A
C I th r’ou pJ See page 27 for Analyst Certification and Important Disclosures

Industry Note

Health Care Policy

Medicare's $400B Private Offering: New Drug Benefit and Managed

Care

October 3, 2005

Paul Heldman
+1-202-879-6809
paul.heldman@citigroup.com

Charles Boorady
+1-212-816-7539

SUMMARY

» Medicare, which accounts for 17% of U.S. health spending, will become a
major payer of prescription drugs Jan. 1 and provide new incentives for its
nearly 43 million elderly and disabled enrollees to get all their health benefits
from managed-care health plans.

» Managed-care plans, which will begin enrolling new beneficiaries Nov. 15,
will likely grow their Medicare Advantage business by more 1 million
members, or 17%, next year and double to 24% penetration by 2009.

» Implications for most healthcare product and service companies. See

charles.boorady@citigroup.com companion note by George Grofik: Drugmakers benefit modestly overall from
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the drug benefit due to near-term volume gains, but future pricing risks longer-
term will likely mitigate if not eliminate the sales benefit.

» We think President Bush and the Republican-controlled Congress are
committed to ensuring attractive payment and rules for managed-care plans.

OPINION

The Republican-controlled Congress and President Bush created the redesigned and
expanded Medicare program through the Medicare Modernization Act, (MMA) which
was signed into law by Bush on Dec. 8, 2003.

The drug benefit, including low-income subsidies and transitional assistance, will cost
taxpayers and beneficiaries $822 billion from 2006 through 2015, according to the
Congressional Budget Office (CBO), Congress’s chief budget estimator. In the first year
of the benefit, Medicare and beneficiaries will pay $47.4 billion for drug coverage, the
CBO estimated last March.

That’s about 19% of the projected $249.3 billion in U.S. retail drug spending for 2006,
according to the Medicare office the actuary.

In August, however, the Bush Administration announced that the benchmark drug
premiums charged to Medicare beneficiaries are lower than originally expected,
reducing the cost to the government of the program. In addition, CBO assumes about
87%, or 37 million, beneficiaries will enroll in the Medicare drug benefit by the end of
2006 — eight million more than our mid-range estimate.

To be sure, not all of the Medicare drug spending will be new. Large chunks of it are money
on drug benefits currently being spent by Medicaid for the poor or employer retiree drug
insurance. Medicare payments include subsidies to employers to continue to provide retiree
drug benefits that are equal to or better than the new Medicare drug benefit. Still, the
significant point is that Medicare will become a large payer of drug benefits in 2006 and its

Citigroup Research is a division of Citigroup Global Markets Inc. (the "Firm"), which does and seeks to do business with companies covered in its research reports. As
a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as
only a single factor in making their investment decision. Non-US research analysts who have prepared this report, and who may be associated persons of the member
or member organization, are not registered/qualified as research analysts with the NYSE and/or NASD, but instead have satisfied the registration/qualification
requirements or other research-related standards of a non-US jurisdiction.

Citigroup Global Markets

United States



aﬂgroufﬂ"

share of U.S., drug spending will continue to grow. Medicare beneficiaries made up nearly
15% of the U.S. population in 1999, but accounted for about 40% of U.S. drug spending,
according to the CBO.

That makes the implementation of the Medicare benefit critical to pharmacy benefit
managers (PBMs), managed-care insurers, drugmakers and other segments of industry with a
stake in elderly spending on drugs. We believe drugmakers, managed-care health plans and
PBMs recognize that Medicare represents a major new business opportunity.

Thus, the plans and drugmakers seem more concerned with ensuring that they gain market
share in the first year of the benefit than with growing their profit margins. In fact, the health
plans bid lower than expected to provide drug benefits.

Total average payment to the plans for the prescription drug benefit (including
reinsurance and beneficiary premiums) will be about 14% lower than expected by the
government. That suggests the plans may give up some profit margin in the first year in
exchange for growing their market share and/or that drugmakers are providing higher-
than-expected concessions on price to drug insurance plans. It also suggests that
several plans may not survive past the first year while others will seek a sharp boost in
premiums for 2007 to cover costs they are willing to absorb in 2006 to gain market
share.

Over the next two weeks, Medicare and the health plans will release additional
information on drug formularies, cost sharing and prior authorization requirements that
will help determine the business rationale for the wide range of drug insurance
premiums.

Plans may have also taken additional steps to guard against losses due to higher-than-
anticipated utilization. We understand that Medco (MHS, Not Rated) has structured its
contracts with drugmakers to make the manufacturers assume some risk for over-utilization
of drugs in the PBM’s Medicare prescription drug plans. If a class is over-utilized, the
manufacturers under contract to provide drugs in that class must pay additional rebates to
Medco. If drug use in a class comes in below the utilization target, Medco will receive credit
from the manufacturers for future transactions. This shows that the drugmakers are willing to
reduce their profit to win a place on Medco’s Medicare prescription drug plan formulary,
creating or ensuring continued brand loyalty among senior citizens.

The U.S. drug-spending shift under the Medicare drug benefit will create new winners
and losers in the drug industry and also among the major PBMs.

In addition, the privatization of Medicare represents an opportunity for managed-care
plans to significantly expand their share of the $400-billion-a-year (includes drug
benefit) Medicare program in 2006 and subsequent years. The percentage of Medicare
beneficiaries enrolled in managed care health insurance will grow to 24% to 25% by the
end of 2009 from about 14% now, according to Citigroup Investment Research
projections. For 2006, we project Medicare enrollment in managed care will grow by
more than 1 million, or 17%.

Medicare managed-care revenue for medical benefits other than outpatient prescription
drugs is projected to rise to $49.4 billion in 2006 from $44.4 billion this year, according
to the CBO. Medicare managed care revenue will rise to $105.2 billion by 2015,
according to the CBO. In comparison, private health insurance currently finances $691
billion, or 36%, of U.S. health spending.
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The privatization of Medicare represents the largest U.S. growth opportunity for
managed-care health insurance plans. We think President Bush and the Republican-
controlled Congress are committed to ensuring attractive payment and rules for
managed-care plans. Over the next three years the plans must succeed at attracting
beneficiaries and controlling costs to insulate them against the possibility of a change to
a less friendly presidency in 2009.

The privatization of Medicare will potentially affect utilization and payments to
hospitals and other providers of health services. As managed care companies gain
market share among the elderly and disabled, their bargaining power with hospitals and
other providers will grow. At the same time, the pending retirement of the baby boom
generation starting in 2011 will increase pressure on Congress and the Executive Branch
to cut the growth of Medicare and Medicaid, the health insurance program for the poor.
We expect Congress and the next President to consider sharply cutting the growth of
Medicare and Medicaid spending starting in 2009.

The fiscal challenges faced by the U.S. government may prove a double-edged sword
for Managed Care. On the one hand we believe the government is expediting the
migration into private Managed Care organizations because they can provide higher
quality outcomes at a lower cost than the government run Part A and Part B plans can.
However, the government may look to save even more money down the road by cutting
the growth in reimbursement to Managed Care. We do not believe they will kill the
geese laying the golden eggs. However, we do not believe they will support the roughly
5% profit margins (pre-tax) enjoyed today by the best run Medicare Advantage plans
long-term. Near-term, at least for 2006-2007, we expect reimbursement to remain
accommodating during the initial rollout of Part D.

The migration of seniors into an MA plan may reduce demand and increase price
competition for the provider of healthcare services and the manufacturers of healthcare
products.

To manage unit prices, health plans trade volume for price and offer incentives for
members to seek high quality care at the lowest cost setting. In other words, the private
sector relies on free market negotiations and switching providers or manufactures to
achieve a lower unit price. The government on the other hand fixes prices, thereby
supporting tremendous inefficiencies. For example, it is common to find manufacturers
of products with good substitutes earning very high marginal returns in healthcare.

To manage demand, private health plans such as Humana and UnitedHealth Group
employ many techniques unique to the private sector aimed at providing better outcomes
at a lower cost than the government-run Part A hospital insurance and Part B outpatient
insurance. For example, private health plans are free to eliminate or effectively “fire”
physicians that don’t meet health plan criteria for quality or cost, including those known
to order medically unnecessary tests, even if to protect themselves from malpractice
lawsuits. Health plans may also require prior authorization before certain procedures
that are subject to fraud and abuse. The government on the other hand allows physicians
free and virtually unsupervised rein over medical decisions. Because physicians in the
U.S. profit from each procedure they perform rather than for outcomes or on a salary
basis, some physicians have been found to perform procedures that are medically
unnecessary and even harmful to the patient in order to receive payment. The
government doesn’t generally discover and discipline that behavior except in egregious
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cases. While the government is working deliberately to incorporate some of the private
sector techniques such as paying for quality, the bigger picture we believe is that this
Administration and Congress believes the private sector will provide tax payers with
more utility for their tax dollar and save money in the long run by privatizing Medicare.

I MEDICARE HISTORY: THE ROAD TO THE DRUG BENEFIT AND PRIVATIZATION
Medicare Basics

President Lyndon Johnson signed Medicare into law in July 1965, and the program
began July 1, 1966. Medicare is divided into two parts:

» Part A covers overnight or inpatient hospital stays and skilled nursing facility, hospice
and some home care. It is financed primarily by a 2.9% payroll tax split between
employers and employees.

>» Part B covers physician visits and other outpatient services, including home health care,
durable medical equipment such as home oxygen, end-stage renal disease care in
freestanding facilities, laboratory testing and outpatient hospital care. General taxpayer
revenue finances 75% of Part B and Medicare enrollees pay the other 25% through a
monthly premium deducted from their Social Security checks. The current monthly
premium is $78.20. For next year, it is scheduled to rise 13% to $88.50 on Jan. 1.

