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A Look at How the Data Breach Impacted Consumer Opinion and Willingness to Pay
Across the General, Exchange, and Medicare Markets

e We surveyed 1K consumers to see how the Anthem data breach changed their opinion of the company and buying
habits. The survey breaks down the impact across the population matching US demographics, the exchange population, and
the Medicare population and looks specifically at the opinion of Anthem Blue Cross Blue Shield (BCBS) compared to other
larger national brands such as United, Aetna, and CIGNA.

e We believe the consumer opinion is more important than ever in the ability to sell and gain share. The insurance
market is changing to the consumer as the purchaser from predominantly an organization such as an employer being the
purchaser, this was the primary message given by all the commercial insurers at their 2014/2015 investor days. Aetna
estimates the consumer choice market, which includes exchanges and Medicare, will make up 50% of the market by 2020 up
from 34% today primarily by taking share from the employer directed market.

e Growth in the consumer sectors is a key tenant of Anthem’s strategy, in our opinion. In 2014, Anthem emerged as the
largest insurer on the newly formed public exchanges with 707K members or 9% of the then 8M market. We believe Anthem
will continue to grow their public exchange book in 2015 and beyond. The company also has exposure to consumer decision
makers in across their book of 690K Medicare Advantage, 1.2M Part D (some of which are auto-assigned), 714K Medicare
Supplement, 1.8M individual commercial (which includes many of the public exchange lives), 1.5M FEHBP, and private
exchange members. All in we estimate the consumer choice book makes up 13% of Anthem’s enrollment excluding Part D or
15% including Part D.

e The breach had a modest negative impact on the brand perception of Anthem and the consumer’s willingness to pay
a premium for the brand. Following the breach, 6% fewer respondents think Anthem BCBS is a better brand. This is the 8%
who lowered their opinion net of 2% that were so impressed by the company’s handling of the breach that they now believe
it's a better brand. Comparing each individual’'s opinion and willingness to pay a premium before and after the breach, we
found 11% lowered the premium they would pay after the breach by an average 5%.

¢ However, there is still 45% of respondents who view Anthem BCBS as a better brand than other large insurers and
21% that would pay more to have this brand. We believe this brand awareness and preference will be key as Anthem
continues to grow in the consumer sector of public and private exchanges as well as Medicare.

e Medicare Market: Seniors were more aware of the breach than the general population but seem to also be more
brand loyal with the breach having a smaller relative impact than in the overall population. In the senior population,
80% were aware of the breach vs. 64% in the overall population but there was only a 4% drop in the percent that see it as a
better brand (vs. 6% in overall population) and 3% that lowered their willingness to pay a premium (in-line with the overall
population).

¢ Public Exchange Market: The Exchange population started off having a more favorable opinion of Anthem prior to
the breach but also saw steeper declines after the breach; however more of them were willing to pay a premium for
Anthem after seeing how the company handled the breach. We believe this younger, slightly more tech savvy segment
was more aware of the breach at Anthem (74% vs. general population 64%) as well as breaches in other industries and
looked less to criticizing there was a breach and more to how Anthem handled the breach. Opinions started off high with 59%
of exchange members believing Anthem was a better brand (vs. 51% general population) and this dropped 7% (6% general)
after the breach but 23% were willing to pay a higher premium for the brand after the breach, 2% higher than before the
breach and 2% higher than the general population.

Wedbush Securities does and seeks to do business with companies covered in its research reports. Thus, investors
should be aware that the firm may have a conflict of interest that could affect the objectivity of this report. Investors
should consider this report as only a single factor in making their investment decision. Please see page 5 of this
report for analyst certification and important disclosure information.
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In aggregate, the breach had a modest negative impact on consumer perception of the Anthem brand and their willingness to
pay a premium

Following the breach, 6% fewer respondents see the Anthem BCBS brand as superior to other large insurers and the amount of
respondents in each bucket of premium consumers were willing to pay for the brand dropped by 1-2%.

