to members participating in the Medicare Advantage
HMO, Medicare Advantage PPO, Medicare Advantage Private Fee-for-Service (“PFFS™);-Meditaré Prescription Drug, arid Medicaid programs and
receives premium payments from federal and state governments. The Medicare Advantage and Medicaid products offered through our health plans are
risk products. This division also provides fully-insired managed’ care services ‘on an individual basis and also offers products and services more
specialized to the needs of state governments such as pharmacy benefit management and clinical management, ! .

Our Specialty Business Division provides workers’ compensation managed care services on a fee-based basis, with products including access to
our provider network, pharmacy benefits management, field case managenient, telephonic case management, and independent medical exarh and bill
review capabilities. Additionally, this division offers provider network rental services through a national PPO network to national, regional and local
third party administrators (“TPA™) and insurance carriers. This division also includes the Company’s mental-behavioral health benefits business and its
dental benefits business. e

We operate local health plans that serve 23 markets, primarily in the Mid-Atlantic, Midwest and Southeast-United States, .Qur health plans are
operated under the names Altius Health Plans, Carelink Health Plans, Coventry Health Care, Coventry Health and Life, Group Health Plan,
HealthAmerica, HealthAssurance, HealthCare USA, OmniCare, PersonalCare, Southern Health, Vista and WellPath. Our health plans generally are
located in small to mid-sized metropolitan areas. For a complete list of subsidiaries, refer to Exhibit 21 included with this Annual Report on Form 10-
K. :

Our health plans offer a broad range of managed care products that fall into both the Commercial Business Division and the Individual Consumer
& Government Business Division. Our health plan Commercial products include traditional HMO, PPO, and POS risk products, as well as self-funded
products. Our health plan Individual Consumer & Government products include medical risk products sold to individual consumers. In selected
markets, our health plans participate in Medicaid and Medicare Advantage programs. The Medicaid and Medicare Advantage products offered through
our health plans are risk products.

Commercial Business Division
Commercial Risk Products

Our health plans offer employer groups a full range of commercial risk products, designed to meet the needs and objectives of a wide range of
employers and members, as well as to comply with the regulatory requirements in the markets where they operate. Our health plans had 1.5 million
commercial risk members as of December 31, 2008 that accounted for $5.0 billion of revenue in 2008.

Our health plan products vary with respect to product features, the level of benefits provided, the costs to be paid by employers and members,
including deductibles and co-payments, and our members’ access to providers without referral or preauthorization requirements.
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Health Maintenance Organizations

Our health plan HMO products provide comprehensive health-care benefits to members, including ambulatory and inpatient physician services,
hospitalization, pharmacy, mental health, ancillary diagnostic and therapeutic sérvices. In general, a fixed monthly premium covers all HMO services
although some benefit plans require co-payments or-deductibles in addition to the basic premium. A primary care physician assumes overall
responsibility for the care of a member, including preventive and routine medical care and referrals to specialists and consulting physicians. While an
HMO member’s choice of providers is limited to those within the health plan’s HMO network, the HMO member is typically entitled to coverage of a
broader range of health care services than is covered by typical reimbursement or indemnity policies. Furthermore, many of our HMO products have
added features to more easily allow “direct access” to providers. :

Preferred Provider Organizations and Point of Service

Our health plan risk-based PPO and POS products also providé comprehensive managed health care benefits to members, but allow members to
choose their health care providers at the time medical services are required. Members may also use providers that do not participate in our health plan
managed care networks. If a member chooses a non-participating provider, deductibles, co-payments and other out-of-pocket costs to the member
generally are higher than if the member chooses a participating provider. Our health plans also offer high deductible products in conjunction with our
consumer directed products. Premiums for our PPO and POS products typically are lower than HMO premiums due to the increased out-of-pocket
costs borne by the members. T ‘

Stop-Loss Insurance

We offer stop-loss insurance to enable us to serve as an integrated, single source for the managed care needs of our self-insured clients. Stop-loss
policies are written through our wholly-owned insurance subsidiaries and can be written for specific and/or aggregate stop-loss insurance.

Commercial Management Services Products

Our health plans offer management services and access to their provider networks to employers that self-insure their employee health benefits. The
management services provided under these ASO arrangements typically includes medical claims administration, pharmacy benefits management,
utilization management and quality assurance. Other features commonly provided to fully insured customers (such as value-added wellness benefits)
are most generally also made. available to ASO customers. Under the ASO arrangements, our health plans receive a fixed fee for these management
services and access to their provider networks and they assume no underwriting risk. As of December 31, 2008, the health plans had approximately
714,000 non-risk health plan members. . ‘

We also offer our managed care and administrative products to businesses with locations in multiple states that self-insure the health care benefits
of their employees (“National Accounts™). A variety of stand-alone managed care services, as well as a portfolio of integrated health plan products, are
generally offered to national, multi-site companies with 500 employees or more as well as to mid-size companies in regional and local markets.

~ In addition, we provide services. to plans in the Federal Employee Health Benefits Program (“FEHB Program”) which is the largest employer-
sponsored group health program in the United States. In the FEHB Program, federal employees have the opportunity. to choose a health benefits carrier
from a number of offered plans each year. We serve as the plan administrator to the Mail Handlers Benefit Plan (“MHBP”), our largest client. The
MHEBP offers health care benefits under the FEHB Program to federal employees and anriuitants nationwide. We provide a full range of managed care
and administrative services to MHBP and provide various managed care or administrative services to certain other FEHB Program plans.

v Commercial management'service_s accounted for $351.7 millioﬁ of revenue for fhe year ended Decemi)er 31,2008.

) Medical Ciaims'Administrétipl‘i»Séﬁiczelé o o ) ‘

We provide comprehensive claims administration to. group health clients who- purchase our managed'cafe- services. We provide clients with an
integrated package of health care benefits administration, including: : : A R o o

. Mahaged care administration

e Medical, dental and vision claims processing

e Prescription drug plan administration

o  Flexible spending account administration o _

e  Health care reimbursement account adminiétration : S - - .

e COBRA administration

e Health savings account administration

o P‘hzirms}rc}y”B’eneﬁts‘Mana‘gémé.iitf" » R e o
We offer a comprehensive pharmacy benefit ﬂmahagement pro gram,thfough(,th,e use of-a tﬁirdwp;.&};.ad;ﬂfﬁiéﬂétar., iﬁéluding:. .

e A national, point-of-sale, pharmacy network -
e Formulary management
e Mail-order service

e Prospective drug utilization review

e  Online prescription claim adjudication o ) e i e e gty Taed!
The single source combination of pharmacy benefits management and medical management is-critical to mandging and assessing the total medical
cost. Pharmacy data sources are linked with other data sources to internally identify at-risk: members for our.disease management programs.

T LA T
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Clinical Programs -

We provide clinical programs including utilization review, case management and disease management through an internal staff consisting
primarily of allied health p‘rofessionals registered nurses and physicians. This staff is supplemented by a nationwide network of consulting physicians
with a full range of specialties. The in-house physician staff is a resource for the development of programs, as well as clinical policies and guidelines.
The staff includes experienced, board-certified physicians in such specialties as internal medicine, pediatrics, surgery, psychiatry and family practice.
The staff is crucial to the development and maintenance of evidence-based medical necessity guidelines and network quality assessment efforts.

Our approach to clinical management is patient-centered, which means that we provide the level of support required to manage outcomes at an
individual level. Our programs focus on proper. management of illnesses and chronic conditions through early identification, intervention and
education. Because we own and operate the programs, we are able to aggregate data to identify at-risk members at an early stage and to monitor
individual claims data to identify high-risk patients. We connect these patients with network providers and set appointments to facilitate compliance.
We then work with the patients and theirproviders to identify and implement cost effective treatment plans. In all cases, the decision to proceed with
these treatment plans is made by the patients and thelr treating physicians. .

nd1v1dual Consumer & Qovernmental Bgsmess Division

Medicare Advantage

As of December 31, 2008, our health plans operated 10 Medicare Advantage coordinated care plans in 10 states. The Centers for Medicare &
Medicaid Services (“CMS”) pays a county-spec1ﬁc fixed premium per member per month (“PMPM”) under our health plan Medicare contracts. Our
health plans may also receive a monthly premium from their Medicare members and/or their employer.

The Company also offers PFFS plans in 50 states plus Washington, D.C. and Puerto Rico under the name Advantra Freedom. These plans are
offered under contracts with CMS and provide enrollées with all benefits they receive under original Medicare as well as additional benefits such as
preventive care, eyeglasses/hearing aid coverage and pharmacy benefits. Enrollees are not limited to network providers and may utilize any provider
willing to accept the plan’s terms and conditions. Providers generally receive the same reimbursement as under original Medicare. Our PFFS products
are underwritten by our company insurance subsidiaries.

Our Medicare Advantage line of business covered 380,000 members as of December 31, 2008 and accounted for $3.2 billion of revenue in 2008.

., Medicare Part D

The Medicare Part D program provides eligible beneﬂc1ar1es access to prescription drug coverage. As part of the Medicare Part D program,
eligible Medicare recipients are able to select a prescription drug plan. Medicare Part D replaced the transitional prescription drug discount program
and replaced Medicaid prescription drug coverage for dual-eligible beneficiaries. The Medicare Part D prescription drug benefit is largely subsidized
by the federal government and is addltlonally supported by risk-sharing with the federal government through risk corridors designed to limit the profits
or losses of the drug plans and. through reinsurance for catastrophic drug costs. The government subsidy is based on the national weighted average
monthly bid, by Medicare region, by participating’ plans for this coverage, adjusted for member demographics and risk factor payments. The
beneficiary will be responsible for the difference between the government subsidy and his or her benefit plan’s bid, together with the amount of his or
her benefit plan’s supplemental premlum Additional subsidies are prov1ded for dual-eligible. beneﬁc1ar1es and specxﬁed low-income beneficiaries.

Our Medicare Part D business accourited for $847.7 million of revenue in 2008 and had 931 ,000 members as of December 31,.2008. The Medicare
Part D plans are marketed under the brand names of Advantra Rx, First Health Premier, and First Health Secure. For 2008, these plans include an
_ optlon with first dollar coverage (no deductible) and options for generic coverage within the “doughnut hole” or the coverage gap in which no
insurance ¢overage under the standard Part D program is available. We have.established partnershlps with Medicare Supplement insurance carriers and
brokerage channels nationwide to sell Medicare Part. D prescription drug products to- Medlcare beneﬁc1ar1es Medicare beneficiaries can also. purchase
our Medicare Part D products via the internet. .

Medicaid

Certain of our health plans offer health care coverage to Medicaid recipients in eight states which, as of December 31, 2008, covered 371,000
members and accounted for $1.1 billion of revenue in 2008. These health plans enter into a Medicaid Management Care contract with each of these
individual states. Under a' Medicaid contract, the participating state pays a monthly premium per member based on the age, sex, eligibility category and
in some states, county or region of the Medicaid member enrolled. In some states, these premiums are adjusted according to the health risk associated
with the individual member. The majority of the Medicaid members are in the Florida, Michigan, and Missouri markets, representing 80% of our total
Medicaid membership. . .

Individual

Our health plans offer long-term ma_]or med1cal and high-deductible products. to individual consumers. The products are purchased by the
consumer with no federal or state government funding of the premium. There is no employer group to provide conditions of the contract or contribute
to the premium. The distribution of these- Coventry. products is primarily through broker networks; however the consumer can access information and
an application directly from us. Our health plans had 122,000 risk members as of December 31, 2008 and accounted for $234.8 million of revenue in
2008.

Medicaid/Public

Our Medicaid/Public entity- (“Public Sector”), provides state. Medicaid agencies and other govemment funded programs with the clinical,
administrative and technological tools needed to better manage their health care, pharmacy, mental health and long-term care programs. Our Public
Sector offers integrated pharmacy benefit management and health care management services.

Our Public Sector Pharmacy- Benefit Management (“PBM”) division manages pharmacy beneﬁt plans for Medicaid programs, state senior drug
programs‘and state-funded specialty programs. This PBM program is-one of the largest of its kind in the country. PBM services provided by the Public
Sector division include pharmacy point-of-sale claim processing, utilization review, prior authorization, preferred drug list administration, and CMS
and supplemental rebate negotiation and administration.

Our Public Sector Health Care Management division provides quality assurance, utilization review and medical management services to Medicaid
* programs, state mental health agencies and other public sector health care programs. HCM services provided by the Public Sector are designed to assist
clients improve quality of care, contain costs, ensure appropriateness of care and measure outcomes.
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" Specialty Business Division
Workers’ Compensation Products e R v
Our workers’ compensationvprpducts a}ccounted fot$73‘6.-7 millish of revenue'in 2008. '
' o Bi]l Review

Our workers’ compensation Bill Review system provides national and multi-régional ‘workers’ compensation clients with a system to integrate and
manage their workers’ compensation medical data.. o e

Bill Review enables our clients to have an accurate and consistent application of state fee schedule pricing, including applicable rules, regulations

-and clinical guidelines. State fee schedules, which represent the maximum reimbursement for medical services provided to the injured werker, differ by

state (and change as state laws and regulations are passed and /or amended). The system features full integration with our provider network and

provides a seamless process for determining claim payment rates. As part of the bill adjudication process, we subject bills'to a sophisticated,
proprietary process to detect duplicate bills and correct billing irregularities and inappropriate billing practices. o B

In addition, our Bill Review system has a comprehensive reporting database that produces a standard set of client savings and management
reports. Clients who utilize the Bill Review system have online access to their data and are able to create reports at their desktops. '

Care Management Services .

Our Care Management Services segment seeks to promote appropriate healthcare access and utilization by performing services designed to
monitor cases and facilitate the return to work of injured or ill employees who have been out of work, receiving healthcare, or both, for an extended
period of time due to a work-related or auto incident or disability. Care Management Services includes field case management, telephonic case
management, independent medical examinations, utilization management, pre-certification, concurrent and peer. reviews.

Field Case Manqgément

We provide field case management services for workers’ compensation cases through case managers working on a one-on-one basis with injured
employees and their healthcare professional, employers, and insurance company adjusters. ‘

Our field case managers, located in 49 states and the District of Columibia, focus on coordinating case activities to enable injured or ill workers to
recover and return to work as quickly and safely as possible through medical management and vocational rehabilitation services. The medical
management services we offer include reviewing diagnoses, ;prognoses, and treatment plans, coordinating the efforts of healthcare professionals,
employers, and insuranée company adjusters, and encouraging compliance and active participation on the part of the injured or ill worker to increase
the effectiveness of the medical care provided. Our vocational rehabilitation services include job analysis, work capacity assessments, labor market
assessments, job placement assistance, and return-to-work coordination. : : ‘

' T elephonic Case Management‘ '

Our telephonic case managementi services consist of tele,f)honic mapagement" of workers’ compensation and auto injury. claims, as well as short-
term disability, long-term disability, and employee absences covered under the Family and Medical .Leave ‘Act. Although. similar to field case
‘management in that telephonic case managers coordinate the efforts of individuals involved in a medical claim, telephonic case management is
typically performed for claims of shorter duration.- Most telephonic ¢ase Mmariagement activities are completed within 30 to 90 days: ~ *

‘ - Independent Meédical Examinations ' o

We provide our customers with access to healthcare professionals” who perforin indépendent ‘medical éxaminations to evaluatée the medical
condition and treatment plan of patients. We provide independent medical examination services primarily for the occupational healthcare, disability,
and auto industries. Through our extensive network of independent medical professionals, our customers can receive independent medical reviews for
injured claimants nationwide. Our technology enables customers to make on-line referrals and check on the current status of their cases.

Utilization Management, ]’refcenijicatibn, ‘Concurrent and Peer .Review

Customers use our pre-certification and concurrent review services, to ensure that.a physician or registered nurse reviews, and. pre-certifies if
appropriate, specified medical procedures for médical necessity and appropriateness. Our pre-certification and concurrent review determinations are
only recommendations to the customer; it is the customer’s claims adjuster who makes the actual decision to approve or deny a request for medical
services. After we pre-certify a treatment plan, we follow up with the claimant to evaluate compliance and, as appropriate, discuss alternative treatment
plans if the claimant does not respond,to the initial treatment, plan, Qur peer services consist of the review of medical files by a physician, therapist,
chiropractor, or other healthcare provider to determine if the care provided by other healthcare professionals appears to be necessary and appropriate.

Pharimacy Benéfit Management -~ v

- Insurance carriers, TPAs and emplbyers confract with our First Script pharmacy be_neﬁt»manag"ement program. First Script provides a retail
network of over 62,000 pharmacies that can be accessed by workers’ compensation claimants immediately after an injury has occurred. First Script
continués to provide service to-these claimants throughout the life of their workers’ compensation ‘claimi, including through an integrated home delivery
program. . ) T e T <

.

In addition to providing network access to workers’ compensation claimants, First Script also.offers a full suite of drug utilization review tools and
reports to assist its clients in controlling their pharmacy costs. These tools go.beyond basic. formulary management and include predictive indicators of
claim severity and direction. The application of these cost control tools must be balanced with the need for claimants to receive their drugs in a
convenient and timely manner. Claimants who follow their doctor’s presctiption orders aré more likely torecover quicker and return to work earlier.

_ Both of these outcomes further contribute o lowering theé client’s ovetall workers’ compen‘shtion‘vclai‘rﬁ costs. -
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Network Rental

We offer our national PPO network and other managed care products to natlonal reglonal and local TPAs and insurance carriers. This business
pr1marlly operates on a business-to-business basis, focusing on delivering managed care and administrative solutions that increase client efficiency and
improve their product offerings. Network services are supplemented with a variety of product offerings, including clinical management programs. Prior
to January 2008 this business was part of our Commercial Business Division. Qur network rental businesses accounted for $85.8 million of revenue in
2008. : : : »

Mental-Behavioral Health Services

We operate in the managed behavioral healthcare industry and prov1de coordination of comprehenswe mental health and substance abuse
treatment to enrollees of health insurance companies, HMOs, PPOs, and employer groups throughout the United States. These services are provided
through Mental Health' Network Institutional Services, Inc. (“MHNet”), a company based in Austm Texas. MHNet has offices in elght states and
provides services to health plans and employer clients. - .

Dental Benefit Services

We offer a full suite of dental services 1nclud1ng insured plans for all size groups; a full-service dental third-party administrator spec1ahz1ng in
private-label programs, and a full suite of discount products. These services are offered through Group Dental Services (“GDS”), a company based in
Rockville, Maryland. We acquired a majority ownership interest in GDS in May 2008.

Health Plan Markets
The geographlc markets in which our health plans operate are described as follows

o Delaware — commercial products in Delaware and Maryland; Medicaid products in the Baltimore metropolltan area.

o Florida — commercial and Medicaid products in South Florida as:well as certain counties in North Florida and the state’s panhandle; and
Medicare Advantage products in South Florida and the Tampa Bay area. -

o  Georgia — commercial products in the greater Atlanta, Savannah Augusta and Macon and Columbus metropohtan areas and Medicare
Advantage products in Savannah and Atlanta.

o IHinois — commercial products, primarily in the Western, Northem (exclusive of the Chicago Metropohtan area) and Central Illinois areas.
Medicare Advantage products in portions of Central and Northern Illinois.

o + Towa — commercial products to members primarily in the Dés Momes metro area; Medicaid products in the Waterloo area; and Medicare
Advantage products in twenty five counties. ‘

¢  Kansas — commercial products in Kansas and portions of Westem Mlssoun Medlcare Advantage products in the Kansas Clty and Wichita
metropolitan areas. .

o Louisiana — commercial products, primarily in the New Orleans, Baton Rouge and Shreveport metropolitan areas.

. VMlchlgan — Medicaid products in Macomb Wayne and Oakland countres (Detroit area)

e Missouri — commercial and Med1care Advantage products to members in'the’ St Louls metropohtan and central Mlssoun area, including
portions of Souther Illinois; Medicaid products also in eastern, central and westem Missouri, -

o Nebraska — commiercial” products primarily i in the Omaha metropohtan area w1th addrtxonal networks Jin, meoln and rural Nebraska and
Medicare Advantage products in five Counties. -

e North Carolina — commercial products primarrly in-the Ralelgh Durham and: Charlotte metropolltan areas.

e Oklahoma — commercial products in both the, Oklahoma City and Tulsa: markets. .

o - Penrsylvania — commercial products primarily in Harrisburg, Lehigh: Valley and the State College metropolrtan areas eompnsmg the central

“~. Pennsylvania market; commercial products in' the Philadelphia metropohtan area compfising the ‘eastern Pennsylvania market; commercial
products in Pittsburgh, Eric and portions of Eastern Ohio comprising the westérn Penrisylvania market; and Medicare Advantage products in
the Pittsburgh, Harrisburg and State College metropolitan areas.

e South Carohna — commermal and Medrcard products in the Charleston and Columbla metropohtan areas.

° Tennessee — commercm] products pnmarlly in"the metropohtan Memphrs area, w1th addltlonal networks m the far northern Mrss1s51pp1
* counties of DeSoto and Tate, and in’ eastern Arkansas. =
e Utah — commercial products pnmanly in the Ogden Salt Lake Clty, Park City, St. George and Provo melropohtan areas commerc1a1
products also in Wyoming and Idaho.
e Virginia — commercial and Medlcald products pr1mar11y 1n the chhmond Roanoke and Charlottesvﬂle metropolltan areas and the
‘Shénandoah Valley. © =~
¢ West Virginia — commercial, Med1card and Medicare, Advantage prpducts to-a service area covermg a majonty of the state’s population.

Provider Network - - e mmm e T i

. Our prov1der network i is the core of our health care and workers compensauon busmesses provrdmg the foundatron for our products and services.
We contract with hospitals, physwlans and other health care prov1ders that provide health care services at pre-negotiated rates to members and
customers of various payors, including employee groups, workers” compensation payors, insurance carriers, TPAs, HMOs, self-insured employers,
union trusts and governtent employee plans. Provider networks offer a means of mandging health care costs by reducmg the per-umt pnce ‘of medical
'serv1ces accessed through the network while provrdlng an 1ncreased number of patlents to pmvrders hE

Our prov1der network, opt1rmzes chent savmgs through a combmauon of mcreased penetratlon to a hroad network and discounted unit costs
savings. The majority of the facility contracfs, feature fixed. rate structures that. ensure cost. effectlveness whrle mcent1v1zmg providers to control
" utilization. The fixed rate strictures include per diems based on  the mtensny of care and/or Diagnostics Related Group based pncmg for inpatient care.
Hospital outpatient charges are typically controlled by fixed fee schedules. For facilities or procedures not covered by fixed pricing arrangements,
charge master controls are generally negotiated, controlling the i mcreasmg trend of health care unit cost.



Our health plans maintain provider networks in the local .markets in which they operate. All of our health plans currently offer an open panel
_delivery system where individual physicians or physician groups.contract with the health plans to provide services to members but also maintain
"independent practices in which they provide services to individuals who are not members. of our health plans.

Most of our health plan contracted ‘primary care and specialist physicians are compensated under an established local fee schedule(s) that is
structured around the resource-based relative value scale. The majority of our health plans contract with hospitals to provide for inpatient care through
per diem or per case hospital rates. Outpatient services are contracted on a discounted fee-for-service or a per case basis. Our heaith plans pay ancillary -
providers on a fixed fee schedule or a capitation basis. Prescription drug benefits are provided through a formulary and drug prices are negotiated at
discounted rates through a national network of pharmacies. " , ' o '

Our health plans have capitation arrangements for certain ancillary health care services, such as mental health care, laboratory services and, in
some cases, physician services. Under some capitated arrangements, physicians may also receive additional compensation from risk sharing and other
incentive arrangements. Capitation arrangements limit our health plans’ exposure to the risk of increasing medical costs, but expose them to risk as to
the adequacy of the financial and medical care resources of the provider organization. Our health plans are ultimately responsible for the coverage of
their members pursuant to the customer agreements. To the extent that the respective provider organization faces financial difficulties or otherwise is
unable to perform its obligations under the capitation arrangements, our health plans will be required to perform such obligations. Consequently, our
health plans may have to incur costs in excess of the amounts they would otherwise have to pay under the original capitation arrangements. Medical
costs associated with capitation arrangements made up approximately 4.1%, 4.9% and 6.1% of our total medical costs for the years ended December
31, 2008, 2007 and 2006, respectively. We do not consider the financial risk associated with our existing capitation arrangements to be material.

Medical Management

We have established systems to monitor the availability, appropriateness and effectiveness of the patient care that our network providers provide
to our members. We collect utilization data that is used to analyze over-utilization or under-utilization of services and to assist in arranging for
appropriate care for our members and improving patient outcomes in a cost efficient manner. Qur corporate medical department monitors the medical
management policies of our subsidiaries and assists in implementing disease management programs, quality assurance programs and other medical
management tools. In addition, we have internal quality assurance review committees miade up of practicing physicians and staff members whose
responsibilities include periodic review of medical records, development and implementation of standards of care based on current medical literature
and the collection of data relating to results of treatment. -~ = :

We have developed a comprehensive disease management program that identifies those members having certain chronic diseases, such as asthma
and diabetes. Our case managers proactively work with members and their physicians to facilitate appropriate treatment, to help to ensure compliance
‘with recommended therapies and to educate members on lifestyle modifications to manage the disease. We believe that our disease management
program promotes the delivery of efficient care and helps to improve the quality of health care delivered.

Our medical directors supervise medical managers who review and apprdve‘, for coverage in accordance with the health benefit plan, requests by
physicians to perform certain diagnostic and therapeutic procedures, using nationally recognized clinical guidelines. developed based on nationwide
benchmarks that maximize efficiency in health care delivery and TnterQual, a nationally recognized evidence-based set of Criteria developed through
peer reviewed medical literature. Medical managers also continually review the status of hospitalized patients and compare their medical progress with

established clinical criteria, make hospital rounds to-review. patients” medical progress and perform quality assurance and utilization functions.

Medical directors also monitor the utilization of diagnostic serviqes ‘and éﬁgoﬁrage_ the use of outpatient surgery and testing where appropriate.
Data showing each physician’s utilization profile for diagnostic tests, specialty referrals and hospitalization are collected and presented to physicians.

The medical directors monitor these results in an attémpt to ensure the use of cost-effective, medically appropriate services.

We focus on the satisfaction of our members. We monitor appointment availability, member-waiting times, provider environments and overall

member satisfaction. We. continually conduct menibership surveys of exi,sting.‘e_mploye_f groups concerning the quality of services furnished and
suggestions for improvement. B e ‘ R ‘ '

Information Technology

We believe that integrated and reliable information technology Systems are critical to our success. We have implemented advanced information
systems to improve our operating efficiency, support medical management, underwriting and quality assurance decisions and effectively service our
customers, members and providers. Each of our-health plans: operates -on.a single financial reporting system along with a common, fully integrated
application which ‘encompasses all aspects of our commercial, government and non-risk. business; including enrollment, provider referrals, premium
billing and claims processing. N T LIPS R

We have dedicated in-house teams providing infrastructure and application support services, to’ our, embers. Our data warehouse collects
information. from all of our health plans and uses it in medical panagement to support our underwriting, ‘product pricing, quality assurance, rates,
marketing and contracting functions. We have dedicated in-house teams that convert acquired companies to our information systems as soon as
possible following the closing of the acquisition. . : :

In 2008, approximately 73.9% of our claim transactions were réceived from providers ina Health: Insurance Portability and Accountability Act of
1996 (“HIPAA™) compliant electronic data interface format. In 2008, our claims system auto adjudicated 83.0% of all claims.

. Marketing . )

We market our products and services to individuals, employet. groups, national (multi-site) direct accounts, self-insured employers, government
employees, multi-employer trusts with greater: than 500 employees. and. through. group health .insurance carriers and TPAs. When marketing on a
~ business-to-business basis directly to insurance - carriers -and TPAs, our. customers have: primary . responsibility for -offering our services to their
underlying clients. We also market t0 both FEHB health plan-sponsors: and:directly. to:federal employees as a ineans of increasing membership in the
MHBP. Marketing is provided through our own direct sales staff and:a network of non-exclusive, independent brokers and focused on developing new
business as well as retaining existing business.. - R RIS P A RN SL O

In addition to our commercial HMO, PPO, and POS products, which are offered on a fully insured and self-funded basis, our local health plans
also continue to expand the number of lower cost product options. These options include Coventry FlexChoice, a family of “consumer-driven”
products, whereby the employee bears a substantially greater proportion of health care costs.
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Where our large group segments may have benefit products provided to employees from multiple carriers, our small and medium size employers
are most commonly offered our services on an exclusive basis. In the case of insurance ‘carriers, we typically enter into a master service agreement
under which we agree to provide our cost management services to health care plans maintained by the carrier’s castomers. Qur services are offered not
only to new insurance policyholders, but also to-existing policyholders at the time group health benefits are renewed.

Medicaid producﬁs are mfcirketed to Medicaid recipients by state Medicaid authorities and through educational and community outreach programs.

Medicare Advantage products, which include both medical and pharmacy benefits, are commonly promoted through mass media and direct mail to
both individuals and retirees of employer groups that provide benefits to retirees. Networks of independent brokers are also used in the marketing of
Medicare products. Our Medicare Part D- product is marketed through our existing channels as well as through joint marketing arrangements with
Medicare Supplement health insurers, TPAs and related broker distribution entities. Additionally, we have established partnerships with Medicare
Supplement health insurers and brokerage channels nationwide to provide Medicare Advantage products to Medicare beneficiaries.

We sell our Public Sector business, including government PBM and health care management lines, through an internal sales team to state and local
governments across the United States. While most contracts are ultimately awarded via request-for-proposals and a competitive bid process, pre-selling
efforts are critical in targeting opportunities that best match our capabilities and service offerings. Through this pre-selling effort, we are also able to
identify the particular needs of prospective clients and provide assistance in public and program policy development.

Workers” compensation services are marketed to insurance carriers and TPAs, who in turn take responsibility for marketing our services to their
prospects and clients. We also market directly to state fands, municipalities, self-insured payors and other distribution channels.

Significant Customers o B ) ) g

Our customer, the Mail Handlers Benefit Plan, represented 9.2%, 14.7% and 19.3% of our management services revenue for the years ended
December 31, 2008, 2007 and 2006, respectively. . : : : ’ :

Our health plan commercial business is diversified across a large customer base and there are no commercial groups that make up 10% or more of
our managed care premiums. We received 38.1%, 33.1% and 21.6% of our managed care premiums for the years ended December 31, 2008, 2007 and
2006, respectively, from the federal Medicare programs throughout our various health plan markets and from national Medicare Part D and Medicare
Private-Fee-For-Service products. We also received 10.3%, 10.7% and 11.1% of our managed care premiums for the years ended December 31, 2008,
2007 and 2006, respectively, from our state-sponsored Medicaid programs throughout our various health plan markets. In 2008, the State of Missouri
accounted for almost half of our health plan Medicaid premiums. ' ‘

Competition e . : .

The managed care industry is highly competitive; both nationally-and in the individual markets we serve. Generally, in each market, we compete
against local health plans and nationally focused health insurers and managed care plans. We compete for employer groups and members primarily on
the basis of the price of the benefit plans offered, locations of the health care providers, reputation for quality care and service, financial stability,
comprehensiveness of coverage, diversity of product offerings and access to_care. We also compete with other managed care organizations and

indemnity insurance carriers in obtaining and retaining favorable contracts for health care services and-supplies.

We compete in a highly fragmented market with national, regional and local fitms specializing in utilization review and PPO cost' management
services and with major insurance carriers and TPAs that have implemented their own ‘internal cost management services. In addition, other managed
care programs, such as HMOs and group health insurers, compete for the enrollment of benefit plan participants. We are subject to intense competition
in each market segment in which we operate.. We distinguish purselves -on the basis of the quality and cost-effectiveness of our programs, our
proprietary computer-based integrated information'systems, our empbhasis on cémm_itrpeht_to service with a high degree of physician involvement, our
national provider network including its penetration into secondary and tertiary markets and our role as an integrated provider of PBM services.

