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PRESENTATION
Operator
Ladies and gentlemen, thank you for standing by, and welcome to the Anthem Fourth Quarter Results Conference Call. (Operator Instructions) As
a reminder, this conference is being recorded.
I would now like to turn the conference over to the company's management.

Chris Rigg - Anthem, Inc. - VP, IR
Good morning, and welcome to Anthem's Fourth Quarter 2018 Earnings Call. This is Chris Rigg, Vice President of Investor Relations.
And with us this morning are Gail Boudreaux, President and CEO; John Gallina, our CFO; Pete Haytaian, President of our Commercial & Specialty
Business division; and Felicia Norwood, President of our Government Business Division.
Gail will begin the call by giving an overview of our fourth quarter financial results, followed by commentary around our focus on execution and
our enterprise-wide growth priorities. John will then discuss our key financial metrics in greater detail and go over our 2019 outlook. We will then
be available for Q&A.
During the call, we will reference certain non-GAAP measures. Reconciliations of these non-GAAP measures to the most directly comparable GAAP
measures are available on our website at antheminc.com. We will also be making some forward-looking statements on this call. Listeners are
cautioned that these statements are subject to certain risks and uncertainties, many of which are difficult to predict and generally beyond the
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control of Anthem. These risks and uncertainties can cause actual results to differ materially from our current expectations. We advise listeners to
carefully review the risk factors discussed in today's press release and in our quarterly filings with the SEC.
I will now turn the call over to Gail.

Gail Koziara Boudreaux - Anthem, Inc. - President, CEO & Director
Good morning, everyone. Thank you for joining Anthem's Fourth Quarter 2018 Earnings Call. This morning, we reported strong fourth quarter
results and 2019 financial guidance above the expectation we conveyed in October. Our 2018 results and 2019 expectations demonstrate accelerated
top line momentum, strong medical cost performance and disciplined expense management.
In 2018, we made significant progress reorienting Anthem for growth and improving the overall execution of the enterprise. We understand that
we play an important societal role. Our mission, improving lives and communities, simplifying health care and expecting more, drives our aspiration.
Corporate responsibility is integral to our success as a company. And as such, we were proud to be named to the 2018 Dow Jones Sustainability
Index for our work to empower communities, improve the sustainability of our business, operate with integrity and advance an inclusive workplace.
In the fourth quarter, we reported GAAP earnings per share of $1.61 and adjusted earnings per share of $2.44, representing growth of 89%
year-over-year. For the full year, GAAP earnings per share was $14.19, and adjusted earnings per share was $15.89, up 32% compared to 2017 and
approximately 6% above our initial 2018 expectation. Our fourth quarter and full year 2018 results are evidence that the actions we have taken
since late 2017 to improve operational execution are gaining traction.
Anthem's fourth quarter operating revenue grew 3.8% over the prior year quarter to $23.3 billion. Revenue in our Government Business increased
more than 16% over the fourth quarter 2017 and more than offset the planned reduction in our Individual business. Administrative fees and other
revenue increased more than 9% over the prior year quarter, reflecting our focus on improving our offerings through cost effective specialty
products and clinical engagement programs.
Our fourth quarter medical cost performance was strong, with balanced results in both our Commercial and Government businesses. Of note,
performance in the Government Business normalized in the fourth quarter and tracked slightly better than we expected.
Commercial results remained strong, with trends consistent with recent quarters. Year-end membership adjusted for the delayed launch of the
Minnesota Medicaid partnership exceeded our expectation.
Looking ahead, we intend to accelerate investment in strategically important capability, AI, digital, clinical integration and provider collaboration,
simplifying health care for those we serve and strengthening the impact we have on the health care ecosystem.
Last week, Anthem, together with several other payers, PNC and IBM, announced a new collaboration to create a health utility network using block
chain technology to improve transparency and interoperability in the health care industry. We view block chain as an enabler for establishing trust.
Timely access to medical information has been a stumbling block for creating a seamless consumer experience. With a trusted foundation, based
on transparency and cryptography, we will provide a faster, safer and more secure way to exchange medical information to transform the delivery
of health care.
Anthem Whole Health Connection connects medical, pharmacy, dental, vision and disability clinical and claims data to improve member's overall
health, well-being and cost of care. This clinically integrated model is producing tangible results.
During 2018, 1.2 million specialty gaps in care were communicated and closed. Through Whole Health Connection, we have been able to lower
emergency room visits and inpatient hospital stays by 8%, reduce the number of dental opioid prescriptions by 40% and identified more than
130,000 members with high risk health conditions through routine eye exam.
