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Introduction
 
Hammond Hanlon Camp LLC (H2C), specializes in the healthcare 
services industry, providing trusted strategic and financial advisory 
services to clients nationwide.  As such, the firm monitors a number of 
healthcare industry sectors, striving to keep clients abreast of trends 
and opportunities to support their decision making in an increasingly 
complex operating environment.

This report provides an overview of the managed care sector as it 
goes through a period of substantial change.  The analysis includes 
information on trends within each of the major sectors of the industry: 
consumer, commercial, Managed Medicaid, and Medicare Managed 
Care.  Additionally, the report addresses merger and acquisition activity 
and examines potential strategies for providers.  Summary information, 
including membership breakouts of managed care organizations, 
valuation trends, and historical stock performance, is included in the 
Appendix.

For questions or to discuss the sector with an H2C professional, please 
see contact information as well as more information about the firm at 
the end of the report.
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Executive Summary
 
In analyzing managed care in the context of the current evolving 
healthcare environment, this report identifies and examines the drivers 
of change and the impacts of this change.

Drivers of change include:

 � Demographic shifts and an emphasis on increased coverage

 � The shifting of risk away from payors to providers and consumers

 � The growing importance of technology and consumerism

 � The Affordable Care Act (ACA), which has served as a catalyst for more 
rapid change, though the surprise election of Donald Trump suggests 
meaningful changes to President Obama’s signature legislation

Impacts of change include:

 � An increase in the insurable base, but with a higher government and 
lower commercial business mix

 � A more predictable earnings profile built off increased industry 
revenues, but with modest margins due to the minimum medical loss 
ratio (MLR) requirements of the ACA, the unprofitable nature of the 
ACA exchanges, and the shift to government business

 � An increased desire for mergers and acquisitions (M&A), in order 
to bolster growing service lines, add technology capabilities, and to 
increase size to gain economies of scale and negotiating leverage 
with providers

The ACA has altered the coverage mix for managed care companies 
while instituting many new regulations on the industry.  These new 
regulations have had a profound impact on each major business line 
within the managed care industry.  The changes these business lines are 
undergoing include:

 � Enrollment in the ACA healthcare exchanges, though well below 
original expectations, has resulted in growth in the individual market.  
The population served by the exchanges is sicker and more expensive 
than anticipated, leading to substantial losses for the vast majority of 
managed care organizations (MCOs) in this market.   

 � Commercial business, previously the core managed care service line, 
has seen flat and lower revenue.  Administrative services only (ASO) 
business is taking considerable share from the full-risk business.

 � Medicare Advantage (MA) has grown quickly since the Part D Drug 
Benefit was added in 2005.  This growth will continue as a result of 
both the growing senior population and the benefits of managed 
care versus traditional Medicare.

The ACA has altered the 
coverage mix for managed care 
companies while instituting 
many new regulations on the 
industry.  These new regulations 
have had a profound impact on 
each major business line within 
the managed care industry.



5 HAMMOND HANLON CAMP LLC Managed Care • 2016   

 � The Managed Medicaid market has experienced rapid growth due 
to Medicaid expansion under the ACA and also the “woodwork 
effect,” as eligible enrollees learn about programs in which they are 
qualified to enter.

 � The dual eligible population represents an important opportunity, 
both due to the growth of this population and the increasing focus 
on it, which includes several demonstration projects among the 
federal government, state Medicaid agencies, and MCOs.

Some of the largest managed care companies are trying to take 
advantage of M&A opportunities as a response to the changing industry 
landscape.  Such opportunities provide these organizations with the 
ability to add complementary service lines, improve their technology 
platforms, gain leverage in negotiations with hospitals, and achieve 
economies of scale.

Finally, this report considers implications for providers and potential 
responses to the changing managed care environment.  Some issues 
and potential courses of action for providers include:

 � The effects of increased pricing power for payors will continue to put 
pressure on providers to further consolidate.

 � The healthcare industry’s shift away from fee-for-service to value-
based payments has incentivized many providers to take on risk 
through such alternative payment models as accountable care 
organizations (ACOs) or through offering their own health plans.

 � The acquisition of physician groups by hospitals will continue as 
a way to keep outpatient services in the hospital system and offer 
coordinated care to patients.

As providers consider alternative strategies to manage their 
relationships with their key payors, the optimal path will depend on 
their market position, financial profile, relationship with physicians and 
experience in population health management.
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Market Overview
 
The managed care industry exists in a continuously evolving healthcare 
environment, with dramatic shifts having taken place in the last several 
years and more expected in the years to come.  Three major types of 
changes are hitting the industry at one time.

First, major demographic shifts are taking place and, at the same time, 
there is a political mandate for more coverage for previously uninsured 
individuals.  As examples, the Medicare population is set to double from 
2010 to 2050, while 70 million low income individuals are now being 
covered by Medicaid and the Children’s Health Insurance Program 
(CHIP).  Approximately 20 million people have received health insurance 
through the ACA, many of whom were previously uninsured.   

Second, risk is shifting away from payors to providers and consumers.  
Although this trend existed before the ACA, it is the conceptual driving 
force behind the ACA.  This shift in risk and financial responsibility is seen 
throughout the health insurance industry in the rise of high deductible 
health plans, ACOs, and bundled (episode of care) care payments.  

Third, we see a rising importance of technology and consumerism 
as insurance companies look to obtain competitive advantages and 
consumers expect service levels that exist in other industries.  

These factors are creating far-reaching effects across the healthcare 
landscape.  The first is a larger insurable base, but one with a shifting 
business mix.  A large number of previously uninsured individuals are 
receiving coverage through the ACA exchanges, though this care has 
been generally unprofitable to the MCOs, even with cross-subsidization 
programs.  Meanwhile, with the rise of Managed Medicaid and Medicare 
Advantage, the proportion of revenue earned by the Big Five MCOs 
(Aetna, Anthem, Cigna, Humana, and United HealthCare (United)) 
through government contracts increased from 19% of total revenue in 
2005 to 50% in 2014.  This shows no signs of abating due to the effects 
of Medicaid expansion and annual increases in Medicare Advantage 
enrollment of approximately 10% annually.  Government share of the 
Big Five MCOs revenue has increased from 19% in 2005 to 50% in 2014, 
while Medicare Advantage enrollment is growing at approximately 10% 
annually.  The Managed Medicaid population has grown dramatically 
due to Medicaid expansion.  On the commercial insurance side, the 
fully-insured commercial market has been shrinking as many companies 
have shifted to ASOs or dropped coverage, leaving employees to seek 
coverage through the individual market exchanges.
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Another impact that will be seen across healthcare is a more predictable 
earnings profile for insurers, with higher industry revenues having 
driven up valuations since the inception of the ACA but low margins 
in certain service lines starting to weigh on the industry.  The ACA has 
served to significantly increase the number of covered lives, while at 
the same time putting stringent requirements on the types of coverage 
that can be provided.  The MLR requirements and rate reviews of the 
ACA, for example, will reduce price swings in the long run by limiting 
the incentives to gain market share by bidding low prices in the near 
term.  The MLR requirements do this by setting a cap on gross profit 
and the rate reviews impose stringent federal and state scrutiny on price 
increases of 10% or more.   Also, government business in general has a 
lower margin profile than commercial business for insurers.  The price 
swings that are taking place currently are largely due to the covered 
populations in exchange plans being sicker and more expensive than 
anticipated, necessitating higher premiums.  

Finally, there has been an increased desire for M&A activity.  This was 
driven by MCOs pursuing strategic opportunities to add or bolster 
service lines in growth areas and add technology capabilities, while 
increased size both further enhances MCO leverage with providers in 
negotiating rates and creates economies of scale and lower general and 
administrative costs as a percent of revenues.

Figure 1 demonstrates the rapidly changing composition of the managed 
care marketplace.  Although 2014 was a very good year in terms of 
overall managed care enrollment, enrollment gains arose almost entirely 
from the public sector.  The vast majority of the increase in the insured 
population in the under-65 demographic is due to approximately nine 
million individuals added to Medicaid, versus a 260,000 net enrollment 
increase for private health insurance.  Furthermore, within the private 
sector, these gains came almost exclusively from the increased size of the 
individual market, which as we will see is an unprofitable market for most 
insurers, while the employer market decreased dramatically in size.  The 
employer market would have declined even more in size, except for the 
increase in self-insured membership, which has a much lower revenue 
profile than the fully-insured market.
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Figure 1:  2014 Year-Over-Year Health Insurance Enrollment

Note: Only includes non-Medicare population 
Source: Centers for Medicare & Medicaid Services, Mark Farrah Associates, and the Heritage Foundation
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On a revenue basis, the industry has experienced significant growth, 
as demographic trends and regulations have dramatically increased 
the size of the insurable base.  The major revenue growth areas are the 
Managed Medicaid and individual markets.  The large and small group 
markets have lost significant revenue.

Figure 2:  Health Insurer Revenue Breakdown

Source: McKinsey & Co. 
Note: Numbers may not add to 100% due to rounding
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However, due to the lower margin profile of the new business mix and 
the unprofitable nature of the ACA exchanges, analysts are beginning to 
question the industry’s profitability and valuation profile for the first time 
since the passage of the ACA.  As shown in the Appendix to this report, 
the Managed Care index as well as the Medicare and Medicaid subsector 
have vastly outperformed the S&P 500 since the ACA was passed.  In 
its initial coverage report on the sector, Credit Suisse highlighted both 
the soft margins in the government sector and the problems with the 
exchanges as weighing down managed care companies.  

As we head into late 2016, there are a number of items to watch that will 
have major impacts on the industry:

 � Will the erosion of the exchanges evidenced by Co-op failures and 
United’s and Aetna’s significant exchange-related losses continue?  
What will be the effects as the cross subsidization 3Rs program 
(risk adjustment, reinsurance, and risk corridor) that supports the 
exchanges continues to wind down?

 � Will the size and profitability of the commercial sector  
continue to erode?

 � Will any additional states expand Medicaid?

 � Will one or both of the major managed care M&A deals survive the 
challenges from the Department of Justice?

