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Moderator:
Good morning, I will be your conference facilitator today. Welcome to the UnitedHealth Group
Fourth Quarter and Full Year 2015 Earnings Conference Call. A question and answer session
will follow UnitedHealth Group’s prepared remarks. As a reminder, this call is being recorded.
Here is some important introductory information. This call contains “forward-looking” statements
under U.S. federal securities laws. These statements are subject to risks and uncertainties that
could cause actual results to differ materially from historical experience or present expectations.
A description of some of the risks and uncertainties can be found in the reports that we file with
the Securities and Exchange Commission, including the cautionary statements included in our
current and periodic filings.
This call will also reference non-GAAP amounts. A reconciliation of the non-GAAP to GAAP
amounts is available on the “Financial Reports & SEC Filings” section of the Company’s
Investors page at www.unitedhealthgroup.com.
Information presented on this call is contained in the Earnings Release we issued this morning
and in our Form 8-K dated January 19, 2016, which may be accessed from the Investors page
of the Company’s website. I would now like to turn the conference over to the chief executive
officer of UnitedHealth Group, Stephen Hemsley.

Stephen Hemsley:

Good morning. Thank you for joining us today as we close on 2015 and look ahead to
2016. We finished 2015 in line with the guidance provided at our December Investor
Conference – with fourth quarter adjusted earnings per share at $1.40 bringing full year
2015 adjusted earnings per share to $6.45.

Overall, UnitedHealthcare had a positive year and finished with strong fourth quarter
growth exceeding 300,000 members and growing across all its markets. Optum
delivered an exceptionally strong fourth quarter with revenues up 70 percent and
earnings up 46 percent over the prior year.
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Before we go into the business commentary, let me offer a brief recap of 2015:
•

2015 UnitedHealth Group revenue grew more than 20 percent to $157 billion with
organic revenue growth of 10 percent.

•

Our cash flows were exceptional at $9.7 billion, up 21 percent year-over-year.

•

Our dividend increased 33 percent to an annual rate of $2.00 per share this year.

•

UnitedHealthcare grew to serve more than 1.7 million more people domestically.

•

And Optum grew its revenue by 42 percent and revenue backlog by more than
20 percent.

•

Excluding the impact of individual exchange-compliant products and reserves
related to the initiation of a new Medicaid contract, UnitedHealth Group still grew
revenues by 19 percent in 2015 and grew operating earnings 15 percent to
$11.8 billion.

•

And that would have produced an adjusted earnings per share of $7.00, a
16 percent year-over-year increase, again absent those two items, to give you an
idea of the underlying strength of the enterprise.

We know the individual exchanges are top of mind to you and Dave Wichmann will
discuss these fully in his comments.

As we said at the Investor Conference, the balance of our total business – the well more
than $175 billion of it – is thriving, considerably stronger and better positioned than this
time last year. We are committed to delivering a strong 2016 performance year in
growth, in financial results, and in the quality of our services and Net Promoter Score or
NPS performance metrics. 2016 is off to a strong start, considerably stronger than 2015.
Our initial growth trends are very encouraging and our service performance for new
January business is strong. Optum’s revenue backlog and pipelines have never been
stronger. Medical costs in the fourth quarter trended slightly better than expected, and
we are confident our benefits businesses have appropriately priced their products for
2016.
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Our operating business platforms drive these results, so I will ask Larry Renfro to review
Optum’s performance for full-year 2015, and Dave Wichmann to cover
UnitedHealthcare and provide some UnitedHealth Group enterprisewide comments.

Larry Renfro:
Thanks, Steve.

2015 was without question an exceptional performance year for Optum in revenues and
earnings growth and in our preparations to set up 2016 to deliver well for the nearly
115 million people we serve. Optum’s businesses have strong momentum and are
producing strong, sustainable growth across the board. Since beginning the One Optum
journey in 2011, we have compounded revenues at 23 percent per year and operating
earnings at 34 percent per year.

