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This 2007 Year-End Report contains forward-looking statements 

within the meaning of Section 21E of the Securities Exchange Act of 

1934, as amended (the “Act”), and Section 27A of the Securities Act of 

1933, as amended, that involve a number of risks and uncertainties. All 

statements, other than statements of historical information provided 

herein, may be deemed to be forward-looking statements. These 

statements are based on management’s analysis, judgment, belief and 

expectation only as of the date hereof, and are subject to uncertainty 

and changes in circumstances. Without limiting the foregoing, the 

words “believes,” “anticipates,” “plans,” “expects,” “may,” “should,” 

“could,” “estimate,” “intend” and other similar expressions are intended 

to identify forward-looking statements. Actual results could differ 

materially due to, among other things, rising health care costs, negative 

prior period claims reserve developments, trends in medical care ratios, 

issues relating to provider contracts, litigation costs, regulatory issues, 

operational issues, health care reform and general business conditions. 

Additional factors that could cause actual results to differ materially 

from those reflected in the forward-looking statements include, but are 

not limited to, the risks discussed in the “Risk Factors” section included 

within the company’s most recent Annual Report on Form 10-K filed 

with the Securities and Exchange Commission (the “SEC”) and the risks 

discussed in the company’s other periodic filings with the SEC. Readers 

are cautioned not to place undue reliance on these forward-looking 

statements. The company undertakes no obligation to publicly revise 

these forward-looking statements to reflect events or circumstances that 

arise after the date of this Year-End Report.

2007 ANNUAL REPORT ON FORM 10-K 

This 2007 Year-End Report is not intended to satisfy the requirements 

of Rule 14a-3 of the Act, and does not contain all of the information 

required by the Act with respect to the company’s Annual Report to 

Stockholders. You are advised to refer to the company’s Annual Report 

on Form 10-K for the fiscal year ended December 31, 2007, filed with the 

SEC (the “2007 10-K”), for this additional information.

The 2007 10-K is available without charge on the company’s Web site at  

www.healthnet.com, or by writing to the following: Investor Relations,  

Health Net, Inc., 21650 Oxnard Street, Woodland Hills, CA 91367, or 

by calling 800.291.6911.

http://www.healthnet.com
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Financial highlights
 
The following selected financial and operating data are derived from our audited consolidated financial statements. The 
selected financial and operating data should be read in conjunction with “Item 7. Management’s Discussion and Analysis of 
Financial Condition and Results of Operations” and the consolidated financial statements and notes thereto contained in our 
Annual Report on Form 10-K for the year ended December 31, 2007. 

 Year Ended December 31, 

(Dollars in thousands, except per share and PMPM data)  2007  2006  2005  2004  2003

REVEnUEs:

Health plan services premiums $ 11,435,314 $ 10,364,740 $ 9,506,865 $ 9,517,530 $ 9,046,303
Government contracts  2,501,677  2,376,014  2,307,483  2,021,871  1,865,773
Net investment income  120,176  111,042  72,751  58,147  59,332
Administrative services fees and other income  51,104  56,554  53,434  48,845  93,294
    Total revenues $ 14,108,271 $ 12,908,350 $ 11,940,533 $ 11,646,393 $ 11,064,702
 

incOME sUMMaRY(1):

Income from continuing operations $ 193,697 $ 329,313 $ 229,785 $ 42,604 $ 323,080
Net income $ 193,697 $ 329,313 $ 229,785 $ 42,604 $ 234,030(3)

nEt incOME PER shaRE—DilUtED(1):

Income from continuing operations $ 1.70 $ 2.78 $ 1.99 $ 0.38 $ 2.73
Net income $ 1.70 $ 2.78 $ 1.99 $ 0.38 $ 1.98(3)

Weighted average shares outstanding:            
    Diluted  113,829  118,310  115,641  113,038  118,278

BalancE shEEt Data:

Cash and cash equivalents and investments  
 available for sale $ 2,564,295 $ 2,120,844 $ 2,106,303 $ 1,782,102 $ 1,943,660 
Total assets  4,933,055  4,297,022  3,940,722  3,653,194  3,549,276
Loans payable – Current  35,000  200,000  —  —  —
Loans payable – Long term  112,363  300,000  —  —  —
Senior notes payable  398,071  —  387,954  397,760  398,963
Total stockholders’ equity(2)  1,875,582  1,778,965  1,589,075  1,272,880  1,294,225

OPERating Data:

Pretax margin  2.5%  3.7%  3.2%  0.6%  4.7%
Health plan services medical care ratio (MCR)  85.4%  83.0%  84.3%  88.4%  83.1%
Government contracts cost ratio  92.2%  94.0%  95.8%  95.3%  95.9%
G&A expense ratio  11.1%  11.2%  10.0%  9.3%  10.0%
Selling costs ratio  2.9%  2.4%  2.3%  2.5%  2.6%
Health plan services premiums per member 
 per month (PMPM) $ 263.54 $ 243.70 $ 235.80 $ 216.34 $ 200.93
Health plan services costs PMPM $  225.00 $ 202.22 $ 198.75 $ 191.24 $ 166.96
Net cash provided by (used in) 
 operating activities  $ 605,482 $ 277,937 $ 191,394 $ (54,912) $ 379,772
Net cash (used in) investing activities $ (230,195) $ (184,879) $ (244,046) $ (14,242) $ (105,522)
Net cash (used in) provided by  
 financing activities  $ (73,076) $ (130,737) $ 73,035 $ (69,615) $ (246,172)

(1) Includes $306.8 million pretax litigation and regulatory-related charge for 2007; $107.2 million pretax debt refinancing and litigation  
charge for 2006; $83.3 million pretax litigation and severance charge for 2005; and $31.7 million pretax severance, asset impairment and 
other charge and $169 million pretax charge associated with provider settlements for 2004. See Notes 12 and 14 to the consolidated  
financial statements in our 2007 10-K for additional information on these charge items.

(2) No cash dividends were declared in each of the years presented. 
(3) Includes loss on settlement from disposition of discontinued operations of $89.1 million, net of tax. 
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On behalf of the Board of 
Directors and management of 
Health Net, Inc., it is a pleasure 
to report on a year of significant 
progress on many fronts for 
the company as our strategy of 
nurturing our diverse businesses 
yielded excellent results.