The Medicaid/Public lines of business have varying competitive factors that affect entry into the market as a new competitor. Fiscal agent services
are provided to state Medicaid programs by only a few major competitors. The market for pharmacy services to states that have elected to outsource
pharmacy benefit management services is served by a select group of major national competitors. In addition to national competitors including our
Public Sector business, regional peer review organizations/quality improvement organizations also hold contracts in their. individual states or local
market. . . . . o . : :

Workers™ compensation competition includes regional and. national ‘managed: care companies and other service providers with an emphasis on
PPO, clinical programs or bill review. We differentiate ourselvés based on our national PPO coverage and the ability to provide an integrated product,
coupled with technology that. reduces administrative cost. We: corhpete :with a multitude ‘of PPOs, technology companies that provide bill review
services, clinical case management companies, pharmacy benefit managers, and rehabilitation companies for the business of these insurers. While
experience differs with various clients, obtaining a workers’ compensation insurer as a new, client typically requires extended discussions and a
significant investment of time. Given these characteristics of the competitive landseape, client relationships are critical to the success of our workers’
compensation products. S L A -

- S P2

Financial Information ) . .
Required financial information related - to-‘our: business ‘segments: is-set -forth-in Note- B, ‘Segment Information, of our consolidated financial
statements. S e R L e S g e e T - :

Corporate Governance

Our Board of Directors has adopted a-:Code of Businéss:Conduct and"Ethies applicable: to-the:members of our Board of Directors and our officers,
including our Chief Executive Officer; Chief* Financial-Officer, Corporate ‘Controller and ‘out -employees. In addition, the Board of Directors has
adopted Corporate Governance Guidélines and committee. charters.for out Audit' Committee; Compensation' Committee and Nominating/Corporate
Governance Committee. Qur Code of Business-Conduct:and Ethics, ‘Corporate: Governance Guidélines and current committee charters can be accessed
on our website at www.coventryhealth.com or may-be requested by: writing:to. the: following- address:: Coventry Health Care, Inc., Attn: Corporate
Secretary, 6705 Rockledge Drive, Suite 900, Bethesda, Maryland, 20817. Any amendments to our Code of Business Conduct and Ethics are posted to
and can be accessed on our website. e - R ! ‘ .
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Government Regulation

As a managed health care company, we are subject to-extensive government regulation of our products and services. The laws and regulations
affecting our industry generally give state and federal regulatory: authorities broad. discretion in their exercise of supervisory, regulatory and
administrative powers. These laws and regulations are intended primarily for the benefit of the members of the health plans. Managed care laws and
regulations vary significantly from jurisdiction to jurisdiction and chariges are frequently considered and implemented. :

State Regulation

The states served by our health plans provide the principal ‘leégal and regulatory framework for the commercial risk products offered by our
insurance companies and HMO ‘subsidiaries. One of our insurance company subsidiaries, Coventry Health and Life Insurance Company (“CH&L”),
offers managed care products, primarily PPO and POS products, in conjunction with our HMO subsidiaries in states where HMOs are not permitted to
offer these types of health care benefits. CH&L does not currently offer traditional health indemnity insurance. In addition, one of our subsidiaries,
First Health Life & Health Insurance Company, offers a small group PPO. product in certain states. )

Our regulated subsidiaries are required by state law to file periodic reports.and to meet. certain minimum capital and deposit and/or reserve
requirements and may be restricted from paying dividends to. the parent or'making other distributions or payments under certain circumstances. They
also are required to provide their members with certain mandated benefits. Our HMO subsidiaries are required to have quality assurance and
educational programs for their professionals and enrollees. Certain states’ laws further require that representatives of the HMOs’ members have a voice
in policy making. Most states impose requirements regarding thie prompt payment of claims and several states permit “any willing provider” to join our
network. Compliance with “any willing provider” laws could increase our costs of assembling and administering provider networks. o

We . also are subject.to the insurance holding company regulations in the states. in which. our regulated subsidiaries operate. These laws and
associated regulations generally require registration with the state department of insurance and the filing of reports describing capital structure,
ownership, financial condition, certain inter-company transactions and business operations. Most state insurance holding company laws and regulations
require prior regulatory approval or, 'in sorite states, prior- hotite, of acquisitions-or similar transactions involving regulated companies, and of certain

transactions between regulated companies and their parents. In connection ‘with obtaining regulatory approvals of acquisitions, we may be required to
agree to maintain capital of regulated subsidiaries at specified levels, to guarantee the solvency of such subsidiaries or to other conditions. Generally,
our regulated subsidiaries are limited in their ability to'pay dividends to their parent due. to the requirements of state’ regulatory agencies that the
subsidiaries maintain certain minimum capital balances. : ' S .

Our workers’ compensation business is also subject to ‘'state governniental regulation. Historically, governmental strategies to contain medical
costs in the workers’ compensation field have been limited to legislation on a state-by-state basis. Many states have adopted guidelines for utilization
management and have implemented fee schedules that list maximum reimbursement levels for health care procedures. In certain states that have not
~ authorized the use of a fee schedule, we adjust bills to the usual and customary levels authorized by the payor.:. .

* Most states now impose risk-based or other net worth-based capital requiremerits on our regulated entities. These tequirements assess the capital
adequacy of the regulated subsidiary based upon the ‘investment asset risks, insurance risks, interest rate risks and other risks associated with the
subsidiary’s business. If a subsidiary’s capital level falls below certain requiréd capital levels, it may be required to submit a capital corrective plan to
regulatory authorities and at certain levels may ‘be subjected to‘regulatory: orders; including regulatory control through rehabilitation or liquidation
proceedings. See Part II, Ttem 7, “Management’s Discussion and ‘Analysis of Financial Condition and Results of Operations - Liquidity and Capital
Resources” for mofe nformation. =~ 7 s T e e e S T EE ; -

Federal Regulation ) v ] o

; - . . Privacy, Security.and other HIPAA Requirements . ‘
" The use, disclosure and secure handling of individually idefy able health' information by our business is regulated at the federal level, including
the privacy provisions of the Gramm-Leach-Bliley Act and privacy and security regulations pursuant to HIPAA. Further, our privacy and security
 practices are ‘subject to various state laws and régulations. Varying requirements and enforcément approaches in the different states may adversely
affect our ability to standardize our products and services across state Jines.- These state and federal requirements change frequently as'a result of
legislation, regulations. and judicial or .administrative -interpretation.  Recently, the American Recovery and Reinvestment Act: of 2009 (“ARRA”)
broadened. the scope of the HIPAA privacy. and. security, regulations,: Among other: things, the ARRA strengthened: the enforcement provisions of
HIPAA, which may result in increased enforcement. activity.-Under the ARRA,the Department of Health and Human Services (DHHS) is required to
conduct periodic compliance audits of entities covered by the HIPAA tegulations, known as covered entities, and their business associates (entities that
handle identifiable health information. on behalf of_fcove_red“qntiti,res).‘ Many of our business operations. are-comsidered to-be covered entities under

HIPAA, while others are classified as business associates. .

- The ARRA broadens the applicability of the criminal penalty provisions under HIPAA to mployees of covered entities and requires DHHS to
impose penalties for violations resulting from witiful neglect. The ARRA also significantly inicreases the aiount ‘of the civil penalties, with penalties of
up to $50,000 per HIPAA violation. for a maximum civil penalty of $1,500,000in a calendar year, for violations of the.same requirement..In addition,
the ARRA authorizes state attorneys general to-bring civil actions seeking seither injunction, or damages in: response-to.violations of HIPAA privacy and
security regulations that threaten the privacy of state residents,, Further,.the ARRA extends the application,of certain provisions of the HIPAA security
and privacy regulations to business associates and subjects business associates to civil and criminal penaltiesfor violation of the:regulations. Further,
state and local authorities are increasingly focused on the importance of protecting individuals from identity theft, with a significant number of states
enacting laws requiring businesses to notify individuals of security breaches involving personal ‘inforiation. The ARRA provides that the Department
of Health and Human Services or DHHS must issue regulations tequiring covered entities to report Cettain security breaches to individuals affected by
the breach and, in some cases, to DHHS or to the publié via a Website. This reporting obligation will apply broadly to breaches involving unsecured

protected health information and will become effective 30 ‘days from the }i“axte' DHHS issues these regulations.

HIPAA includes administrative requirements. directed. at, simplifying -electronic: data. interchange through standardizing transactions’ and
establishing uniform health care provider, payer. and.employer identifiers. HIPAA also imposes obligations, for health insurance issuers and health
benefit plan sponsors. HIPAA requires guaranteed health care coverage for small employers having 2 to 50 employees and for individuals who meet
certain eligibility requirements. HIPAA also requires guaranteed renewability of health coverage for most employers and individuals and contains
nondiscrimination requirements. HIPAA limits exclusions based on pre-existing conditions for individuals covered under group policies to the extent
the individuals had prior creditable coverage.
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Failure to comply with any of the statutory and regulatory HIPAA requirements, state privacy and security requirements and other similar federal
requirements could subject us to significant penalties. . ) :
) ERISA ‘

The provision of services to certain employee health benefit plans is subject to the Employee Retirement Income Security Act of 1974 (“ERISA”).
ERISA regulates certain aspects of the relationships between us and employers who maintain employee benefit plans subject to ERISA. Some of our
administrative services and other activities may also be subject to regulation under ERISA. For instance, the U.S. Department of Labor regulations
under ERISA (insured and self-insured) regulate the time allowed for health and disability plans to respond to claims and appeals, establish
requirements for plan responses to appeals and expand required disclosures to participants and beneficiaries. In addition, some states require licensure
or registration of companies providing third party claims administration services for benefit plans. We provide a variety of products and services to
employee benefit plans that are covered by ERISA. '

Medicare and Medicaid

Some of our subsidiaries contract with CMS to provide services to Medicare beneficiaries pursuant to the Medicare Advantage program. Some of
our health plans also contract with states to provide health benefits to Medicaid recipients. As a result, we are subject to extensive federal and state
regulations. CMS may audit any subsidiary operating under a Medicare contract to determine the plan’s compliance with federal regulations and
contractual obligations. ‘ ; : : -

CMS and the appropriate state regulétdry 'agency have the right to audit any ‘health plan operating under a Medicaid managed care contract to
determine the plan’s compliance with state and federal law. In some instances, states engage peer review organizations to perform quality assurance
and utilization review oversight of Medicaid managed care plans. Our health plans are required toabide by the peer review organizations” standards.

'CMS rules require Medicaid managed care plans.to have beneficiary protections and protect the rights of participants in the Medicaid program.
Specifically, states must assure continuous access to care for beneficiaries with-ongoing health care needs who tratisfer from one health plan to another.
States and plans must identify enrollees with special health care needs and assess the quality and appropriateness of their care. These requirements have
not had a material adverse effect on our business. .

The federal anti-kickback statute imposes criminal and civil penalties for paying or receiving remuneration (which is deemed to include a
kickback, bribe or rebate) in connection with any federal health care program, including the Medicare, Medicaid and FEHB Programs. The law and
related regulations have been interpreted to prohibit the payment, solicitation, offering or receipt of any form of remuneration in return for the referral
of federal health care program patients or any item or service that is reimbursed, in whole or in part, by any federal health care program. Similar anti-
kickback provisions have been adopted by many states, which apply regardless of the source of reimbursement. ‘

With respect to the federal anti-kickback statute, there exists a statutory exception and two safe harbors addressing certain risk-sharing
arrangements. A safe harbor is a regulation that describes relationships and activities that are deemied not to violate the federal anti-kickback statute.
However, failure to satisfy each criterion of an applicable safe harbor does not mean that the arrangement constitutes a violation of the law; rather the
arrangement must be analyzed on the basis of its specific facts and circumstances. We believe that our risk agreements satisfy the requirements of these

safe harbors. In addition, the Office of the Inspector General has adopted other safe harbor regulations that relate to managed care arrangements. We
believe that the incentives offered by, our subsidiaries to' Medicare and .Mgdiyciéid(bgngﬁciari‘es and the discounts our. plans receive from contracting
health care providers satisty the requirements of these safe harbor regulations. We believe that our arrangements do-not violate the federal or similar
state anti-kickback laws. : I ' : '

CMS has promulgated regulations that prohibit health plans with Medicare contracts from including any direct or indiréct payment to physicians
or other providers as an inducement to reduce or limit medically necessary services-to a Medicare beneficiary. These regulations impose disclosure and
other requirements relating. to physician incentive plans such as bonuses or withholds that could result in a physician being at “substantial financial
risk” as defined in Medicare regulations. Our ability to maintain compliance with such regulations depends, in part, on our receipt of timely and

accurate information from our providers. Although we believe we are in compliance with all such Medicare regulations, we. are subject to future audit

and review.

The federal False Claims Act prohibits knowingly submitting false claims to the federal government. Private individuals known as relators or
whistleblowers may bring actions on ‘the: govermnment’s behalf under the: False Claims Act and share in any settlement or judgment. Violations of the
federal False Claims Act may result in treble damages-and civil penalties of up to $11,000 for each-false claim. In some cases, whistleblowers, the
* federal government and some courts have taken the position that providers who alfegédly have violated other statutes such as the federal anti-kickback
statute have thereby submitted false claims under the False Claims Act, Under the Deficit Reduction Act of 2006 (“DEFRA”), every entity that receives
at least $5 million annually in Medicaid payments must establish written policies for all employees, contractors or agents, providing detailed

information about false claims, false statements and Whistleblower protections under certain federal laws, including the federal False Claims Act, and

similar state laws. The Company has established written p'o'li‘cie_s‘that: it believes comply with this provision of DEFRA.

A number of states, including states in which we ‘operate; have adopted their'own false claims provisions as well as their own whistleblower
provisions whereby a private party may file a civil lawsuit in state court.: DEFRA creates an incentive for states to enact false claims laws that are
comparable to the federal False Claims ‘Act. Fromr time to time, companies‘in the healthcare industry, including ours, may be subject fo actions under
the False Claims Act or similar state laws. BT A e e e Sl P T ' :

In July 2008, the Medicare Improvements for. Patients and.Providers Act. of 2008, commonly called MIPPA, became law. MIPPA increased
restrictions on marketing and sales ,acti'vitie:s,,of‘Mediqare Advantage plans, including limitations on compensation systems. for agents and brokers,
. limitations on solicitation of beneficiaries, and prohibitions regarding many sales gotivities. MIPPA also imposed restrictions on Special Needs Plans,

increased penalties for reimbursement delays under Part D; required weekly reportinig.of pricing standards by Medicare Part D plans, and implemented
focused cuts to certain Medicare Advantage programs. The Congressional Budget Office estimated that the MIPPA would reduce federal spending on
Medicare Advantage plans by $48.7"billion over the 20082018 period. ‘Failiire to' comply ‘with' MIPPA or the regulations promulgated pursuant to
MIPPA could result in penalties including suspension: of enrollment, suspension 6f payment, suspension of marketing, fines and/or civil monetary
penalties. et s L e el e e e D

PRAFI
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Federal Employees Health Benefits Program

Our subsidiaries contract with the Office of Personnel Management (“OPM™) to provide managed health care services under the FEHB Program in
their service area. These contracts with the OPM and applicable government regulations establish premium rating arrangements for this program. The
OPM conducts periodic audits of its contractors to, among other things, verify that the premiums established under its contracts-are in compliance with
the community ratirig and other requirements under FEHB Program. The OPM may seck premium refunds or institute other sanctions against health
plans that participate in the program'if the health plan is found to be non-compliant with the program requirements. : -

Managed Care Legislative Proposals

We anticipate that national healthcare reform will be a focus at the federal level in the near term. Several states are also considering healthcare
reform measures. Numerous proposals have been introduced in the U.S. Congress and various state legislatures relating to managed health care reform.
The provisions of legislation that may be adopted at the federal or state level can not be accurately and completely predicted at this time, and we

therefore can not predict the effect of proposed legislation on our operations. However, this focus on heaithcare reform, inchuding managed care reform,
may increase the likelihood of significant changes affecting the managed care industry and our business. At this time, it is unclear as 10 when any
Jegislation might be enacted or the content of any new legislation, and we can not predict the effect on our operations of proposed legislation or any

other legislation that may be adopted.

Risk Management

In the normal course of business, we have been named as a defendant in various legal actions such as actions seeking paymients for claims. for
medical services denied by the Company, medical malpractice actions, employment related claims and other various claims seeking monetary damages.
The claims are in various stages of proceedings and some may ultimately be brought to trial. Incidents occurring through December 31, 2008 may
result in the assertion of additional claims. We maintain general liability, professional liability and employment practices liability insurances in
amounts that we believe are appropriate, with varying deductibles for which we maintain reserves. The professional liability and employment practices

liability insurances are carried through our captive subsidiary.

Employees ) )

At January 31, 2008, we employed approximately 15,800 persons, none of whom are covered by a collecﬁve bargaining agreement.

Acquisition Growth : _ R )

We began operations in 1987 with the acqixisition of the American Service Companies éntities, includihg Coventry Health and Life Insurance

Company. We have grown substantially through acquisitions. The table below summarizes all of our significant acquisitions for the five year period of
2004 through 2008. See Note C, Acquisitions, to the consolidated financial statements, herein, for additional information on our 2008 acquisitions.

. . ) . ) : Year
Acquisition ) . Markets . Type of Business Acquired
OmniCare Health Plan } © Michigan : Medicaid 2004
First Health Group Corp. o Multiple Markets " Multiple Products 2005
Provider Synergies, L.L.C. Multiple Markets - - Rx Management Services ’ - 2006
FirstGuard Health Plan Missouri - ‘Missouri . ; Medicaid ; , o 2007
Certain workers’ compensation business from Concentra, Inc. Multiple Markets Management Services 2007
Certain group health insurance business from Mutual of Omaha Nebraska & lowa Multiple Products 2007
Florida Health Plan Administrators, LL.C Florida .- - Multiple Products . 2007
Mental Health Network Institutional Services, Inc. . Multiple Markets Mental Health Products 2008

Majority Interest in Group Dental Services . : Multiple Markets Dental Products . v 2'008

Executive Officers of Our Company ; v
The following table sets forth information with respect to our executive officers as of February 1, 2009:

Allen F. Wise o 66 - Chief Exeéutive Officer and Director "

Shawn M. Guertin 45 Executive Vice President, Chief Financial Officer-and Treasurer- :
Francis S. Soistman, J1. 52 Executive Vice President o e .
Thomas C. Zielinski 57 Executive Vice President and General Counsel

Vishu Jhaveri, M.D. 55  Executive Vice President’ K : '

E. Harry “Skip” Creasey . 54 Senior Vice President i i
Patrisha L. Davis 53 Senior Vice President and Chief Human Resoprces Officer

Maria Fitzpatrick 51 Senior Vice President

James E. McGarry 50 . Senior Vice President

John J. Ruhimann 46 Senior Vice President and Corporate Controller. .

Effective as of January 30, 2009, Dale B. Wolf resigned from his position as President and Chief Executive Officer of our Company and was
succeeded by Allen F. Wise, who was named Chief Executive Officer of our Company. Mr. Wise served as the Company’s President and Chief
Executive Officer from 1996 through 2004 and served as its non-executive chairman ‘from 2004 until. December 5, 2008, when he was named
Executive Chairman. : . : : R o ‘ - St et R :

Allen F. Wise was appointed Chief Executive Officer of our Company in J anuary 2009. He has been a director of our Company since October
1996 and Executive Chairman since December 2008. He was non-executive Chairman of the Board from Janary 2005 to Decermber 2008. Mr. Wise
was a private investor and principal adviser from January 2005 to January. 2009. Prior. to.that, he was President and Chief Executive Officer of our
Company from October.1996 to December 2004. { : I o A S

Shawn M. Guertin was elected Executive Vice President and Chief Financial Officer of our Company effective January 2005, and- Treasurer

effective March 2005. Prior to that he served as Senior Vice President of our Comipany from February 2003 to ‘December 2004. From January 1998 to
February 2003, he was Vice President of Finance of our Company. Mr. Guertin is a Fellow of the Society of Actuaries and a Member of the Am_erican

Academy of Actuaries.
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Francis S. Soistman, Jr. was elected Executive Vice President of our Company, effective January 2005. Mr. Soistman is in charge of the
Individual Consumer and Government Business Division and, previously, was in charge of Health Plan Operations. Prior to that he served as Senior
Vice President of our Company from April 1998 to December 2004. He was named President and Chief Executive Officer of HealthAmerica
Pennsylvania, Inc. and HealthAssurance Pennsylvania, Inc., our Pennsylvania_subsidiaries, in May 1998 and July 2001, respectively, and served to
January 2005. .

Thomas . C. Zielinski was elected Executive Vice President of our Company, effective November 2007. He is also General Counsel of our
Company and has served in that capacity since August 2001. He served as Senior Vice President of our Company from August 2001 to November
2007. Prior to that time, Mr. Zielinski worked for 19 years in'various capacities for the law firm of Cozen and O'Connor, P.C., including as a senior
member, shareholder and Chair of the firm’s Commercial Litigation Department.

Vishu Jhaveri, M.D. was elected Executive Vice President and . Chief Medical Officer of our Company in May 2007. Dr. Jhaveri joined our
Company as Chief Medical Officer in March 2007. From April 2006 to March 2007, he worked as an independent healthcare consultant and served on
the advisory Board of InterComponentWare AG, a German IT firm specializing in electronic health records. From April 2004 to April 2006, he was the
Corporate Medical Director and Chief Operating Officer of FutureHealth Corporation, a provider of health and productivity management solutions and
a wholly owned subsidiary of Nationwide Insurance Companies. From August 1999 to March 2004, Dr. Jhaveri was the Chief Medical Officer and
Vice President of Healthcare Operations of Keystone Health Plan Central, a health maintenance organization.

E. Harry "Skip" Creasey was elected Senior Vice President, National Network Management of our Company in March 2005. From February
2003 to the time he joined our company, Mr. Creasey served as Chairman and Chief Executive Officer of Kelson Physician Partners, Inc., a provider of
pediatric management services. From August 2001 to February 2003, he was the President of InterPlan Group, a health care network company. From
February 2000 to July 2001, he was the Chief Executive Officer of AviaHealth, Inc., a health care internet content provider.

Patrisha L. Davis was elected Senior Vice President of our Company, effective June 2007. From November 2000 to date, she has been the Chief
Human Resources Officer of our Company. She was a Vice President of our Company from March 2005 to June 2007. Ms. Davis has been a Human
Resources executive with our Company since April 1998. '

James E. McGarry was electéd Senior Vice President of our Company in July 1998. Mr. McGarry is curfently in charge of our workers’
compensation line of business and has served in that capacity since November 2006. From August 2001 to October 2006, he served as head of our
integration team for mergers and acquisitions. From July 1998 to July 2001, he was in charge of our Customer Service Operations.

thn J. Ruhlmann was elected Senior Vice President of ‘our Company i November 2006. Prior to that he was Vice President of our Company
from November 1999 to November 2006. He has served as our Corporate Controller since November 1999,
Item 1A: Risk Factors '

The risks described below are ndt théf only ones that 'we face. Additional risks not presently known to us or that we currently deem immaterial may
also impair our business operations. ) ' . '

Our business, financial condition or results of operations could be materially advérsely affected by any of these risks. Further, the trading price of
our common stock could decline due to any of these risks, and youmay lese all or part of your investment,
Our results of operations may be adversely affected if we are unable to accurately estimate and control future health care costs.

- Most of the premium revenue we receive is based upon rates set months before we deliver services. As a result, our results of operations largely

depend on our ability to accurately estimate and control future health care costs.. We base the premiums we charge, at least in part, on our estimate of
expected health care costs over the applicable premium period. Facto;s that may cause health care costs to exceed our estimates include: ‘

e anincrease in the cost of health care services arid supplies, including pharmaceuticals;

o higher than expected utilization of health care services; o '

e  periodic renegotiations of hospital, physician and other provide: contracts; .. .

o the occurrence of catastrophic events, including epidemics and natural disasters; - -

o changes in the demographics'of our fétbers and medical trends affécting them;

o  general inflation or economic downturns; ) ‘ o g

e new mandated benefits or other regulatory changes that:incrédse our.costs; and

.o other unforeseen occurrences. - - ., s L N

In addition, medical liabili‘tigs,f in ;Bu{ﬁn'argqlql éfateiﬂépps Eiﬁ(}l,ildf; our estimated reserves for incurred but not reported and reported but not paid
claims. The estimates for medical liabilities are made on an accrual basis. We believe that our reserves for medical liabilities are adequate, but we can
not assure you of this. Any adjustments to our medical liabilities could adversely affect our results of operations.

‘Our results of operations will be a&vérsi;ly},gﬂeg_ted if "\_ﬁfeyarévunabl;e_tq increase premiums to offset increases in our health care costs,

Our results of operations deperid on out ability to' increasé premiums to'offset increases in our health care costs. Although we attempt to base the
premiums we charge on our estimate of future health care costs, we may not be able to control the premiums we charge as a result of competition,
- government regulations and other factors. Qur results of operations could be adversely affected if we are unable to set premium rates at appropriate

levels or adjust premium rates in the event our health care costs, increase.
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General economic conditions’ and disruptions in the financial markets could adversely affect our business, results of operations and
investment portfolio. : : . S : :

Worldwide financial markets have recently experieniced extfeme disruptions, including extracrdinarily volatile stock prices and diminished
liquidity and availability of credit. Together with the current recessionary environment in the U.S. and abroad and potentially other unfavorable
economic developments such as inflation and unemployment,, these developments could adversely- affect our business, results of operations and
investment portfolio. :

For instance, a decline in members covered under our plans could result from layoffs and downsizing or the elimination of health benefits by
employers seeking to cut costs. Economic conditions could cause our existing members to seek health coverage alternatives that we do not offer or
could, in addition to significant membership loss, result in lower average premium yields or decreased margins on continuing membership. In addition,
the economic downturn could negatively affect our employer group renewals and our ability to increase premiums.

The state of the economy could also adversely affect the states’ budgets, which could result in states attempting to reduce payments to Medicaid
plans in those states in which we offer Medicaid plans, and to increase taxes and assessments on our activities. Although we could attempt to mitigate
our exposure-from such increased costs through, among other things, increases in premiums, there can be no assurance that we will be able to do so.

In addition, a continued drop in the prices of securities across global financial markets could negatively affect our investment portfolio. Some of
our investments could further experience other-than-temporary declines in fair value, requiring us to record impairment charges that adversely impact
our financial results. o

We ‘coniduct business in a heavily r‘egulated'ilidtistry and changes in laws or regulations or alleged violations of regulations could
adversely affect our business and results of pperations. Lo g ’
- Our buéine,s_s_ is ‘hanily regulated: by federal, :étate and lyokcal authon'ties. Legislation or other regulatory reform that increases the regulatory

requirements imposed on us or that changes the way we currently do business may in the future adversely affect our business and results of operations.
Legislative or regulatory changes that could significantly harm us and our subsidiaries include changes that:

. impbs:e increased liability for adverse consequenceé of medical decisions;

e require coverage of prefexisting conditions;

o limit premium levels; o Gt .

e increase minimum capital, reserves and other financial viability requirements; .

e increase government sponsorship of competing health plans;

e impose fines or other penalties for the failure to pay claims promptly;

o impose fines or other penalties as a result of market conduct reviews;

e prohibit or limit rental access to health care provider networks;

e prohibit or limit provider financial incentives and provider risk-sharing arrangements;
e require health plans to offer expanded or new benefits;

o limit ability of health plans to manage care and utilization due to “any willing provide_r;’ and direct access laws that restrict or prohibit product
features that encourage members to seck services from contracted providers of through referral by a primary care provider; - .
e limit contractual terms with providers, including audit, payment and termination provisions;’ S
o implement mandatory third party review processes for coverage denials; and”

- o impose additional health care information privacy or secufity requirénents. T

We also may be subject to governmental investigations or inquiries from time to time. The existence of such investigations in our industry could

" negatively affect the market value of all companies in our indusiry including our stock price. As.a result of recent investigations, CMS has imposed
sanctions and fines including immediate suspension of all enrollment -and marketing activities and civil monetary penalties on certain, Medicare
Advantage plans. In addition, qui tam suits brought by whistleblowers have resulted in significant settlements. Any similar governmental investigations
of Coventry could have a material adverse effect on our financial condition, results of operations or business or result in significant liabilities to the

‘ Company,aswellasadversepublicity.a" : T P LD LR e e e .
Changes to laws may impact our ability to enroll beneficiaries and the viability of cortain of our Medicare Advantage plans. MIPPA imposes
_restrictions on the ability to market Medicare’ Advantage atid Preseription Drug: Plans (PDPs).-In addition, MIPPA requires any PFFS Plans that
contract with providers to satisfy the same’ access requirements as other Medicare Advantage-plans bégintiing in 2010. By 2011, most PFFS plans will
be required to develop- networks and meet access requirements similar to all-other types-of Medicare Advantage plans. Changes to PFFS plans could
- have an adverse effect on our ability to offer PFES plans, out revenues; and our financial condition: < -t T SRR

We are required to obtain and maintain various :rbeg‘l‘xlatogx approvals to offer many of our products. Delays in obtaining or failure to obtain or

maintain these approvals could adversely impact our results of operations. Federal, state and local authorities frequently consider changes to laws and
regulations that could adversely affect our business. We can not predict the changes that government
that those changes will not have an adverse effect on-our business:or resilts of operatipniss =

uthorities will approve in the future or assure you

SRR

Medi’c;id;; A

The federal government and many states from time to time consider ai,tqrii‘lg‘_tb?g: 1éYei. offundmg for government healthcare programs, including

Medicare and Medicaid. The Deficit Reduction Act of 2006 signed into law on Febmqryv.S,LZO;(_)G, included Medicaid cuts of approximately $4.8 billion

We may be adversely affected by changes in government funding for Mediééfe and

over five years. MIPPA reduced federal spending on, the Medicare Advyantage program by $48.7 billion over the 2008-2018 period. In addition, MIPPA
mandated that the Medicare Payment Advisory Commission report on both the quality of care provided under Medicare Advantage plans and the cost
to the Medicare program of such plans. In' addition, some members of the U.S. Congress have called for additional cuts to the Medicare Advantage
program. Additional proposed regulatory changes would, if implemented, further reduce federal Medicaid funding. We can not predict future Medicare
or Medicaid funding levels or ensure that changes to Medicare or Medicaid funding will not have an adverse effect on our business or results of

operations.
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A reduction in the number of members in our health plans could adverselyv affect our results of operations. ’
A reduction in the number of members in our health plans could adversely affect our results of operations. Factors that could contribute to the loss
of membership include: o )
S compétition in premium or plan benefits from other health care benefit companies;
e  reductions in the number of employers offering health care coverage;
e  reductions in work force by existing customers; ‘
e adverse economic conditions;
e  ourincreases in premiums or benefit changes;
e our exit from a market or the termination of a health plan;
e  negative publicity and news coverage relating to our company or the managed health care industry generally; and

e  catastrophic events, including natural disasters and man-made catastrophes, and othet unforeseen occurrences.

Our growth strategy is dependent in Part upon our ability to acquire additional managed care businesses and successfully integraite those
businesses into our operations. : ) .

successfully complete acquisitions.

Competition may limit our ability to attract new members or to incre;ise or maintain our premium rates, which would adversely affect
our results of operations. ’ ' ’ '

We operate in a highly competitive environment that may affect our ability to attract new members and increase premium rates. We cdmpete with

other health plans for members. We believe the principal factors influencing the choice among health care options are:

e price of benefits offered and cost and risk of alternaiives such as self-insurance;
e location and choice of health care providers;

o quality of customer service;

o comprehensiveness of coverage offered:

e  reputation for quality care;

° fmancial stability of the plan; and

e diversity of produét offerings.

We compete with other managed care companies that may have broader gcographical ,covefage, more established -reputations in our markets,
greater market share, larger contracting scale, lower costs and/or greater financial and other resources. We also may face increased rate competition
from certain Blue Cross plan competitors that might be required by state regulation to reduce capital surpluses that may be deemed excessive.

Competition in the multi-site, national account business may limit our ability to grow revenues which could adversely ﬁffect our results of
operations. c

We compete in a highly competitive environment against other major national managed care companies in our national account business to
‘provide administrative, network access, and medical management services to large, multi-site, self-insured employers. Among these ‘competitors are
~Aetna, United Healthcare and “Bhue Card” (a joint venture of major Blue Cross plans), all of which have greater resources, brand identity and provider
contracting scale compared tous. =~ ' I A D ; e

The non-renewal or terxi;ination of our government contracts, or unsuccessful bids for business with government - agencies, could
adversely impact our business, financial condition and results of operations. :

Our contracts with state government programs are subject to renewal, terminations and competitive bidding procedures. In particular, the contract
between our Healthcare USA subsidiary and the Missouri Medicaid program, Missouri HealthNet, runs. for a three-year period, and-may be extended
for additional periods if Missouri HealthNet so elects. Originally scheduled to. expire on.June 30, 2009, the: contract was récently: extended through
September 30, 2009. Healthcare USA expects to submit a bid for a new contract with Missouri HealthNet that would run from October 1, 2009 through
June 30, 2010. This new contract would be subject to two successive one-year extensions running through June 30, 2012. If we are unable to renew or
successfully re-bid for this and/or other of our state confracts, .or if'6ur such contracts were terminated or renewed on less favorable terms, our business,
financial condition and results of operations could be adversely affected. et e : : ‘

We depend on the services of non-exclusive independent agents and brokers to market our j)roducts to employers; and we can not assure
you that they will continue to market our products in the future, ) : ’ ‘
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Our failure to obtain cost-effective agreements with a sufficient number of providers may result in higher medical costs and 2 decrease in
our membership. .