 � What changes will President Trump and the Republican Congress 
make to the ACA (see “Impact from the Election” below)? 

Impact from the Election 
What Changes are in Store for the ACA and  
Managed Care Industry? 

Donald Trump’s election came as a surprise to many politicians, pundits, and Americans, but his message 
regarding the Affordable Care Act was clear from the beginning, at least in broad strokes.  Trump and 
Congressional Republicans ran on a repeal and replace strategy, and this is believed to be a significant factor 
in their victories.  In fact, they were joined in their denunciations of the ACA by strange bedfellows in former 
President Bill Clinton and the Democratic Governor of Minnesota, Mark Dayton, who each criticized the law on 
the campaign trail as too expensive for many Americans.  

This marks the third election of the last four since to 2010 in which the Republicans have run explicitly on 
overturning Obamacare and won.  Given this, the Republicans have a clear mandate to overhaul the bill.  
However, given the vast difference in degree of difficulty between campaigning and governing and also the 
ingrained benefits that now exist given the law, Republicans will quickly have to get on a steep learning curve  
to figure out what they actually can accomplish in the next Congressional term.  The various industry groups 
and stakeholders will quickly descend on Washington to lobby for their preferred legislative changes.

!
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 � A recent JP Morgan research note outlined potential changes that 
could take place and their perceived impact on both the Managed 
Care industry and Hospitals/Providers: 

 
A recent conference call with Brian Fortune of Farragut Square Group 
provided additional color on what changes to expect and to not expect:

 � Subsidy schemes and taxes that have been required to keep the 
exchanges afloat are likely to be rolled back.  The Medical Device tax, 
Cadillac tax, and insurer fee in particular could be rolled back further 
or eliminated.

 � Areas which are not likely to be negatively impacted are Medicare 
Advantage and Managed Medicaid, areas that have expanded greatly 
and are covered in detail in this report.

 � While many Republicans will call for block grants of Medicaid back to 
the states, a lot of Governors will seek more customized solutions for 
their states.

 � Minimum MLR requirements might be rolled back, with more 
exceptions granted.

The JP Morgan research note also provides an estimate of the gross 
impact of the ACA on health systems.  It does note that health systems 
benefit from the ACA differently, as roughly 80% of HCA’s ACA benefit 
comes from exchange exposure (which is at some level of risk), but 
approximately 80% of Lifepoint’s ACA benefit comes from Medicaid 
expansion (which is less likely to be rolled back).   

Figure 3:  Elements of a Possible ACA Repeal/Replace

Source: JP Morgan Equity Research

Managed Care Hospitals/Providers
Repeal Medicaid Expansion Negative Negative
Eliminate Health Exchange Subsidies Negative Negative
Eliminate Health Insurance Fee Positive N/A
Eliminate Minimum MLR Requirements Positive N/A
Individual/Small Group Reforms Positive Negative
Eliminate 2020 Cadillac Tax Positive Positive
Eliminate Provider Reimbursement Cuts N/A Positive
Eliminate MA Reimbursement Cuts Positive N/A

Healthcare reform will once 
again be front and center in 
Washington and changes will 
impact all industry stakeholders.
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Above all, stay tuned: healthcare reform will once again be front and 
center in Washington and changes will impact all industry stakeholders.  

Our larger assessments of developments to date across the Managed 
Care industry follow below.

Figure 4:  Hospital ACA Contribution

Source: JP Morgan Equity Research

Ticker
ACA $  

EBITDA
%  

EBITDA
FY16  

EBITDA Est
EBITDA  
Multiple

Value of 
ACA EBIDTA

Market  
Cap

ACA % of 
Equity Value

CYH $300 13.7% $2,186 8.1x $2,430m $673m 361%
HCA $500 6.1% $8,195 7.6x $3,800m $31,020m 12%
LPNT $55 7.3% $752 7.1x $391m $2,845m 14%
THC $225 9.3% $2,421 7.5x $1,688m $2,002m 84%
UHS $50 3.0% $1,687 9.1x $455m $12,77m 4%
TMH $20 4.2% $477 10.6x $212m $12,277m 2%
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Individual Market
 
With the end of the third open enrollment for the ACA having been 
completed this year, it is possible to draw well formulated conclusions 
about the exchanges.  A lot fewer people than anticipated are being 
covered by the exchanges.  The people who are covered tend to be 
sicker than expected and sometimes seek coverage after becoming sick.  

The 3Rs (Reinsurance, Risk Adjustment and Risk Corridors), designed to 
encourage MCO participation, are temporary and under-funded, and 
have not been sufficient to make the exchanges profitable to insurers.  

The vast majority of insurers are losing considerable amounts of money 
on the exchanges and this will get worse as the as the 3Rs program 
phases out.  

As stated above, a lot fewer people are being covered by the exchanges 
than expected.  Estimates for the number of individuals to be covered by 
the exchanges have dropped sharply.  After the Department of Health 
and Human Services lowered its estimate for individuals to be covered 
on the exchanges by the end of 2016 to 10 million, the Congressional 
Budget Office followed suit and lowered its estimate by 40%, to 13 
million, down from a 20 million estimate a year earlier.  These lowered 
projections are largely the result of the difficulty in reaching the 
remaining holdouts, many of whom are individuals that have no or little 
familiarity with health insurance.  

Additionally, premiums continue to rise, which discourages individuals 
not receiving large amounts of subsidy to sign up.  Premiums on the 
bronze and silver tier plans, which are selected by over 80% of enrollees, 
both rose approximately 17% in 2016.  These sharp price increases 
are difficult for most individuals to absorb, leading to a pool of mostly 
subsidized and/or sick individuals.  The fears of adverse selection in 
the exchanges posited by many critics have come true.  And these 
trends look to continue further in 2017, with premiums set to rise 
approximately 9% on average for the silver plan across major cities, 
according to a review by the Kaiser Family Foundation.  

With the end of the third 
open enrollment for the ACA 
having been completed this 
year, it is possible to draw 
well formulated conclusions 
about the exchanges.
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Figure 5:  ACA-Compliant Premium Rate Changes by Metal Level

Source: Credit Suisse, CMS

The chart below shows the impacts of these rate increases spread 
across insurers.  The Big Five MCOs, Blue Cross, and the Consumer 
Operated and Oriented Plans (Co-ops) have all had to raise their prices 
considerably.  Meanwhile, some of the specialty MCOs, such as Medicaid 
specialists Centene and Molina, have been able to maintain more stable 
pricing as both initially expected a sicker population to enroll and 
initially priced plans more accordingly.  In 2016, Centene raised rates by 
a modest 4.4%, while Molina decreased rates by 4.9%.

Figure 6:  On-Exchange Individual Rate Changes by MCO

Source: Credit Suisse, CMS
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Many MCOs enacted premium increases for the on-exchange individual 
market for 2016 after the disastrous past year for most insurers, and 
are reconsidering plan options for 2017.  The Co-ops (up 33.1%) and 
Blues (up 19.2%) had some of the highest increases after they drastically 
underpriced plans in 2014-2015.  Among the publicly traded MCOs, 
Aetna and Humana had the highest premium increases on the public 
exchange market.  Notably, Aetna disclosed that its individual business 
operated at a negative single-digit margin in 2015 prompting it to 
pull out of a large number of markets in 2017.  Meanwhile Humana’s 
individual commercial on-exchange plans for 2017 have yet to be 
finalized, pending government approval from state and federal agencies.  

In order to counteract premium increases, cost sharing represents a 
significant and growing area for individual insurance purchasers.  For 
example, in an exchange-sold bronze plan, MCOs are responsible for 
60% of the plan’s actuarial value, while the remaining 40% is taken by 
the patient in some form of consumerism mechanism (i.e., copayments, 
coinsurance, and deductibles).  MCOs pay 70% of actuarial value in silver 
plans, 80% in gold plans, and 90% in platinum plans.

Figure 7:  Average Exchange Deductible by Plan

Source: Kaiser Family Foundation, Credit Suisse

These increased rates are due to insurers attempting to correctly price 
their sicker insured base and are symptomatic of large losses being 
suffered by the insurers.  The exchanges are proving to be highly 
unprofitable for the vast majority of insurers.  United announced 
approximately $475 million in losses on its exchange products in 2015 
and expects to lose approximately $500 million on the exchanges in 
2016.  Due to this, United has announced that it will exit exchanges in all 
but a handful of its original 34 covered states.  The company blames an 
unhealthy mix in its insurance pool and the ability of sick people to enroll 
outside the normal enrollment period and then consume a lot of medical 
services, pointing to a structural problem that must be addressed.  
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United’s struggles with the exchanges are not unique, as other large 
MCOs such as Aetna, Humana, and Cigna have sustained large losses, 
which totaled approximately $2.5 billion spread throughout all the 
MCOs in 2014.  Aetna has followed United in significantly scaling 
back its involvement in the exchanges, as it has recently withdrawn all 
expansion plans in 2017 and is undertaking a complete evaluation of 
its future participation in its current 15 state footprint.  This represents 
a sharp loss of confidence for Aetna, which had previously expressed 
hope that it could break even on the exchanges in 2016.  This position 
is largely due to the $430 million it has lost on exchange products since 
2014.  Similarly, Humana announced it is pulling out of nearly 1,200 
counties in eight states, leaving it on the exchanges in only 156 counties 
in 11 states.  One bright spot regarding the exchanges amongst the Big 
Five insurers is Cigna, which plans to selectively expand its participation 
on the exchanges in 2017.  The chart below breaks out the losses 
suffered by insurers in the individual market, showing that a clear 
majority are losing money and a significant number have losses of more 
than $50 million.

Figure 8:  Operating Gains (Losses) Among Insurers in Individual Market

Source: McKinsey & Co.