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Our CareMore business has evolved from its Medicare Advantage root to build clinical models that support high risk commercial, Medicare and
Medicaid patients. CareMore physicians and clinical teams provide continuity of care across contracted hospitals, skilled nursing facilities, CareMore
clinical care centers and home, intensive disease management program that incorporate consideration of social determinants at health such as
loneliness and transportation, focus on prevention and better management of chronic disease. These clinical models and programs translate into
lower rates of hospital admission.
In Tennessee, for example, the Medicaid CareMore reduced behavioral health-related readmission from 40% in 2016 to 13% in 2018. Accelerating
provider collaboration and improving value and outcomes for our members, our enhanced personal health care program now includes 166
accountable care organizations and 67,000 providers.
In our EPHC essentials program, we have enrolled nearly 3,000 primary care providers, doubling participation since the end of 2017. The essentials
program, designed for providers who have smaller membership populations, broadens the reach of our collaborative efforts and improves the
customer experience for our members. Approximately 64% of our total medical spend is tied to payment innovation program, including
performance-based contracts, and our leading market share makes us the partner of choice for the provider community. By leveraging our
technology, clinical engagement and collaborative provider model, together with the strength of the Blue brand, we expect to deliver differentiated
medical costs and outcome.
Today, we announced we will accelerate the implementation of IngenioRx, our pharmacy benefits provider. The launch, now scheduled for the
second quarter of 2019, is a key milestone in the realization of our vision and strategy. IngenioRx will improve our ability to integrate pharmacy
benefits within our already strong medical and specialty platform, driving greater value for the consumer and increasing transparency. The
accelerated implementation comes after significant preparation and testing. Anthem and CVS Health have been working closely to plan every
detail of this transition. To date, we have completed more than 15 months to preparation against our transition goal. The results of our operational
testing have been very positive, giving us confidence in our readiness to launch, and we believe an acceleration is in the best interest of Anthem's
customers and members. We continue to expect IngenioRx to deliver at least $4 billion of gross pharmaceutical savings annually once our transition
has been completed in 2020, with at least 20% accruing to our shareholders.
Our earnings per share outlook of greater than $18 per share on a GAAP basis and greater than $19 per share on an adjusted basis reflects strong
growth across all business lines and the partial year contribution from the accelerated implementation of IngenioRx.
On a core basis, before the contribution from the accelerated PBM implementation, we estimate EPS growth at the high end of our upper single-digit
to low double-digit, long-term, EPS growth range. The core growth expected in 2019 is a testament to the overall strength of the enterprise, given
the challenges we have faced with our pharmacy cost structure. Our expectations for 2019 include robust total membership growth of 1.2 million
members at the midpoint of our guidance, including solid year-over-year improvement in our Commercial group fully insured segment.
Our group Medicare business will achieve our January membership target of 150,000 members. Our individual Medicare Advantage business is on
track to achieve our mid-double-digit growth target. In total, we estimate our Medicare Advantage growth will exceed 20% by the end of 2019.
Medicaid membership is expected to grow in the upper single-digit range, including the launch of the Minnesota partnership and organic growth
in existing states.
Our 2019 outlook does not assume potential new business wins. As expected, the Minnesota Medicaid partnership went live on January 1. We also
anticipate mid-single-digit Commercial fully insured membership growth, a substantial improvement relative to our performance in 2018. The
improved sales execution reflects our investments in new products such as Act Wise, our fully integrated consumer driven health plan and spending
account solution. Currently, more than 800,000 subscribers and 9,000 employer groups utilize Act Wise.
Anthem Health Guide, our concierge service model that integrates Anthem's telephone and digital channel, clinical program and predictive
modeling, is accelerating our commercial growth. In 2018, Anthem Health Guide membership grew by 1.1 million members, and we've successfully
implemented this support model for another 90,000 clients, representing 900,000 members in the small group marketplace on January 1. With
over 6.3 million members today, Anthem Health Guide is enhancing the member experience by providing a seamless transition between member
service and the Anthem Care team.
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Overall, we improved enterprise execution during 2018, and we entered 2019 with growing momentum in our key business segments. We remain
committed to investing in capabilities and technologies that enhance the consumer experience and reduce the burden of health care inflation.
We bear a unique responsibility to society, and meeting our financial commitments rest firmly in our ability to put the interest of our consumers
first.
I will now pass the call over to John for more detailed review of our fourth quarter financial performance and 2019 guidance.