In 2015, Optum’s revenues of $67.6 billion grew 42 percent, including organic revenue
growth of 13 percent. OptumRx revenues grew 51 percent this past year to $48 billion
and, even excluding the Catamaran combination, posted solid double-digit organic
growth. OptumHealth and OptumInsight together grew revenues to more than
$20 billion, which is growth of 24 percent over 2014.

Our full year operating margin of 6.3 percent reflects the increased mix of pharmacy
care services revenues driven by OptumRx organic growth and five months of
Catamaran business. Both OptumHealth’s and OptumInsight’s strong full-year 2015
margins are sustainable, and we project operating margin expansion for OptumRx in
2016.

In 2015, we added to our strategic relationship portfolio, which now numbers 10, and we
remain focused on developing more of these comprehensive, large scale relationships.
They leverage Optum’s unique end-to-end capabilities to help solve the broader
challenges customers and prospects are facing in a changing health care environment,
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whether they are physicians or hospitals, health benefit sponsors, governments or
consumers.

To illustrate: consider our Optum360 revenue management relationship with Dignity
Health, where cash flows have already improved by one-half billion dollars and
accounts are being settled a full eight days faster… and where our documentation
technology is helping Dignity Health physicians meet demanding ICD-10 requirements
even as they are realizing a 50 percent gain in productivity.

Or consider OptumCare, our expanding care delivery business in which we are
developing some of the most impactful and durable consumer relationships. Today, we
serve 7 million patients through more than 150 payer relationships across our physician
practices, our community-based clinical services and our MedExpress neighborhood
care centers. MedExpress operates at the convergence of health care and retail,
measuring success one patient at a time. MedExpress can provide as much as
90 percent of the care patients receive in the ER, and for as little as 10 percent of the
cost. MedExpress mitigates cost for both payers and consumers, while providing high
quality, convenient care. We currently operate over 160 neighborhood care centers,
with the goal of operating several multiples of that number five years from now.

Today there are OptumCare clinics in more than 270 locations in 26 local markets,
having recently added ProHealth in the Connecticut market to that distinctive, high
performance practice portfolio.

Our pipeline for growth is gaining momentum as well. The OptumCare approach
respects local market norms and expectations, and our doctors consistently deliver high
quality results for the communities they serve. We consistently outperform benchmarks
around acute care readmissions and skilled nursing facility stays. More than threequarters of private Medicare patients we care for are in health plans rated 4 stars or
better, and more than 96 percent of our patients would recommend our local care
provider office to others.
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For patients with complex medical conditions, our integrated care model has proven,
distinctive results. We deliver on average a 50 percent reduction in overall health care
costs for medically complex patients, with very high patient and family satisfaction. A
number of OptumCare’s high performing practices have been nationally recognized for
their performance in accountable care initiatives, including Monarch in Southern
California and ProHealth in the New York metro area.

And, finally, our HouseCalls services continue to deliver clear and distinctive value for
Medicare recipients and payers, with 98 percent patient satisfaction and more than
1 million visits to patients in their homes delivered in 2015 and further growth in 2016.

With the market momentum we have today, and through these constantly advancing
capabilities, we expect OptumCare will remain a high growth business for many years to
come.

As we share other examples in future quarters that reflect Optum’s growing
diversification – such as our military and veterans’ health services, or our pharmacy
care services or our technology support services – you should see with even more
clarity a pattern emerging – the application of data, technology and services to bring
better performance, helping health systems work better for everyone.

Today, revenues from our top 25 customer relationships at Optum have quadrupled
over the last three years. In 2015, the average customer award size doubled across
OptumHealth and OptumInsight. And we expect continued strong customer retention at
OptumRx as we work to bring the powerful benefits of the OptumRx merger to these
clients.

Prominent organizations continue to inquire about how our capabilities can help them,
so we are exploring potentially large and interesting new strategic relationships. In many
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cases, these pairings could further accelerate growth in the OptumInsight backlog,
which now exceeds $10.4 billion and grew by more than 20 percent year-over-year.
Within the current portion of that backlog, we already cover more than 80 percent of
OptumInsight’s full year projected 2016 revenues.

