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THE SECURITIES ACT OF 1933
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incorporation or organization) Classification Code Number) Identification No.)
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(615) 291-7000
(Address, including zip code, and telephone number, including area code, of
registrant s principal executive offices)

Kevin M. McNamara
Executive Vice President and Chief Financial Officer
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44 Vantage Way, Suite 300
Nashville, TN 37228
(615) 291-7000
(Name, address, including zip code, and telephone number,
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315 Deaderick Street, Suite 2700 General Counsel Meagher & Flom LLP
Nashville, TN 37238 HealthSpring, Inc. Four Times Square
(615) 742-6200 44 Vantage Way, Suite 300 New York, NY 10036
Nashville, TN 37228 (212) 735-3000

(615) 291-7000

Approximate date of commencement of proposed sale to the public: As soon as practicable after the effective
date of this Registration Statement.

If any of the securities being registered on this form are to be offered on a delayed or continuous basis pursuant to
Rule 415 under the Securities Act of 1933, check the following box. o

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities
Act, please check the following box and list the Securities Act registration statement number of the earlier effective
registration statement for the same offering. o

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the
following box and list the Securities Act registration statement number of the earlier effective registration statement
for the same offering. o

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the

following box and list the Securities Act registration statement number of the earlier effective registration statement
for the same offering. o

CALCULATION OF REGISTRATION FEE

Proposed Maximum  Proposed Maximum
Title of Each Class of Amount to Offering Price Aggregate Offering Amount of

Securities to be Registered be Registered(1) Per Share(2) Price(2) Registration Fee(2)

Common stock, par value
$.01 per share 10,350,000 $20.01 $207,103,500 $22,161

(1) Includes 1,350,000 shares that may be purchased by the underwriters from certain of the selling stockholders
upon exercise of the underwriters over-allotment option.

(2) Previously paid.
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The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to
delay its effective date until the Registrant shall file a further amendment which specifically states that this
Registration Statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of
1933 or until the Registration Statement shall become effective on such date as the SEC, acting pursuant to
Section 8(a), may determine.
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The information in this preliminary prospectus is not complete and may be changed. These securities may not be
sold until the registration statement filed with the Securities and Exchange Commission is effective. This
preliminary prospectus is not an offer to sell nor does it seek an offer to buy these securities in any jurisdiction
where the offer or sale is not permitted.

Subject to Completion. Dated September 26, 2006.
9,000,000 Shares

Common Stock

All of the shares of common stock in this offering are being sold by the selling stockholders identified in this
prospectus. HealthSpring, Inc. will not receive any of the proceeds from the sale of the shares being sold by the selling
stockholders.

The common stock is listed on the New York Stock Exchange under the symbol HS. The last reported sale price of the
common stock on September 25, 2006 was $20.27 per share.

See Risk Factors beginning on page 9 to read about factors you should consider before buying shares of the common
stock.

Neither the Securities and Exchange Commission nor any other regulatory body has approved or disapproved
of these securities or passed upon the accuracy or adequacy of this prospectus. Any representation to the
contrary is a criminal offense.

Per Share Total

Public offering price $
Underwriting discount $
Proceeds, before expenses, to the selling stockholders $

& &L L
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To the extent that the underwriters sell more than 9,000,000 shares of common stock, the underwriters have the option
to purchase up to an additional 1,350,000 shares from certain of the selling stockholders at the public offering price
less the underwriting discount.

The underwriters expect to deliver the shares against payment in New York, New York, on , 2006.

Joint Bookrunning Managers

Goldman, Sachs & Co. Citigroup UBS Investment Bank

Lehman Brothers Banc of America Securities LLC CIBC World Markets

Raymond James Avondale Partners
Prospectus dated , 2006.
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PROSPECTUS SUMMARY

The following prospectus summary does not contain all information that is important to you and is qualified in its

entirety by, and should be read in conjunction with, the more detailed information and our financial statements and

the related notes appearing elsewhere in this prospectus. This summary highlights what we believe is the most

important information about HealthSpring, Inc. and this offering. The terms HealthSpring, = company, we, us and «
as used in this prospectus refer to HealthSpring, Inc. for periods after March 1, 2005 and to our predecessor,

NewQuest, LLC, for periods prior to March 1, 2005, together in each case with our consolidated subsidiaries unless

the context otherwise requires.

Overview

We believe we are one of the largest managed care organizations in the United States whose primary focus is
Medicare, the federal government-sponsored health insurance program for retired U.S. citizens aged 65 and older,
qualifying disabled persons, and persons suffering from end-stage renal disease. Pursuant to the Medicare Advantage
program (formerly known as Medicare+Choice) and the new Medicare Part D program, Medicare beneficiaries
receive healthcare benefits, including prescription drugs, through a managed care health plan. Our concentration on
Medicare, and the Medicare Advantage program in particular, provides us with opportunities to understand the
complexities of the Medicare program, design competitive products, manage medical costs, and offer high quality
healthcare benefits to Medicare beneficiaries in our local service areas. Our Medicare Advantage experience also
allows us to build collaborative and mutually beneficial relationships with healthcare providers, including
comprehensive networks of hospitals and physicians, that are experienced in managing Medicare populations.

On January 1, 2006, we began offering prescription drug benefits in accordance with Medicare Part D to our Medicare
Advantage plan members, in addition to continuing to provide other medical benefits. We also began offering
prescription drug benefits on a stand-alone basis in accordance with Medicare Part D in each of our service areas. We
have filed an application with the Centers for Medicare and Medicaid Services, or CMS, to expand our stand-alone
PDP program on a national basis in 2007. We sometimes refer to our Medicare Advantage plans after January 1, 2006
collectively as Medicare Advantage plans and separately as MA-only for plans without prescription drug benefits and
as MA-PD for plans with prescription drug benefits. We refer to our stand-alone prescription drug plans as

stand-alone PDPs or PDPs. As of January 1, 2006, we began reflecting our membership by distinguishing between
members of our Medicare Advantage and PDP plans and began presenting our financial results, including premium
revenue and medical expense, by distinguishing between Medicare (without Part D) and Part D.

Currently, we operate Medicare Advantage plans and offer prescription drug benefits to Medicare beneficiaries on a
stand-alone basis in Tennessee, Texas, Alabama, Illinois, and Mississippi. We also utilize our infrastructure and
provider networks in Alabama and Tennessee to offer commercial health plans to employer groups. For the six
months ended June 30, 2006 and the combined twelve-month period ended December 31, 2005, Medicare premiums
accounted for approximately 87.2% and 82.4%, respectively, of our total revenue. As of June 30, 2006, our Medicare
Advantage plans had over 107,600 members and our PDPs had over 88,100 members.

Largely as a result of changes to the Medicare program pursuant to the Medicare Prescription Drug, Improvement and
Modernization Act of 2003, or MMA, the Congressional Budget Office expects Medicare expenditures will rise at a
compounded annual growth rate of 9.3% over 10 years, from approximately $372 billion in 2006 to approximately
$909 billion in 2016. We believe that the rise in Medicare expenditures, coupled with increased reimbursements to
Medicare Advantage plans, will allow Medicare Advantage plans to offer benefits that are superior to the current
Medicare fee-for-service program, which should result in increased Medicare Advantage penetration rates on a
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Medicare Advantage penetration, as a percentage of all eligible Medicare beneficiaries, was approximately 12%
nationwide in 2004 as compared to nationwide commercial and Medicaid managed care penetration of approximately
91% and 60%, respectively, in 2004. Our historical operations are in areas where there have been few or no competing
Medicare Advantage plans. National Medicare Advantage penetration varies widely because of various factors,
including infrastructure and provider accessibility. Our service areas in particular are underpenetrated in terms of the
percentage of Medicare beneficiaries enrolled in Medicare Advantage plans.

We commenced our Medicare Advantage plan operations in September 2000 when our predecessor purchased an
interest in an unprofitable health maintenance organization, or HMO, operating in the Nashville, Tennessee area. We
restored that HMO to profitability in 2001 and have grown from servicing approximately 8,000 Medicare Advantage
members in five Tennessee counties in late 2000 to serving over 107,600 Medicare Advantage members in five states
as of June 30, 2006. We have grown our Medicare Advantage membership primarily by internal growth through
expansion of our membership base and service areas. Including the initial Tennessee purchase, we have completed
three acquisitions that accounted for the addition of approximately 18,000 Medicare Advantage members.

The Medicare Program and Medicare Advantage

General. Medicare is funded by the federal government and administered by CMS. The Medicare eligible population
is large and growing and, according to the Henry J. Kaiser Family Foundation, is approximately 43 million in 2006,
and is estimated to be 46 million by 2010, 61 million by 2020, and 78 million by 2030.

Medicare is offered to eligible beneficiaries on a fee-for-service basis or through a managed care plan that has
contracted with CMS pursuant to the Medicare Advantage program. In 2005, nationwide Medicare Advantage
penetration, expressed as a percentage of total Medicare eligible beneficiaries who belong to a Medicare Advantage
plan, was approximately 13%. Medicare Advantage penetration is anticipated to grow to almost 30% by 2013,
according to the Henry J. Kaiser Family Foundation. We believe that the projected favorable Medicare Advantage
enrollment trends and the reforms proposed by the MMA will have a positive impact on our Medicare Advantage
plans.

Prescription Drug Benefit. As of January 1, 2006, every Medicare recipient was able to select a prescription drug
plan through Medicare Part D. Each Medicare Advantage plan is required to offer a Part D prescription drug plan as
part of its benefits. Medicare Advantage plan enrollees may pay a monthly premium for this MA-PD drug benefit,
while fee-for-service beneficiaries are able to purchase a stand-alone PDP from a list of CMS-approved PDPs
available in their area. In addition, certain beneficiaries eligible for both Medicare and Medicaid, or dual-eligible
beneficiaries, who were not enrolled in a Medicare Advantage plan or a stand-alone PDP at January 1, 2006 were
automatically enrolled by CMS with approved PDPs in their region. The cost of the Medicare Part D prescription drug
benefit is largely subsidized by the federal government.

Our Competitive Advantages

We believe the following are our key competitive advantages:

Focus on Medicare Advantage Market. We are focused primarily on the Medicare Advantage market. We believe
our focus on designing and operating Medicare Advantage health plans tailored to each of our local service areas
enables us to offer superior Medicare Advantage plans and to operate those plans with what we believe to be lower

medical loss ratios, or MLRs.

Leading Presence in Attractive, Underpenetrated Markets. We have a significant market position in our established
service areas and in many areas we are the market leader in terms of the number of Medicare Advantage members.
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Medicare Advantage penetration varies widely across the country because of various factors, including infrastructure
and provider accessibility. We focus our
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efforts primarily on service areas we believe are underpenetrated by other Medicare Advantage plans, providing
opportunities for us to increase the membership of our plans.

Effective Medical Management. Our medical management efforts are designed primarily for the Medicare
Advantage program. For both the six months ended June 30, 2006 and the combined twelve-month period ended
December 31, 2005, our Medicare MLR, excluding our PDP plans, was 78.4%, and our Medicare MLR for each of the
years ended December 31, 2003 and 2004 was 78.1%. We believe our ability to predict and manage our medical
expenses is the result of our:

data-driven, analytical focus on operations;

ability to leverage our experience in managing provider relationships and organizations to create collaborative
and mutually beneficial provider partnerships with incentives designed to encourage our providers to deliver a
level of care that promotes member wellness, reduces avoidable catastrophic outcomes, and improves clinical

and financial results;

focus on efficiently treating chronically ill members through comprehensive internal and outsourced disease
management programs; and

comprehensive case management programs designed to provide more efficient and effective use of healthcare
services by our members generally.

Scalable Operating Structure. We believe our combination of centralized administrative functions and local market
focus, including localized medical management programs and on-site personnel at facility locations, gives us an
advantage over competitors who have standardized and centralized many or all of these operating and member
services functions.

Experienced Management Team. Our management team has expertise in the Medicare Advantage and independent
physician association management segments of the managed care industry. Our present operations team has focused
primarily on the operation of Medicare managed care plans since 2000.

Our Growth Strategy

We intend to grow our business by focusing on the Medicare Advantage market. Key elements of our growth strategy
are to:

attract fee-for-service beneficiaries to our Medicare Advantage plans by designing health plans attractive to
seniors both in terms of benefits, such as general wellness, fitness, and transportation programs, and
cost-savings over traditional fee-for-service Medicare, and by educating the eligible population in our service
areas about the benefits of Medicare Advantage plans over traditional fee-for-service Medicare;

increase membership within existing service areas;

expand to new service areas through leverage of existing operations;

pursue dual-eligible beneficiaries;

expand our stand-alone PDP coverage on a national basis; and
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pursue acquisitions opportunistically.
Business Risks

Through the operation of our business and in connection with this offering, we are subject to certain risks related to

our industry, our business and this transaction. The risks set forth under the section entitled Risk Factors beginning on
page 9 of this prospectus reflect risks and uncertainties that could significantly and adversely affect our business,
prospects, financial condition, operating results, and growth strategy. In summary, significant risks related to our
business include:

reduction in funding for Medicare programs;
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the impact of the CMS risk adjustment payment system and budget neutrality factors;
regulatory requirements or new legislation that could impair our operations and profitability;
termination or nonrenewal of our Medicare contracts;

failure to effectively manage our medical costs;

disruption in our provider networks;

competition from other health plan providers and failure to effectively manage and grow our plan
memberships; and

failure to properly maintain and develop effective and secure management information systems.
In connection with your investment decision, you should review the section of this prospectus entitled Risk Factors.
Recent Development

As previously announced, we entered into an agreement on May 30, 2006 to acquire all of the outstanding capital
stock of America s Health Choice Medical Plans, Inc., or America s Health Choice or AHC, a Florida-licensed HMO
currently operating Medicare Advantage health plans in the following seven Florida counties: Brevard, Broward,
Indian River, Martin, Okeechobee, Palm Beach, and St. Lucie. An affiliate of AHC operates 33 medical clinics in and
around the same seven county area, which provide medical services to AHC members. We also have an option to
purchase the medical clinics in the event of the closing of the AHC acquisition. In connection with the agreement, a
subsidiary of HealthSpring entered into a separate agreement to manage the operations of AHC prior to closing the
acquisition. For the three months ended June 30, 2006, we recognized $0.9 million of fee revenue relating to this
management agreement. For the year ended December 31, 2005, America s Health Choice reported approximately
$150.0 million in revenue and, as of June 30, 2006, had approximately 13,000 enrolled Medicare Advantage members
and approximately 800 members in its stand-alone prescription drug plan.

Pursuant to the terms of the purchase agreement, we would pay the stockholders of America s Health Choice

$50.0 million in cash, subject to an escrow for balance sheet adjustments and post-closing indemnification obligations,
if any. The closing of the acquisition is subject to a number of usual and customary conditions, including the approval
of CMS and Florida insurance regulators and, as described in more detail below, our satisfactory completion of due
diligence relating to the operations of AHC and its affiliates.

In connection with our due diligence review of AHC and its affiliates, we have recently identified certain areas of
concern relating to AHC and its affiliates, including the medical clinics. We have made AHC aware of these concerns.
Our and AHC s review of these issues is in the preliminary stages and there is no definitive timetable for resolving
these issues. The acquisition agreement currently provides a general right of termination by either party if its
conditions to closing have not been satisfied by October 31, 2006 and by either party if closing has not occurred by
December 31, 2006. We previously anticipated that the acquisition would close near the end of the third quarter or the
beginning of the fourth quarter of 2006. Because of these recent developments, however, no assurance can be given
that our acquisition of AHC will be completed at all or, if it is completed, when the acquisition would close or whether
the acquisition will be on the terms currently contemplated. See Risk Factors Risks Related to Our Business Our
Acquisition of AHC is Subject to Regulatory Approval and Additional Due Diligence and May Not be Consummated
on the Terms Agreed or At All.
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Corporate History and Information

We were incorporated in October 2004 in connection with the leveraged recapitalization of our predecessor,

NewQuest, LLC, by HealthSpring, Inc. and certain investment funds affiliated with GTCR Golder Rauner II, L.L.C.,
which we collectively refer to in this prospectus as GTCR orthe GTCR Funds, together with management, our
existing equityholders, lenders and other investors. The recapitalization, which was accounted for using the purchase
method, is more fully described below in the sections entitled Recapitalization and Certain Relationships and Related
Transactions. We completed our initial public offering, or IPO, in February 2006.