In 2007, we achieved many 
important financial goals. While 
earnings per diluted share fell by 
39 percent in 2007, they included 
approximately $307 million in 
pretax charges in connection with 
certain litigation and regulatory 
matters. Excluding these charges, 
earnings per diluted share would 
have increased approximately  
20 percent.

Including the charges, 
margins declined to 2.5 percent. 
However, on an operating  
basis excluding the charges,  
our pretax margin expanded  
to 4.7 percent. This is yet another 
sign of steady progress on this 
important measure. 

Operating cash flow of  
$605 million was especially 
strong in 2007 and exceeded  
net income, a key metric for  
the company. 

We also continued our  
share repurchase program,  
buying back 4.3 million shares  
in 2007 for approximately  
$230 million. Late in the year,  
the Board increased the company’s 
share repurchase authority by 

$250 million. We believe that 
buying back Health Net stock 
is one of the best ways we can 
enhance stockholder value.

Enrollment in our Medicare 
Advantage and Part D plans 
increased during 2007. We  
believe our product offerings  
are attracting seniors looking  
for expanded benefits and lower  
out-of-pocket costs. In late  
2007, we launched Health Net’s 
Healthy Heart Plan for seniors. 
This innovative Medicare 
Advantage product is a plan 
designed to support the American 
Heart Association’s approach to  
a healthy lifestyle. Products such  
as this could prove to be an 
important brand differentiator  
in the years ahead.

In our commercial plans, 
we continued to drive a shift to 
our small group and individual 
offerings where our local focus 
is of great value. We introduced 
new products, including a hybrid 
that matches the cost containment 
features of a health maintenance 
organization product with the 
benefits of a health reimburse-
ment arrangement.

As evidence of our progress, 
at year-end 2007 approximately 
35 percent of our commercial risk 
enrollment was in small group 
and individual plans compared 
with 31 percent at the end of 
2006. This shift helped drive 

ongoing improvement in the 
medical care ratio. 

As further evidence of our 
focus on the small group segment, 
we purchased the Guardian  
Life Insurance Company’s  
50 percent interest in our 
Healthcare Solutions business in 
the Northeast for approximately  
$80 million on May 31, 2007. 

Through Healthcare 
Solutions, Health Net markets 
health benefits to small employer 
groups in the New York tri-state 
area. It was important for us to 
take complete control of our small 
group business in the region as the 
acquisition enables us to expand 
distribution to this market. 

Health Net Federal Services’ 
work on behalf of military 
families through the Department 
of Defense’s TRICARE program 
was, again, a source of great pride 
for the company. In 2007, we 
also played a part in meeting the 
United States military’s growing 
need for the services provided 
by MHN, our behavioral health 
subsidiary. We also continue 
to expand our work as one of 
the few external health care 
contractors for the Department of 
Veterans Affairs.

As we entered 2007, we 
placed increased emphasis on 
providing solutions to our 
customers’ health care needs. 
In this 2007 Year-End Report, 

to our stockholders
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you will see several examples of 
innovative approaches to meeting 
our customers’ need for quality 
care, access and affordability. 
This focus on solving customer 
problems will be our touchstone 
in the years ahead.

Last year also saw a great 
deal of discussion and debate 
regarding health care reform, 
especially in California, where 
the year began with a sweeping 
reform proposal from Governor 
Arnold Schwarzenegger. In 
addition, in the presidential 
campaign, health care reform 
emerged as the second most 
important domestic issue, behind 
the state of the economy.

This is one of the primary 
drivers behind our emphasis  
on a diverse business base. In  
fact, we believe we are well 
positioned for likely changes in 
the health care system, especially 
changes designed to expand 
coverage to the nearly 47 million 
Americans who today lack health 
insurance coverage. 

Health Net’s Board of 
Directors and management  
believe that health care in the 
United States will change in the 
years ahead. The steps we are 
taking today and in the future 
will help prepare the company 
to be more successful in what 
is certain to be a new and ever-
changing environment.

On a practical level, in  
the fourth quarter of 2007,  
Health Net embarked upon a 
comprehensive plan to reduce 
administrative expenses, enhance 
efficiency and streamline 
operations. We believe that  
our administrative expenses are 
high relative to our competition 
and that we can save approxi-
mately $100 million in general 
and administrative expenses by 
2010. This plan is designed to 
improve our competitiveness in 
the years ahead and enhance our 
flexibility in meeting changing 
customer needs. 

As a first step, we 
reorganized the company into 
two primary operating divisions – 
Health Plan and Shared Services. 
The Health Plan Division 
encompasses all the company’s 
commercial, Medicare and 
Medicaid plans in seven states. 
Stephen Lynch, who previously 
was president of the Western 
Health Plan Division, now heads 
the Health Plan Division.

The Shared Services 
Division includes the full range 
of basic operations that support 
the Health Plan Division. These 
include information technology, 
claims processing, enrollment 
and billing, call centers and the 
Federal Services division.

Jim Woys, Health Net’s 
chief operating officer, leads 

the Shared Services Division. 
We thank Jim for the excellent 
work he did as our interim chief 
financial officer (CFO) during 
most of 2007.

Toward the end of the year, 
we welcomed our new CFO, 
Joseph Capezza, who joined 
Health Net after several years at 
Harvard Pilgrim Health Plan, one 
of New England’s leading health 
plans. Joe brings many years 
of experience in the insurance 
industry to Health Net.

Lastly, let me take this 
opportunity to thank our more 
than 10,000 Associates who 
work hard every day to meet 
our customers’ needs. They are 
the wellspring of our success. 
In the future, they will provide 
the inspiration and innovation 
essential to our solving health 
care issues for our customers. 

To our stockholders, thank 
you again for your support, and 
we all look forward to further 
progress in the years ahead.

Sincerely,

Jay Gellert

president &  
chief executive officer

Jay Gellert, President & Chief Executive Officer



How do I choose 
the right treatment?

Challenge: at a time when consumers are being asked to 

take more responsibility in their health care decisions, they 

also are looking for help in understanding what their health 

care options are.

Solution: in an effort to offer better solutions to its 

customers, health net is moving away from the traditional 

medical management model and is now offering a “shared 

Decision-Making® Model,” which stresses the importance of 

individuals working closely with their physicians to review 

evidence-based, unbiased information. as a result, patients 

are better able to make the treatment decisions that are right 

for them. 

