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Key Observations
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Conclusions
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IHMOs are a Small Industry.

\/aluation ofi Punlic HIMOs vs. Market
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IHMOs are a Small Industry.
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HMOs are Small Firms

\/aluation ofi Punlic HMOs Vvs. Merck
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HMOs are Small Firms
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IHMOs have modest (but Impreving) earnings

Source: PULSE Newsletter, August 2000.
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IHMOs Pay. Little or No Dividends
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IHMO Stocks Have LLanguished
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Declining P/Es for Public HMOs

Source: PULSE Newsletter, Various Issues.
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Market Capitalization of Public HMOs

Source: PULSE Newsletter, Various Issues. Excludes CIGNA.
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HMOs: Less Capital Intensive -
Costs More \/ariable

Source: PULSE Newsletter, August 2000.
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HMOS have few synergzes that

equire continuation oft Medicare
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HMOs have other WWorrisome: ISsues
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HMOs have other Worrlsome |ssues
More Hospitals in Affiliatior

Source: Hospital Statistics - 1999 Edition. There is, we believe, double counting in this.
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HMOs have other Worrisome Issues
More Doctors Ir oup. F '
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Source: MGMA Member Database: via Hoechst Marion Roussel.
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Implications
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High Return on Modest Changes in Margins

" Pct. Point Change in Op. Margin Pct. Change In Earnings
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Example: Foundation Health
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Regulatory Impact

s Relative to Revenues 01150
) RElative:to Earmings -9.070
L RElauverie \ValleroiEamings: A42.970
1 RElativertor\alueroff Earmings L2270

T Using regression approach. P/E declined from 14.8 to 13.0

SHERLOCK COMPANY

times 2000 earnings.




High Cost of Modest Changes In

Earnings Growih
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High Cost of Modest Changes in Earnings Growth

Net Income Growth versus Price / Earnings

Note: Excludes two firms with growth rates over 100%.
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Selected Firms Dropping Medicare + Choice
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*  AEina 209, 10/
» CIGNA 75009
o S Uimane 00, L7160
s Uniteaiseaitn Group 03,164

NOREPNOIILS

o ISIUES 143,012
o SR oI Greater INY- 115292
o |VIeaica Healtin P1ans 1357460
*  Penn Statel Geisenger 12,556

Source: HCFA via Health Market Survey
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Diffusion: Health Care Pct of GDP
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