Our corporate headquarters are located at 44 Vantage Way, Suite 300, Nashville, Tennessee 37228, and our telephone
number is (615) 291-7000. Our corporate website address is www.myhealthspring.com. Information contained on our

website is not incorporated by reference into this prospectus and we do not intend the information on or linked to our
website to constitute part of this prospectus.

The HealthSpring name appearing in this prospectus is our registered service mark.

5
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The Offering

Common stock offered by the selling

stockholders 9,000,000 shares

Option to purchase additional shares

granted by certain of the selling

stockholders 1,350,000 shares

Common stock to be outstanding after this

offering 57,234,008 shares

Use of proceeds We will not receive any of the proceeds from the sale of shares of
common stock by the selling stockholders in this offering. See Use of
Proceeds.

New York Stock Exchange symbol HS

The number of shares of the common stock to be outstanding after this offering excludes:
3,057,250 shares of common stock issuable upon exercise of options issued under our equity incentive plans, at
a weighted average exercise price of $18.35 per share, 36,000 of which options are currently exercisable as of
September 25, 2006; and

3,349,500 shares of common stock reserved for future issuance under our 2006 equity incentive plan.

Except as otherwise noted, all information in this prospectus assumes the underwriters option to purchase an
additional 1,350,000 shares of common stock has not been exercised.

6

Table of Contents 16



Edgar Filing: HealthSpring, Inc. - Form S-1/A
Table of Contents
Summary Consolidated Financial Data and Other Information
The following table presents our summary consolidated financial data and other information. This information should

be read in conjunction with the financial statements and the related notes and Management s Discussion and Analysis
of Financial Condition and Results of Operations included elsewhere in this prospectus.

HealthSpring, HealthSpring,
Predecessor Inc. Predecessor Inc.
Period Period
from Period from Combined from Period from Coml
Twelve Si;
January 1, March 1, Months January 1, March 1, Mon
2005 to 2005 to Ended 2005 to 2005 to End
Year Ended December 31, February 28, December 31, December 31, February 28, June 30, June
2003(1) 2004(2) 2005(3) 2005(3) 2005(4) 2005(3) 2005(3) 2005
(Dollars in thousands, except share and unit data)
)ata:
$ 240,037 $ 433,729 $ 94,764  $ 610,913 $ 705,677 $ 94764 $ 208,582 $ 30
120,877 146,318 20,704 106,168 126,872 20,704 41,707 6!
360,914 580,047 115,468 717,081 832,549 115,468 250,289 36!
11,054 17,919 3,461 16,955 20,416 3,461 6,862 1(
695 1,449 461 3,337 3,798 461 1,039 ‘
372,663 599,415 119,390 737,373 856,763 119,390 258,190 37
187,368 338,632 74,531 478,553 553,084 74,531 166,407 24
104,164 124,743 16,312 90,783 107,095 16,312 35,579 5
291,532 463,375 90,843 569,336 660,179 90,843 201,986 29
50,576 68,868 14,667 97,187 111,854 14,667 31,368 4
6,941 4,000 10,941 6,941 (
ation 24,200
zation 2,361 3,210 315 6,990 7,305 315 2,575 :
256 214 42 14,469 14,511 42 5,774 :
S 344,725 559,867 112,808 691,982 804,790 112,808 241,703 35¢
'. 2,058 234 282 282
S 29,996 39,782 6,582 45,673 52,255 6,582 16,487 2
(5,519) (6,272) (1,248) (1,979) (3,227) (1,248) (424) (
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1XeS 24,477 33,510 5,334 43,694 49,028 5,334 16,063
5,417 9,193 2,628 17,144 19,772 2,628 6,316
19,060 24,317 2,706 26,550 29,256 2,706 9,747
15,607 15,607 6,057
$ 19,060 $ 24317 $ 2,706 $ 10,943 $ 13,649 $ 2,706 $ 3,690 $
asic
$ 467 $ 531 % 0.55 $ 0.55
diluted 4,078,176 4,578,176 4,884,196 4,884,196
1 share
$ 0.34 $ 0.12
$ 0.34 $ 0.12
ding:
32,173,707 32,069,542
32,215,288 32,069,542
$ 3,198 $ 2,512 % 1499 $ 2,653 $ 2,802 $ 1499 $ 1,221 $
in):
63,392 24,665 14,964 57,139 72,103 14,964 (2,423)
42,647 (34,615) (5,469) (270,877)(6) (276,346) (5,469) (271,093)
(11,750) (23,311) (888) 323,823 (6) 322,935 (888) 332,003
1ts 101,095 67,834 76,441 110,085 110,085 76,441 58,487
132,420 142,674 157,350 591,838 591,838 157,350 544,912
ties 6,175 5,475 5,358 188,526 188,526 5,358 196,231
equity 22,969 55,435 58,141 260,544 260,544 58,141 242,181
7
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HealthSpring,
Predecessor Inc.
Period Period
Combined from from
Twelve
Months January 1, March 1,
Ended 2005 to 2005 to

February 28,December 31, December 31,February 28, June 30,

2005(4) 2005(3) 2005(3)

(Dollars in thousands, except share and unit data)

HealthSpring,
Predecessor Inc.
Period Period
from from
January 1, March1,
2005 to 2005 to
Year Ended
December 31,
2003(1) 2004(2) 2005(3) 2005(3)
o Statistics:
Ss ratio
Advantage(7) 78.06% 78.07% 78.65% 78.33%
Ss ratio
al(7) 86.17% 85.25% 78.79% 85.51%
ssratio Part
neral and
tive expense
13.57% 11.49% 12.28% 13.18%
Medicare
9) 47,899 63,792 69,236 101,281
Commercial(9) 54,280 48,380 40,523 41,769
PDP(9)

78.38% 78.65% 79.78%

84.41% 78.79% 85.31%

13.06% 12.28% 12.15%
101,281 69,236 78,825
41,769 40,523 41,397

Combined
Six
Months
Ended

June 30,
2005(5)

79.43%

83.14%

12.19%

78,825
41,397

(1) Prior to April 1, 2003, TennQuest Health Solutions, LLC, or TennQuest, owned 50% of the outstanding stock of
HealthSpring Management, Inc., or HSMI. On April 1, 2003, TennQuest exercised an option to acquire an
additional 33% interest in HSMI from another shareholder of HSMI. As a result of the acquisition of these shares,
the company held 83% of the ownership interests in HSMI and consolidated the results of operations of HSMI s
wholly-owned subsidiary HealthSpring of Tennessee, Inc., or HTI, within the company s operations for the period
from April 1, 2003. Prior to April 1, 2003, the company accounted for its ownership interest in HSMI under the
equity method. On December 19, 2003, HSMI and HealthSpring USA, LLC each redeemed certain of their
outstanding ownership interests, which resulted in the company owning 84.8% of the outstanding ownership
interests of HSMI and HealthSpring USA, LLC at December 31, 2003.

2

On January 1, 2004, the minority members of TennQuest converted their ownership of TennQuest into 500,000

membership units in NewQuest, LLC, and on February 2, 2004 TennQuest was merged into NewQuest, LLC.
Effective December 31, 2004, holders of phantom membership units in NewQuest, LLC converted their phantom

units into 306,025 membership units of NewQuest, LLC. In connection with the conversion, the company

recognized phantom stock compensation expense of $24.2 million.

3)

On November 10, 2004, NewQuest, LLC and its members entered into a purchase and exchange agreement with

the company as part of the recapitalization. Pursuant to this agreement and a related stock purchase agreement, on
March 1, 2005, the GTCR Funds and certain other persons contributed $139.7 million of cash to the company and
the members of NewQuest, LLC contributed a portion of their membership units in exchange for preferred and
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common stock of the company. Additionally, we entered into a $165.0 million term loan, with an additional

$15.0 million available pursuant to a revolving loan facility, and issued $35.0 million of subordinated notes. We
used the cash contribution and borrowings to acquire the members remaining membership units in NewQuest,
LLC for $295.4 million in cash. The aggregate transaction value for the recapitalization was $438.6 million,
which included $5.3 million of capitalized acquisition related costs and $6.3 million of deferred financing costs.
In addition, NewQuest, LLC incurred $6.9 million of transaction costs that were expensed during the two-month
period ended February 28, 2005 and $0.0 million and $4.0 million of transaction costs that were expensed during
the four-month period ended June 30, 2005 and the ten-month period ended December 31, 2005, respectively. The
transactions resulted in the company recording $323.8 million in goodwill and $91.2 million in identifiable
intangible assets.

(4) The combined financial information for the twelve-month period ended December 31, 2005 includes the results of
operations of NewQuest, LLC for the period from January 1, 2005 through February 28, 2005 and the results of
operations of the company for the period from March 1, 2005 through December 31, 2005. The combined
financial information is for illustrative purposes only, reflects the combination of the two-month period and the
ten-month period to provide a comparison with the prior twelve-month periods reflected in the table, and is not
presented in accordance with U.S. generally accepted accounting principles, or GAAP.

(5) The combined financial information for the six months ended June 30, 2005 includes the results of operations of
NewQuest, LLC for the period from January 1, 2005 through February 28, 2005 and the results of operations of
the company for the period from March 1, 2005 through June 30, 2005. The combined financial information is for
illustrative purposes only, reflects the combination of the two-month period and the four-month period to provide
a comparison with the comparable six-month period in 2006, and is not presented in accordance with GAAP.

(6) A substantial portion of the cash flows for investing and financing activities for the ten-month period ended
December 31, 2005 relate to the recapitalization. See Recapitalization and Management s Discussion and Analysis

of Financial Condition and Results of Operations The Recapitalization.

(7) The medical loss ratio represents medical expense incurred for plan participants as a percentage of premium
revenue for plan participants.

(8) The selling, general and administrative expense ratio represents selling, general and administrative expenses as a
percentage of total revenue.

(9) Atend of each period presented.

Table of Contents 20



Edgar Filing: HealthSpring, Inc. - Form S-1/A

Table of Contents

RISK FACTORS

Any investment in the common stock involves a high degree of risk. You should consider carefully the risks and
uncertainties described below, and all information contained in this prospectus, before you decide whether to
purchase the common stock. The occurrence of any of the following risks or uncertainties described below could
significantly and adversely affect our business, prospects, financial condition, and operating results. In any such
event, the trading price of the common stock could decline and you may lose part or all of your investment.

Risks Related to Our Industry
Reductions in Funding for Medicare Programs Could Significantly Reduce Our Profitability.

Medicare premiums, including premiums from our PDP plans in 2006, accounted for approximately 87.2% and 82.4%
of our total revenue for the six months ended June 30, 2006 and the combined twelve-month period ended

December 31, 2005, respectively. As a result, our revenue and profitability are dependent on government funding
levels for Medicare programs. The premium rates paid to Medicare health plans like ours are established by contract,
although the rates differ depending on a combination of factors, including upper payment limits established by CMS, a
member s health profile and status, age, gender, county or region, benefit mix, member eligibility categories, and the
plan s risk scores. Future Medicare premium rate levels may be affected by continuing government efforts to contain
medical expense, including prescription drug costs, and other federal budgetary constraints. Changes in the Medicare
program, including with respect to funding, may lead to reductions in the amount of reimbursement, elimination of
coverage for certain benefits, or reductions in the number of persons enrolled in or eligible for Medicare which in turn
would reduce our revenues and profitability.

CMS s Risk Adjustment Payment System and Budget Neutrality Factors Make Our Revenue and Profitability
Difficult to Predict and Could Result In Material Retroactive Adjustments to Our Results of Operations.

CMS has implemented a risk adjustment payment system for Medicare health plans to improve the accuracy of
payments and establish incentives for Medicare plans to enroll and treat less healthy Medicare beneficiaries. CMS is
phasing-in this payment methodology with a risk adjustment model that bases a portion of the total CMS
reimbursement payments on various clinical and demographic factors including hospital inpatient diagnoses, diagnosis
data from ambulatory treatment settings, including hospital outpatient facilities and physician visits, gender, age, and
Medicaid eligibility. CMS requires that all managed care companies capture, collect, and submit the necessary
diagnosis code information to CMS twice a year for reconciliation with CMS s internal database. As part of the
phase-in, during 2003, risk adjusted payments accounted for 10% of Medicare health plan payments, with the
remaining 90% being reimbursed in accordance with the traditional CMS demographic rate books. The portion of risk
adjusted payments was increased to 30% in 2004, 50% in 2005, and 75% in 2006, and will increase to 100% in 2007.
As a result of this process, it is difficult to predict with certainty our future revenue or profitability. In addition, our
own risk scores for any period may result in favorable or unfavorable adjustments to the payments we receive from
CMS and our Medicare premium revenue. There can be no assurance that our contracting physicians and hospitals
will be successful in improving the accuracy of recording diagnosis code information and thereby enhancing our risk
scores.

Payments to Medicare Advantage plans are also adjusted by a budget neutrality factor that was implemented in 2003
by Congress and CMS to prevent health plan payments from being reduced overall while, at the same time, directing
risk adjusted payments to plans with more chronically ill enrollees. In general, this adjustment has favorably impacted
payments to all Medicare Advantage plans. In February 2006, the President signed legislation that reduces federal
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approximately $6.5 billion over five years. Among other changes, the legislation provides for an accelerated phase-out
of budget neutrality for risk adjusted payments made to Medicare Advantage plans. These legislative changes will

have the effect of reducing payments to Medicare Advantage plans in general. Consequently, our plans premiums will
be reduced unless our risk scores increase in a manner sufficient to offset the elimination of this adjustment. Although
our risk scores have increased historically, there is no assurance that the increases will continue or, if they do, that

they will be large enough to offset the elimination of this adjustment.

Our Records May Contain Inaccurate Information Regarding the Risk Adjustment Scores of Our Members, Which
Could Cause Us to Overstate or Understate Our Revenue.

We maintain claims and encounter data that support the risk adjustment scores of our members, which determine, in
part, the revenue to which we are entitled for these members. This data is based on medical charts and diagnosis codes
prepared by providers of medical care and is submitted to CMS twice a year. Inaccurate coding by medical providers
and inaccurate records for new members in our plans could result in inaccurate premium revenue and risk adjustment
payments, which is subject to correction or update in later periods. Payments that we receive in connection with this
corrected or updated information may be reflected in financial statements for periods subsequent to the period in
which the revenue was earned. We may also find that our data regarding our members risk adjustment scores, when
reconciled, requires that we refund a portion of the revenue that we received in connection with our initial claims.

The Medicare Prescription Drug, Improvement and Modernization Act of 2003 Made Changes to the Medicare
Program That Will Materially Impact Our Operations and Could Reduce Our Profitability and Increase
Competition for Members.

The Medicare Prescription Drug, Improvement and Modernization Act of 2003, or MMA, substantially changed the
Medicare program and will modify how we operate our Medicare Advantage business. Many of these changes became
effective in 2006 and, as a result, we are still assessing the impact of these changes. Although many of these changes
are designed to benefit Medicare Advantage plans generally, certain provisions of the MMA may increase
competition, create challenges for us with respect to educating our existing and potential members about the changes,
and create other risks and substantial and potentially adverse uncertainties, including the following:

Increased competition could adversely affect our enrollment and results of operations:

The MMA increased reimbursement rates for Medicare Advantage plans. We believe higher reimbursement
rates may increase the number of plans that participate in the Medicare program, creating additional
competition that could adversely affect our enrollment and results of operations. For example, prior to the
MMA, there were three Medicare Advantage plans in our Houston, Texas service area. Currently, there are
five plans with Medicare Advantage members in that service area. In addition, as a result of Medicare Part D, a
number of new competitors, such as pharmacy benefits managers and prescription drug retailers and
wholesalers, have established PDPs that compete with some of our Medicare programs.

Managed care companies began offering various new products beginning in 2006 pursuant to the MMA,
including regional preferred provider organizations, or PPOs, and private fee-for-service plans. Medicare PPOs
and private fee-for-service plans allow their members more flexibility in selecting physicians than Medicare
Advantage HMOs such as ours, which typically require members to coordinate with a primary care physician.
The MMA has encouraged the creation of regional PPOs through various incentives, including certain risk
corridors, or cost-reimbursement provisions, a stabilization fund for incentive payments, and special payments
to hospitals not otherwise contracted with a Medicare Advantage plan that treats regional plan enrollees. There
can be no assurance that regional Medicare PPOs and private fee-for-service
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plans in our service areas will not in the future adversely affect our Medicare Advantage plans relative
attractiveness to existing and potential Medicare members.