Excluding home nursing care, Medicare part A accounts for about 45% of program
spending. and part B for 35% of program spending. Home nursing care garners about
5% of Medicare spending. About 15% is paid to managed care, known as Medicare Part
C. Hospital care (both inpatient and outpatient) draws 44% of Medicare spending,
followed by reimbursement to physicians, which is about 18% of Medicare spending.

Over the first 40 years of the program, Medicare has moved from paying hospitals,
physicians, nursing homes and other providers based on their reasonable costs to pricing
formulas designed to discourage unnecessary costs in caring for a patient.
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Figure 1: Medicare Decision Tree

Medicare Decision Tree

Customer Perspective

i Part D — Prescription Drug
Medicare Advantage Privately run

Government subsizided ~ Member premium $32/mo
+ Deductibles + Co-insurance
One Card covers:
Part A Hospital Costs

Part B Physician Costs Privately run Medigap - Supplemental
Part D Drug Costs Not subsidized Member premium $150-$225/mo

Like Medigap, covers other costs
+ Deductibles + Co-insurance

Choice of Products: .
HMO -- $0-$50/month Government-run Part B — Outpatient

PPO -- $30-$130/month

Memb i 88.50 /month
FFS — $0-$100/month lember premium $ 'mon

+ Deductibles + Co-insurance

Choice of Carrier
United-PacifiCare
Humana
WellPoint
HealthNet Member premium $0

Government-run Part A — Hospital Insurance

+ Deductible + Co-insurance
$952 for first 60 hospital days

$238/day for days 61-90
$476/day 91+ days

Privatized
Bought privately using government
voucher for $850/mo (2006E)

44mn Age 65+ & Disabled, 11mn get low income aid
$500bn /yr = $400bn 06 Federal +$100bn Individual

Source: Citigroup Investment Research

The Single Medicare Advantage Card Verses Multiple Coverage
Sources

About 37 million Medicare beneficiaries get their benefits through the traditional
government-run fee-for-service program. About 6 million receive their health benefits
through managed-care health insurers in the Medicare Advantage program, known as
Medicare Part C. Medicare pays the plans a fixed fee per patient of approximately $728 a
month to provide health benefits to the elderly, per our estimates for 2005E.

Beginning Jan. 1, Medicare beneficiaries will be able to sign up for a voluntary Medicare
drug benefit, known as Medicare Part D. They will get their drug benefit through either a
prescription drug only private insurance plan (PDP) if they choose to continue to get the rest
of their benefits through traditional government Medicare or through a Medicare Advantage
plan offering drug and other medical benefits.

Ten companies are offering prescription drug only plans nationally. Others are providing
coverage in one or more of 34 regions created by Medicare. Some Medicare
beneficiaries have as many as 40 to 50 choices of plans.

Beneficiaries in the traditional program will continue with their Medicare hospitalization
coverage (part A) and pay the $88.50 premium in 2006 out of their monthly Social
Security check for part B doctor care. They will also pay from their Social Security
check the premium for a prescription drug only plan. As many as 10 million will also
pay for commercial supplemental coverage (known as Medigap) to cover various
Medicare out-of-pocket costs. Medicare patients in the traditional program next year will
pay a $952 inpatient hospitalization deductible for part A care and a $124 deductible for
part B.
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As the diagram above shows, beneficiaries may also sign up to get all their benefits
through a managed-care plan, with some or all of their part B premiums going to the
plan. They can do so at the county level or through preferred-provider managed-care
plans (PPO) offering drug and other benefits in one of 26 regions. The law requires these
plans to offer a single part A/B deductible and to cover catastrophic costs — a protection
that doesn’t exist in traditional Medicare.

The Bush Administration estimates that a beneficiary in a Medicare Advantage program
currently saves an average of $100 a month in lower out-of-pocket costs in comparison
to what he or she would have paid under Medicare. The tradeoff for the patient care is
narrower choice of physicians and other health providers. Beneficiaries signing up for a
preferred-provider managed care plan would get a broad choice of doctors, but would
pay more to see a doctor out of the a plan’s network of physicians.

The many choices of drug coverage may provide incentive for some beneficiaries to
collapse their health coverage into a single Medicare Advantage plan covering their drug
and other benefits.

For 2006, Citigroup Investment Research estimates that Medicare Advantage plans will add
more than 1 million customers at an average of $812 per member per month. That includes
the new drug benefit payment. Based on the average premium of $32.20 a month, the
government and elderly will pay $92.30 per member per month ($126.28 when including
estimated catastrophic coverage reinsurance) to provide drug benefits. Managed-care plans
in 44 states, however, are offering drug benefits with zero premiums. Further, prescription
drug only insurance plans for under $20 a month will be available in every state except
Alaska.
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Figure 2: Part D Benchmark

Avg. Plan Bid:

Nat. Avg. Bid (Bene. Prem. + Direct Subsidy) $ 9230
Reinsurance $ 3308
D PMPM Cashflow $ 126.28

Statutory Split:

Beneficiary Premium (25.5% of D PMPM) $ 32.20 25.5%
Federal Contribution (74.5% of D PMPM) $ O4.08 T4.5%
D PMPM Cashflow (Nat. Avg. Bid + Reinsurance) $ 126.28 100 0%

Premium Revenue:

Direct Subsidy (Nat. Avg. Bid - Bene. Prem.) % 60.10
Beneficiary Premium (25.5% of D PMPM) % 3220
Total Premium to Plan (at risk) % 0230

Source: Citigroup Investment Research and CMS

Medicare Managed Care History and the Start of Privatization

The federal government turned to managed care to help control Medicare spending
growth early in the program’s history. A key catalyst for growth of Medicare managed
care came in 1982 with Congressional passage of a law that allowed Medicare to pay
HMOs a fixed fee that equaled 95% of the average cost of care for Medicare beneficiary.
The plans were at risk of losing money if the cost of caring for the patient exceeded the
fixed payment.

The law did not take effect until 1985. Enrollment by Medicare beneficiaries grew to 1.4
million beneficiaries by the end of 1991.

The second catalyst for growth came with the focus on HMOs as a way to control rising
health-care costs during the early and mid 1990s. Average Medicare HMO payment rates
rose as high as 8% a year per-enrollee during the mid-1990s at a time when health
inflation had slowed drastically. That left money for the plans to provide extra benefits
to attract beneficiaries, By 1997, 96% of Medicare beneficiaries in an HMO had drug
coverage through their health plans. Medicare HMO participation peaked at 6.4
million, or 17% of Medicare enrollees in 1999.

Enrollment then declined over the next few years as a result of a 2% cap on Medicare
payment growth in many counties included in the 1997 Balanced Budget law. In 2003,
Medicare enrollment in Medicare managed care plans hit a low of 4.6 million, 12% of
Medicare beneficiaries.
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Figure 3: Medicare and Medicare Advantage Enroliment, 1985-2010E

Medicare and Medicare Advantage Enrollment, 1985-2010E
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Figure 4: Medicare Advantage Enroliment for Coverage Universe
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The Medicare Modernization Act renamed the managed-care program Medicare
Advantage from Medicare+Choice and significantly increased payment. The payment
formula was revised to pay a minimum of 100% of the average cost of a Medicare fee-
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for-service patient in a county. The law also folded teaching hospital spending into the
rates. As a result, Medicare Advantage payment rose a minimum of 6.6% this year and
significantly more in some counties. Reimbursement is scheduled to increase almost 5%
next year.

The Medicare Payment Advisory Commission, an advisory panel to Congress, estimates
that Medicare is actually paying plans an average of 107% of local fee-for-service cost
of care. In its June report, the commission argued that Medicare is paying health plans
twice for teaching hospital care, once through fixed payment rate per-person that
Medicare makes to health plans and also through separate teaching hospital rates made
to hospitals on behalf of the plans.

Figure 5: Medicare Advantage Revenue Per Member Per Month
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Source: Citigroup Investment Research

Currently, any drug benefit health plans provide to the elderly comes out of the fixed
per-patient rate the plans receive for other medical care. Beginning Jan. 1, the plans will
get a separate estimated government/beneficiary payment — $126.28 per member per
month (including estimated reinsurance payments for catastrophic costs) — to provide
drug benefits. The payments will vary based on the amount of government reinsurance
payment required by the plans to cover catastrophic coverage and by the level of
premium charged to the enrollee.

The Medicare Modernization Act payment revisions have reversed the decline in
Medicare managed-care enrollment. Medicare managed-care enrollment rose to 5.9
million in August from 4.6 million in 2003, according to data from the Medicare
Payment Advisory Commission and the Kaiser Family Foundation, a non-profit research
group unaffiliated with Kaiser health plans.
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We believe Congress and the Bush Administration has structured the drug benefit and
the Medicare Advantage program to encourage enrollment in managed care and to
ensure a financing stream to help it succeed.

On the drug benefit, the Medicare Modernization Act and Bush Administration
regulations insulate health plans and PBMs from some of the risk of providing drug
benefits to the elderly.

We believe risk adjustment, risk corridors and reinsurance payments provide protection for
Medicare Advantage and drug insurance only plans to enroll sicker patients. Congress
through the Medicare Modernization Act and the Centers for Medicare and Medicaid
Services (CMS) built in three layers of protection for the drug benefit.

» Reinsurance: The government picks up 80% of a plan’s catastrophic costs after the
coverage is triggered when a patient spends $3,600 out-of-pocket on drugs. Under the
standard benefit design, that means catastrophic coverage would kick in at $5,100 in total
drug spending.