" Our future results largely depend on our ability to enter into cost-effective agreements with hospitals, physicians and other health care providers.
The terms of those provider contracts will have a material effect on our medical costs and our ability to control these costs. In addition, our ability to
contract successfully with a sufficiently large number of providers in a particular geographic market will impact the relative attractiveness of our
managed care products in those markets, and our ability to contract at competitive rates with our PPO and workers’, compensation related providers will

affect the attractiveness and profitability of our products in the national account, network rental and workers” compensation businesses.

In some of our markets, there are large provider systems that have a major presence. Some of these large provider systems have operated their own
health plans in the past or may choose to do so in the future. These provider systems could adversely ‘affect our product offerings and results of
operations if they refuse to contract with us, place us at a competitive disadvantage or use their market position to negotiate contracts that are less
favorable to us. Provider agreements are subject to periodic renewal and renegotiations. We.can not assure you that these large provider systems will
continue to contract with us or that they will contract with us on terms that are favorable to us.

Negative publicity regarding the managed health care industry generally, or our Company in particular; could adversely affect our
results of operations or business.

i

Over the last several years, the managed health care industry has been' subject to negative publicity. Negative publicity regarding the managed
health care indusiry generally, or our Company in particular, may result in increased regulation and legislative review of industry practices, further
increase our costs of doing business and adversely affect our results of operations by:

e  rTequiring us to change our products and sefv_ides;‘ -

o increasing the regulatory burdens under which we operate; or

o adversely affecting our ability to market our products or services.

Negative publicity relating to our company or the managed care industry generally also mavy'\z_xdverse‘ly affect our ability to attract and retain
members.

A failure of our information technology systems could adversely affect our business.

We depend on our information technology systems for timely ‘and accurate information. Failure to maintain effective and efficient information
technology systems or disruptions in our information technology systems could cause disruptions in our business operations, loss of existing customers,
difficulty in attracting new customers, disputes with customers and providers, regulatory problems, increases in administrative expenses and other
adverse consequences. L

We face periodic reviews, audits and investigations under our contracts with federal and state government agencies, and these audits
could have adverse findings that may negatively affect our business. )

We contract with various federal and state governmental agencies to provide rhanaged health care services. Pursuant to these contracts, we are
subject to various governmental reviews; audits and investigations to verify our compliance with the contracts and applicable laws and regulations. Any
adverse review, audit or investigation could resultin:. - . B e

o refunding of amounts we have been paid pursuant to-our government contracts;

o imposition of fines, penalties and other sanctionsomusy

o loss of our right to participate in various federal programs; ‘

o damage to our reputation in-various markets;

o increased difficulty in selling our products and services; ar_;&' _ R _

e loss of one or more of our licenses to act as‘an‘insurer or HMO or to otherwise proyide a service.. B

We are subject to litigation in tlie ordinary course of our bdsinéss,,includin’g”li‘t'igg'ﬁon based on new or evolving légal theories that could
adversely affect our results of operations. : ’ - S '

" Due to the nature of our business, we are subject to a variety of legal actions relating to, ém‘ business operations including claims relating to:

o our denial of non-covered benefits; " -

e vicarious liability for medical malpract;c : Elaims filed a; 'iﬁst’Our providers;

o disputes-with our providers alleging RICQ and antitrust violafioris; -

o disputes with our providers over reimbursement and termination of provider contracts; ‘ :
o disputes related to our non-risk business, including actions alleging breach -of fiduciary duties, claim administration errors and failure to
disclose network rate discounts and other fee and rebate afrangements; .- L R - :

o  disputes over our co-payment calculations;

o customer audits of our compliance with our plan obligati9n§; and

o disputes over payments for out-of-network benefits. .

In addition, plaintiffs continue to bring new types of legal claims against managed care companies. Recent court decisions and legislative activity

" increase our exposure to thése types of claims. In some cases, plaintiffs may seek class action status and substantial economic, non-economic or

punitive damages. The loss of even one of these claims, if it resulted in a significant damage award, could have an adverse effect on our financial

condition or results of operations. In the event a plaintiff was to obtain a significant damage award it may make reasonable settlements of claims more

difficult to obtain. We can not determine with any certainty what new theories of recovery may evolve or what their impact may be on the managed
care industry in general or on us in particular.
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We have, and expect to maintain, liability insurance coverage for some of the potential legal liabilities we may incur. Currently, professional
liability and employment practices liability insurance is covered through our captive subsidiary. Potential liabilities that we incur may not, however, be
covered by insurance, our insurers may dispute coverage or may be unable to meet their obligations or the amount of our insurance coverage may be
inadequate. We can not assure you that we will be able to obtain insurance coverage in the future, or that insurance will continue to be available on a
cost effective basis, if at all.

Our stock price and trading volume may be volatile.

From time to time, the price and trading volume of our common stock, as well as the stock of other companies in the health care industry, may
experience periods of significant volatility. Company-specific issues and developments generally in the health care industry (including the regulatory
environment) and the capital markets and the economy in general may cause this volatility. Our stock price and trading volume may fluctuate in
response to a number of events and factors, including:

e variations in our operating results;

o changes in the market’s expectations about our future operating results;

o changes in financial estimates and recommendations by securities analysts concerning our company or the health care industry generally;

o operating and stock price performance of other companies that investors may deem comparable;

e news reports relating to trends in our markets;

o  changes or proposed changes in the laws and regulations affecting our business;

e acquisitions and financings by us or others in our industry; and

o sales of substantial amounts of our common stock by our directors and executive officers or principal stockbolders, or the perception that such
sales could occur:

Our indebtedness imposes restrictions on our business and operations.

The indentures for our senior notes and bank credit agreement impose restrictions on our business and operations. These restrictions limit our
ability to, among other things: )

e incur additional debt; »
e pay dividends, repurchase common stock, or make other restricted payments;
e create or permit certain liens on our assets;

" o sell assets;

e create or permit restrictions on the ability of certain of our restricted subsidiaries to pay dividends or make other distributions to us;

e enter into transactions with affiliates;
{

e enter into sale and leaseback transactions; and

o consolidate or merge with or into other companies or sell all or substantially all of our assets.

Our ability to generate sufficient cash to service our indebtedness will depend on numerous factors beyond our control.

Our ability to service our indebtedness will depend on our ability to generate cash in the future. Our ability to generate the cash necessary to
service our indebtedness is subject to general economic, financial, competitive, legislative, regulatory and other factors that are beyond our control. We
can not assure you that our business will generate sufficient cash flow from operations or that future borrowings will be available in an amount
sufficient to enable us to service our indebtedness or to fund other liquidity needs. In addition, we will be more vulnerable to: economic downturns,
adverse industry conditions and competitive pressures as a result of our significant indebtedness. We may need to refinance all or-a portion of our
indebtedness before maturity. We can not assure you that we will be able to refinance any of our indebtedness or that we will be able to refinance our

indebtedness on commercially reasonable terms.
A substantial amount of our cash flow is generated by our regulated subsidiaries.

Our regulated subsidiaries conduct a substantial amount of our consolidated operations. Consequently, our cash flow and our ability to pay our
debt and fund future acquisitions depends, in part, on the amount of cash that the parent company receives from our regulated subsidiaries. Our
subsidiaries’ ability to make any payments to the parent company will depend on their earnings, business and tax considerations, legal and regulatory
restrictions and economic ‘conditions. Our regulated subsidiaries are subject to HMO and insurance regulations that require them to meet or exceed
various capital standards and may restrict their ability to pay dividends or make cash transfers to the parent company: If our regulated subsidiaries are
restricted from paying the parent company dividends or otherwise making cash transfers to the parent company, it could have a material adverse effect
on the parent company’s cash flow. For additional information regarding our regulated subsidiaries statutory capital requirements, see Part II, Item 7
“Management’s Discussion and Analysis of Financial Condition and Results of Operations - Liquidity and Capital Resources - Statutory Capital
Requirements.”

Our certificate of incorporation and bylaws and Delaware law could delay, discourage or prevent a change in control of our Company
that our stockholders may consider favorable.
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Provisions. in our certificate of incorporation and bylaws and Delaware law may delay, discourage or prevent a merger, acquisition or change in
“control involving our company that our stockholders may consider favorable. These provisions could also discourage proxy contests and make it more
difficult for stockholders to elect directors and take other corporate actions. Among other things, these provisions: .

o provide for a classified board of directors with staggered three-year terms so that no more than one-third of our directors can bekreplaced at
any annual meeting; .
e  provide that directors may be removed without cause only by the affirmative vote of the holders of two-thirds of our outstanding shares;

e provide that amendment or repeal of the provisions of our certificate of incorporation establishing our classified board of directors must be
approved by the affirmative vote of the holders of three-fourths of our outstanding shares; and ) . -

o . establish advance notice requirements. for nominations for election to the board of directors or for proposing matters that can be acted on by
stockholders at a meeting. ' ) '

These provisions of our certificate of incorporation and bylaws and Delaware law may discourage transactions that otherwise could provide for the
payment of a premium over prevailing market prices for our common stock and also could limit the price that investors are willing to pay in the future
for shares of our common stock.

Our results of operations and shareholders’ equity could be materially adversely affected if we have an impairment of our intangible
assets. ' ’ ‘

Due largely to our past acquisitions, goodwill and other intangible assets represent a substantial portion of our total assets. Goodwill and other
intangible assets were approximately $3.2 billion as of December 31, 2008, representing approximately 42% of our total assets. In accordance with
applicable accounting standards, we perform periodic assessments of our goodwill and other intangible assets to determine whether all or a portion of
their carrying values may no longer be recoverable, in which case a charge to earnings may be necessary. This impairment testing requires us to make
assumptions and judgments regarding the estimated fair value of our reporting units. Fair value is calculated using a blend of a projected income and
market value approach. Estimated fair values developed based on our assumptions and judgments might be significantly different if other assumptions
and estimates were to be used. Any future evaluations requiring an asset impairment of our goodwill and othier intangible assets could materially affect
our results of operations and shareholders’ equity in the period in which the impairment occurs.

Our efforts to capitalize on Medicare business opportunities could prove to be unsuccessful.

Medicare programs represent a significant portion of our business, accounting for approximately 38.1% of our managed care premium revenue in
2008. In connection with the passage of the Medicare Prescription Drug; Improvement and Modernization Act of 2003 (the “Drug Act”) and the Drug
Act’s implementing regulations adopted in 2005, we have significantly expanded our Medicare health plans and restructured our Medicare program
management team and operations to enhance our ability to pursue business opportunities presented by the Drug Act and the Medicare program
generally. :

Particular risks associated with our providing Medicare Part D prescription drug benefits under‘the Drug ‘Act include potential uncollectability of
receivables, inadequacy of underwriting assumptions, inability to receive and process information and-increased pharmaceutical costs (as well as the
underlying seasonality of this business). :

In 2007, we expanded our Medicare programs. Specifically, we introduced PFFS Medicare Advantage plans; expanded our Medicare Part D
prescription drug benefits plans to all states; and enhanced our HMO/PPO product offerings. All of these growth activities required substantial
administrative and’ operational capabilities. In addition, recent federal law increased the administrative, contractual and operational burdens on our
PFFS Medicare Advantage plans. If we are unable to maintain the administrative and operational capabilities to address the additional needs and
increasing regulation of our growing Medicare programs, it could have a material adverse effect on our Medicare business and operating results.

In addition, if the cost or complexity of the recent Medicare changes exceed our expectations or prevent effective program implementation, if the
government alters or reduces funding of Medicare programs, if we fail to design and maintain programs that are attractive to Medicare participants or if
we are not successful in winning contract renewals or new contracts under the Drug Act’s competitive bidding process, our current Medicare. business
and our ability to expand our Medicare operations could be materially and adversely affected, and we may not be able to realize any return on our
investments in Medicare initiatives. . ‘

Item 1B: Unresolved Staff Comments
None.
Item 2: Properties

As of December 31, 2008, we leased approximately 89,000 square feet of space for-our:corporate office in Bethesda, Maryland. We also leased
approximately 2,315,000 aggregate: square feet for office space, subsidiary opérations and customer service centers for-the various markets where our
health plans and other subsidiaries operate; of which approximately 6% is subleased. Our leases expire at various dates from 2009 through 2019. We
also own nine buildings throughout the country with approximately 798,000 square feet, which is.used for administrative services related to our
subsidiaries” operations, of which approximately 6% is subleased. We believe that our facilities are adequate for our operations. :

€

Item 3: Legal Proceedings

See Legal Proceedings ‘in Note K, Commitments and Contingencies, to the notes to thé consolidated financial statements, which is incorporated
herein by reference. ’

Item 4: Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of the fiscal year 2008.
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PART II :
Item 5: Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities.

Price Range of Common Stock

Our common stock is traded on the New York Stock Exchange (“NYSE”) stock market under the ticker symbol “CVH.” The following table sets
forth the quarterly range of the high and low sales prices of the common stock on the NYSE stock markets during the calendar period indicated. Such
quotations represent inter-dealer prices without retail markup, markdown or commission and may not necessarily represent actual transactions:

2008 2007
High Low High Low
First Quarter $ 63.89 $37.50 $57.37 $48.78
Second Quarter . 46.66 30.10 61.28 56.04
Third Quarter 39.36 28.01 64.00 50.12
Fourth Quarter 33.47 9.44 62.72 56.06

On January 31, 2009, we had approximately 901 stockholders of record, not including beneficial owners of shares held in nominee name. On
January 31, 2009, our closing price was $15.13. :

We have not paid any cash dividends on our common stock and expect for the foreseeable future to retain all of our earnings to finance the
development of our business or to repurchase our common stock. Our ability to pay dividends is limited by certain covenants and restrictions contained
in our debt obligations and by insurance regulations applicable to our subsidiaries. Subject to the terms of such insurance regulations and debt
covenants, any future decision as to the payment of dividends will be at the discretion of our Board of Directors and will depend on our earnings,
financial position, capital requirements and other relevant factors. See Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition
and Results of Operations - Liquidity and Capital Resources.” : '

Issuer Purchases of Equity Securities

In May 2008, the Company’s Board of Directors approved an increase to the share repurchase program in an amount equal to 5% of the
Company’s then outstanding common stock, thus increasing the Company’s repurchase authorization by 7.5 million shares. Under the share repurchase
program, the Company purchased 7.3 million shares of its own stock during 2008 at an aggregate cost of $318.0 million, 7.5 millions shares during
2007, at an aggregate cost of $429.0 million, and 4.6 million shares during 2006, at an aggregate cost of $256.1 million. As of December 31, 2008, the
total remaining number of common shares the Company is authorized to repurchase under this program is 6.7 million.

The following table shows our purchases of our common stock during the quarter ended December 31, 2008 (in thousands, except per share
information). The Company purchased no shares of its common stock as part of its publicly announced plans during the quarter ended December 31,
2008.

Total Number of Shares . Maximum Number of Shares

Total Number of Average Price Paid Purchased as Part of That May Yet Be Purchased

Shares Purchased () per Share Publicly Announced Plans Under The Plan or Program
October 1-31, 2008 4 $2521 - o 6,724
November 1-30, 2008 8 $12.58 - ) 6,724
December 1-31, 2008 - $ - - 6,724
Totals 12 $16.63 - _ 6,724

() Includes shares purchased in connection with the vesting of restricted stock awards to satisfy employees’ minimum  statutory tax withholding
obligations. , S ’
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Item 6: Selected Financial Data
(in thoqsands, except per share and membership data)

December 31,

2008 2007 2006 2005 2004
Operations Statement Data . : - R . _ R
Operating revenues . . : . $ 11,913,646 . $9,879,531 $7,733,756 . $6,611,246 $5,311,969
Operating earnings o ' SR 619,329 . 932,632 841,003 791,818 496,671
Earnmgs before i income taxes~ ‘ B 605,776 994,870 - 896,348 799,425 . 526,991
Net eammgs : S R -7 381,895 626,094 - 560,045 501,639 337,117
Basic earnings per share ) L 256 4.04 353 3.18 2.55
Diluted earnings per share : 2.54 3.98 3.47 v 3.10 2.48
Dividends declared per share » ' : Co- - - . - -
Balance Sheet Data 1) v
Cash and investments - $ 3,171,121 $2,859,237  $2,793,800  $2,062,893  $1,727,737
Total assets B 1,727,398 7,158,791 5,665,107 4,895,172 2,340,600
Total medical liabilities 1,446,391 1,161,963 1,121,151 752,774 660,475
Long-term liabilities _ : 368,482 445,470 309,616 . 309,742 . 25,854
Debt . , ' L . 1902472 1,662,021 760,500 770,500 170,500
~ Stockholders’ equity D 1 430 669 3,301,479 2,953,002 2,554,703 1,212,426
Operating Data ® , R " o
Medical loss ratio ' 84.0% 79.6% 79.3% 79.4% 80.5%
Operating earnings ratio : . co . 52% 9.4% 10.9% 12.0% 9.4%
Administrative expense ratio : v : 17.5% 18.1% 17.3% 17.9% - 11.5%
Basic weighted average shares outstanding 148,893 154,884. . 158,601 157,965 132,188
Diluted weighted average shares outstanding < 150,208 157,357 161,434 161,716 135,884
Total Risk membership : - 3,281,000 3,140,000 - 2,620,000 1,983,000 - 1,949,000
Total Non-risk membership , 11,347,000 1,533,000 1,487,000 1,723,000 560,000

¥y Operations Statement Data include the results of operatlons of acqu1sxt10ns since the date of acquisition. Balance Sheet Data reflect
acquisitions as of December 31, of the year of acqms1t10n See the notes to the consohdated financial  statements for detail on our
acquisitions. . :

Item 7: Management’s Discussion and Analysis of Financial Condition and Results of Operations

The followmg d1scussxon should be read in conjunctlon with thé accompanying audited consolidated ﬁnanmal statements and notes thereto. The
orgamzatxon of our Management’s D1scu551on and Analy51s of Fmanc1a1 Condmon and Results of Operations is as follows

. Executlve-Level Overview
o  Critical Accounting Policies . -
o New Accounting Standards
e Acquisitions k
e Membership
e Results of Operations }
¢ . Liquidity and Capital Resources ‘
e Other Disclosures
e Risk Factors

Executive-Level Overview
General Operations

We are a diversified national managed healthcare company based in Bethesda, Maryland, operating health plans, insurance companies, network
rental and workers’ compensatlon services. compames Through our Commercial Business, Individual Consumer & Government Business, and
Specialty Business divisions, we provide a full range of risk and fee-based managed care products and services to-a broad cross section of individuals,
employer and government-funded groups, government agencies, and other insurance carriers and admlmstrators

Summary of 2008 Performance ) ) .
. Maﬁaged care premium revenues incredsed'21.6% from the prior year
e Management services revenues increased 13.5% from the pfior year
e Medicare Advantage growth of 97,000 members from the prior year, an ihcrease of 34%
e Medicare Part D growth of 227,000 members from the prior year an increase of 32%
o GAAP cash flows from operations were $627 4 million, or 164% of net earnings
e  Operating earnings as a percentage of revenues were 5.2%, compared to 9.4% in the prior year
e Net earnings were $381.9 million, a decline of 39% from 2007, net earnings
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Operating Revenue and Products

We operate health plans, insurance companies; managed care services companies, and workers” compensation services companies and generate
our operating revenues from premiums and fees for a broad range of managed care and management service products. Managed care premiums for our
commercial risk products, for which we assume full underwriting risk, can vary- For example, premiums for our PPO and POS products are typically
lower than our HMO premiums due to medical urderwriting and higher deductibles and co-payments that are typically required of the PPO and POS
members. Managed care premium rates for our government programs, Medicare and state-sponsored managed Medicaid, are largely established by
governmental regulatory agencies. These government products are offered in‘ selected markets where we believe we can achieve profitable growth
based upon favorable reimbursement levels, provider costs and regulatory climates. - : -

Revenue for our management services products (“non-risk”) is generally a fixed administrative fee, provided on a predetermined contractual basis
or on a percentage-of-savings basis, for access to our health care provider networks and health care management services, for which we do not assume
underwriting risk. The management services we provide typically include health care provider network management, clinical management, pharmacy
benefit management (“PBM”), bill review, claims repricing, claims processing, utilization review and quality assurance.

Operating Expenses

We incur medical costs related to our products.for which we assume underwriting risk. Our medical costs include medical claims paid under
contractual relationships with a wide variety of providers and capitation arrangements. Medical costs also include an estimate of claims incurred but not
reported: - o < C S . C

' We maintain provider networké thét furnish health care services through contractual arraﬁgements with physicians, hospitals and bthe'( health care
providers. Prescription drug benefits are provided through a formulary comprised of an extensive list of drugs. Drag prices are negotiated at discounted
rates through a national network of pharmacies. Drug costs for our risk products are included in medical costs. o

We have capitation arrangements for certain ancillary heath care services, such as mental health care, and a small percentage of our membership is
covered by global capitation arrangements. Under the typical arrangement, the provider receives a fixed percentage of premium to cover costs of all
medical care or of the specified ancillary services provided to the globally capitated members. Under some capitated arrangements, physicians may also
receive additional compensation from risk sharing and other incentive arrangements. Global capitation arrangements limit our exposure to the risk of
increasing medical costs, but expose us to risk as to the adequacy ‘of the financial and medical care resources of the provider organization. We are
ultimately responsible for the coverage of our members pursuant to the customer agreements. To the extent that the respective provider organization
faces financial difficulties or otherwise is unable to perform its.obligations under the capitation arrangements, we will be required to perform such
obligations. Consequently, we may have to incur costs in doing so in excess of the amounts we would otherwise have to pay under the original global
or ancillary capitation through our contracted network arrangements. Medical costs associated with capitation arrangements made up approximately
4.1% of the Company’s total medical costs for the year ended December 31, 2008. - - S , ‘

- We have established systems to monitor the availability, appropriateness and éffectiveness of the patient care we provide. We collect utilization
data.in each of our markets that we use to analyze over-utilization or under-utilization-of services and assist our health plans in arranging for
appropriate care for their members and improving ‘patiént outcomes: in a cost: efficient- manner. Medical-directors -also monitor the utilization of
diagnostic services and encourage the use of outpatient surgery and testing where appropriaté. Each health plan collects data showing each physician’s
utilization profile for diagnostic tests, specialty referrals and hospitalization ‘and_presents such data to the health plan’s physicians. The medical
directors monitor these results in an effort to ensure the-use of medically, cost-effective appropriate services. '

We¢ incur cost of sales expense for prescription drugs provided by our workers” compehsation pharmacy benefit manager and for the independent
medical examinations performed by physicians on injured workers. These costs are associated with fee-based products. C

Our selling, general and administrative expenses consist primarily of salaries and related costs for personnel involved in the administration of
services we offer. To a lesser extent, our selling, general and administration expenses include other administrative and facility costs needed to provide
these administrative services as well as’ commissions paid to brokers and agents who assist'in the sale of our products. We operate regional service
centers that perform claims processing, premium billing and collection, enroliment and customer service functions. Our regional service centers enable
us to take advantage of economies of scale, implement standardized management practices and capitalize on the benefits of our integrated information
technology systems. ‘ ’ ; . ;

Cash Flows

We generate cash through operations. As a profitable company in an industry that is not capital equipment intensive, we have generally not needed
to use external financing to fund operations. While we have incurred debt (as. described in Note J, Debt, to our consolidated financial statements in this
Form 10-K), the proceeds have primarily been used to finance acquisitions. On October 3,-2008, the Company drew down $543.5 million from its
Revolving Credit Facility and repaid $103.5 million of this amount on October 10, 2008. The remaining $440.0 million will be used to optimize the
Company’s liquidity position during the current uncertain macroeconomic environment and for general corporate purposes. Our primary use of cash is
to pay medical claims. Any excess cash has historically been used for acquisitions, to prepay indebtedness and for repurchases of our common stock.

Critical Accoimting Policies

We consider the accounting policies described below critical in preparing our consolidated financial statements. Critical accounting policies are
ones that require difficult, subjective, or complex judgments, often as a result of the need to make estimates about the effect of matters that are
inherently uncertain. The judgments and uncertainties affecting the application of these policies include significant estimates and assumptions made by
us using information available at the time the estimates are made. Actual results could differ materially from those estimates.

Revenue Recognition

Managed care premiums are recorded as revenue in the month in which _menjbers are entitled to service. Premiums are based on both a per
subscriber contract rate and the number of subscribers in our records at the time of billing. Premium billings are generally sent to employers in the
month preceding the month of coverage. Premium billings may be subsequently adjusted to reflect changes-in membership as a result of retroactive
terminations, additions, ot other changes. Due to early timing ‘of the premium billing, we are able to identify in the current month the retroactive
adjustments for two subsequent months billings. Current period revenues are adjusted to teflect these retroactive adjustments..

s
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Based on information received subsequent to generating premium billings, historical trends, bad debt write-offs and the collectibility of specific
accounts, we estimate, on a monthly basis, the amount of bad debt and future membership retroactivity and adjust our revenue and allowances
accordingly. - o . ‘ )

As of December 31, 2008, we maintained allowances for retroactive billing adjustments of approximately $35.0 million compared with
approximately $29.7 million at December 31, 2007. We also maintained allowances for doubtful accounts of approximately $11.0 million and $3.4
million as of December 31, 2008 and 2007, respectively. The calculation for these allowances is based on a percentage of the gross accounts receivable
with the allowance percentage increasing for older receivables. )

We receive premium payments from the Centers for Medicare and Medicaid Services (“CMS”) on a monthly basis for our Medicare membership
to provide healthcare benefits to our Medicare members. Premiums are fixed (subject to retroactive risk adjustment) on an annual basis by contracts
with CMS. Membership and category eligibility are periodically reconciled with CMS and can result in adjustments to revenue. CMS uses a risk
adjustment model to determine premium payments to health plans. This risk adjustment model apportions premiums paid to all health plans according
to health severity based on diagnosis data provided to CMS. We estimate risk adjustment revenues based on the diaghosis data submitted to CMS.
Changes in revenue from CMS resulting from the periodic changes in risk adjustments scores for our membership are recognized when the amounts
become determinable and the collectibility is reasonably assured.

We contract with the United States Office of Personnel Management (“OPM™) and with various federal employee organizations to provide health
insurance benefits under the Federal Employees Health Benefits Program (“FEHBP”). These contracts are subjectito government regulatory oversight
by the Office of the Inspector General (“OIG”) of OPM who perform periodic audits of these benefit program activities to ensure that contractors meet
their contractual obligations with OPM, For our managed care contracts, the OIG conducts periodic. audits to, among other things, verify that
premiums established under its contracts are in compliance with community rating requirements under the FEHBP. The OPM may seek premium
refunds or institute other sanctions against health plans that participate in the program. For our experience-rated plans, the OIG focuses on the
appropriateness of coniract charges, the effectiveness of claims processing, financial and cost accounting systems, and the adequacy of internal controls
to ensure proper contract charges and benefits payments.. The OIG may seek refunds of costs charged under these contracts or institute other sanctions
against health plans. These audits are generally a number of years in arrears. We estimate and record reserves for audit and other contract adjustments
based on appropriate guidelines. Any differences between actual results and estimates are recorded in the year the audits are finalized.

We enter into performance guarantees with employer groups where we pledge that we will meet certain standards. These standards vary widely
and could involve customer service, member satisfaction, claims processing, claims accuracy, telephone response time, etc. We also enter into financial
guarantees which can take. various forms including, among others, achieving an annual aggregate savings threshold, achieving a targeted level of
savings per-member per-month or achieving overall network penetration in defined demographic markets. For each guarantee, we estimate and record
performance based revenue after considering the relevant contractual terms and the data available for the performance baséd revenue calculation. Pro-
rata performance based revenue is recognized on an interim basis pursuant to the rights and obligations of each party upon termination of the contracts.

Medical Claims Expense and Liabilities.

Medical liabilities consist of actual claims reported but not paid and estimates of health care services incurred but not reported. Medical liabilities
estimates are developed using actuarial principles and assumptions that consider, among other things, historical claims payment patterns, provider
reimbursement changes, historical utilization trends, current levels of authorized inpatient days, other medical cost inflation factors, membership levels,
benefit design changes, seasonality, demographic mix change and other relevant factors.

We employ a team of actuaries that have developed, refined and used the same set of reserve models over the past several years. These reserve
models do not calculate separate amounts for reported but not paid and incurred but not reported, but rather a-single estimate of medical claims
liabilities. These reserve models make use of both historical claim payment patterns as well as emerging medical cost trends to project our best estimate
of claim liabilities. Within these models, historical data of paid claims is formatted into claim triangles which compare claim incurred dates to the claim
payment dates. This information is analyzed to create “completion, factors™ that represent the average percentage of total incurred claims that have been
paid through a given date after being incurred. Completion factors are applied to claims paid through the financial statement date to estimate the
ultimate claim expense incurred for the current period. Actuarial estimates of claim liabilities are then determined by subtracting the actual paid claims
from the estimate of the ultimate incurred claims. '

Actuarial standards of practice generally require the actuarially developed medical claims estimates to cover obligations under an assumption of
moderately adverse conditions. Adverse conditions are situations in which the actual claims are expected to be higher than the otherwise estimated
value of such claims. In many situations, the claims paid amount experienced will be less than the estimate that satisfies the actuarial standards of
practice. Medical claims liabilities-are recorded at-an.amount we estimate to be appropriate.- Adjustments of prior years estimates may result in
additional medical costs. or, ds we experienced during the last several years, a reduction in medical costs in the period an adjustment was made. Our
reserve models have historically developed favorably suggesting that the accrued liabilities calculated from the models were more than adequate to
cover our ultimate liability for unpaid claims. We believe that this favorable development has been a result of good communications between our health
plans and our actuarial staff regarding medical utilization mix of provider rates and other components of medical cost trend.
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The following table presents the components of the change in medical claims liabilities for the years ended December 31, 2008, 2007 and 2006,
respectively (in thousands). . .

2008 2007 2006

Medical liabilities, beginning of year $1,161,963 $1,121,151 $ 752,774
Acquisitions @) 1,59 126,583 -
Reported Medical Costs - . : .

Current year ) . 8,916,644 7,055,596 5,570,872

Prior year development . " (48,065) (135,065) (130,908)
Total reported medical costs 8,868,579 6,920,531 5,439,964
Claim Payments . ‘

Payments for current year 7,577,939 6,134,631 4,852,359

Payments for prior year : 1,013,216 586,390 542,571
Total claim payments ’ 8,591,155 6,721,021 5,394,930
Part D Related Subsidy Liabilities - (586) (285,281) 323,343
Medical liabilities, end of year - » o $ 1,446,391 - $1,161,963 - $1,121,151
Su,pplemenfal Informatibh: ‘ /

Prior year development @ o ‘ 0% 2.5% 2.9%
Current year paid percent G 85.0% - 86.9% 87.1%

(1) Acquisition balances represent medical liabilities of the acquired company as of the applicable acquisition date.
(@) Prior year reported medical costs in the current year as a percgntzige of prior year reported medical costs.
@) Current year claim payments as a percentage of current year reported medical costs.

The negative medical cost amounts noted as “prior year development” are favorable adjustments for claim estimates being settled for amounts less
than originally anticipated. As noted above, these favorable:developments. from original estimates occur due to changes in medical utilization, mix of
provider rates and other components of medical cost trends. Medical claim liabilities are generally paid within several months of the member receiving
service from the provider. Accordingly, the 2008 prior year development relates almost entirely to claims incurred in calendar year 2007.

The significant favorable / (unfavorable) factors driving the overall favoréble‘ prior year developments include:

e Lower than anticipated medical cost increases of $47.6 million favorable development

o Lower than anticipated large claim liabilities of $28.4 million favorable development

o Lower than anticipated other specific case liabilities of $10.5 million favorable development

o Lower than expected completion factors of ($27.1) million unfavorable':/development

e Higher than expected inpatient hospital utilization of ($10.0) million unfavorable development
o Higher than anticipated membership of ($1.3) million unfavorable development

The increase in ‘total reported medical cost from 2007 to 2008 was driven primarily by growth in the medical cost base of the Company. A
secondary driver of the medical cost growth was the change in prior year development. Prior year development experienced in 2008 was less favorable
compared to amounts experienced in 2007. The lower favorable development is primarily attributable to our PFFS line of business. PFFS experienced
an unfavorable development due to lower than expected completion factors. :

The Medicare Part D related subsidy: liabilities identified in the table above represeit subsidy: amounts received from CMS for reinsurance and for
cost sharing related to low-income individuals. These subsidies,are recorded in medical liabilities-and we do not recognize premium revenue or claims
expense for these subsidies. Lo :

For the more recent incurred months, the percentage of claims paid to claims incurred in those months is genetally low. As a result, the completion
factor methodology is less reliable for such months. For- that reason, incutred claims for recent months are not projected solely from historical
completion and payment: patterns. Instead, they aré projected by estimating ‘the claims expense for ‘those months based upon recent claims expense
levels and health care trend levels, or “trend factors.” As these monthis mature over time, the two estimates (completion factor and trend) are blended
with completion factors being used exclusively for older months. ‘ : ) !