The limited annual enrollment process may adversely affect our growth and ability to market our products:

Medicare beneficiaries generally have a limited annual enrollment period during which they can choose to
participate in a Medicare Advantage plan rather than receive benefits under the traditional fee-for-service

Medicare program. See Business The 2003 Medicare Modernization Act Annual Enrollment and Lock-in  for
a description of the annual enrollment process. After the annual enrollment period, most Medicare

beneficiaries will not be permitted to change their Medicare benefits. The new annual enrollment process and
subsequent lock-in provisions of the MMA may adversely affect our growth as it will limit our ability to enter
new service areas and market to or enroll new members in our established service areas outside of the annual
enrollment period.

The limited annual enrollment period may make it difficult to retain an adequate sales force:

As a result of the limited annual enrollment period and the subsequent lock-in provisions of the MMA, our
sales force, including our independent sales brokers and agents, may be limited in their ability to market our
products year-round. Our agents rely substantially on sales commissions for their income. Given the limited
annual sales window, it may become more difficult to find agents to market and promote our products. The
annual enrollment window may also make hiring full-time sales employees impracticable, which could
increase our already substantial reliance on outside agents. Accordingly, we may not be able to retain an
adequate sales force to support our growth strategy. As our members are primarily enrolled through in-person
sales calls, a reduction in our sales force may adversely affect our future enrollment, including our expansion
efforts, and, accordingly, adversely and materially affect our profitability and results of operations.

The competitive bidding process may adversely affect our profitability:

As of January 1, 2006, the payments for local and regional Medicare Advantage plans are based on a
competitive bidding process that may decrease the amount of premiums paid to us or cause us to increase the
benefits we offer without a corresponding increase in premiums. As a result of the competitive bidding
process, in order to maintain our current level of profitability we may in the future be required to reduce
benefits or charge our members an additional premium, either of which could make our health plans less
attractive to members and adversely affect our membership.

We may be unable to provide the new Medicare Part D benefit profitably:

Managed care companies that offer Medicare Advantage plans were required to offer prescription drug
benefits beginning January 1, 2006 as part of their Medicare Advantage plans. Such combined managed care
plans offering drug benefits are, under the new law, called MA-PDs. It is unclear whether the governmental
payments will continue to be adequate to cover our actual costs for these new MA-PD benefits or whether we
will be able to profitably or competitively manage our MA-PDs.

Managed care companies began offering PDPs as of January 1, 2006. These PDPs provide Medicare eligible
beneficiaries with an opportunity to obtain a stand-alone drug benefit without joining a Medicare Advantage
plan. Some enrollees may have chosen our Medicare Advantage plan in the past rather than those of our
competitors or traditional Medicare fee-for-service because of the drug benefit that we offered with our
Medicare Advantage plans. Our PDP or MA-PD benefits may not be as or more attractive than those of our
competitors.
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Additionally, Medicare beneficiaries that participate in a Medicare Advantage plan that enroll in a PDP are
automatically disenrolled from their Medicare Advantage plan. Moreover, in 2006, there has been substantial
confusion among Medicare members regarding their opportunity to select Part D prescription drug benefits
under the new legislation, which has been exacerbated by the proliferation and complexity of drug benefits
offered by various Part D vendors and CMS enrollment reconciliation and systems issues. We believe the
implementation of Part D has resulted in some of our members intentionally or inadvertently disenrolling from
our MA-PDs and PDPs.

We began marketing our MA-PDs and PDPs in October 2005 and began enrolling members, effective as of
January 1, 2006, on November 15, 2005. Our ability to profitably operate our MA-PDs and PDPs depends on a
number of factors, including our ability to attract members, to develop the necessary core systems and
processes and to manage our medical expense related to these plans. Because required prescription drug
benefits are new to Medicare and to the health insurance market generally, there is significant uncertainty of
the potential market size, consumer demand, and related MLR. Accordingly, we do not know whether we will
be able to operate our MA-PDs or PDPs profitably or competitively, and our failure to do so could have an
adverse effect on our results of operations.

The MMA provides for risk corridors that are expected to limit to some extent the losses MA-PDs or PDPs
would incur if their costs turned out to be higher than those in the per member per month, or PMPM, bids
submitted to CMS in excess of certain specified ranges. For example, for 2006 and 2007 drug plans will bear
all gains and losses up to 2.5% of their expected costs, but will be reimbursed for 75% of the losses between
2.5% and 5%, and 80% of losses in excess of 5%. It is anticipated that the initial risk corridors in 2006 and
2007 will provide more protection against excess losses than will be available beginning in 2008 and future
years as the thresholds increase and the reimbursement percentages decrease. In addition, we expect there will
be a delay in obtaining reimbursement from CMS for reimbursable losses pursuant to the risk corridors. For
example, if we incur reimbursable losses in 2006, we would not be reimbursed by CMS until 2007. In that
event, we expect there would be a negative impact on our cash flows and financial condition as a result of
being required to finance excess losses until we are reimbursed. In addition, as the risk corridors are designed
to be symmetrical, a plan whose actual costs fall below their expected costs would be required to reimburse
CMS based on a similar methodology as set forth above. Furthermore, reconciliation payments for estimated
upfront federal reinsurance payments, or, in some cases, the entire amount of the reinsurance payments, for
Medicare beneficiaries who reach the drug benefit s catastrophic threshold are made retroactively on an annual
basis, which could expose plans to upfront costs in providing the benefit. Accordingly, it may be difficult to
accurately predict or report the operating results associated with our drug benefits.

The absence of definitive accounting and regulatory guidance regarding the proper method of accounting for
Medicare Part D, particularly as it relates to the timing of revenue and expense recognition, taken together with
the complexity of the Part D product and the current challenges in reconciling CMS Part D membership data
with our records, will lead to differences in our reporting of quarter-to-quarter earnings and may lead to
uncertainty among investors and research analysts following the company as to the impacts of our MA-PDs
and PDPs on our full year results.

Our Business Activities Are Highly Regulated and New and Proposed Government Regulation or Legislative
Reforms Could Increase Our Cost of Doing Business, and Reduce Our Membership, Profitability, and Liquidity.

Our health plans are subject to substantial federal and state regulation. These laws and regulations, along with the

terms of our contracts and licenses, regulate how we do business, what services we offer, and how we interact with
our members, providers, and the public. Healthcare laws
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and regulations are subject to frequent change and varying interpretations. Changes in existing laws or regulations, or
their interpretations, or the enactment of new laws or the issuance of new regulations could adversely affect our
business by, among other things:

imposing additional license, registration, or capital reserve requirements;

increasing our administrative and other costs;

forcing us to undergo a corporate restructuring;

increasing mandated benefits without corresponding premium increases;

limiting our ability to engage in inter-company transactions with our affiliates and subsidiaries;
forcing us to restructure our relationships with providers; or

requiring us to implement additional or different programs and systems.

It is possible that future legislation and regulation and the interpretation of existing and future laws and regulations
could have a material adverse effect on our ability to operate under the Medicare program and to continue to serve our
existing members and attract new members.

If We Are Required to Maintain Higher Statutory Capital Levels for Our Existing Operations or if We Are Subject
to Additional Capital Reserve Requirements as We Pursue New Business Opportunities, Our Cash Flows and
Liquidity May Be Adversely Affected.

Our health plans are operated through subsidiaries in various states. These subsidiaries are subject to state regulations
that, among other things, require the maintenance of minimum levels of statutory capital, or net worth, as defined by
each state. One or more of these states may raise the statutory capital level from time to time. Other states have
adopted risk-based capital requirements based on guidelines adopted by the National Association of Insurance
Commissioners, which tend to be, although are not necessarily, higher than existing statutory capital requirements.
Currently, Texas is the only jurisdiction in which we operate that has adopted risk-based capital requirements.
Regardless of whether the other states in which we operate adopt risk-based capital requirements, the state
departments of insurance can require our HMO subsidiaries to maintain minimum levels of statutory capital in excess
of amounts required under the applicable state laws if they determine that maintaining additional statutory capital is in
the best interests of our members. Any increases in these requirements could materially increase our statutory capital
requirements. In addition, as we continue to expand our plan offerings in new states or pursue new business
opportunities, including our strategy to offer PDPs, on a national basis, we may be required to maintain additional
statutory capital. In either case, our available funds could be materially reduced, which could harm our ability to
implement our business strategy. See Management s Discussion and Analysis of Financial Condition and Results of
Operations  Cash Flows From Investing and Financing Activities Statutory Capital Requirements.

If State Regulators Do Not Approve Payments, Including Dividends and Other Distributions, by Our Health Plans
to Us, Our Business and Growth Strategy Could Be Materially Impaired or We Could Be Required to Incur
Indebtedness to Fund These Strategies.

Our health plan subsidiaries are subject to laws and regulations that limit the amount of dividends and distributions

they can pay to us for purposes other than to pay income taxes related to the earnings of the health plans. These laws
and regulations also limit the amount of management fees our health plan subsidiaries may pay to affiliates of our
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that declare non-extraordinary dividends must usually provide notice to the regulators in advance of the intended
distribution date. Historically, we have not relied on dividends or other distributions from our health plans to fund a
material amount of our operating cash requirements. If the regulators were to deny or significantly restrict our
subsidiaries requests to pay dividends to us or to pay management and other fees to the affiliates of our health plan
subsidiaries, however, the funds available to us would be limited, which could impair our ability to implement our
business and growth strategy or we could be required to incur indebtedness to fund these strategies.

Corporate Practice of Medicine and Fee-Splitting Laws May Govern Our Business Operations, and Violation of
Such Laws Could Result in Penalties and Adversely Affect Our Arrangements With Contractors and Our
Profitability.

Numerous states, including Tennessee and Illinois, have laws known as the corporate practice of medicine laws that
prohibit a business corporation from practicing medicine, employing physicians to practice medicine, or exercising
control over medical treatment decisions by physicians. In these states, typically only medical professionals or a
professional corporation in which the shares are held by licensed physicians or other medical professionals may
provide medical care to patients. Many states also have some form of fee-splitting law, prohibiting certain business
arrangements that involve the splitting or sharing of medical professional fees earned by a physician or another
medical professional for the delivery of health care services.

We perform only non-medical administrative and business services for physicians and physician groups. We do not
represent that we offer medical services, and we do not exercise control over the practice of medical care by providers
with whom we contract. We do, however, monitor medical services to ensure they are provided and reimbursed within
the appropriate scope of licensure. In addition, we have developed close relationships with our network providers that
include our review and monitoring of the coding of medical services provided by those providers. We also have
compensation arrangements with providers that may be based on a percentage of certain provider fees and in certain
cases our network providers have agreed to exclusivity arrangements. In each case, we believe we have structured
these and other arrangements on a basis that complies with applicable state law, including the corporate practice of
medicine and fee-splitting laws.

Despite our structuring these arrangements in ways that we believe comply with applicable law, regulatory authorities
may assert that we are engaged in the corporate practice of medicine or that our contractual arrangements with
providers constitute unlawful fee-splitting. Moreover, we cannot predict whether changes will be made to existing
laws or if new ones will be enacted, which could cause us to be out of compliance with these requirements. If our
arrangements are found to violate corporate practice of medicine or fee-splitting laws, our provider or independent
physician association management contracts could be found legally invalid and unenforceable, which could adversely
affect our operations and profitability and we could be subject to civil, or in some cases criminal, penalties.

We Are Required to Comply With Laws Governing the Transmission, Security and Privacy of Health Information
That Require Significant Compliance Costs, and Any Failure to Comply With These Laws Could Result in
Material Criminal and Civil Penallties.

Regulations under the Health Insurance Portability and Accountability Act of 1996, or HIPAA, require us to comply
with standards regarding the exchange of health information within our company and with third parties, including
healthcare providers, business associates and our members. These regulations include standards for common
healthcare transactions, including claims information, plan eligibility, and payment information; unique identifiers for
providers and employers; security; privacy; and enforcement. HIPAA also provides that to the extent that state laws
impose stricter privacy standards than HIPAA privacy regulations, a state seeks and receives an exception from the
Department of Health and Human Services regarding certain state laws, or state laws concern certain specified areas,
such state standards and laws are not preempted.
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We conduct our operations in an attempt to comply with all applicable HIPAA requirements. Given the complexity of
the HIPAA regulations, the possibility that the regulations may change, and the fact that the regulations are subject to
changing and, at times, conflicting interpretation, our ongoing ability to comply with the HIPAA requirements is
uncertain. Furthermore, a state s ability to promulgate stricter laws, and uncertainty regarding many aspects of such
state requirements, make compliance more difficult. To the extent that we submit electronic healthcare claims and
payment transactions that do not comply with the electronic data transmission standards established under HIPAA,
payments to us may be delayed or denied. Additionally, the costs of complying with any changes to the HIPAA
regulations may have a negative impact on our operations. Sanctions for failing to comply with the HIPAA health
information provisions include criminal penalties and civil sanctions, including significant monetary penalties. In
addition, our failure to comply with state health information laws that may be more restrictive than the regulations
issued under HIPAA could result in additional penalties.

Risks Related to Our Business
If Our Medicare Contracts Are Not Renewed or Are Terminated, Our Business Would Be Substantially Impaired.

We provide services to our Medicare eligible members through our Medicare Advantage health plans and PDPs
pursuant to a limited number of contracts with CMS. These contracts generally have terms of one year and must be
renewed each year. Each of our contracts with CMS is terminable for cause if we breach a material provision of the
contract or violate relevant laws or regulations. If we are unable to renew, or to successfully rebid or compete for any
of these contracts, or if any of these contracts are terminated, our business would be materially impaired.

Because Our Premiums, Which Generate Most of Our Revenue, Are Established by Contract and Cannot Be
Modified During the Contract Terms, Our Profitability Will Likely Be Reduced or We Could Cease to Be Profitable
if We Are Unable to Manage Our Medical Expenses Effectively.

Substantially all of our revenue is generated by premiums consisting of monthly payments per member that are
established by contracts with CMS for our Medicare Advantage plans and PDPs or by contracts with our commercial
customers, all of which are typically renewable on an annual basis. If our medical expenses exceed our estimates,
except in very limited circumstances or as a result of risk score adjustments for member acuity, we will be unable to
increase the premiums we receive under these contracts during the then-current terms. As a result, our profitability
depends, to a significant degree, on our ability to adequately predict and effectively manage our medical expenses
related to the provision of healthcare services. Relatively small changes in our MLR can create significant changes in
our financial results. Accordingly, the failure to adequately predict and control medical expenses and to make
reasonable estimates and maintain adequate accruals for incurred but not reported, or IBNR, claims, may have a
material adverse effect on our financial condition, results of operations, or cash flows.

Historically, our medical expenses as a percentage of premium revenue have fluctuated. Factors that may cause
medical expenses to exceed our estimates include:

an increase in the cost of healthcare services and supplies, including pharmaceuticals, whether as a result of
inflation or otherwise;

higher than expected utilization of healthcare services;
periodic renegotiation of hospital, physician, and other provider contracts;

changes in the demographics of our members and medical trends affecting them;
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new mandated benefits or other changes in healthcare laws, regulations, and practices;
new treatments and technologies;

consolidation of physician, hospital, and other provider groups;

contractual disputes with providers, hospitals, or other service providers; and

the occurrence of catastrophes, major epidemics, or acts of terrorism.

Because of the relatively high average age of the Medicare population, medical expenses for our Medicare Advantage
plans may be particularly difficult to control. We attempt to control these costs through a variety of techniques,
including capitation and other risk-sharing payment methods, collaborative relationships with primary care physicians
and other providers, advance approval for hospital services and referral requirements, case and disease management
and quality assurance programs, information systems, and, with respect to our commercial products, reinsurance.
Despite our efforts and programs to manage our medical expenses, we may not be able to continue to manage these
expenses effectively in the future. If our medical expenses increase, our profits could be reduced or we may not
remain profitable.

Our Failure to Estimate IBNR Claims Accurately Would Affect Our Reported Financial Results.