» Risk adjustment: Medicare will adjust payments upward for, among others, low-income
beneficiaries and for beneficiaries in nursing homes. Medicare officials have said
payments to plans to cover low-income or nursing home patients with a number of co-
morbidities could be significantly higher than standard rates —50% or greater.

» Risk corridors: The government will help cover a plan’s losses if they exceed 2.5% of
its spending target. A plan’s spending target equals the prepayments by the government
through direct subsidies and the beneficiary through premiums for basic benefit drug
expenses. The government covers 75% of the second 2.5% of losses above the spending
target and then 80% of any additional losses. The law, however, requires plans to share an
equivalent amount of profits in excess of 2.5%.

Still, the Bush Administration has also said plans can wall off profits and
administrative expenses built into its accepted bid from the risk corridor arrangement.
So if a plan has a 5% profit margin and a 10% cushion for administrative expenses
built into its bid, the government would only reclaim 75% or more of the profits in
excess of 17.5%.

In addition, CMS officials have said they will rely heavily on the plans in the first year to
estimate what level of reinsurance payments should be built into the bid. The difference
between actual reinsurance costs during the year and the upfront payments will be reconciled
in 2007 by the government and the health plans. These up front payments in 2006 should
help ensure, at the every least, that plans have adequate cash flow to cover expensive cases.
The risk to investors is that some of the 2006 EPS and cash flow reported may be clawed
back by the government the following year. The CMS has estimated the reinsurance
payments at $33.98 per member per month, a portion of the estimated $126.28 per-member,
per-month payment for the drug benefit.

10
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Figure 6: Medicare Advantage EPS Contribution

MEDICARE ADVANTAGE EPS CONTRIBUTION (05E-08E)

AET Cl CVH HNT HUM PHS UNH wcC WLP

Enroliment (000) 2004 97 33 69 7 377 705 330 56 140
2005E 103 33 76 176 546 745 368 64 144

2006E 172 4 108 243 762 942 529 79 250

2007E 181 43 109 255 800 989 555 83 262

2008E 190 46 114 268 840 1,038 583 87 276

Medicare Advantage 2004 686 672 696 610 721 700 702 686 616
Premium PMPM ($) 2005E 720 715 766 682 802 762 745 720 641
2006E 856 781 782 760 846 820 837 756 867

2007E 899 821 821 798 888 861 879 794 911

2008E 944 862 862 838 932 904 923 833 956

Medicare Advantage 2004 $798 $266 $576 $1,254 $3,262 $5,922 $2,781 $461 $1,035
Revenue 2005E $863 $284 $666 $1,422 $4,441 $6,630 $3,121 $518 $1,094
($mil) 2006E $1,412 $350 $841 $1,913 $6,637 $8,301 $4,504 $649 $2,052
2007E $1,904 $417 $1,044 $2,388 $8,326 $9,977 $5,716 $771 $2,799

2008E $2,099 $460 $1,151 $2,632 $9,180  $11,000 $6,301 $850 $3,086

Part D Start-Up ($mil) 2005E $50 $40 $10 $33 $80 $50 $75 $5 $30
Medicare Advantage 2004 $40 $13 $29 $63 $163 $296 $139 $23 $52
Pretax Earnings 2005E $43 $14 $33 $71 $222 $331 $156 $26 $55
($mil) 2006E $71 $18 $42 $96 $299 $397 $225 $28 $103
2007E $95 $21 $52 $119 $416 $499 $286 $39 $140

2008E $105 $23 $58 $132 $459 $550 $315 $43 $154
Pre-Tax Margin Assumption 2004-08E 5% 5% 5% 5% 5% 5% 5% 5% 5%
Tax rate 2004 35.8% 35.9% 36.0% 39.2% 33.8% 38.6% 35.2% 37.9% 37.7%)|
2005E 35.6% 34.9% 37.2% 38.7% 33.9% 38.7% 35.5% 38.0% 37.3%)
2006E 35.3% 36.2% 37.1% 38.0% 34.0% 38.8% 35.5% 38.0% 37.0%)
2007E 35.4% 36.6% 37.0% 38.0% 34.0% 38.8% 35.5% 38.0% 37.0%)
2008E 34.9% 36.7% 37.0% 38.0% 34.0% 38.8% 35.5% 38.0% 37.0%)|

Medicare Advantage 2004 $26 $9 $18 $38 $108 $182 $90 $14 $32
After Tax Earnings 2005E $28 $9 $21 $44 $147 $203 $101 $16 $34
($mil) 2006E $46 $11 $26 $59 $197 $243 $145 $17 $65
2007E $61 $13 $33 $74 $275 $305 $184 $24 $88

2008E $68 $15 $36 $82 $303 $337 $203 $26 $97
Shares 2004 315.6 137.9 90.6 113.0 162.5 95.1 1305.3 83.8 616.8|
Outstanding (mil) 2005E 304.2 129.7 108.2 115.0 165.5 98.2 1315.5 84.8 623.5|
2006E 304.1 120.2 1111 115.8 166.0 97.5 1296.5 82.6 664.7
2007E 298.1 112.7 109.7 116.0 166.0 96.2 1297.5 80.7 660.3]
2008E 295.9 105.9 108.9 116.3 166.0 94.4 1298.5 79.9 655.9|

Medicare Advantage EPS 2004 $0.08 $0.06 $0.20 $0.34 $0.66 $1.91 $0.07 $0.17 $0.05
2005E $0.09 $0.07 $0.19 $0.38 $0.89 $2.07 $0.08 $0.19 $0.05

2006E $0.15 $0.09 $0.24 $0.51 $1.19 $2.49 $0.11 $0.21 $0.10

2007E $0.21 $0.12 $0.30 $0.64 $1.66 $3.17 $0.14 $0.30 $0.13

2008E $0.23 $0.14 $0.33 $0.70 $1.82 $3.57 $0.16 $0.33 $0.15
Y-Y Growth in 2005E 13% 16% -5% 12% 34% 8% 11% 11% 5%
Medicare Advantage EPS 2006E 64% 30% 23% 35% 34% 20% 46% 1% 77%)|
2007E 37% 26% 26% 25% 39% 27% 27% 42% 37%
2008E 12% 17% 11% 10% 10% 12% 10% 11% 11%

EPS-Company total 2004 $3.51 $7.71 $3.72 $1.83 $1.68 $3.23 $1.97 $2.87 $3.32

2005E $4.60 $7.45 $4.75 $2.50 $2.16 $3.61 $2.47 $3.39 $4.01

2006E $5.50 $8.40 $5.65 $3.20 $2.90 $4.75 $3.05 $4.30 $4.95

2007E $6.30 $9.25 $6.45 $3.75 $3.50 $5.55 $3.55 $4.90 $5.80

2008E $7.15 $10.15 $7.20 $4.30 $4.10 $6.35 $4.05 $5.40 $6.80
Conribution to EPS from 2004 2.3% 0.8% 5.5% 18.4% 39.5% 59.3% 3.5% 5.9% 1.6%
Medicare Advantage 2005E 2.0% 1.0% 41% 15.1% 41.1% 57.4% 3.1% 5.6% 1.4%
2006E 2.7% 1.1% 4.2% 16.0% 41.0% 52.4% 3.7% 4.9% 2.0%
2007E 3.3% 1.3% 4.6% 17.0% 47.3% 57.2% 4.0% 6.1% 2.3%)
2008E 3.2% 1.4% 4.6% 16.3% 44.5% 56.2% 3.9% 6.1% 2.2%
2005E 0.2% 0.1% -0.2% 1.7% 10.3% 4.3% 0.3% 0.6% 0.1%]
Contribution to EPS Growth of ~ 2006E 1.1% 0.3% 0.8% 4.2% 10.4% 8.9% 1.2% 0.5% 0.9%)
Medicare Advantage 2007E 0.9% 0.3% 0.9% 3.4% 13.4% 12.3% 0.8% 1.8% 0.6%
2008E 0.3% 0.2% 0.5% 1.5% 4.1% 6.2% 0.4% 0.6% 0.2%|
Medicare Advantage 2004 $21.14 $18.93 $22.92 $18.51 $25.49 $21.85 $26.81 $22.48 $18.85|
After-Tax Profit PMPM 2005E (A) (3.68) (42.17) 16.82 11.35 16.97 19.84 12.48 18.01 9.07
2005E P-F (A) $23.19 $23.27 $24.03 $20.90 $26.52 $23.37 $24.03 $22.32 $20.09,
2006E $27.67 $24.93 $24.60 $23.55 $25.12 $23.99 $26.99 $20.15 $27.32,
2007E $29.02 $26.02 $25.84 $24.73 $29.30 $26.35 $28.34 $24.61 $28.68|
2008E $30.70 $27.27 $27.14 $25.97 $30.77 $27.67 $29.76 $25.84 $30.12]
Y-Y Growth in 2005E P-F (A) 9.7% 22.9% 4.8% 12.9% 4.1% 6.9% -10.4% -0.7% 6.6%)|
Med Advantage 2006E (A) NA NA 46.3% 107.6% 48.0% 20.9% 116.3% 11.9% 201.2%|
After-Tax Profit PMPM 2006E P-F (A) 19.3% 7.2% 2.4% 12.7% -5.3% 2.7% 12.3% -9.7% 36.0%)
2007E 4.9% 4.3% 51% 5.0% 16.7% 9.8% 5.0% 22.1% 5.0%)
2008E 5.8% 4.8% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0%)

P-F=Pro Forma

Footnote (A) 2005E after-tax profit includes expenses related to 2006 Part D and other initiatives. The 2005E pro forma row excludes those expenses.
Source: Company reports, CIR Estimates
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Medicare Advantage bidding

Managed care plans will bid locally against a benchmark that is based on the annual
payment formula used to set rates around the country from medical benefits other than
drug coverage. If a plan bids below the benchmark amount, the government gets 25% of
difference between the bid and the benchmark and the plan gets the other 75%. That
money must be used by the plans to improve the benefits package, either by reducing
out-of-pocket costs or enhancing the benefits package

We see this as an opportunity for plans to reduce or eliminate the drug benefit premium.
By doing so, we think the plans will be able to draw elderly patients out of traditional
Medicare. The prescription drug only health plans, which will offer medicine coverage
to beneficiaries who decide to stay in traditional fee-for-service Medicare, don’t have
the same opportunity to reduce premiums, other than by bidding to provide drug benefits
below the benchmark drug reimbursement rate.