John Edward Gallina - Anthem, Inc. - Executive VP & CFO
Thank you, Gail, and good morning. As Gail mentioned, our fourth quarter 2018 results came in ahead of expectations, and we entered 2019 position
for growth. Fourth quarter 2018 GAAP earnings per share was $1.61 and adjusted earnings per share was $2.44. For the full year 2018, GAAP earnings
per share was $14.19 and adjusted earnings per share was $15.89, representing growth of 32% over 2017. The results were above our targeted
long-term growth range due to better-than-expected core performance and the impact of tax reform. We are confident we can sustain this
momentum in 2019, as we expect core earnings per share growth, excluding the impact of IngenioRx to be at the upper end of our long-term EPS
growth range.
As disclosed in our press release this morning, we made a number of changes to our reporting in an effort to better align our reported membership
and financials to the appropriate segments and funding arrangements. In order to remain as transparent as possible, we have included restated
membership and financials for the past 2 years in this morning's press release to facilitate comparisons of our fourth quarter reporting to that of
prior periods.
Total medical membership ended the year at 39.9 million members, reflecting an increase of 37,000 members in the fourth quarter. Compared to
year-end 2017, membership declined by 361,000, primarily due to our reduced participation in certain individual ACA-compliant markets. Please
note that our individual membership declined by 933,000 members, which means that our other lines of business grew a collective 572,000 members
during 2018.
Operating revenue in the fourth quarter of 2018 was $23.3 billion, an increase of $857 million or 3.8% over the fourth quarter 2017. The growth in
operating revenue was driven by increases in premiums across our business to cover overall cost trends and the return of the health insurer fee in
2018, our acquisitions with HealthSun and America's 1st Choice and strong organic growth in our Medicare and fee-based businesses. The revenue
growth comes despite a 59% reduction in our individual membership.
Our medical loss ratio for the fourth quarter was 86.8%, a decrease of 180 basis points from the prior year quarter, which, as expected, was driven
primarily by the return of the health insurer fee in 2018. However, when normalizing for the impact to the health insurer fee, our medical loss ratio
has improved from the prior year, highlighting our commitment to improving medical cost performance.
The fourth quarter 2018 SG&A ratio is 15.5%, 40 basis points higher than the fourth quarter 2017, driven by the return of the health insurer fee in
2018, as this increases our costs. Had it not been for the impact of the health insurer fee, our SG&A ratio would have been improved from the prior
year quarter, reflecting our continued focus on administrative efficiency.
Operating cash flow for the full year 2018 was $3.8 billion and was slightly greater than net income, but was slightly below expectations. Our fourth
quarter and 2018 cash flow was negatively impacted by the timing of payments from several state Medicaid programs, where our premium payments
are now a month in arrears.
Normalizing for the delays, we are pleased with our 2018 cash flow performance, which included a headwind of approximately $500 million related
to the claims payments on the runoff of the individual businesses we exited.
Our days in claims payable was 36.2 days in the fourth quarter of 2018, a decrease of 2.5 days from the 38.7 days we recorded in the third quarter
and a decrease of 3.2 days as compared to the prior year quarter. This decrease was expected and was driven by a purposeful decision to reduce
claims inventory ahead of a significant January 1 systems migration by improvements in claims, auto adjudication rates and membership mix. We
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continue to focus on improving our claims processing systems, ultimately leading to faster claims payment cycle times. As a result, we believe our
days in claims payable will continue to trend in the mid- to high 30s.
Now to our 2019 guidance. Before I begin, it's important to note that our 2019 outlook includes the partial year impact of the accelerated
implementation of IngenioRx, which we announced today. We expect to migrate members beginning in the second quarter, with migrations
backloaded into the second half of 2019 and into the first quarter of 2020. The accelerated launch positions us to transition all of our membership
by the first quarter of 2020, a full year ahead of our prior schedule. The accelerated launch will produce incremental operating gain in 2019. The
net benefit we expect in 2019 reflects the impact of passthrough pricing, medical loss ratio rebates and competitively, appropriate pricing actions.
As we have noted in the past, the net benefit to Anthem is derived on a market-by-market, product-by-product basis, creating a nonlinear relationship
between transition membership and profit retention.
We are pleased to have upside in 2019, but even more excited to achieve virtually a full year run rate savings beginning in 2020. In 2020, we continue
to estimate the gross savings of at least $4 billion, with greater than 20% falling through to operating gain.
For the full year 2019, we expect operating revenues to grow to approximately $100 billion or 9.5%, reflecting overall membership growth and
mix shift, premium rate increases to cover overall medical cost trends and the launch of IngenioRx. This will partially be offset by the impact of the
health insurer fee moratorium in 2019. As Gail mentioned, in total, we are expecting membership growth of 1 million to 1.4 million members, which
includes growth across all of our key business segments.
In the Commercial business, we project our fully insured enrollment will grow by approximately 150,000 to 300,000 members. Most of this growth
is in our fully insured group business, where we are improving our sales force effectiveness while remaining disciplined on our pricing. We are
continuing to participate strategically in the Individual ACA marketplace.
In our Medicaid business, we expect to add approximately 450,000 to 550,000 lives, reflecting the members we added for our newly launched
Minnesota partnership as well as organic growth in our existing markets. During the year, we also expect to be active participants in various RFPs.
Within our Medicare business, we're projecting growth of approximately 250,000 to 350,000 members, including Medicare Advantage growth in
the 200,000 to 250,000 range in both individual and group product offerings. We were pleased with our performance during the annual enrollment
period. And consistent with 2018, we expect robust individual enrollment growth over the balance of 2019.
Turning to the financial metrics. The 1-year suspension of the health insurer fee in 2019 impacts all of our major financial metrics, such that
comparison to 2018 on a reported basis will be distorted. We expect our 2019 consolidated medical loss ratio to be 86.2% at the midpoint, an
increase of 200 basis points versus 2018, largely driven by the health insurer fee moratorium. Normalizing for the impact of the health insurer fee,
our 2019 MLR guidance is roughly flat compared to 2018, reflecting improved performance in our Medicaid business, offset by margin normalization
in our Individual business and strong growth in Medicare Advantage.
The company expects Local Group medical cost trend would be in the range of 6%, plus or minus 50 basis points in 2019. We expect our SG&A
ratio in 2019 to be 13.5% at the midpoint, a decrease of 180 basis points as compared to 2018, largely due to the impact of the 1-year health insurer
fee moratorium. Normalizing for the impact of the health insurer fee, we estimate the SG&A ratio will decline slightly due to our strong revenue
growth, aided in part by our launch of IngenioRx. We do expect to continue investing in our business at a similar level to 2018, as we build out our
digital, clinical and consumer-facing capabilities.
Below the line, we expect investment income of approximately $1 billion and interest expense of approximately $800 million. We also expect our
tax rate to be in the range of 19.5% to 21.5% for the year, reflecting both our continued focus on strategic tax planning as well as the impact of the
1-year suspension of the nondeductible health insurer fee.
Operating cash flow is expected to be greater than $5.2 billion in 2019. Our 2019 outlook assumes balanced capital deployment, as we seek to
optimize return of capital with the investments necessary to drive long-term growth and margin improvement. Our 2019 guidance includes baseline
share purchases of $1 billion, leading to an average fully diluted share count for the year in the range of 261 million to 263 million shares. Taken
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together, we see 2019 GAAP earnings per share of greater than $18 per share and adjusted earnings of greater than $19 per share. We do not give
quarterly guidance, but the launch of IngenioRx will impact our normal seasonal earnings patterns. Given the launch, we would expect slightly
over half of our adjusted earnings in the first half of 2019. We intend to provide a more detailed up-to-date on the impact of IngenioRx and our
longer-term growth projections at our March 7 Investor Conference.
Operator, we'll now open it up to questions.