Among this group of plans suffering losses in the exchange market are 
16 of the 23 Co-ops created under the ACA in 2010, which have failed 
despite substantial government financial support.  These Co-ops were 
financed with more than $1.1 billion of taxpayer-subsidized low-interest 
loans that will probably not be recoverable, according to the House 
Energy & Commerce Committee.  Interestingly, the 11 Co-ops that were 
still in operation in 2015 were less profitable than the first Co-ops to exit, 
losing more than $200 million collectively in the first nine months of 2015.   
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Since that time four additional Co-ops have failed (in Ohio, Connecticut, 
Oregon, and Illinois) and it is clear from the dismal financial results of 
the surviving Co-ops that several more will also fail.  

Due to increased sustained losses, multiple insurers are leaving the 
exchanges, leaving individuals with fewer insurance options in 2017.  
Kaiser Family Foundation estimates that 2.3 million marketplace enrollees, 
or 19% of all enrollees, could have a choice of a single insurer in 2017, 
which is an increase of 2 million people compared to 2016.  The following 
chart summarizes the large decrease in insurance options.

Figure 9:  Insurers Available to Exchange Enrollees in 2016 vs.  2017 Estimates

Source: Kaiser Family Foundation

Figure 10:  Co-op Survivors Enrollment and Financial Statistics

(1)  Co-ops are reported in alphabetical order
(2)  Per annual statement data submitted by the Co-ops to the National Association of Insurance Commissioners as of 12/31/2014
(3)  Data from AIS Health – Inside Health Exchanges September 2015 issue
(4)  MLR calculated using HHS-OIG reported Claims’ expense net of Net Reinsurance Recoverable over Premium Income
(5)  Oregon’s Health Co-op (OHC) is one of two Co-ops that offered health insurance in Oregon
(6)  Figures reported are inflated because plans built up their infrastructure to support future members
(7)  Includes investment income
Source: DHS, OIG, AIS Health, Credit Suisse

16.7%

0%

20%

40%

60%

80%

100%

1 insurer
2 insurers
3 or more insurers

2017E2016Y

85%

12%

62%

19% 19%

Co-op(1)

Enrollment as of 
12/31/2014 (2)

Enrollment as of 
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2014  
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2014 G&A as a  
% of Revenues(6)

2014 Net  
Profit Margin(7)

Connecticut 7,966 27,849 125% 59% (123%)
Illinois 3,461 4,559 128% 98% (123%)
Massachusetts 1,700 13,716 98% 631% (690%)
Maryland 11,694 16,505 111% 93% (105%)
Maine 39,742 N/A 80% 16% 4%
Montana 13,160 41,354 107% 20% (7%)
New Jersey 4,254 60,000 108% 63% (84%)
New Mexico 14,297 31,027 79% 49% (14%)
Ohio 6,677 20,795 116% 47% (38%)
Oregon (OHC)(5) 1,582 12,748 161% 142% (151%)
Wisconsin 26,034 38,425 105% 9% (30%)
Total 130,567 266,978 97% 32% (32%)

Due to increased sustained 
losses, multiple insurers 
are leaving the exchanges, 
leaving individuals with fewer 
insurance options in 2017.
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A critical component of the exchanges is the 3Rs program.  The addition 
of these programs was important in order to gain MCO participation 
in the exchanges.  However, the reinsurance and risk corridors are 
temporary (expire at the end of 2016), and the risk corridors also have 
been significantly underfunded to date.  Therefore, further losses are 
expected on the exchanges as the effects of these programs wane.  

 � Reinsurance Program – This program, which spreads the cost of 
catastrophic claims across all insurance providers, paid $7.9 billion 
in reinsurance claims for 2014, which was 100% of filed claims.  This 
program is set to phase out, as payments were reduced to $6 billion 
in 2015 and it will expire following 2016.  

 � Risk Adjustment Program – This program requires insurance 
companies with healthier consumers in a state to pay charges that 
help offset some of the costs of those insurance companies with 
sicker consumers in that state.  This program has been effectively 
deployed in Medicare and helps protect against adverse selection.  
For 2014, this program transferred approximately $4.6 billion among 
insurance companies nationwide.  

 � Risk Corridors – The goal of this program is to support the exchanges 
by providing insurers with additional protection against uncertainty 
in claims costs during the first three years of the exchanges.  Insurers 
whose premiums exceed claims and other costs by more than a 
certain threshold pay into the program, and insurers whose claims 
exceed premiums by more than a certain threshold receive payments.  
In 2014, only $362 million of payments were made, which was less 
than 13% of the requested amount.  The financing shortfall for this 
program comes from the fact that a vast majority of exchange carriers 
generated higher-than-expected medical losses in 2014.

Medical loss ratios have risen significantly since the passage of the ACA.  
In 2011, they began to rise due to minimum MLR regulation in the bill.  
They further increased in 2014, as insurance market reforms went into 
place.  The graph below does not include effects of the 3R programs.

Figure 11:  The Rise in Individual Market Medical Loss Ratios, 2010-2014

Source: Robert Wood Johnson Foundation Report, Credit Suisse
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Commercial Market Overview
 
Employer-sponsored insurance makes up more than half of all insurance 
in the United States, though it has been decreasing both in terms of 
covered lives and in terms of profitability under the ACA.  According to 
the Kaiser Family Foundation and the Health Research & Educational 
Trust’s survey of private and non-federal public employers, 55% of firms 
offer health benefits to workers.  This varies dramatically depending on 
size, as 90% of employers with more than 1,000 employees but only 
44% of employers with three to nine employees offer health insurance 
benefits.  At firms that offer health insurance benefits, approximately 
77% of employees are eligible and 80% of eligible employees 
participate, meaning that 62% of employees at firms offering health 
insurance receive insurance through their employer.

Figure 12:  US Population Insurance Coverage Type, 2013

Note: Represents only insured population
Source: RBC Capital Markets, Congressional Budget Office

The commercial market has undergone several dramatic historical shifts 
over the last 30 years.   Health maintenance organizations (HMOs) 
replaced traditional indemnity plans in the late 1980s and early 1990s.  
By the mid-1990s, HMOs fell out of favor with consumers, which require 
a primary care physician to make referrals to specialists, and moved 
towards preferred provider organizations (PPOs), which now make up 
almost 60% of the commercial market.  In recent years, health savings 
accounts (HSAs) helped to increase the popularity of high deductible 
health plans (HDHPs).  This trend is expected to continue as consumers 
take more responsibility for their own care and insurers look to continue 
to shift risk.
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Figure 13:  Historical Distribution of Health Plan Type

Source: Kaiser Family Foundation

Figure 14:  Commercial Market Share with Plan Definitions

Source: Kaiser Family Foundation
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 � PPO – Allows members to visit any in-network physician or provider 
without requiring a referral; includes EPOs (Exclusive Provider 
Organizations), which are narrow network plans in which members 
can use doctors or hospitals within the network, but cannot go 
outside the network for care

 � HDHP with a Savings Option (SO) – Consumerism plan with low 
premiums but high deductibles

 � HMO – Requires members to select a primary care physician who 
serves as a “gatekeeper” to other medical services and specialists

 � Point-of-Service (POS) – Hybrid of HMO/PPO plans; can go outside 
of provider network after selecting and being referred by primary 
care physician

 � Conventional Indemnity Health Plan – Allows the member to choose 
any provider without effect on reimbursement

In recent years, health insurance premiums have increased consistently 
along with the percentage contributed by the employee.  From 2004-
2014, the average premium for a family plan increased by approximately 
69% and the average employee contribution increased 81%.  Rates 
continue to increase under the ACA, along with employee contributions, 
but the increases in the employer markets are less than the large 
increases in the individual markets already discussed.

These increases come as commercial insurers struggle with increasing 
MLRs, the percent of premiums spent directly on provision of care, 
under the ACA, as well as other costs under the ACA such as the insurer 
tax.  The increases come despite the accounting impact of industry-wide 
price increases to cover the health insurance fee.

Figure 15: Annual Family Coverage Premium Growth, 2004-2014

Source: RBC
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Figure 16:  Small and Large Group MLRs, 2010-2014

Source:  Robert Wood Johnson Foundation report, Credit Suisse

In addition to the margin squeezes insurers face as MLRs increase, 
they also are experiencing significantly reduced revenues as the 
industry continues to shift from full risk plans to ASO plans.  As shown 
below, ASO plans now make up approximately 60% of the employer-
based market, up from 40% in 1999.  Their penetration varies greatly 
depending on the size of the company, as they make up 81% of 
companies with more than 200 employees and less than 15% of 
companies with fewer than 200 employees.

Figure 17:  Small and Large Group MLRs, 2010-2014

Source:  Kaiser Family Foundation
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ASOs present both advantages and disadvantages to employers 
deciding on their insurance plans.  On top of the cost savings of not 
paying the insurer the risk premium, ASO arrangements provide 
employers with more control over plan design, cash flow savings from 
not having to pay cash until claims are due, and avoidance of state 
insurance premium taxes.  Avoidance of paying premium insurance is 
very attractive to some employers, particularly when their claims are low 
and plan premiums continue to steadily increase.  However, ASO plans 
are not for all employers.  The largest disadvantage is an unforeseen 
catastrophic loss.  Many ASO plans feature stop-loss coverage that adds 
protection after a certain minimum threshold is met, but the cost of that 
coverage is high and will increase further if utilized.  In the past 10 years, 
stop-loss minimum threshold exposure levels have risen from $5,000 per 
employee claimant (excluding dependents) to $10,000 (Benefits Edge 
Study, 2014).  From the insurer standpoint, ASO plans offer significantly 
lower revenue profiles to insurers, though they are higher margin than 
full risk plans.  As the migration to ASO plans continues, it looms as an 
area that could squeeze managed care earnings.

Figure 18:  Implied Commercial Risk PMPM, 2015

Source:  RBC Capital Markets

Figure 19:  Implied ASO Fees PMPM, 2015
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Medicare Advantage
 
Medicare Advantage (MA) is the most significant sustainable growth 
opportunity for managed care companies.  The MA program operates 
by providing federal Medicare dollars to managed care providers 
on a per member basis to privately administer care to the elderly.  
MA enrollment has steadily increased since the Part D drug benefit 
was added in 2006, and 2014 MA enrollment, at an all-time high of 
approximately 16 million, was more than 6 million higher than the CBO 
had estimated in 2010.  

