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This Annual Report on Form 10-K, including the Mgament’s Discussion and Analysis of Financial Cbadiand Results of
Operations, contains forward-looking statementthiwithe meaning of the Private Securities LitigatReform Act of 1995, that reflect our
views about future events and financial performaki¢een used in this report, the words “may,” “Willshould,” “anticipate,” “estimate,”
“expect,” “plan,” “believe,” “predict,” “potential, “intend” and similar expressions are intendeddientify forward-looking statements.
Forward-looking statements are subject to knownuarchown risks and uncertainties that could cacsgaaresults to differ materially from
those projected. You are cautioned not to placei@mdliance on these forwalabking statements that speak only as of the datedi. You ar
also urged to carefully review and consider theower disclosures made by us which attempt to adriseested parties of the factors which
affect our business, including Exhibit 99 “Risk Eas” filed as an exhibit hereto and incorporatett ithis Form 10-K by reference and our
reports filed with the Securities and Exchange Cdssion from time to time.

References in this Annual Report on Form 10-K éotémm “Anthem Insurance” refer to Anthem Insurai@@mpanies, Inc., an Indiana
insurance company. References to the term “Anthenithe Company” refer to Anthem Insurance anddtsect and indirect subsidiaries
before the demutualization, and to Anthem, Inclnaliena holding company, and its direct and indirsubsidiaries, including Anthem
Insurance, after the demutualization, as the cdmeguires. References to the ter“we,” “our,” or “us,” refer to Anthem, before and &er
the demutualization. The demutualization was consated on November 2, 2001.
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PART |
ITEM 1. BUSINESS.
General Description of Anthem’s Business

We are the fifth largest publicly traded health é&fégs company in the United States, serving appnaxely eleven million members, or
customers, primarily in Indiana, Kentucky, Ohio,mdecticut, New Hampshire, Maine, Colorado, Nevauh\éirginia, excluding the Northern
Virginia suburbs of Washington, D.C. We own thelegive right to market our products and servicésgithe Blue Cros8Blue Shield®, or
BCBS, names and marks in all nine states undandeagreements with the Blue Cross Blue Shield @ason, or BCBSA, an association of
independent BCBS plans. We seek to be a leaderrimdustry by offering a broad selection of fldeiland competitively priced health bene
products.

Our product portfolio includes a diversified mixmfnaged care products, including health maintemanganizations, or HMOs,
preferred provider organizations, or PPOs, andtpfiservice, or POS plans, as well as traditiondémnity products. We also offer a broad
range of administrative and managed care servivgpartially insured products for employer selfded plans. These services and products
include claims processing, stop loss insuranceigaietl services, provider network access, mediosl management and other administrative
services. In addition, we offer our customers savapecialty products including group life and 8itity insurance benefits, pharmacy benefit
management, dental, vision and behavioral healtlefits services. Our products allow our customershibose from a wide array of funding
alternatives. For our insured products, we changeemium and assume all or a majority of the hegdite risk. Under our self-funded and
partially insured products, we charge a fee fovises, and the employer or plan sponsor reimbwsder all or a majority of the health care
costs. Our 2002 operating revenue was 91.9% defieed fully-insured products, while 8.1% was dedvieom administrative services and
other revenues.

Our customer base primarily includes local largaugs (51 or more employees), small groups (on@terdployees) and individuals
(includes individuals under age 65, Medicare Supplet and Medicare + Choice business) each of wdicbunted for 40.6%, 18.7% and
18.0% of our 2002 operating revenue, respectiv@tiier major customer categories include Nationabants, Medicare recipients, federal
employees and other federally funded programs. Weipally market our products through an extensieevork of independent agents and
brokers who are compensated on a commission lmasieW sales and retention of existing business.

Our managed care plans and products are desigreattairage providers and members to participag@atity, cost-effective health
benefit plans by using the full range of our innibx@medical management services, quality initediand financial incentives. Our leading
market shares enable us to realize the long-temaflie of investing in preventive and early deteetprograms. Our ability to provide cost-
effective health benefits products and servicesmtgnced through a disciplined approach to interost containment, prudent management of
our risk exposure and successful integration ofied businesses.

We intend to continue to expand through a comhbnadif organic growth and strategic acquisitionbath existing and new markets. C
growth strategy is designed to enable us to takargdge of the additional economies of scale pexvioy increased overall membership. In
addition, we believe geographic diversity reducgsexposure to local or regional economic, regujagmd competitive pressures and provides
us with increased opportunities for expansion. Wttie majority of our growth has been the resutitidtegic mergers and acquisitions, we
have also achieved growth in our existing markgtproviding excellent service, offering competitiv@riced products and effectively
capturing the brand strength of the Blue CrossBind Shield names and marks.

Anthem, Inc. is an Indiana corporation that wased in July 2001 as a wholly owned subsidiary ofhem Insurance. Anthem, Inc. w
formed in connection with the conversion of Anthersurance from a
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mutual insurance company into a stock insurancepeomin a process called demutualization. The deatization was effective on Novemt
2, 2001, and at that time Anthem Insurance waseaed into a stock insurance company and becantoliywowned subsidiary of Anthem,
Inc., and Anthem, Inc. became a publicly held comypén addition, effective November 2, 2001, a#itatory membership interests in Anthem
Insurance were extinguished and Anthem Insuraredgjile statutory members received shares of AntHac. common stock or cash, as
consideration for the extinguishment of their staty membership interests in Anthem Insurance.