QUESTIONS AND ANSWERS
Operator
(Operator Instructions) Your first question comes from the line of A.J. Rice from Crédit Suisse.

Albert J. William Rice - Crédit Suisse AG, Research Division - Research Analyst
I guess I'll ask about the Ingenio transition. Do you have good visibility on how you're going to bring customers over? Do they have any say as to
when they will be converted? And what will the impact of this be to them? Would they feel this? Or is it designed to be transparent to them? And
do they get any benefit from making the transition right away, even if they're not currently under contract?

Gail Koziara Boudreaux - Anthem, Inc. - President, CEO & Director
Great. Thank you for the question. First, as you saw in our announcement in our prepared comments, we're excited to begin moving forward with
our transition of IngenioRx. I think one of the important things that we wanted to share is, while we've been in intense preparation with CVS Health
over the last 15 months, we really had 2 years to work through this transition since the original announcement, and that's pretty standard. We're
feeling very confident about our testing and the significant work. And as we've shared before, the team that we have is very experienced in doing
that. Specifically to your question about transition schedule, we will begin the migration in the second quarter of 2019. Clearly, we will be working
with our customers on the appropriate schedule and have mapped out some of that schedule. But I think it's important to note that we are going
to be working with our customers. And our customers will see value upon conversion to the new platform, so we think that there's a significant
opportunity to drive meaningful value for them in terms of affordability as well as the member and consumer experience. That's an area that we've
invested in heavily. And we also believe that that's an area that they will see some immediate impact in terms of the integration, not just of our
pharmacy, but of our full health approach with our clinical and case managers as well as our pharmacies. So overall, we have a very, I think, thoughtful
transition filling in. We feel very confident about it. Our team has been in testing on that plan, but we also recognized that this is something that
we'll be actively working with our customers on through that process. Thank you very much for the question.

Operator
Your next question comes from the line of Justin Lake from Wolfe Research.

Justin Lake - Wolfe Research, LLC - MD & Senior Healthcare Services Analyst
I want to stay on the PBM, a couple of questions here. First, Gail, you mentioned that you saw the core business x the PBM at the higher end of your
typical kind of target EPS range. So I just assumed low single -- low double digit is 12%, so the $15.90 at 12% growth gets to me to about $17.80
and the other $1.20 of EPS is about $400 million pretax. So just want to confirm that you're getting about half of that $800 million of savings in
2019. And then beyond that, can you just talk about what -- like do you have a timing set out in terms of which businesses shift first? Can you share
with us -- is it Part D first, and then Medicaid, and then Commercial or reversed? And then just talk about the EPS benefit, but how much of the $4
billion are you getting? And when are you pricing that through? Are you seeing some of the benefit there in Commercial? And like does that mean
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the membership in Commercial is going to be back-end loaded? So I know a bunch of questions under there, but hoping you can kind of help us
with that.

Gail Koziara Boudreaux - Anthem, Inc. - President, CEO & Director
Well, thanks, Justin. There's a lot of questions there, so I'll try to get through all of them and address it. First and foremost, thank you for the question
and also for recognizing both the strong momentum that we end 2018, but also the strong momentum that we see on our core business. As I said
in my comments, this will be at the high end of our guidance range that we've given historically. And there's a couple of things driving that. One,
first and foremost, we see really strong robust membership growth across every one of our businesses. I think we've also feel very confident in
what we've done in terms of medical cost and strong administrative expense management. As you think about the PBM and the timing of our
business, there were a number of questions there. And again, I'll go back to sort of the opening comments that I made in -- that I shared about
that. This is a nonlinear transition. So as you think about that, we will begin in the second quarter. Certainly, there will be a different timing on
business. Just to give you one example, Medicare Advantage will not convert until 1/1 of 2020. So that gives you some perspective on that. We
won't -- we're not going to go into the specific schedule for each and every business at this stage. As I shared my -- with my earlier comments with
A.J., we have a schedule. We are also working with our clients on that schedule, so we want to make sure our first and foremost priority is a smooth
transition. We do think there's significant value for customers, and we also think that this additional transparency that customers will see as part
of this is a strong part of our value proposition. I think I'm going to ask John to answer the remainder of your questions, if we have them all. I think
I answered about 2 of the 4, so I'll ask John maybe to comment on the other components.

John Edward Gallina - Anthem, Inc. - Executive VP & CFO
Thank you, Gail, and thank you, Justin, for the question. Yes, I think in terms of the guidance, we don't provide the specificity of earnings on the
line of business basis or exactly how much the contribution from IngenioRx is, but let me walk through the logic that we have in terms of getting
to the guidance. And it's very similar to the way that you characterize your question. Yes, we did end 2018, the $15.89, and admittedly that included
better tax rate than was assumed in 2018 and even slightly stronger investment income. However, that is our starting point, which does signify
sustainability of those below the line items as well as a very strong core operating growth. Then as we go into 2019, we do have the tailwind from
the moratorium on the health insurer fee. We disclosed 90 days ago, that's about $0.40. That certainly is unchanged. And so we've now included
that in our starting point as well as an additive number to the $15.89. And then with the bias to the high end of the high single, low double-digit
long-term growth rate, that had previously been announced. And so you work through all that math and then you take the difference between
that and the $19, well, that is a reasonable estimate of the impact of the partial year for Ingenio. What has Gail said, it's a nonlinear transition. The
Medicare Advantage business is all January 1, 2020, on our current time line. So it's really difficult to run rate something like that. But we are very
bullish on the $4 billion, which is the other part of your question. The way the $4 billion is constructed today might be a little bit different than it
was constructed 2 years ago when we made the announcement. But it's still good, and we still feel -- we will reaffirm the fact that when we go on
to the new CVS contract on a run-rate basis, that there is greater than $4 billion worth of savings that will enure to our customers. And we will
reaffirm the fact that our expectations are is that greater than 20% gets returned to shareholders, which means that nearly 80% goes to our customers
in terms of more affordable health care cost.