Figure 1: Consumer Opinion and Willingness to Pay before vs After
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But we are still struck by the 45% of the market that views the BCBS brand as better than other large insurers and 21% that
are willing to pay a higher premium for the brand

When Anthem set out to create a presence on the public exchanges, the company used survey data of public opinion on their brand
name to indicate the potential market share and patient traffic they could bring to providers. Management spoke to the willingness of
consumers to pay a 5-10% premium, the first time we had seen estimations of the blues brand’s inherent value. Our survey supports
the theory that some customers are willing to pay this premium or more and that while the data breach had a net negative impact, there
is still a core group willing to pay more for the brand. This brand awareness and preference will be key, in our opinion, as Anthem
continues to grow in the consumer sector of public and private exchanges as well as Medicare.

Figure 2: Percent of Consumers Who View ANTM as a Better Brand of Insurance vs Peers & Would Pay a Brand Premium
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We also compared each individual’s view of the Anthem brand and willingness to pay a premium to have this brand of

insurance to their view prior to the data breach

e For the overwhelming majority (82%) the breach had no impact on what they were willing to pay for the brand

e For a small portion, 11%, the breach lowered the premium they were willing to pay for the brand with most decreasing the

premium by 5% or less

e 8% of respondents no longer believe Anthem BCBS is a better brand than non-blue insurers after the breach that did believe it

was a better brand before the breach

Figure 3: Number of Consumers by % Change in Premium a Consumer Would Pay for ANTM After Learning of the Breach vs

What They Would Have Paid Prior to the Breach
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A small percentage of respondents were so impressed by Anthem’s handling of the breach that their impression of the

company and willingness to pay up for the brand increased

e 2% of respondents were so impressed with Anthem’s response to the breach that they now believe it is a better brand than

other insurers when they did not believe so prior to the breach

e 7% of respondents would be willing to pay a larger premium for Anthem above other brands after seeing how the company

handled the breach then they would have been willing to pay before the breach

Impact on the Medicare Market

e Surveyed seniors were more aware of the breach than the general population. 80% of seniors had heard of the data

breach compared to 64% of the overall survey population.

e But the breach changed the opinion of the brand name for fewer seniors than the overall population. The percent of
respondents who believe Anthem BCBS is a better brand than other non-blue peers (Aetna, CIGNA, United, etc.) dropped by

6% in the overall population compared to 4% in the senior population.

e And the impact on willingness to pay in the senior population was in-line with the overall population. The percent of
seniors willing to pay a premium for the Anthem BCBS brand decreased 3% after they learned of the breach, in-line with the

overall population.

e The brand loyal group in the senior population is smaller but stickier in our opinion. The starting point of the percent of
the population who believes Anthem is a better brand than non-blue peers is surprisingly lower in the senior population, but
when a negative event (the data breach) occurred it had less of an impact on senior’'s buying choice and willingness to pay a

premium than it did on the general population.
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Figure 4: Total Survey Population

Figure 5: Senior Population Surveyed
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Impact on the Public Exchange Market

Surveyed public exchange members were more aware of the breach than the general population. 74% of surveyed
respondents who buy insurance on the exchange had heard of the data breach compared to 64% of the overall survey

population.

They started off having a better opinion of the Anthem brand name than the overall population. This is likely influenced
by the heavy exchange marketing by Anthem. Fifty-nine percent of the respondents that are insured through the public
exchange believed Anthem was a better brand prior to the breach compared to 51% of the total survey population.

The survey suggests the decline in public opinion was greater in the public exchange market but it remains above the
general population. The percent of respondents who believe Anthem BCBS is a better brand than other non-blue peers
(Aetna, CIGNA, United, etc.) dropped by 7% in the surveyed exchange population compared to 6% in the overall population.

But the willingness to pay for the Anthem brand actually increased after the breach. We believe this could reflect the
awareness of the younger exchange population to the proliferation of data breaches following hacking attacks on many large
corporations and the willingness to pay more for a service that addresses the breach quickly and effectively. Anthem has sent
out several mailers and emails following the breach offering members free two year access to identity theft protection services.
Members were passively enrolled in the basic service and could opt-in to a more extensive coverage, management has not
commented on the expense of this offering.

Figure 6: Total Survey Population

Figure 7: Public Exchange Population Surveyed
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Covered Public Companies Mentioned (as of close on 4/19/2015)

Company Ticker Price Rating Price Target
Aetna Inc. AET $107.72 N $115
CIGNA Corp. Cl $131.13 N $140
Unitedhealth Group Inc. UNH $118.71 OP $138
Anthem Inc. ANTM $152.48 N $166

Analyst Certification
|, Sarah James, certify that the views expressed in this report accurately reflect my personal opinion and that | have not and will not, directly or
indirectly, receive compensation or other payments in connection with my specific recommendations or views contained in this report.