Thus, a Medicare Advantage plan can bid to provide drug benefits at a higher rate than
the average bid, and use money from bidding below the benchmark on non-drug benefits
to eliminate any extra premium that a beneficiary would pay for a higher-than-average
drug bid. This allows a health plan to offer a more generous benefit at a lower cost to the
beneficiary than a prescription drug only plan. Medicare Advantage managed-care plans
in 44 states will offer a drug benefit at no additional cost next year, according to CMS.

In addition, managed care plans can contain costs by coordinating care among a broader set
of medical benefits than just drug coverage. A drug insurance only plan doesn’t gain from
prescribing drugs that might reduce the need for a hospital stay.

CMS officials have also suggested a plan that may seek to provide relief to the elderly from
some of the 2006 $88.50 monthly premium for the physician or part B portion of the
Medicare program.

The structure of the Medicare Advantage bidding and the significant payments allow the
plans to return to the strategy of offering better benefits and low premiums that helped attract
Medicare beneficiaries into managed care during the mid 1990s.

We think health plans such as Humana will offer drug-only insurance to traditional Medicare
enrollees as a vehicle to attract beneficiaries into their Medicare Advantage offering of
comprehensive medical benefits. Humana, for example, will offer a prescription drug only
plan in 46 states and the District of Columbia.

Medicare officials said in June that they have not established a single benchmark for how
much profitability a managed-care plan can build into their bids — although profits in-line
with a plan’s commercial gains are probably okay. The CMS looked for statistical outliers on
profitability when reviewing bids, which are now finalized. Why, for example, was a plan
seeking a 10% profit in a market, when everyone else is building in 4%? A plan may be able
to justify a higher profit than its commercial norm based on the risk it is taking in a certain
market, the CMS said. Plans need to justify the higher profit request to the CMS.
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Regional Medicare Preferred-Provider Organizations

The Medicare Modernization Act also created a framework for regional preferred-
provider organizations (R-PPOs) to serve Medicare beneficiaries nationally or in one or
more of 26 regions around the country. The R-PPO is a less attractive option for most
health plans than the local HMO or local PPO, because of the challenges of building a
physician and hospital network in rural areas and because the plans exert less control
over targeting a healthier cohort of beneficiaries.

Congress and the Bush Administration have taken steps, nonetheless, to make the
Medicare regional managed-care option more attractive.

To reduce risk to plans, the administration announced in December 2004 that Medicare
would increase payments to plans to compensate them for enrollment in costly parts of a
region. To be sure, Medicare will finance the payment adjustment by reducing
reimbursement in areas of a region where costs are below average. Still, the Medicare
business for publicly traded managed-care companies is concentrated in high-cost urban
areas; so we would expect beneficiaries to identify most closely with, and sign up in
higher numbers for, those plans in urban areas.

Responding to concerns that local rural hospitals would not participate in the regional
preferred-provider networks, Medicare agreed to pay hospitals deemed essential more
money if they can’t reach a rate agreement with a regional preferred-provider organization.
This is a modest benefit to managed care. It is only expected to affect a small number of
hospitals, with $25 million set aside for these extra payments in 2006. In comparison,
Medicare expects to spend $130 billion on hospital payment this year.

These plans must offer catastrophic coverage and drug benefits (for at least 1 regional plan
per region), but are protected from downside risk. If a regional plan’s allowable costs exceed
103% of government and beneficiary premium payments (minus administrative expenses and
certain supplemental benefits) but are less than 108%, Medicare will cover 50% of the
additional costs above 103%.

If the allowable costs to the plan are greater than 108%, Medicare will cover the first 2.5% of
losses plus 80% of the losses above 108% of the government and beneficiary premium
payments. In a symmetrical arrangement, the plans are required to share an equivalent
amount of profits if their costs are less than 97% of Medicare payment and beneficiary
premiums.

Like the local plans, the regional plans bid against a benchmark. However, the benchmark is
a blend of the weighted average of Medicare Advantage payment rates in a region and the
average plan bids in a region. For 2006, 87.4% of the regional benchmark is based on the
regional weighted average of the county-by-county benchmarks that are created by
formula. That formula sets benchmark rates at no less the average cost of treating a
Medicare fee-for-service patient. The remainder of the benchmark will be set based on
the weighted average of the regional bids. Given that the benchmark rate is skewed
toward the county fee-for-service rates, we think the regional rates are generally positive
for the health plans. They will average $741 per member per month next year, compared
to the average county rate of $746 for 2005.

Humana will be a major provider of regional PPO network, providing coverage in 14 of
26 regions (23 states). Humana will most likely become one of the larger regional PPO
players, especially given that PacifiCare and other Medicare players have not expressed an
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interest in pursuing that market at this point. Health Net will offer a regional PPO in Arizona,
where monthly per-member per-month payments will be $714.46; Aetna in the regions
covering New Jersey, Maryland, Washington, DC and Delaware. Monthly reimbursement in
the region covering Delaware, Maryland and Washington DC will be $769.61 and for the
region covering New Jersey will be $789.26. WellPoint will participate in California,
Indiana, Kentucky and Ohio, and UnitedHealth in Florida, Hawaii and New York.

Figure 7: Medicare Advantage Regional PPOs

Weighting (1) Weighting (2)

y Component Plan Bid Comp: y Comp i Bid Plan Comp: Weightings Statutory Plan Bid| Regional

Reg ) Demgrphc Risk| Demgrphc Risk| 25.0% 75.0% Sum 25.0% 75.0% Sum| 87.4% 12.6% Rate|
1 ME, NH $655.55 $703.71 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a|
2 CT, MA,RI, VT $733.75 $761.76) n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a|
20 NM $670.01 $728.55) n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/al
23 ID, OR, UT, WA $665.53 $715.21 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a|
26 AK $718.29 $778.05) n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/al
16 LA, MS $758.63 $850.87| $828.64 $807.52 $189.66 $638.15 $827.81 $207.16 $605.64 $812.80) $723.51 $102.41 $825.92
17 X $743.30 $853.24] $796.26 $776.86| $185.83 $639.93 $825.76 $199.07 $582.65 $781.71 $721.71 $98.50)| $820.21
3 NY $813.85 $814.28] $686.29 $712.64| $203.46 $610.71 $814.17 $171.57 $534.48 $706.05| $711.59 $88.96| $800.55|
4 NJ $832.99 $780.63| $812.55 $740.20| $208.25 $585.47 $793.72 $203.14 $555.15 $758.29) $693.71 $95.54| $789.26|
24 CA $766.60 $801.58| $811.18 $740.83| $191.65 $601.19 $792.84 $202.80 $555.62 $758.42] $692.94 $95.56| $788.50|
9 FL $797.53 $776.90) $704.83 $684.65| $199.38 $582.68 $782.06 $176.21 $513.49 $689.70) $683.52 $86.90| $770.42
5 DE, DC, MD $783.30 $775.14] $747.99 $706.80| $195.83 $581.36 $777.18 $187.00 $530.10 $717.10] $679.26 $90.35| $769.61
22 NV $760.05 $755.93] $649.58 $667.14| $190.01 $566.95 $756.96 $162.40 $500.36 $662.75| $661.58 $83.51 $745.09|
6 PA, WV $748.18 $742.75) $794.39 $731.05 $187.05 $557.06 $744.11 $198.60 $548.29 $746.89) $650.35 $94.11 $744.46|
11 Mi $749.35 $728.52, $747.41 $680.80| $187.34 $546.39 $733.73 $186.85 $510.60 $697.45| $641.28 $87.88| $729.16|
18 KS, OK $672.28 $738.95) $777.14 $771.64] $168.07 $554.21 $722.28 $194.29 $578.73 $773.02] $631.27 $97.40| $728.67|
10 AL, TN $679.96 $723.74] $756.83 $737.65| $169.99 $542.81 $712.80 $189.21 $553.24 $742.45] $622.98 $93.55| $716.53|
21 AZ $677.84 $726.89) $728.28 $708.33| $169.46 $545.17 $714.63 $182.07 $531.25 $713.32] $624.58 $89.88| $714.46|
14 IL, Wi $686.28 $729.66| $685.15 $677.92 $171.57 $547.25 $718.82 $171.29 $508.44 $679.73] $628.24 $85.65| $713.89)|
12 OH $691.32 $726.99) $689.40 $660.70 $172.83 $545.24 $718.07 $172.35 $495.53 $667.88| $627.60 $84.15| $711.75|
15 AR, MO $667.41 $717.83] $753.89 $737.99| $166.85 $538.37 $705.23 $188.47 $553.49 $741.97] $616.37 $93.49 $709.85|
8 GA, sC $677.14 $717.18] $680.45 $701.82 $169.29 $537.89 $707.17 $170.11 $526.37 $696.48] $618.07 $87.76| $705.82
13 IN, KY $671.93 $716.31 $700.40 $675.17| $167.98 $537.23 $705.22 $175.10 $506.38 $681.48] $616.36 $85.87| $702.22
7 NC, VA $667.93 $714.10) $694.27 $688.60 $166.98 $535.58 $702.56 $173.57 $516.45 $690.02] $614.04 $86.94| $700.98|
25 HI $669.67 $720.38| $659.94 $611.54| $167.42 $540.29 $707.70 $164.99 $458.66 $623.64] $618.53 $78.58| $697.11

IA, MN, MT, NE,|

19 ND, SD, WY $644.33 $699.04| $656.31 $695.04/ $161.08 $524.28 $685.36 $164.08 $521.28 $685.36| $599.01 $86.36| $685.36|
Simple Avg $715.50 $749.93 $731.48 $710.23] $180.47 $564.68 $745.15 $182.87 $532.67 $715.55|  $651.26 $90.16]  $741.42)

(1) Assumed weighting of demographic vs. risk, following county Medicare Advantage rates.
(2) Statutory vs. bid weighting for regional plans.