Anthem, is an accelerated filer (as defined in Ruilb-2 of the Securities Exchange Act of 1934,masraded (the “Exchange Act"@nd is
required, pursuant to Item 101 of Regulation SeKpitovide certain information regarding its websitel the availability of certain documents
filed with or furnished to the Securities and Exope@ Commission (“SEC”). Our websitevisvw.anthem.com¥e make available free of chal
on or through our Internet website our annual repor-orm 10-K, quarterly reports on Form 10-Qrent reports on Form 8-K, and
amendments to those reports filed or furnishedyamsto Section 13(a) or 15(d) of the Exchangeascsoon as reasonably practicable afte
electronically file such material with or furnistto the SEC.

Industry Overview

The health benefits industry has experienced sa@amf change in recent years. The increasing foousealth care costs by employers,
government and consumers has led to the growtherhatives to traditional indemnity health inswwanHMO, PPO and hybrid plans, such as
POS plans, incorporating features of each, are grttanvarious forms of managed care products @t eveloped in recent years. Through
these types of products, the cost of health cazerigained by negotiating contracts with hospitahgsicians and other providers to deliver
health care at favorable rates. These productscalsdeature medical management and other qualdycast optimization measures such as
pre-admission review and approval for non-emergérnspital services, pre-authorization of outpatsngical procedures, and network
credentialing to determine that network doctors lospitals have the required certifications andeetige. In addition, providers may share
medical cost risk or have other incentives to dgliyuality medical services in a cadfective manner. HMO, PPO and POS members gen
are charged periodic, pre-paid premiums, and pgyagonents or deductibles when they receive servig@® and POS plans provide benefits
for out-of-network usage, typically at higher oditpmcket costs to members. HMO members generalécsene of the network’s primary care
physicians, who then assume responsibility for doating their health care services. Typically réhis no out-of-network benefit for HMO
members. PPOs and other open access plans genemligle coverage when members select non-netwankigers without coordination
through a primary care physician, but at a higheraf-pocket cost. Hybrid plans, such as POS plgimically involve the selection of primary
care physicians similar to HMOs, but allow memberself refer or to choose non-network providerkigher out-of-pocket costs similar to
those of PPOs.

Recently, economic factors and greater consumeremgas have resulted in the increasing populafipraducts that offer larger, more
extensive networks, more member choice relatedterage and the ability to self refer within thosdworks. There is also a growing
preference for greater flexibility for customersagsume larger deductibles and co-payments in agehfar lower premiums. We believe we
are well positioned in each of our regions to resptm these market preferences. Our PPO produbishwontain most or all of the features
noted above, have experienced significant grow#r tive past few years.

The BCBSA has also undergone significant changedant years. Historically, most states had at leas Blue Cross (hospital covera
and a separate Blue Shield (physician coveragepaasn Prior to the mid 1980s there were more ttzskeparate Blue Cross or Blue Shield
companies. Many of these organizations have mergddgcing the number of independent licensees @s4# December 31, 2002. We expect
this trend to continue, with BCBS companies mergingffiliating to address capital needs and otdwenpetitive pressures.
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Each of the BCBS companies work cooperatively imumber of ways that create significant market athges, especially when
competing for very large multi-state employer greufss a result of this cooperation, each BCBS camjsable to take advantage of other
BCBS licensees’ substantial provider networks asdalints when any member from one state worksaeets outside of the state in which the
policy is written. This program is referred to dsi@Card®, and we receive a substantial and growing sourcevenue for providing member
services in our states for individuals who are aongrs of other BCBS plans.

Our Operating Segments

Our reportable segments are strategic business delineated by geographic areas within which vieraimilar products and service
but manage with a local focus to address each gpbgrregion’s unique market, regulatory and heecdite delivery characteristics. The
regions are:

» the Midwest, which includes Indiana, Kentucky artud@®
« the East, which includes Connecticut, New Hampsire Maine;
» the West, which includes Colorado and Nevada;

» the Southeast, which operates in Virginia, exclgdhe Northern Virginia suburbs of Washington, D.C.

In addition to our four geographic regions, we hav@pecialty reportable segment, which includesess units providing:
 group life and disability insurance benefits;

» pharmacy benefit manageme
» dental and vision administration services; and

» behavioral health benefits servic

Various ancillary businesses (reported with theeDgegment) include:
» administration of Medicare programs in Indiandndis, Kentucky and Ohio; ar

« the program which primarily provided health carediés and administration in nine states for thg&ement of Defense’s TRICARE
program for military families. On May 31, 2001, thRICARE operations were sol

The Other segment also includes intersegment revand expense eliminations and corporate expeigedlocated to reportable
segments.

Our Strategy
Our strategic objective is to be among the besttéggest in our industry with the size and scaldativer the best product value with 1
best people.