The CBO’s lower estimates were based on approximately $156 million 
of MA cuts mandated by the ACA.  However, growth in MA plans has 
continued and reflects an increasing recognition among seniors of 
enhanced value offered by MA plans over traditional Medicare, including: 

 � MA plans have out-of-pocket maximums, while traditional Medicare 
does not 

 � 82% of MA plans include drug coverage versus separately purchasing 
Part D with traditional Medicare

 � MA plans offer alternatives to the 20% coinsurance charged by 
original Medicare for most services

 � MA plans have an option to add coverage for vision, dental, assisted-
living facilities, or nursing home care

Figure 20:  Historical MA Enrollment (millions)

Source: Kaiser Family Foundation
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Figure 21:  Projected MA Enrollment (millions)

Source: RBC Capital Markets
This strong growth is expected to continue due to demographic trends 
and increased penetration stemming from consumer preferences for 
managed care.

Figure 22:  Projections for 65+ Population and MA Penetration (population in millions)

Source: RBC Capital Markets, Kaiser Family Foundation

Growth in MA is tied to the rapid growth in the 65+ population, the 
fastest growing segment of the US population.  From 2010 to 2050, 
the 65+ population will double, which will lead to increases in all forms 
of Medicare.  

Under the ACA’s goal to incentivize efficiency, performance, and 
outcomes over traditional fee-for-service (FFS) measures, value-based 
payments have played an increasingly large role in the MA program.  
From 2012-2014 the Centers for Medicare and Medicaid Services (CMS) 
ran a demonstration project in which bonuses were paid to companies 
that received quality-based star ratings better than the average 
performance of three stars on the MA star rating framework.  As of 
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Managed care organizations compete to earn these quality bonuses, 
which can enable them to provide increased benefits to members, and 
thereby have a competitive advantage in marketing to new members 
versus plans that do not receive these bonuses.  

Figure 23:  Quality Bonus Payments by Star Rating

Source: MEDPAC

Stars
Year 2.5 3 3.5 4.0 4.5 5
2012 0.0% 3.0% 3.5% 4.0% 4.0% 5.0%
2013 0.0% 3.0% 3.5% 4.0% 4.0% 5.0%
2014 0.0% 3.0% 3.5% 5.0% 5.0% 5.0%
2015 0.0% 0.0% 0.0% 5.0% 5.0% 5.0%
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Managed Medicaid
 
Managed Medicaid has grown substantially over the last several years 
due to Medicaid expansion under the ACA and increased penetration 
of the managed care model within the Medicaid population.  This 
growth is continuing in 2016, though growth will eventually taper off 
if the remaining states that have not expanded Medicaid continue to 
resist expansion.

Figure 24:  Projected Medicaid Enrollment Growth

Source: Avelere Health, Statista

Managed Medicaid has grown 
substantially over the last 
several years due to Medicaid 
expansion under the ACA and 
increased penetration of the 
managed care model within 
the Medicaid population.

The ACA provided federal funding for states to reduce their eligibility 
thresholds for Medicaid beginning in 2014.  In the first three years of 
Medicaid expansion, approximately 12 million additional people have 
enrolled in Medicaid as 32 states including the District of Columbia 
have expanded Medicaid eligibility.  Interestingly, Medicaid expansion 
has had the effect of increasing Medicaid rolls in non-expansion states 
due to the “woodwork effect,” in which publicity about the increased 
availability of health benefits causes residents of non-expansion states 
to become aware of their eligibility status and enroll in Medicaid.  
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Figure 25:  Medicaid Expansion Status by State

Source: Kaiser Family Foundation as of July 2016

Adopted (32 states including DC, AK, HI)

Not Adopting at This Time (19 states)

Additionally, the Managed Medicaid penetration rate has increased 
in recent years as states have increasingly sought out MCOs to 
deliver care to their Medicaid populations.  The 39 states that offer 
risk-based managed care services are home to more than 90% of all 
Medicaid enrollees nationally.  In 2015, Pennsylvania, Iowa, and Indiana 
implemented Managed Medicaid.  There should also be a long-term 
increase in high-acuity patients using Managed Medicaid, as currently 
Managed Medicaid revenue penetration significantly lags enrollment 
penetration (approximately 75% enrollment penetration versus 30% to 
35% revenue penetration).  This is due to high acuity patients historically 
not being enrolled in Managed Medicaid.  
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It seems possible that some of the states that have not expanded will 
eventually give in to the pragmatic pull of federal money.  For example, 
Florida is foregoing $51 billion in federal funding over the next 10 
years.  Expansion in states like Florida and Texas could offer MCOs an 
opportunity to access new demographics within familiar markets.

There are viable reasons these states continue to hold out, however, 
and it is far from clear they will, indeed, accept the federal Medicaid 
expansion money.  The CBO projects that federal Medicaid costs will 
double over the next 10 years, and it seems likely that the deficit-
burdened federal government will over time reduce the portion of costs 
it picks up.  In a potential harbinger of other states’ actions, Kentucky 
Governor Matt Bevin ran and won his race for governor on a platform 
that explicitly called for rolling back the state’s Medicaid expansion in 
a special election last fall.  He is trying to implement a more limited 
program that calls for patients to share costs.

Of the Big Five insurers, Anthem and United are the largest Medicaid 
players.  Anthem had 5.2 million Managed Medicaid members in 
FY2014, with more growth expected in FY2015.  Several smaller publicly 
traded companies, such as Molina, focus predominately on Managed 
Medicaid.  The ACA’s Medicaid expansion and state managed-care 
contracts have enabled these companies to thrive in the current 
healthcare environment.  Molina deploys an aggressive acquisition 
strategy targeting “tuck-in” acquisitions that are small in size but 
collectively significantly increase their scale, such as in states including 
Florida and Illinois.  Additionally, Molina is highly confident that its 
plans will make money, which is rare among larger, more diversified 
companies.  Molina CFO John Molina commented that “We have priced 
our products at a point we thought they would be competitive and yet 
remain profitable … things like co-pays, deductibles, etc also really roll 
into what a competitive financial package is.”

Figure 26: Managed Medicaid Care Market Share in the 18 States 
Reporting Enrollment Data on the MCO Level

Source: RBC Capital Markets, Kaiser Family Foundation, 
CMS, Medicaid.gov, JP Morgan
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Dual Eligible Profile
 
Dual Eligibles, individuals who are eligible for both Medicare and 
Medicaid, represent a sizable opportunity for the Managed Care industry.  
Payors can benefit if they are able to successfully organize medical and 
social services into a single, comprehensive approach that provides care 
for a population whose health care needs and costs dwarf nearly all 
others.  This opportunity has not yet been sufficiently exploited by the 
ACA.  Investors were speculating a few years ago that Dual Eligibles could 
lead to up to $300+ billion in annual revenues for the industry, but these 
ambitious estimates have not materialized.  Despite this, there seems to 
be significant political support from both Democrats and Republicans, 
which could lead to growth in managed care opportunities related to dual 
eligible populations in the years to come.

Source: MEDPAC/MACPAC

Figure 27:  Dual Eligibles Beneficiaries in Medicare and Medicaid, 2010

Dual Eligibles make up a fifth of Medicare beneficiaries, but account 
for a third of total Medicare spending.  Due to their high costs, Dual 
Eligibles are the focus of coordinated care and cost saving initiatives.  
Dual Eligibles expose managed care companies to complexities of both 
Medicare and Medicaid capitation while having different enrollment 
eligibility and billing complexities.
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Source: Kaiser Family Foundation, MEDPAC/MACPAC, RBC Capital Markets, Aetna 
Note: FPL represents Federal Poverty Line
(1)  Data for 90th percentile of Medicare PMPM costs
(2)  Medicare PMPM FFS Average

Figure 28:  Dual Eligibles versus Other Medicare Beneficiaries

Dual Eligible 
Beneficiaries

Other Medicare 
Beneficiaries

Portion of Total Medicare Beneficiaries 20% 80%
Portion of Total Medicare Spending 34% 66%

Health Attributes
Portion in Fair/Poor Health 49% 22%
Portion with Cognitive Impairments 58% 25%
Portion with Functional Impairments 44% 26%
Portion Living in Facilities 13% 1%
Population Mortality Rate (2008) 7% 3%
Hospitalization Rate 26% 18%
Portion having 2(+) Hospitalizations 11% 6%

Demographic Attributes
Portion Below 150% of the FPL 86% 22%
Portion Below Age 65 and Disabled 39% 11%
Portion Female 61% 53%
Portion African American 20% 7%
Portion Hispanic 17% 6%

Ave.  Medicare Spend per Beneficiary $14,169 $7,933
Ave.  PMPM Costs $5,366(1) $824(2)



31 HAMMOND HANLON CAMP LLC Managed Care • 2016   

Source: Kaiser Family Foundation, CMS, Modern Healthcare

Figure 29:  Growth of Dual Eligible Enrollees
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Opportunities exist for MCOs to work with CMS to pioneer new 
demonstration projects and care coordination initiatives geared 
towards managing the costs of this population.  Approximately 400,000 
individuals were in dual eligible demonstration projects as of November 
2015 in 13 states.  Ten states have a capitated model, two have a 
managed fee for service model, and one has an alternative model.  
Membership is at approximately 30.6% of all eligible enrollees in these 
states.  CMS announced late in 2015 that it is improving its payment 
rates to these pilot programs in 2016.  Managed care companies have 
increased their penetration rates among the dual eligible population 
over time (see chart below).
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M&A Overview
 
The ACA has spawned a large amount of both large- and small-scale 
consolidation activity throughout the managed care sector.  The 
opportunities to increase both scale and complementary service lines 
to drive growth serve as catalysts in an industry in which the target 
of a transaction is usually seamlessly integrated within the acquiring 
organization.  Large prior transactions including PacifiCare/United, 
Bravo/HealthSpring and Coventry/Aetna should somewhat alleviate 
concerns about service disruption to insured persons.  