Source: Citigroup Investment Research and CMS

Like the local Medicare Advantage plans, the regional preferred provider plans will be paid
separately to provide drug benefits. Unlike the local plans, the regional PPOs are required to
provide catastrophic coverage for Medicare medical benefits, not just drug benefits (for at
least 1 regional plan per region).

Congress also provided a $10 billion stabilization fund that the Secretary of Health and
Human Services can tap in 2007 to encourage plans to participate in underserved regions.
However, this fund may be vulnerable to elimination in Congress over the next few years.
We don’t see the elimination of this flow of money as a major threat to the success of the
health plans in Medicare Advantage.

In addition, the Bush Administration announced in its fiscal 2006 budget released in
February that it would phase in from 2007 through 2010 a revision to risk adjustment
policies of Medicare Advantage plans that will reduce the growth of projected payments by
several billion dollars during that period. Here again, the plans have been expecting this
change and we don’t see this as a major threat to the success of the plans.

We see some opportunity for managed-care plans to prosper under the Regional PPO
arrangement. However, we think the far greater opportunity is at the local level.

The Drug Benefit and Enrollment
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We believe that Congress and the Bush Administration have structured the drug benefit
in a way that makes it attractive for pharmacy benefit managers (PBMs) such as Medco
and for managed-care plans to participate.

The law and the administration’s interpretation of law gives PBMs and managed-care
plans many tools used in their commercial business to control costs, including tiered co-
payments to encourage use of generic or preferred brands. At the same time, the model
formulary guidelines are similar to the structure of formularies in commercial offerings.
These formularies are a model — a safe harbor for plans when negotiating with the
government to offer a drug benefit. Plans, however, can negotiate variations of the
formulary when contracting with the government to offer a Medicare drug benefit.

We believe about 29 million, or 67%, of beneficiaries will get Medicare drug coverage in
2006, including about 9 million retirees who will continue to get coverage through their
former employers. These numbers might be slightly lowered by the disruptions caused by
Hurricane Katrina.

Figure 8: Part D EPS Contribution

Part D - 2006E

AET Cl CVH HNT HUM PHS UNH WC WLP
Enroliment, (000) 1,024 1019 1074 418 1501 1419 2,475 0 2,274
PMPM $106 $104 $129 $210 $176 $168 $144 $0 $148
Revenue $1,3025 $1,271.7 $1,6626 $1,053.4 $3,170.1  $2,860.7 $4,276.8 $0.0 $4,038.6
Pretax $32.6 $30.5 $37.4 $22.1 $68.2 $62.9 $154.0 $0.0 $141.4
Pre-Tax Margin 2.5% 2.4% 2.3% 2.1% 2.2% 2.2% 3.6% 0.0% 3.5%
Tax Rate 35% 36% 37% 38% 34% 39% 36% 38% 37%
After Tax Profit ($mil) $21.1 $19.5 $23.5 $13.7 $45.0 $38.5 $99.3 $0.0 $89.1
Share Count (Ths.) 304 120 111 116 166 98 1,297 83 621
EPS Impact - Modeled $0.07 $0.16 $0.21 $0.12 $0.27 $0.39 $0.08 $0.00 $0.14
2006E Est-Company total $5.50 $8.40 $5.65 $3.20 $2.90 $4.75 $3.05 $4.30 $4.95
Part D as % of EPS 1.3% 1.9% 3.7% 3.7% 9.4% 8.3% 2.5% 0.0% 2.9%
After-Tax Profit PMPM $1.71 $1.59 $1.83 $2.73 $2.50 $2.26 $3.34 $0.00 $3.26

Source: Citigroup Investment Research and CMS

We think employers will largely continue to provide retiree coverage in 2006 as a result of
political pressure and a government pre-tax employer subsidy of 28 cents per $1 of allowable
enrollee prescription drug costs between $250 and $5,000.

We think Medicare will automatically enroll about 6.3 million elderly poor currently getting
their drug coverage through Medicaid for the poor, the so-called dual eligibles.

Medicare enrollment in managed care stands at about 5.9 million. We think the health plans
will have no trouble signing people up to get drug benefits, especially because many will
likely be in plans that are able to subsidize most if not all of the premiums. In addition, we
expect managed-care plans to sign up more than a million new beneficiaries for 2006.
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Figure 9: Drug Coverage for 2005E and 2006E

Sources of drug coverage ‘0O5E Drug coverage ‘06E Medicare or

for Medicare beneficiaries | sources equivalent retiree drug
coverage

Employer retiree coverage | 12.7M 8.7M keep Medicare

(Includes Federal equivalent employer retiree

Employees Health Benefits drug coverage

program) 0.9M retired employees
losing company coverage
and signing up for drug
benefit.

Medicaid dual eligibles 6.3M 6.3M

Managed care 5.9M 6.9M

No drug insurance 11M 4.5M

(uninsured)

Medigap 14 M 0.6M

State drug assistance 1.2M 1.2M

programs

Department of Veterans 2.1M *

Affairs (VA)

Department of Defense 1.4M *

Total 42M** 29M

Source: Kaiser Family Foundation; CMS; Citigroup Investment Research.

*Citigroup assumes most Medicare beneficiaries with coverage through the VA or Department of Defense will continue to
get their coverage through them, because the coverage is better than under the standard Medicare drug benefit.

**43M in 2006.

Currently about 11 million Medicare beneficiaries have no drug coverage at all and more
than 5 million of those have annual incomes that might make them eligible for a low-income
benefit with little cost sharing, depending on whether they meet the maximum assets test.

We assume about a third to one-half (4.5 million is our midpoint estimate) of these
uninsured people will sign up for the drug benefit. We base our assumptions on the standard
drug benefit package described in the law, which may vary by plan but is supposed to be
actuarially equivalent, and statistics on drug usage by the elderly uninsured.
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Figure 10: Medicare Standard Drug Benefit*

Type of spending* Beneficiary pays Government pays Health plans pay
health plans

Average beneficiary | $32.20 a month; $60.10 a month;

premium, ** $386.40 a year.** $721.20 a year.

Direct government

subsidy or premium

per member.

Deductible $250

Co-pay 25% or up to $500 on $1,500
the next $2000 in
spending after
deductible

Beneficiary $2,850, bringing total

additional cost to out-of-pocket
reach catastrophic spending with
threshold (doughnut | deductible and co-
hole) pays to $3,600.

Catastrophic 5% of cost above
$5,100 in spending

80% (reinsurance) 15% of allowable
cost above $5,100; costs above
Government estimates | $5,100

monthly reinsurance
payment to health
plans of $33.98 per

drug benefit enrollee

Source: CMS
*Health plans required to provide actuarial equivalent benefit, but patient deductibles and co-payments may vary.
**Premium will vary based on plan bids.

We think survey statistics on prescription drug usage support our view that one third to one
half of elderly without drug insurance will sign up for the drug benefit. For example, nearly
35% of elderly uninsured seniors say they take five or more prescriptions a month, according
to 2003 survey of the elderly published in an April 19" issue of Health Affairs. Nearly 32%
said they take three to four prescriptions.

Further, half of the uninsured elderly said they spent $100 or more a month on drugs. An
elderly person spending $100 a month on medicine would see their drug bill reduced by 27%
under the standard drug benefit, which includes the average premium cost of $32.20 a
month. We think many will pay lower premiums. With $2,400 in costs, an elderly person
would spend $1,286 out of pocket, saving 46% with insurance. About half of seniors with
incomes at 200 percent of poverty or less rely on 5 different prescriptions.
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Figure 11: Comparison of drug costs for uninsured vs. insured Medicare beneficiary

Uninsured beneficiary Insured beneficiary cost | Insured beneficiary
annual drug spending savings

$1,200 $874 27%

$2,250 $1,136 50%

$2,400 $1,286 46%

$3,600 $2,486 31%

$4,800 $3,686 23%

$5,100 $3,986 22%

$6,000 $4,031 33%

Source: Citigroup Investment Research

About 1.9 million elderly get less generous drug coverage through supplemental individual
medical insurance plans known as Medigap, according to the CMS. We assume a gradual
switch, with the elderly reluctant to immediately drop coverage with which they are familiar.

Kaiser Family Foundation polls show a growing favorable rating of the drug benefit among
the elderly. An August poll showed the percentage of elderly who view the drug benefit
favorably grew to 32% from 21% in April. The percentage with an unfavorable impression
was 32% in August, a statistically insignificant two point improvement over an April survey.
The remaining seniors surveyed were either neutral, didn’t know or refused to answer. In
addition, the Bush Administration said last month that more than 3 million Medicare
beneficiaries have applied for low-income assistance to reduce their out-of-pocket costs
under the drug benefit. The Social Security Administration said it expects many of the
applicants to qualify for extra help and even more elderly to apply.