We remain optimistic about the prospects for Optum in 2016, 2017 and beyond. For
2016, we are projecting revenues to well exceed $80 billion, which would be growth in
the area of 20 percent, and for operating earnings to grow 30 to 34 percent to more than
$5.55 billion. Optum is becoming an increasingly valuable business and now
represents about 42 percent of UnitedHealth Group’s consolidated operating earnings
outlook.

Now let me turn it over to Dave.

Dave Wichmann:
Thank you, Larry.

UnitedHealthcare continues to differentiate itself from competitors on a foundation of
distinctive service, product innovation and integrated clinical and network value, and the
result is strong, sustainable growth. UnitedHealthcare now serves 46.4 million medical
members. And we have leading market positions in all private health insurance
segments of North and South America. Over the past five years, we have grown by
nearly 13.5 million people, or 40 percent, well diversified across commercial,
government programs and international offerings. This reflects the deliberate
diversification and consistent competitiveness of our offerings, globally.
UnitedHealthcare continued this trend in 2015, growing to serve 1.75 million more
people domestically, as it continued to improve its market share.

UnitedHealthcare’s full year revenues grew nearly 10 percent to $131.3 billion. The full
year operating margin of 5.1 percent decreased, as expected, declining 70 basis points
year-over-year, due to the effects of public insurance exchange products. Full year
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commercial medical cost trends of 5.5 percent came in at the low end of our initial
outlook one year ago. Our cost trends reflect the positive, sustainable impact of higher
consumer engagement, strong alignment of incentives with care professionals through
value-based relationships, and improving data collection and application.

We are equally pleased with emerging innovation trends in our business focused on
advancing the consumer movement in health care. Today, 25 million consumers are
served through our Advocate4Me service model. People served by this innovative
approach are more engaged in their health and are more effective in their health care
decision making – and are more satisfied.

Today over 23 million consumers have joined our Rally digital health applications and
we are seeing steady advances in daily active use of these services – including,
importantly, engagement around selecting primary care physicians, better use of urgent
care over emergency care, screenings and higher adoption of personal health and
condition management programs.

And today, our Real Appeal digital medical service, designed to help manage weight
and reduce the onset of diabetes, has been deployed to accounts representing 1 million
people in just the last half of 2015 and with an additional half million committed for the
first half of 2016. The initial results are encouraging with 46 percent of participants
achieving a meaningful reduction of 5 percent or more of their body weight within 16
weeks. Five percent weight loss reduces the conversion to diabetes by nearly
60 percent according to studies conducted by the National Institutes of Health. Given
these exceptional results, we plan to make available digitally a broader set of preventive
medical services to engage people to live healthier lives to the fullest.

Across UnitedHealthcare, we intend to continue to positively impact the quality of social
services, condition management, cost and quality transparency, convenient care,
wellness and the overall quality of life of the consumers we serve by giving them tools
like these to engage them in their health.
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Our work is improving the quality of patient care. In Medicare we helped close 9 million
gaps in care for the seniors we serve. We will serve 1.7 million members in health plans
with higher Star ratings in 2017, as we expect at least 63 percent of our members to be
in a 4 Star plan. And we will further improve that percentage in 2018 to 80 percent or
more.

It is not a coincidence we are off to our strongest growth start for Medicare Advantage in
company history. We expect to close first quarter with growth of around 300,000 seniors
in Medicare Advantage, and we are tracking well against our full year outlook of
325,000 to 400,000 people in net growth.

In commercial benefits, we combine tiered networks, our clinical strategies and
innovative product designs in a myriad of ways to align to a wide array of price points for
employers and consumers. Today one-third of our commercial customers are served
through one of these more affordable plan offerings. That is double the number from
five years ago, and we expect that percentage to more than double again over the next
five years, leading to our exceptional growth.