Health Net’s Decision PowerSM 
differs from other traditional 
“medical call line” programs 
in many ways. First, the 
program addresses the “whole 
person” in an integrated way 
by understanding not just a 
member’s primary diagnosis 
or chronic condition, but all 
of their health care issues and 
related quality of life issues. 
Decision Power takes a holistic 
view on health while most health 
plans offer disease management 
programs in a fragmented 
approach, offering specific care 
support for only one condition, 
not looking at the whole person.

Health coaches are specially 
trained and experienced profes-
sionals, such as nurses, dietitians 
and respiratory therapists, and 
are available 24 hours a day, 
seven days a week. Spanish-
speaking health coaches also are 
available to assist members. 
Health coaches are skilled at 
providing evidence-based health 
information and coaching  
support to help members better 
evaluate their available health 
care choices. Through Decision 
Power, Health Net members have 
independent access to a variety of 
resources such as:
n support videos, as appropriate, 

available in DVD and VHS 
formats;
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“Uncertainty and some measure of anxiety go with just 
about any health condition, and Decision Power provides 
our employees with well-designed tools and resources 
that help them become better educated about their health 
condition and the care options available for their treatment.”  

– Mark Esteban, Director, H&W Policy and Program Design,  

 University of California

n information resources like the 
Healthwise® Knowledgebase 
– an online encyclopedic health 
information database with 
more than 5,500 topics (in  
English and most in Spanish); 

n online tools such as a Symptom 
Diary, Drug Pricing Tool, 
Medication Log, and Hospital 
Comparison Report; and

n secure messaging with a health 
coach.

Decision Power’s impact on 
helping members make informed 
medical decisions and reduce 
overall health care costs are 
showing meaningful results. An 
analysis conducted by Health Net 
for calendar years 2005 through 
2007 shows Decision Power had 
the following impact on members 
with chronic conditions: 
n 15.3 percent reduction of acute 

admissions for commercial 
members; 

n 20.9 percent reduction of 
acute admissions for Medicare 
members;

n 6.0 percent reduction in 
emergency room visits for 
commercial members; and

n 5.6 percent reduction in 
emergency room visits for 
Medicare members.

Satisfaction with Decision 
Power is high:
n 87 percent of members who 

have worked with health 

coaches stated that the quality 
of care they received from their 
providers was better or much 
better; and

n 91 percent of providers who 
were aware of the program 
agreed that they provided 
higher quality of care to 
members who had been 
coached.

The University of California 
(UC), which recently engaged 
Health Net of California to offer 
its employees a statewide HMO 
product, chose Health Net in part 
due to Decision Power. “UC’s 
confidence in the quality and 
innovation Health Net delivers 
to our membership was founda-
tional to our recent selection of 
Health Net to provide health 
benefits. Decision Power is just 
one example of the quality and 
innovation Health Net brings to 
the table,” says Mark Esteban, 
director of UC’s Health & 
Welfare Policy and Program 
Design. “Uncertainty and some 
measure of anxiety go with just 
about any health condition, and 
Decision Power provides our 
employees with well-designed 
tools and resources that help 
them become better educated 
about their health condition and 
the care options available for 
their treatment.”

cOnsiDER this scEnaRiO:   

a “health coach” reaches out to a 

member to discuss her coronary 

artery disease.  During follow-

up conversations, the health 

coach discovers that the woman 

is considering a hysterectomy 

and has a child with uncontrolled 

asthma.  the health coach supports 

the member to help her better 

understand her options regarding 

both the hysterectomy and how she 

can manage her child’s asthma.  the 

health coach provides information 

through videos, information 

resources and online tools, and also 

schedules additional follow-up calls 

as needed.  as a result, the member 

better understands both her and 

her child’s conditions and choices, 

is more motivated to participate in 

the treatment selection process, 

and is better prepared for upcoming 

conversations with her physicians.  

had the program been disease 

management only, the only health 

issue addressed would have been 

the member’s coronary artery 

disease condition.



Health Net of California’s 
Optimizer HMO could be the 
first plan of its kind in the United 
States. When it was launched in 
2007 to employer groups with 
more than 50 employees and 
labor and trust groups, Business 
Insurance magazine praised the 
product as “a welcome example 
of the creative thinking going on, 
and we hope there is much more 
to come on the part of the health 
plans to keep cost increases at 
more reasonable levels.”

The foundation of 
Optimizer is the traditional 
HMO. In California, the 
HMO model is still the most 
cost-effective type of health 
benefits program for families in 
the country. It is a model that 
generations of Californians have 
used for health benefits – as 
a result, millions are familiar 
with how HMOs work and are 
accustomed to their convenience. 

Other unique features are 
combined with the HMO to 
make Optimizer a one-of-a-kind 
product. For example, Optimizer 
HMO offers an employer-funded 
savings account, or a health 
reimbursement arrangement 
(HRA), so members can pay for 
their copayments and other out-
of-pocket costs. Health Net also 

Where do I find new 
solutions for  

lower-cost benefits?

Challenge:  nationally, employers trying to reduce health 

care cost inflation have turned to high-deductible, consumer-

driven health plans (cDhPs) that shift more costs to employees. 

in california, however, employers have been slow to embrace 

such cDhPs because health maintenance organization (hMO) 

plans cost less and are easy to use.

Solution: health net of california created Optimizer hMO, 

a hybrid health plan.  it combines the best features of cDhPs 

with the best of traditional hMOs.  the result is a new kind of

consumer-driven plan that is easy to understand and use and 

is more affordable than other such plans.
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“Californians are familiar with HMO plans. They’re affordable, 
simple and easy to explain. With the Optimizer HMO, 
members get the added features of consumer education tools 
and a health reimbursement arrangement. Best of all, it has no 
deductible, which is very appealing to members.”

– Tien Phan, Health Care Consultant, Keenan & Associates

funds the HRA, and it does so in 
a way that rewards a member’s 
healthy habits. Health Net adds 
$100 to members’ accounts 
if they complete a health risk 
questionnaire, and an additional 
$100 is added when members call 
a personal health coach through 
Health Net’s Decision Power 
program within six months prior 
to a hospitalization.

One of the main differences 
between the Optimizer HMO 
and other consumer-driven plans 
is the elimination of the annual 
deductible. Many consumer-
directed plans have deductibles as 
high as $5,000 or more. Although 
these plans might have savings 
vehicles to help customers pay for 
out-of-pocket medical expenses, 
some may find the deductibles to 
be a financial challenge.