Thus, we believe the government can meet our expectations signing up enrollees.
Here’s why:

» The Bush Administration and the health plans will likely spend hundreds of millions of
dollars advertising the availability of a drug benefit. Because Congress created the drug
benefit with little Democratic support, the political stakes for the Bush Administration
and Republicans are high, and they are making outreach a priority. Plans began
marketing Oct. 1.

» Unlike with the drug discount card, Democrats are unlikely to launch full-scale attacks
designed to discourage the elderly from signing up for the drug benefit. That’s because
many elderly — especially the poor and sick — benefit from the coverage. The Democrats
so far are focusing their efforts on trying to amend the Medicare law to give the
government direct control over negotiating drug prices -- as opposed to leaving pricing
solely to the health plans and PBMs — and squeezing Medicare reimbursement to the
managed-care plans. We don’t think they will succeed at either this year.

» Finally, we point out that Medicare signed up more than 90% of the elderly at the start of
the Medicare program in 1966 for the voluntary Part B doctor visit portion of the
program. The premium was $3 a month -- $18 in today’s inflation-adjusted dollars. While
$18 is lower than the average $32.20 a month drug benefit premium, we reiterate that
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managed-care plans in 44 states will offer zero premium drug benefits, making the drug
benefit attractive to many elderly. In addition, prescription drug insurance plans for under
$20 a month are available in every state except Alaska, according to the CMS.

The drug benefit is designed in a way that makes it most attractive to the poor and the
very sick. The non-poor elderly will need to spend $3,600 out of pocket before
qualifying for catastrophic coverage under the standard benefit design. That includes a
$2,850 gap in coverage between a Medicare beneficiary’s first $2,250 in drug costs and
the $5,100 in total drug spending needed to trigger catastrophic coverage. This gap in
coverage is widely known as the “doughnut hole” .

Figure 12: Standard Medicare Part D Benefit Design

Standard Medicare Part D Benefit, 2006
<

4— Health Plans Pay 95%

Mo Coverage ,‘ $2,850 Gap:
‘ Beneficiary Pays 100%
.

Health Plans Pay 75%

$5,100 in Total
Drug Costs**

$2,250 in Total
Drug Costs*

«— $2560 Deductible
+ ~$450 Average Annual Premium™*

*Equivalent to $750 in out-of-pocket spending. **Equivalent to $3,600 in out-of-pocket spending.
***Annual amount based on $37.27 monthly Part D premium estimate from 2005 Medicare Trustees report.
SOURCE: Kaiser Family Foundation illustration of standard Medicare drug benefit described in the MMA
of 2003.

***Revised: ~$386 Average Annual Premium based on CMS release of final 06 monthly Part D premium rates of $32.20 on 8/9/05.

To be sure, some plans will fill the coverage gap or doughnut hole under a benefits
package negotiated with the CMS. Plans were allowed to, and did in many cases,
negotiate patient cost-sharing that differs from the arrangement in the diagram above.
The different benefits designs are allowed as long as they are actuarially equivalent and
not discriminatory.

In the California market, the state with the largest elderly population (4.3 million elderly
and disabled), 28 of the available prescription drug only plans won’t charge a
deductible. One of those plans, Humana, PDP Enhanced, will charge a monthly
premium of $11.25. That plan’s formulary will include 97 of the 100 most commonly
prescribed drugs, according to the CMS. Several aspects of plan design still aren’t
known. For example, the CMS and the plans have not disclosed how much co-payments
vary among generics, and preferred and non-preferred brand-name drugs.

Medicare beneficiaries with incomes below 150% of the federal poverty line ($14,355
for a single Medicare beneficiary and $19,245 for a couple) and whose assets fall below
certain levels would receive considerable government assistance with out-of-pocket
costs, including the elimination of the gap in coverage or doughnut hole. The CMS

19



aﬂgroufﬂ"

estimates that a total of 10.9 million of 14.4 million eligible low-income beneficiaries
will sign up for the drug benefit in 2006.

For those who don’t qualify for additional coverage from Medicare, Congress and the
Bush Administration have created other policies designed to make the drug benefit more
generous. For example, the Medicare Modernization Act allows pharmaceutical
assistance programs run by the states to provide supplemental coverage to the elderly to
enhance the drug benefit package. These additional benefits can include coverage to
close the doughnut hole. That coverage would count toward the drug spending required
to trigger catastrophic coverage.

Some of these programs help elderly people significantly above the poverty level. For
example, the state drug assistance program in Illinois, which has the seventh largest
number of elderly among the states, provides help to elderly with annual incomes of up
to 300% of the poverty level ($28,710 for a single person and $38,490 for a couple).

As of July 2005, 32 states have pharmaceutical assistance programs. Nine other states
have authorized some type of program to provide pharmaceutical assistance or coverage,
primarily to low-income elderly or persons with disabilities who do not qualify for
Medicaid.

In 2005, laws have been signed in 25 states to adjust or coordinate existing state
pharmaceutical programs and policies to better fit with the features of the Medicare drug
benefit. Those states are Arizona, Arkansas, Colorado, Connecticut, Delaware, Florida,
Hawaii, Illinois, Indiana, Kentucky, Louisiana, Maryland, Massachusetts, Minnesota,
Mississippi, Missouri, Montana, Nevada, New Mexico, New York, North Dakota,
Oklahoma, Vermont, Virginia, and Washington. Additional states are considering bills
and resolutions that propose some type of policy change.

State drug assistance programs can be provided as state subsidy programs, discount
programs or both. State discount programs include state negotiated price reductions,
discount cards and multi-agency purchasing arrangements.

A sampling of current programs in states with large state drug assistance programs or
large elderly populations is below.
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Figure 13: State Drug Assistance Programs

State Program Population Eligibility
California Discount Rx 850,000 Medicare recipients &
Program disabled; no income limit
Florida Silver Save 46,312 Medicare plus dual-
Program eligibles; 120% FPL*
Florida Discount Rx Not Medicare recipients; no
Program available income limit; Discounts
(enrollment not based on average
required) wholesale price minus 9%
+ $4.50 dispensing fee,
provided by retail
pharmacies
Illinois Circuit Breaker 51,458 Min age 63; single
$21,208, married $28,480;
disabled over 16
Illinois Rx SeniorCare 170,482 Min age 63; single
$18,620 (200% FPL)
married $24,980
INlinois Rx Buying Club 64,718 Senior citizens & disabled;
no income limit
New Jersey Pharmaceutical 187,520 Min age 65; single
Assistance for the $19,739 married $24,203;
Aged and Disabled disabled age 21; $5 co-
payment
New Jersey Senior Gold 29,021 Min age 65; single
Prescription $19,739-$29,739 married
Discount Program $23,204-$34,203; 50% co-
payment
New York EPIC - Elderly 345,000 Min age 65, single
Pharmaceutical $35,000 married $50,000
Insurance Coverage
Ohio Golden Buckeye 672,000 Min age 60; no age limit
Prescription Drug disabled; no income limit
Savings Program
Ohio Ohio’s Best Rx Not Min age 60; Also under 60
(operational 1/05) available with family income 250%
FPL; single $23,275,
married $31,225
Pennsylvania PACE 191,741 Min age 63; single
$14,500, married $17,700
Pennsylvania PACE Needs 100,314 Min age 65; single
Advancement Tier $23,500 married $31,500
($40/mo deductible)
Texas Texas Kidney 17,000 No age limits; individuals
Health Program $60,000; Must be
diagnosed with ESRD,
Copay $6 per Rx

Source: National Conference of State Legislatures, 2005

*The federal poverty level (FPL) figures are from February 2005. The guideline for an individual is $9,570. For
a married couple or two-person household the figure is $12,830.
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Wrap-Around Benefits

Several states are in the process of passing legislation to allow the state drug assistant
programs wrap around the Medicare drug benefit. A sampling of states that have created
new state drug programs, or modified existing ones, are: Connecticut, Delaware, Hawaii,
llinois, Kentucky, Maine, Massachusetts, Montana, New York and Vermont.

In Illinois, seniors and disabled covered by the state’s current program, Circuit Breaker,
will receive equivalent coverage once the drug benefit begins. The Illinois Drug
Discount program will be extended to cover all residents with incomes under 300% of
the federal poverty level, and revises the standards and procedures to ensure that the
state can achieve market based manufacturer rebates and pharmacy discounts. Enrollees
may receive a state subsidy for federal co-payments over the state’s $2 generic and $5
brand co-pay requirement. It is estimated that 235,539 seniors would be eligible for the
new lllinois wrap around program. The maximum eligibility for new benefits would be
200% federal poverty level, with existing enrollees grandfathered at up to 250% federal
poverty level.

Connecticut authorizes wrap around and coordination of benefits between ConnPACE
and the Medicare Modernization Act, including allowing the state to apply on behalf of
current state subsidy enrollees. This ensures that dually eligible Medicare
beneficiaries will continue to receive the same level of prescription drug coverage
and benefits in 2006 as they do in 2005 under Medicaid.

In New York, which has the third largest elderly population among the states with 2.5
million, the EPIC program will be coordinated with the Medicare prescription drug
program. It provides that Medicare prescription drug plan enrollees will remain eligible
for EPIC benefits; the state will pay the portion of the cost for qualified drugs for which
no payment or reimbursement is made by the Medicare program or any federally funded
prescription drug benefit, less the participant’s co-payment. The annual registration fee
will be waived for Medicare drug benefit enrollees eligible for the low-income subsidy

Legislation is being considered in other states as well. According to the National
Conference of State Legislatures, additional state wrap around programs could be
created by the start of the drug benefit on Jan. 1.