Within the reserve setting methodologies for inpatient and non-inpatient services; we use certain assumptions. For inpatient services, authorized
days are used for utilization factors, while cost trend assumptions aré incorporated into per diem amounts. The per diem estimates reflect anticipated
effects of changes in reimbursement structure and severity mix. For non-inpatiént services, a composite trend assumption is applied which reflects
anticipated changes in cost per service, provider contracts, utilization and other factors. ' .
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" Changes in the completion factors, trend factors and utilization factors can have a significant effect on the claim 11ab111ty The following example
(in thousands, except percentages) provides the estimated effect to our December 31, 2008 unpald claims hablhty assuming hypothetical changes in the
completion, trend, and inpatient day factors. While we beheve the selection of factors and ranges provided are reasonable, certain factors and actual
results may differ. : :

Completion Factor Claims Trend Factor Inpatient Day Factor

Increase (Decrease) (Decrease) ) ‘ (Decrease) (Decrease)

(Decrease) in Increase in Increase in (Decrease) Increase . Increase in Increase in
Completion Unpaid Claims Claims Trend = .in Unpaid Claims ~ Inpatient Day Unpaid Claims

Factor Liabilities Factor - __Liabilities Factor Liabilities
1.0 - % : $(62,385) (4.0) % $ (84,502) - (LS) % $(2,741)
0.7 % $(41,939) 2.5) - % $ (52,814) . (1.0) % $(1,827)
0.3 % $(20,728) (1.0) % $(21,126) (0.5) % $ (914)
0.3) % $ 20,870 1.0 % $ 21,126 . 0.5 % $ 914
0.7) % $ 42,521 25 - % $ 52,814 1.0 % $ 1,827
(1.0) % $ 63,682 4.0‘ : % - T8 845502 15 % $ 2,741

We also establish reserves, if required, for the probability that anticipated future health care costs and contract maintenance costs under our
existing provider contracts will exceed anticipated future premiums and reinsurance recoveries on those contracts.

A regular element of our unpaid medical claim liability estimation process is the examination of actual results and if appropriate, the modification
of assumptions and inputs related to the process based upon past experience. Our reserve setting methodologies have taken these changes into
consideration when determining the factors used in calculating our medical claims liabilities as of December 31, 2008 by choosing factors that reflect
more recent experience, ey

actual claim payments and other items may differ from established estimates.
Investments :

We account for investments in accordance with Statement of Financial Accounting Standards (“SFAS™) No. 115 - “Accounting for Certain
Investments in Debt and Equity Securities.” We invest primarily in: fixed income securities and classify all of our investments as available-for-sale.
Investments are evaluated on an individual security basis at least quarterly to determine if declines in value are other-than—tefnp()rary In making that
determination, we consider all available evidence relating to the realizable. value of a security. This evrdence includes, but is not limited to, the
following:

o adverse financial conditions of a specific issuer, monohne bond insurer, segment 1ndustry, region or other variables;

o  the length of the time and the extent to which the fair value has been less than cost '

e the financial condition and near-term prospects of the issuer; . - .

e our intent and ability to retain our investment in the issuer fot a period of time sufficient to allow for any anticipated recovery in fair value;
e climination or reduction in dividend payments, or scheduled interest and principal; '

e rating agency downgrade of a debt security; and )

o expected cash flows of a debt security.

Temporary declines in value of investments classified as available-for-sale are netted with unrealized gains and reported.as a net amount in a
separate component of stockholders’ equity. A decline in fair value below amortized cost that is judged to be other—than—temporary is accounted for as
a realized loss and the impairment is included in net earnings. Reahzed gains and losses on the sale of mvestments are determmed on a specific
identification basis. .

We use prices from independent pricing services and, to a lesser extent indicatlve (non-bmdmg) quofes\ﬁ'om mdependent brokers,' to measure the
fair value of our investment securities. We utilize multiple 1ndependent pricing services and brokers to obtain fair values; however, we generally obtain
one price/quote for each individual security. . o . : : : .

We perform an analysis on market liquidity and other market related condmons to assess if the evaluated pnces represent a reasonable estimate of
their fair value. Examples of the procedures performed include, but are not limited to, an on-going review of pricing service methodologies, review of
the prices received from the pricing service and comparison.of prices for certain securities with. two different ptice sources for reasonableness. We
monitor pricing inputs to determine if the markets from which'the data is gathered are active. As further validation, we sample a security’s past fair
value estimates and compare the valuations to actual transactions executed in the market on similar dates. As a result of this analysis, if we determine
there is a more appropriate fair value based upon available market data, which happens mﬁ'equently, the price of the security is adjusted accordmgly

Generally, we do not adjust prices received from pricing servrces or brokers, unless it is evident from our verrﬁcatron procedures the fair value
measurement is not consistent with SFAS No. 157. Based upon our internal price verification procedures and review of fair value methodology
documentation provided by independent pricing services, we have concluded that the fair values provrded by pricing services and brokers are consistent
with the guidance in SFAS No. 157. .
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During the year ended December 31, 2008, the Company recognized ‘a'charge of $36.2 million that consisted of $33.5 million for the other-than-
temporary impairment of investment securities and $2.7- million in realized losses on the sale of securities. The other-than-temporary impairment
charge related to its investments in Lehman Brothers Holdings, Inc. (“Lehman™), certain corporate financial holdings, auction rate securities and
mortgage backed and asset-backed securities. We recognized impairments related to 31 securities during the year ended December 31, 2008. Our
investments in Lehman included fixed maturity securities with a cost basis of $8.7 million. On September 15, 2008, Lehman filed for bankruptcy
protection under Chapter 11 of the United States Bankrupicy Code. Accordingly, any recovery of our investments in Lehman is deemed remote and
therefore an other-than-temporary impairment of $8.7 million was recognized. Additionally, other-than-temporary impairments recognized during the
year ended 2008 included charges for certain fixed maturity securities, auction rate securities and mortgage and asset-backed securities for which, due
to credit downgrades and/or the extent and duration of their decline in fair value in light of the current market conditions, we determined that the
impairment was deemed other-than-temporary. ' '

Any potential recovery of the fair value of these securities is not expected in the near term and therefore we no longer anticipate holding these
securities for a period of time sufficient to allow for any anticipated recovery in fair value. These facts led us to conclude that these investment
securities were other-than-temporarily impaired. ’

The followinyg table includes only our investments. in an unrealized loss position at December 31, 2008. For these investments, the table shows the
gross unrealized losses and fair value aggregated by investment category and length of time that individual securities have been in a continuous
unrealized loss position (in thousands).

Less than 12 months. 12 months or more < Total
‘ Unrealized , " Unrealized Unrealized
Description of Securities = .~ Fair Value - Loss : Fair Value Loss - Fair Value Loss
State and municipal bonds - - o $ 154,665 - $ (3;052) - $21,441 ~ $ (1,494) $ 176,106 $ (4,546)
US Treasury securities o 274,891 () oo - - 274,891 59
Mortgage-backed securities 53,441 (4,525) 27,815 (5,956) 81,256 (10,481)
Asset-backed securities _ 46,508 (2,413) 9,135 (4,483) 55,643 (6,896)
Corporate debt and other securities 78,730 (1,450) - . - 4,063 (1,363) 82,793 (2,813)
$ 608,235 . $(11,494). $62,454  $(13,296) $ 670,689  $(24,790)

The unrealized losses presented in this.table do not meet the criteria for.an other-than-temporary impairment. The unrealized losses are the result
of interest rate movements and significant increases in volatility and liquidity.concerns in the securities and credit markets. We intend to hold these
investments for a period of time sufficient to allow for a recovery in market value, which may be maturity. . :

Our municipal bond investments remain at an investment grade status based on their own merits (excluding monoline insurers). Although we do
not rely on bond insurers exclusively to maintain our high level of investment credit quality, $498.6 million of our $841.3 million total state and
municipal bond holdings are insured through a monoline insurer. For our morigaged-backed and asset-backed ‘securities, our holdings remain at
investment grade with a AAA rating. We participate in only the higher level investment tranches. For our asset-backed securities, we only participate in
offerings that are over collateralized to further protect our principal investment. = - ) - ’

Goodwill and Other. Long-livéd Assets

Goodwill and other intangible assets that have indefinite lives are subject to a periodic assessment for impairment by applying a fair-value-based
test. We performed a goodwill impairment analysis, at the reporting unit level, as 'of October 1, our annual impairment test date. However, we could be
required to evaluate the recoverability of goodwill and other indefinite lived intangible assets prior to the required annual assessment if there is any
indication of a potential impairment. Those indications may include experiencing disruptions to business, unexpected significant declines in operating
results, divestiture of a significant component of the business or-a sustained decline in market capitalization. )

The goodwill impairment test compares the fair value of a reporting unit with. its carrying amount, including goodwill. If the fair value of a
reporting unit exceeds its carrying amount, goodwill of the reporting unit is considered not impaired. For our impairment analysis we relied on both the
income approach and the market approach. The income approach is based on the present value of expected future cash flows. The income approach
involves estimating the present value:of ‘our estimated future' cash flows utilizing a risk adjusted discount rate. The market approach estimates a
business’s fair value by comparing our'Company to similar publicly traded-erititiés and also by analyzing the recent sales of similar companies. The
approaches were reviewed together for consistency and commonality. '

In the case of a-publicly traded company, the objective of the market capitalization approach is to determine whether the quoted market price is
indicative of the fair value of its reporting-units. In addressing the relationship of the determined fair value of our reporting units to our market
capitalization, we considered factors outlined in SFASNo. 142, “Goodwill and Other Intangible Assets,” including: i

o the fair value of a reporting unit refers to the amount at which the unit as a whele could be bought or sold in a current transaction between
willing parties; ' ) ) :

o quoted market prices in active markets are the best evidence of fair value and shall be used as the basis for the measurement, if available;

o the market price of an individual equity security (and thus the market capitalization of a reporting unit with publicly traded equity securities)
may not be representative of the fair value of the reporting unit as a whole; and

o the quoted market price of an individual equity security, therefore, need not be the sole measurement basis of the fair value of a reporting unit.

Subsequent to our 2008 annual impairment test, we experienced a decline in the market capitalization of our Company to an amount below book

value. As a result, we reconsidered our analysis, incorporating new information that became available after the annual impairment date. This new
information included operating results for the quarter ended December 31, 2008 as well as revised expectations for fiscal year 2009.
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While we considered the market capitalization decline in our evaluation of fair value of goodwill, we concluded that it did not impact the overall
goodw1ll 1mpa1rment analysis-as we believe the decline to be prlmanly attributed to the negative market conditions as a result of the credit crisis, the
economic recession and current pricing and/or medical trend issues within the managed care industry. We will continue to monitor our market
capitalization as a potential impairment indicator considering overall market conditions and managed care ‘industry events. Any impairment charges
that may result will be recorded in the period in which the 1mpa1rment is identified. We have not mcurred an 1mpa1rment charge related to goodwﬂl

While we believe we have made reasonable estimates and assumptions to calculate the falr values of the reportmg units and other mtang1ble assets,
it is possible a material change could occur. Under the income approach we, assumed certain growth rates, capital expenditures, discount rates and
terminal growth rates in our calculations. If the assumptions used in our fair-value-based tests dlffer from actual results, the estimates underlying our
goodwill impairment tests could be adversely affected. . i

In accordance with SFAS No. 142, we test intangible assets not subject to amortization for unpamnent annually or more frequently if events or
changes in circumstances indicate that the asset might be impaired. The impairment test consists of a comparison of the fair value of an intangible asset
with its carrying amount. If the carrying amount of the intangible asset exceeds its fair value, an impairment loss shall be recognized in an amount
equal to that excess. We have chosen October 1 as our impairment testmg date. Our only intangible asset that is not sub]ect to amortization cons1sts ofa

“trade name. .

In accordance with SFAS No. 144, “Accountmg for the Impairment or Disposal of Long-Lived Assets,’{ we review intangible assets that are
subject to amortization for recoverability whenever events or changes in circumstances indicate that its carrying amount may not be recoverable. An
impairment loss shall be recognized if the carrying amount of an intangible asset is not recoverable and its carrying amount exceeds its fair value. Our
intangible assets that are subject to amortization consist of our customer lists, licenses, and prov1der networks.

We have not incurred an impairment charge related to our other intangible assets. See Note D ‘Goodwill and Other Intang1ble Assets, to the
consolidated financial statements for additional dlsclosure related to these assets.

In accordance with SFAS No. 144, we perlodlcally review long lived assets’ for recoverablhty whenever adverse  events or - changes in
circumstances indicate the carrying value of the asset may not be recoverable. In“assessing recoverability, we must make assumptions regarding
estimated future cash flows and other factors to determine if an impairment loss may exist, and, if so, estimate fair vatue. We also must estimate and
make assumptions regarding the useful life we assign to our long-lived assets. If these estimates or their related assumptions change in the future, we
may be required to record impairment losses or change the usefiil life, including accélerating depreciation for these assets.

Our other long-lived assets consist of property and equipment which are depreciated or amortized over their estimated useful life, and are subject
to impairment reviews. In accordance with Statement of Position (“SOP”) 98-1, “Accounting’ for the Costs of Coniputer Software Developed or
Obtained for Internal Use,” the cost. of internally developed softwate is capitalized and included in property and equipment. We capitalize costs
incurred during the application development stage for the development of internal-use software. These costs primarily relate to payroll and payroll-
related costs for employees along with costs incurred for external consultants who are directly associated with the internal-use software project. We
bave not incurred an impairment charge related to our long l1ved assets. See Note E, Property and Equipment, to the consolidated ﬁnanc1al statements
for additional disclosure related to these assets. . : . : oo :

Stock Based Compensatlon Expense s

We account for share based compensation in accordance W1th the prov1s1ons of Statement of F1nanc1a1 Accounting Standards No. 123 (revised
2004), “Share-Based Payment” (“SFAS 123R”). Under the fair value recognmon provisions of SFAS-123R, determining the appropriate fair value
model and calculating the fair value of share-based payment awards require the input.of subjective assumptions, including the expected life of the
share-based payment awards and stock .price volatility. We believe that a blend of the 1mp11ed volatility of our tradeable options and the historical
volatility of our share price is a better indicator of expected volatility and future stock price trends than historical volatility alone. Therefore, the
expected volatility was based on a blend of market-based implied volatility and the historical volatility of our stock. The assumptions used in
calculating the fair value of share-based payment awards represent our best estimates, In addition, we are required to estimate-the expected forfeiture
rate and recognize expense only for those shares expected to vest. If our actual forfeiture rate is materially different from our estimate, the stock-based
compensation expense could be significantly different from what we have recorded in the current period. See Note G, Stock-Based Compensatlon to
the Consolidated Financial Statements in Item 8 for a further d1scuss1on on stock based compensat1on

New Accounting Standards

For this information, refer to- Note A, Orgamzatlon ‘and Summary‘ of’ Slgmﬁcant Accountmg Pohc1es, to the Notes to the Consohdated Financial
Statements herein.

Acquisitions ) )
For this information, refer to Note C, Acquisitions, to the Notes to the Consolidated Financial Statements herein.
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Membership

The following table presents our membership as of December 31, 2008 and 2007 (in thousands).

December 31,

Membership by Product 2008 ) 2007
Commercial group risk() ' 1,477 1,580
Health plan ASO ‘ ) 714 750
Other ASO® : 633 783
Total Commercial Division _ 2,824 3,113
Medicare Advantage(®) ' ' 380 283
Medicare Part D B 931 - 704
Total Medicare 1,311 987
Medicaid risk v 371 480
Individual N ) 122 93
Total Individual Consumer & Gov’t Division . : i 1,804 1,560
Total Membership ’ " B 4,628 4,673

(1)*Commercial Group Risk” membership includes our health plan commercial group business
and a small group PPO insurance block which was previously imbedded within our First Health
segment. i : T

@)“Other ASO” membership includes active National Accounts and FEHBP administrative
services business.

()“Medicare Advantage” membership includes Medicare Advantage HMO, Medicare
Advantage PPO and Medicare Advantage PFFS results. :

Commercial group risk fnembership decreased 103,000 due to terminations and due to certain groups changing from a risk product to a non-risk
product. Health plan ASO membership decreased 36,000 primarily due to the loss of a large group in our Utah market partially offset by a shift of
certain groups from a risk product to a non-risk product. Other ASO membership decreased 150,000 due to losses of National Accounts business.

Individual Consumer & Government membership increased 244,000 from the prior year end, primarily due to organic growth in all Medicare
products and expansion into new areas. Medicaid risk membership decreased 109,000 primarily due to the termination of our Pennsylvania Medicaid
behavioral health contract representing approximately 107,000 members, effective July 1, 2008. This was a capitated pass-through arrangement we had
with a local provider group. Given the nature of this globally capitated contract, we eamned a low single digit operating margin.

Results of Operations

The following table is provided to facilitate a more meaningful discussion regarding the comparison of our operations for each of the three years in
the period ended December 31, 2008 (in thousands, except earnings per share and percentage data).

Increase Increase
2008 2007 (Decrease) 2007 2006 (Decrease)
Consolidated Business i :

Total operating revenues $ 11,913,646 $ 9,879,531 20.6% $ 9,879,531 $ 7,733,756 27.7%
Operating earnings $ 619,329 $ 932,632 (33.6%) $ 932,632 $ 841,003 10.9%
Operating earnings as a % of revenue - 5.2% 9.4% (4.2%) - 9.4% 10.9% (1.5%)
Net earnings o $ 381,895 $ 626,094 (39.0%). $ 626,094 $ 560,045 11.8%
Diluted earnings per share ' $ 254§ - 398 (36.2%) $ 3.98 $ 3.47 14.7%
Selling, general and administrative 17.5% 18.1% (0.6%) 18.1% 17.3% 0.8%

as a percentage of revenue

Comparison of 2008 to 2007

Managed care premium revenue increased in both our Individual Consumer & Government and Commercial Divisions. The increase is a result of
growth in existing products as well as from our acquisitions during 2007 of Vista Health Plans (“Vista”) and Mutual of Omaha (“Mutual”). The
increase was partially offset by a decline in same store Commercial risk membership over the prior year.

~ Management services revenue increased-compared to the prior year primarily as a result of the acquisition of Concentra, Inc. (“Concentra”) and
organic growth in our workers’ compensation services business. This increase was partially offset by the Other ASO membership decline described
above.

Medical costs increased as a result of new business in both our Individual Consumer & Government and Commercial Divisions discussed above.
Medical cost also increased due to increased Commercial and Medicare PFFS medical cost trend as well as unfavorable IBNR reserve development on
our Medicare PFFS business. The Medicare Part D medical loss ratio increase was a result of the premium rate changes from the annual competitive
bid filings for our Medicare part D products and growth in our low-income auto-assign population in 2008.
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Selling, general and administrative expense increased primarily due to normal operatmg costs associated with our pI'lOI' year acquisitions of
Concentra, Mutual and Vista, as well as costs related to growth of our Medicare business.’ :

Depreciation and amortization expense primarily lncreased as a result of the expense associated with the identifiable intangible assets identified
with our recent acquisitions.

Interest expense increased primarily as a result of the issuance of debt durmg the pr1or year and due to interest expense incurred on the net draw
down of $440.0 million on the Revolving Credit Facility in October 2008, The increase was partially offset by the redemption during the first quarter of
2007 of our $170.5 million'of outstanding 8.125% senior notes.due F ebruary 15,2012, Associated with this redemption, we recognized $9.1 million of
interest expense in the prior year first quarter for both the premium paid on redemption as well as the write off of associated deferred financing costs.

Other income decreased due to a charge of $36.2 million that consisted of $33.5 million for the other-than-temporary. impairment of investment
securities and $2.7 million in realized losses on the sale of securities. The decrease also resulted from lower interest rates during 2008.

The effective tax rate was essentially flat at 37.0%, as.compared to 37.1% for the prior year.
Comparison of 2007 to 2006 :

Managed care premrum revenue increased in both our Individual Consumer & Government and Commercial divisions. The growth was a result of
our new PFFS product, growth in existing products as well as from the acqu1srt10ns each of which is described above. Partially offsetting the increase
was a decline in same store Comimercial risk membershlp over the prior year penod -

Management services revenue increased compared to the prior year as.a result of the acquisition of Concentra and Mutual described above This
increase was partially offset by membership losses in our Commercial Division’s Natlonal Accounts business.

Medical costs increased almost exclusively as a result of new business in both our Individual Consumer & Government Division and Commercial
Division discussed above. Medical costs as a percentage of premium révenue (“medical loss ratio™) increased 0.3% from the prior year as a result of
slightly higher medical loss ratios, associated with acquiréd businesses and from our new Medicare PFFS business which has a slightly higher medical
loss ratio than our overall business. ¢ ‘

Selling, general and administrative expense increased primarily due to operating costs associated with our acquisitions of Concentra, Mutual and
Vista, as well as costs related to our new Medicare PFFS business in 2007. The increase in total selling, general and administrative expense was also
attributable to increased salary and benefit expense as we position ourselves for future\ gtowth initiatives and as we incur normal annual compensation
increases.

Depreciation and amoitization increased as a result of the expense associated w1th the ﬁxed assets and 1dent1ﬁable mtanglble assets acqurred with
the recent acquisitions, as well as a result of an increase in property and equipment over the past twelve months.

Interest expense increased pnmanly as a result of the issuance of debt during the current year details of Wthh are -discussed below in our
discussion of liquidity. The inctedse is also a result of the redemption during the first quarter of 2007 of our $170.5 million of outstanding 8.125%
senior notes due February 15, 2012 We redeemed the notes at a redéemption price equal to: ‘lx04 1% of the principal amount plus interest accrued on the
redemption date. As a result of the redemption, we recogmzed $6.9 million of interest expense for the premlum pald on redemption and wrote off $2.2
million of deferred financing costs related to the senior notes. . . i

Other income, net increased prrmanly as aresult of a larger 1nvestment portfoho and h1gher 1nterest rates.

Our prov1sron for income taxes increased due to an increase in earnings. The effective tax rate decreased to. 37.1% compared to 37.5% for the
same period in 2006 primarily as aresult of a change in the proport1on of our earmngs in states Wlth lower tax rates.

Business Segments

We have three reportable segments Commercral Ind1v1dual Consumer & Governrnent and Specialty. Each of these segments, which the
Company also refers to as “Divisions,” is separately managed and provides separate operating results that are evaluated by the chief operating decision
maker. Beginning in 2008, in order to reflect a change in the manner in which we manage our operations, our network rental business operations were
reclassified from our Commercial Division to our Specialty Division. ‘Our network rental business results-for the 2007 period have been reclassified to
conform to the 2008 presentation. The Commercial Division is-comprised of all of® our commercial employer-focused businesses, including the
traditional health plan group risk and ASO products as well as the National Accounts and FEHBP. The Individual Consumer & Government Division

" contains our individual consumer products and ‘all Medlcare and Medicaid products The Specmlty Division includes our workers’ compensation
"services businesses, network rental business, mental behavmral health benefits business of MHNet and the dental benefifs business of GDS.

Operating Revenues (in thousands)

Year Ended December 31, Increase _Year Ended December 31, Increase
2008 12007 | (Decrease) L2007 2006 (Decrease)
Commercial group risk premiuims $5,169,773 = $4,785095 § 384,678 $ 4,785,095 $ 4,580,165 $ 204,930
Commercial ASO . 351,699, . 410,071 (58,372) 410,071 . 418,304 (8,233)
Total Commercial Division 5,521,472 . .. 5,195,166 326,306 - 5,195,166 4,998,469 196,697
Medicare risk premiums T 4,024,946 . . 2,871,605 1,153,341 . 2,871,605 1,484,548 1,387,057
Medicaid risk premiums - 1,087,189 928,259 158,930 | 928,259 762,093 166,166
Individual risk premiums ‘ - 234,792 104,674 130,118 104,674 30,495 74,179
Medicaid ASO <o 179,526 - 185,490 (5,964) 185,490 184,503 - 987
Total Individual Consumer & Gov't D1v1s10n © 5526453 4,090,028 - 1,436,425 4,090,028 2,461,639 1,628,389
Total Specialty DlVlSlOll . 909,086 . 599,940 309,146 . 599,940 280,209 319,731
Eliminations . - ) . (43,365) . .00 (5,603) . (37,762) . €5,603) (6,561) - . . 958
Total Operating Revenues - . $11,913,646 - $ 9,879,531 " -$2,034,115 - _ $9,879,531 $ 7,733,756 - $2,145,775
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Gross Margin (ih thousands)

Years Ended December 31, Increase Years Ended December 31, Increase
: 2008 2007 " (Decrease) 2007 2006 "~ (Decrease)
Commercial Division $ 1,288,212 $ 1,445,201 - $(156,989) $ 1,445,201 -$ 1,439,999 $ 5202
Individual Consumer & Gov't D1v1s1on 909,951 918361 - | (8,410) 918,361 . 577,491 340,870
Specialty Division ; o 660,507 506,132 154375 506,132 280,209 225,923
Eliminations (9,203) (4,502 . (470D (4,502) (3,907) - (595)
Total $ 2,849,467 -$2,865,192  § (15,725) - $2,865,192 $ 2,293,792 $ 571,400
Revenue and Medical Cost Statistics _ .
Year Ended December 31, - Increase Year Ended December 31, Increase
2008 2007 - _(Decrease) 2007 2006 (Decrease)
Managed Care Premium Yields (per member per month): . ot
Health plan commercial risk . $286.30 $273.76 4.6% . $273.76 . $260.69. - 5.0%
Medicare Advantage risk @ $ 862.60. $ 837.69 . 3.0% $ 837.69. $857.28 (2.3%)
Medicare Part D @) - § 8834 $ 99.57 . (11:3%) $ 99.57. $103.77 - (4.0%)
Medicaid risk o $208.50 $ 183.77 13.5% $183.77 $167.30 - 9.8%
Individual T $177.84 $167.57 6.1% $167.57 $156.33 7.2%
Medical Loss Ratios: ' ' : ‘ ’ .
-Health plan commercial risk 1) @). .. . - 8L.7% -78.3%: - 3.4% : 78.3% 77.8% 0.5%
Medicare Advantage risk B © o 89.0% 80.5% - 8.5%: : 80.5% 79.4% -1.1%
- Medicare Part D ©- 84.1% 78.1% 6.0% 78.1% 84:5% (6.4%)
Medicaid risk ) 85.3% 87.3% (2.0%) 87.3% 85.6% 1.7%
Individual 62.9% '63.4% (0.5%) 63.4% 62.0% 1.4%

(1) Revenue PMPM excludes the impact of revenue ceded to external parties.
() Revenue PMPM excludes the impact of CMS risk share ‘adjustments and revénue ceded to external parties.

Comparison of 2008 to 2007
Commercial Division

Commercial .group risk premlum revenue mcreased as a result of the acquxsmons of Murual and Vlsta in 2007. To a lesser extent the increase was
a result of an increase in average reahzed premium yields per member per month in our commercial group risk business, resultmg from renewal rate
increases net of benefit buy downs on renewing groups and the mix of new group business net of terminated groups. This increase in premium revenue
was partially offset by membership declines.in-our same store commercial group risk business. However, a portion of those members changed from our
risk products to ‘our non-risk products. .

Commercial ASO revenue declined from the. prior year due to membership losses in our National Accounts non-risk business as well as due to fee
negotiations related to the long-term renewal of our contract as plan admlnlstrator of the Mail Handler’s Benefit Plan. These declines were partially
offset by an increase in our Commercial health plan ASO revenue. .

- Gross margin decreased durmg the year as a result of the increase in the Commerc1al health plan medical loss ratlo in 2008 and the decline in
Commercial management services revenue discussed above. The decrease was partially offset by the gross margin detived from the acquisitions
discussed above. . :

Individual Consumer & Government Division .

Individual Consumer & Government Division revenue increased as a result of,membership growth from our Medicare Advantage business, as well
as increased Medicare Part D and Individual membership, both organic and acquired.

Medicare Advantage risk premium }nelds excluding the impact of 1 revenue ceded to external partles per member per month increased as a result
of the rate increases from the annual competitive bid filings for our Medlcare Advantage products as well ds from increases in risk factor adjustment
scores for our Medicare Advantage produicts. With the 1mpact of the ceded revenue being included in the prémium yield, the Medicare Advantage risk
premium yields, per member per month decreased to $742.07 in 2008 compaied to $771.81 in 2007. The decrease was a result of a larger portion of our
Medicare PFFS business in 2008 being ceded to external parties through quota share arrangements. This average premium yield decrease was partially
offset by the annual competitive bid filings and risk factor scores noted above.

Part D premiurn y1elds excluding the impact of CMS risk sharing premlum adjustments and revenue ceded to external partles were $88.34 in
2008 compared to $99.57 in 2007 primarily due to-the ‘annual competitive bid filings for our Part D products as well as‘ the mix of products sold.
Including the impact of the CMS risk sharing premium ad]ustments as-well as the ceded revenue, the yxelds were $78.84 in 2008 compared to $82.53 in
2007. «

When reviewing the premiiim yield for Medlcare Advantage and Part D business, adjusting for the ceded revenue is useful for comparisons to
competitors that may not have similar ceding arrangemients. When reviewing the Medicare Part D business, adjusting. for the risk share amounts is
useful to understand the results of the Part D business because of our expectatlon that the isk sharmg revenue w111 eventually be 1ns1gmﬁcant ona fl.lll
year basis. L L , - .

. Medicaid premium y1elds increased as a result of rate increases in Missouri, our largest Medicaid market, effective July 1, 2007 and July 1, 2008.
The yields also increased due to the termmatlon of our Pennsylvama Medicaid behavioral health contract, which had a lower premium yield.
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The decrease in gross margin in our Individual Consumer & Government Division was driven by lower gross margins in our Medicare PFFS
business as a result of increased medical costs in 2008. This decrease was pattially offset by growth from our Medicare Advantage HMO and PPO
business, as well as increased Medicaid and Individual business, both organic and acquired. Medicare Part D medical costs as a percentage of premium
revenue have increased as a result of a widening of the risk corridors and growth in our low-income auto-assign population in 2008. Medicaid medical
costs as a percentage of premium revenue decreased over the prior year period as a result of the premium yield increases discussed above.

Specialty Division

Specialty Division revenue increased primarily as a result of the acquisition of certain business from Concentra during the second quarter of 2007,
as well as organic growth in our workers’ compensation services business. The increase was also a result of the acquisition of MHNet in the first
quarter of 2008 and to a lesser extent the acquisition of GDS in the second quarter of 2008.

Specialty Division gross margin increased during the current year as.a result of the revenue increases discussed above partially offset by an
increase in medical costs attributable to MHNet and GDS and costs of sales associated with the revenue growth in workers’ compensation services.

Liquidity and Capital Resources

Liquidity

The nature of a majority of our operations is siich that cash receipts from premium revenues are typically received up to two months prior to the
expected cash payment for related medical costs. Premium revenues are typically received at the beginning of the month in which they are earned, and
the corresponding incurred medical expenses are paid in a future time period, typically 15 to 60 days after the date such medical services are rendered.
The lag between premium receipts and claims payments creates positive cash flow and overall cash growth. As a result, we typically hold

approximately one to two months of “float.” In addition, accumulated earnings provide further positive cash flow. In addition to ample current
liquidity, our long-term investment portfolio is available for further liquidity needs including satisfaction of policy holder benefits.

Our investment guldehnes require our fixed income securities to be investment grade in order to provide liquidity to meet future payment
obligations and minimize the risk to the principal. Our fixed income portfolio has an average quality rating of “AA+" and a modified duration of 3.3
years as of December 31, 2008. Typically, the amount and duration of our short-term assets are more than sufficient to pay for our short-term liabilities
and we do not-anticipate that sales of our long-term investment portfolio will be necessary to fund our claims liabilities.

Our cash and investments, consisting of cash, cash equivalents, short-term investments, and long-term investments, but excluding deposits of
$66.5 million restricted under state regulations, increased $309.7 million to $3.1 billion at December 31, 2008 from $2.8 billion at December 31, 2007.

The demand for our products and services is subject to many economic fluctuations, risks and uncertainties that could materially affect the way we
do business. See Part I, Item 1A, “Risk Factors,” in this Form 10-K for more information. Management believes that the combination of our ability to
generate cash flows from operations, cash and investments on hand and the excess funds held in certain of our regulated subsidiaries will be sufficient
to fund continuing operatlons capital expenditures, debt interest ‘costs, debt principal repayments and any other reasonably likely future cash
requlrements

Cash Flows
Operating Activities

Net cash from operating activities for the year ended December 31, 2008, was a result of net earnings and an increase in both medical liabilities
and deferred revenue, partially offset by an increase in other receivables and a decrease in other payables The increase in medical liabilities during
2008, as discussed herein, primarily related to our Medicare PFFS business and resulted from an increase in medical costs as well as from growth in
that business. Other receivables increased primarily due to an increase in pharmacy rebate receivables and also due to an increase in the receivables
related to the CMS program. Other payables decreased due to the payout in 2008 of 2007 incentive compensation accruals without a comparable
accrual in 2008.