By eliminating the high 
deductible, Optimizer HMO 
alleviates a significant financial 
burden, helps families preserve 
precious disposable income, 
and allows members to obtain 
preventive care and routine 
medical care without first having 
to wait to meet the deductible 
level before coverage commences.

Optimizer HMO also 
is linked with Health Net’s 
consumer-centric tools that help 

members accurately predict  
the cost of their treatment in  
their local communities, learn 
more about conditions and 
treatments through the company’s 
online health encyclopedia and 
video modules, and contact a 
health coach. The goal of these 
tools is to help members have 
better-informed discussions with 

their doctors and take a greater 
role in the health care decision-
making process.

If members make smart 
health care decisions and have 
healthy habits, fewer health care 
dollars will be spent. As a result, 
employers can pay significantly 
less for the Optimizer HMO than 
for existing traditional HMOs.

saME BEnEFits With gREatER 

aFFORDaBilitY

california employers seeking the 

strengths of a traditional hMO with 

additional cost-savings potential have 

more than the Optimizer hMO to choose 

from. the silver network hMO provides 

access to doctors, specialists and 

hospitals committed to providing the 

greatest value through a combination of 

cost effectiveness and quality.

the silver network is a “narrow 

network” that provides access to  

the health professionals and  

facilities that demonstrate the 

highest levels of cost effectiveness 

and maintains the rigorous quality 

requirements of health net of 

california’s statewide network. 

the silver network – available 

to companies in Kern, los angeles, 

Orange, san Bernardino, san Diego, 

san Francisco, Riverside and Ventura 

counties – provides premium savings 

up to 14 percent compared to the 

company’s statewide network.

Same benefits; greater affordability



Health Net of the Northeast’s 
(HNNE) OutlookSM portfolio 
offers product choices that 
incorporate some not-so-
traditional cost-saving features. 
This spectrum of benefits 
provides employers with an 
employee-friendly transition to 
next generation consumer-driven 
health plans, including health 
savings accounts. 

The range of products 
offered allows employers to 
move smoothly from one plan to 
another over a period of time as 
new cost-sharing arrangements 
are introduced to employees. 
Employers can take advantage 
of competitive pricing, offer 
innovative solutions, and choose 
from an array of plan designs and 
options. Additionally, Outlook 
plans can be offered side-by-side, 
allowing employees to select the 
product offering that best fits their 
budget and health care needs. 

With Outlook, HNNE 
offers reliable health plan choices 
that transition with employer 
groups as their needs and benefit 
strategy change over time. HNNE 
aims to partner with employer 
groups over the long term to 

How do I continue 
to offer quality 

benefits?

Challenge: Faced with double-digit increases in health care 

costs, health plans are finding it increasingly more difficult to 

meet the needs of an employer’s workforce and bottom line. 

Employers want more choice and better value so they can 

continue to offer coverage to their employees.

 

Solution: health net of the northeast developed a unique 

suite of products designed to help employers balance the 

cost of providing health benefits to employees while offering 

choice and value at the same time.
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“With the introduction of HNNE’s Outlook products, we 
have a comprehensive and affordable product to offer 
our clients backed by the strong service we have grown to 
expect from Health Net.”

– Rob Bujan, Chief Operating Officer, Group Health Solutions Inc.

enable predictable planning for 
health coverage – thus avoiding 
the disruption associated with 
switching carriers in an effort to 
control costs while continuing 
to offer health insurance to their 
employees.

The Outlook portfolio 
includes:
n Outlook HSA – an integrated 

consumer-driven product 
solution offering compre-
hensive medical coverage with 
a tax-favored, portable health 
savings account and consumer-
friendly decision-support tools;

n Outlook POS – a point-
of-service plan offering 
increased options, such as split 
copayments, higher deductibles 
and in-network coinsurance,  
as well as the ability to visit  
any licensed health care 
provider; and

n Outlook HMO/EPO – an 
HMO with new in-network 
options, such as higher 
copayments and in-network 
deductibles, as well as access 
to Health Net’s extensive 
Advantage Platinum Network.

Through the Outlook 
portfolio, HNNE offers tools and 

resources to educate employees 
on the true costs of health care, 
to enable a more productive 
dialogue with their physicians 
and to access information and 
a Personal Health Advisor 24/7 
through Health Net’s Decision 

Power program. As employers 
move into greater cost-sharing 
arrangements with their 
employees, HNNE enables its 
members to become informed and 
confident health care consumers.

hnnE: taKing cOntROl OF  

its DEstinY

in 2007, health net completed its 

acquisition of the guardian’s 50 

percent interest in the healthcare 

solutions business. through this 

acquisition, hnnE can be closer to 

its small business customers and the 

brokers that represent them, better 

positioning the company to offer the 

region products of choice. through 

healthcare solutions, hnnE markets 

its health benefits products to small 

businesses with two to 50 employees 

in the new York tri-state area. 

through its complete ownership 

of the distribution channels 

and administrative services of 

healthcare solutions, hnnE can 

adapt more quickly to the changing 

environment its customers face, 

leveraging technology and stream-

lining all transactions to make it 

easier for brokers and employers 

to work with the company. hnnE is 

cultivating a collaborative process 

that incorporates enhancements 

suggested by customers, resulting 

in enhanced systemwide technology 

and innovations to speed renewals 

and enrollment.

general agents and brokers are 

responding positively to the new 

capabilities hnnE is delivering 

through healthcare solutions. 

More importantly, hnnE is building 

closer relationships with customers, 

resulting in the ability to offer 

products that meet customers’ health 

care needs.



How do we help 
communities most  

in need?

Challenge: there is a unique responsibility that comes with 

providing health benefits for families who have challenges 

in accessing needed health services. language barriers, a 

transitory lifestyle, and fewer resources, combined with a 

complex system, mean that extra effort needs to be made in

reaching out to ensure that Medicaid recipients get  

the health care they deserve.

Solution: to help members get the care they need and 

improve member retention, health net of california’s state 

health Programs division developed a multi-pronged 

communications program. the cornerstone of the program is 

the Enrollment services team.