Drug utilization boost

The efforts to close the gaps in drug coverage contribute to our view that the drug benefit
will likely be modestly positive for brand-name drugmakers over the first couple of
years of the benefit.

For seniors with employer retiree coverage, we think the shift is neutral to modestly
negative. We expect modest erosion of employer retiree coverage in 2006. To the extent
that employers drop retirees, this could be modestly negative. Employers generally offer
more generous benefits than retirees would get under the standard Medicare drug
benefit. Employers offering retiree drug coverage typically include drug spending as
contributing to the overall plan deductible for health spending, don’t charge an
additional premium for coverage and don’t have gap in coverage or doughnut hole
before the enrollee qualifies for catastrophic coverage, according to a December 2004
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survey by Kaiser and Hewitt Associates, the human resources consulting firm. Eighteen
percent of firms surveyed limit patient annual out-of-pocket drug spending (stop-loss),
most commonly at $1,500, according to the survey.

In addition, the Medicare drug benefit is excluded from the calculation of the best price
available to Medicaid programs. Federal laws require brand-name drugmakers as a
condition of doing business with Medicaid to give the program rebates that guarantee it
the best price in the marketplace. By excluding Medicare from that calculation, the
Medicare prescription drug plans may be able to win larger discounts off drug prices
from manufacturers than employers are able to. Industry sources tell Citigroup that
Medicare prescription drug health insurers are winning an additional medicine pricing
discount of 5% more than they get in their commercial lines of business.

On the other hand, Medicaid, which is run by the states and financed jointly with the
federal government, already commands discounts that enable these programs to buy
drugs at 51% of the average wholesale price from drugmakers. We believe managed-
care health insurers and health plans are seeking to command discounts on behalf of
Medicare beneficiaries at 15% to 25% below the average wholesale price, including the
additional discount mentioned above.

Next year, about 6 million elderly poor (so-called dual-eligibles) will be automatically
switched to Medicare from Medicaid to get their drug benefits if they don’t do so
voluntarily. We think this is positive for the drug industry, because pricing will likely be
better for the manufacturers under Medicare than under Medicaid.

For the approximately 11 million Medicare beneficiaries without drug insurance, we
reiterate we expect one third to one half to sign up for a Medicare drug benefit. Since
many of these people will qualify for generous low-income coverage, we think their
drug utilization will grow at a pace that more than offsets an expected decline in price
under Medicare. Generic drugmakers, meantime, will likely lose on the movement of
elderly people without medicine insurance into Medicare prescription drug plans. That’s
because the uninsured will likely be less price sensitive while on drug insurance; so we
think elderly currently without drug insurance will be more likely than they are now to
use a brand-name drug in place of a substitutable generic.

The Medicare drug benefit will influence the buying power of other payers. It will
reduce the drug-price bargaining power of Medicaid which, as a result of the dual-
eligibles moving to Medicare, will see its share of U.S. drug spending fall to 9% next
year from 18% now, according to government statistics. That’s also positive for brand-
name drug manufacturers. At the same time, health insurers providing drug benefits to
174 million Americans through employer coverage will gain greater bargaining power
with drug manufacturers as these same plans increase the amount of drug benefits they
provide to the elderly.

Currently, Medicare managed-care drug benefits are limited. In 2004, 38% of Medicare
Advantage enrollees were in managed-care health plans that covered only generic drugs,
according to the Kaiser Family Foundation. Nineteen percent were in plans that capped
their benefit for brand-name drugs at $1,000 or less, and 29% of enrollees were in plans
that did not offer drug coverage, according to Kaiser. Thus, managed-care plans will
gain bargaining power over manufacturers from the boost in volume from expanded
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coverage under the drug benefit. However, we think the increase in volume will more
than compensate drugmakers for the loss on price.

Overall, we think volume gains will offset price cuts under the drug benefit. Toward the end
of the decade, however, we think Congress and a new administration in 2009 will face
pressure to impose price controls on drugs. At the same time, generic drugmakers will
benefit from Congressional pressure to contain Medicare drug costs at the end of the decade.

FUTURE RISKS
Medicare spending pressure

The private sector will need to prove to Congress that privatization serves the best
interests of taxpayers. The new Medicare drug benefit law requires Congress and
President Bush to seek Medicare savings legislation if Medicare’s trustees predict in
their annual report that more than 45% of overall Medicare spending will be financed by
general taxpayer revenue instead of dedicated funding (payroll tax, premiums) in the
next seven years. The threshold needs to be exceeded for two consecutive trustee annual
reports, issued each year in March or April, to trigger fast-track legislative action. The
most recent report said the threshold won’t be exceeded for eight years; thus the report’s
projections won’t until at least 2007 trigger Congressional and presidential action on
Medicare savings legislation.

Figure 14: Medicare Enroliment
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We expect the fast-track legislative process to be triggered in 2007, meaning the
President would need to address this issue in his 2008 budget. Given that 2008 is a
presidential election year, we think the trigger will help build pressure for containing
Medicare spending growth in 2009. With baby boomers starting to turn age 65 in 2011
and thus qualify for Medicare upon retirement, lawmakers and the next president will
also face pressure to control program finances. The projected surge in Medicare
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enrollment is coupled with the continued anticipated decline in the number of workers
per beneficiary financing Medicare through payroll taxes. That poses a potential threat to
Medicare payments to hospitals and other health providers, as well as to drugmakers at
the end of the decade.

Figure 15: Workers per Medicare Part A (Hospital Insurance) Beneficiary
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Timetable for Drug Benefit Implementation

» Oct. 1 — 15: Plan marketing and CMS release of additional details of plan offerings,
including formularies and pricing.

» Nov. 15 through May 15: Open enrollment for Medicare beneficiaries to sign up for a
prescription drug only plan or for a Medicare managed-care plan.

» January 1, 2006: Coverage begins for those who join by December 31, 2005.
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Figure 16: Medigap Insurance

25 Largest Sellers of Medigap Insurance
Number of policies in force in 1995
Primary method|
Total 1994 States| Medical for calculating|
Company premiums Standarized plans offered marketed| Standard Nonstandard Total| underwriting premiums|
UnitedHealth ARRP 2,525,855,458 A through J Multiple| 1,150,214 1,969,743 3,119,957 Yes Community
Bankers Life and Casulty Company 567,733,657 A through I Multiple 237,668 202,526 440,194 Yes Attained age
Empire BCBS 555,536,690 A, B, and H Single 284,639 119 284,758 No Community|
United American Insurance Company 519,636,376 A,B,C,D,F,and G Multiple 198,984 180,318 379,302 Yes Issue age
BCBS of MA 464,472,437 Waived Single 208,559 7,677 216,236 No Community
Medical Service Assoc of PA - PA BS 365,244,297 A,B,Cand H Single 513,314 0 513,314 No Issue age
BCBS of FL 305,529,121 A,B,C,D, and F Single 94,762 137,565 232,327 No Issue age
BCBS of IL Health Care Service Corp 254,696,911 A,B,D,E, and F Single 122,797 167,471 290,268 No Attained age
BCBS of VA 203,832,750 A,B,C,F, 1, andJ Single 32,217 93,711 125,928 Yes Issue age
BCBS of NC 184,107,328 All except G Single 55,308 85,267 140,575 Yes Issue age
Mutual of Omaha Insurance Company 183,430,118 A,C,F,and I Multiple 100,000 150,000 250,000 Yes Attained age
Pioneer Life Insurance Company of IL 180,965,855 A,B,C,D,E,F,G,and I Multiple 84,146 71,821 155,967 Yes Attained age
BCBS of IN Associated Insurance Co. 180,200,050 A,B,C,D,F, G,and H Single 43,000 107,000 150,000 Yes Attained age
BCBS of NJ 179,058,000 A,C,F,and I Single| 33,167 158,485 191,652 Yes Community
Physicians Mutual Insurance Company 176,543,759 A through J Multiple 105,372 58,690 164,062 Yes Issue age
BCBS of AL 165,647,335 Aand B Single 178,000 0 178,000 No Issue age|
BCBS of IA-IASD Health Services Corp. 157,659,892 A,C,E,F and]J Single 60,443 40,235 100,678 Yes Attained age
BCBS of MI 155,410,958 A, C,and H Single| 39,201 148,158 187,359 No Community
BCBS of CT 154,283,955 A,B,C,D,F,and H Single 20,193 128,979 149,172 Yes Community
Standard Life and Accident Insurance Co. 151,782,693 A,B,C,and F Multiple 45,000 60,000 105,000 Yes Issue age
BCBS of TN 142,747,238 A through J Single 33,250 124,150 157,400 Yes Attained age
BCBS of KS 134,673,000 A,C,and F Single 105,570 33,486 139,056 Yes Attained age
Blue Cross of Western PA 130,848,816 A,B,C,and H Single 187,569 0 187,569 No Issue age
State Farm Mutual Insurance Company 126,533,729 Aand C Single 441 84,768 85,209 No Attained age
American Family Life Assurance Company
of Columbus, GA 124,216,026 A,B,C,F,and G Multiple 55,075 46,500 101,575 Yes Issue age
Subtotal Blue Cross Blue Shield 3,733,948,778 2,011,989 1,232,303 3,244,292
Total All 8,290,646,449 3,988,889 4,056,669 8,045,558

Source: US General Accounting Office report to Congressional Committees. "Medigap Insurance: Alternatives for Medicare Beneficiaries to Avoid Medical Underwriting", September 1996.