Our net cash from operating activities in 2008 was $47.3 million higher than 2007. Contributing to this was a larger increase in medical liabilities
in 2008 than in 2007 due to the reasons described above but also due to the growth in our Medicare PFFS business in 2008. The nature of our business
is such that premium revenues are generally received up to two months prior to the expected cash payment for the related medical costs. This results in
strong cash inflows upon the implementation of a benefit program. The increase in medical liabilities was partially offset by a decline in net earnings in
2008 compared to 2007 and a larger increase in other receivables during 2008, primarily related to pharmacy rebate and Medicare accruals.

Investing Activities

Capital expenditures in 2008 of approximately $69.4 million consist primarily of computer hardware, software and related costs associated with
the development and implementation of improved operational and communication systems. Projected capital expenditures in 2009 of approximately
$65-$75 million consist primarily of computer hardware, software and other equipment.

During 2008, we made acquisitions for a total cost of approximately $137.4 million, net of cash acquired, which was paid in cash.
Financing Activities . ) ’
The details of our debt transactions are as follows:

. Duriﬁg November and December 2008, we repurchased a total of $10.0 million of our remaining outstanding 5.95% Senior Notes due March 15,
2017. ~

+ On October 3, 2008, we drew down $543.5 million from our Revolving Credit Facility and repaid $103.5 million of this amount on October 10,
2008. The remaining $440.0 million will be used to optimize our liquidity position during the current uncertain macroeconomic environment and
potentially for general .corporate purposes. Also a few times during 2008 we drew down and repaid certain amounts on our Revolving Credit
Facility for general corporate purposes.
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Our credit facilities require compliance with a leverage ratio. All of our senior notes and credit facility contain certain covenants and restrictions
. regarding additional debt, dividends or. other restricted payments, transactions with affiliates, disposing of assets and in some cases provide for debt
repayment upon consolidations or mergers. As of December 31, 2008, we were in compliance with applicable covenants under the senior notes and
credit facility.

Our Board of Directors has approved a program to repurchase our outstanding common stock. Stock repurchases may be made from time to time
at prevailing prices on the open market, by block purchase or in private transactions. In May 2008, the Company’s Board of Directors approved an
increase to-the share repurchase program in an ‘amount equal to 5% of the Company’s then outstandmg common -stock, thus incteasing the Company’s
repurchase authorization by 7.5 million shares. As a part of this program, 4.6 million shares were purchased in 2006 at an aggregate cost of $256.1
million, 7.5 million shares of our common stock were purchased in 2007 at an aggregate cost of $429.0 million and 7.3 million shares of our common
stock were purchased in 2008 at an aggregate cost of $318.0 million. As of December 31, 2008, the total remalmng common:- shares we are authorized
to repurchase under this program is 6.7 million.

Health Plans

Our.regulated HMO and insurance- company subsrdrarles are. requlred by state regulatory agencies to maintain minimum surplus balances, thereby
limiting the dividends the parent may receive from our regulated entities. During 2008 we received $332.1 million in dividends from our regulated
subsrdranes and infused $225.2 million i in caprtal contrrbutlons into-our subsidiaries. -

The National Association of Insurafice Commiissioners (“NAIC”) has proposed that states adopt risk-based caprtal (“RBC”) standards that, if
adopted, would generally require. higher minimum capitalization requirements for HMOs and other risk-bearing health care entities. RBC is a method
of measuring the minimum amount of capital appropriate for a managed care organizatron'to support its overall business operat1ons in consideration of
its size and risk profile. The managed care organization’s RBC is calculated by applymg factors to various assets, premiums and reserve items. The
factor is higher for those items with greater underlying risk'and lower for less fisky items. The adequacy of a managed care organization’s actual capital
can then be measured by a comparison to its RBC as determined by the formula. Our health. plans are required to submit an RBC report to the NAIC
and their. domiciled state’s department of i insurance with their annual filing, - :

Regulators will use the RBC results to ‘determing if any regulatory act1ons are requrred Regulatory actions that could take place, if any, range
from filing a financial act1on plan explammg how the plan will' increase 1ts statutory net worth o the approved levels to the health plan being placed
under regulatory control.

The majority of states in which we operate health plans have adopted RBC policy that recommends the health plans maintain statutory reserves at
or above the ‘Company Action Level” which is currently equal to 200% of their RBC. The State of Florida does not currently use RBC methodology in
its regulation of HMOs. Some states, in which our regulated subsidiaries operate, require deposits to be maintained with the respective states’
departments of insurance. The table-below summarizes our statitory reserve”information; as of December 31, 2008 and 2007 (in millions, except
percentage data). -

oL 2008 o 2007
‘ Dol o Tt S ' i i(unaudited) ‘ B
Regulated capital and surplus = - g e e o 81,2994 o $1,2096 0 0 ‘
200% of RBC-@b)- . -: ' o § 6577 - % 5622
Excess capital and surplus above 200% of RBC (a b) ) $ 641.7 ‘ : $ 6474
‘Capital and surplus as percentage.of RBC @b} L wie -2 395% . 430%

_ Statutory depos1ts, S N . e . .8 665 A $ 644

@ Unaudited

®) As mentioned above, the State of Florida does not have a RBC requirement for its regulated HMOs.
Accordingly, the statutory reserve information provrded for, Vista-is based on the actual statutory minimum
capital reqmred by the State of E lorlda - e . - .

I

The increase in capital and surplus for our regulated subsrdranes isa result of net earnings and- -capital contrrbutrons made by the pa.rent company,
partially offset by dividends paid to the parent company.

We believe that all subsidiaries which incur medical claims maintain‘mére ‘than adequate liquidity and capital resources to meet these short-term
obhgatlons as a matter of both Company policy and applicable depariment of insurance regulations..

Excluding funds held by entities subject to regulation and excluding ‘our -equity method investments; we had cash and investments of
approximately $549.9 million and $436.2 million at December 31, 2008.and 2007, respectively. The increase was primarily due to dividends received
from our regulated subsidiaries. and additional borrowmgs on our credit. facility. These were partially offset by payments for MHNet and GDS

acqu1s1t10ns cap1ta1 1nfus1ons into our subs1d1ar1es and payments made for share repurchases
- N NE .
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Other

As of December 31, 2008, we were contractually obligated to make the following payments within the next five years and thereafter (in
thousands): : : ' h ’

Payments Due by Period
' o Less than1 ' ' More than 5
Contractual Obligations Total” Year 1-3 Years 3 -5 Years years .

Senior notes ‘ $1,290000  § - $ - $ 250,000  $1,040,000
Interest payable on senior notes : 499,397 78,160 - 156,320 197,761 67,156
Credit facilities . o 615,029 - - 615,029 -
Interest payable on credit facilities @) - 106,474 30,173 60,346 . 15,955 -
Software purchases 8,700 8,700 - - -
Operating leases 158,878 37,921 58,979 35,192 - 26,786
Total contractual obligations 2,678,478 154,954 275,645 1,113,937 1,133,942
Less sublease income » © (10,272) (2,885) (3,741) (2,252) (1,394)
Net contractual obligations $ 2,668,206 $ 152,069 $ 271,904 $1,111,685 $1,132,548

(@)’ Interest payable on credit facilities has been estimated based on interest rates as-of February 2009 and assumes no additional
changes in the principal amount. v : o 5 :

Refer to Note K; Commitments and Cbntingéncies, to our consolidated financial statements for additional information related to our operating
leases. ’ "

We have typically paid 90% to 95% of medical claims within six months of the date incurred and approximately 99% of medical claims within
nine months of the date incurred. Accordingly, we believe medical claims liabilities are short-term in nature and therefore do not meet the listed criteria
for classification as contractual obligations and have been excluded from the table above. As of December 31, 2008, we had $51.8 million of
unrecognized tax benefits. The above table excludes these amounts due to uncertainty of timing and amounts regarding future payments.

Other Disclosures

Legal Procéedings

Refer to .Legal Proceeding's in Note K, Commitments and Contingencies, which is incorporated herein by reference. -
Legislation and Regulation ’

As a managed health care company, we are subject to extensive government regulation of our products and services. The laws and regulations
affecting our industry generally give state and federal regulatory authorities broad discretion in their exercise of supervisory, regulatory and
administrative powers. These laws and regulations are intended primarily for the benefit of the members of the health plans. Managed care laws and
regulations vary signifieantly from jurisdiction to jurisdiction and changes are frequently considered and implemented. Likewise, interpretations of
these laws and regulations are also subject to change. -

Although the-provisions of any future legislation adopted at the state or federal level can not be-accurately predicted at this time, management
believes that the ultimate outcome of currently proposed legislation should not have a material adverse effect on the results of our operations in the
shori-term. Nevertheless, it is possible that future legislation or regulation could have a significant effect on our operations.

Inflation

In recent years; health care cost inflation has exceeded the general inflation rate. To reduce the effect of health care cost inflation on our business
operations, in-which we assume underwriting risk, we have, where possible, increased premium rates and implemented cost control measures in our
patient caré management and provider contracting. We can not be certain that we will be able to increase future premium rates at a rate that equals or
exceeds the health care cost inflation rate or that our other cost control measures will be effective.

2009 Outlook ‘
-We expect to add in excess of 75,000 net Medicare Advantage members during 2009 from both individual and group sales.

We expect to add in excess 0£ 420,000 net Part D meimbers compared to our 2008 year end membership. A majority of these new members will be
in our Advantra Rx Mainstream products,

We exi)éctbur Health Plan Commercial Group Risk'membership to decline 4% as of January 1, 2009, and 6% to 8% for the full year. We expect
the corresponding medical loss ratio for Health Plan Commercial Group Risk to be between 82.5% and 83.0% for the year. ’

We expect to remain conservatively invested in high-quaiity securities, with approximately $1.6 billion in cash, cash equivalents, and treasury
securities as of the beginning of the year. Accordingly, given the current interest rate environment, we expect investment income to decrease in 2009.

Regarding the use of cash, our first priority will be supporting the regulatory capital needs of our subsidiaries and maintaining liquidity. Our
second priority will be a measured and balanced application of available cash to reduce our debt and to repurchase our shares consistent with our
financial goals for the year.

Risk Factors
Refer to Part I, Item 1A, “Risk Factors,” which is incorporated herein by reference.
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Item 7A: Quantitative and Qualitative Disclosures About Market Risk

Under an investment policy approved by our Board of Directors, we invest primarily in marketable U.S. government and agency, state, municipal,
mortgage-backed and asset-backed securities and corporate debt obligations that are investment grade. Our Investment Policy and Guidelines generally
do not permit the purchase of equity-type investments or fixed income securities that arg below investment grade. Our investment guidelines include a
permitted exception to allow. for such investments:if those investments are obtained.throughi*a business combination and if, in our best interest, such
investments were not disposed within 90 days after acquisition. As described in the notes to the financial statements, we acquired investments in an
equipment leasing limited liability company through our acquisition of First Health and in an insurance agency through our acquisition of Vista. We
have classified all of our investments as available-for-sale. We are exposed to certain market risks including interest rate risk and credit risk.

We have established policies and procedures to manage our exposure to changes in the fair value of our investments. Our policies include an
emphasis on credit quality and the management of our portfolio’s duration and mix of securities. We believe our investment portfolio is diversified and
currently expect no material loss to result from the failure to perform by the issuers of the debt securities we hold. The mortgage-backed securities are
insured by several associations, including Government National Mortgage Administration, Federal Natmnal Mortgage Administration and the Federal
Home Loan Mortgage Corporatlon -

We invest primarily in fixed income securities and classify all our investments as available-for-sale. Investments are evaluated on an individual
security basis at least quarterly to determine if declines in value are other-than-temporary. In making that determination, we consider all available
evidence relating to the realizable value of a security. This evidence includes, but is not limited to, the following:

o adverse financial conditions of a specific issuer, monoline bond insurer, segment, industry, region or other variables;

o the length of the time and the extent to which the fair value has been less than cost;

o the financial condition and near-term prospects of the issuer; .

e our intent and ability to retain our investment in the issuer for a perlod of time sufﬁcwnt to allow for any ant1c1pated recovery in fair value;

o climination or reduction in dividend payments, or scheduled interest and principal;

e rating agency downgrade of a debt security; and

e -expected cash flows of a debt security.

Temporary declines in value of investments classified as available-for-sale are netted with unrealized gains and reported as a net amount in a
separate component of stockholders’ equity. A decline in fair value below amortized cost that is judged to be other—than—temporary is accounted for as
a realized loss and the write down is included in earnings. Realized gains and losses on the sale of investments are determined on a specific

identification basis. See Note F, Investments, to our consolidated financial statements in this Form 10-K for more information concerning other-than-
temporary impaired investments.

Our investments at December 31, 2008 mature according to their contractual terms, as follows, in thousands (actual maturities may differ because
of call or prepayment rights):

Amortized Fair

As of December 31, 2008 . Cost - Value
Maturities:
Within 1 year $ 410,097 $ 411874
1to 5 years 590,678 588,629
5to 10 years ) 381,324 385,756
Over 10 years 597,655 608,168
Total $ 1,979,754 1,994,427
Equity investments 53,580
$ 2,048,007

Total short-term and long-term securities

Our projections of hypothetical net gains in fair value of our market rate sensitive instruments, should potential changes in market rates occur, are
presented below. The projection is based on a model, which incorporates effective duration, convexity and price to forecast hypothetical instantaneous
changes in interest rates of positive and negative 100, 200 and 300 basis points. The model only takes into account the fixed income securities in the
portfolio and excludes all cash. While we believe that the potential market rate change is reasonably possible, actual results may differ.

Increase (decrease) in fair value of portfolio
given an interest rate (decrease) increase of X basis points

As of December 31, 2008
(in thousands)
(300) (200) (100) 100 200 300
$ 109,060 -$94,994 $59,947 $ (66,926) $(133,242) $ (196,653)
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Item 8: Financial Statements and Supplementary Data

REPORT OF INDEPENDENT-REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of Coventry Health Care, Inc. ' ’

We have audited the accompanying consolidated balance sheets of Coventry Health Care, Iric. and subsidiaries as of December 31, 2008 and 2007, and
the related consolidated statements of operations, stockholders’ equity, and cash flows for each of the three years in the period ended December 31,
2008. These financial statements are the responsibility of the Company’s management. Our tesponsibility is to express an opinion ‘on these financial
statements based on our audits. ‘ : B ’ ’

We conducted our audits in accordance with the standards of the Public Company Accounting’ Oversight Board: (United' States): Those standards
fequire that we plan and perform the audit to obtain reasonable assurance about whethet the financial statements are frée-of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An‘audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion. - o :

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of‘Coventry Health
Care, Inc. and subsidiaries at December 31, 2008 and 2007, and the consolidated results of their operations and their cash flows for each of the three
years in the period ended December 31, 2008, in conformity with U.S. generally accepted accounting principles. ‘ h :

As discussed in Note H, Income Taxes, to the consolidated financial statements, Coventry Health Care, Inc. adopted FASB Interpretation No. 48,
“Accounting for Uncertainty in Income Taxes,” effective January 1, 2007. : . : ‘ .

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), Coventry Health Care,
Inc.’s internal control over financial reporting as of December 31, 2008, based on criteria established in Internal Control — Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 27, 2009 expressed an unqualified opinion
thereon. o ' o

/s/ Ernst & Young LLP

Béltimore, Maryland
February 27, 2009
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Coventry Health Care, Inc. and Subsidiaries
Consolidated Balance Sheets
-(in thousands) ’

December 31, December 31,
2008 2007
ASSETS
Current assets: :
Cash and cash equivalents _ $ 1,123,114 $ 945,535
Short-term investments L 338,129 155,248
Accounts receivable, net of allowance of $11,040 and $3,424 .
as of December 31, 2008 and 2007, respectively 293,636 263,021
Other receivables, net 524,803 313,350
Other current assets 130,808 169,547
Total current assets 2,410,490 1,846,701
Long-term investments 1,709,878 1,758,454
Property and equipment, net 308,016 321,287
Goodwill 2,695,025 2,573,325
Other intangible assets, net 546,168 590,419
Other long-term assets 57,821 . 68,605
Total assets $ 7,727,398 $ 7,158,791
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Medical liabilities ‘$ 1,446,391 $ 1,161,963
Accounts payable and other accrued liabilities 474,561 518,806
Deferred revenue 104,823 69,052
Total current liabilities 2,025,775 1,749,821
Long-term debt 1,902,472 1,662,021
Other long-term liabilities 368,482 445,470
Total liabilities 4,296,729 3,857,312
Stockholders’ equity:
Common stock, $.01 par value; 570,000 authorized
190,318 issued and 148,288 outstanding in 2008
189,894 issued and 154,636 outstanding in 2007 - 1,903 1,899
Treasury stock, at cost; 42,031 in-2008; 35,258 in 2007 (1,287,662) (987,132)
Additional paid-in capital ’ 1,748,580 1,702,989
Accumulated other comprehensive income 8,965 6,735
Retained earnings 2,958,883 2,576,988
Total stockholders’ equity 3,430,669 3,301,479
Total liabilities and stockholders’ equity $ 7,727,398 $ 7,158,791

See accompanying notes to the consolidated financial statements.
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Operating revenues:
Managed care premiums
Management services.
Total operating revenues
Operating expenses:
Medical costs
Cost of sales
Selling, general and administrative
Depreciation and amortization
Total operating expenses

Operating earnings

Interest expense
Other income, net

Earnings before income taxes

Provision for income taxes

Net earnings

Net earnings per share: ‘
Basic earnings per share

Diluted earnings per share

Weighted average common shares outstanding:
Basic S

Effect of dilutive options and restricted s'tock

Diluted

* Coventry Health Care, Inc. and Subsidiaries

~ Consolidated Statements of Operatioss
(in thousands, except per share data)

Years Ended December 31,

2008 2007 2006
$ 10,563,163 $ 8,689,633 $ 6,857,301
1,350,483 - 1,189,898 876,455
11,913,646 9,879,531 7,733,756
8,868,579 6,920,531 5,439,964
195,600 93,808 -
2,079,912 1,789,991 1,339,522
150,226 142,569 113,267
11,294,317 8,946,899 6,892,753
619,329 932,632 841,003
96,386 82,217 - 52,446
82,833 144,455 107,791
605,776 994,870 896,348
223,881 368,776 336,303
$ 381,805 $ 626,094 $ 560,045
$ 256 $ 404 $ 353
$. 254 $. 3.98 $ 3.47
148,893 154,884 158,601
1315 2,473 2,833
150,208 157,357 161,434

See accompanying notes to the conso]idatéd ﬁﬁancial statements.
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Coventry Health Care, Inc. and Subsidiaries
Conselidated Statements of Stockhelders’ Equity
Years Ended December 31,:2008,:2007 and 2006

(in thousands, except shares which are in millions)

See accompanying notes to the conselidated financial statements.

Accumulated .
Treasury Additional Other : Total
Common Stock Stock, Paid-In Comprehensive Retained Stockholders’
. Shares Amount . at Cost Capital Income (Loss) Earnings Equity
Balance, December 31, 2005 186.3 $1,863 $(299,001) $1,468,176 $(3,743) $1,387,408 $2,554,703
Comprehensive income:
Net earnings 560,045 560,045
Other comprehensive income:
Holding loss, net 61
Reclassification adjustment 429
368
Deferred tax effect (144) (144)
Comprehensive income 560,269
-Employee stock plans activity 1.3 13 4,296 102,925 107,234
Treasury shares acquired o (269,204) (269,204)
Balance, December 31, 2006 . 1876 $1,876 $(563,909) $1,571,101 $(3,519) $1,947,453 $2,953,002
Comprehensive income:
Net earnings . 626,094 626,094
Other comprehensive income:
Holding gain, net 17,697
Reclassification adjustment (1,162) :
_ 16,535
Deferred tax effect (6,281) 6,281
Comprehensive income : e 636,348
Employee stock plans activity 2.3 23 © 16,014 131,888 147,925
Cumulative adjustment upon_ : . :
adoption of FIN 48 3,441 3,441
Treasury shares acquired (439,237) . (439,237)
Balance, December 31, 2007 189.9 $1,899 $(987,132) $1,702,989 $6,735 $2,576,988 $3,301,479
Comprehensive income:
Net earnings 381,895 381,895
Other comprehensive income:
Holding gain, net . 7,652
Reclassification adjustment (3,996)
: . ’ 3,656
Deferred tax effect (1,426) (1,426)
Comprehensive income R 384,125
Employee stock plans activity 0.4 4 22,607 45,591 68,202
Treasury shares acquired (323,137) (323,137)
Balance, December 31, 2008 190.3 $1,903  $(1,287,662) $1,748,580 $8,965 $2,958,883 $3,430,669



Coventry Health Care, Inc. and Subsidiaries
Consolidated Statements of Cash Flows
(in thousands)

Years Ended December 31;

2008 2007

2006
Cash flows from operating activities: .
Net earnings . $ 381,895 : $ 626,094 $ 560,045
Adjustments to reconcile net earnings to ' .
cash provided by operating activities: : )
Depreciation and amortization 150,226 142,569 113,267
Amortization of stock compensation 60,582 64,129 55,197
Deferred income tax benefit (34,178) (25,017) (14,908)
Loss on other-than-temporarily impaired securltles . 36,160 - ' -
Other adjustments 5,615 6,635 3,011
Changes in assets and liabilities, .
net of effects of the purchase of subsidiaries: .
Accounts receivable (28,699) 2,523 21,164
Other receivables : (198,904) (89,190) (88,367)
Medical liabilities - 276,417 (98,781) 368,377
Accounts payable and other accrued 11ab111t1es (49,689) (20,122) 64,061
Other changes in assets and 11ab111t1es : 27,931 (28,830) (15,376)
Net cash from operating activities 7 627,356 ’ 580,010 1,066,471
Cash flows from investing activities: .
Capital expenditures, net ) ) (69,371) . (61,307) (72,573)
Proceeds from sales of investments 696,806 1,022,810 1,098,111
Proceeds from maturities of investments ' 166,034 321,561 577,506
Purchases of invéstments and other o ‘ ) (1,034,892) (1,633,113) (1,420,604)
Payments for acquisitions, net of cash acquired ) (137,374) (1,192,601) (35,392)
Net cash from investing activities ) (378,797) (1,542,650) 147,048
Cash flows from financing activities: .
Proceeds from issuance of stock 7,233 . - 52,262 23,023
Payments for repurchase of stock (323,137) (439,237) (269,204)
Proceeds from issuance of debt, net 668,409 . 1,153,280 -
Repayment of debt (423,872) (260,500) - (10,000)
Excess tax benefit from stock compensatlon 387, 31,534 21,852
Net cash from financing actxv1t1es (70,980) 537,339 (234,329)
Net change in cash and cash equivalents : 177,579 (425,301) © 979,190
Cash and cash equivalents at beginning of period : 945,535 1,370,836 391,646
Cash and cash equivalents at end of period - $1,123,114 $ 945,535 $ 1,370,836
Supplemental disclosure of cash flow mformatlon
Cash paid for interest . $ 78,160 $ 55,596 $ 49,745
Income taxes paid, net $ 273,917 $ 445284 $ 290,763

See accompanying notes to the consolidated financial statements.
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COVENTRY HEALTH CARE, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2008 2007 and 2006

A. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Coventry Health Care, Inc. (together with its subsidiaries, the “Company” or “Coventry™) is a diversified national managed health care company
based in Bethesda, Maryland operating heaith plans, insurance companies, network rental and workers’ compensation services companies. Through its
Commercial Business Division, Individual Consumer & Government Business Division and Specialty Business Division, the Company provides a full
range of risk and fee-based managed care products and services to a broad cross section of individuals, employer and govemment-funded groups,
government agencies, and other insurance carriers and administrators. ‘

Since the Company began operatlons in 1987 with the acquisition of the American Service Companies entities, mcludmg Coventry Health and
Life Insurance Company (“CH&L”), the Company has grown substantlally through acquisitions. See Note C to these consolidated financial statements
for information on the Company’s 2008 acquisitions. .

Significant Accounting Policies

Basis of Presentation - The consolidated financial statements have been prepared in accordance with accounting principles generally accepted in
.the United States and include the accounts of the Company and its subsidiaries. All inter-company transactions have been eliminated.

- Use of Estimates - The preparation of finantial statements in conformity with accounting principles generally accepted in the United States
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reportmg penod Actual results could
differ from those amounts . . . . : .

Significant Customers 'I'he Company s commercial business is diversified across a large customer base and there are no commercial groups that
make up 10% or more of Coventry’s managed care premiums, The' Company received 38.1%, 33.1% and 21.6% of its managed care premiums for the
years ended December 31, 2008, 2007 and 2006, respectlvely, from the federal Medicare program throughout its various markets. The Company also
received 10.3%, 10.7% and 11.1% of its managed care premiums for the years ended December 31, 2008, 2007 and 2006, respectively, from its state-
sponsored Medicaid programs throughout its various markets. For the years ended December 31, 2008, 2007 and 2006, the State of Missouri accounted
for almost half the Company’s Medicaid premiums. These revenues from the Medicare and Medicaid Programs are included in the Individual
- Consumer & Government Business Division. The Company received 9.2%, 14.7% and 19.3% of its management services revenue from a single
customer, Mail Handlers Benefit Plan, for the years ended December 31, 2008, 2007 and 2006, respectlvely and is included in the Commercial
Business Division.

Cash and Cash Equivalents - Cash and cash equivalents consist principally of money market funds, commercial paper, certificates of deposit,
and treasury bills. The Company considers all hlghly liquid securities purchased with an original maturlty of three months or less to be cash
equivalents.

Investments - The Company accounts for mvestments in accordance with Statement of Financial Accounting Standards (“SFAS”) No. 115 -
“Accounting for Certain Investments in Debt and Equity Securities” and in accordance with FASB Staff Position Number FAS 115-1, “The meaning of
Other-Than-Temporary Impairment and Its Application to Certain Investments.” The Company invests primarily in fixed income securities and
classifies all of its investments as available-for-sale. Investments are evaluated on an individual security basis at least quarterly to determine if declines
in value are other-than-temporary. In making that determination, the Company considers all available evidence relating to the realizable value of a
security. This evidence is reviewed at the individual’ secunty level and includes, but is not limited to, the following:

e adverse financial conditions of a spemﬁc issuer, monoline bond i insurer, segment, industry, region or other vanables
o the length of the time and the extent to which the fair value has been less than cost;
o the financial condition and near-term prospects of the issuer;

o the Company’s intent and ability to retain its investment in the issuer for a period of tune sufﬁcxent to allow for any anticipated recovery in
fair value;
o elimination or reduction in dividénd payments, or scheduled interest’ and principal;

e rating agency downgrade of a debt security; and
e expected cash flows of a debt security.

Temporary declines in value of investments classified as available-for-sale are netted with unrealized gains and reported as a net amount in a
separate component of stockholders’ equity. A decline in fair value below amortized cost that is judged to be other—than-~temporary is accounted for as
a realized loss and the impairment is included in earnings. Realized gains and losses on the sale of investments are determined on a specific
identification basis.

Investments with original maturities in excess of three months and Iess than one year are classified as short-term investments and generally consist
of corporate bonds, U.S. Treasury notes and commercial paper. Long-term investments have ongmal maturities in excess of one year and primarily
consist of fixed income securities.

Other Receivables - Othér receivables include pharmacy rebate receivables, Medicare Part D program related receivables, risk share and subsidy
receivables, Medicare risk’adjuster receivables,. Office of Personnel Management (“OPM”) receivables, receivables from providers and suppliers,
interest receivables, and any other receivables that do not relate to premiums. The increase in other receivables during.2008 primarily resulted from an
increase in the pharmacy rebate, Medicare Part D, and Medicare risk adjuster receivables due to:growth in.the Medicare risk business.
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Property and Equipment - Property, equipment and leasehold improvements are recorded at cost. In accordance with Statement of Position
(“SOP”) 98-1, Accounting for the Costs of Computer Software Developed or Obtained for Internal Use, the cost of internally developed software is
capitalized and included in property and equipment. The Company capitalizes costs incurred during the application development stage for the
development of internal-use software. These costs primarily relate to payroll and payroll-related costs for employees along with costs incurred for
external consultants who are directly associated with the internal-use software project. Depreciation is computed using the straight-line method over the
estimated lives of the related assets or, if shorter, over the terms of the respective leases.

Long-term Assets - Long -term assets pnmarily include assets associated with the 401(k) Restoration and Deferred Compensation Plan, senior
note issuance costs and reinisurance recoveries. The reinsurance recoveries were obtained with the acquisition of First Health Group Corp. (“First
Health”) and are related to certain life insurance receivables from a third party insurer for liabilities that have been ceded to that third party insurer.

Business Combinations, Accounting for Goodwill and Other Intangibles - The Company accounts for business combinations, goodwill and
other intangibles in accordance with SFAS No. 141, “Business Combinations,” SFAS No. 142, and SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets.” Acquired intangible assets are separately recognized upon meeting-certain criteria. Such intangible assets include, but
are not limited to, trade and service marks, non-compete agreements, customer lists and licenses. An intangible asset that is subject to amortization is
tested for recoverability whenever events or changes in circumstances indicate that its carrying amount may not be recoverable. Goodwill and other
intangible assets that have indefinite lives are subject to a periodic assessment for impairment by applying a fair-value-based test. The Company’s
annual impairment test date is October 1 of each fiscal year. The Company considers multiple approaches to identifying the fair value of its goodwill
and other intangible assets. Those approaches include the market approach and the income approach. The market approach estimates a business’s fair
value by utilizing market multiples. The income approach is based on the present value of expected future cash flows. Impairment charges will be
recorded in the period in which the impairment took place. See Note D, Goodwill and Other Intangible Assets, to consolidated financial statements for
disclosure related to goodwill and other intangible : assets.

. Medical Liabilities and Expense - Medical liabilities consist of actual claims reported but not paid and estimates of health care services incurred
but not reported. The estimated claims incurred but not reported are based on historical data, current enrollment, health service utilization statistics and
other related information. In determining medical liabilities, the Company employs standard actuarial reserve methods that are specific to each
market’s membership, product characteristics, geographic territories and provider network. The Company also considers utilization frequency and unit
costs of inpatient, outpatient, pharmacy and other medical expenses, as well as claim payment backlogs and the timing of provider reimbursements.
The Company also establishes reserves, if required, for the probability that anticipated future health care costs and contract maintenance costs under the
group of existing contracts will exceed anticipated future premiums and reinsurance recoveries on those contracts. These accruals are continually
monitored and reviewed, and as settlements are made or accruals adjusted, differences are reflected in current operations. Changes in assumptions for
medical costs caused by changes in actual experience could cause these estimates to change in the near term.

The following table shows the components of the change in medical liabilities for the years ended December 31, 2008 2007 and 2006,
respectively (in thousands):

2008 2007 , 2006
* Medical liabilities, beginning of year $ 1,161,963 - $1,121,151 $ 752,774

Acquisitions () 7,590 126,583 ‘ -
Reported Medical Costs » '

Current year 8,916,644 7,055,596 5,570,872

Prior year development ' ‘ (48,065) ) (135,065) "~ (130,908)
Total reported medical costs 8,868,579 - 6,920,531 5,439,964
Claim Payments

Payments for current year 7,577,939 6,134,631 4,852,359

Payments for prior year 1,013,216 586,390 542,571
Total claim payments - 8,591,155 6,721,021 . 5,394,930
Part D Related Subsidy Liabilities . (586) (285,281) . 323,343
Medical liabilities, end of year $ 1,446,391 $1,161,963 $1,121,151
Supplemental Information: i

Prior year development @) S 0.7% 2.5% 2.9%

Current year paid percent ) 85.0% 86.9% 87.1%

(1) Acquisition balances represent medical liabilities of the acquired company as of the applicable acquisition date.
() Prior year reported medical costs in the currerit year as a percentage of prior year reported medical costs.
() Current year claim payments as a percentage of currént year reported medical costs.

The negative medical cost amnounts noted as “prior year development” are favorable adjustments for claim estimates being settled for amounts less
than originally anticipated. As noted above, these favorable developments from original estimates occur due to changes in medical utilization, mix of
provider rates and other components of medical cost trends. Medical claim liabilities are generally paid within several months of the member receiving
service from the provider. Accordingly, the 2008 prior year development relates almost entirely to claims incurred in calendar year 2007.
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The Medicare Part D related subsidy liabilities identified in the table above represent subsidy amounts received from the Centers for Medicare and
Medicaid Services (“CMS”) for reinsurance and for cost sharing related to low income individuals. These subsidies are recorded in medical liabilitics
and: the Company does not recognize premium revenue or claims expense for these subsidies. Following the final settlement of each contract plan year,
any remaining balances from these subsidy payments are refunded to CMS. - :

Other Long-term Liabilities - Other long-term liabilities consist primarily of liabilities associated with the 401(k) Restoration and Deferred
Compensation Plan, the deferred tax liabilities associated with acquired intangible assets, a limited partnership investment, property, plant, and
equipment, policy / claims payable, funds held on deposit, and the liability for unrecognized tax benefit.