In the summer of 2015, the Aetna-Humana and Anthem-Cigna deals 
were announced, presaging a future of dramatic consolidation in 
which the Big Five insurance companies would become the Big Three.  
However, after months of speculation, the U.S.  Department of Justice 
in July sued to stop both mergers, stating that the anti-competitive 
effects of these mergers would likely result in both raised premiums 
and diminished healthcare options for consumers.  Executives involved 
in both deals responded by vowing to fight the Justice Department in 
court, meaning these mergers’ outcomes will not be resolved until 2017.  

The ACA has spawned a large 
amount of both large- and 
small-scale consolidation 
activity throughout the 
managed care sector.
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I. Aetna Acquiring Humana
Aetna announced it was acquiring Humana on July 3, 2015, for a $39.4 
billion combination of cash and stock.  The transaction valued Humana 
at a 0.78x EV/Revenue multiple, and a 14.2x EV/EBITDA multiple.  The 
offering price was $230 per Humana share, which equated into a 23% 
premium to the previous day closing price.  

There are several strategic reasons this transaction makes sense for both 
parties.  First, the deal would create the third largest healthcare insurer, 
after United and Anthem/Cigna, giving it a tremendous amount of scale.  
Aetna would also gain access to Humana’s leading MA practice, which 
as discussed above is a major growth sector in managed care.  The 
deal would combine similar population health strategies pursued by 
Healthagen (Aetna) and Transcend Insights (Humana).  Finally, it would 
drive operational synergies by strengthening Aetna’s consumer focus.  

There are also significant expected synergies.  If enacted, Aetna projects 
the transaction to realize $1.25 billion in annual cost savings by 2018, 
and be accretive to EPS in 2017.  Aetna’s Coventry unit, which has a 
strong Medicaid and dual eligible practice, will fit well with Humana’s 
Medicare focus.  Aetna hopes to create a health services division, similar 
to Optum, with Humana’s non-Medicare assets.

Aetna shares have decreased approximately 12% from an all-time high 
in June 2015 after announcing the Humana acquisition.  The drop is 
attributed mainly to antitrust concerns over combined MA membership, 
which is discussed below.  

On July 21, 2016, the United States Justice Department brought 
an anti-trust lawsuit to block the proposed merger, despite both 
Aetna and Humana’s a) pleas that their transaction will be beneficial 
for seniors in the MA market and b) planned divestitures.  United 
States Attorney General Loretta Lynch announced that the proposed 
mergers “would leave much of the multitrillion-dollar health insurance 
industry in the hands of three mammoth insurance companies.  The 
competition among insurers that has pushed them to provide lower 
premiums, higher-quality care and better benefits would be eliminated.”  
Specifically, the DOJ cited the substantial lessening of competition 
for the sale of Medicare Advantage plans across 364 counties and the 
substantial lessening of competition for the sale of Health Insurance on 
the public exchanges in Florida, Georgia, and Mississippi.  

Both Aetna/Humana remain positive about the likelihood that the deal 
will be successful, evidenced by Aetna Chief Executive Officer Mark 
Bertolini commenting that he “likes his chances in front of a judge” 
and that their proposed transaction was announced prior to the larger 
Cigna/Anthem deal.  In order to speed the trials, United States District 

If enacted, Aetna projects the 
transaction to realize $1.25 
billion in annual cost savings 
by 2018, and be accretive to 
EPS in 2017.

Aetna’s Coventry unit, which 
has a strong Medicaid and dual 
eligible practice, will fit well with 
Humana’s Medicare focus.
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Judge John Bates declared that he would opine solely over the Aetna/
Humana transaction due to their merger agreement expiring at the end 
of 2017.  Judge Bates, a Republican, has a history of voicing skepticism 
over actions taken by the Justice Department, commenting that he 
was troubled by Justice Department and National Security Agency 
officials “substantial misrepresentations” in a 2011 internet security 
case.  According to Elevation Securities’ analysis of the merger, since 
both Aetna and Humana are still committed to the transaction, there 
is a strong chance the merger can be completed if a robust divestiture 
package is put together.  Additionally, if the Cigna-Anthem merger falls 
apart, this deal will become more palatable to the DOJ.  

The charts below show the impact of the proposed merger on 
competition on a county level, using the Herfindahl-Hirschman Index 
(HHI).  The HHI measures the size of firms in relation to their industry 
competitors.  The scale ranges up to 10,000; a score above 1,500 
indicates moderate to high concentration.  

Source: CMS, Credit Suisse

Figure 30: MA HHI Index by County for Aetna/Humana

HHI Range

Count of 
Pre-Merger 

Counties

Count of  
Pro Forma 
Counties Change

Less than 1,500 4 2 -2

1,500 - 2,500 194 125 -69

Greater than 2,500 2,628 2,699 71

Source: CMS, Credit Suisse

Figure 31: Potential Number of Counties with Regulatory Issues for 
Aetna/Humana

Number of Counties with Pre-Merger HHI Greater than 
2,500 and Post-Merger HHI Increase of at least 200

874

Humana’s Enrollment in these Counties 1,269,666

Humana’s Enrollment in these Counties to Total Pro 
Forma Aetna/Humana

28.3%

Average Increase in HHI in these Counties 1,390
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The 874 counties that face the most scrutiny are heavily based in Texas, 
followed by Ohio, Missouri, and Virginia.  Many of these counties have 
HHI increases of about 200 points, and about half will experience HHI 
increases of more than 1,000 points.  In 31 of the 874 counties, pro 
forma Aetna/Humana would be the sole provider of MA plans.

Source: CMS, Credit Suisse

Figure 32:  Pro Forma Aetna/Humana Problem Counties by State
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Figure 33:  Competitor MA enrollment in Key AETNA/HUMANA Problem Counties

Plan Enrollment Participating Countries
UnitedHealth Group, Inc. 807,289 798
Anthem, Inc. 122,832 224
Highmark Health 71,605 222
Blue Cross and Blue Shield of North Carolina 52,182 24
WellCare Health Plans, inc. 51,062 45
Essence Group Holdings Corporation 47,611 11
Guidewell Mutual Holding Corporation 41,264 11
Geisinger Health System 41,173 25
CIGNA 38,774 72
Blue Cross Blue Shield of Michigan 31,423 216
Trinity Health 25,034 24
Kaiser Foundation Health Plan, Inc. 22,861 29
Martin’s Point Health Care, Inc. 20,501 6
Baylor Scott & White Holdings 19,920 51
America’s 1st Choice Holding of Florida, LLC 19,355 6
AvMed, Inc. 16,392 1
Health Care Service Corporation 14,953 34
Gateway Health Plan, LP 14,474 50
UMWA Health and Teirement Funds 12,448 92
Molina Healthcare, Inc. 12,234 29
PH Holdings, LLC 10,518 7
Centene Corporation 10,184 25

Source: CMS, Credit Suisse

Figure 34:  Revenue Distribution
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II. Anthem Acquiring Cigna

On July 23, 2015, Anthem announced it was acquiring Cigna for a $53.4 
billion combination of cash and stock.  The transaction valued Cigna 
at a 1.49x EV/Revenue multiple, and a 13.7x EV/EBITDA multiple.  The 
offering price was $188 per Cigna share, which equated into a 38% 
premium to the closing price on May 28, 2015, before deal speculation 
was announced.  Closing is expected by the end of 2016, subject to 
regulatory approval.  

The deal would create the largest healthcare insurer in the United 
States.  Specifically, it would diversify Anthem’s segment mix by adding 
international and specialty lines while increasing MA exposure in key 
states including Florida and Texas.  Additionally, it would strengthen 
Anthem’s ASO segment with a particular focus on mid-size employers 
and catastrophic stop-loss offerings.  Similar to the Aetna/Humana 
transaction, it would combine population health strategies CareMore 
(Anthem) and Healthspring (Cigna).

Projected earnings per share accretion would approach 10% in the first 
year, with accretion more than doubling by year two.  Cigna is more 
profitable than Anthem with last twelve months (LTM) net income 
margin at 5.7% versus 3.7% for Anthem, and LTM EBITDA margin at 
10.7% versus 8.1%.  The transaction is projected to realize $2 billion 
in pre-tax cost synergies within two years.  Importantly, the combined 
entity would have unique capabilities to serve the growing dual eligible 
population.

The United States also brought a regulatory anti-trust lawsuit to block 
the Anthem/Cigna merger transaction on July 21.  Anthem has pleaded 
with regulators that while all four companies are health insurers, the 
Anthem/Cigna deal is concentrated on commercial health insurance, 
while Aetna/Humana is focused on Medicare Advantage, a much higher 
concentrated market.  An additional complication with this merger is 
the rules governing Blues plans and which markets they are allowed 
to compete in; Cigna would find itself constrained from expanding in 
markets which featured another Blues plan once it joined forces with 
Anthem.  

A federal judge is expected to rule upon the transaction before year-
end.  Cigna has already shown signs of implementing a back-up plan, 
evidenced by meeting with investors in early August to discuss stock 
buybacks or acquisitions if the proposed merger does not occur.  Cigna 
would have a large amount of excess capital to pursue further strategic 
initiatives, including receiving a $1.85 billion break-up fee from Anthem.  

[Anthem’s acquisition of Cigna] 
would create the largest 
healthcare insurer in the United 
States.  Specifically, it would 
diversify Anthem’s segment mix 
by adding international and 
specialty lines while increasing 
MA exposure in key states 
including Florida and Texas.
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This merger is likely more problematic than the Aetna / Humana deal 
both due to the number of markets where the companies overlap and 
the complicating factor of having a Blues plan as one of the parties to 
the merger, as Blues have onerous non-competition rules.  According 
to analysis by Elevation Securities, this transaction is unlikely to survive 
in court, as the DOJ is unlikely to have any desire to monitor the large 
number of divestitures that would be required to alleviate competitor 
concerns.  The chart below shows the states where the Anthem / Cigna 
merger has the most significant impact on market power.  