While Health Net’s State Health 
Programs (SHP) division success-
fully entered new markets and 
enrolled new members in 2007,  
it continues to face unique 
challenges given the nature of the 
population it serves. SHP must 
address member retention 
challenges that are distinct to this 
line of business, such as the 
involuntary disenrollment of 
members. Up to twice a year, 
members who are covered by 
Medicaid, known as Medi-Cal in 
California, must submit “redeter-
mination” paperwork to their 
county’s Department of Social 
Services. This allows the county 
to decide if the person remains 
eligible for benefits.  

Due to language barriers, 
the transitory nature of the 
population, and a system that can 
be difficult to navigate, members 
routinely do not submit their 
paperwork – and, as a result, 
they lose eligibility. These factors 
place a vulnerable population in 
an even more tenuous position, 
leading to a lack of access to 
regular preventive care or  
even an interruption in critical 
ongoing care.  

Direct contact is essential in 
reaching this at-risk community. 
To solve this problem, SHP 
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“We work hand in hand with Health Net’s Enrollment Services 
Team to ensure that our members – mostly expectant moms 
and kids – get the care they need, and access to services is never 
prevented just because the right paperwork was not completed.”   

– Sara Marquez, Manager, Member Services, Preferred IPA

created an integrated communi-
cations program with the 
Enrollment Services Team as the 
hub of the initiative. This small 
group of dedicated Health Net 
Associates fields between 4,000 
and 5,000 calls each month from 
members, most of whom have 
already lost coverage and are 
confused about what to do or 
how to complete the paperwork 
they have received from the 
county in which they enroll. 
Among the team members, three 
languages – English, Spanish and 
Chinese – are spoken, allowing 
them to handle nearly 90 percent 
of the incoming calls without 
outside assistance. Many times the 
Enrollment Services representative 
stays on the line with the member 
as they talk to a caseworker to 
help translate, advocate and set 
up appointments. To support 
the team in 2007, Health Net 
partnered with Silverlink, a 
telecommunications firm, to 
make outbound calls to remind 
members that their eligibility is up 
for review. 

Even though Health Net 
is not able to make eligibility 
decisions, these efforts have 
helped 35 percent of those 
members assisted to retain or 
restore their eligibility.

tiPtOn/PiXlEY lOan

During the california budget impasse, 

health clinics across the state faced 

shutting their doors due to the 

resulting delay in Medi-cal funding. 

in tulare county, two rural clinics that 

serve low-income beneficiaries were 

on the brink of long-term closure. 

the delay in receiving reimbursement 

from the state seriously impacted 

their cash flow and, as a result, the 

tipton and Pixley Medical clinics had 

to close their doors, lay off staff and 

turn away patients.

Fortunately, through its 

community solutions subsidiary, 

health net of california was able 

to offer a solution by providing 

the clinics with a short-term, no-

interest loan so they could reopen 

and continue serving patients with 

minimal interruption in care in this 

underserved area. 

“health net’s no-interest loan 

was a godsend,” the clinics’ owner/

administrator, linda Roberts, Rn, 

said. “this allowed us to continue 

serving our patients and the 

community at large.”

the situation even drew the 

attention of california governor 

arnold schwarzenegger, who cited 

health net for the critical financing 

the company provided to the  

two clinics in a statement on the 

budget impasse. 

“… We cannot continue to 

jeopardize our vulnerable citizens 

that depend on state-funded facilities 

to survive, facilities like the tipton 

and Pixley Medical clinics. it is great 

that health net of california stepped 

in to provide this critical financing…” 

said the governor.

the no-interest loan is another 

example of health net’s commitment 

to both communities and members. 

health net’s payments to our 

contracting Medi-cal providers 

were not delayed as a result of the 

state budget issues. health net is 

committed to the communities it 

serves, and is serious about ensuring 

that quality medical services remain 

available to our members.



Challenge: Each year, more than one million americans 

will suffer a heart attack, with those 65 years of age or 

older accounting for 80 percent of heart failure deaths and 

prevalence.  studies have shown that leading a healthy 

lifestyle can prevent 80 percent of heart disease cases.

 

Solution: Recognizing that seniors need tools to achieve 

and maintain good heart health, health net designed the 

healthy heart plans which support the american heart  

association’s approach to a healthy lifestyle.  

Building on its commitment to 
finding solutions for its members’ 
health care needs, Health Net of 
California introduced its Healthy 
Heart Medicare Advantage and 
Prescription Drug plans in 2007. 

Studies have shown that 
leading a healthy lifestyle can 
prevent 80 percent of heart 
disease cases. With seniors living 
longer than ever before, the 
Healthy Heart plans provide 
seniors with the tools to take a 
proactive approach in achieving 
and maintaining good heart 
health and living an active and 
healthy lifestyle. The plans go 
beyond pure medical benefits by 
addressing a member’s physical, 
emotional and financial well-
being with a program that serves 
the whole person. 

The Healthy Heart plans are 
designed to support the American 
Heart Association’s approach to a 
healthy lifestyle. These tools and 
program features help members to:
n Avoid tobacco – access to 

telephonic and online smoking 
cessation programs;

n Be active and manage stress –  
free gym memberships,  
online fitness management, 
financial counseling, identity 
theft counseling, life manage-
ment support, referrals to 
businesses that meet everyday 
needs and matching members 
to volunteer opportunities; and

How can I lead 
a heart-healthy 

lifestyle?
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sEniORs BOWlED OVER BY  

hEalth nEt’s gEnEROsitY

it seems that seniors are getting a 

“Wii™” bit more exercise these days 

thanks to health net.  in november 

2007, the company’s senior Products 

Division launched the health net 

cup, a virtual bowling tournament for 

seniors.  in addition to hosting the 

tournaments, the company donated 

nintendo’s Wii™ video game systems  

to the centers where the tournaments 

were held.  

For most participants, it’s the 

first time they’ve played a video 

game.  More importantly, seniors 

are increasing their physical activity 

while playing the game.  according 

to the american academy for Family 

Physicians, even mild physical 

activity can protect the body as 

it ages, extending the lives of 

seniors by strengthening bones and 

loosening joints.  the virtual bowling 

game requires gentle motion, 

balance and coordination, and is a 

great way for seniors to put into 

motion muscles and joints that they 

might not otherwise use.

hosting the virtual bowling 

tournaments is a perfect fit for  

health net and its Medicare 

advantage products. health net’s 

vision is to help its Medicare 

members get treatment for health 

conditions and promote healthy 

lifestyles. to date, health net has 

held tournaments at senior centers in 

arizona, california and connecticut, 

with several hundred seniors partici-

pating as bowlers, bowling trivia 

contestants and spectators.