Comprehensive Income — Comprehensive income includes net earnings, unrealized net gains and losses on investment securities, and other than
temporary impairments on its investments. Other comprehensive income is net of reclassification adjustments to adjust for items currently included in
net earnings, such as realized gains and losses on investment securities. The deferred tax provision for unrealized holding gains arising from investment
securities during the years ended December 31, 2008 and 2007 was $3.0 million and $6.3 million, respectively. The deferred tax benefit for unrealized
holding losses arising from investment securities during the year ended December 31, 2006 was $0.02 million. The deferred tax provision for
reclassification adjustments for gains included in net earnings on investment securities during the years ended December 31, 2008 and 2007 was $1.6
million and $0.5 million, respectively. The deferred tax benefit for reclassification adjustments for losses included in net earnings on investment
securities during the years ended December 31, 2006 was $0.2 million.

Revenue Recognition - Managed care premiums are recorded as revenue in the month in which members are entitled to service. Premiums are
based on a per subscriber contract rate and the subscribers in the Company’s records at the time of billing. Premium billings are generally sent to
employers in the month proceeding the month of coverage. Premium billings may be subsequently adjusted to reflect changes in membership as a result
of retroactive terminations, additions, or other changes. The Company also receives premium payments from Centers for Medicare & Medicaid
Services (“CMS”) on a monthly basis for its Medicare membership. Membership and category eligibility are periodically reconciled with CMS and
such reconciliations could result in adjustments to revenue. CMS uses a risk adjustment model to determine premium payments to health plans. This
risk adjustment model apportions premiums paid to all health plans according to health severity based on diagnosis data provided to CMS. The
Company estimates risk adjustment revenues based on the diagnosis data submitted to CMS. Changes in revenue from CMS resulting from the periodic
changes in risk adjustments scores for our membership are recognized when the amounts become determinable and the collectibility is reasonably
assured. .

The Company also receives premium payments on a monthly basis from the state Medicaid programs with which the Company contracts for the
Medicaid members for whom it provides health coverage. Membership and category eligibility are periodically reconciled with the state Medicaid
programs and such reconciliations could result in adjustments to revenue. Premiums collected in advance are recorded as deferred revenue. Employer
contracts are typically on an annual basis, subject to cancellation by the employer group or by the Company upon 30 days notice.

The Medicare Part D program, gives beneficiaries access to prescription drug coverage. Coventry has been awarded contracts by CMS to offer
various Medicare Part D plans on a nationwide basis, in accordance with guidelines put forth by the agency. Payments from CMS under these contracts
include amounts for premiums, amounts for risk corridor adjustments and amounts for reinsurance and low-income cost subsidies.

The Company recognizes premium revenue ratably over the contract period for providing insurance coverage. Regarding the CMS risk corridor
provision, an estimated risk sharing receivable or payable is recognized based on activity-to-date. Activity for CMS risk sharing is accumulated at the
contract level and recorded within the consolidated balance sheet in other receivables or other accrued liabilities depending on the net contract balance
at the end of the reporting period with corresponding adjustments to premium revenue. Costs for covered prescription drugs are expensed as incurred.

Subsidy amounts received for reinsurance and for cost sharing related to low income individuals are recorded in medical liabilities and will offset
medical costs when paid. The Company does not recognize premium revenue or claims expense for these subsidies as the Company does not incur any
risk with this part of the program. ‘

A reconciliation of the final risk sharing, low-income subsidy, and reinsurance subsidy amounts is performed following the end of contract year.
For both contract years of 2007 and 2008, as of December 31, 2008, the CMS risk sharing payable was $21.4 million and is included in accounts
payable and other accrued liabilities and the CMS risk sharing receivable was $7.0 million and is included in other receivables. For both contract years
of 2006 and 2007, as of December 31, 2007, the CMS risk sharing payable was $52.5 million and is included in accounts payable and other accrued
liabilities and the CMS risk sharing receivable was $4.0 million and is included in other receivables. As of December 31, 2008, the subsidy amounts
payable totaled $55.8 million and is included in medical liabilities and the subsidy amounts receivable totaled $12.8 million and is included in other
receivables. As of December 31, 2007, the subsidy amounts payable totaled $62.0 million and is included in medical liabilities and the subsidy amounts
receivable totaled $29.4 million and is included in other receivables: ‘ :

. .

The Company has quota share arrangements on certain individual and employer groups with two of its Medicare distribution partners covering
portions of the Company’s Medicare Part D and Medicare Private Fee for Service businesses. As a result of the quota share sharing arrangements, for
the years ended December 31, 2008, 2007 and 2006, the Company ceded premium revenue of $574.1 million, $250.2 million, and $65.8 million,
respectively, and the associated medical costs to these partners. The ceded amounts are excluded from the Company’s results of operations. The
Company is not relieved of its primary obligation to the policyholder under this ceding arrangement. - C - i

Management services revenue is generally a fixed administrative fee, provided on a predetermined contractual basis or on a percentage-of-savings
basis, for access to the Company’s health care provider networks and health care management services, for which it does not assume underwriting risk.
Percentage of savings revenue is determined using the difference between charges billed by contracted medical providers and the contracted
reimbursement rates for the services billed and is recognized based on claims processed. The management services the Company provides typically”
include health care provider network management, clinical management, pharmacy benefit management, bill review, claims repricing, fiscal agent
services (generally for state entitlement programs), claims processing, utilization review and quality assurance.
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The Company enters into performance guarantees with employer groups where it pledges to meet certain standards. These standards vary widely
and could involve customer service, member satisfaction, claims processing, claims accuracy, telephone response time, etc. The Company also enters
into financial guarantees which can take various forms including, among others, achieving -an annual aggregate savings threshold, achieving a targeted
level of savings per-member, per-month or achieving overall network penetration in defined demographic markets. For each guarantee, the Company
estimates and records performance based revenue after considering the relevant contractual terms and the data available for the performance based
revenue calculation. Pro-rata performance based revenue is recognized on an interim basis pursuant to the ultimate rights and obligations of the parties
upon termination of the contracts. ' SR . ’ - o : s

Revenue for pharmacy benefit management services in both t‘hev National Accounts, business and the Public Sector is derived on a pre-negotiated

contractual amount per claim. Revenue related to the administration of these transactions is recorded when the pharmacy transaction is processed by the
Company but does not include revenue or expense related to the sale of pharmaceuticals. Revenue for pharmacy benefit management services for
Workers’ Compensation business is derived on a pre-negotiated amount per pharmacy claim which includes the cost of the pharmaceutical.
Revenue and a corresponding cost of salesto a ‘third party vendor related to the sale of pharmaceuticals'is:recorded when a pharmacy transaction is

processed by the Company. Revenue associated with pharmacy tebates from the National Accounts business is recorded based on the contractual

rebates received from the formulary less the pre-negotiated rebates paid to clients. No rebate revenue is collected or recorded related to-the Company’s

Public Sector or Wotker’s Compensation business. o B s : a ) ‘ 1
"Based on information received subsequent to premium billings. being sent, historical trends, bad debt write-offs and the collectibility of specific

accounts, the Company estimates, on a monthly basis, the amount of bad debt and future retroactivity and adjusts,its revenue and reserves accordingly.
Premiums for services to federal employee groups. are subject to audit. and review by the OPM on a periodic basis. Such audits are usually a

pumber of years in arrears. Adjustments are recorded as additional information regarding the audits and reviews becomes available. Any differences

between actual results and estimates are recorded in the period the audits are finalized. :

~ Cost of Sales — Cost of sales:consists of the expefise for prescription drugs provided by the Company’s workers’ compensation pharmacy benefit
manager and for the independent medical examinations performed by physicians on injured workers. These costs are associated with fée-based
products and exclude the cost of drugs related to the risk products recorded in medical costs. ) o

Contract Acquisition Costs — Costs related to the acquisition- of customer contracts, such as commissions paid to outside brokers, are paid on a
monthly basis and expensed as incurred. For the Medicare Advantage business, the Company advances commissions and defers amortization of these
costs to the period in which revenue associated with the acquired customier is earned, which is generally not more than one year. :

Income Taxes — The Company files a consolidated federal tax returny for the Company and its subsidiaries. The Company accounts for income
taxes in accordance with SFAS No. 109 - “Accounting for Income Taxes.” The deferred tax assets and/or liabilities are determined by multiplying the
differences between the financial reporting and tax reporting bases for assets and liabilities by the enacted tax rates expected to be in effect when such
differences are recovered or settled. The effect on deferred taxes of a change in tax rates is recognized in income in the period-that includes the
enactment date. The fealization of total deferred tax assets is contingent upon the generation of future taxable income in the tax jurisdictions in which
the deferred tax assets are located. Taxable income includes the impact of the reversal of deferred tax liabilities. Valuation allowances are provided to
~ reduce such deferred tax assets to amounts more likely than not to be }Ilti;pately realized. No such valuation allowances have been recorded. .

Earnings Per Share - Basic earnings per share based on the weighted average number of common shares outstanding during the year. Diluted
earnings per share ‘assume the exercise of all optiens and the vesting of all testricted stock using the treasury stock method. Potential common stock
equivalents to purchase 8.3 million, 3.2 million and 0.7 million shares for the years ended December 31, 2008, 2007 and 2006, respectively, were
excluded from the computation of diluted earnings per share because the potential common stock equivalents were anti-dilutive.

Other Income - Other income includes ihtér_es_t income, net offees, of approximately $104.6 bmillion,‘ $138.7 million, and $101.5 miltion for the
years ended December 31, 2008, 2007, and 2006 respectively. For the year ended December 31, 2008, other income included a charge of $36.2 million
that consisted of $33.5 million for the other-than-temporary impairment of investment securities and $2.7 million in realized losses on the sale of
securities. ’ S e T . . . '

New Accounting Standards oL

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 157, “Fair Value Measurements,” which defines fair
value, establishes a framework for measuring fair value in accordance with generally accepted accounting principles and expands disclosures-about fair
value measurements. The company adopted the provisions of SFAS No. 157, as of January 1, 2008, for its financial instruments. The adoption of SFAS
No. 157 did not have a material effect on.the Company’s ¢onsolidated financial position or results of operations. The disclosures required by SFAS No.
157 are contained in Note F, Investments, to the consolidated financial statements for disclosures related to investments.

In December 2007, the FASB issued SFAS No. 141 (R), “Business Combinations.” SFAS No. 141 (R) requires an-acquirer to measure the
identifiable assets acquired, the liabilities assumed and any noncontrolling interest in the acquiree at their fair values on the acquisition date, with
goodwill being. the excess value over the net identifiable assets acquired. SFAS No. 141.(R) is effective for financial statements issued for fiscal years
beginning after December 15, 2008. Early adoption is prohibited.. The: potential impact of adopting SFAS No. 141 (R) on the Company’s future
consolidated financial statements will depend on the magnitude and frequency of the Company’s future-acquisitions.

B. SECMENT INFORMATION

The Company has three reportable segments: Commercial, Individual Consumer & Government, and Specialty. Each of these segments, which the
Company also refers to as “Divisions,” is separately managed and provides separate operating results that are evaluated by the Company’s chief
operating decision maker. Beginning in 2008, in order to reflect a change in the management of its operations, the Company reclassified its network
rental business operating results from its® Commercial Division to" its Specialty Division. The network rental business operating tesults for the

corresponding 2007 and 2006 years have been reclassified to conform to the 2008 segment presentation.

The Commercial Business Division provides commercial HMO, PPO and POS products to a cross section of employer groups of all sizes through .
its health plans. HMO products provide comprehensive health care benefits to members primarily through a primary care physician. PPO and POS
products permit members to participate in managed care but allow them the flexibility to utilize out-of-network providers in exchange for increased
out-of-pocket costs. Additionally, the Commercial Business Division provides network rental services and other managed care products through a
national PPO network to national, regional and local third party administrators and insurance carriers.
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The Individual Consumer & Government Division provides comprehensive health benefits to members participating in the Medicare Advantage
HMO, Medicare Advantage PPO, Medicare Advantage Private-Fee-For-Service, Medicare Prescription Drug, and Medicaid programs and receives
premium payments from federal and state'governments. This Division also provides commercial fully-insured managed care services on an individual
basis and offers products and services more specialized to the needs of state governments such as pharmacy benefit management, clinical management
and fiscal intermediary services on a fee-for-service basis. ’

The Specialty Business Division currently provides workers’ compensation managed care services on a fee-based basis, including access to the
Company’s provider network, pbarmacy benefits management, field case management, telephonic case management, independent medical exam and
bill review capabilities. This Division also includes the mental-behavioral health benefits of Mental Health Network Institutional Services, Inc.
(“MHNet”) and the group dental services business of Group Dental Services (“GDS”). See Note C, Acquisitions, to the consolidated financial
statements for additional information related to these acquisitions.

The table below summarizes the operating results of the Company’s reportable segments (in thousands) through the gross margin level, as gross
margin is the measure of profitability used by the Company’s chief operating decision maker to assess segment performance and make decisions
regarding the allocation of resources: A reconciliation of gross margin to operating earnings at a consolidated level is also provided. Additionally, the
medical loss ratio (“MLR?) is presented for each applicable segment, as management believes that MLR is an important performance measure. The
“other” column represents the elimination of premium and management service fees charged among segments. Total assets by reportable segment are
not disclosed as these assets are not reported on a segment basis internally by the Company and therefore, are not reviewed separately by the
Company’s chief operating decision maker. .

Year Ended December 31, 2008
Individual Consumer

Commercial & Government Specialty
Division Division Division ) Other Total
Operating revenues
Managed care premiums $5,169,773 $ 5,346,927 $ 82,202 $(35,739) $ 10,563,163
Management services : 351,699 179,526 826,884 (7,626) 1,350,483
Total operating revenues 5,521,472 5,526,453 909,086 (43,365) 11,913,646
Medical costs 4,233,260 4,616,502 52,979 (34,162) 8,868,579
Cost of sales - - 195,600 - 195,600
Gross margin $ 1,288,212 $ 909,951 $.660,507 $ (9,203) $ 2,849,467
MLR - 81.9% 86.3% 64.4% n/a 84.0%
Selling, general and administrative 2,079,912
Depreciation and amortization 150,226
Operating earnings $ 619,329
Year Ended December 31, 2007
Individual Consumer
Commercial & Government Specialty
Division Division Division Other Total
Operating revenues .
Managed care premiums $ 4,785,095 $ 3,904,538 $ - $ - $ 8,689,633
Management services 410,071 185,490 599,940 (5,603) 1,189,898
Total operating revenues 5,195,166 4,090,028 599,940 (5,603) 9,879,531
Medical costs 3,749,965 3,171,667 - (1,101) 6,920,531
* Cost of sales - - 93,808 - 93,808
Gross margin $ 1,445,201 $ 918,361 $ 506,132 $ (4,502) $ 2,865,192
MLR . 78.4% 81.2% ~ n/a n/a 79.6%
Selling, general and administrative 1,789,991
Depreciation and amortization 142,569
Operating earnings $ 932,632
Year Ended December 31, 2006
Individual Consumer :
Commercial & Government Specialty
Division Division Division Other Total
Operating revenues
Managed care premiums $ 4,580,165 $2,277,136 $ - $ - $ 6,857,301
Management services 418,304 184,503 280,209 (6,561) 876,455
Total operating revenues - 4,998,469 2,461,639 280,209 . (6,561) 7,733,756
Medical costs 3,558,470 1,884,148 - (2,654) 5,439,964
Cost of sales - - - - ) -
Gross margin $ 1,439,999 $ 577,491 $ 280,209 $ (3,907) $ 2,293,792
MLR 77.7% 82.7% n/a . n/a ' 79.3%
Selling, general and administrative 1,339,522
Depreciation and amortization 113,267
$. 841,003

Operating earnings
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C. ACQUISITIONS

During the years ended December 31,.2008 and 2007, the Company .completed five business combinations and one membership purchase. These
business combinations are all-accounted for using the purchase method of accounting and therefore the operating results of each acquisition have been
included in the Company’s consolidated financial statements since the date of their acquisition. The purchase price for each business combination was
~ allocated to the assets, including the identifiable intangible assets, and liabilities based on estimated fair values. The excess of the purchase price over
the net identifiable assets acquired was allocated to goodwill. The purchase price of the Company’s membership purchases. is allocated to identifiable
intangible assets and is being amortized over a useful life of ten to fifteen years. » ‘ E g ‘ S

The following table summarizes all business combinations and membership purchases for the years ended December 31, 2008 and 2007..The
purchase price of each business combination includes the payment.for net worth and estimated transition costs. The purchase price, inclusive of all
retroactive balance sheet settlements to date and transaction cost adjustretifs, is presented below (in millions): ) )

Effective Date ‘ Markét - Price

Business Combinations .

Certain worker’s compénsation business from Concentra, Inc. (“Concentra”) .. April2, 2007 ‘ Multiple Markets .. - $ 407
Certain group health insurance business from Mutual éf Oglaha (“Mutual”) ‘ Jﬁiy 1, 2007 | - Multiple Markets $114
Florida Health Plan Administratorsv,‘ LLC (“Vista”) o September 10, 2007 ) Florida $ 708
Mental Health Network Institutional Services, Inc. (“MHNet”) February 13,2008 ; Multiple Markets $103
Majority ownership interest in Groﬁp Dental Se:{{ices (“GDS™) ‘ ~ May 14,2008 v Multiple Marke_ts $ 35
Membership Purchase o v ‘ _ . _ ‘

FirstGuard Health Plan Miséourbi (“FirstGuard™) | ‘3 R » February 1,2007 ‘ Missouri $ 15

On February 13, 2008, the Company completed its acquisition of ‘MHNet, a mental-behavioral health company based in Austin, Texas. On May
14, 2008, the Company completed its-acquisition of a'majority ownership interest in GDS, a dental company based in Rockville, Maryland:- As a result
of these acquisitions the Company recorded $112.4 million of goodw‘ill,‘ none of which is expected to be deductible for tax purposes. - L

The acquisitions made during the year ended December 31 , 2007 were individually insignificant but were significant when aggregaied. As a result
of these acquisitions, the Company recorded $952.8 million of goodwill, of which, $289.1 million is expected to be deductible for tax purposes. The
following table lists the assigned value of the intangible assets as of the acquisition date (in millions) and the g;ssociategi‘ amortization period: )

. Estimated . Amortization
Fair Value Period (Years)
Goodwill $ 9528
Customer lists ‘ 227.2 8.8
Provider network . . 84 163
Total intangible assets - = .- 811884 .92

The following unaudited pro forma consolidated results of operations assume the acquisitions made during the years ended December 31, 2007
and 2006 occurred on January 1, 2007 and 2006, respectively (in millions, except per share data): : :

' Year ended December 31,

" 2007 2006

( "7 (Pro forma unaudited)
“Opertating revenues ' 7 0 §10,8514 L 11$9,257.9
Net earnings L§iN636:0 g 5475
Earnings per share, basic $ 4.11 $ 345
Earnings per share, diluted $ 404 % 339

The pro forma amounts represent historical operating results of the Company and the acquisitions and include the pro forma effect of the
amortization of finite lived intangible assets arising from the purchase price allocation, interest expense related to financing the acquisitions and the
associated income tax effects of the pro forma adjustments. The pro forma amounts assume that debt issuance and debt refinancing that occurred in
2007, which coincided with the acquisitions, would have occurred at the beginning of 2006. In addition, the pro forma amounts exclude $35.0 million
in acquisition related costs that were incurred as a result of the acquisition. The pro forma amounts are presented for comparison purposes and are not
necessarily indicative of the operating results that would have occurred if the acquisitions had been completed at the beginning -of the periods
presented, nor are they necessarily indicative of operating results in future periods. .

! ,
In addition to the acquired businesses outlined above, effective February 1, 2007, the Company completed its purchase of approximately 26,500
methbers from FirstGuard, a wholly-owned subsidiary of Centene Corporation.
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D. GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill and other intangible assets represent costs in excess of the fair value of the net tangible assets of subsidiaries or operations acquired
through December 31, 2008. Goodwill is tested for impairment at the reporting unit level on at least an annual basis and more often if events and
circumstances arise that could indicate that impairment exists. Intangible assets not subject to amortization are tested for impairment annually or more
frequently if events or changes in circumstances indicate that the asset might be impaired. The Company has chosen October 1 as its impairment testing
date for its goodwill and its intangible assets not subject to amortization. Intangible assets that are subject to amortization for recoverability are tested
for impairment whenever events or changes in circumstances indicate that its carrying amount may not be recoverable.

Goodwill
The changes in the carrying amount of goodwill for the years ended December 31, 2008 and 2007 were as follows (in thousands):

Total
Balance, December 31, 2006 1,620,272
Acquisition of Concentra 318,760
Acquisition of Mutual of Omaha ) 72,475
Acquisition of Vista o 561,568
Other adjustments k ‘ 250
Balance, December 31, 2007 ' $ 2,573,325
Acquisition of MHNet 85,661
Acquisition of GDS. . 26,718
Other adjustments - - 9,321
Balance, December 31, 2008 $ 2,695,025

The Company completed its 2008 impairment test of goodwill in accordance with SFAS No. 142, “Goodwill and Other Intangible Assets,” and
determined that there was no impairment. In performing its impairment analysis the Company identified its reporting units in accordance with the
provisions of SFAS No. 142 and SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information.”

In accordance with SFAS No. 142, for the purpose of testing goodwill for impairment, acquired assets and assumed liabilities were assigned to a
reporting unit as of the acquisition date if both of the following criteria were met: (1) the asset will be employed in or the liability relates to the
operations of a reporting unit and (2) the asset or liability will be considered in determining the. fair value of the reporting unit. Corporate assets (i.e.
information technology) or liabilities (i.e. debt) were also assigned to a reporting unit if both of these criteria were met.

In order to determine the fair value of its reporting units, the Company.relied primarily on the income approach and secondarily on the market
approach. The income approach is based on the present value of expected future cash flows. The income approach involves estimating the present value
of our estimated future cash flows utilizing a risk adjusted discount rate..Under the income approach, the Company assumed certain growth rates,
capital expenditures, discount rates ‘and terminal growth rates in our calculations. The key assumptions used to determine the fair value of the
Company’s reporting units included terminal values based upon long term growth rates and a discount rate based on the Company’s weighted average
cost of capital adjusted for the risks associated with the operations. The market approach estimates a business’s fair value by utilizing market multiples.
The approaches were reviewed together for consistency and commonality. R ' :

As an overall test of the reasonableness of the estimated fair values of the reporting units, the Company compared the aggregate fair values of its -
reporting units to its market capitalization as of October 1, 2008. The comparison confirmed that the fair valués were reasonably representative of

market views when applying a reasonable control premium to the market capitalization.

The Company has also considered whether any economic or other factors occurring subsequent to October 1, 2008 would more likely than not
reduce the fair values of any of the reporting units below their respective carrying amounts. Given the magnitude of changes in certain market factors
between October and December 2008, the Compary performed certain sensitivity analyses of the fair values of the reporting units by considering
higher discount rates, and the corresponding. effect on future cash flows that would be expected to result from such higher costs of capital, and
determined that no impairment had occurred for any of the Company’s reporting units. ’

The Company will continue to monitor its market capitalization in relation to aggregate fair values of its reporting units to determine if events and
circumstances warrant the performance of an interim impairment analysis.
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Other Intangible Assets

The other intangible asset balances are as follows (in thousands):

‘Gross ¢ ' Net :
Carrying Accumulated Carrying " Amortization
. Amount - Amortization Amount Period
As of December 31, 2008 S ; o '
Amortized other intangible assets ) ’ :
Customer Lists $ 572,100 $ 171,327 $ 400,773 3-15 Years
HMO Licenses 12,600 6,528 6,072 15-20 Years
Provider Networks = - : ' ©62,0000 ¢ 11,143 50,857 °15-20 Years
Trade Names 3,449 883 2,566 3-4 Years
Total amortized other intangible assets $ 650,149 $ 189,881 $ 460,268
Unamortized other intangible assets S .
Trade Names $ 85,900 $ - -, ... % 85900 -
Total unamortized other intangible assets $ 85,900 $ - - $7 85,900
Total other intangible assets $ 736,049 $189,881- ... $546,168
As of December 31, 2007
Amortized other intangible assets” s :
Customer Lists $ 555,265 $110,371 .. -$444,894  3-15 Years
HMO Licenses ) 12,600 .- 5,933, y 6,667 15-20 Years
" Provider Networks ) 60,900 - 7,942 ) 52,958 15-20 Years
Total amortized other intangible assets $ 628,765. $ 124,246 ~$ 504,519 T
Unamortized other intangible assets : : o : : .
Trade Names $ 85,900 3 - $ 85,900 -—
Total unamortized other intangible assets ~ $ 85,900 $ - $ 85,900 :
Total other intangible assets S  $714,665 $ 124,246 $ 590,419

During 2008, the Company détermined that no impairment tests were' required for its amortized other intangible assets as no events or changes in
circumstance occurred that indicated-.that. the carrying values associated with these assets may not be recoverable. The Company performed an
impairment test of its unamortized other intangible assets as of October 1, 2008, and determined that the asset was not impaired.

Other intangible amortization expense for the years ended December 31, 2008; 2007 and 2006 was $65.6 million, $48.2 million and $35.4 million,
respectively. The increase duting the year ended December 31, 2008 in othér intangible assets and the related amortization expense is a result of the
other intangible assets obtained with the acquisitions of MHNet anid GDS and from a full year of amortization in 2008 from the Company’s 2007
acquisitions. Estimated intangible amortization expense is $64.8 million for the year ending December 31, 2009, $64.6 million for the year ending °
December 31, 2010, $63.7 million for the year ending December 31, 2011, $63.3 million for the year ending December 31, 2012 and $62.9 million for
the year ending December 31, 2013. The weighted-average amortization period is approximately 10 years for other intangible assets.

E.PROPERTY AND EQUIPMENT

Property and equipment is comprised of the following (in thousahds): '

As of Decexhber 31, - Depreciation

- . ‘ - 2008 2007 . Period

Land SRR e 824,779 © $ 24,779 : -
Buildings and leasehold improvements e o - 144,890 141,057 . 5-40 Years
Developed software : ' T 164,783 166,687 :1-9 Years
Equipment 334,679 294,317 " 3-7Years
Sub-total ‘ ] 669,131 626,840

Less accumulated depreciation and amortization (361,115) (305,553)

Property and equipment, net $ 308,016 $ 321,287

Depfeciation expense for the years ended December 31, 2008, 2007 and 2006 was $84.6 million, $94.4 million and $77.9 million, respectively.
Included in the depreciation expense for the years ended December 31, 2008, 2007 and 2006 was $29.9 million, $32.9 million and $26.9 million,
respectively, of expense for developed software.

F. INVESTMENTS

The Company considers all of its investments as ayailable-for-sale securities and, accordingly, records unrealized gains and losses, except for
those determined to be other-than-temporary impairments, as other comprehensive income (loss) in the stockholders’ equity section of its consolidated
balance sheets. :
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The amortized cost, gross unrealized gain or loss and estimated fair value of short-term and long-term investments by security type wete as
follows at December 31, 2008 and 2007 (in thousands)

Amortized = Unrealized Unrealized Fair
: Cost Gain Loss ) Value
As of December 31, 2008 I

State and 'municipal bonds : $ 826,136 $19,677 $ (4,546) $ 841,267
US Treasury Securities . 126,122 5,914 54 - 131,982
Government-Sponsored enterprise securities 51,274 2,888 - 54,162
Mortgage-backed securities 346,850 8,321 (10,481) 344,690
Asset-backed securities . 65,307 70 (6,896) 58,481
Corporate debt and other securmes . 564,065 2,593 (2,813) 563,845
$ 1,979,754 $ 39,463 . $(24,790) $ 1,994,427
Equity investments ‘ ' ‘ ER ' 53,580
' : $ 2,048,007

As of December 31, 2007 . . . . :
State and municipal bonds. - . . $ 872,426 $ 8,368 $ (730) $ 880,064
US Treasury securities - : L 36,233 . 750 . a1 - 36,982
Government-Sponsored enterprlse securmes 79,206 1,648 . 33) 80,821
Mortgage-backed securities 434,887 2,921 (2 604) 435204
- Asset-backed securities - : 81,404 - 625 (683) 81,346
Corporate debt and other securities 343,359 1,896 (1,190) © 344,065
’ '.$1,847,515 ] $ 16,208 $ (5,241) $ 1,858,482
Equity investments S : B e : 55,220

The amortized cost and estimated fair value of short ‘term and’ long-term 1nvestments by contractual maturity were as follows at December 31,
2008 and 2007 (in thousands): .

As of'Decelnber 31, 2008 " As of December 31, 2007

Amortized = Fair =~ Amortized Fair
o Cost Value Cost : Value
Maturities: 3 : l :

Within 1 year: . Caeh 080410097 $ 411,874 $ 196,558 $ 196,205
1 to 5 years . 590,678 588,629 - 478,454 482,676
5 to 10 years . ' 381,324 385,756 414,970 . 419,658
Over 10 years S ‘ L 597,655 608,168 757,533 759,943
Total : $1,979,754 - 1,994,427 $ 1,847,515 1,858,482
Equity investments i ' T 53,580 55,220

Total short-term and long-term secdrities — 52,048,007 . S 1,913,702

Gross investment gains of $7.6 million and gross investment losses of $37 0 mllhon were reallzed on sales and the other than temporary
impairment of investments for the year ended December 31, 2008. This compares to gross investment gains of $1.7 million and gross investment losses
of $0.5 million on these sales for the year ended December 31, 2007, and gross investment gains of $0.2 million and gross investment losses of $0.7
million on these sales for the year endedDecember 31, 2006.

The followmg table shows the Company s investments’ gross unreahzed losses and fair value at December 31,2008, aggregated by investment
category and length of time that individual securities have been in a continuous unrealized loss position (in thousands).

- Less than-12 months 12 months or more . Total
; ‘ . Unrealized Unrealized : Unrealized
Description of Securities Fair Value Losses Fair Value Losses Fair Value Losses

" State and municipal bonds L “$154,665 . $ (3,052) $21,441 $ (1,499 v $ 176,106 $ (4,546)
US Treasury securities - . ) . 274,891 ey ' o - - 274,891 - (5%
Mortgage-backed securities . 53441 - (4,525) S 27815 (5,956) 81,256 (10,481)
Asset-backed securities ' 46,508 (2,413) " 9,135 (4,483) 55,643 (6,896)
Corporate debt and other securities 78,730 (1,450) 4,063 (1,363) 82,793 (2,813)
Total - $608,235 $(11,494) - $ 62,454 $ (13,296) $ 670,689 $ (24,790)

The unrealized losses presented in thlS table do not meet the criteria for an other- than—temporary 1mpa1rment The unrealized losses are the result
of interest rate movements and significant increases in volatility and liquidity concerns in the securities and credit markets. We intend to hold these
investments for a period of time sufficient to allow for a recovery in market value, which may be maturity.
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During the year énded December 31, 2008, the Company recognized a charge of $36.2 million that consisted of $33.5 million for the other-than-
temporary impairment of investment securities and $2.7 million in realized losses on the sale of securities. The other-than-temporary impairment
charge related to its investments in Lehman Brothers Holdings, Inc. (“Leliman”), certain corporate financial holdings, auction rate securities and
mortgage backed and asset-backed securities. The Company evaluates its investment securities for other-than-temporary declines in value based on
quantitative and qualitative factors:-The cost of investment securities is based upon specific identification. In analyzing individual securities for other-
than-temporary impairments, the Company considers factors affecting the issuer, factors affecting the industry the issuér operates within, and general
debt and equity market trends. The Company also considers the length of time an investment’s fair value has been below its carrying value, the severity
of the decline, the near-term prospects for recovery to cost, and the Company’s intent and ability to hold the investment until maturity or market
recovery is realized. -

The Company recognized impairments related to 31 securities during the third quarter. The Company’s investments in Lehman included fixed
maturity securities with a cost basis of $8.7 million, On September 15, 2008, Lehman filed for bankruptcy protection under Chapter 11 of the United
States Bankruptcy Code. Accordingly, any recovery of the Company’s investments in Lehman is deemed remote and therefore an other-than-temporary
impairment of $8.7 million was fecognized. Additionally, other-than-tethporary impairments recognized in the third quarter of 2008 included charges
for certairi fixed maturity securities, auction rate securities and mortgage and asset-backed securities for which, due to credit downgrades and/or the
extent and duration of their decline in fair value in light of the current market conditions, the Company determined that the impairment was deemed
other-than-temporary.