Operator
Your next question comes from the line of Ana Gupte from SVP Leerink.

Anagha A. Gupte - SVB Leerink LLC, Research Division - MD of Healthcare Services & Senior Research Analyst
So again, congrats on IngenioRx. And following through on that line of questioning, I was asking about the $3.2 billion in savings that are not falling
to the bottom line. And how is that interplaying with your employer segment turnaround? It sounds like, this year, at least the 150k to 300k
membership is on sales force effectiveness not on pricing, but you have all of this dry powder on medical cost. So will that start to drive share gains
through more affordability in 2020? Are you seeing some of that in maybe the July second half of '19 selling season?
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Gail Koziara Boudreaux - Anthem, Inc. - President, CEO & Director
All right. Thank you for the question, Ana. First, thanks for recognizing. I think we do feel that we have a very robust membership growth guidance
in 2019. And again, the positive impact of IngenioRx is embedded in that guidance. That being said, first of all, we're very pleased with the early
January results that we're seeing in the sales cycle. And I'll ask Pete to comment a little bit about the works that has been done in our Commercial
sector, because we do -- we are seeing our Commercial risk business both in large and small group grow in January of 2019. And as John shared,
our pricing has reflected ESI contract, but also we stayed very disciplined in that pricing. So we see this contract certainly adding value to our
consumers, but we also see it solidifying and giving us even greater confidence in the 2019 goals that we've laid out as well as I think some
momentum going into 2020. Maybe Pete can comment a little bit about the work that he's done in Commercial, because I think he starts to see
the momentum at the end of '18 and clearly in the 2019 guidance.

Peter David Haytaian - Anthem, Inc. - Executive VP & President of Commercial and Specialty Business Division
Yes, sure. Thanks very much, Gail. And thanks for the question, Ana. I appreciate you recognizing our growth in the core and the improvements
we're making. And I'll be a little more specific. I'm personally very pleased with respect to where we are on the journey. As you know, we've talked
about, number one, infusing much greater talent to the organization, and I think we've gotten a lot of that behind us. We certainly have brought
in great talent at the executive level as well as in the field. I'm very pleased with that. We went through a reorganization, as we've talked about. In
terms of our segment strategy as well as our Centers of Excellence, it made great progress there. Our Centers of Excellence, again, remember,
focused on product, on pricing, on organizations like stop-loss, on our Group Retiree business. And we really pivoted quite frankly now, focusing
much more in execution and growth. And very pleased, as Gail said, with the progress that we've made in the fourth quarter. You can see from the
results and from our remarks, we're very focused on growing the groups fully insured business. We saw that play through in the fourth quarter. In
fact, we saw growth while modest occur across all our lines of business. And we're seeing that momentum play through into January, as Gail said,
with a keen focus on our group fully insured business. We're very pleased with the progress there as well as across other lines of business. In addition
to that, remain focus on expanding our margins, for example, in the ASO business and seeing progress there. So I'm very pleased across-the-board
to see positive momentum. I think that will play through into 2019. And as Gail noted, I'm certainly -- with now the addition of IngenioRx, it just
creates further momentum in the future.

Gail Koziara Boudreaux - Anthem, Inc. - President, CEO & Director
Thanks, Pete. And I think as Pete has said, performance execution and growth are 2 areas that we have been very focused on across Anthem, and
we're starting to see the results to that, feel that we still have opportunity to continue to refine that, but I feel very good about our early start to
2019.

Operator
You next question comes from the line of Scott Fidel from Stephens.

Scott J. Fidel - Stephens Inc., Research Division - MD & Analyst
Just wanted to drill in a bit to group MA and just get an update from you on how the strategy there is developing, looking out to 2020 and in terms
of the sales pipeline that you're building. And then also just how the initiatives are progressing around partnering with other Blues around further
capitalizing on the group MA opportunity.

Gail Koziara Boudreaux - Anthem, Inc. - President, CEO & Director
Great. Thanks, Scott. I'm going to ask Pete to comment on that.
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Peter David Haytaian - Anthem, Inc. - Executive VP & President of Commercial and Specialty Business Division
Yes, thanks for that question. I think you know from our prior comments that we started 2018, quite frankly, with at or around 25,000 members.
And again, on a journey to improve that, obviously the great work that Felicia and Marc Russo have done in establishing a very strong foundation
for the Medicare Advantage business was number one. Then we were focused on talent and building the infrastructure around Group Retiree, and
that has played out through the year, where coming into 2019, we've talked about starting the year with approximately 150,000 members. So nice
leap from the 25,000 members that we started at. With respect to your specific question on the pipeline, we're encouraged by what we're seeing.
I think we've talked about this in the past. What's really I think differentiating about Anthem, quite frankly, is our embedded pipeline. And I'll be
more specific. We sort of look at it in a few buckets. Bucket number one are those commercial members and clients that we have today that have
a commercial Medicare relationship with us, i.e. a Commercial Medicare [wrap] benefit. Bucket number two are those clients we have a commercial
relationship with, but commercial only. They're currently with our competitors, the Group Retiree side, so that, well, obviously, lends an opportunity.
And then not directly associated with the Group Retiree opportunity, but our agent opportunity, which is sizable. Those 3 buckets are in the several
millions in terms of prospects, and that's why we're encouraged by our pipeline. And then finally with respect to your question on partnerships,
obviously, we've proven ourselves with respect to partnerships on the Medicaid side, and that continues to evolve. It is an opportunity on the
Medicare side. While we continue to work on that, it evolve. But preliminarily, we actually are working on one relationship, in fact. And I think we'll
build upon that as our Group Retiree business builds.