Our medical care costs include estimates of our IBNR claims. We estimate our medical expense liabilities using
actuarial methods based on historical data adjusted for payment patterns, cost trends, product mix, seasonality,
utilization of healthcare services, and other relevant factors. Actual conditions, however, could differ from those we
assume in our estimation process. We continually review and update our estimation methods and the resulting accruals
and make adjustments, if necessary, to medical expense when the criteria used to determine IBNR change and when
actual claim costs are ultimately determined. As a result of the uncertainties associated with the factors used in these
assumptions, the actual amount of medical expense that we incur may be materially more or less than the amount of
IBNR originally estimated. If our estimates of IBNR are inadequate in the future, our reported results of operations
would be negatively impacted. Further, our inability to estimate IBNR accurately may also affect our ability to take
timely corrective actions or otherwise establish appropriate premium pricing, further exacerbating the extent of any
adverse effect on our results.

Competition in Our Industry, Particularly New Sources of Competition Since the Implementation of Medicare
Part D, May Limit Our Ability to Maintain or Attract Members, Which Could Adversely Affect Our Results of
Operations.

We operate in a highly competitive environment subject to significant changes as a result of business consolidations,
new strategic alliances, and aggressive marketing practices by other managed care organizations that compete with us
for members. Our principal competitors for contracts, members, and providers vary by local service area and have
traditionally been comprised of national, regional, and local managed care organizations that serve Medicare
recipients, including, among others, UnitedHealth Group, Humana, Inc., and Universal American Financial Corp. In
addition, as a result of the advent of Medicare Part D on January 1, 2006, we have experienced significant competition
from new competitors, including pharmacy benefit managers and prescription drug retailers and wholesalers, and our
traditional managed care organization competitors whose stand-alone PDPs have been attracting our Medicare
Advantage and PDP members. As a result of the foregoing factors, among others, we have experienced disenrollments
from our plans during 2006 at rates higher than we previously experienced or anticipated. Many managed care
companies and other new Part D plan participants have greater financial and other resources, larger enrollments,
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and lower costs than us. Our failure to maintain or attract members to our health plans as a result of such competition
could adversely affect our results of operations.

Our Inability to Maintain Our Medicare Advantage and PDP Members or Increase Our Membership Could
Adversely Affect Our Results of Operations.

A reduction in the number of members in our Medicare Advantage and PDP plans, or the failure to increase our
membership, could adversely affect our results of operations. In addition to competition, factors that could contribute
to the loss of, or failure to attract and retain, members include:

negative accreditation results or loss of licenses or contracts to offer Medicare plans;
negative publicity and news coverage relating to us or the managed healthcare industry generally;
litigation or threats of litigation against us;

automatic disenrollment, whether intentional or inadvertent, as a result of members choosing a stand-alone
PDP; and

our inability to market to and re-enroll members who enlist with our competitors because of the new annual
enrollment and lock-in provisions under the MMA.

A Disruption in Our Healthcare Provider Networks Could Have an Adverse Effect on Our Operations and
Profitability.

Our operations and profitability are dependent, in part, upon our ability to contract with healthcare providers and
provider networks on favorable terms. In any particular service area, healthcare providers or provider networks could
refuse to contract with us, demand higher payments, or take other actions that could result in higher healthcare costs,
disruption of benefits to our members, or difficulty in meeting our regulatory or accreditation requirements. In some
service areas, healthcare providers may have significant market positions. If healthcare providers refuse to contract
with us, use their market position to negotiate favorable contracts, or place us at a competitive disadvantage, then our
ability to market products or to be profitable in those service areas could be adversely affected. Our provider networks
could also be disrupted by the financial insolvency of a large provider group. Any disruption in our provider network
could result in a loss of membership or higher healthcare costs.

Approximately 30% and 29% of both our Medicare Advantage members and our total revenue as of and for the six
months ended June 30, 2006 and the combined twelve month period ended December 31, 2005, respectively, were
related to our Texas operations. A significant proportion of our providers in our Texas market are affiliated with
Renaissance Physician Organization, or RPO, a large group of independent physician associations. As of June 30,
2006, physicians associated with RPO served as the primary care physicians for approximately 87% of our members
in our Texas market. Our agreements with RPO generally have a term expiring December 31, 2014, but may be
terminated sooner by RPO for cause or in connection with a change in control of the company that results in the
termination of senior management and otherwise raises a reasonable doubt as to our successor s ability to perform the
agreements. If our Texas HMO subsidiary s agreement with RPO were terminated, we would be required to sign direct
contracts with the RPO physicians or additional physicians in order to avoid a material disruption in care of our
Houston-area members. It could take significant time to negotiate and execute direct contracts, and we would be
forced to reassign members to new primary care physicians if all of the current primary care physicians did not sign
direct contracts. This would result in loss of membership assuming that not all members would accept the
reassignment to a new primary care physician. Accordingly, any significant disruption in, or termination of, our
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changes in control of the company could have the effect of delaying or frustrating a potential acquisition or other
change in control of the company.

Recent Challenges Faced by CMS and Our Plans Information and Reporting Systems Related to Implementation
of Part D May Continue to Disrupt or Adversely Affect Our Plans.

As aresult in part of the implementation of Part D, in early 2006 CMS s information and reporting systems generated
confusing and, we believe in some cases, erroneous membership and payment reports concerning Medicare eligibility
and enrollment. These developments caused our plans to experience short-term disruptions in their operations and
challenged our information and communications systems. The enrollment errors also caused significant confusion
among Medicare beneficiaries as to their participation in our or others Medicare Advantage plans. Moreover, we
experienced a reallocation of administrative resources and incurred unanticipated administrative expenses dealing with
this confusion. Although we believe these conditions have improved, there can be no assurance that the confusion,
systems failures, and mistaken membership and payment reports will not continue to disrupt or adversely affect our
plans relationships with our members or our results of operations.

CMS s Recently Announced Plan-to-Plan Reconciliation Process May Not Result in the
Recovery of Non-Member Medical Expenses Borne by the Company.

We have incurred Part D medical expenses on behalf of Medicare beneficiaries who were not members of our PDPs.
CMS has established a plan-to-plan, or P2P, reconciliation process for dates of service between January 1 and

April 30, 2006 to address this condition and provide a means for reimbursement of some or all of these costs by the
plan receiving premiums for these beneficiaries. Based on preliminary exchanges of data files between managed care
plans, we estimate that we have incurred approximately $8.5 million of costs that are potentially recoverable under the
current P2P reconciliation process. The P2P reconciliation process is specific regarding the format for the submission
of data files. We currently estimate that, of the $8.5 million in total drug costs mentioned above, we currently have
data files in the format prescribed by CMS to support claims of approximately $5.0 million. We have also received
preliminary claims data (which may or may not be supportable in the CMS-prescribed data format) from other plans
aggregating approximately $2.7 million. In connection with this process, we estimated and recorded a net receivable
as of June 30, 2006 of $3.8 million and reduced medical expenses during the quarter ended June 30, 2006 by the same
amount.

Although we are participating in the P2P reconciliation process, there can be no assurance that the CMS process will
result in the recovery by us of any amounts payable to us on behalf of members of other plans or that we will not
receive claims for reimbursement from other plans. Moreover, although we continue to develop files to support
additional P2P reconciliation claims, there is no assurance that we will be able to produce complete files in the
prescribed CMS format. Ultimate resolution of the P2P reconciliation process could result in adjustments, up or down,
to the net amount currently estimated and recoverable.

We Rely on the Accuracy of Lists Provided by CMS Regarding the Eligibility of a Person to Participate in Our
Plans, and Any Inaccuracies in Those Lists Could Cause CMS to Recoup Premium Payments From Us with
Respect to Members Who Turn Out Not to be Ours, Which Could Reduce Our Revenue and Profitability.

Premium payments that we receive from CMS are based upon eligibility lists produced by federal and local
governments. From time to time, CMS requires us to reimburse them for premiums that we received from CMS based
on eligibility and dual eligibility lists that CMS later discovers contained individuals who were not in fact residing in
our service areas or eligible for any government-sponsored program or were eligible for a different premium category
or a different program. We may have already provided services to these individuals. In addition to recoupment of
premiums previously paid,
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we also face the risk that CMS could fail to pay us for members for whom we are entitled to payment. Our
profitability would be reduced as a result of such failure to receive payment from CMS if we had made related
payments to providers and were unable to recoup such payments from them.

Outsourced Service Providers May Make Mistakes and Subject Us to Financial Loss or Legal Liability.

We outsource certain of the functions associated with the provision of managed care and management services. The
service providers to whom we outsource these functions could inadvertently or incorrectly adjust, revise, omit or
transmit the data with which we provide them in a manner that could create inaccuracies in our risk adjustment data,
cause us to overstate or understate our revenue, cause us to authorize incorrect payment levels to members of our
provider networks, or violate certain laws and regulations, such as HIPAA.

We May Be Unsuccessful in Implementing Our Growth Strategy If We Are Unable to Complete Acquisitions on
Favorable Terms or Integrate the Businesses We Acquire into Our Existing Operations, or If We Are Unable to
Otherwise Expand into New Service Areas in a Timely Manner in Accordance with Our Strategic Plans.

Depending on acquisition, expansion, and other opportunities, we expect to continue to increase our membership and
to expand to new service areas within our existing markets and in other markets. Opportunistic acquisitions of contract
rights and other health plans are an important element of our growth strategy. We may be unable to identify and
complete appropriate acquisitions in a timely manner and in accordance with our or our investors expectations for
future growth. The market price of businesses that operate Medicare Advantage plans has generally increased
recently, which may increase the amount we are required to pay to complete future acquisitions. Some of our
competitors have greater financial resources than we have and may be willing to pay more for these businesses. In
addition, we are generally required to obtain regulatory approval from one or more state agencies when making
acquisitions, which may require a public hearing, regardless of whether we already operate a plan in the state in which
the business to be acquired is located. We may be unable to comply with these regulatory requirements for an
acquisition in a timely manner, or at all. Moreover, some sellers may insist on selling assets that we may not want,
including commercial lines of business, or transferring their liabilities to us as part of the sale of their companies or
assets. Even if we identify suitable acquisition targets, we may be unable to complete acquisitions or obtain the
necessary financing for these acquisitions on terms favorable to us, or at all.

To the extent we complete acquisitions, we may be unable to realize the anticipated benefits from acquisitions because
of operational factors or difficulties in integrating the acquisitions with our existing businesses. This may include the
integration of:

additional employees who are not familiar with our operations;

new provider networks, which may operate on terms different from our existing networks;

additional members, who may decide to transfer to other healthcare providers or health plans;

disparate information technology, claims processing, and record keeping systems; and

accounting policies, including those that require a high degree of judgment or complex estimation processes,

including estimates of IBNR claims, accounting for goodwill, intangible assets, stock-based compensation, and

income tax matters.

For all of the above reasons, we may not be able to successfully implement our acquisition strategy. Furthermore, in
the event of an acquisition or investment, we may issue stock that would dilute existing stock ownership, incur debt
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business, experience risks associated with entering markets in which we have no or limited prior experience, or lose
key employees from the acquired entities.

Additionally, we are likely to incur additional costs if we enter new service areas or states where we do not currently
operate, which may limit our ability to expand to, or further expand in, those areas. Our rate of expansion into new
geographic areas may also be limited by:

the time and costs associated with obtaining an HMO license to operate in the new area or expanding our
licensed service area, as the case may be;

our inability to develop a network of physicians, hospitals, and other healthcare providers that meets our
requirements and those of the applicable regulators;

competition, which could increase the costs of recruiting members, reduce the pool of available members, or
increase the cost of attracting and maintaining our providers;

the cost of providing healthcare services in those areas;
demographics and population density; and
the new annual enrollment period and lock-in provisions of the MMA.

Our Acquisition of AHC is Subject to Regulatory Approval and Additional Due Diligence and May Not be
Consummated on the Terms Agreed or At All

In addition to the normal risks associated with acquiring another company and integration of that company s operations
with those of HealthSpring, the consummation of our announced agreement to acquire AHC is subject to a number of
other risks and uncertainties, including:

the federal and Florida regulatory approval processes and the termination of CMS marketing and enrollment
sanctions on AHC s operations;

our ability to identify and manage risks and potential liabilities in our due diligence review of the books,
records, and operations of AHC and its affiliates, including existing disputes and other contingent liabilities
associated with the operation of AHC and its affiliated medical clinics;

AHC s and the clinics claims files, and the adequacy and accuracy of the support for AHC s current risk scores;
our inexperience in the Florida market in general and with AHC s provider network in particular; and

if we do not exercise our option to purchase AHC s affiliated medical clinics, the ability of the AHC affiliates
to operate the medical clinics in accordance with the agreements between AHC and the medical clinics.

In connection with our due diligence review of AHC and its affiliates, we have recently identified certain areas of
concern relating to AHC and its affiliates, including the medical clinics. We have made AHC aware of these concerns.
Our and AHC s review of these issues is in the preliminary stages and there is no definitive timetable for resolving
these issues. We previously anticipated that the acquisition would close near the end of the third quarter or the
beginning of the fourth quarter of 2006. Because of these recent developments, however, no assurance can be given
that our acquisition of AHC will be completed at all or, if it is completed, when the acquisition would close or whether
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Negative Publicity Regarding the Managed Healthcare Industry Generally or Us in Particular Could Adversely
Affect Our Results of Operations or Business.

Negative publicity regarding the managed healthcare industry generally or us in particular may result in increased
regulation and legislative review of industry practices that further increase our costs of doing business and adversely
affect our results of operations by:

requiring us to change our products and services;

increasing the regulatory burdens under which we operate;
adversely affecting our ability to market our products or services; or
adversely affecting our ability to attract and retain members.

We Are Dependent Upon Our Executive Officers, and the Loss of Any One or More of These Officers and Their
Managed Care Expertise Could Adversely Affect Our Business.

Our operations are highly dependent on the efforts of Herbert A. Fritch, our President and Chief Executive Officer,
and certain other senior executives who have been instrumental in developing our business strategy and forging our
business relationships. Although certain of our executives, including Mr. Fritch, have entered into employment
agreements with us, these agreements may not provide sufficient incentives for those executives to continue their
employment with us. The loss of the leadership, knowledge, and experience of Mr. Fritch and our other executive
officers could adversely affect our business. J. Murray Blackshear, our Executive Vice President and President

Tennessee Division and Pasquale R. Pingitore, M.D., our Senior Vice President and Chief Medical Officer have each
informed us that they intend to retire effective December 31, 2006. There can be no assurance that we will be able to
replace any of our executive officers with persons of comparable experience and ability, and it may take an extended
period of time to replace them because a limited number of individuals in the managed care industry have the breadth
and depth of skills and experience of our executive officers. We do not currently maintain key-man life insurance on
any of our executive officers.

Violation of the Laws and Regulations Applicable to Us Could Expose Us to Liability, Reduce Our Revenue and
Profitability, or Otherwise Adversely Affect Our Operations and Operating Results.

The federal and state agencies administering the laws and regulations applicable to us have broad discretion to enforce
them. We are subject, on an ongoing basis, to various governmental reviews, audits, and investigations to verify our
compliance with our contracts, licenses, and applicable laws and regulations. An adverse review, audit, or
investigation could result in any of the following:

loss of our right to participate in the Medicare program;

loss of one or more of our licenses to act as an HMO or third party administrator or to otherwise provide a
service;

forfeiture or recoupment of amounts we have been paid pursuant to our contracts;
imposition of significant civil or criminal penalties, fines, or other sanctions on us and our key employees;

damage to our reputation in existing and potential markets;
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inability to obtain approval for future products and services, geographic expansions, or acquisitions.
The U.S. Department of Health and Human Services Office of the Inspector General, Office of Audit Services, or
OIG, is conducting a national review of Medicare Advantage plans to determine whether they used payment increases

consistent with the requirements of the MMA. Under the MMA,
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when a Medicare Advantage plan receives a payment increase, it must reduce beneficiary premiums or cost sharing,
enhance benefits, put additional payment amounts in a benefit stabilization fund, or use the additional payment
amounts to stabilize or enhance access. We cannot assure you that the findings of an audit or investigation of our
business would not have an adverse effect on us or require substantial modifications to our operations. In addition,
private citizens, acting as whistleblowers, are entitled to bring enforcement actions under a special provision of the
federal False Claims Act.

Claims Relating to Medical Malpractice and Other Litigation Could Cause Us to Incur Significant Expenses.