Figure 35:  States Where Anthem/Cigna Merger Could Enhance Market Power

Source: Credit Suisse, AMA

State Total HHI Total HHI Post-Merger Change in HHI
New Hampshire 2,769 4,452 1,682
Indiana 3,385 4,999 1,614
Connecticut 2,544 3,855 1,311
Maine 2,921 4,089 1,169
Virginia 2,545 3,439 894
Georgia 2,127 2,976 848
Colorado 1,893 2,734 841
Missouri 2,074 2,576 502
Nevada 2,459 2,906 447
Kentucky 2,992 3,323 331

Figure 36:  Revenue Distribution

Source: JP Morgan
(1)  Represents disability (~$4bn), global supplemental insurance ($3bn),  
international ($2bn) and mail order pharmacy ($3bn) businesses
(2)  Commercial ASO is a significant portion of membership enrollment, but PMPM revenue  
is only ~$30, and comprises a larger percentage of operating income than revenue
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III. Centene Acquiring Health Net
 
On July 22, 2015, Centene announced it was acquiring Health Net for 
a $6.2 billion combination in cash and stock.  The transaction valued 
Health Net at a 0.40x EV/Revenue multiple, and a 16.0x EV/EBITDA 
multiple.  The offering price was $78.57 per Health Net share, which 
equated to a 21% premium to the previous day closing price.  The deal 
gives Centene the biggest market share among private administrators of 
Medicaid, and represents the expectation that the federal government 
will keep playing a large role in health care.

The transaction was projected to boosts earnings about 10% in year 
one, and achieves $150 million in synergies by year two.  Centene only 
has minor market share in California and other western states where 
Medicaid managed care is widely utilized; these areas are some of 
Health Net’s largest growth regions

 In March, the merger was finalized after an approval from the California 
Department of Insurance.  Centene shares dropped approximately 
15% in July due to HealthNet suffering massive losses in its individual 
exchange business, despite Centene almost doubling its profit in Q2 
from the prior year.  Centene will exit the exchanges in some of the 
states that have proved to be unprofitable.   
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Figure 37:  Top 20 US health plans in order of total enrollment

Source: Kaiser Family Foundation

Company Enrollment Pro Forma Enrollment
UnitedHealthCare 45,765,000 16.9% 45,765,000 16.9%
Anthem 38,537,000 14.2% 53,191,000 19.6%
Aetna, Inc. 23,670,000 8.7% 37,851,500 13.9%
Health Care Services Corp. 14,700,000 5.4% 14,700,000 5.4%
Cigna Corp. 14,654,000 5.4% - -
Humana Inc. 14,181,500 5.2% - -
Kaiser Permanente 9,596,197 3.5% 9,596,197 3.5%
Independence Blue Cross 9,500,000 3.5% 9,500,000 3.5%
HealthNet, Inc. 6,006,000 2.2% - -
BlueCross and BlueShield of Michigan 5,800,000 2.1% 5,800,000 2.1%
Highmark Inc. 5,300,000 2.0% 5,300,000 2.0%
Centene Corp. 4,400,000 1.6% 10,406,000 3.8%
BlueCross and BlueShield of Florida 4,300,000 1.6% 4,300,000 1.6%
BlueCross and BlueShield of North Carolina 3,900,000 1.4% 3,900,000 1.4%
WellMark Inc. 3,800,000 1.4% 3,800,000 1.4%
WellCare Health Plans, Inc. 3,800,000 1.4% 3,800,000 1.4%
CareFirst BlueCross BlueShield 3,400,000 1.3% 3,400,000 1.3%
BlueShield of California 3,300,000 1.3% 3,300,300 1.2%
BlueCross and BlueShield of Alabama 3,000,000 1.1% 3,000,000 1.1%
Molina HealthCare, Inc. 2,965,000 1.1% 2,965,000 1.1%
Other 50,867,303 18.7% 50,867,303 18.7%
Total Covered Lives per  
Kaiser Family Foundation

271,442,000 271,442,000

IV. Pro Forma Insurance Enrollment
 
The following chart shows the impact of the proposed mergers on 
overall enrollment.  The top three insurers would have more than 50% of 
market share.
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Strategies for Providers
 
Changes in the U.S.  healthcare environment and the managed care 
marketplace have many implications for providers.  As discussed 
above, payor consolidation puts considerable pressure on providers 
to also consolidate in order to regain pricing power.  Furthermore, 
the industrywide shift to value-based and away from fee-for-service 
payments incentivizes providers to take on risk, whether through 
an ACO or by offering their own health plan.  Finally, shifts in the 
marketplace make it cost-effective for hospitals to hire more physicians, 
allowing them to control patients through the care continuum and keep 
outpatient services within the hospital.  Those trends are discussed in 
more detail on the following page. 
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Figure 38:  Market Share Analyses by MSA and Largest Providers

Source: Credit Suisse, Company data, Hospital Cost Reports

MSA Largest Provider Second Largest Third Largest
Los Angeles-Long Beach-Anaheim, CA Kaiser MemorialCare Providence

Bed Count 2,438 1,424 1,295
% Market Share 10.4% 6.1% 5.5%

Dallas-Forst Worth-Arlington, TX THR Baylor Scott & White HCA
Bed Count 3,116 2,771 2,223
% Market Share 25.8% 23.0% 18.4%

Houston-The Woodlands-Sugar Land, TX Memorial Hermann HCA Methodist
Bed Count 2,842 1,935 1,781
% Market Share 26.5% 18.1% 16.6%

Miami-Fort Lauderdale-West Palm Beach, FL THC HCA Memorial
Bed Count 3,169 2,894 1,775
% Market Share 20.8% 19.0% 11.7%

Atlanta-Sandy Springs-Roswell, GA Emory Piedmont WellStar
Bed Count 1,321 1,150 1,038
% Market Share 16.8% 14.6% 13.2%

Boston-Cambridge-Newton, MA-NH Partners Steward Beth Israel
Bed Count 2,410 1,064 886
% Market Share 27.2% 12.0% 10.0%

Riverside-San Bernardino-Ontario, CA Dignity THC UHS
Bed Count 542 501 402
% Market Share 7.8% 7.2% 5.8%

San Antonio-New Braunfels, TX HCA THC CYH
Bed Count 1,672 1,361 67
% Market Share 37.5% 30.5% 5.8%

Washington-Arlington-Alexandria, DC-VA-MD UHS HCA LPNT
Bed Count 315 199 97
% Market Share 4.3% 2.7% 1.3%

San Francisco-Oakland-Hayward, CA Dignity THC NA
Bed Count 475 123 NA
% Market Share 6.6% 1.7% NA

I. Mergers and Acquisitions 

Market share in the 10 largest markets that are significantly affected 
by the Aetna/Humana and Anthem/Cigna mergers are shown below.  
Provider consolidation will likely accelerate in these markets in 
response to the managed care mergers in the event they go through.  
Both large not-for-profit systems and for-profit operators in these 
markets will likely evaluate consolidation opportunities.
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Figure 39:  Moody’s 2014 Medians-Hospital Revenue Breakdown

Source:  Moody’s Investor Service Reports

Mergers within the insurance space significantly impact hospitals and 
health systems because half of the providers’ revenue is derived from 
private payors.  Specifically, insurer mergers reduce hospitals’ negotiating 
leverage, constraining hospital profitability.  Hospital revenue from 
insurers will continue to increase as the population ages into Medicare 
and individuals shift to Managed Medicare/Medicaid plans.

Increased hospital mergers during periods of growing payor power 
has been the norm historically.  The rise of managed care in the 1980s 
and 1990s brought with it a significant wave of merger activity that 
peaked in 1997 and did not rise again until the ACA was enacted in 
2010, according to Booz & Company.  It follows logically that the most 
recent managed care mergers will lead to further hospital consolidation, 
particularly in the most affected markets.  

Local market demographics and hospital/health system characteristics 
will impact the significance of negotiating leverage.  Large multi-site 
health systems with strong market share will have an advantage over 
smaller, independent systems, leading to more consolidation pressure.

The current top-five public health insurers cover approximately 53% 
of the 174 million US commercial members.  Greater insurer leverage 
could affect commercial rates, a large and typically profitable business 
for hospitals.  The impact on hospitals’ bottom line will likely be seen 
in mid-2017 at the earliest, as mergers have to complete regulatory 
approval and subsequent contract renewal cycles.
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Figure 40:  Total Number of Public and Private ACOs

Source: RBC Capital Markets

II. Accountable Care Organizations
 
Accountable care organizations are a large part of the population 
health delivery reforms as a result of the ACA; primary care physicians, 
specialists, inpatient acute care providers, nursing homes, and other 
post-acute care facilities are expected to work together to manage 
care.  Value-based payments under ACOs allow providers and payors to 
share savings, which incentivizes providers to focus on patient outcomes 
rather than maximizing services provided.     

In January 2015, HHS announced its goal of tying 30% of traditional FFS 
Medicare payments to alternative payment models, such as ACOs, by 
2016, and to 50% by 2018.  Approximately 23.5 million Americans are 
covered through ACO arrangements, according to the Leavitt Partners 
Center for Accountable Care Intelligence.  Additionally, Health Affairs 
projects that the total number of ACO lives will increase to 72 million by 
2020 and more than 150 million by 2025.  

The involvement of various payors, including Medicare, Medicaid, 
national insurers, and some self-insured employers, have continued to 
increase as well, with 132 different parties having entered into an ACO 
contract as of January 2015.  Nearly half of the ACOs in existence as of 
2014 were commercial ACOs.