“Our senior clients enjoyed  

their tournament so much that they 

asked to start a virtual bowling 

league,” said John hogarth, director 

of the Meriden senior center in 

Meriden, connecticut.  “thanks to 

health net, this weekly activity will 

provide opportunities for them to 

socialize, exercise and help improve 

their cognitive abilities.” 

Because of the tremendous 

popularity of the tournaments, 

health net will continue to host them 

throughout 2008 in states where 

health net has Medicare members.  

through these types of activities, the 

senior Products Division expands 

the possibilities for what seniors can 

do to stay active and healthy – while 

having fun doing it.

“Heart disease is a dangerous and costly burden, especially for 
seniors. As a physician, I am pleased that Health Net has gone 
beyond traditional medical benefits to develop a plan that 
serves the whole person. The Healthy Heart plan encourages 
seniors to take an active role in the self-management of heart 
disease and its complications.”

– Michael Nelson, MD, Chief Medical Officer, Facey Medical Group

n Choose good nutrition –  
discounts to Weight Watchers® 

and Jenny Craig®, access to a 
registered dietitian through  
Decision Power and online 
weight management and  
nutrition programs.

All Healthy Heart members 
also have access to personal 
health assistance through  
Health Net’s Decision Power 
support program which provides 
24/7 access to health coaches and 
other online tools and informa-
tion resources to help members 
work confidently with their 
doctors in choosing a treatment 
course that is right for them.

Finally, all Healthy Heart 
members are encouraged to  
complete a health questionnaire 
when enrolling in a Healthy 
Heart plan. This questionnaire 
helps Health Net identify members 
with high medical risks. In  
turn, Health Net proactively 
reaches out to these members  
to help them better manage their 
medical conditions and improve 
their quality of life. 

Currently, the Healthy Heart 
plans are available to Medicare-
eligible members in Los Angeles, 
Orange, Riverside and San Bernar- 
dino counties in California, and 
San Antonio, Texas. Health Net 
plans to expand the availability of 
these plans to other Medicare- 
eligible members in 2008.



How can we mend 
the lives of our 

nation’s wounded 
warriors?

Challenge: With Operations Enduring Freedom and iraqi 

Freedom well under way, wounded american service members 

have returned home injured in unprecedented numbers. When 

they are transferred from military facilities to the civilian 

network, these “wounded warriors” are faced with a complex 

health care system.

Solution: health net delivers a program that is designed 

to encourage the warrior to focus on their recovery and leave 

the navigation of health care services to the health net team. 

through specialized and individually-focused health care 

services – both physical and behavioral – warriors are guided 

and counseled as needed to support their successful return to 

civilian life. 

Health Net Federal Services is the 
first government contractor to 
launch a comprehensive program 
that connects severely injured 
or ill soldiers and their family 
or care support members with a 
single, dedicated point-of-contact 
who will help them navigate an 
often complex health care system.

The Warrior Care Support 
program (WCS) provides many 
benefits to the wounded warrior, 
including:
n consistency and familiarity 

with a single, dedicated care 
coordinator who provides 
personal attention and knows 
the warrior’s case; 

n a simplified process/seamless 
transition in and out of civilian 
care settings; 

n assistance with benefit coverage 
and change in military status;

n access to Health Net’s compre-
hensive Provider Network, 
including specialty care services 
such as traumatic brain injury, 
post-traumatic stress disorder 
and other severe condition 
specialists; and

n easy access to behavioral health 
services for life assistance 
programs, stress management, 
emotional well-being and 
reintegration support.

Through its behavioral 
health subsidiary, MHN,  
Health Net supports the Military 
& Family Life Counseling (MFLC) 
consultants, a Department of 
Defense provided program 
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“Health Net sets a high standard in our continuing effort to 
provide a world-class health care system to our most deserving 
wounded warriors. With the Warrior Care Support program, 
Health Net provides one of the best practices for the Military 
Health System to ensure all patients receive high-quality 
customer service and support.”

– Major General Elder Granger, MC, USA Deputy Director, 

TRICARE Management Activity Office of the 

Assistant Secretary of Defense (Health Affairs)

offering support to servicemen 
and women and their families 
through the difficult times of 
military life, including 
deployment, mobilization, 
reintegration and the issues that 
arise as a result. Other services 
the MFLCs deliver include:
n Coaching for Young Families 

– specifically designed for 
active duty and reserve families 
with young children in high 
deployment areas;

n Rapid Response Counseling 
– on-demand consultants 
coordinate services with 
unit commanders to support 
National Guard and Reservists 
and their family members;

n Joint Family Support Assistance 
Program – mobile consulting 
teams serve Guard and Reserve 
family members who are 
geographically dispersed,  
often miles from a military 
installation; and  

n Victim Advocacy – provides 
advocacy services to victims of 
domestic violence and abuse. 

Since 1988, Health Net 
has been providing health care 
benefits for the U.S. military 
and their families. It is through 
programs such as the WCS 
and MFLC that Health Net is 
addressing the health care needs 
of veterans, service members and 
their families as they return from 
deployment and reintegrate into 
civilian life.

in addition to the Warrior care 

support program, hnFs and Mhn 

are teaming together to provide 

other customer solutions for military 

service members and their families 

in the north region.  these include 

the Mountain community Behavior 

health clinic in Fort Drum, new 

York, and the Military & Family life 

counseling (MFlc) program.

Fort Drum, home to the 10th 

Mountain Division and Reserve 

component units, mobilizes and 

trains nearly 80,000 troops each 

year and is the most deployed 

active division in the United states 

army. Many provider specialties in 

rural northern new York are under-

represented, particularly those in 

behavioral health. in response to 

this need, health net opened the 

Mountain community Behavioral 

health clinic for tRicaRE patients.

the clinic, innovative in its design 

and located within steps of the base 

hospital, offers services addressing 

stress, anxiety, grief and marital 

issues, as well as a variety of other 

issues that come with the challenges 

of serving their country.

in 2007, hnFs and Mhn released 

“My life, a kid’s journal,” designed  

for military children, ages six 

through 16, whose parent or 

other loved one is deployed. the 

journal was developed to provide 

additional resources to help children 

successfully navigate the unique 

challenges military families face, 

particularly deployment. 