From time to time, we are party to various litigation matters, some of which seek monetary damages. Managed care
organizations may be sued directly for alleged negligence, including in connection with the credentialing of network
providers or for alleged improper denials or delay of care. In addition, Congress and several states have considered or
are considering legislation that would expressly permit managed care organizations to be held liable for negligent
treatment decisions or benefits coverage determinations. Of the states in which we currently operate, only Texas has
enacted legislation relating to health plan liability for negligent treatment decisions and benefits coverage
determinations. In addition, our providers involved in medical care decisions may be exposed to the risk of medical
malpractice claims. Some of these providers do not have malpractice insurance. Although our network providers are
independent contractors, claimants sometimes allege that a managed care organization should be held responsible for
alleged provider malpractice, particularly where the provider does not have malpractice insurance, and some courts
have permitted that theory of liability.

Similar to other managed care companies, we may also be subject to other claims of our members in the ordinary
course of business, including claims of improper marketing practices by our independent and employee sales agents
and claims arising out of decisions to deny or restrict reimbursement for services.

We cannot predict with certainty the eventual outcome of any pending litigation or potential future litigation, and we
cannot assure you that we will not incur substantial expense in defending future lawsuits or indemnifying third parties
with respect to the results of such litigation. The loss of even one of these claims, if it results in a significant damage
award, could have a material adverse effect on our business. In addition, our exposure to potential liability under
punitive damage or other theories may significantly decrease our ability to settle these claims on reasonable terms.

We maintain errors and omissions insurance and other insurance coverage that we believe are adequate based on
industry standards. Potential liabilities may not be covered by insurance, our insurers may dispute coverage or may be
unable to meet their obligations, or the amount of our insurance coverage and/or related reserves may be inadequate.
We cannot assure you that we will be able to obtain insurance coverage in the future, or that insurance will continue to
be available on a cost-effective basis, if at all. Moreover, even if claims brought against us are unsuccessful or without
merit, we would have to defend ourselves against such claims. The defense of any such actions may be
time-consuming and costly and may distract our management s attention. As a result, we may incur significant
expenses and may be unable to effectively operate our business.

The Inability or Failure to Properly Maintain Effective and Secure Management Information Systems,
Successfully Update or Expand Processing Capability, or Develop New Capabilities to Meet Our Business Needs
Could Result in Operational Disruptions and Other Adverse Consequences.

Our business depends significantly on effective and secure information systems. The information gathered and
processed by our management information systems assists us in, among other things, marketing and sales tracking,
underwriting, billing, claims processing, medical management, medical care cost and utilization trending, financial
and management accounting, reporting, planning and analysis and e-commerce. These systems also support on-line
customer service functions, provider and
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member administrative functions and support tracking and extensive analyses of medical expenses and outcome data.
These information systems and applications require continual maintenance, upgrading and enhancement to meet our
operational needs and handle our expansion and growth. Any inability or failure to properly maintain management
information systems, successfully update or expand processing capability or develop new capabilities to meet our
business needs in a timely manner, could result in operational disruptions, loss of existing customers, difficulty in
attracting new customers or in implementing our growth strategies, disputes with customers and providers, regulatory
problems, increases in administrative expenses, loss of our ability to produce timely and accurate reports and other
adverse consequences. To the extent a failure in maintaining effective information systems occurs, we may need to
contract for these services with third-party management companies, which may be on less favorable terms to us and
significantly disrupt our operations and information flow.
Furthermore, our business requires the secure transmission of confidential information over public networks. Because
of the confidential health information we store and transmit, security breaches could expose us to a risk of regulatory
action, litigation, possible liability and loss. Our security measures may be inadequate to prevent security breaches,
and our business operations and profitability would be adversely affected by cancellation of contracts, loss of
members and potential criminal and civil sanctions if they are not prevented.
Risks Related to the Offering

Market Volatility May Affect Our Stock Price and the Value of Your Investment Following this Offering.
The market prices for securities of managed care companies in general have been volatile and may continue to be
volatile in the future. The following factors, in addition to other risk factors described herein, may have a significant
impact on the market price of the common stock:

Medicare budget decreases or changes in Medicare premium levels or reimbursement methodologies;

regulatory or legislative changes;

changes in expectations of our future membership growth or future financial performance or changes in
financial estimates, if any, of public market analysts;

expectations regarding increases or decreases in medical claims and medical care costs;

adverse publicity regarding HMOs, other managed care organizations and health insurers in general;
government action regarding Medicare eligibility;

the termination of any of our material contracts;

announcements relating to our business or the business of our competitors;

conditions generally affecting the managed care industry or our provider networks;

the success of our operating or growth strategies;

the operating and stock price performance of other comparable companies;

sales of large blocks of the common stock;
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The stock markets in general, and the markets for healthcare stocks in particular, have experienced substantial
volatility that has often been unrelated to the operating performance of particular companies. These broad market
fluctuations may adversely affect the trading price of the common stock. In the past, class action litigation has often
been instituted against companies whose securities have experienced periods of volatility in market price. Any such
litigation brought against us could result in substantial costs and divert management s attention and resources, which
could hurt our business, operating results, and financial condition.

If We Are Unable to Implement Effective Internal Controls Over Financial Reporting, Investors Could Lose
Confidence in the Reliability of Our Financial Statements, Which Could Result in a Decrease in the Price of the
Common Stock.

As a result of our recently completed IPO, we are required to enhance and test our financial, internal, and management
control systems to meet obligations imposed by the Sarbanes-Oxley Act of 2002. We are working with our
independent legal, accounting, and financial advisors to identify those areas in which changes should be made to our
financial and management control systems. These areas include corporate governance, corporate control, internal
audit, disclosure controls and procedures and financial reporting and accounting systems. Consistent with the
Sarbanes-Oxley Act and the rules and regulations of the Securities and Exchange Commission, management s
assessment of our internal controls over financial reporting and the audit opinion of the Company s independent
registered accounting firm as to the effectiveness of our controls will be first required in connection with the filing of
our Annual Report on Form 10-K for the year ending December 31, 2007. If we are unable to timely identify,
implement, and conclude that we have effective internal controls over financial reporting or if our independent
auditors are unable to conclude that our internal controls over financial reporting are effective, investors could lose
confidence in the reliability of our financial statements, which could result in a decrease in the value of the common
stock. Our assessment of our internal controls over financial reporting may also uncover weaknesses or other issues
with these controls that could also result in adverse investor reaction. These results may also subject us to adverse
regulatory consequences.

Under Our Amended and Restated Certificate Of Incorporation, GTCR and Other Non-Employee Directors Will
Not Have Any Duty to Refrain From Engaging Directly or Indirectly in the Same or Similar Business Activities or
Lines of Business That We Do, Which May Result in the Company Not Having the Opportunity to Pursue a
Corporate Opportunity That May Have Been Appropriate or Beneficial for the Company to Undertake.

Under our amended and restated certificate of incorporation, GTCR, the directors, officers, stockholders, members,
managers, employees, and affiliates of GTCR, and our other non-employee directors will not have any duty to refrain
from engaging directly or indirectly in the same or similar business activities or lines of business that we do. In the
event that any GTCR affiliate or entity or non-employee director, as the case may be, acquires knowledge of a
potential transaction or matter which may be a corporate opportunity for itself and us, the GTCR fund or
non-employee director, as the case may be, will not, unless such opportunity has been expressly offered to such person
solely in his capacity as a director of the company, have any duty to communicate or offer such corporate opportunity
to us and may pursue such corporate opportunity for itself or direct such corporate opportunity to another person,
which may result in the company not having the opportunity to pursue a corporate opportunity that may have been
appropriate or beneficial for us to undertake. See Description of Capital Stock Corporate Opportunities and
Transactions with GTCR.
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State Insurance Laws and Anti-takeover Provisions in Our Organizational Documents Could Make an Acquisition
of Us More Difficult and May Prevent Attempts by Our Stockholders to Replace or Remove Our Current
Management.

Provisions of state laws and in our amended and restated certificate of incorporation and our second amended and
restated bylaws may delay or prevent an acquisition of us or a change in our management or similar change in control
transaction, including transactions in which stockholders might otherwise receive a premium for their shares over then
current prices or that stockholders may deem to be in their best interests. In addition, these provisions may frustrate or
prevent any attempts by our stockholders to replace or remove our current management by making it more difficult for
stockholders to replace members of our board of directors. Because our board of directors is responsible for
appointing the members of our management team, these provisions could in turn affect any attempt by our
stockholders to replace current members of our management team. These provisions of our organizational documents
provide, among other things, that:

special meetings of our stockholders may be called only by the chairman of the board of directors, our chief
executive officer or by the board of directors pursuant to a resolution adopted by a majority of the directors;

any stockholder wishing to properly bring a matter before a meeting of stockholders must comply with
specified procedural and advance notice requirements;

actions taken by the written consent of our stockholders require the consent of the holders of at least 662/3% of
our outstanding shares;

our board of directors is classified into three classes, with each class serving a staggered three-year term;

the authorized number of directors may be changed only by resolution of the board of directors;

our second amended and restated bylaws and certain sections of our amended and restated certificate of

incorporation relating to anti-takeover provisions may generally only be amended with the consent of the

holders of at least 662/3% of our outstanding shares;

directors may be removed other than at an annual meeting only for cause;

any vacancy on the board of directors, however the vacancy occurs, may only be filled by the directors; and

our board of directors has the ability to issue preferred stock without stockholder approval.
See also, Description of Capital Stock Anti-Takeover Provisions of our Certificate of Incorporation and Bylaws.
Additionally, the insurance company laws and regulations of the jurisdictions in which we operate restrict the ability
of any person to acquire control of an insurance company, including an HMO, without prior regulatory approval.
Under certain of those statutes and regulations, without such approval or an exemption therefrom, no person may
acquire any voting security of a domestic insurance company, including an HMO, or an insurance holding company
that controls a domestic insurance company or HMO, if as a result of such transaction such person would own more
than a specified percentage, such as 5% or 10%, of the total stock issued and outstanding of such insurance company
or HMO, or, in some cases, more than a specified percentage of the issued and outstanding shares of an insurance

holding company. HealthSpring is an insurance holding company for purposes of these statutes and regulations.
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Future Sales of the Common Stock Could Lower the Market Price of Our Common Stock.

After this offering, we will have outstanding 57,234,008 shares of common stock, substantially all of which, other
than as set forth below, can be sold in the open market. Each of our executive officers and directors and each of the
selling stockholders, who in the aggregate will own 14,556,072 shares of common stock following this offering
(13,206,072 shares assuming the underwriters option to purchase an additional 1,350,000 shares of common stock has
been exercised) have agreed, subject to specified exceptions, that without the prior written consent of each of
Goldman, Sachs & Co., Citigroup Global Markets Inc., and UBS Securities LLC, they will not, directly or indirectly,
sell, offer, contract to sell, transfer the economic risk of ownership in, make any short sale, pledge or otherwise
dispose of any shares of our capital stock or any securities convertible into or exchangeable or exercisable for or any
other rights to purchase or acquire our capital stock for a period of 90 days from the date of this prospectus. Each of
Goldman, Sachs & Co., Citigroup Global Markets Inc., and UBS Securities LLC, may, in their sole discretion, permit
early release of shares subject to the lock-up agreements. For a further description of the lock-up arrangements and the
eligibility of shares for sale into the public market following this offering, see Shares Eligible for Future Sale
Lock-Up Agreements and Underwriting.

Shares of common stock that are authorized for issuance under our 2006 equity incentive plan and shares issuable
upon the exercise of options outstanding under our 2005 stock option plan can be freely sold in the public market
upon issuance, subject to the lock-up agreements referred to above, applicable vesting restrictions and the restrictions
imposed on our affiliates under Rule 144. Additionally, the shares issued pursuant to restricted stock purchase
agreements described elsewhere in this prospectus will be eligible for sale subject to the 90 day lock-up period
described above and applicable transfer restrictions.

In addition, after this offering, subject to specified conditions and limitations, certain of our existing stockholders
holding an aggregate of 14,936,556 shares of common stock will be entitled to registration rights pursuant to a
registration rights agreement as further described under Description of Capital Stock Registration Rights. In the
future, we may issue additional shares, including options, warrants, preferred stock, or other convertible securities, to
our employees, directors, consultants, business associates, acquired entities and/or their equityholders, or other
strategic partners, or in follow-on public and/or private offerings to raise additional capital or for other purposes. Due
to these factors, sales of a substantial number of shares of the common stock in the public market could occur at any
time. These sales could reduce the market price of the common stock.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus contains forward-looking statements. The forward-looking statements are contained primarily in the

sections entitled Prospectus Summary, Risk Factors, = Management s Discussion and Analysis of Financial Condition

and Results of Operations and Business. These statements involve known and unknown risks, uncertainties and other

factors that may cause our actual results, performance or achievements to be materially different from any future

results, performances or achievements expressed or implied by the forward-looking statements. In some cases, you

can identify forward-looking statements by terms including anticipates, believes, could, estimates, expects, int
may, plans, potential, predicts, projects, should, will, would, and similar expressions intended to identi

forward-looking statements. Forward-looking statements reflect our current views with respect to future events and

are based on assumptions and subject to risks and uncertainties.

Governmental action or business conditions could result in premium revenues not increasing to offset increases in
medical expenses and other operating expenses. Once set, premiums are generally fixed for one year periods and,
accordingly, unanticipated costs during these periods cannot be recovered through higher premiums. Furthermore, if
we are unable to accurately estimate incurred but not reported medical expenses, our profitability may be affected.
Due to these and the factors and risks described above, no assurance can be given with respect to our future premium
levels or our ability to control our future medical expenses.

Additionally, from time to time, legislative and regulatory proposals have been made at the federal and state
government levels related to the healthcare system, including but not limited to limitations on managed care
organizations, including benefit mandates, and reform of the Medicare program. Such legislative and regulatory action
could have the effect of reducing the premiums paid to us pursuant to the Medicare program or increasing our medical
expenses. We are unable to predict the specific content of any future legislation, action or regulation that may be
enacted or when any such future legislation or regulation will be adopted. Therefore, we cannot predict accurately the
effect of such future legislation, action or regulation on our business.
Our results of operations and projections of future earnings also depend in large part on accurately predicting and
effectively managing medical expenses and other operating expenses. A variety of factors may in the future affect our
ability to control our medical expenses and other operating expenses, including:

competition;

changes in healthcare practices;

changes in laws and regulations or interpretations thereof;

the expiration, cancellation or suspension of our contracts by CMS;

the loss of our federal or state certifications to operate our health plans;

inflation;

provider and facility contract changes;

new technologies;
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unforeseen expenses related to providing prescription drug benefits;

the loss of members from our Medicare Advantage plans who intentionally or inadvertently choose a
competitor s stand-alone prescription drug plans;

our ability to successfully implement our disease management and utilization management programs;
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major epidemics; and

disasters and numerous other factors affecting the delivery and cost of healthcare, including major healthcare
providers inability to maintain their operations.

We discuss many of the foregoing risks in this prospectus in greater detail under the heading Risk Factors. Given
these uncertainties, you should not place undue reliance on these forward-looking statements. Also, forward-looking
statements represent our estimates and assumptions only as of the date of this prospectus. You should read this
prospectus and the documents that we reference in this prospectus and have filed as exhibits to the registration
statement of which this prospectus is a part completely and with the understanding that our actual future results may
be materially different from what we expect. Except as required by law, we assume no obligation to update these
forward-looking statements publicly, or to update the reasons actual results could differ materially from those
anticipated in these forward-looking statements, even if new information becomes available in the future.
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RECAPITALIZATION

HealthSpring, Inc. was formed in October 2004 in connection with a recapitalization transaction, which was
accounted for using the purchase method, involving the company, our predecessor NewQuest, LLC, its members,
GTCR Golder Rauner II, L.L.C., a private equity firm, and its related funds, or the GTCR Funds, and certain other
investors and lenders. The recapitalization was completed in March 2005. Prior to the recapitalization, NewQuest,
LLC was owned 43.9% by officers and employees of NewQuest, LLC, 38.2% by non-employee directors of
NewQuest, LLC, and 17.9% by outside investors.