Operator
Your next question comes from the line of Lance Wilkes from Sanford Bernstein.

Lance Arthur Wilkes - Sanford C. Bernstein & Co., LLC., Research Division - Senior Analyst
Can you talk a little bit about cross-sell progress in the self-insured business. And I was interested in how was looking for your 1/1 in 2019. And in
addition on the PBM side of this, given the earlier migration, is that something where you're going to be focusing on cross-sells of PBM in 2019?
Or are you going to wait until you migrate and really that's a 2020 and beyond sort of opportunity?

Gail Koziara Boudreaux - Anthem, Inc. - President, CEO & Director
Great. Thanks again for the question, Lance. And again, I'll have Pete respond for the Commercial business.

Peter David Haytaian - Anthem, Inc. - Executive VP & President of Commercial and Specialty Business Division
Thank you. Thank you very much. I think it's a great question. Yes, we are making good progress as it relates to the cross-sell opportunity in expanding
our ASO margins. I think a proof point, quite frankly, is if you look at our quarter-over-quarter earnings or you see our administrative fees and
revenue rising, so that's good proof point, I think, about by 9%. And importantly, our local markets and then our specialty organization as it relates
to our specialty products are deeply connected. And I continue to see very good progress with respect to the upsell and the cross-sell opportunities.
So all the metrics that we're looking at are moving in the right direction. In addition to that, as it relates to January 1 and the progress we're making,
obviously I'm not going to talk about numbers at this point, but I think you'll see that flow through in our Q1 result in terms of great progress on
the specialty side and growth on the specialty side, specifically in upselling and cross-selling. But in addition to that, and again, it's not only limited
to specialty products, we're really excited about the upsell opportunity of things, like stop-loss, our clinical packages which we're making progress
on as well as some of our shared savings and incentive programs. And then finally, to your point, Lance, yes, pharmacy does play an integral role
in ultimately us going from the 5 to 1 to 3 to 1. And so in the future, that will be a component of our strategy in terms of delivering greater margin
in the ASO business.

10
THOMSON REUTERS STREETEVENTS | www.streetevents.com | Contact Us
©2019 Thomson Reuters. All rights reserved. Republication or redistribution of Thomson Reuters content, including by framing or similar means, is prohibited
without the prior written consent of Thomson Reuters. 'Thomson Reuters' and the Thomson Reuters logo are registered trademarks of Thomson Reuters and its
affiliated companies.

Client Id: 77

JANUARY 30, 2019 / 1:30PM, ANTM - Q4 2018 Anthem Inc Earnings Call
Gail Koziara Boudreaux - Anthem, Inc. - President, CEO & Director
Thank you, Pete. And Lance, just to clarify one thing. As you think about our 2019 guidance, our focus on the PBM has really been on the transition
and ensuring that, that goes smoothly for our customers in driving maximum value. So we did not include a lot of new PBM business in our guidance.
So anything there would be additive as we've announced the new contract we would be putting new business on that.

Operator
Your next question comes from the line of Dave Windley from Jefferies.

David Howard Windley - Jefferies LLC, Research Division - Equity Analyst
So in your guidance, you mentioned that the $19 includes or absorbs any transition cost for the IngenioRx transition. I was wondering if you could
give us a sense of how much of that is. And maybe on the other side, are there some CVS credits that are subsidizing that? Just curious how much
cost you're absorbing there. And then just a clarification on an earlier comment. John talked about disciplined pricing in Commercial group, but I
also thought there were some reference to maybe invoking some of the PBM savings into that pricing paradigm for 4/20/19. Did I understand that
correctly or not?

Gail Koziara Boudreaux - Anthem, Inc. - President, CEO & Director
John, I'll have you respond, please.

John Edward Gallina - Anthem, Inc. - Executive VP & CFO
Yes, sure. Thanks, David. In terms of the -- see if I get your questions appropriately here. But in terms of the costs associated with transition and the
CVS credits, the contract we have with CVS is confidential, and I'm really not at liberty to disclose the contractual provisions there. And associated
with the -- our cost or our additional cost that we're incurring associated with the transition, yes, we've netted those out as part of the $19. It's really
not a run rate issue, because the benefits we get are going to be nonlinear associated with when the business is being transitioned. So it's really
not anything that's all that meaningful from a year-over-year perspective. It's a onetime cost structure. And then the benefits here in 2019 are really
onetime, just given the timing of the transition. Associated with the pricing, so just to be clear, every member that migrates to the new contract
will see value. And all see value in slightly different ways. But certainly groups that are renewing will be on the new contract, and so the pricing
that we have associated with the renewals will be reflected based on our better PBM contract. And we do want to be opportunistic associated with
new business as well to ensure that we're reflecting the most appropriate price point in terms of our growth trajectory. So hopefully, that addresses
your questions.

Operator
Your next question comes from the line of Zack Sopcak from Morgan Stanley.