Citigroup Global Markets Inc. is an advisor to UnitedHealth Group Inc. in its proposed
merger with PacifiCare Health Systems Inc.
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ANALYST CERTIFICATIONS APPENDIX A-1

We, Paul Heldman and Charles Boorady, research analysts and the authors of this report, hereby certify that all of the views expressed in
this research report accurately reflect our personal views about any and all of the subject issuer(s) or securities. We also certify that no
part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.

IMPORTANT DISCLOSURES

Analysts’ compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global
Markets Inc. and its affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm
profitability, which includes revenues from, among other business units, the Private Client Division, Institutional Equities, and Investment

Banking.

Citigroup Investment Research Ratings Distribution

Data current as of 30 September 2005 Buy Hold Sell

Citigroup Investment Research Global Fundamental Coverage (2650) 1% 42% 18%
% of companies in each rating category that are investment banking clients 48% 47% 32%

Guide to Fundamental Research Investment Ratings:

Citigroup Investment Research’s stock recommendations include a risk rating and an investment rating.

Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative
(S).

Investment ratings are a function of Citigroup Investment Research’s expectation of total return (forecast price appreciation and
dividend yield within the next 12 months) and risk rating.

For securities in developed markets (US, UK, Europe, Japan, and Australia/New Zealand), investment ratings are: Buy (1) (expected total
return of 10% or more for Low-Risk stocks, 15% or more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for
Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15% for Medium-Risk stocks, 0%-20% for High-Risk stocks, and
0%-35% for Speculative stocks); and Sell (3) (negative total return).

For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are: Buy
(1) (expected total return of 15% or more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks,
and 40% or more for Speculative stocks); Hold (2) (5%-15% for Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for
High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 10% or less for Medium-Risk
stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks).

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in risk rating, or a
change in target price. At other times, the expected total returns may fall outside of these ranges because of price movement and/or
volatility. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management.
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after
evaluating the stock’s expected performance and risk.

Between September 9, 2002, and September 12, 2003, Citigroup Investment Research’s stock ratings were based upon expected
performance over the following 12 to 18 months relative to the analyst’s industry coverage universe at such time. An Outperform (1)
rating indicated that we expected the stock to outperform the analyst’s industry coverage universe over the coming 12-18 months. An
In-line (2) rating indicated that we expected the stock to perform approximately in line with the analyst’s coverage universe. An
Underperform (3) rating indicated that we expected the stock to underperform the analyst's coverage universe. In emerging markets, the
same ratings classifications were used, but the stocks were rated based upon expected performance relative to the primary market index
in the region or country. Our complementary Risk rating system -- Low (L), Medium (M), High (H), and Speculative (S) -- took into
account predictability of financial results and stock price volatility. Risk ratings for Asia Pacific were determined by a quantitative screen
which classified stocks into the same four risk categories. In the major markets, our Industry rating system -- Overweight, Marketweight,
and Underweight -- took into account each analyst’s evaluation of their industry coverage as compared to the primary market index in
their region over the following 12 to 18 months.

OTHER DISCLOSURES

For securities recommended in this report in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers’ financial
instruments and may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments
linked to securities that may have been recommended in this report. The Firm regularly trades in the securities of the subject
company(ies) discussed in this report. The Firm may engage in securities transactions in a manner inconsistent with this research report
and, with respect to securities covered by this report, will buy or sell from customers on a principal basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not
deposits or other obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including
the possible loss of the principal amount invested. Although information has been obtained from and is based upon sources that the Firm
believes to be reliable, we do not guarantee its accuracy and it may be incomplete and condensed. Note, however, that the Firm has
taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures section of
this report. In producing its research reports, members of the Firm’s research department may have received assistance from the subject
company(ies) referred to in this report. Any such assistance may have included access to sites owned, leased or otherwise operated or
controlled by the issuers and meetings with management, employees or other parties associated with the subject company(ies). Firm
policy prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of
this report has had discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and
estimates constitute the judgment of the author as of the date of the report and are subject to change without notice. Prices and
availability of financial instruments also are subject to change without notice. Although Citigroup Investment Research does not set a
predetermined frequency for publication, if this is a fundamental research report, it is the intention of Citigroup Investment Research to

27



cntlgroufﬂ"

provide research coverage of this/these issuer(s), including in response to news affecting this issuer, subject to applicable quiet periods
and capacity constraints. This report is for informational purposes only and is not intended as an offer or solicitation for the purchase or
sale of a security. Any decision to purchase securities mentioned in this research must take into account existing public information on
such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with,
nor be subject to the reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information
available on foreign securities. Foreign companies are generally not subject to uniform audit and reporting standards, practices and
requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and their prices more volatile than
securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an
investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated,
using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for exact dividend
computations. Investors who have received this report from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in this report from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global
Markets Inc. takes responsibility for this report in the United States. Any orders by non-US investors resulting from the information
contained in this report may be placed only through Citigroup Global Markets Inc.

This report is made available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832
and AFSL No. 240992) and to retail clients through Citigroup Wealth Advisors Pty Ltd. (ABN 19 009 145 555 and AFSL No. 240813),
Participants of the ASX Group and regulated by the Australian Securities & Investments Commission. If this publication is being made
available in certain provinces of Canada by Citigroup Global Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved this
publication. This report may not be distributed to private clients in Germany. This report is distributed in Germany by Citigroup Global
Markets Deutschland AG & Co. KGaA, which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). If this report is
made available in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Ltd., it is attributable to Citigroup Global Markets Asia
Ltd., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citigroup Global Markets Asia Ltd. is regulated by Hong Kong
Securities and Futures Commission. [f this report is made available in Hong Kong by The Citigroup Private Bank to its clients, it is
attributable to Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. The Citigroup Private Bank and Citibank N.A.
is regulated by the Hong Kong Monetary Authority. This publication is made available in India by Citigroup Global Markets India Private
Limited, which is regulated by Securities and Exchange Board of India. If this report was prepared by Citigroup Investment Research and
distributed in Japan by Nikko Citigroup Ltd., it is being so distributed under license. Nikko Citigroup Limited is regulated by Financial
Services Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and
Osaka Securities Exchange. This publication is made available in Korea by Citigroup Global Markets Korea Securities Ltd., which is
regulated by Financial Supervisory Commission and the Financial Supervisory Service. This publication is made available in Malaysia by
Citigroup Global Markets Malaysia Sdn Bhd, which is regulated by Malaysia Securities Commission. This publication is made available in
Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, which is regulated by Comision Nacional Bancaria y de Valores.
In New Zealand this report is made available through Citigroup Global Markets New Zealand Ltd., a Participant of the New Zealand
Exchange Limited and regulated by the New Zealand Securities Commission. This publication is made available in Poland by Dom
Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Papieréw Wartosciowych i Gield.
This publication is made available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the
Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian Federation and brokerage
activities in accordance with the license issued by the Federal Service for Financial Markets. Neither this report nor any information
contained in this report shall be considered as advertising the securities mentioned in this report within the territory of the Russian
Federation or outside the Russian Federation. This report does not constitute an appraisal within the meaning of the Federal Law of the
Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. This publication is
made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd., a Capital Markets Services Licence holder, and
regulated by Monetary Authority of Singapore. Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa
(company registration number 2000/025866/07) and its registered office is at 145 West Street, Johannesburg 2196. Citigroup Global
Markets (Pty) Ltd. is regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board.
The investments and services contained herein are not available to private customers in South Africa. This publication is made available
in Taiwan through Citigroup Securities Investment Consulting Inc. which is regulated by Securities & Future Bureau. This publication is
made available in United Kingdom by Citigroup Global Markets Limited, which is regulated by Financial Services Authority. This material
may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA and further
details as to where this may be the case are available upon request in respect of this material. FSA rules require that a firm must
establish, implement and make available a policy for managing conflicts of interest arising as a result of publication or distribution of
investment research. The policy applicable to Citigroup's equity research products can be found at www.citigroupgeo.com. This
publication is made available in United States by Citigroup Global Markets Inc, which is regulated by NASD, NYSE and the US Securities
and Exchange Commission. Unless specified to the contrary, within EU Member States, this publication is made available by Citigroup
Global Markets Limited, which is regulated by Financial Services Authority. Compensation of equity research analysts is determined by
equity research management and Citigroup's senior management and is not linked to specific transactions or recommendations. This
report may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers. This
document is not to be construed as providing investment services in any jurisdiction where the provision of such services would be illegal.
Subject to the nature and contents of this document, the investments described herein are subject to fluctuations in price and/or value
and investors may get back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in
value that could equal or exceed the amount invested. Certain investments contained herein may have tax implications for private
customers whereby levels and basis of taxation may be subject to change. If in doubt, investors should seek advice from a tax adviser.
This advice has been prepared without taking account of the objectives, financial situation or needs of any particular investor.
Accordingly, investors should, before acting on the advice, consider the appropriateness of the advice, having regard to their objectives,
financial situation and needs.

© 2005 Citigroup Global Markets Inc. Citigroup Investment Research is a division and service mark of Citigroup Global Markets Inc. and
its affiliates and is used and registered throughout the world. Citigroup and the Umbrella Device are trademarks and service marks of
Citicorp or its affiliates and are used and registered throughout the world. Nikko is a registered trademark of Nikko Cordial Corporation.

28



C|t|groufﬂ"

All rights reserved. Any unauthorized use, duplication, redistribution or disclosure is prohibited by law and will result in prosecution. The
Firm accepts no liability whatsoever for the actions of third parties. The Firm makes no representations or warranties whatsoever as to
the data and information provided in any third party referenced website and shall have no liability or responsibility arising out of, or in
connection with, any such referenced website.

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST

29