Designed in vivid colors, the 48-

page journal guides children through 

the process of formulating and 

making sense of their feelings during 

a loved one’s deployment and helps 

establish important dialogue with 

their parents. 
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cOnsOliDatED statEMEnts OF OPERatiOns
  
  Year Ended December 31, 

(Amounts in thousands, except per share data)   2007   2006   2005 

REVEnUEs

Health plan services premiums $ 11,435,314 $ 10,364,740 $ 9,506,865
Government contracts  2,501,677  2,376,014  2,307,483
Net investment income  120,176  111,042  72,751
Administrative services fees and other income  51,104  56,554  53,434

    Total revenues  14,108,271  12,908,350  11,940,533

EXPEnsEs       

Health plan services (excluding depreciation and amortization)  9,762, 896  8,600,443  8,013,017
Government contracts  2,307,610  2,234,535  2,211,253
General and administrative  1,275,555  1,165,313  956,840
Selling  327,827  245,304  221,555
Depreciation and amortization  42,982  25,591  33,694
Interest  32,497  51,179  44,631
Debt refinancing charge  —  70,095  —
Litigation, severance and related benefit costs  —  37,093  83,279

    Total expenses  13,749,367  12,429,553  11,564,269

Income from operations before income taxes  358,904  478,797  376,264
Income tax provision  165,207  149,484  146,479
Net income $ 193,697 $ 329,313 $ 229,785

Net income per share:
Basic $ 1.74 $ 2.86 $ 2.03
Diluted $ 1.70 $ 2.78 $ 1.99

Weighted average shares outstanding:       
Basic  111,316  115,128  112,918
Diluted  113,829  118,310  115,641

Consolidated Statements of Operations above should be read in conjunction with “Item 7. Management’s Discussion and Analysis of Financial Condition  
and Results of Operations” and the consolidated financial statements and notes thereto contained in the Annual Report on Form 10-K for the year ended  
December 31, 2007.
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cOnsOliDatED statEMEnts OF OPERatiOns

This table presents the company’s consolidated operations for the year ended December 31, 2007 and the charges recorded in 
the consolidated statement of operations for the year ended December 31, 2007. Management believes that the presentation 
of certain financial information in this table (such as MCR, health care costs and G&A expenses), excluding the charges that 
were recorded in 2007, all of which is non-GAAP financial information, is important to investors as it excludes items that are 
not indicative of our core operating results. This non-GAAP financial information should be considered in addition to, not as a 
substitute for, financial information prepared in accordance with GAAP.

For additional information on these charge items, see “Item 7. Management’s Discussion and Analysis of Financial Condition 
and Results of Operations” and Note 12 to the consolidated financial statements in our Annual Report on Form 10-K for the 
year ended December 31, 2007.

       Excluding
    Impact of  Impact of
    Selected Costs  Selected Costs
  As Reported  Recorded in the  Recorded in the
  Year Ended  Year Ended  Year Ended
  December 31,  December 31,  December 31,
(Amounts in thousands, except per share, PMPM and ratio data)   2007  2007  2007

REVEnUEs:

Health plan services premiums $ 11,435,314  — $ 11,435,314
Government contracts  2,501,677  —  2,501,677
Net investment income  120,176  —  120,176
Administrative services fees and other income  51,104  —  51,104

    Total revenues  14,108,271  —  14,108,271

EXPEnsEs:

Health plan services  9,762,896 $ 201,449  9,561,447
Government contracts  2,307,610  —  2,307,610
General and administrative  1,275,555  105,308  1,170,247
Selling  327,827  —  327,827
Depreciation and amortization  42,982  —  42,982
Interest  32,497  —  32,497

  13,749,367  306,757  13,442,610
Income from operations before income taxes  358,904  (306,757)  665,661
Income tax provision (benefit)  165,207  (84,321)  249,528
Net income $ 193,697 $ (222,436) $ 416,133
Basic earnings per share $ 1.74 $ (2.00) $ 3.74
Diluted earnings per share $ 1.70 $  (1.96) $ 3.66
Weighted average shares outstanding:

Basic  111,316  —  111,316
Diluted  113,829  —  113,829

Pretax margin  2.5%  -2.2%  4.7%
Health plan services MCR  85.4%  1.8%  83.6%
Government contracts cost ratio  92.2%  —  92.2%
G&A expense ratio  11.1%  0.9%  10.2%
Selling costs ratio  2.9%  —  2.9%
Effective tax rate  46.0%  8.5%  37.5%
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cOnsOliDatED BalancE shEEts
  
 December 31, 

(Amounts in thousands)    2007  2006 

assEts

Current Assets:
Cash and cash equivalents   $ 1,007,017 $ 704,806
Investments–available for sale (amortized cost:  

2007–$1,557,411, 2006–$1,430,792)    1,557,278  1,416,038
Premiums receivable, net of allowance for doubtful accounts  

(2007–$6,724, 2006–$7,526)    264,691  177,625
Amounts receivable under government contracts    189,976  199,569
Incurred but not reported (IBNR) health care costs receivable  

under TRICARE North contract    266,767  272,961
Other receivables    72,518  230,865
Deferred taxes    132,818  54,702
Other assets    210,039  161,280

Total current assets    3,701,104  3,217,846
Property and equipment, net    178,758  151,184
Goodwill    751,949  751,949
Other intangible assets, net    109,386  42,835
Deferred taxes    47,765  33,137
Other noncurrent assets    144,093  100,071
Total Assets   $ 4,933,055 $ 4,297,022

liaBilitiEs anD stOcKhOlDERs’ EQUitY

Current Liabilities:
Reserves for claims and other settlements   $ 1,300,432 $ 1,048,796
Health care and other costs payable under government contracts    69,014  52,384
IBNR health care costs payable under TRICARE North contract    266,767  272,961
Unearned premiums    176,981  164,099
Loans payable    35,000  200,000
Accounts payable and other liabilities    463,823  371,263

Total current liabilities    2,312,017  2,109,503
Senior notes payable    398,071  —
Loans payable    112,363  300,000
Other noncurrent liabilities    235,022  108,554
Total Liabilities    3,057,473  2,518,057