Any potential recovery of the fair value of these securities-is not expected in the near term and therefore the Company no longer anticipates
holding these securities for a period of time sufficient to allow for any anticipated recovery in fair value. These facts led the Company to conclude that
these investment securities were other-than-temporary impaired. : E o

The Company continues to review its investment portfolios under its impairment review policy. Given the current market conditions and the
significant judgments involved, there is a continuing risk that further declines in fair value may occur and additional other-than-temporary impairments
may be recorded in future periods. oo

Through its acquisition of First Health on January 28, 2005, the Company acquired eight separate investments (tranches) in a limited liability
company that invests in equipment that is leased to third parties. The total investment as of December 31, 2008 was $49.5 million and is accounted for
using the equity method. Coventry’s proportionate share of the partnership’s income was $5.4 million, $4.5 million and $6.7 million for the periods
ended December 31, 2008, 2007 and 2006, respectively, and are included in other income. Coventry has between a 20% and 25% interest in the limited
partners share of each individual tranche of the partnership (approximatety 10% of the total partnership). .

Through its acquisition of Vista on September 10, 2007, the Company acquired a 50% investment in Carefree Insurance Services (“Carefree”).
Carefree performs marketing and sales of several Individual and Medicare products. As of December 31, 2008, the Company’s total investment was,
$4.1 million and is accounted for using the equity method. o

SFAS No. 157 establishes a three-tier fair value hierarchy, which prioritizes the inputs used in measuring fair value. These tiers include: Level 1 -
defined as observable inputs such as quoted prices in active markets; Level 2 - defined as inputs other than quoted prices in active markets that are
cither directly or indirectly observable; and Level 3 - defined as unobservable inputs in which little or no market data exists, thetefore requiring an
entity to develop its own assumptions.- : :

The foilowing table presents the fair value hieiarchy for the Company’s financial assets measured at fair value on a recurring basis at December
31, 2008 (in thousands): -

Quoted Prices in Active

Markets for Identical Significant Other . Significant
) Assets Observable Inputs Unobservable Inputs
Total Level 1 Level 2 Level 3
Available-for-sale securities $ 1,994,427 $ 463910 - $1,507,362 ) $ 23,155
Cash and cash equivalents - 1,123,114~ - < 609,195 513,919 -
Total $ 3,117,541 '$ 1,073,105 - '$2,021,281 $ 23,155

The Company’s Level 1 securities primarily consist of US_ TreasurY'seCurities and cash. The Company determines the estimated fair value for its
Level 1 securities using quoted (unadjusted) prices for identical assets or liabilities in active markets.

The Company’s Level 2 securities primarily consist of government-sponsored enterprise securities, state and municipal bonds, mortgage-backed
securities, asset-backed securities, corporate debt, and money market funds. The Company determines the estimated fair value for its Level 2 securities
using the following methods: quoted prices for similar assets/liabilities in active markets, quoted prices for identical or similar assets in non-active
markets (few transactions, limited information, non-current prices, high variability over time), inputs other than quoted prices that are observable for
the asset/liability (e.g. interest rates, yield curves volatilities, default rates, etc.), and inputs that are derived principally from or corroborated by other
‘observable market data.

The Company’s Level 3 securities primarily consist of corporate financial holdings, auction rate securities and mortgage backed and asset-backed
securities thiat were thinly traded due to market volatility and lack of liquidity. The Company détermines the estimated fair value for its Level 3
securities using unobservable inputs that can not be corroborated by observable market-data including, but not limited to, broker quotes, default rates,
benchmark yields, credit spreads and prepayment speeds. : : : i
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The following table provides a summary of changes in the fair value of the Company’s Level 3 financial assets for the year ended December 31,
2008 (in thousands): =~ ' :

Balance at January 1, 2008 : . .$ 10,797
Transfers in ) o 39,576
Total gains or losses (realized / unrealized) ’
" Impairment and other, net _ (31,880)
-Included in other comprehensive income 192
Purchases, issuances and settlements : 4,470 -
Balance at December 31, 2008 $ 23,155

During the year ended December 31, 2008, the Company’s investments in Lehman, certain corporate financial holdings, auction rate securities
and mortgage backed and asset-backed securities were transferred into Level 3 from Level 2. The transfer in occurred because as of September 30,
2008, some of the inputs used for determining the fair value of these investments were not readily available, primarily quoted prices for similar assets
in an active market. Therefore the fair value of these securities was. determined using observable inputs, interest rates and unobservable inputs such as
credit spreads and non-binding broker quotes. : ¢

G. STOCK-BASED COMPENSATION

As of December 31, 2008, the Company had one stock incentive plan, the Amended and Restated 2004 Stock Incentive Plan (the “Stock Incentive
Plan”) under which shares of the Company’s common stock were authorized for issuance to key employees; consultants and directors in-the form of
stock options, restricted stock and other stock-based awards. Shares available for issuance under the Stock Incentive Plan were 4.6 million as of
December 31, 2008. ‘ ‘

Stock Options

Under the Stock Incentive Plan, the terms and conditions of option grants are established on an individual basis with the exercise price of the
options being equal to not less than 100% of the fair value of the underiying stock at the date of grant. Options generally become exercisable after one
year in 25% increments per year and expire ten years from the date of grant. At December 31, 2008, the Stock Incentive Plan had outstanding options
representing 11.6 million shares of common stock. _

The Company cortinues to use the Black-Scholes-Merton option pricing model and amortizes compensation expense over the requisite service

period of the grant. The fnethodology used in 2008 to derive the assumptions used in the valuation model is consistent with that used in prior years. The
following average values and weighted-average assumptions were used for option grants. '

.

2008 2007 2006
Dividend yield o i ' 0.0% ‘ 0.0% ‘ 0.0%
Risk-free interest rate ) 2.9% 47% 4.9%
Expected volatility 32.3% ) 25.6% i 33.5%
Expected life (in years) .. - - 4.2 4.1 4.0

The Company has not paid dividends in the past nor does it expect to pay dividends in the future. As such, the Company used a dividend yield
percentage of zero. The Company uses a risk-free interest rate consistent with the yield available on a U.S. Treasury note with a term equal to the
expected term of the underlying grants. The expected volatility was estimated based upon a blend of the implied volatility of the Company’s tradeable
options and the historical volatility of the Company’s share price. The expected life was estimated based upon exercise experience of option grants
made in the past to Company employees. ' ‘ '

The Company granted 2.1 million stock options during the twelve months ended December 31, 2008. The Black-Scholes-Merton weighted-
average value of options granted was $13.16, $16.79 and $17.24 per share for the years ended December 31, 2008, 2007 ard 2006, respectively. The
Company recorded compensation expense related to stock options of approximately $35.3 million, $36.1.million, and $30.7 million for the years ended
December 31,:2008, 2007, and 2006, respectively. The total intrinsic value-of options exercised was $10.4 million, $77.9 million and $52.4 million for
the years ended December 31, 2008, 2007-and 2006, respectively. As of December 31, 2008, there was $57.7 million of total unrecognized
compensation cost (net of expected forfeitures) related to nonvested stock option grants which is expected to be recognized over a'weighted average

period of 2.4 years.

The following table summarizes stock opfion activity for the year ended December 31, 2008:

Weighted- Aggregate . Weighted Average
. Average . Intrinsic " "Remaining
Shares Exercise Price Value ' Contractual Life
(in thousands) L * (in thousands) ‘

Outstanding at January 1, 2008 o s 110,870 . $4264

Granted - 2,080 L 84375

Exercised » ' (416) $16.82

Cancelled and expired : (958) - $50.52

Outstanding at December 31, 2008 11,576 T $43.13 $1,599 6.8

Exercisable at December 31,»2008 : 6,732 $38.10 $ 1,544 5.6



Restricted Stock Awards

The Company awarded 1.6 million shares of restricted stock in the twelve months ended December 31, 2008. Of the total restricted stock issued,
approximately 0.7 million shares included performance criteria which were not met and therefore these shares were cancelled. The value of the
Company’s restricted shares is amortized over various vesting periods through 2012. The Company recorded’ compensation expense related to
restricted stock grants, including restricted stock granted in prior periods, of approximately $25.3 million, $28.1 million and $25.0 million for the years
ended December 31, 2008, 2007 and 2006, respectively. The total unrecognized compensation cost (net of expected forfeitures) related to the restricted
stock was $44.0 million at December 31, 2008, and is expected to be recognized over a weighted average petiod of 2.7 years. The weighted-average
fair value of restricted stock granted was $39.06, $59.42 and $50.75 per share for the years ended December 31, 2008, 2007 and 2006, respectively.
The total fair value of shares vested during the years ended December 31, 2008, 2007 and 2006 was. $17.3 million, $39.2 million and $36.1 million,

respectively. _ _ ) ‘
The following table summarizes restricted stock award activity for the year ended December 31, 2008:

- Weighted-Average -

" -Shares - " Grant-Date Fair -
(in thousands)’ -~ Value Per Share
Nonvested, January 1, 2008 v 1,218 $53.38
Granted : 1,563 - " $39.06 -
:Vested - - o ) S (448) g - $49.52 =
Forfeited = . . o @1 $45.72
Nonvestéd, rDecember 31,2008 1,460 $43.80 -

H.INCOME TAXES
- The provision (benefit) for income taxes consisted of the following (in thousands): -

" Years ended December 31,

2008 2007 2006

Current provision: ) ) )

‘Federal S Lo o $222,883 ~ $350,179 .- $314,219

State . o . 35,176 43,614 . . . 36992
Deferred benefit: : o oppilpin e : TR e - .

Federal S (33,009) (21,350) - (13,510)

State - - ) S (1,169) ) ~ (3,667) (1,398)
Income tax expense . : $ 223,881 $ 368,776 - $336,303

The Company’s effective tax rate differs from the federal statutory rate of 35% as a result of the following:

' - Years ended:December 31, -
e it 2008 2007 2006 .
Statutory federal tax rate .~ - - e 3500% . _35.00% . 35.00%

. Effectof: ‘ LT o . : ,
State income taxes, net of federal benefit 420% - .. 2.73% 2.71%.
Tax exempt investment income T (T46%) T (0.68%) 1 (0.60%)
Remuneration disallowed =« <+« oo s e < 0.03% - " 0:35%
Other e e L 0T8%) e (001%) T 0.06%
Effective taxrate = =~ 0 o o S T T3606% i o 37 07% L 37:52%"

At December 31,2008, the Company had:approxirﬁatcly‘ $78 million of federal.anid $17=4'm.ill3idn: sttate tax net operating loss carryforwards. The
Federal net operating losses were acquired through' various: acquisitions. The net operating: loss carryforwards ‘can be'used-to teduce future taxable
income, and expire over varying periods through the year 2027, « i i i it S - oo
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The effect of temp
and 2007 are presented below (in thousands):

orary differences that give rise to significant portions of the deferred tax assets and deferred tax liabilities at December 31, 2008

December 31,
_ 2008 2007
Deferred tax assets:
Net operating loss carryforward $ 31,125 $ 24,732
Deferred compensation 55,999 42,120
Deferred revenue 7,755 2,767
‘Medical liabilities 40,660 65,600
Accounts receivable 5,094 3,472
Other accrued liabilities 32,372 42,378
Unrealized capital losses 9,076 -
Capital loss carryforward 2,476 -
Other assets 2,669 10,918 -
Gross deferred tax assets 187,226 191,987
Less valuation allowance - -
Deferred tax asset 187,226 191,987
Deferred tax liabilities: :
Unrealized gain on securities (5,703) (4,232)
Other liabilities (7,460) 2,295)
Depreciation (19,517) (22,080) -
Intangibles. (204,957) (192,651)
Internally developed software (17,062) (16,747)
Tax benefit of limited partnership investment (56,284) (63,271)
Gross deferred tax liabilities ? (310,983) (301,276)
Net deferred tax liability (U . $(123,757) _ $(109,289)

() Includes $94.0 million and $119.9 million classified as current assets

at December 31, 2008

and 2007, respectively, and ($217.7) million and ($229.2) million classified as noncurrent assets
(liabilities) at December 31, 2008 and 2007, respectively.

No valuation allowance is needed
assets, including net operating losses, is more likely than not due to
positive taxable income as a result of planned business and tax initiatives.

The Company’s current income taxes pdyable have been reduced by
benefits were credited to shareholder’s equity an
respectively.

The Company adopted “Interpretation No. 48 (“FIN 48”), Accounting
109,” which clarifies the accounting for uncertainty in income taxes
January 1, 2007. FIN 48.prescribes a more likely
expected to be taken il 4 tax return. For a tax bene
applicable taxing authorities. The benefit recognized is the amount that has
. tax position. The -change in net assets, becaus
- effect of the change required to be treated as an
was an increase of $3.4 million to the beginning

A reconciliation of the total amounts of unrecognized tax benefits at the beginning and end of

Gross unrecognized tax benefits -'beginning balance
Gross increases to tax positions taken in the current perio
Gross increases to tax positions taken in prior periods
Gross decreases to tax positions taken in prior periods
Decreases relating to settlements with tax authorities
Decreases due to a lapse of statute of limitations
Gross unrecognized tax benefits - ending balance

The total amount of unrecognized tax benefits, as of December 31, 20

million and $17.1 million, respectively. Further, the Company is unaware o
unrecognized tax benefits will significantly increase or decreas

for 2008 and 2007 deferred tax assets because the Company believes that the realization
the fiiture reversals of existing taxable temporary differences,

d amounted to $385 thousand and $31.5 million for the years en

¢ of applying this pronouncement, is consi
adjustment to the opening balance of retaine
balance of retained earnings for the year ended December 31, 2007.

of the deferred tax
and expected future

tax benefits resulting from equity based compensation transactions. These

ded December 31, 2008 and 2007,

for Uncertainty in':Income Taxes--an Interbretation of FASB Statement No.

recognized in the financial statements in accordance with SFAS No. 109 on
than not threshold for financial statement recognition and measurement of a tax position taken or
fit to be recognized, a tax position must be

more likely than not to be sustained upon examination by
a greater than 50% likelihood of being realized upon final settlement of the
dered.a change in accounting principle with the cumulative
d earnings. The cumulative effect of implementing FIN 48

2008 and 2007 is as follows:

Unrecognized Tax Benefits

2008 2007

(in millions)

$ 835 $ 785

d 25.4 63.5

14.5 -

(68.6) (53.1)

0.9) -

2.0 (54)

$ 51.8 $ 835

08 and 2007, that if recognized would affect the effective tax rate was $32.4

f any positions for which it is reasonably possible that the total amounts of

e within the next twelve months.

.
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Penalties and tax-related interest expense are reported as a component of income tax expense. As of December 31, 2008 and 2007, the total
amount of income tax-related accrued interest and penalties, net of related tax benefit, recognized in the statement of financial. position was $9.6
million and $10.2 million, respectively. For the years ended December 31, 2008 and 2007, the total amount of income tax-related accrued interest and
penalties, net of related tax benefit, recognized in the statement of operations was $2.4 million and $4.5 million, respectively.

The Company is regularly audited by federal, state and local tax authorities, and from-time to time these audits result in proposed assessments. Tax
years 2005-2007 remain open to examination by these tax jurisdictions. The Company believes appropriate provisions for all outstanding issues have
been made for all jurisdictions and all open years.

During the year ended December 31, 2008, the Internal Revenue Service (“IRS”) completed its examination of the income tax returns of First
Health Group Corporation (“FHGC) for all years through 2004. As of December 31, 2008, the IRS was in the process of examining FHGC’s income
tax returns for the short year ended January 28, 2005, the date of FHGC’s merger with the Company. '

As of December 31, 2008, the IRS is examining the Company’s income tax returns for the years ended December 31, 2005 and December 31,
2006. Additionally, the Company settled certain income tax examinations with various state and local tax authorities. ‘Tax assessed as a result of these
examinations, if any, was not material. FHGC is also subject to ongoing examinations by state tax authorities for pre-acquisition years. The Company
believes that adequate accruals have been provided for all FHGC open tax years.

I. EMPLOYEE BENEFIT PLANS

Employee Retirement Plans

As of December 31, 2008, the Company sponsored one defined contribution retirement plan qualifying under the Internal Revenue Code Section
401(k): the Coventry Health Care, Inc. Retirement Savings Plan (the “Savings Plan”). All employees of Coventry Health Care, Inc. and employees of
its subsidiaries can elect to participate in the Savings Plan. T. Rowe Price is the custodial trustee of all Savings Plan assets, participant loans and the
Coventry Health Care, Inc. common stock in the Savings Plan. The Coventry Health Care Workers Compensation, Inc. 401(k) and Profit Sharing (the
“Workers Compensation Plan™) had merged with and into the Savings Plan effective January 1, 2008. Fidelity Investments was the custodial trustee of
all' Workers Compensation Plan assets and participant loans until January 2, 2008 when the assets were wired to T. Rowe Price. T. Rowe Price became

“the custodial trustee of the Workers Compensation Plan assets and participant loans on January 2, 2008 when the Workers Compensation Plan assets
merged with and into the Savings Plan upon receipt from Fidelity, - i o

Under the Savings Plan, participants may defer up to 75% of their eligible compensation, limited by the maximum compensation deferral amount
permitted by applicable law. The Company makes matching contributions in the Company’s common stock equal to 100% of the participant’s
contribution on the first 3% of the participant’s eligible compensation and equal to 50% of the participant’s contribution on the second 3% of the
participant’s eligible compensation. Participants vest immediately in-all safe harbor matching contributions. The Savings Plans permits all participants
regardless of service to sell the employer match portion of the Coventry common stock in their accounts, during certain times of the year, and transfer
the proceeds to other Coventry 401(k) funds of their choosing. All.costs of the Savings Plan are funded by the Company and participants as they are
incurred. - . . . .

Under the Workers Compensation Plan, participants could deferip to 25% of their eligible compensation, limited by the maximum compensation
deferral amount permitted by applicable law. The Company will'' make a discretionary employer’ matching contributions for the 2008 plan year.
Participants are 100% vested in the Company’s matching contributions, All costs of the Workers Compensation Plan are funded by the Company and
participants as they are incurred. ' : o ‘ o ~

. As a result of corperate acquisitions and transactions, the Company has acquired entities that have sponsored other qualified plans. All qualified
plans sponsored by the acquired subsidiaries of the Company have either terminated or merged with and into the Savings Plan. The cost of the Savings
~ Plan, including the acquired plans, for 2008, 2007 and 2006 was approximately $3 1.5 million, $21.6 million, and $18.9 million, respectively,

401(k) Restoration and Deferred Compensation Plan

As of December 31, 2008, the Company>wasvthe*sponsor of a'401(k) Restoration‘and Deferréd Compensation Plan (“REST ORE”). Under the
RESTORE, participants may defér up to 75% of their base salary and-up to 100% of any bonus awarded: The Conipany makes matching-contributions
equal to 100% of the participant’s contribution ‘on the first 3% of the patticipant’s compensation and '50% of the participant’s contribution on the
second 3% of the participant’s compensation. Participants vest in*the Company’s matching ‘contributions ratably over two years. All costs of the
RESTORE are funded by the Company as they are incurred. . ., .. . L R T S TSP e

The cost, principally employer ‘hatching contributions, of the RESTORE chatged to opérationis for 2008, 2007 and 2006 was $0.2 million, $1.8
million and $1.2 million, respectively. . R S : o TR ' v ’

Executive Retention Plans ‘ ,

‘As of December 31, 2008, the Company was the sponsor of a deferred Iéérhpéns‘aiibh'piéh that is designed to promote the retention of key senior
management and to recognize their strategic importance to the Company. During 2006, two similarly designed plans were settled and paid out. The

fixed dollar and stock equivalent allocations charged to operations for these plans wete $1.1 million, $2.9 million, and $5.0 million in 2008, 2007 and
2006, respectively, and the liability for these plans ' was $3.6 million and $4.2 million at December 31, 2008 and 2007, respectively.

Stock Incentive Plan

For information regarding the Company’s stock-based compensation, please Tefer to Note G, Stock-Based Compensation, to the notes to the
consolidated financial statements. ‘
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J.DEBT ' , ;
The Company’s outstanding debt was as follows at December 31, 2008 and 2007 (in thousands):

- December 31, December 31,
S 2008 2007

5.875% Senior notes due.1/15/12 : } : $ 250,000 $ 250,000
6.125% Senior notes due 1/15/15 - 250,000 250,000
5.95% Senior notes due 3/15/17, net of repurchases and 388,816 398,637

unamortized discount of $1 ,184 at December 31, 2008 . : . '
6.30% Senior notes'due 8/15/14, net of unamortized discount - - 398,627 . 398,384

© of $1,373 at December 31, 2008 I - "

Revolving Credit Facility due 7/11/12, 2.54% weighted ' 615,029 . .365,000

average interest rate for the period ended December 31, 2008 ‘ :
Total Debt i : $1,902,472 - $.1,662,021

On February 15, 2007, the Company redeemed all $170.5 million of its remaining outstanding 8.125% Senior Notes due February 15, 2012
originally sold on February 1, 2002. The Company redeemed the notes at a redemption price equal to 104.1% of the principal amount plus interest
accrued on the redemption date. As a result of the redemption; the Company recognized $6.9 million. of interest expense.for the premium paid on
redemption and wrote off $2.2 miilion of deferred financing costs related to the senior-notes. The funds for payment of the redemption price were
provided by cash on hand. ; : ‘

On March 20, 2007, the Company completed the sale of $400 million aggregate prin¢ipal amount of its 5.95% Senior Notes due March 15, 2017
(the “10-year Notes™) at the issue price of 99.63% per Note. The 10-year Notes are senior unsecured obligations of Coventry and rank equally with all
of its other senior unsecured indebtedness. As of December 31, 2008, the fair value was $202.8 million. o . : .

On July 11, 2007, the Company executed an Amended and Restated Credit Agreement (the “Credit Facility””). The Credit Facility provides for a
five-year revolving credit facility in the principal amount of $850.0 million, with the Company having the ability to request an increase in the facility
amount up to an aggregate principal amount not to exceed $1.0 billion. The obligations under the Credit Facility are general unsecured obligations of
the Company. The Company drew $80.0 million under the Credit Facility to pay off the Company’s remaining $80.0 million balance on its five-year

term loan that was originally entered into during 2005 and drew an additional $285.0 million to help fund the Yista acquisition payment.

On August 27, 2007, the-'Compé‘_hy"comp‘leted the sale of $400 m‘illi'on'agé.regate principal amount of its 6.30% Semior Notes due 2014 (the “7-
year Notes™) at the issue price of 99.575% per Note. The 7-year Notes are. senior unsecured obligations of Coventry and rank equally with all of its
other senior unsecured indebtedness. As of December 31, 2008, the fair value was $244.5 million. ) o .

On January 28, 2005, the Cofnpany completed the private placement of $250 million ya‘gg’regAate principal amount of 5_.875% senior notes due 2012

and $250 million aggregate principal amount of 6.125% senior notes due 2015. The senior notes are general unsecured obligations of the Company and

rank equal in right of payment to all of the Company’s existing and future senior debt. As of December 31, 2008, the fair value of the 5.875% senior
notes and the 6.125% senior notes was $194.1 million and $150.0 million, respectively. S

During November and Decembér 2008, the Company repuféhased a’tot'al'of $‘10.0 miillion of its outstanding 5.95% Senior Notes due March 15,
2017. . i _ e

~ On October 3, 2008, the Company drew down $543.5 million from:its Revolving Credit Facility and repaid $103.5 million of this amount on
October 10, 2008. The remaining $440.0 million will beused to optimize the Company’s liquidity position during the current uncertain macroeconomic
environment and potentially for general corporate purposes. Also, from time to time throughout 2008 the Company drew down amiounts as needed and
repaid certain amounts on its Revolving Credit Facility for general corporate purposes. Co .

0 The Company’s senior notes dated January 28, 2005 and credit facilities require compliance with a leverage ratio. All of its senior notes and credit
.facility contain certain covenants and restrictions regarding additional debt, dividends or other. restricted - payments, transactions with affiliates,

_ disposing of assets and in some cases provide for debt repayment upon consolidations or mergers. As of December 31, 2008, the Company was in
compliance with the applicable covenants under the senior notes and credit facility. - - v »

Loans under the new credit facilities bear interest at a margin or spread in excess of either (1) the one-, two-, three-, six-, nine-, or twelve- month
rate for Eurodollar deposits (the “Eurodollar Rate™) or (2) the greater.of the federal funds rate plus 0.5% or the base rate of the Administrative Agent
(“Base Rate”), as selected by the Company. The margin or spread depends on the Company’s non-credit-enhanced long-term senior unsecured debt
ratings and varies from 0.350% to 1.000% for Furodoilar Rate advances and from 0.000% to 0.500% for Base Rate advances.

As of December 31, 2008, the aggregate maturities of debt based on their contractual terms, including unamdrtized discount, aré as follows (in
thousands): ' SRR . e M. I ) o

" Year " Amount . _

2009 . ¢ 5 -
2010 o .
2011 T
2012 865,029 -
2013 .
Thereafter 1,040,000
Total $ 1,905,029
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K. COMMITMENTS AND CONTINGENCIES -

As of December 31, 2008, the Company is contractually obligated to make the following minimum lease payments within the next five years and
thereafter (in thousands): - : S

Lease Sublease - Net Lease.
Payments Income Payments
- 2009 $ 37,921 $ (2,885) $ 35,036
2010 31,573 ’ (2,031 : 29,542
2011 27,406 - (1,710) 25,696 ¢
2012 - 21,973 (1,475) - 20,498
2013 13,219 - (777) 12,442
Thereafter 26,786 (1,394) 25,392
Total $ 158,878 $(10,272) $ 148,606

The Company operates in leased facilities with original lease terms of up to thirteen years with options for renewal. Total rent expense was $40.8
million, $33.1 million and $30.3 million, for the years ended December 31, 2008, 2007 and 2006, respectively.

. Légal Proceedings

" In the normal course of busiriess, the Company has been named as a defendant in various legal actions such as actions seeking payments for claims
denied by the Company, medical malpractice actions, employment related claims and other various claims seeking monetary damages. The claims are
in various stages of proceedings and some may ultimately be brought to trial. Incidents occurring through December 31, 2008 may result in the
assertion of additional claims. The Company maintains géneral liability, professional liability and employment practices liability insurances in amounts
that it believes are appropriate, with varying deductibles for which it maintains reserves. The professional liability and employment practices liability
insurances are carried through its captive subsidiary. Although the results of pending litigation are always uncertain, the Company does not believe the
results of‘such actions currently threatened or pending; including those described below, will individually or'in the aggtegate, have a material adverse
effect on its consolidated financial position or results of operations. _ "

- The Company was a defendant in the provider track of the In Re: Managed Care Litigation filed in the. United States District Court for the
Southern District. of Florida, Miami Division, Multi-District Litigation (“MDL”), No. 1334, in the action captioned, Charles B. Shane., et al., vs.
Humana, Inc., et al. The trial court granted summary judgment in favor of the Company on all claims asserted in the litigation. The Eleventh Circuit
Court of Appeals affirmed the trial court’s order granting summary. judgment. The Shane lawsuit has triggered the. filing of copycat class action
complaints by other health care providers such as chiropractors, podiatrists, acupuncturists and other licensed health care, professionals. Each of these
actions has been transferred to the MDL and has been designated as “tag-along” actions. There are three tag-along actions currently filed against the
Company. The trial court had entered an order which stayed all proceedings in these tag-along actions. Recently, the trial court requested the parties in
the tag-along actions to refile all motions pending at the time of the stay and to file any new motions. On July 14, 2008, the trial court entered an order
in the Harrison vs. Coventry Health Care of Georgia, Inc. (“CHCGA?”) tag along action which dismissed all of the plaintiffs’ claims except their breach
of contract claim which the court ordered to arbitration. In addition, the court deferred to the arbitrator for decision, the Company’s affirmative
defenses that the plaintiffs waived their right to arbitration and/or their claim is barred by the doctrines of collateral .estoppel and res judicata. The
Harrison tag along action is a purported class action on behalf of all physicians in Georgia who had written provider contracts with CHCGA. The
plaintiffs allege that CHCGA breached their contracts by not paying statutory interest on claims not adjudicated in compliance with Georgia’s prompt
pay statute. CHCGA denies the allegation. To date, the Harrison plaintiffs have not filed a demand for arbitration. In the two (2) other tag along
actions, Blue Springs Internal Medicine, P.C. et al., vs. Coventry Health Care of Kansas, Inc. and James Mirabile, M.D. et.al., vs.,Coventry Health Care
of Kansas, Inc., the trial court referred each of the plaintiff’s motion to remand to a magistrate Jjudge for a Report and Recommendation. On November
28, 2008, the magistrate judge issued his Report and Recommendation in the Mirabile. action, which denied the plaintiff’s motion to remand. Mirabile
has filed an objection to the magistrate’s Report and Recommendation. The district court in the Mirabile action, by order dated February 18, 2009,
adopted the magistrate judge’s Report and Recommendation denying the plaintiff”’s motion to remand the lawsuit back to state court. On December 8,
2008, the magistrate judge issued his Report and Recommendation in the Blue Springs action, which denied the plaintiff’s motion to remand. By order
dated January 23, 2009, the district court adopted the magistrate judge’s Report and Recommeéndation in'the Blue Springs action. Although the
Company can not predict the outcome, it believes that the tag-along actions will not have a material adverse effect on its financial position or the results

of operations. The Company also believes that the claims asserted in these lawsuits are without merit and intends to.defend its position.

The Company has received a subpoena from the U:S. Attorney for the District of Maryland, Northem Division, requesting information regarding
the operational process for confirming Medicare eligibility for the Workers Compensation set-aside product. The Company is fully cooperating and is
providing the requested information. The Company can not predict what, if any,-actions may.be taken by the U.S. Attorney. However, based on the
information known to date, the Company does not believe that the.outcome of this inquiry will have a material adverse effect on its financial position or
results of operations. ‘ i

Capitation Arrangements

- A small percentage of the Company’s membership is covered by global capitation arrangements. Under the typical -arrangement, the provider
receives a fixed percentage of premium to cover all the medical costs provided to the globally capitated members. Under some capitated arrangéments,
physicians may also receive additional compensation from risk sharing and other incentive arrangements. Global capitation arrangements limit the
Company’s exposure to the risk of increasing medical costs, but expose the Company to risk as to the adequacy’ of the financial and medical care
resources of the provider organization. In addition to, global capitation arrangements, the Company has capitation arrangements for ancillary services,
such as mental health care. The Company is ultimately responsible for the coverage of its members pursuant to the customer agreements. To the extent
that the respective provider organization faces financial difficulties or otherwise is,unable to perform its obligations under the capitation arrangements,
the Company will be required to perform such obligations. Consequently, the Company may have to incur.coests in excess of the amounts it would
otherwise have to pay under the original global or ancillary -capitation.arrangements. Medical costs associated with capitation arrangements made up
approximately 4.1%, 4.9%, and 6.1% of the Company’s total medical costs for the years ended December 31, 2008, 2007 and 2006, respectively.
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L. CONCENTRATIONS OF CREDIT RISK

The Company’s financial instruments that are exposed to credit risk consist primarily of cash equivalents, investments in fixed income securities
and accounts receivable. The Company invests its excess cash in state and municipal bonds, U.S. Treasury and agency securities, mortgage-backed
securities, asset-backed securities, corporate debt and other securities. Investments in marketable securities are managed within guidelines established

by the Board of Directors, which only allow for the purchase of investment-grade fixed income securities and limits exposure to any one issuer. The
fair value of the Company’s financial instruments is equivalent to their carrying value. There is some credit risk associated with these instruments.

Concentration of credit risk with respect to receivables is limited due to the large number df customers comprising the Company’s customer base
and their breakdown among geographical locations. The Company believes the allowance for doubtful accounts adequately provides for estimated
losses as of December 31, 2008. The Company has a risk of incurring losses if such allowances are not adequate.

M. STATUTORY INFORMATION

The Company’s tegulated HMO and .insurance company subsidiaries are required by state regulatory agencies to maintain minimum surplus
balances, thereby limiting the dividends the parent may receive from its regulated entities. During 2008, the Company received $332.1 million in
dividends from its regulated subsidiaries and paid $225.2 million in capital contributions.

The National Association of Insurance Commissioners (“NAIC”) has proposed that states adopt risk-based capital (“RBC”) standards that, if
adopted, would generally require higher minimum capitalization requirements for HMOs and other risk-bearing health care entities. RBC is a method

_ of measuring the minimum amount of capital appropriate for a managed care organization to support its overall business operations in consideration of
its size and risk profile. The managed care organization’s RBC is calculated by applying factors to various assets, premiums and reserve items. The
factor is higher for those items with greater underlying risk and lower for less risky items. The adequacy of a managed care organization’s actual capital

can then be méasured by, a comparison to its RBC as determined by the formula. The Company’s health plans are required to submit an RBC report to
the NAIC and their domiciled state’s department of insurance with their annual filing. ’

Regulators will use the. RBC ‘results to determine if any regulatory actions are required. Regulatory actions that could take place, if any, range
from filing a financial action plan explaining how the plan will increase its statutory net worth to the approved levels, to the health plan being placed
under regulatory control.