Compared with Medicare ACOs, commercial ACO arrangements are less 
likely to be subject to rigorous reporting and governance requirements, 
and are more flexible in terms of cost and quality-metric targets and 
financial risk-sharing arrangements.  Commercial ACOs are usually 
structured as HMO or PPO products, and are often based on existing 
HMO/PPO platforms.
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CMS offers several ACO models under the authority of the ACA:

 � Medicare Shared Savings Program (MSSP) requires a three-year 
commitment from providers to care for at least 5,000 Medicare 
beneficiaries through two tracks:

 - One-sided model featuring shared savings only (up to 50% of 
savings) with no downside risk

 - Two-sided model featuring shared shavings (up to 60% of savings) 
with some downside risk (up to 60% of the difference between a 
benchmark and yearly expenditures)

 - An updated MSSP with a third rule, which will be “two-sided” with 
upside and downside risk up to 75% of the difference between the 
benchmark and actual costs

 � The Advance Payment ACO model is designed for small and mid-
sized physician-based provider organizations; physicians receive 
upfront payments, which they can use to make care coordination 
infrastructure investments

 � The Pioneer ACO model allows provider groups to move from shared 
savings payments to a population-based payment model, and is 
designed to work in coordination with private payors by aligning 
incentives to improve patient quality and cost savings

 � CMS is developing a next-generation ACO model that builds on 
experience from both the Pioneer ACO model and the MSSP, which 
will allow providers to assume high levels of financial risk in return for 
greater potential awards

All of the Big Five MCOs are focused on increasing ACO exposure.  
Additionally, at least 12 states have approved, adopted, or are 
sponsoring 59 ACOs for providing care to Medicaid patients.  
Specifically, five non-Medicaid expansion states (AL, FL, LA, ME, and NC) 
already sponsored a combined seven Medicaid ACOs.  These programs 
are often targeted to urban areas that could benefit the most from 
coordinated care.  
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Figure 41:  Converging Profit Margins for PSHPs

Source: A.M.  Best Company

III. Provider Sponsored Health Plans 
 
Another provider response to the shift to value-based payments is to 
start a health plan, known as a provider-sponsored health plan (PSHP).  
A health plan can be a strategic tool that allows providers to manage 
population health and drive patients to the provider’s facilities.  Unlike 
in an ACO, the provider gains direct access to the end user in a PSHP, 
which is particularly useful in the individual markets where patients 
select their own health insurance.  

Provider-sponsored health plans have reported favorable trends in 
aggregate, with higher premium growth than the industry as a whole.  
The degree of cost efficiency, profitability, and capital generation varies 
somewhat based on the level of vertical integration and resources 
commitment from the parent organization.  Overall profit margins have 
stabilized and flattened in the past five years (through 2013) and are 
now in line with the industry as a whole.
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Both ACOs and PSHPs are methods for providers to coordinate quality 
care, but PSHPs involve significantly greater degrees of control and risk.  
Hospital systems should evaluate their market’s characteristics before 
deciding on a managed care strategy.  Depending on demographics, the 
competitive environment, and market conditions, it is quite possible that 
neither approach would address a health system’s goals.  The following 
chart compares the key factors in ASOs and PSHPs.
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Figure 42:  Key Factors for Comparing an ACO and PSHP

Figure 43:  Health System Plans

Note: Sorted alphabetically by health system
Source: National Association of Insurance Commissioners, AIS Directory of Health Plans 2015

Accountable Care Organization Provider Sponsored Health Plan

Strategy Reduce utilization / costs to  
achieve savings / market share

Reduce utilization / costs to  
achieve savings / market share

Access to Market Access to market controlled  
by sponsoring payor

PSHP has direct  
access to market

Provider Control Over 
Market Share

Limited as payor  
is access point

Sustainable as payor / provider  
are the same organization

Population Risk Limited downside risk with  
moderate upside savings

Full risk and opportunity  
for population health

Capital Requirements Little financial  
capital required

Significant reserve requirements  
with potential losses in early years

Culture/Perspective Provider-oriented Plan-oriented (which can  
lead to conflicts)

Potential ROA Savings potential, but could impact  
future reimbursement with payor

If successful, could be  
significant ROA

Major Issues

Comprised of competing  
participants operating from  

independent IT systems; limited 
commitment and duration

Requires potentially significant  
investment in IT infrastructure  

and network adequacy;  
major commitment

Company / Location
Health Plan  
Enrollment Description

Clovis, NM

NM: 213,989

 � Based in Nashville, Tennessee, Ardent subsidiaries own and operate 
health systems in the U.S.  Ardent’s network includes twelve acute care 
hospitals, a rehabilitation hospital, three multi-specialty physician groups 
and retail pharmacies

 � Owns and operates medical/surgical hospitals and health systems in 
growing urban and suburban areas through its Lovelace, Hillcrest, and 
Baptist St.  Anthony’s Health Systems

 � Completed the acquisition of an 80% stake in Baptist St.  Anthony’s 
Hospital Corporation from CHRISTUS Health and Baptist Community 
Services in January 2013

Canton, OH

OH: 529,710

 � Aultman is the largest acute care hospital and employer in Stark County 
with 808 licensed beds and 575 active physicians 

 � AultCare is the largest hospital/physician-based Preferred Provider 
Organization in Northeastern Ohio with over 100,000 covered lives



48 HAMMOND HANLON CAMP LLC Managed Care • 2016   

Figure 43:  Health System Plans (cont’d)

Note: Sorted alphabetically by health system
Source: National Association of Insurance Commissioners, AIS Directory of Health Plans 2015

Company / Location
Health Plan  
Enrollment Description

Mesa, AZ

AZ: ~300,000

 � Banner Health Network (“BHN”) provides a highly coordinated patient care 
experience to Medicare beneficiaries and other members in private sector 
insurance plans 

 � The network is comprised of Banner Health-affiliated physicians, 13 acute-
care Banner hospitals and other Banner services in Arizona

Golden Valley, MN

MN: 315,640

 � Fairview Health Services is a non-profit integrated network of physicians, 
hospitals, ambulatory care services, pharmacy services and healthcare 
management enterprises

 � PreferredOne offers individual health insurance, family medical plans, and 
group health insurance in Minnesota and the upper Midwest

Danville, PA

PA: 426,784

 � Geisinger Health Services is a physician led, integrated health services 
organization serving more than 2.6 million residents throughout 44 
counties in central and northeastern Pennsylvania 

 � Geisinger Health Plan is a not-for-profit health maintenance organization 
serving members in 43 counties throughout central and northeastern 
Pennsylvania

La Crosse, WI

WI: 86,138 
IA: 897

 � Gundersen Lutheran Health System is a physician-led, not-for profit 
healthcare system located throughout western Wisconsin, northeastern 
Iowa and southeastern Minnesota caring for patients in 19 counties

 � Gundersen Lutheran Health Plan offers customized HMO plans, Point of 
Service plans with out-of-network coverage, self-funded plan options, 
Senior Preferred - a Medicare Advantage Plan, and BadgerCare Plus

Salt Lake City, UT

730,000

 � Intermountain Healthcare is an internationally recognized, not-for-profit 
system of 22 hospitals, a Medical Group with 185+ physician clinics, and 
an affiliated health insurance company with 35,000 employees

 � Serving members in Utah and SE Idaho, the SelectHealth plan and 
Intermountain Healthcare have worked together for 30+ years to enhance 
value by ensuring high-quality care at the lowest cost for the community

Oakland, CA

9,115,657

 � Kaiser Permanente is recognized as one of America’s leading health care 
providers and not-for-profit health plans.  The system currently serves 
more than 10 million members in eight states and the District of Columbia

 � Kaiser Permanente leads the nation’s commercial health plans and 
Medicare health plans by being ranked No.  1 in effectiveness of care 
measures, according to the 2013 National Committee for Quality 
Assurance
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Company / Location
Health Plan  
Enrollment Description

Marshfield, MN

WI: 180,451

 � Marshfield Clinic provides patient care, research and education at more 
than 50 locations in northern, central and western Wisconsin

 � Largest private group medical practice in Wisconsin with more than 700 
physicians representing over 80 different medical specialties, and more 
than 6,000 additional employees

 � Security Health Plan is a physician-directed health plan serving over 180,000 
people in a 36-county area in northern, western and central Wisconsin

Boston, MA

337,600

 � Partners HealthCare is a not-for-profit, integrated health care system 
in Boston, MA affiliated with Harvard Medical School.  This includes 
community/specialty hospitals, an MCO, a physician network, and other 
services

 � Neighborhood Health Plan (NHP) is an NCQA-accredited, not-for-profit 
health plan that provides coverage to over 300,000 commercial and 
MassHealth members

Dayton, OH

9,000

 � Premier Health is a medical network of five hospitals and two major health 
centers in the Dayton region that employs 14,000 workers as the second-
largest employer in the Dayton region

 � The Health Plan provides flexible, cost-effective healthcare coverage.  
The physician leaders in network own their quality standards and stay 
accountable to evidence-based medicine to lower variation and  
decrease costs

Maumee, OH

OH: 316,828 
MI: 3,247

 � ProMedica is a locally owned, non-profit healthcare organization serving 
northwest Ohio and southeast Michigan, providing care for 2.6 million 
patient visits annually

 � Paramount Health Care is a locally owned insurance company offering 
services to both large and small groups, catering to Medicare and 
Medicaid subscribers in northwest Ohio and southeast Michigan

Figure 43:  Health System Plans (cont’d)

Note: Sorted alphabetically by health system
Source: National Association of Insurance Commissioners, AIS Directory of Health Plans 2015
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Figure 43:  Health System Plans (cont’d)

Company / Location
Health Plan  
Enrollment Description

Norfolk, VA

350,652

 � Sentara is a not-for-profit system that includes imaging centers,  
seniors centers, outpatient campuses, physical therapy and rehab services,  
home health and hospice, a 3,800-provider medical staff, and five  
medical groups

 � Optima Health provides health plan coverage to members throughout 
Virginia.  The provider network features more than 15,000 providers 
including specialists, primary care physicians and hospitals

Grand Rapids, MI

585,400

 � Spectrum Health is a not-for-profit health system, based in West Michigan, 
offering a full continuum of care through 12 hospitals, 180 ambulatory 
and service sites, 1,300 employed physicians, and a health plan

 � More than 27,000 doctors and other health care providers have chosen 
to participate in the Priority Health network offered by 12,000 employers, 
which also includes more than 110 acute-care hospitals

Madison, WI

WI: 272,037

 � SSM Health is a Catholic, not-for-profit health care system with more than 
1,300 physicians and 29,500 others employees in four states: Oklahoma, 
Missouri, Illinois and Wisconsin

 � SSM Health Care acquired Dean Health System, a large multispecialty 
physician group and health plan in Wisconsin in September 2013

 � Dean and SSM were already 50-50 partners in Dean Health Plan, an HMO 
with over 260,000 covered lives in Wisconsin

Pitsburgh, PA

PA: 851,503

 � UPMC operates 22 academic, community, and specialty hospitals and 400 
outpatient sites, employs approximately 3,500 physicians, and offers an 
array of rehabilitation, retirement and long-term care facilities

 � UPMC Health plan is the second-largest health insurer in western 
Pennsylvania and provides health insurance services to 850,000 members 
through its affiliated 125 hospitals and 11,500 physicians across 
Pennsylvania, parts of Ohio, West Virginia and Maryland

Note: Sorted alphabetically by health system
Source: National Association of Insurance Commissioners, AIS Directory of Health Plans 2015
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IV. Physician Employment
 
Another response by hospitals to the changes taking place in the 
healthcare industry is increased physician employment, through 
physician hiring and acquisition of physician practices.  According 
to a study by the Physicians Advocacy Group and Avalere Health, 38 
percent of U.S. physicians are now employed by hospitals and health 
systems.  The percent of hospital employed physicians increased almost 
50% from July 2012 to July 2015, with increases in each six month time 
period measured over these three years.  All regions of the U.S. showed 
significant increases over these periods, with the Northeast and Midwest 
having the highest percentages of physician employment.  