Zachary William Sopcak - Morgan Stanley, Research Division - VP on the Healthcare Services and Distribution Team
I just want to ask about operating cash flow and 2019 guidance. It looks like you're implying about a 1.1x net income, which is improvement over
this year. Is that being driven by IngenioRx coming in-house? Or is there anything else? And then as you look forward to 2020, would you expect
that to continue to trend upward?
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John Edward Gallina - Anthem, Inc. - Executive VP & CFO
Yes. No, thanks, Zach. I appreciate the question. And actually, the opportunity to clarify all this because if there's one item in our numbers that are
a little messy for 2018, it is the cash flow and some of the related metrics. So you have to actually go back to 12/31/17. We made the cognizant
decision to exit 60% of the individual ACA marketplace, and we paid up to $0.5 billion of claims of runout on the business that we walked away
from in 2018. So that certainly artificially lowered the metric associated with cash flow. Even with that $0.5 billion of payments that we made, our
cash flow from operations is still 1.0x our net income. It was just slightly higher than net income. So underlying results were very positive cash flow.
Then we had a couple of other things occur. We do have some Medicaid states that were now a month in arrears on payment, and that is certainly
impacting our cash flow. And then even most importantly, in December, is to help prepare for a system migration. We made a conscious decision
to accelerate claims payments in December related to those migrating members. The acceleration helped reduce the risk of migration, but also
negatively impacted cash flow and reduced our days in claims payable metrics simultaneously. Yes, so when you take all that together, actually, a
$3.8 billion and 1.0x net income is actually very strong once you take all the other impacts in simultaneously. And we feel very good about the fact
that our cash flow of $5.2 billion for 2019 is strong, and it's really not driven specifically by Ingenio as much as it's just strong core operating growth.

Operator
Your next question comes from the line of Sarah James from Piper Jaffray.

Sarah Elizabeth James - Piper Jaffray Companies, Research Division - Senior Research Analyst
You've talked about expanding Commercial product offerings to include more low-cost and narrow network options. Can you talk about the
traction you're seeing on these new offerings for 2019 and how we should think about the price point variation from historical PMPMs.

Gail Koziara Boudreaux - Anthem, Inc. - President, CEO & Director
Sure. I shared a few of those comments in my opening remarks, but I'll ask Pete to give -- do into a little bit more detail about the portfolio products
that we've added to the market over the last year and the continuing work that we're doing there. Pete?

Peter David Haytaian - Anthem, Inc. - Executive VP & President of Commercial and Specialty Business Division
Yes. No, I think it's a great question. It's one of those areas that the segment -- in the segment strategy and in our Centers of Excellence around
product really focused on. And that's to make sure you have a portfolio of products to meet the affordability needs of all clients. And so very much
focused on crafting those products from association, health plans to level-funded products, to chamber-based products that we're working on.
We began to roll those out in a much more robust way at the end of the year, and we are seeing that play through into 2019. We're seeing decent
progress with respect to that, and we think we'll continue to see that evolve further. Some of these product offerings obviously to your point are
connected to higher-performing networks. As it relates to a price differential, it varies. I'm not going to give you a specific number, but it's a big
part of the equation, right, providing choice and affordability to our client base. And so I think it's a great question. I think you'll see that continue
to progress in '19 and '20.

Gail Koziara Boudreaux - Anthem, Inc. - President, CEO & Director
Thanks, Pete. The only thing I'd add to Pete's comments, I think, in addition sort of to the product design elements, we are very intentional in how
we're managing our strong network relationships. I talked a little bit about our enhanced personal health care, our movement to value-based
payment and our, I think, preferred relationships with care providers in the market given our market share. The Commercial team specifically has
been really integrating that with our clinical program. So I think you're seeing -- you're starting to see some early traction from that and our
commitment to really aligning a whole host of affordability choices, because our goal coming into 2019 was to give employers options. And I think
that was one of the areas that I shared early in 2018. We felt that we didn't have enough choices for employers to make that decision.
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Operator
Your next question comes from the line of Gary Taylor from JPMorgan.

Gary Paul Taylor - JP Morgan Chase & Co, Research Division - Analyst
I wanted to ask a question just about cost trends. So you finished the year at 5.9%. You're guiding Commercial Local Group pretty stable into 2019,
despite what we've heard is a more aggressive approach to provider rate negotiation, progress on hospital claims and medical management, as
you talked about, Gail, and then presumably some pharmacy trend savings from the PBM initiatives. So is there a reason why we shouldn't be
optimistic that trend could actually play out better in 2019? Is that a source of potential upside? Do you think you've been conservative with that
guidance? Or have I missed anything as I'm thinking about it?

John Edward Gallina - Anthem, Inc. - Executive VP & CFO
Yes. No, thank you, Gary. Great question. I'll just try to clarify for everyone that we have not yet reflected the benefit of the lower drug pricing cost
from our new PBM contract into that trend. So that is a variation from maybe what your commentary would be. Hopefully, we'll see a significant
drop in our trend number as we get into 2019 and then again in 2020, as we fully rollout the IngenioRx platform and the better drug pricing.
Associated with the other comments that you've made, we always want to be respectful in terms of the trend. We're really trying to be on the
conservative but prudent side of the assessments, ensuring that our pricing is done very thoughtfully. And obviously, we always aspire to do better.
We will always aspire to create various cost-of-care initiatives or other items that can help mitigate trend and help bend the curve, but we feel very
good about reaffirming the 6% plus or minus 50 basis points at this time.

Gail Koziara Boudreaux - Anthem, Inc. - President, CEO & Director
Yes, the only thing I'd add to John's comment is, as you think about it, clearly, we are very much working in integration of care and value-based
payment. But I will remind everyone, as we think about trend, 2/3 is unit cost, 1/3 is utilization. And so moving more of these relationships into
value-based care and really getting sort of accountable care up and running in our markets and integrating our individual primary care practices
is a big part of this. So again, respectful of the underlying dynamics of trend, and we will not -- because the timing of the PBM migration is towards
the back half of the year, again, not incorporated yet, and that will be coming over the course of the year.