The majority of states in which the Company operates health plans have adopted a RBC policy that recommends the health plans maintain
statutory reserves at or. above the ”Company Action Level,” which is currently equal to 200% of their RBC. The State of Florida does not currently-use
RBC methodology in its regulation of HMOs. Some states, in which the Company’s regulated subsidiaries operate, require deposits to be maintained

with the respective states’ departments of insurance. The table below summarizes the Company’s statutory reserve information as of December 31,
2008 and 2007 (in millions, except percentage data). : .

2008 i 2007

i (unaudited) .

Regulated capital and surplus .. ; $1,2994 $ 1,209.6

- 200% of RBG.@D) . . - $ 657.7 $ 5622

. ‘Excess capital and surplus above 200% of RBC @by . . $ 6417 - $ 6474
. Capital and surplus as percéntage of RBC @) . = - - 395% : 430% -
. Statutory deposits = .t - G 8% 665 - A $ 644

. @Unaudited . -

®) As mentioned -above, the State of Florida does not have a RBC requirement for its fegulated HMOs.
-+ .. Accordingly, ‘the-statutory reserve information provided: for Vista is based on the actual statutory minimum
: > capital requiredrby‘the'State'ofFlorida.' oo ST o S .

o :’_ The inér,véa'_s-e_. 1n Eaéitail and surplus for kou’rki"élg‘ula‘téd_' s\ibéic.iiaﬁés‘ is a result ;of .ngt_eam\ixjgs and capital contributions made by the parent company,
 partially offset by, dividends paid to the parent company. .. - ' | | :

- Webeliéve that all ‘Sl}bsidiaﬁes"Wh-ich‘inéur' medical claims maintain more than adequate liquidity and capital fesources to' meet these short-term
obligations as a matter of both Coimpany policy and:applicable department of insurance regulations: :

Excluding funds ‘held ‘by entities subjectto- regulation and excluding our equity method investments, we had cash and-investments of
approximately $549.9 million and $436.2 million-at December 31, 2008 and 2007; respectively: The increase was primarily due to dividends received
fromour ‘regulated subsidiaries -and additional’ borrawings -on-our credit facility. These were. partially offset by payments for MHNet and GDS
acquisitions, capital infusiotis init:our subsidiaries; and payments'made for share repurchases: - - ' )

N. OTHER INCOME
Other income for the years ended December 31, 2008, 2007 and 2006 includes interest income, net of fees, of approyihnatcl)‘r' $104.6 "million,

$138.7 million and $101:5 niillion, respectively. For the year ‘énded Decémber 31, 2008, other income included a charge of $36.2 million that consisted
of $33.5 miillien-for the othe’rathan-temporary'i’iﬂpaiﬁneﬁtfof-‘inveéttnént;éecuri‘ties' and $2.7 millionin realized Iosses on the sale of securities.
0.SHARE REPURCHASE PROGRAM | . = = - - ; '

The Company’s Board of Directors has approved a program'to repurchase its outstanding common stock. Stock repurchases may be made from
time to time'at previiling prices on’the’ dpen: market; by block purchase 6rif private transactions. In May-2008, thé Company’s Board of Directors
approved an-increase t6:the-share répurchase program in-an amount equal t0 5% of the' Company’s then cutstanding common stock, thus increasing the
Company’s repurchase”authorization by 7:5 millien shares. Under’ the sharé repurchase program, the Company purchased 7.3 million shares of the
Company’s common stock during 2008, -4t an-aggtegate cost of $318.0 million; 7.5 million shares during 2007, at an aggregate cost of $429.0 million
and 4.6 million sharés at an aggregate cost of $256:1 million were purchased in 2006. The total remaining common shares the Company is authorized
to repurchase under this program is 6.7 million as of December 31, 2008. Excluded from these amounts are shares purchased in exchange for employee
payroll taxes on vesting of restricted stock awards as these purchases are not part of the program. :
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P. QUARTERLY FINANCIAL DATA (UNAUDITED)

The following is a summary of unaudited quarterly results of operations (in thousands, except per share data) for the years ended December 31,
2008 and 2007. Due to rounding of quarterly results, total amounts for each year may diﬁ'er immaterially from the annual results.

: Quarters Ended :
March 31, ~ June 30, September 30, December 31,
2008 2008 2008 2008
Operating revenues $ 2,940,608 $ 2,977,904 $2,975,285 $ 3,019,848
Operating earnings . 194,323 126,320 167,722 130,964
Earnings before income taxes . 200,850 134,115 135,244 135,568
Net earnings 125,029 83,151 85,474 88,241
Basic earnings per share 0.82 0.55 0.58 0.60
Diluted earnings per share 0.81 0.55 0.58 0.60
“Quarters Ended :
March 31, June 30, September 30, December 31,
- 2007 2007 - 2007 2007
Operating revenues $2,236,497 . $2,332,492 $2,522,648 $2,787,894
Operating earnings . 180,163 222,953 245,868 283,648
Earnings before income taxes . 192,792 242,083 264,980 295,014
Net earnings 121,741 151,302 168,716 184,335
Basic earnings per share 0.78 0.98 : 1.10 - 1.20
Diluted earnings per share 0.76 0.96 1.08 1.18

- Q.RELATED PARTY TRANSACTION

Allen F. Wise, Chief Executive Officer and Director of the Company, owns a majority interest in Health Risk Partners (“HRP™), an organization
that has entered into a contract to perform consulting services for the Company. Two other Directors of the Company .own minority interests in HRP,
Specifically, HRP provides operational consulting, data processing, data reporting, and chart review / coding services, premium reconciliation, and
hierarchical condition categories (“HCC”) revenue compliance related to the Company’s Medicare business. The contract began in 2008 and is
expected to be less than $5.0 million for the year ended December 31, 2008. During 2008, the Company paid approximately $1.1 million to HRP for

services rendered under the contract. -

Item 9: Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None.

Item 9A: Controls and Procedures

Management’s Annual Report on Internal Control over Financial Reporting

Coventry’s management, including the principal executive officer and principal financial officer, is responsible for establishing and maintaining
adequate internal control over financial reporting. Internal control over financial reporting (as defined in Rule 13a-15(f) under the U.S. Securities
Exchange Act of 1934) is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting principles.

Internal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable
detail, accurately and fairly reflect the transactions and dispositions of the Company’s assets; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and that the
Company’s receipts and expenditures are being made only in accordance with authorizations of the Company’s management and directors; and 3)
provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the Company’s assets that
could have a material effect on the financial statements. o . :

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the

degree of compliance with the policies and procedures may deteriorate,

Coventry’s management has performed an assessment of the effectiveness of the ‘Company’s. internal control over financial reporting as of
December 31, 2008 based on criteria established by-the Committee of Sponsoring Organizations of the Treadway Commission (“COSO”™), Internal
Controls — Integrated Framework, and believes that the COSO framework is a suitable framework for such an evaluation. Management has concluded
that the Company’s internal control over financial reporting was effective as of December 31, 2008.

The effectiveness of the Company’s internal control over ﬁnancial reporting as of December 31,-2008 has been audited by Ermnst & Young LLP,
the independent registered public accounting firm-that audited the Compény’s consolidated financial statements for the year ended December 31, 2008,
and their opinion is included in this Annual Report on Form 10-K. ’ !

Disclosure Controls and Procedures

We have performed an evaluation as of the end of the period covered by this febox’c,of the «effectivenessbof our “disclosure controls and

procedures” (as defined in Rule 13a-15(e) promulgated ainder the Securities Exchange Act of 1934), under the supervision and with the participation of

our Chief Executive Officer and our Chief Financial Officer. Based upon our evaluation, our Chief Executive Officer and Chief Financial Officer
concluded that our disclosure controls and procedures are effective. s« - = » R P IDEI Sl e
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Changes in Internal Control over Financial Reporting

There have been no significant changes in our internal control over financial reporting during the quarter ended December 31, 2008 that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting. Changes to certain processes, information
technology systems and other components of internal control over financial reporting resulting from the acquisitions may occur and will be evaluated
by management as such integration activities are implemented.

Report of Independent Registered Public Accounting Firm
The Board of Directors and Stockholders of Coventry Health Care, Inc.

We have audited Coventry Health Care, Inc.’s internal control over financial reporting as of December 31, 2008, based on criteria established in
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria).
Coventry Health Care, Inc.’s management is responsible for maintaining effective internal control over financial reporting and fof its assessment of the

effectiveness of internal control over financial reporting included in the accompanying Management’s Annual Report on Internal Control over
Financial Reporting. Our responsibility is to express an opinion on company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was maintained in all
material respects. Our audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness
exists, testing and evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such other

procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally acecepted accounting principles. A company’s
internal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a
material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.

In our opinion, Coventry Health Care, Inc. maintained, in all material respects, effective internal control ‘over financial reporting as of December 31,
2008, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), Coventry Health Care,
" Inc.’s consolidated balance sheets as of December 31, 2008-and 2007 and the related consolidated statements of operations, stockholders’ equity, and
cash flows for each of the three years in the period ended December 31, 2008 of Coventry Health Care, Inc., and our report dated February 27, 2009
expressed an unqualified opinion thereon. h C

/s/ Ernst & Young LLP
Baltimore, Maryland
February 27, 2009
Item 9B: Other information
Not applicable.. '
PART III
Item 10: Directors, Executive Officers and Corporate Governance.

The information set forth under the captions “Election  of Directors,”. “Section- 16(a) Beneficial Ownership Reporting ‘Compliance,”” and
“Corporate Governance” in our definitive Proxy Statement for our 2009 Anmual Meeting of Stockholders to be held on May 21, 2009, which we intend
to file within 120 days after our fiscal year-end, is .incorporated herein by reference. As provided in General Instruction G(3) to Form 10-K and
Instruction 3 to Item 401(b) of Regulation S-K, information regarding executive officers of our Company is provided in Part I of this Annual Report on
Form 10-K under the caption, “Executive Officers of our Company.”. . - . ST : ‘ : .

Item 11: Executive Compensation.

The information set forth under ‘the captidn 'f‘Ex‘eg’:utivé Compénsatién’* in ‘our definitive Proxy Statement for our 2009 Annual Meeting of
Stockholders to be held on May 21, 2009, which we intend to file within 120 days after our fiscal year;end, is incorporated herein by reference.

Ttem 12: Security Ownership of Certain Benéﬁciai Owners and Management and Related Stockhblder Mattefs.

The information set forth under the captions, “Executive Compensation,” “Stock Ownership of Principal Stockholders, Directors and Executive

Officers” and “Equity Compensation Plan Information,” in our Proxy Statement for our 2009 ‘Annual Meeting of Stockholders to be held on May 21,
2009, which we intend to file within 120 days after our fiscal year-end, is incorporated herein by reference.
Item 13: Certain Relationships and Related Transactions, and Director Independenée.

The information set forth under the captions, “Transactions With Related Persons, Promoters and Certain Control Persons” and “Corporate
Governance,” in our definitive Proxy Statement for our 2009 Annual Meeting of Stockholders to be held on May 21, 2009, which we intend to file
within 120 days after our fiscal year-end, is incorporated herein by reference. ‘
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Item 14: Principal Accountant Fees and Services

The information set forth under the captions, “Fees Paid to Independent Auditors” and “Procedures for Pre

-approval of Independent Auditos

Services™ in our definitive Proxy Statement for our 2009 Annual Meeting of Stockholders to b¢ held on May 21, 2009, which‘wevintend to file withir

120 days after our fiscal year-end, is incorporated herein by reference.
PART 1V
Item 15: Exhibits, Financial Statement Schedules

(a) 1. Financial Statements

. Form 10-K
Pages .
Report of Indeiaendent Registered Public Accounting F1rm » 34
Consolidated Balance Sheets, Pecember 31, 2008 and 2007 ’ 35
Consolidated Statements of Operations for the Years Ended December 31, 2008, 2007 and 2006 36
» Consolidated Statements of Stockholders’ Equity for the Years Ended December 31, 2008, 2007 'and’ 2006 » 37
Consolidated Statements of Cash Flows for the Years Ended ‘December 31; 2008, 2007 ;md 2006 38
‘Notes' fo -’Coﬁsolidated Financial Statement's, December 31,.2008, 2007 and 2006 . 39
2. Financial Statement Schedules
- None
3. Exhibits Required To Be Filed By Item 601 Of Regulation S-K
Exhibit Description of Exhibit
gll,. . Membership Interest Purchase Agreement among Steven M. Scott and Rebecca J. Scott, as tenants by the entirety, Rebecca J. Scott

FHPA Trust, Florida Health Plan Administrators, LLC and Coventry Health Care, Inc, dated as of July 6, 2007 (Incorporated by

. reference to Exhibit 2.1 to Coventry’s Current Report on Form 8-K filed July 12, 2007).

3.1 Restated Certificate of Incorporation of Coventry Health Care, Inc. (Incorperated by reference to Exhibit 3.1 to Coventry's Quarterly

Report on Form 10-Q for the quarter ended June 30, 2006, filed on August 9, 2006).

32 Amended and Restated Bylaws of-Coventry Health Care,»Inca,(IncorpOrafed;by refer:e'nc‘:e‘ to fExHibit “3:210 Cdyeﬁtry%é Current Report

on Form 8-K filed on August 22, 2008).

41 Specimen Common Stock Certificaté (Incorporated by reference to Exhibit 4.1 to Coveéntry's Annual Répt)rt on Form 10K for the

fiscal year ended December 31, 2003, filed on March 9, 2006).

42 Indenture dated as of Februéry 1, 2002 between Coventry Health Care, Inc., as .

(Incorporated by reference to Exhibit 4.9 to Coventry's Form S-4, Registration Statement No. 333-83106).

Issuer, and First Union Nat

ional Bank, as Trustee

4.3 * Form of Note issued pursuant to the Indenture dated as of February 1, 20(')'2( b"et\\veéﬁ C()ven,ti"y Health Care, I'nc’.‘,'l‘ds" Issuer, and First
*~ 'Union National Bank, as Trustee (Incorporated by reference to Exhibit 4.9 to Coventty's F(')m_z; S-4, Registration Statement No. 333-

83106).

44 " Indenture for the 20 12 Notes, dated as of Janilaify 28, 2005, between Coventry and.‘WadhO\»_iia Baﬁk, Néﬁohal Association, a national

banking association, as Trustee (Incorporated by reference to Exhibit 4.1 to Coventry’s Current Réport on Form 8

28, 2005).

gy

-K filed on January

4.5 Form of Note for the 2012 Notes issued pursuaht to the Indenture dated as of Jz,inuary,ZS,,ZQQ_S between Coventry Health Care, Inc.,
as Issuer, and Wachovia Bank, National Association, as Trustee (Incorporated by reference, to Exhibit 4.1 to Coventry’s Current

Report on Form 8-K filed on January 28, 2005).

- N . . . . R S T, v PO A e b e e T T :
4.6 Indenture for the 2015 Notes, dated as of January 28, 2005, between Coventry.and Wachovia Bank, National Association, a national
banking association, as Trustee (Incorporated by reference to Exhibit 4.2 to Coventry’s Current Report on Form 8-K filed on January
28, 2005). ' o S et gn e ' :
4.7 Form of Note for the 2015 Notes. issued pursuant to the Indenture dated as «of January 28, 2005, between, Coventry Health Care, Inc.,

as Issuer, and Wachovia Bank, National Association, as: Trustee (Incorporated by reference to Exhibit 4.2 to, Caventry’s Current

“ Report on Form 8-K filed on January 28, 2005).

4.8 Registration Rights Agreemeni for the 2012 Notes, dgvted“q:s; of January 28, 2005,byandamongCoventryandLehman Brothers Inc.,

CIBC World Markets Corp., ABN AMRO Incorporated, Banc of America Securities LLC, Wachovia

Securities and Piper Jaffray &

Co. (Incorporated by reference to Exhibit 4.3 to Coventry’s Current Report on Form 8-K filed on January 28, 2005).
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10.1

10.2
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104

105 7

10.6

10.7

10.8

10.9

10.10
1011

10.12 .

10.13

10.14

Registration Rights Agreement for the 2015 Notes, dated as of January 28, 2005, by and among Coventry and Lehman Brothers Inc.,
CIBC World Markets Corp., ABN AMRO Incorporated, Banc of America Securities LLC, Wachovia Securities and Piper Jaffray &
Co. (Incorporated by reference to Exhibit 4.4 to Coventry’s Current Report on Form 8-K filed on January 28, 2005):

Indenture dated as of March 20, 2007 between Coventry Health C_are,' Inc., as Issuer, and The Bank of New York, as Trustee
(Incorporated by reference to Exhibit 4.1 to Coventry’s Current Report on Form 8-K, filed on March 20, 2007).

Officer’s Certificate pursuant to. the Indenture dated March 20, 2007 (Incorporated by reference to Exhibit 4.2 to Coventry’s Current
Report on Form 8-K filed March 20, 2007). o

" Global Note for the 2017 Notes, dated as of March 20, 2007 between Coventry Health Care, Inc., as Issuer and The Bank of New

York, as Trustee (Incorporated by reference to Exhibit 4.3 to Coventry’s Current Report on Form 8-K filed March 20, 2007).

First Supplemental Indenture dated as of August 27,2007 among Coventry Health Care, Inc., as Issuer and Union Bank of California,
as Trustee (Incorporated by reference to Exhibit4.1 to Coventry’s Current Report on Form 8-K filed on August 27, 2007).

Officer’s Certificate pursuant to the Indenture dated August 27, 2007 (Incorporated by reference to Exhibit 4.2 to Coveniry’s Current

‘Report on Form 8-K filed August 27, 2007).

Global Note for the 2014 Notes, dated as of August 27, 2007 between Coventry Health Care, Inc., as Issuer and Union Bank of
California, as Trustee (Incorporated by reference to Exhibit 4.3 to Coventry’s Current Report on Form 8-K filed March 20, 2007).

Amended and Restated Credit Agreement dated July 11, 2007, by and among Coventry Health Care, Inc., as borrower, ‘with several
banks and other financial institutions or entities from time to time parties thereto, Citibank, N.A., as Administrative Agent, J.P.
Morgan Chase Bank, N.A., as Syndication Agent, Deutche Bank Securities Inc., Lehman Brothers Commercial Bank, and The Royal
Bank of Scotland PLC, as' Co-Documentation’ Agents, and Citigroup Global Markets Inc. and J.P. Morgan Securities Inc., as Joint
Lead Arrangers and Joint Bookrunners (Incorporated by reference to Exhibit 10.1 to Coventry’s Current Report on Form 8-K filed
July 17, 2007).

Employment Agreement between Coventry Health Care, Inc. and Dale B. Wolf, dated as of December 19, 2007, effective January 1,
2008 (Incorporated by reference to Exhibit 10.1 to Coventry’s Current Report on Form 8-K filed on December 20, 2007).

Employmeﬁt Agreement between Coventry Health Care, Inc. and Thomas P. McDonough, dated as of December 19, 2007, effective
January 1, 2008 (Incorporated by reference to Exhibit 10.3 to Coventry’s Current Report on Form 8-K filed on December 20, 2007).

- Employment Agreement between Coventry Health Care, Inc. and Shawn M. Guertin, dated as of December 19, 2007, effective

January 1, 2008 (Incorporated by reference to Exhibit 10.2 to Coventry’s Current Report on Form 8-K filed on December 20, 2007).

Employment Agreement between Coventry Health Care, Inc. and Francis S. Soistman, dated as of December 19, 2007, effective
January 1, 2008 (Incorporated by-reference to Exhibit 10.4 to Coventry’s Current Report on Form 8-K filed on December 20, 2007).

Employment Agreement between Coventry Health Care, Inc. and Thomas C. Zielinski, dafed as of December 19, 2007, effective
January 1, 2008 (Incorporated by reference to Exhibit 10.8 to Coventry’s Form 10-K _for the fiscal year ended December 31, 2007,
filed on February 28,2008). : s . S o o

Form of Executive Employment Agreement executed by the following executives upon terms substantially similar, except as to
compensation, dates of employment, and position: Vishu Jhaveri, M.D., Executive Vice President and Chief Medical Officer; E.
Harry Creasey, Senior Vice President, Network Management;' Patrisha L. Davis, Senior Vice President and Chief Human Resources
Officer; Maria Fitzpatrick, Senior Vice President and Chief Information Officer; and John J. Ruhlmann, Senior Vice President and
Corporate Controller (Incorporated by referénce to Exhibit 10.9 to Coventry’s Form 10-K for the fiscal year ended December 31,
2007, filed on February 28, 2008). ' ’ , B - o L

Agreement effective as of June 17, 1999, executed by James E. McGarry and Coventry Health Care; Inc. (Incorporated by reference

to Exhibit 10.3 to the Company’s Quarterly Report on Form 10-Q for the quarter ended June 30, 1999).

Summary of Named Executive Officers’ Compensation.

Compensation P,r‘ogram’fofr' Non:Employee Directors, éﬁ;’ective"ja’miafyh'f,' 2006 (Incpfp'qrat'ed by reference to. Exhibit 10.1 to
Coventry’s Current Report on Form 8-K filed on November 10, 2005)." | . o . :

Deferred Corriper_gsatior_l Plan for Non-Employee Directors, effective January 1, 2006 (Incorporated by reference to Exhibit 10.13 to
Coventry's Annual Report on Form 10-K for the fiscal year ended December 31, 2005, filed on March 9, 2006).

~ Summary of Non-Employee Directors’ Compensation.

Coventry Corporation 1997 ‘S,tdc_’kv_rlr’lcer_lti\}e Plan, as amended (Incorporated by refererice to Exhibit 10.29 td Coventry Corporation's
Annual Repott on Form'10-K for the fiscal year endéd December 31,1997). S o

Coventry Health Care, Inc. Amended and Restated 1998 Stock Incentive Plan, amended as of June 5, 2003 (Incorporated by
reference to Exhibit 10.15 to Coventry's Annual Report 6n Form 10-K for the fiscal year ended December 31, 2003, filed on March
10,2004). -~ ST TR AT ‘ 20
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10.15
10.16.1
10.16.2
. 10.16.3
10.16.4
10.l6>.5
10.16:6
10.1.7

10.18

10.19

10.20

10.21.1
10.21.2
10.21.3

12

14

21

23

31.2.
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fiscal year ended December 31, 2007, filed on February 28, 2008).

Amended Coventry Health Care, Inc: 2004 Incentive Plan (Incorporated by reference to Exhibit 10.1 to Coventry's Quarterly Report
on Form 10-Q for the quarter ended September 30, 2006, filed on'Novembelj 8, 2006). . - T o

Form of Coventry -Health-.Care, Inc. Non-Qua!iﬁéd 'Stock Option Agreement (Incofporated by reference to Exhibit 10.18 to
Coventry's Annual Report on Form 10-K for the fiscal year ended December 31, 2004, filed on March 16, 2005).

Form of Amendment to Coventry Health Care, Iné. Non-Qualiﬁéd Stock Option Agreement (Incorporated by reference to Exhibit

_10.2 to Coventry's Annual Report on Form 10-K for the fiscal year-ended December 31, 2005, filed on March 9, 2006).

Form of Coventry 'Health.Cére, Inc. Restricted Stock Award Agreement (Incorporated by reference to Exhibit 10.19 to Coventry's
Annual Report on Form 10-K for the fiscal year ended December 31, 2004, filed on March 16, 2005). _

Form of Amendment to Coventry Health Care, Inc. Restricted Stock Agreement (Incorporated by reference to Exhibit 10.3 to
Coventry's Annual Report on Form 10-K for the fiscal year ended December 31, 2005, filed on March 9, 2006). :

Form of Coventry Health Care, Inc. Performance-Based Restricted Stock Award Agrécment (Incorporated by reference to Exhibit
10.21 to Coventry's Annual Report on Form 10-K for the fiscal year ended December 3 1, 2005, filed on March 9, 2006).

Form of Restricted Stock Award greement (Incorporated by reference to Exhibit 10.1 to Coventry’s Current Report on Form 8-K,
filed on October 2,2008). ‘ . :

- Form of Restrictive Covenants Agreement (Incorporated by reference to Exhibit 10.2 to Coventry’s Curreti_t Report on Form 8-K,

filed on Octobgr 2, 2008).

2007 Covéntry Health Care, Inc. Executive Management Incentive Plan (Incorporated by reference to Exhibit 10.1 to Coventry's
Current Report on Form 8-K, filed on November 7, 2006). C

2008 Caventry Health' Care, Inc. Executive Management Incentive Plan (Incorporated by reference to Exhibit 10.1 to Coventry’s
Current Repqrt on Form 8-K filed December 18, 2007).

‘2006 Mid-Tei'm Executive Rcteﬁtion Program (Incdrpbrated by reference to Exhibit 10.1 to Coventry's Current Report on Form 8-K,

filed on May 25, 2006). _

Coventry Health Care, Inc. Supplemental Executive Retirement Plan, as amended and restated effective January 1, 2003, including
the First Amendment effective as of January 1, 2004 (Incorporated by teference to Exhibit 10.31 to Coventry's Annual Report on
Form 10-K for the fiscal year ended December 31, 2004, filed March 16, 2005). . : . )

Second Amendment to Coventry Health Care, Inc. Supplemental Executive Retirefnent Plan, as amended and restated effective
January 1, 2003, including the First Améndment effective as of January 1, 2004, effective May 18, 2005 (Incorporated by reference
to Exhibit 10 to Coventry's Quarterly Report on Form 10-Q for the quarter ended June 30, 2005, filed August 9, 2005).

Third Amendment to Coventry Health Cafe, Inc. Supplémental Executive Retirement Plan (now ktiown as the 401(k) Restoration and
Deferred Compensation Plan), effective as'of December 1, 2006 (Incorporated by refere;lce to Exhibit 10.28.3 of Coventry’s Annual
Report on Form 10-K for the fiscal year ended December 31, 2006, filed on F ebruary 28, 2007). :
Computation of Ratio of Earnings to Fixed Charges. - ’ » k

Code of Business Conduct and Ethics initially adopted by the Board of Directors of Coventry on February 20; 2003, as amended on
March 3, 2005 and November 1, 2006 (incorporated by reference to Exhibit 14 to Coventry’s Annual Report on Form 10-K for the

Subsidiaries of the Registrant.

Consent of Ernst & Young LLP.

Certification pursuant to. 18 U.S.C. Section 1350 as adopted pursuant to section 302 of the Sarbanes-Oxley Act of 2002 made by

Allen F. Wise, Chief Executive Officer and Director.

Certification pursuant to 18 U.S.C. Section 1350 as adopted pursuant to section 302 of the Sarbanes-Oxley Act of 2002 made by
Shawn M.‘Guf;rtixi, Executiv¢ Vice President, Chief Financial Officer and Treasurer. :

Certification pursuant to 18 U.S.C. Section 1350 as adopted pursuant to section 906 of the'Sarbanes-Oxley Act of 2002 made by
Allen F. Wise, Chief Executive Officer and Director, and Shawn M. ‘Guertin, Executive Vice President, Chief Financial Officer and
Treasurer. i .

* Indicates management compensatory plan, contract or arrarigement.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report i be signed on its behalf by the

undersigned thereunto duly authorized.
Date:  February 27, 2009
Date:

February 27, 2009

Date: February 27, 2009

COVENTRY HEALTH CARE, INC.

(Registrant)
By: /s/ Allen F. Wise

) Allen F. Wise
. Chief Executive Officer
and Director

By: /s/ Shawn M. Guertin

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

By: /s/ John J. Ruhlmann
‘ " JohnJ. Ruhlmann
Senior Vice President and Corporate Controller

Pursuant to the requiréments of the‘Securitiesk Exchange Act of 1934, this report has been signed below by the follbWing persons on behaif of the

registrant and in the capacities and on the date indicated.

Signature

By: /s/ Allen F. Wise
Allen F. Wise

By: /s/ John H. Austin, M.D.
John H. Austin, M.D.

By: /s/ Joel Ackerman .
Joel Ackerman

By: /s/ L. Dale Crandall
L. Dale Crandall

. By: /s/ Lawrence N:‘Kugélmari
Lawrence N. Kugelman

" By: /s/ Daniel N. Mendelson
" Daniel N. Mendelson

By: /s/ Rodman W. Moorhead, I
Rodman W. Moorhead, IIT -

By: /s/ Elizabeth E. Tallett
: * ‘Elizabeth E! Tallett

By: /s/ Timothy T. Weglicki
Timothy T. Weglicki

By:

Dale B. Wolf '

" Title (Principal Function)

Date
Chief Executive Officer and Director February 27, 2009

Director February 27, 2009

Director February 27, 2009

" Director February 27, 2009

' Director ‘ February 27,2009

 Director - February 27, 2009

& Direcfor .lf"et‘)(ruary 27,2009

s ‘I‘)irrec?or February 27,2009

Director February 27, 2009
Director
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INDEX TO EXHIBITS
Reg. S-K: Item 601
Exhibit No. Description of Exhibit
10.9 Summary of Named Executive Officers’ Compensation.
10.12 Summary of Non-Employee Directors’ Compensation.
12 Computation of Ratio of Earnings to Fixed Charges.
21 Subsidiaries of the Registrant.
23 Consent of Ernst & Young LLP.
31.1 Certification pursuant to 18 U.S.C. Section 1350 as adopted pursuant to section 302 of the Sarbanes-Oxley Act
0f 2002 made by Allen F. Wise, Chief Executive Officer and Director.
312 Certification pursuant to 18 U.S.C. Section 1350 as adopted pursuant to section 302 of the Sarbanes-Oxley Act
of 2002 made by Shawn M. Guertin, Executive Vice President, Chief Financial Officer and Treasurer.
32 Certification pursuant to 18 U.S.C. Section 1350 as adopted pursuant to section 906 of the Sarbanes-Oxley Act

Note: This index only lists the exhibits included in ¢
Statement Schedules” of this Form 10-K. .

of 2002 made by Allen F. Wise, Chie_f Executive Officer and Director and Shawn M. Guertin, Executive Vice
President, Chief Financial Officer and Treasurer.
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DIRECTORS & EXECUTIVE OFFICERS

BOARD OF DIRECTORS
Allen F. Wise

Chairman, Coventry Health Care

Elizabeth E. Tallett

Lead Director, Coventry Health Care
Principal

Hunter Partners, LLC

Dale B. Wolf
Former President and
Chief Executive Officer
Coventry Health Care

Joel Ackerman
Private Investor

John H. Austin, M.D.
Executive Chairman and
Chief Medical Officer

Arcadian Management Services, Inc.

L. Dale Crandall

President
Piedmont Corporate Advisors, Inc.

Lawrence N. Kugelman
Private Investor and Business Consultant

Daniel N. Mendelson
President, Chief Executive Officer
and Founder

Avalere Health

Rodman W. Moorhead, III
Private Investor

Former Senior Advisor and
Managing Director (Retired)
Warburg Pincus

Timothy T. Weglicki
Founding Partner
ABS Capital Partners

EXECUTIVE OFFICERS

Allen F. Wise
Chief Executive Officer and Chairman

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

Vishu J. Jhaveri, M.D.
Executive Vice President and

Chief Medical Officer
Thomas C. Zielinski

Executive Vice President and
General Counsel

Patrisha L. Davis
Senior Vice President and
Chief Human Resources Officer

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 21, 2009, at 8:30 a.m.,
Eastern Daylight Saving Time, at The
Fairmont Hotel, 2401 M Street, N.W.,
Washington, District of Columbia 20037,
Telephone (202) 429-2400.

TRANSFER AGENT

BNY Mellon Shareowner Services, Inc.
480 Washington Blvd., 27th Floor
Jersey City, NJ 07310

(800) 522-6645

www.melloninvestor.com

CORPORATE COUNSEL

Bass, Berry and Sims, PLC
Nashville, TN

Designed by Curran & Connors, inc. / www.curran-connors.com

CORPORATE HEADQUARTERS

Coventry Health Care, Inc.

6705 Rockledge Drive, Suite 900
Bethesda, MD 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, 2008 with the Securities and
Exchange Commission. Section 302 CEO/CFO
certifications and Section 906 CEO/CFO certifi-

cations have been filed as exhibits to Form 10-K.

In addition, the Company has submitted an
unqualified Section 12(a) CEO Certification to
the N'YSE in 2008 pursuant to Section 303A.12
of the NYSE Listed Company Manual.

Shareholders may obtain a copy of this report,
including all certifications, by contacting:
Investor Relations Department

Coventry Health Care

6705 Rockledge Drive, Suite 900

Bethesda, MD 20817

(301) 581-5717

Investor-Relations@cvty.com

The report and certifications are also available
on Coventry’s Investor Relations website at
htep://www.coventryhealthcare.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 Liquidity and Capital Resources section
of Management’s Discussion and Analysis of
Financial Condition and Results of Operations.

DISCLAIMER

This annual report contains forward-looking
information. These forward-looking 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 performance 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, 2008. Coventry
undertakes no obligation to update or revise any
forward-looking statements.
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