In connection with the recapitalization, the company, NewQuest, LLC, the members of NewQuest, LLC, the GTCR
Funds, and certain other investors entered into a purchase and exchange agreement and other related agreements
pursuant to which the GTCR Funds and other investors purchased an aggregate of 136,072 shares of our preferred
stock and 18,237,587 shares of the common stock for an aggregate purchase price of $139.7 million. The members of
NewQuest, LLC exchanged their ownership interests in NewQuest, LLC for an aggregate of $295.4 million in cash
(including $17.2 million placed in escrow to secure contingent post-closing indemnification liabilities), 91,082 shares
of our preferred stock and 12,207,631 shares of the common stock. In addition, upon the closing of the
recapitalization, we issued an aggregate of 1,286,250 shares of restricted common stock to our employees for an
aggregate purchase price of $257,250. We used the proceeds from the sale of preferred stock and common stock and
$200 million of borrowings under a senior credit facility and senior subordinated notes to fund the cash payments to
the members of NewQuest, LLC and to pay expenses and make other payments relating to the transaction. These
borrowings were repaid in full in connection with our IPO in February 2006. Following the recapitalization, we were
owned 55.1% by the GTCR Funds, 28.7% by our executive officers and employees, and 16.2% by outside investors,
including one of our non-employee directors. See Certain Relationships and Related Transactions for additional
information with respect to the recapitalization. In connection with the IPO, the GTCR Funds sold 11,020,000 shares
of common stock, thereby reducing their ownership to 23.9% of our outstanding common stock. Following this
offering, the GTCR Funds will own approximately 9.0% of our outstanding shares of common stock, or
approximately 6.7% if the underwriters exercise their option to purchase an additional 1,350,000 shares of common
stock.

Prior to the recapitalization, approximately 15% of the ownership interests in our Tennessee subsidiaries,
HealthSpring Management, Inc. and HealthSpring USA, LLC, and approximately 27% of the membership interests of
our Texas HMO subsidiary, Texas HealthSpring, LLC, were owned by minority investors. As part of the
recapitalization, we purchased all of the minority interests in our Tennessee subsidiaries for an aggregate
consideration of approximately $27.5 million and a portion of the membership interests held by the minority investors
in Texas HealthSpring, LLC for aggregate consideration of approximately $16.8 million. Following the purchase, the
outside investors in Texas HealthSpring, LLC owned an approximately 9% ownership interest. In June 2005, Texas
HealthSpring, LLC completed a strategic private placement pursuant to which it issued new membership interests to
existing and new investors, primarily physicians affiliated with RPO. Following this private placement, the minority
investors owned an approximately 15.9% interest in Texas HealthSpring, LLC, which interest was exchanged, without
additional consideration, for 2,040,194 shares of the common stock immediately prior to the completion of our IPO in
February 2006 in accordance with the organizational documents of Texas HealthSpring, LLC. Certain of these former
minority owners in Texas HealthSpring, LLC are selling shares of common stock in this offering. See Principal and
Selling Stockholders.
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USE OF PROCEEDS

All the shares of common stock in this offering are being sold by the selling stockholders. We will not receive any of
the proceeds from the sale of common stock by the selling stockholders.

PRICE RANGE OF COMMON STOCK

The common stock has traded on the New York Stock Exchange under the symbol HS since our IPO on February 3,
2006. The company and the GTCR Funds sold shares of common stock in the TPO at a price per share of $19.50. Prior
to the IPO, there was no public market for the common stock. The following table sets forth, for each of the periods
listed, the high and low closing sales prices of the common stock, as reported by the New York Stock Exchange.

High Low
2006
First Quarter ended March 31, 2006 $ 23.63 $ 17.50
Second Quarter ended June 30, 2006 $ 18.96 $ 15.66
Third Quarter (through September 25, 2006) $ 22.30 $ 17.46

The last reported sale price of the common stock on the New York Stock Exchange on September 25, 2006 was
$20.27 per share. As of September 25, 2006, there were approximately 255 holders of record of the common stock.

DIVIDEND POLICY

We have never declared or paid any cash dividends on the common stock. Our predecessor, which was a pass-through
entity for tax purposes, made distributions to its members in the aggregate amount of $19.5 million in 2004. We
currently intend to retain any future earnings to fund the operation, development, and expansion of our business, and
therefore we do not anticipate paying cash dividends in the foreseeable future. Furthermore, our senior revolving
credit facility limits our ability to declare cash dividends on the common stock. As a holding company, our ability to
pay dividends is also dependent on the availability of cash dividends from our regulated HMO subsidiaries, which are
restricted by the laws of the states in which we operate, as well as the requirements of CMS relating to the operations
of our Medicare Advantage health plans and PDPs. Any future determination to declare and pay dividends will be at
the discretion of our board of directors, subject to compliance with applicable law and the other limitations described
above.
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SELECTED FINANCIAL DATA AND OTHER INFORMATION

The following tables present selected historical financial data and other information for the company and its
predecessor, NewQuest, LLC. We derived the selected historical statement of income, cash flows, and balance sheet
data as of and for the years ended December 31, 2001, 2002, 2003, 2004, and 2005 and for the period from January 1,
2005 to February 28, 2005 from the audited consolidated financial statements of NewQuest, LLC and the company, as
applicable. The audited consolidated financial statements and the related notes to the audited consolidated financial
statements of NewQuest, LLC and the company as of and for the years ended December 31, 2003, 2004, and 2005
together with the related reports of our independent registered public accounting firm are included elsewhere in this
prospectus. We derived the selected balance sheet data as of February 28, 2005 from the unaudited consolidated
financial statements of NewQuest, LLC. We derived the selected statement of income, cash flows, and balance sheet
data as of and for the periods from March 1, 2005 (the effective date of the recapitalization of NewQuest, LLC) to
June 30, 2005 and from January 1, 2006 to June 30, 2006 from the unaudited consolidated financial statements of the
company. The unaudited consolidated financial statements and the related notes to the unaudited consolidated
financial statements of the company as of and for the period from March 1, 2005 to June 30, 2005 and the six months
ended June 30, 2006 and of NewQuest, LLC as of and for the period from January 1, 2005 to February 28, 2005 are
included elsewhere in this prospectus.

The selected consolidated financial data and other information set forth below should be read in conjunction with the
consolidated financial statements included in this prospectus and the related notes and Management s Discussion and

Analysis of Financial Condition and Results of Operations.
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HealthSpring,
Predecessor Inc. Predecessor
Period Period
from Period from Combined from
Twelve
January 1, March 1, Months January 1,
2005 to 2005 to Ended 2005 to
Year Ended December 31, February 28, December 31, December 31, February 28,
2002(2) 2003(3) 2004(4) 2005(5) 2005(5) 2005(6) 2005(5)

(Dollars in thousands, except share and unit data)

$(8) $ 240,037 § 433,729 § 94,764 % 610,913 $ 705677 $ 94,764
®) 120,877 146,318 20,704 106,168 126,872 20,704
24,939 360,914 580,047 115,468 717,081 832,549 115,468

1,099 11,054 17,919 3,461 16,955 20,416 3,461
78 695 1,449 461 3,337 3,798 461
26,116 372,663 599,415 119,390 737,373 856,763 119,390
®) 187,368 338,632 74,531 478,553 553,084 74,531
®) 104,164 124,743 16,312 90,783 107,095 16,312
12,631 291,532 463,375 90,843 569,336 660,179 90,843
11,133 50,576 68,868 14,667 97,187 111,854 14,667
6,941 4,000 10,941 6,941
24,200
275 2,361 3,210 315 6,990 7,305 315
25 256 214 42 14,469 14,511 42
24,064 344,725 559,867 112,808 691,982 804,790 112,808
4,148 2,058 234 282 282
4,170
10,370 29,996 39,782 6,582 45,673 52,255 6,582
(1,315) (5,519) (6,272) (1,248) (1,979) (3,227) (1,248)
9,055 24,477 33,510 5,334 43,694 49,028 5,334
363 5,417 9,193 2,628 17,144 19,772 2,628
8,692 19,060 24,317 2,706 26,550 29,256 2,706
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8,692 $ 19,060
213§ 4.67
213 $ 4.67
4,078,176 4,078,176
4,078,176 4,078,176
190 $ 3,198
6,569 63,392
(6,123) 42,647
5,748 (11,750)
6,806 $ 101,095
37,559 132,420
4,958 6,175
14,504 22,969

$

$

$
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24,317

5.31

5.31

4,578,176

4,578,176

2,512

24,665

(34,615)
(23,311)

67,834
142,674

5,475
55,435

$

$

$

15,607

27706 % 10,943
0.55
0.55
4,884,196
4,884,196
$ 0.34
$ 0.34
32,173,707
32,215,288
149 § 2,653
14,964 57,139
(5,469) (270,877)(9)
(888) 323,823 (9)
76,441 % 110,085

157,350 591,838

5,358 188,526

58,141 260,544
32

$

$

$

15,607

13,649

2,802

72,103

(276,346)

322,935
110,085
591,838

188,526
260,544

$

$

$

2,706

0.55

0.55

4,884,196

4,884,196

149

14,964

(5,469)
(888)

76,441
157,350

5,358
58,141

6,

$ 3,

32,0609,

32,0609,
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HealthSpring, HealthSpring,
Predecessor Inc. Predecessor Inc.
Period Period Period Period
from from Combined from from
Twelve
January 1, March1, Months January 1, March 1,
2005 to 2005 to Ended 2005 to 2005 to
Year Ended December 31, February 28,December 31, December 31,February 28, June 30,
2001(1) 2002(2) 2003(3) 2004(4) 2005(5) 2005(5) 2005(6) 2005(5) 2005(5)
(Dollars in thousands, except share and unit data)
®) ) 78.06% 78.07% 78.65% 78.33% 78.38% 78.65% 79.78%
®) 8) 86.17% 85.25% 78.79% 85.51% 84.41% 78.79% 85.31%
122.44% 42.63% 13.57% 11.49% 12.28% 13.18% 13.06% 12.28% 12.15%
33,560 47,899 63,792 69,236 101,281 101,281 69,236 78,825
53,605 54,280 48,380 40,523 41,769 41,769 40,523 41,397
(1) On December 21, 2001, the minority shareholders of GulfQuest, LLC, or GulfQuest, converted their 15%

2)

3)

4

&)

interest in GulfQuest into NewQuest, LLC membership units.

In November, 2002, NewQuest, LLC acquired The Oath A Health Plan for Alabama, Inc., subsequently
renamed HealthSpring of Alabama, Inc., an Alabama for-profit HMO.

On April 1, 2003, TennQuest Health Solutions, LL.C, or TennQuest, exercised an option to acquire an additional
33% interest in HealthSpring Management, Inc., or HSMI, from another shareholder of HSMI. As a result of the
acquisition of these shares, the company held 83% of the ownership interests in HSMI and consolidated the
results of the operations of HealthSpring of Tennessee, Inc., or HTI, within the company s operations for the
period from April 1, 2003. Prior to April 1, 2003, the company accounted for its ownership interest in HSMI
under the equity method. On December 19, 2003, HSMI and HealthSpring USA, LLC each redeemed certain of
their outstanding ownership interests, which resulted in the company owning 84.8% of the outstanding
ownership interests of HSMI and HealthSpring USA, LLC at December 31, 2003.

On January 1, 2004, the minority members of TennQuest converted their ownership of TennQuest into 500,000
membership units in NewQuest, LLC, and on February 2, 2004 TennQuest was merged into NewQuest, LLC.
Effective December 31, 2004, holders of phantom membership units in NewQuest, LLC converted their
phantom units into 306,025 membership units of NewQuest, LLC. In connection with the conversion, the
company recognized phantom stock compensation expense of $24.2 million.
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On November 10, 2004, NewQuest, LLC and its members entered into a purchase and exchange agreement with
the company as part of the recapitalization. Pursuant to this agreement and a related stock purchase agreement,
on March 1, 2005, the GTCR Funds and certain other persons contributed $139.7 million of cash to the company
and the members of NewQuest, LLC contributed a portion of their membership units in exchange for preferred
and common stock of the company. Additionally, we entered into a $165.0 million term loan, with an additional
$15.0 million available pursuant to a revolving loan facility, and issued $35.0 million of subordinated notes. We
used the cash contribution and borrowings to acquire the members remaining membership units in NewQuest,
LLC for approximately $295.4 million in cash. The aggregate transaction value for the recapitalization was
$438.6 million, which included $5.3 million of capitalized acquisition related costs and $6.3 million of deferred
financing costs. In addition, NewQuest, LLC incurred $6.9 million of transaction costs which were expensed
during the two-month period ended February 28, 2005 and $0.0 million and $4.0 million of transaction costs that
were expensed during the four-month period ended June 30, 2005 and the ten-month period ended December 31,
2005, respectively. The transactions resulted in the Company recording $323.8 million in goodwill and

$91.2 million in identifiable intangible assets.

The combined financial information for the twelve-month period ended December 31, 2005 includes the results
of operations of NewQuest, LLC for the period from January 1, 2005 through February 28, 2005 and the results
of operations of the company for the period from March 1, 2005 through December 31, 2005. The combined
financial information is for illustrative purposes only, reflects the combination of the two-month period and the
ten-month period to provide a comparison with the prior twelve-month periods reflected in the table, and is not
presented in accordance with GAAP.

The combined financial information for the six months ended June 30, 2005 includes the results of operations of
NewQuest, LL.C for the period from January 1, 2005 through February 28, 2005 and the results of operations of
the company for the period from March 1, 2005 through June 30, 2005. The combined financial information is
for illustrative purposes only, reflects the combination of the two-month period and the four-month period to
provide a comparison with the comparable six-month period in 2006, and is not presented in accordance with
GAAP.

Premium revenues and medical expense are reported in total only and are not separated into Medicare and
commercial for 2001 and 2002 as the company did not report information in this format. As a result, the
company is not able to determine the Medicare and commercial medical loss ratios for 2001 and 2002.

A substantial portion of the cash flows for investing and financing activities for the ten-month period ended
December 31, 2005 relate to the recapitalization. See Recapitalization and Management s Discussion and

Analysis of Financial Condition and Results of Operations The Recapitalization.

The medical loss ratio represents medical expense incurred for plan participants as a percentage of premium
revenue for plan participants.

The selling, general and administrative expense ratio represents selling, general and administrative expenses as a
percentage of total revenue.

At end of each period presented. Data not available for 2001.
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MANAGEMENT S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion and analysis in conjunction with our financial statements and related notes
included elsewhere in this prospectus. This discussion contains forward-looking statements based on our current
expectations that by their nature involve risks and uncertainties. Our actual results and the timing of selected events

could differ materially from those anticipated in these forward-looking statements. Moreover, past financial and

operating performance are not necessarily reliable indicators of future performance and you are cautioned in using our
historical results to anticipate future results or to predict future trends. In evaluating any forward-looking statement,

you should specifically consider the information set forth under the captions Risk Factors and Special Note Regarding
Forward-Looking Statements as well as other cautionary statements contained elsewhere in this prospectus, including
the matters discussed in ~ Critical Accounting Policies and Estimates below.

Overview

We are a managed care organization that focuses primarily on Medicare, the health insurance program for retired
United States citizens aged 65 and older, qualifying disabled persons, and persons suffering from end-stage renal
disease. Medicare is funded by the federal government and administered by CMS. As of June 30, 2006, we owned and
operated Medicare health plans, including stand-alone prescription drug plans, in Tennessee, Texas, Alabama, Illinois,
and Mississippi. For the six months ended June 30, 2006, approximately 87.2% of our total revenue consisted of
premiums we received from CMS pursuant to our Medicare contracts. Although we concentrate on Medicare plans,
we also utilize our infrastructure and provider networks in Tennessee and Alabama to offer commercial health plans to
individuals and employer groups.

On January 1, 2006, we began offering prescription drug benefits in accordance with Medicare Part D to our Medicare
Advantage plan members, in addition to continuing to provide other medical benefits. We sometimes refer to these
plans after January 1, 2006 collectively as Medicare Advantage plans and separately as MA-only (in other words,
without prescription drug benefits) and MA-PD (with prescription drug benefits) plans. On January 1, 2006, we also
began offering prescription drug benefits on a stand-alone basis in accordance with Medicare Part D. We refer to these
as stand-alone PDP or PDP plans. Accordingly, as of January 1, 2006 we began reflecting our membership by
distinguishing between Medicare Advantage and PDP plans and began presenting our financial results, including
premium revenue and medical expense, by distinguishing between Medicare (without Part D) and Part D. We have
filed an application with CMS to expand our stand-alone PDP program on a national basis in 2007.

In February 2006, we completed our initial public offering, or IPO, of common stock. In the IPO we issued

10.6 million shares of common stock at a price of $19.50 per share. We used the net proceeds of the IPO of
approximately $188.8 million to repay all of our outstanding indebtedness, including accrued and unpaid interest and
other expenses related to the [PO. In connection with the IPO, the minority interests in our Texas HMO subsidiary
were exchanged for 2,040,194 shares of the common stock. In addition, as a result of the PO, all of our outstanding
shares of preferred stock and accrued but unpaid dividends automatically converted into shares of common stock at
the IPO price. Upon completion of the IPO, we had approximately 57.3 million shares of common stock outstanding.