Commitments and contingencies

Stockholders’ Equity:
Preferred stock ($0.001 par value, 10,000 shares authorized,  
 none issued and outstanding)    —  —
Common stock ($0.001 par value, 350,000 shares authorized;  

issued 2007–143,477 shares; 2006–140,690 shares)    144  140
Additional paid-in capital    1,151,251  1,027,878
Treasury common stock, at cost (2007–33,178 shares of common stock;  

 2006–28,815 shares of common stock)    (1,123,750)  (891,294)
Retained earnings    1,849,097  1,653,478
Accumulated other comprehensive loss    (1,160)  (11,237)

Total Stockholders’ Equity    1,875,582  1,778,965
Total Liabilities and Stockholders’ Equity   $ 4,933,055 $ 4,297,022

Consolidated Balance Sheets above should be read in conjunction with “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of  
Operations” and the consolidated financial statements and notes thereto contained in the Annual Report on Form 10-K for the year ended December 31, 2007.
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cOnsOliDatED statEMEnts OF cash FlOWs
  
  Year Ended December 31, 

(Amounts in thousands)  2007  2006  2005

cash FlOWs FROM OPERating actiVitiEs:

Net income $ 193,697 $ 329,313 $ 229,785
Adjustments to reconcile net income to net cash provided  

by operating activities:
Amortization and depreciation  42,982  25,591  33,694
Debt refinancing charge  —  70,095  —
Share-based compensation expense  24,298  20,115  —
Deferred income taxes  98,629  51,271  2,050
Excess tax benefit on share-based compensation  (17,987)  (11,889)  —
Other changes  (7,955)  13,624  12,550

Changes in assets and liabilities, net of effects of dispositions:
Premiums receivable and unearned premiums  (74,184)  11,907  (46,678)
Other current assets, receivables and noncurrent assets  (53,475)  (178,337)  306
Amounts receivable/payable under government contracts  26,223  (86,925)  (49,996)
Reserves for claims and other settlements  251,636  8,624  (129,126)
Accounts payable and other liabilities  121,618  24,548  138,809

Net cash provided by operating activities  605,482  277,937  191,394

cash FlOWs FROM inVEsting actiVitiEs:

Sales of investments  807,649  464,787  399,958
Maturities of investments  213,833  113,125  113,682
Purchases of investments  (1,180,854)  (635,611)  (833,593)
Sales of property and equipment  96,748  4,242  79,845
Purchases of property and equipment  (64,850)  (72,807)  (48,846)
Cash (paid) received related to the (acquisition) sale of businesses and properties  (80,277)  (73,999)  1,949
Sales (purchases) of restricted investments and other  (22,444)  15,384  42,959
Net cash used in investing activities  (230,195)  (184,879)  (244,046)

cash FlOWs FROM Financing actiVitiEs:

Proceeds from exercise of stock options and employee stock purchases  72,622  70,294  73,484
Excess tax benefit on share-based compensation  17,987  11,889  —
Repurchases of common stock  (232,220)  (253,502)  (449)
Borrowings under financing arrangements  668,535  497,334  —
Repayment of borrowings under financing arrangements  (600,000)  (465,045)  —
Other  —  8,293  —
Net cash (used in) provided by financing activities  (73,076)  (130,737)  73,035
Net increase (decrease) in cash and cash equivalents  302,211  (37,679)  20,383
Cash and cash equivalents, beginning of year  704,806  742,485  722,102
Cash and cash equivalents, end of year $ 1,007,017 $ 704,806 $ 742,485

Consolidated Statements of Cash Flows above should be read in conjunction with “Item 7. Management’s Discussion and Analysis of Financial Condition  
and Results of Operations” and the consolidated financial statements and notes thereto contained in the Annual Report on Form 10-K for the year ended  
December 31, 2007.
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  December 31,

(in thousands) 2007 2006 % change 

laRgE gROUP

California 991 1,064 (6.9)%
Connecticut 136 153 (11.1)%
New York 116 122 (4.9)%
New Jersey 30 44 (31.8)%
Arizona 81 75 8.0%
Oregon 101 96 5.2%

 1,455 1,554 (6.4)%

sMall gROUP anD inDiViDUal

California 477 419 13.8%
Connecticut 25 30 (16.7)%
New York 118 102 15.7%
New Jersey 60 59 1.7%
Arizona 56 50 12.0%
Oregon 34 37 (8.1)%

 770 697 10.5%

cOMMERcial RisK

California 1,468 1,483 (1.0)%
Connecticut 161 183 (12.0)%
New York 234 224 4.5%
New Jersey 90 103 (12.6)%
Arizona 137 125 9.6%
Oregon 135 133 1.5%

 2,225 2,251 (1.2)%

asO

California 6 6 —
Connecticut 32 67 (52.2)%
New York 13 17 (23.5)%
New Jersey 17 19 (10.5)%

 68 109 (37.6)%

tOtal cOMMERcial

California 1,474 1,489 (1.0)%
Connecticut 193 250 (22.8)%
New York 247 241 2.5%
New Jersey 107 122 (12.3)%
Arizona 137 125 9.6%
Oregon 135 133 1.5%

 2,293 2,360 (2.8)%

  
  December 31,

 (in thousands) 2007 2006 % change 

MEDicaRE aDVantagE

California 112 104 7.7%
Connecticut 45 34 32.4%
New York 3 6 (50.0)%
Arizona 51 35 45.7%
Oregon 21 20 5.0%
Other States 4 — —

 236 199 18.6%

MEDi-cal/MEDicaiD

California 712 710 0.3%
Connecticut 90 84 7.1%
New Jersey 44 46 (4.3)%

 846 840 0.7%

MEDicaRE PDP (stand-alone) 379 300 26.3%

tOtal hEalth Plan 

EnROllMEnt

Large Group 1,455 1,554 (6.4)%
Small Group and  
 Individual 770 697 10.5%
Commercial Risk 2,225 2,251 (1.2)%
ASO 68 109 (37.6)%
Total Commercial 2,293 2,360 (2.8)%
Medicare Advantage 236 199 18.6%
Medicare PDP  
 (stand-alone) 379 300 26.3%
Medi-Cal/Medicaid 846 840 0.7%

Total Health Plans 3,754 3,699 1.5%

tRicaRE 

North Contract 
 Eligibles 2,895 2,930 (1.2)%

EnROllMEnt Data - BY linE OF BUsinEss
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