Disclosure information regarding historical ratings and price targets is available at http://www.wedbush.com/ResearchDisclosure/DisclosureQ414.pdf

Investment Rating System:

Outperform: Expect the total return of the stock to outperform relative to the median total return of the analyst’s (or the analyst’s team) coverage
universe over the next 6-12 months.

Neutral: Expect the total return of the stock to perform in-line with the median total return of the analyst’s (or the analyst’s team) coverage
universe over the next 6-12 months.

Underperform: Expect the total return of the stock to underperform relative to the median total return of the analyst’s (or the analyst’s team)
coverage universe over the next 6-12 months.

The Investment Ratings are based on the expected performance of a stock (based on anticipated total return to price target) relative to the
other stocks in the analyst’s coverage universe (or the analyst’s team coverage).*

Rating Distribution Investment Banking Relationships
(as of December 31, 2014) (as of December 31, 2014)
Outperform:58% Outperform:19%

Neutral: 39% Neutral: 2%

Underperform: 3% Underperform: 0%

The Distribution of Ratings is required by FINRA rules; however, WS’ stock ratings of Outperform, Neutral, and Underperform most closely
conform to Buy, Hold, and Sell, respectively. Please note, however, the definitions are not the same as WS’ stock ratings are on a relative
basis.

The analysts responsible for preparing research reports do not receive compensation based on specific investment banking activity. The
analysts receive compensation that is based upon various factors including WS’ total revenues, a portion of which are generated by WS’
investment banking activities.

Wedbush Equity Research Disclosures as of April 20, 2015

Company Disclosure
Aetna 1
CIGNA 1
Unitedhealth Group 1

Research Disclosure Legend
1. WS makes a market in the securities of the subject company.

WS managed a public offering of securities within the last 12 months.

WS co-managed a public offering of securities within the last 12 months.

WS has received compensation for investment banking services within the last 12 months.

WS provided investment banking services within the last 12 months.

WS is acting as financial advisor.

WS expects to receive compensation for investment banking services within the next 3 months.

WS provided non-investment banking securities-related services within the past 12 months.

WS has received compensation for products and services other than investment banking services within the past 12 months.

0. The research analyst, a member of the research analyst’s household, any associate of the research analyst, or any individual
directly involved in the preparation of this report has a long position in the common stocks.

11. WS or one of its affiliates beneficially own 1% or more of the common equity securities.

12.  The analyst maintains Contingent Value Rights that enables him/her to receive payments of cash upon the company’s meeting

certain clinical and regulatory milestones.
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Wedbush disclosure price charts are updated within the first fifteen days of each new calendar quarter per FINRA regulations. Price charts for
companies initiated upon in the current quarter, and rating and target price changes occurring in the current quarter, will not be displayed until
the following quarter. Additional information on recommended securities is available on request.
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* WS changed its rating system from (Strong Buy/Buy/Hold/Sell) to (Outperform/ Neutral/Underperform) on July 14, 2009.
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Please access the attached hyperlink for WS’ Coverage Universe: http://www.wedbush.com/services/cma/equities-division/research/equity-
research Applicable disclosure information is also available upon request by contacting Ellen Kang in the Research Department at (213) 688-
4529, by email to ellen.kang@wedbush.com, or the Business Conduct Department at (213) 688-8090. You may also submit a written request
to the following: Business Conduct Department, 1000 Wilshire Blvd., Los Angeles, CA 90017.

OTHER DISCLOSURES

RESEARCH DEPT. * (213) 688-4505 * www.wedbush.com
EQUITY TRADING Los Angeles (213) 688-4470 / (800) 421-0178 * EQUITY SALES Los Angeles (800) 444-8076
CORPORATE HEADQUARTERS (213) 688-8000

The information herein is based on sources that we consider reliable, but its accuracy is not guaranteed. The information contained herein is not a
representation by this corporation, nor is any recommendation made herein based on any privileged information. This information is not intended to be
nor should it be relied upon as a complete record or analysis; neither is it an offer nor a solicitation of an offer to sell or buy any security mentioned
herein. This firm, Wedbush Securities, its officers, employees, and members of their families, or any one or more of them, and its discretionary and
advisory accounts, may have a position in any security discussed herein or in related securities and may make, from time to time, purchases or sales
thereof in the open market or otherwise. The information and expressions of opinion contained herein are subject to change without further notice. The
herein mentioned securities may be sold to or bought from customers on a principal basis by this firm. Additional information with respect to the
information contained herein may be obtained upon request.