Recent Developments

Agreement to Acquire Florida Medicare HMO
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We entered into an agreement in May 2006 to acquire all of the outstanding capital stock of America s Health Choice
Medical Plans, Inc., or America s Health Choice or AHC, a Florida-licensed HMO currently operating Medicare
Advantage health plans in the following seven counties in Florida Brevard, Broward, Indian River, Martin,
Okeechobee, Palm Beach, and St. Lucie. AHC has operated
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under regulatory sanctions issued by CMS in July 2005. Pending administrative review, CMS temporarily lifted
marketing and enrollment restrictions on May 1, 2006. For the three months ended June 30, 2006, we recognized

$0.9 million of fee revenue relating to its management agreement referenced below. For the year ended December 31,
2005, America s Health Choice reported approximately $150.0 million in revenue and, as of June 30, 2006, had
approximately 13,000 enrolled Medicare Advantage members and approximately 800 members in its stand-alone PDP
plan.

Pursuant to the terms of the purchase agreement, we would pay the stockholders of America s Health Choice

$50.0 million in cash, subject to an escrow for balance sheet adjustments and post-closing indemnification obligations,
if any. An affiliate of AHC operates 33 medical clinics in and around the same seven county area, which provide
medical services to AHC members. We also have an option to purchase the assets of the medical clinics in the event
of the closing of the AHC acquisition. The option is exercisable at a formula purchase price subject to a minimum of
$5.0 million. In connection with the agreement, a subsidiary of HealthSpring entered into a separate agreement to
manage the operations of AHC prior to closing the acquisition. The closing of the acquisition is subject to a number of
usual and customary conditions, including the approval of CMS and Florida insurance regulators and our satisfactory
completion of due diligence relating to the operations of AHC and its affiliates.

In connection with our due diligence review of AHC and its affiliates, we have recently identified certain areas of
concern relating to AHC and its affiliates, including the medical clinics. We have made AHC aware of these concerns.
Our and AHC s review of these issues is in the preliminary stages and there is no definitive timetable for resolving
these issues. The acquisition agreement currently provides a general right of termination by either party if its
conditions to closing have not been satisfied by October 31, 2006 and by either party if closing has not occurred by
December 31, 2006. We previously anticipated that the acquisition would close near the end of the third quarter or the
beginning of the fourth quarter of 2006. Because of these recent developments, however, no assurance can be given
that our acquisition of AHC will be completed at all or, if it is completed, when the acquisition would close or whether
the acquisition will be on the terms currently contemplated.

Retroactive Risk Adjustments

In July 2006, we were notified by CMS that our retroactive risk adjustment payment for our Medicare Advantage
plans (not including Part D) through July was approximately $12.6 million, which payment will be reflected as
additional premium in the quarter ending September 30, 2006, in accordance with our policy of recording such
adjustments on an as-received basis. As a result of the risk adjustment payment, we expect a favorable after-tax impact
on net income of approximately $6.3 million after risk sharing with providers and income taxes. In addition, the
impact of the risk adjustments on Medicare Advantage (not including Part D) premiums for the balance of 2006 will
be an increase over year-to-date average premiums of 1.5-2.0% which is similar to the amount of the premium
increase in 2005 relating to the risk adjustment payment. Retroactive risk adjustment payments reflected as additional
premium in the quarter ended September 30, 2005 equaled $8.2 million for the 2005 period through August.
Additionally, we received risk adjustment payments in August 2005 of approximately $1.9 million and $1.1 million
relating to prescription drug benefits provided by our MA-PD and PDP plans, respectively, which payments are
subject to the Part D risk corridor adjustment.

The Recapitalization

HealthSpring, Inc. was formed in October 2004 in connection with a recapitalization transaction, which was
accounted for using the purchase method, involving our predecessor, NewQuest, LLC, its members, the GTCR Funds,
and certain other investors and lenders. The recapitalization was completed on March 1, 2005. Prior to the
recapitalization, NewQuest, LLC was owned 43.9% by our officers and employees, 38.2% by non-management
directors of NewQuest, LLC, and 17.9% by outside investors.
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In connection with the recapitalization, the company, NewQuest, LLC, its members, the GTCR Funds, and certain
other investors entered into a purchase and exchange agreement and other related agreements pursuant to which the
GTCR Funds and certain other investors purchased an aggregate of 136,072 shares of our preferred stock and
18,237,587 shares of the common stock for an aggregate purchase price of $139.7 million. The members of
NewQuest, LLC exchanged or sold their ownership interests in NewQuest, LLC for an aggregate of $295.4 million in
cash (including $17.2 million placed in escrow to secure contingent post-closing indemnification liabilities),

91,082 shares of our preferred stock, and 12,207,631 shares of the common stock. In addition, upon the closing of the
recapitalization, the company issued an aggregate of 1,286,250 shares of restricted common stock to employees of the
company for an aggregate purchase price of $257,250. The company used the proceeds from the sale of preferred and
common stock and $200 million of borrowings under our senior credit facility and senior subordinated notes to fund
the cash payments to the members of NewQuest, LLC and to pay expenses and other payments relating to the
transaction. These borrowings were repaid in full in connection with our IPO in February 2006. Immediately
following the recapitalization, the company was owned 55.1% by the GTCR Funds, 28.7% by our executive officers
and employees, and 16.2% by outside investors, including one of our non-employee directors. In connection with the
IPO, the GTCR Funds sold 11.02 million shares of common stock, thereby reducing their ownership to 23.9% of our
outstanding common stock. Following this offering, the GTCR Funds will own approximately 9.0% of our
outstanding shares of common stock, or approximately 6.7% if the underwriters exercise their option to purchase an
additional 1,350,000 shares of common stock.

Prior to the recapitalization, approximately 15% of the ownership interests in two of our Tennessee management
subsidiaries and approximately 27% of the membership interests of our Texas HMO subsidiary, Texas HealthSpring,
LLC, were owned by outside investors. Contemporaneously with the recapitalization, we purchased all of the minority
interests in our Tennessee subsidiaries for an aggregate consideration of approximately $27.5 million and a portion of
the membership interests held by the minority investors in Texas HealthSpring, LL.C for aggregate consideration of
approximately $16.8 million. Following the purchase, the outside investors in Texas HealthSpring, LLC owned an
approximately 9% ownership interest. In June 2005, Texas HealthSpring completed a private placement pursuant to
which it issued new membership interests to existing and new investors, primarily physicians affiliated with RPO, for
net proceeds of $7.9 million. Following this private placement, and as of December 31, 2005, the outside investors
owned an approximately 15.9% interest in Texas HealthSpring, LLC, which interest was automatically exchanged,
without additional consideration, for 2,040,194 shares of the common stock immediately prior to the IPO. Certain of
these former minority owners in Texas HealthSpring, LLC are selling shares of common stock in this offering. See
Principal and Selling Stockholders.

The recapitalization was accounted for using the purchase method of accounting in accordance with Statement of
Financial Accounting Standards, or SFAS, No. 141, Business Combinations. The aggregate transaction value for the
recapitalization was $438.6 million, which included $5.3 million of capitalized acquisition related costs and

$6.4 million of deferred financing costs. In addition, the company incurred $6.9 million of transaction costs that were
expensed during the two-month period ended February 28, 2005 and $4.0 million of costs that were expensed during
the ten-month period ended December 31, 2005. As a result of the recapitalization, the company acquired

$438.6 million of net assets, including $91.2 million of identifiable intangible assets and goodwill of approximately
$315.1 million. Of the $91.2 million of identifiable intangible assets we recorded, $24.5 million has an indefinite life,
and the remaining $66.7 million is being amortized over periods ranging from two to 15 years.

Basis of Presentation

HealthSpring as it existed prior to the March 1, 2005 recapitalization is sometimes referred to as predecessor. For
purposes of comparing our 2005 six-month results with the comparable 2006
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period, we have combined the results of operations of the predecessor from January 1, 2005 through February 28,
2005 and of the company for March 1, 2005 through June 30, 2005. For purposes of comparing our 2006 six-month
results with the comparable 2005 period and 2005 twelve-month results with the comparable 2004 and 2003 periods,
we have combined the results of operations of the predecessor from January 1, 2005 through February 28, 2005 and of
the company for the period from March 1, 2005 through June 30, 2005 and through December 31, 2005, respectively.
These combined presentations are not in accordance with GAAP; however, we believe they are useful in analyzing
and comparing certain of our operating trends for the six months ended June 30, 2005 and June 30, 2006 and for the
years ended December 31, 2003, 2004 and 2005. The combined and consolidated results of operations include the
accounts of HealthSpring, Inc. and all of its subsidiaries. Significant intercompany accounts and transactions have
been eliminated.

Results of Operations
Revenue

General. Our revenue consists primarily of (i) premium revenue we generate from our Medicare and commercial
lines of business; (ii) fee revenue we receive for management and administrative services provided to independent
physician associations, health plans, and self-insured employers, and for access to our provider networks; and

(iii) investment income.

Premium Revenue. Our Medicare and commercial lines of business include all premium revenue we receive in our
health plans. Our Medicare contracts entitle us to premium payments from CMS, on behalf of each Medicare
beneficiary enrolled in our plans, generally on a per member per month, or PMPM, basis. In our commercial HMOs,
we receive a monthly payment from or on behalf of each enrolled member. In both our commercial and Medicare
plans we recognize premium revenue during the month in which the company is obligated to provide services to an
enrolled member. Premiums we receive in advance of that date are recorded as deferred revenue.

Premiums for our Medicare and commercial products are generally fixed by contract in advance of the period during
which health care is covered. Each of our Medicare plans submits rate proposals to CMS, generally by county or
service area, in June for each Medicare product that will be offered beginning January 1 of the subsequent year.
Retroactive rate adjustments are made periodically with respect to each of our Medicare Advantage plans based on the
aggregate health status and risk scores of our plan populations because they are not estimable. These rate adjustments
are recorded as received. Our commercial premiums are generally fixed for the plan year, in most cases beginning
January 1.

To participate in Part D, we were required to provide written bids to CMS, which among other items, included the
estimated costs of providing prescription drug benefits. Premium payments from CMS are based on these estimated
costs. The amount of CMS payments relating to the Part D standard coverage for our MA-PD and PDP plans is
subject to adjustment, positive or negative, based upon the application of risk corridors that compare our prescription
drug costs in our bids to CMS to our actual prescription drug costs. Variances exceeding certain thresholds may result
in CMS making additional payments to us or our refunding to CMS a portion of the premium payments we previously
received. We estimate and recognize adjustments to premium revenue related to estimated risk corridor payments
based upon our actual prescription drug cost for each reporting period as if the annual contract were to end at the end
of each reporting period.

Certain Part D payments from CMS represent payments for claims we pay for which we assume no risk, including
reinsurance and low-income cost subsidies. We account for these subsidies as funds held for the benefit of members
on our balance sheet and as a financing activity in our statement of cash flows. We do not recognize premium revenue
or claims expense for these subsidies as these amounts represent pass-through payments from CMS to fund

Table of Contents 71



Edgar Filing: HealthSpring, Inc. - Form S-1/A

deductibles, co-payments and other member benefits. We recognize prescription drug costs as incurred, net of rebates
from drug

37

Table of Contents 72



Edgar Filing: HealthSpring, Inc. - Form S-1/A

Table of Contents

companies. We have subcontracted the prescription drug claims administration to a third party pharmacy benefits
manager.

Fee Revenue. Fee revenue includes amounts paid to us for management services provided to independent physician
associations and health plans. Our management subsidiaries typically generate fee revenue on one of three principal
bases: (1) as a percentage of revenue collected by the relevant health plan; (2) as a fixed PMPM payment or
percentage of revenue for members serviced by the relevant independent physician association; or (3) as fees we
receive for offering access to our provider networks and for administrative services we offer to self-insured
employers. Fee revenue is recognized in the month in which services are provided. In addition, pursuant to certain of
our management agreements with independent physician associations, we receive fees based on a share of the profits
of the independent physician associations. To the extent these fees relate to members of our HMO subsidiaries, the
fees are recognized as a credit to medical expense. Management fees calculated based on profits are recognized, as fee
revenue or as a credit to medical expense, if applicable, when we can readily determine that such fees have been
earned, which determination is typically made on a monthly basis.

Investment Income. Investment income consists of interest income and gross realized gains and losses incurred on
short term available for sale and long term held to maturity investments.

Medical Expense

Our largest expense is the cost of medical services we arrange for our members, or medical expense. Medical expense
for our Medicare and commercial plans primarily consist of payments to physicians, hospitals, and other health care
providers for services provided to our Medicare Advantage and commercial members. We generally pay our providers
on one of three bases: (1) fee-for-service contracts based on negotiated fee schedules; (2) capitated arrangements,
generally on a fixed PMPM payment basis, whereby the provider generally assumes some or all of the medical
expense risk; and (3) risk-sharing arrangements, whereby we advance a capitated PMPM amount and share the risk of
the medical costs of our members with the provider based on actual experience as measured against pre-determined
sharing ratios.

One of our primary tools for managing our business and measuring our profitability is our medical loss ratio, or MLR,
the ratio of our medical expenses to the premiums we receive. Changes in the MLR from period to period result from,
among other things, changes in Medicare funding or commercial premiums, changes in benefits offered by our plans,
our ability to manage medical expense, and changes in accounting estimates related to incurred but not reported, or
IBNR, claims. We use MLRs both to monitor our management of medical expenses and to make various business
decisions, including what plans or benefits to offer, what geographic areas to enter or exit, and our selection of
healthcare providers. We analyze and evaluate our Medicare and commercial MLRs separately.
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Percentage Comparisons

The following table sets forth the consolidated and combined statements of income data expressed as a percentage of

revenues for each period indicated.

Revenue:

Premium:
Medicare premiums
Commercial premiums

Total premiums
Fee revenue
Investment income

Total Revenue

Expenses:

Medical expense

Selling, general and administrative expense
Transaction expense

Phantom stock compensation

Depreciation and amortization expense
Interest expense

Total expenses

Equity in earnings of unconsolidated
affiliates

Income before minority interest and
income taxes

Minority interest

Income before income taxes
Income tax expense

Net income
Preferred dividends

Net income available to members or
common stockholders

Table of Contents

Year Ended December 31,
2003 2004 2005
(Combined)
64.4% 72.4% 82.4%
324 24.4 14.8
96.8 96.8 97.2
3.0 3.0 2.4
0.2 0.2 0.4
100.0 100.0 100.0
78.2 77.3 77.0
13.6 11.5 13.1
1.3
4.0
0.6 0.6 0.8
0.1 1.7
92.5 934 93.9
0.6
8.1 6.6 6.1
(1.5) (1.0) 0.4)
6.6 5.6 5.7
1.5 1.5 2.3
5.1 4.1 34
1.8
5.1% 4.1% 1.6%

Six
Months
Ended
June 30,
2005
(Combined)

80.4%
16.5
96.9
2.7
0.4
100.0
77.6
12.2
1.8

0.8
1.5

93.9

6.1
0.4)

5.7
24

33
1.6

1.7%

Six
Months
Ended
June 30,
2006

87.2%
10.2

97.4
1.9
0.7

100.0

79.2
11.2

0.8
1.3

92.5

7.5
7.5
2.8
4.7

0.3

4.4%
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Membership
Our primary source of revenue is monthly premium payments we receive based on membership enrolled in our

managed care plans. The following table summarizes our Medicare Advantage, stand-alone PDP, and commercial
plan membership as of the dates indicated.

December 31, June 30,

2003 2004 2005 2005 2006
Medicare Advantage Membership(1)
Tennessee 25,772 29,862 42,509 35,720 44,814
Texas 15,637 21,221 29,706 25,348 32,225
Alabama 6,490 12,709 24,531 16,014 24,669
Mlinois(2) 4,166 1,743 5,518
Mississippi(3) 369 425
Total 47,899 63,792 101,281 78,825 107,651
Medicare Stand-Alone PDP Membership 88,139
Commercial Membership(4)
Tennessee 32,668 32,139 29,859 29,018 28,810
Alabama 21,612 16,241 11,910 12,379 9,303
Total 54,280 48,380 41,769 41,397 38,113(5)

(1) Includes MA-only and MA-PD membership.
(2) We commenced operations in Illinois in December 2004.
(3) We commenced enrollment efforts in Mississippi in July 2005.