Operator
Your next question comes from the line of Steve Tanal from Goldman Sachs.

Stephen Vartan Tanal - Goldman Sachs Group Inc., Research Division - Equity Analyst
I just wanted to confirm what I thought I heard just around sort of the approach to the 2019 selling season just in Commercial. So if I heard this
right, the new businesses maybe not fully priced at the Ingenio cost structure but probably the renewals were, and that maybe helped retention.
And then sort of relatedly, thinking about the -- at least 20% of the $4 billion in terms of what drops to the bottom line, how much room is there
around that 20% without sort of jeopardizing the value proper of the growth plan that you guys have outlined? And the last one on this, John, I
think you mentioned a slightly different sort of composition to the $4 billion number today. I was hoping maybe for a little bit more color on that.

John Edward Gallina - Anthem, Inc. - Executive VP & CFO
Yes, sure. Steve, thank you. Why don't I start out with a clarification and a comment and then maybe turn it over to Pete to talk more about the
other parts of your question. So in terms of January 1 renewables -- I'm sorry, January 1 business, it doesn't matter if it was renewals, if it was new
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business, that was done under the existing contract with Express Scripts and the pricing under existing contract with Express Scripts. But what I
was talking about was in terms of how new business or renewal would reflect the better pricing, it was after our transition began. So our transition
isn't going to start until later in the second quarter. And so any business that then renews or is new business at that time will then reflect the better
pricing that we're getting from the CVS contract. So hopefully that clarifies the distinction of time frame. And then in terms of the $4 billion, certainly,
there's any number of moving parts that can occur over a couple of year period of time from such a high level estimate. But in terms of the tweaks,
it was really that the pharmacy trend has been a bit lower the last couple of years, then it was assumed back when the statement was first made.
So we have obviously taking that into consideration. We've continued to refine our formulary. Our decisions on formulary are based on total member
health and total cost of care, and things that we believe are in the best interest of the member and the patient. And so that has been reflected in
our estimates. Our membership mix is different today than it was back in 2016 when we first made the announcement as well. And so we've updated
that. But the $4 billion, it's -- obviously, it's improved pricing. It's more competitive savings off our higher baseline cost. And as I said, we've already
taken the expected manufacturer inflation into consideration. So thank you, Steve, for the question. And Pete, do you have a follow-up comment?

Peter David Haytaian - Anthem, Inc. - Executive VP & President of Commercial and Specialty Business Division
No. I thought your answer, with respect to renewals and new business was right on point. I have nothing to add to that.

Operator
Your final question today comes from the line of Ralph Giacobbe from Citi.

Ralph Giacobbe - Citigroup Inc, Research Division - Director
Just a couple of quick ones here. Just to clarify, John. The question earlier from Justin. The $15.89, I think you said plus 12%, plus $0.40 for HIF, and
then the difference of that to the $19 would kind of roughly be the Ingenio contribution. Is that sort of the right framework? And then the second
piece is just, does this change your contract terms with CVS? Because I thought that contract actually kicked in January 1, 2020. So it seems obvious
that, that would just get pulled forward. And just help us in terms of, is that your sort of lower drug pricing that kicks in and then there's not a lot
more that needs to be sort of done? Obviously, you have to transition the clients. But just in terms of -- obviously, they're working through their
own integration with that now. So if you could help there that would be great.

John Edward Gallina - Anthem, Inc. - Executive VP & CFO
Yes. So first of all, on the guidance number, yes, the way that you've characterized it is appropriate. I did not use any percentages. You used
percentages. I talked about the bias near high end of the range. But other than that, yes, I agree with the way that you've characterized it. And of
course, we're always aspire to do more. In terms of the CVS transition, I just want to remind people that we do have a dedicated team from CVS
who is 100% focused on a smooth Anthem migration. Anthem has a dedicated team. CVS has a dedicated team. So whatever is going on with their
acquisition and other things really are not relevant to our transition. So we actually feel very good, and we've been working so closely with them
and going through all the time lines and all the issues and all the testing. And it's been going extremely well, which is why we're so confident that
this accelerated transition that can be pulled off with minimal member disruption. Because at the end of the day, as Gail said, our primary focus is
to move our members with minimal disruption, make sure everybody gets the drugs that they need when they need them and then move forward.
And quite honestly, we will have essentially a full year benefit of this contract in 2020, which is a whole year earlier. Of all the things we're talking
about, I think that's one of the most exciting elements of this, is that the full year benefit of the CVS contract and IngenioRx rollout starts January
1, 2020.
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Gail Koziara Boudreaux - Anthem, Inc. - President, CEO & Director
Well, thank you very much for joining us for this call this morning on Anthem's fourth quarter earnings conference call. As you can see, we're well
positioned for 2019 and beyond, and I'm excited about the opportunities that lie ahead. I want to thank all of our associates for their commitment
to Anthem and for everyone we serve. Thank you for your interest in Anthem, and I look forward to speaking with you at future events.

Operator
Ladies and gentlemen, this conference will be available for replay after 11:00 a.m. Eastern time today through February 13. You may access the
AT&T Teleconference Replay System at any time by dialing 1 (800) 475-6701 and entering the access code 432041. International participants, dial
(320) 365-3844.
That does conclude your conference for today. Thank you for your participation and for using AT&T Executive Teleconference, you may now
disconnect.
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