Healthcare Services - Managed Care| 7


http://www.wedbush.com/services/cmg/equities-division/research/equity-research
http://www.wedbush.com/services/cmg/equities-division/research/equity-research
mailto:ellen.kang@wedbush.com

RETAIL AND CONSUMER

Healthy Lifestyles
Phil Terpolilli

Leisure
James Hardiman, CFA CPA
Sean Wagner

Restaurants
Nick Setyan
Colin Radke

Specialty Retail: Hardlines

Seth Basham, CFA
John Garrett, CFA

Specialty Retail: Softlines

Morry Brown, CFA
Taryn Kuida

(212) 833-1367

(212) 833-1362
(212) 833-1363

(213) 688-4519
(213) 688-6624

(212) 938-9954
(213) 688-4523

(213) 688-4311
(213) 688-4505

RETAIL CHANNEL CHECKING GROUP

Lupine Skelly

(505) 417-5427

INDUSTRIAL GROWTH TECHNOLOGY

Environmental Services / Building Products

Al Kaschalk

(213) 688-4539

Water and Renewable Energy Solutions

WEDBUSH

EQUITY RESEARCH DEPARTMENT
(213) 688-4529

DIRECTOR OF RESEARCH
Mark D. Benson (213) 688-4435

MANAGER, RESEARCH OPERATIONS
Ellen Kang (213) 688-4529

TECHNOLOGY, INTERNET, MEDIA & SOCIAL MEDIA

Communications & Cloud Infrastructure
Scott Thompson (212) 938-9933

Communications and Application Software
Shyam Patil, CFA (213) 688-8062
Andy Cheng (213) 688-4548

Enterprise Software
Steve Koenig
Jae Cho

(415) 274-6801
(212) 938-9937

Entertainment: Retail

Michael Pachter (213) 688-4474
Alicia Reese (212) 938-9927
Nick McKay (213) 688-4343
Entertainment: Software

Michael Pachter (213) 688-4474
Nick McKay (213) 688-4343
Financial Technology

Gil B. Luria (213) 688-4501
Aaron Turner (213) 688-4429
Internet: Media and Gaming

Michael Pachter (213) 688-4474
Nick McKay (213) 688-4343
Alicia Reese (212) 938-9927

LIFE SCIENCES AND HEALTH CARE

Biotechnology/Biopharmaceuticals
David M. Nierengarten, Ph.D. (415) 274-6862

Dilip Joseph (415) 273-7308
Heather Behanna, Ph.D. (415) 2746874
Emerging Pharmaceuticals

Liana Moussatos, Ph.D. (415) 263-6626

Healthcare Services - Managed Care

Sarah James (213) 688-4503
Medical Devices
Tao Lewy (212) 938-9948

Medical Diagnostics and Life Sciences Tools
Zarak Khurshid (415) 274-6823

David Rose, CFA (213) 688-4319 Internet: Social Media, Advertising & Technology
James Kim (213) 688-4380 Shyam Patil, CFA (213) 688-8062

Andy Cheng (213) 688-4548

Media

James Dix, CFA (213) 688-4315

Movies and Entertainment

Michael Pachter (213) 688-4474

Alicia Reese (212) 938-9927

Nick McKay (213) 688-4343

Semiconductors

Betsy Van Hees (415) 274-6869

Ryan Jue, CFA (415) 263-6669
EQUITY SALES EQUITY TRADING
Los Angeles (213) 688-4470/(800) 444-8076 Los Angeles (213) 688-4470/(800) 421-0178
San Francisco (415) 274-6800 San Francisco (415) 274-6811
New York (212) 938-9931 New York (212) 344-2382
Boston (617) 832-3700 Boston (617) 832-3700
Minneapolis (213) 688-6671 Milwaukee (213) 688-4475
Chicago (213) 688-4418

CORPORATE HEADQUARTERS

1000 Wilshire Blvd., Los Angeles, CA90017-2465

Tel:

(213) 688-8000 www.wedbush.com