(4) Does not include members of commercial PPOs owned and operated by unrelated third parties that pay us a fee
for access to our contracted provider network.

(5) We expect a decrease of at least 10,000 commercial members beginning January 1, 2007 as a result of the
discontinuation of coverage with two large employers in Tennessee. We also expect a decrease of 5,000
commercial members effective October 1, 2006 as a result of the discontinuation of coverage with a large
employer in Alabama and expect Alabama commercial membership at December 31, 2006 to be under 3,000.

The annual enrollment and lock-in provisions of the Medicare Modernization Act of 2003 took full effect on June 30,
2006. After June 30, generally only seniors turning 65 (so called age-ins ), Medicare beneficiaries who permanently
relocate to another service area, and dual-eligible beneficiaries and others who qualify for special needs plans will be
permitted to enroll in or change Medicare plans. Accordingly, we are currently focusing our sales, marketing, and
enrollment efforts on persons not subject to lock-in.
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Medicare Advantage. Our Medicare Advantage membership increased by 6.3% to 107,651 members at June 30, 2006
as compared to 101,281 members at December 31, 2005. The substantial majority of this increase was attributable to
growth in membership in our existing core markets in Tennessee, Texas, Alabama and Illinois through increased
penetration in existing service areas and geographic expansion into new counties contiguous to existing service areas.

Stand-Alone PDP. Stand-alone PDP membership was 88,139 at June 30, 2006. In connection with the initial
implementation of Part D, effective as of January 1, 2006, HealthSpring received automatic assignments of
approximately 90,000 PDP members. This initial membership declined as many of these auto-assigned members
selected other Medicare plans, including other PDPs. On May 1, 2006, HealthSpring received additional automatic
assignments of approximately 20,000 PDP members.
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Commercial. Our commercial HMO membership declined from 41,769 members at December 31, 2005 to 38,113
members at June 30, 2006, or by 8.8%, primarily as a result of our decision to increase premiums to maintain our
commercial margins and the discontinuance of certain unprofitable customer and provider relationships in Alabama
and Tennessee. We expect a decrease of 5,000 commercial members effective October 1, 2006 as a result of the
discontinuation of coverage with a large employer in Alabama and expect Alabama commercial membership at
December 31, 2006 to be under 3,000. We also expect a decrease of at least 10,000 commercial members beginning
January 1, 2007 as a result of the discontinuation of coverage with two large employers in Tennessee.

Comparison of the Six-Month Period Ended June 30, 2006 to the Combined Six-Month Period Ended June 30,
2005

Revenue

Total revenue was $629.4 million in the six-month period ended June 30, 2006 as compared with $377.6 million for
the same period in 2005, representing an increase of $251.8 million, or 66.7%. The components of revenue were as
follows:

Premium Revenue: Total premium revenue for the six months ended June 30, 2006 was $613.1 million as compared
with $365.8 million in the same period in 2005, representing an increase of $247.4 million, or 67.6%. The components
of premium revenue and the primary reasons for changes were as follows:

Medicare Advantage: Medicare premiums were $451.4 million in the six months ended June 30, 2006 versus

$303.3 million in the prior year, representing an increase of $148.1 million, or 48.8%. The increase in Medicare
Advantage premiums in 2006 is primarily attributable to the 44.0% increase in membership months to 626,469 for the
six months ended June 30, 2006 from 435,155 for the comparable period of 2005. An increase in our average PMPM
premium to $720.60 for the first six months of 2006 from $697.10 for the comparable 2005 period, or by 3.4%, also
contributed to the increase in premium revenue. For the six months ended June 30, 2006, Medicare Advantage
premiums represented 73.6% of total premium revenue and 71.7% of total revenue, as compared with 82.9% and
80.3%, respectively, for the prior year comparable period. This percentage decline is primarily the result of Medicare
Part D premiums that we began receiving as of January 1, 2006.

Medicare Part D: Medicare Part D premiums were $97.6 million in the six months ended June 30, 2006. Our average
PMPM premiums received from CMS were $86.94 for MA-PD members and $104.60 for stand-alone PDP members
for the six months ended June 30, 2006. For the six months ended June 30, 2006, Medicare Part D premiums
represented 15.9% of total premium revenue and 15.5% of total revenue.

Commercial: Commercial premiums were $64.1 million in the six months ended June 30, 2006 as compared with
$62.4 million in the 2005 comparable period, reflecting an increase of $1.7 million, or 2.7%. The increase was
attributable to an average commercial premium increase of approximately 7.6%, offset by the decline in membership.
For the first six months of 2006, commercial premiums represented 10.5% of total premium revenue and 10.2% of
total revenue versus 17.1% and 16.5%, respectively, for the prior year. Because of the expansion of our Medicare
program, continuing Medicare member growth in existing service areas, our decision to exit the individual and small
employer group commercial markets in Alabama, the anticipated loss of a large employer customer in Alabama, and
the implementation of Medicare Part D, we expect commercial premium revenue as a percentage of total premium
revenue and total revenue to continue to decline in the future.

Fee Revenue. Fee revenue was $11.7 million in the first six months of 2006 as compared with $10.3 million in the
comparable period of 2005, representing an increase of $1.4 million, or 13.8%.
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The increase was primarily attributable to the addition of the new management agreement with AHC and growth in
membership, partially offset by decreases in other fee revenue.

Investment Income. Investment income was $4.6 million for the first six months of 2006 versus $1.5 million for the
comparable period of 2005, reflecting an increase of $3.1 million, or 203.9%. The increase is attributable primarily to
an increase in average invested and cash balances, coupled with a higher average yield on these balances.

Medical Expense

Medicare Advantage. Medicare Advantage medical expense for the six months ended June 30, 2006 increased
$113.0 million, or 46.9%, to $353.9 million from $240.9 million for the comparable period of 2005, primarily as a
result of increased membership. For the six months ended June 30, 2006, Medicare Advantage MLR was 78.40%
versus 79.43% for the same period of 2005, although these statistics are not fully comparable as the prior year
comparable period includes prescription drug costs that are now covered by and accounted for in Medicare Part D.
The improvement is primarily attributable to improvements in medical cost trends, a lighter flu season and favorable
prior period reserve developments offset by higher than anticipated medical expense in our Tennessee HMO,
including an accrual of $4.2 million of medical expense (of which $3.8 million was recorded as Medicare medical
expense) in connection with the settlement with a middle Tennessee hospital system. Our Medicare Advantage
medical expense calculated on a PMPM basis was $564.93 for the six months ended June 30, 2006, compared with
$553.68 for 2005, reflecting an increase of 2.03%.

Medicare Part D. Medicare Part D medical expense for the six months ended June 30, 2006 was $88.0 million
reflecting an MLR of 90.16%. Because of the Part D product benefit design, HealthSpring incurs prescription drug
costs unevenly throughout the year, including a disproportionate amount of prescription drug costs in the first half of
the year. Part D expense includes prescription drug costs for members of other Part D plans. These amounts, net of
related drug manufacturers rebates and a $3.8 million receivable for non-member drug costs in connection with CMS s
process for plan-to-plan reconciliation, have been reflected in the statement of income as Part D medical expense.

Commercial. Commercial medical expense increased by $4.5 million, or 8.6%, to $56.4 million for the first six
months of 2006 as compared to $51.9 million for the same period of 2005. The commercial MLR was 87.92% for the
first six months of 2006 as compared with 83.14% in the same period in 2005, an increase of 478 basis points, which
was primarily attributable to an unusually large number of high dollar in-patient cases during the 2006 second quarter
combined with approximately $400,000 accrued on behalf of the commercial line of business relating to the settlement
with the middle Tennessee hospital system discussed above.

Selling, General, and Administrative Expense

SG&A expense for the six months ended June 30, 2006 was $70.6 million as compared with $53.0 million for the
same prior year period, an increase of $17.6 million, or 33.2%. The prior period amount includes transaction expenses
of $6.9 million as incurred in conjunction with the recapitalization.

The increase in SG&A expense was attributable, in part, to an increase in personnel, including increases in corporate
personnel in connection with the IPO and to support the implementation of Part D, increased sales commissions
resulting from the increased membership, the recognition of stock compensation expense in connection with the
adoption of SFAS No. 123R effective as of January 1, 2006 and other spending associated with supporting and
sustaining our membership growth, including expansion into new geographic areas. As a percentage of revenue,
SG&A expense was 11.2% for the first six months of 2006 as compared with 12.2% for the same prior year period.
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Depreciation and Amortization Expense

Depreciation and amortization expense was $4.9 million in the six months ended June 30, 2006 as compared with
$2.9 million in the same combined period of 2005, representing an increase of $2.0 million, or 68.4%. The increase is
primarily attributable to the amortization of identifiable intangible assets recorded in conjunction with the
recapitalization. Amortization related to the recapitalization in the amount of $3.8 million was recorded during the
first six months of 2006 as compared with $1.9 million in the first six months of 2005. Amortization in 2006 includes
approximately $0.8 million as a result of the accelerated write-off of recorded intangibles for customer relationships in
Alabama. We are writing down these intangibles in anticipation of expected decreases in membership in Alabama.

Interest Expense

Interest expense was $8.5 million in the six-month period ended June 30, 2006 as compared with $5.8 million in the
same combined period of 2005. Most of our interest expense in 2006 related to the write-off of deferred financing
costs in the amount of $5.4 million and an early pay-off penalty of $1.1 million related to the payoff of all our
outstanding indebtedness and related accrued interest in February 2006 with proceeds from the IPO. Interest expense
in 2005 related primarily to our indebtedness incurred in connection with the recapitalization.

Minority Interest

Minority interest was $0.3 million in the six months ended 2006 as compared with $1.7 million in the same combined
period of 2005. The change is attributable to the inclusion of minority interest ownership in our Tennessee HMO and
management subsidiaries and a higher minority interest ownership in our Texas HMO subsidiary for the two months
of 2005 prior to the recapitalization. Contemporaneously with the recapitalization, we purchased all of the minority
interests in the Tennessee subsidiaries. In conjunction with the IPO in February 2006, all minority interest ownership
in the Texas HMO subsidiary was exchanged for the common stock.

Income Tax Expense

For the six months ended June 30, 2006, income tax expense was $17.5 million, reflecting an effective tax rate of
37.1%, versus $8.9 million, reflecting an effective tax rate of 41.8%, for the same combined period of 2005. The
higher effective tax rate in 2005 was the result of losses at several of our subsidiaries, which are consolidated for
accounting purposes, not being available for tax purposes given such subsidiaries prior status as pass-through entities
for tax purposes.

Preferred Dividend

In the six months ended June 30, 2006, we accrued $2.0 million of dividends payable on the preferred stock issued in
connection with the recapitalization as compared to a dividend accrued in the same combined period in 2005 of

$6.1 million for the four months following the recapitalization. In February 2006, in connection with the TPO, the

preferred stock and all accrued and unpaid dividends were converted into common stock.

Comparison of the Combined Twelve Month Period Ended December 31, 2005 to the Year Ended
December 31, 2004

Membership

Our Medicare Advantage membership increased by 58.8% to 101,281 members at December 31, 2005 as compared to
63,792 members at December 31, 2004. The substantial majority of this increase was attributable to growth in
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new counties contiguous to existing service areas. Enrollment efforts in our new markets, Illinois and Mississippi,
which commenced in December 2004 and July 2005, respectively, also contributed to the increase. Our commercial
HMO membership declined by 13.7% over the same period, from 48,380 to 41,769, primarily as a result of our
decision to increase premiums to maintain our commercial margins and the discontinuance of certain unprofitable
customer and provider relationships in Alabama and Tennessee.

Revenue

Total revenue was $856.8 million in the combined twelve months of 2005 as compared with $599.4 million for 2004,
representing an increase of $257.4 million, or 42.9%. The components of revenue were as follows:

Premium Revenue. Total premium revenue for the combined twelve months of 2005 was $832.5 million as compared
with $580.0 million in 2004, representing an increase of $252.5 million, or 43.5%. The components of premium
revenue and the primary reasons for changes were as follows:

Medicare: Medicare premiums were $705.7 million in the combined twelve months of 2005 versus $433.7 million in
the prior year, representing an increase of $272.0 million, or 62.7%. The primary factors affecting changes in
Medicare premium revenue include membership (which we measure in member months), premium rates and risk
scores, the geographic mix of our Medicare members, and the mix of our members qualifying as dual-eligibles. The
increase in Medicare premiums in 2005 is primarily attributable to the 46.1% increase in membership months to
996,929 for the combined twelve months of 2005 from 682,331 for the comparable period of 2004. An increase in our
average PMPM premium to $707.85 for the combined twelve months of 2005 from $635.66 for 2004, or by 11.4%,
also contributed to the increase in premium revenue. Approximately $9.8 million, or $9.82 PMPM, of the rate increase
was attributable to retroactive risk payments received from CMS during the combined twelve months ended
December 31, 2005. For the combined twelve months of 2005, Medicare premiums represented 84.8% of total
premium revenue and 82.4% of total revenue as compared with 74.8% and 72.4%, respectively, for the comparable
period of the prior year.

Commercial: Commercial premiums were $126.9 million in the combined twelve months of 2005 as compared with
$146.3 million in 2004, reflecting a decrease of $19.4 million, or 13.3%. The decline in commercial premiums is
attributable to the decline in commercial membership months to 497,973 for the combined twelve month period ended
December 31, 2005 from 614,295 for 2004, or by 18.9%, which was partially offset by average commercial premium
increases of approximately 7.0% over the same period. For the combined twelve months of 2005, commercial
premiums represented 15.2% of total premium revenue and 14.8% of total revenue versus 25.2% and 24.4%,
respectively, for the prior year. Because of our expansion of our Medicare program into Mississippi and new areas in
Tennessee, Texas, and Illinois, continuing Medicare member growth in existing service areas, our recent decision to
exit the individual and small employer group commercial markets in Alabama, and the implementation of Medicare
Part D as of January 1, 2006, we expect commercial premium revenue as a percentage of total premium revenue and
total revenue to continue to decline in the future.

Fee Revenue. Fee revenue was $20.4 million in the combined twelve months of 2005 as compared with $17.9 million
in 2004, representing an increase of $2.5 million, or 13.9%. The increase was primarily attributable to the addition of
a new independent physician association in Tennessee in January 2005, increases in independent physician association
management fees, which are calculated by reference to increased PMPM premiums, and the increase in Medicare
Advantage membership.

Investment Income. Investment income was $3.8 million for the combined twelve months of 2005 versus
$1.4 million for 2004, reflecting an increase of $2.4 million, or 171.4%. The increase is
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attributable primarily to an increase in average invested and cash balances, coupled with a higher average yield on
these balances.

Medical Expense

Medicare medical expense for the combined twelve months ended December 31, 2005 increased $214.5 million, or
63.3%, to $553.1 million from $338.6 million for 2004, primarily as a result of increased membership. Commercial
medical expense decreased by $17.6 million, or 14.2%, to $107.1 million for the combined twelve months of 2005 as
compared to $124.7 million for 2004, primarily as a result of the decrease in commercial membership over the same
period.

For the combined twelve months ended December 31, 2005, the Medicare MLR was 78.38% versus 78.07% for 2004,
reflecting an increase of 31 basis points, which was primarily attributable to general medical cost inflation, higher
Medicare inpatient admissions per thousand, an increase in the average cost per admission, and an increase in benefits,
including implementation of a fitness program in all markets and increased drug benefits in selected markets, offset in
part by favorable Medicare premium rates. Our Medicare medical expense calculated on a PMPM basis was $554.79
for the combined twelve months ended December 31, 2005, compared with $496.29 for 2004, reflecting an increase of
11.8%, which was primarily attributable to a higher mix of dual-eligible beneficiaries in 2005. The commercial MLR
was 84.41% for the combined twelve months of 2005 as compared with 85.25% in 2004, a decrease of 84 basis points,
which was primarily attributable to improvement in commercial premiums and relatively flat cost trends.

Selling, General, and Administrative Expense

Selling, general, and administrative, or SG&A, expense for the combined twelve months ended December 31, 2005
was $111.9 million (not including the $10.9 million of transaction expense described below) as compared with

$68.9 million for the prior year, an increase of $43.0 million, or 62.4%. As a percentage of revenue, SG&A expense
was 13.06% for the combined twelve months of 2005 versus 11.49% for 