In Medicaid, over just the past two years, we have secured new contract awards totaling
more than 2 million people. Managed Medicaid continues to emerge as the ultimate
long-term, sustaining solution for states, and we believe UnitedHealthcare offers our
state customers the most distinctive and comprehensive set of capabilities. Like in
Medicare and Commercial, we are well positioned for 2016 growth in Community &
State.

Turning to exchanges, we expect to start the year at around 700,000 or fewer public
exchange members – and expect these numbers will steadily decline over the course of
the year. We are not pursuing membership growth and have taken a comprehensive set
of actions to contain membership and sharpen performance over the balance of 2016.
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We have withdrawn Platinum products, increased prices, eliminated marketing and
commissions, intensified clinical engagement and medical management with this
membership group and reduced operating costs as appropriate.

As a matter of prudence, we have increased our premium deficiency reserve by
$65 million above our Investor Conference estimates, bringing the total fourth quarter
charge to $340 million – $245 million of that charge addresses 2016 exchangecompliant product exposure. This is in addition to the unreserved losses included in our
2016 outlook…combined more than one-half billion dollars set aside for 2016. We
believe we have fully captured 2016 exposure, now based on our actual starting
enrollment. And, by mid-2016 we will determine to what extent, if any, we will continue
to offer products in the exchange market in 2017.

In Medicaid, the start of the new program in Iowa has been deferred, while the state has
also increased the assigned enrollment for each contracted plan, which increases our
estimate of revenues. We are in constructive discussions with the state concerning
elements of an effective and sustainable managed Medicaid program to serve that
market.

As we look into 2016 and 2017, we believe UnitedHealthcare will continue to grow at a
strong pace and profitably improve its market share. Fundamentally, UnitedHealthcare
is emerging across the spectrum of consumer-driven products, service, wellness,
transparency and most important, care engagement and clinical quality, particularly in
government programs. We have room to improve, but with a sharp focus on NPS and
the quality of the work we do, and a culture centered around helping others, we have an
opportunity to offer even greater value to consumers, providers and customers alike in
the coming years.

Before Steve sums up, let me touch on the outlook for UnitedHealth Group as a whole:
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We are committed to strong performance in 2016 across UnitedHealthcare and Optum
– in service, operations, growth, earnings generation and cash flow production. We
foresee cash flows approaching $10 billion and adjusted net earnings of $7.60 to
$7.80 per share. Again, adjusted net earnings for us is GAAP EPS, plus after-tax
intangible amortization. We encourage everyone to move to adjusted net earnings to
enable better comparability among companies and among the analyst community.

We expect about 46 to 47 percent of full year earnings in the first half of the year, with
Optum at approximately 40 percent of its full year plan in the first half, exactly as you
saw last year and in the past. We expect the rate of our earnings growth to strengthen
during 2016. Current consensus Street estimates for first quarter adjusted earnings per
share might be slightly strong compared to our expectations at the moment. All in, we
have a strong view of 2016 and look forward to this year.
Steve?
Steve Hemsley:
Thank you, Dave.

At our Investor Conference we offered a sense of the growing innovation and
entrepreneurial activity in our company, and the restless drive our team has to grow and
improve performance.

On the customer side, we are committed to further elevating satisfaction for consumers,
care providers and all our stakeholders to levels more often seen outside our industry,
to better meet the increasing expectations people and society have for health care.

When our Net Promoter Scores reflect people being staunch advocates for our products
and businesses, because of the way we make their lives simpler and the value we
provide as they define and experience it as consumers and customers, we will be on the
path to creating truly distinctive and substantial growth and brand equity. We believe a
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differentiated brand and reputation will drive accelerated growth and market share gains
for our businesses for years to come.

Our goal for serving you as investors in 2016 is simple – we are committed to delivering
clean, strong results this year, backed by a growing pipeline of opportunities for 2017
and beyond. We expect distinguished revenue growth, earnings and cash flow in 2016
that continue to reflect the diversity, breadth and overall strength of our enterprise and
the valuable businesses we are building.

Thank you for your interest today.
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