Figure 44:  Change in Employment of Physicians

Figure 45:  Hospital-Employed Physicians by Region
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Figure 47:  Medical Group Acquisitions by Acquirer  

Source: Deloitte, Irving Levin Associates

The disparity between clinic and facility payment has come under a 
certain amount of scrutiny, as a MEDPAC study showed that Medicare 
paid $1.5 billion more for two services, evaluation and management and 
echocardiograms, in hospital outpatient departments than it could have 
paid if these services had been performed in a physicians’ office.
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Figure 46:  Average Payment for Cardiac Imaging Episode

Source: Physicians Advocacy Institute
Note: 3-day episodes include care during procedure as well as day before and day after
Note: 22-day episodes include care during day of procedure and 7 days before as well as 14 days after
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Physician employment further consolidates care within the health 
system and allows hospitals to drive outpatient care that could be 
provided in the hospital setting.  For example, the average cardiac 
imaging procedure payment is substantially higher when it takes place 
in the hospital outpatient department versus the office setting.  The 
average risk-adjusted payment in the outpatient department is $1,423 
(217%) higher than in the office setting for a three-day episode and 
$2,286 (80%) higher for a 22-day episode.

As providers consider alternative strategies to manage their 
relationships with their key payors, the optimal path will depend on 
their market position, financial profile, relationship with physicians and 
experience in population health management.
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Appendix

I. Selected ACA Provisions and 
Timeline for Implementation

 
There have been a number of key reforms that have increased fees 
and regulations for insurers, but likely reduced the size and length of 
pricing cycles.

Figure 48:  ACA Timeline

Source: RBC Capital Markets, JP Morgan
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fee is considered an excise tax that is non-deductible for corporate 
income tax.

However, there are several entities that are excluded from the health 
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Minimum MLR Requirement
 
Minimum MLR requirements for all health insurers’ commercial 
underwriting businesses, except for self-funded plans, have been 
enacted to increase transparency.  There is an 85% minimum for large-
group plans and 80% for small-group and individual plans.  Federal 
regulators may review annual premiums charged by insurers to verify 
that rates are actuarially sound and based on realistic healthcare cost 
projections.  Annual rate increases of more than 10% are automatically 
reviewed by state officials, and insurers need to provide sufficient 
reasoning for justification. 

Regulation of Premiums
 
Premium determination metrics are currently more defined; pre-
existing conditions are excluded for better access.  Pre-ACA, premiums 
were determined by underlying health status, demographic factors, 
and industry ratings.  Post-ACA, premiums can vary based only on 
enrollment type (i.e., individual, dependents), geography, age, and 
tobacco use. 

Employer Mandate Provisions
 
Large firms (100+ employees) needed to insure 70% of full-time 
equivalents (FTEs) in 2015 and 95% in 2016; if premiums are not 
affordable (cost less than 9% of household income) and actuarially 
sound, $2,000 to $3,000 in penalties apply.  Mid-size firms (50-99 
employees) need to insure 95% of FTEs in 2016.  Finally, small firms 
(less than 50 employees) are not required to provide insurance 
coverage to workers. 

Cadillac Tax Provisions
 
If an employer-sponsored health plan provides high-cost benefits 
above a certain threshold, a non-deductible 40% excise tax applies 
beginning in 2018.  The premium threshold for individual plans is 
$10,200 annually versus $27,500 annually for families.  An increase in 
threshold is tied to the Consumer Price Index--if health costs continue 
to rise faster than inflation, most employers will be subject to the tax 
eventually.  Employers are already acting to avoid the tax by adopting 
cost-cutting strategies, such as benefit reductions and faster adoption 
of high deductible health plans.
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II. Membership Breakouts

Figure 49:  Membership Breakout of the Big Five MCOs

Source: RBC Capital Markets

Figure 50:  Membership Breakout of Smaller, Government-Focused MCOs

Source: RBC Capital Markets
(1)  Aged, Blind & Disabled
(2)  Temporary Assistance for Needy Families
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Figure 51:  Commercial Industry Overview

Source: RBC Equity Research
(1)  Data for Aetna (AET), Anthem (ANTM), Cigna (CI), Humana (HUM) and UnitedHealth Group (UNH)

Figure 52:  Managed Care Public Comps (Diversified) LTM Revenue Multiples

Market data as of October 10, 2016
Note: GTS = Triple-S Management Corp.
Note:  Figures have been adjusted to exclude unusual and nonrecurring items.
LTM = latest twelve months ended September 30, 2016, or most recent available
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Figure 53:  Managed Care Public Comps (Diversified) LTM EBITDA Multiples 

Market data as of October 10, 2016
Note: GTS = Triple-S Management Corp.
Note:  Figures have been adjusted to exclude unusual and nonrecurring items.
LTM = latest twelve months ended September 30, 2016, or most recent available

Figure 54:  Managed Care Public Comps (Medicare) LTM Revenue Multiples

Market data as of October 10, 2016
Note:  Figures have been adjusted to exclude unusual and nonrecurring items.
LTM = latest twelve months ended September 30, 2016, or most recent available

Figure 55:  Managed Care Public Comps (Medicare) LTM EBITDA Multiples

Market data as of October 10, 2016
Note:  Figures have been adjusted to exclude unusual and nonrecurring items.
LTM = latest twelve months ended September 30, 2016, or most recent available
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Figure 56:  Managed Care Public Comps (Medicaid) LTM Revenue Multiples

Market data as of October 10, 2016
Note:  Figures have been adjusted to exclude unusual and nonrecurring items.
LTM = latest twelve months ended September 30, 2016, or most recent available

Figure 57:  Managed Care Public Comps (Medicaid) LTM EBITDA Multiples

Market data as of October 10, 2016
Note:  Figures have been adjusted to exclude unusual and nonrecurring items.
LTM = latest twelve months ended September 30, 2016, or most recent available

Figure 58:  Relative Stock Performance in the Past Five Years

Source: CapitalIQ; Diversified Managed Care Index includes Aetna, Anthem, Cigna, Health Net (pre-acquisition), Triple-S Management 
Corporation and United; Medicaid Managed Care Index includes Centene, Molina Healthcare, and WellCare Health Plans
Medicare Managed Care Index includes Humana and Universal American Corporation
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About H2C
 
HAMMOND HANLON CAMP LLC (“H2C”) is an independent strategic 
advisory and investment banking firm with an exclusive focus on 
healthcare services companies and related organizations.  Our 
commitment to exceed our clients’ expectations begins with senior 
leadership on every engagement and continues with independent and 
objective strategic advice.  Our belief in the markets and in the power of 
competition has resulted in loyal clients and long-term relationships.  

A trusted advisor with the expertise to understand the unique 
complexities of the healthcare industry and an in-depth knowledge 
of the range of potential alternative transaction and partnership 
structures are an essential part of any team dedicated to designing 
and implementing a highly successful merger, acquisition or divestiture 
strategy.  The experienced professionals at H2C are well positioned to 
serve as a trusted advisor to healthcare organizations that wish to better 
understand what alternatives are available and to expertly guide them in 
structuring and executing their strategies.  We bring in-depth knowledge 
and experience across the spectrum of healthcare service segments.

H2C offers services in the following areas:

 � Strategy design, development and execution
 � Mergers, acquisitions and divestitures
 � Capital planning and management
 � Capital markets financial advisory and private placements
 � Real estate
 � Bankruptcy and restructuring
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Contact Us
 
With offices in New York, Atlanta, Chicago and San Diego, the 
professionals at H2C are committed to providing superior strategic and 
financial advice as a trusted advisor to the healthcare community.

If you would like to know more about any information in this report, or 
wish to better understand how H2C’s healthcare advisory services can 
benefit your organization or project, please contact inquiries@h2c.com 
or visit our website at h2c.com.

NEW YORK
623 Fifth Avenue, 29th Floor 
New York, NY 10022 
212 257 4500

ATLANTA
3333 Piedmont Road, Suite 700 
Atlanta, GA 30305 
402 937 1350

CHICAGO
311 S.  Wacker Drive, Suite 5425 
Chicago, IL 60606 
312 508 4200

SAN DIEGO
4655 Executive Drive, Suite 280 
San Diego, CA 92121 
858 242 4800

Hammond Hanlon Camp LLC offers securities through its wholly-owned subsidiary, H2C Securities Inc., a member of the Financial 
Industry Regulatory Authority (FINRA) and the Securities Investors Protection Corporation (SIPC) and registered with the Securities 
and Exchange Commission (SEC), the Municipal Securities Rulemaking Board (MSRB) and the National Futures Association (NFA).

mailto:inquires%40h2c.com?subject=Question/Comment%20Re%3A%20H2C%20Laboratory%20Services%20Report%20%E2%80%A2%202015%20Edition
http://www.h2c.com
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