To achieve these goals, we offer a broad selecfidlexible and competitively priced products amk to establish leading market
positions. We believe that increased scale in eadur regional markets will provide us competitadvantages, cost efficiencies and greater
opportunities to sustain profitable growth. The keyur ability to deliver this growth is our contmient to work with providers to optimize t
cost and quality of care while improving the heaftlour members and improving the quality of ouviee.
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Promote Quality Care

We believe that our ability to help our membersiee quality, cos«-effective health care will be key to our success. pkbmote thi
health of our members through education and thrgugtucts that cover prevention and early deteqirmgrams that help our members and
their providers manage illness before higher austrvention is required. To help develop those o, we collaborate with the providers in
our networks to promote improved quality of caredar members. The following policies and prograreskey to improving the quality of
care that our members receive:

» Selection and continued assessment of providerank$a  Our networks consist of providers who meet mnadhtain our standards
medical education, training and professional exqrex.

» Disease managemer We develop disease management programs theatedmembers on actions they can take to help orcemitd
better control their health and to manage disesisels as diabetes, asthma and congestive hearef:

» Advanced care manageme We develop programs aimed at helping our nééypbiysicians better manage and improve the heé
the small percent of members with complex or clodiiesses, including home care services and iineport.

» Hospital quality programs We actively work with hospitals to allow themdevelop quality programs that improve medicaé canc
achieve better outcomes for our memb

» Prevention measure We work with providers and members to promotventive measures such as childhood and adult
immunizations, as well as breast cancer scree

» Education: We help our members prevent disease and illmessnimize their impact by promoting lifestyle nification througl
education. For example, our nationally recognizadking cessation program in Maine has helped tacedhe number of our
members in Maine who smok

» Technology We also use technology to evaluate the medaa provided to our customers. For example, ouhém Prescriptiol
Management decision support system helps to igeptifentially harmful drug interactions and helpsyent members from receiving
potentially dangerous combinations of drt

Product Value

We work to create products that offer value to @ustomers. By offering a wide spectrum of prodscigported by broad provid
networks, we seek to meet the differing needs ofvatous customers. The breadth and flexibilityoaf benefit plan options, coupled with
quality care initiatives, are designed to appea bwoad base of employer groups and individuats differing product and service preferenc
We use innovative product design, such as a ttieeed prescription management program that previdsstomer choices among generic, b
and formulary drugs at various out-of-pocket costsovative product designs help us contain castisadlow our products to be competitively
priced in the market.

Formulary drugs are prescription drugs that hawnlreviewed and selected by a committee of pragtidoctors and clinical pharmacists
for their quality and effectiveness. Use of medaa from the formulary, which includes hundred$nd name and generic medications, is
encouraged through pharmacy benefit design. A ttieegharmacy benefit and the use of formularygdrallow members access to highly
effective prescription medications, while also ldpto control the cost of pharmacy benefits to lEygrs. Members have the same access to
medications but share a greater portion of the foodirand name drugs through the co-payment strectUnder a three-tier program, the
customer pays the lowest price for generic drudgsgher price for formulary brand name drugs aredhighest price for brand name drugs not
included in the formulary.
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Operational Excellence

To provide cos-effective products, we continuously strive to imgg@perational efficiency. We actively benchmark performance
against other leading health benefits companiésdetatify opportunities to drive continuous perfomoa improvement. Important performance
measures we use include operating margin, admatiigtrexpense ratio, administrative expense perleemer month, or PMPM, and return
equity. Current initiatives to drive operationdi@gncy include:

» consolidating and eliminating information systems;

» standardizing operations and proces

* identifying and implementing best practices thraughour operating segments;
* implementing -business strategies; a

* integrating acquired businesses.

Technology

We continuously review opportunities to improve mieractions with customers, brokers and providBysusing technologies, we seek
to make the interactions as simple, efficient aratipctive as possible. We monitor ourselves ugidgistry standard customer service metrics,
which measure, among other things, call centeciefity, claims paying accuracy and speed of enesitmVe ease the administrative burden
of enrolling new accounts, processing claims ardhtipg records for our brokers and providers by®uating many of these processes. We
also collect information that enables us to furtihgsrove customer service, product design and wwitémg decisions.

Growth

We believe that profitable growth, both organic #mugh acquisitions, is an important part of business. Increased scale allows us to
increase customer convenience and improve openatargins, while keeping our products competitivyaliced. Expansion into new
geographic markets enables us to reduce exposemtmmic cycles and regulatory changes and preagéons for business expansion. We
plan to generate earnings growth first by incregs@venues through new enrollment, while maintajrpricing discipline. In addition, we plan
to grow our specialty segment by increasing theepration of specialty products to existing healtenaiers through cross selling and expar
into non-Anthem markets. These specialty produatkide prescription management, vision, dentalabiemal health benefits administration,
group life and disability insurance. We also intémanake strategic acquisitions to augment ouriategrowth. We also intend to contain
administrative expense costs by leveraging oumeldgies and by employing standard business pexctlroughout our business regions.

Our History

We were formed in 1944 under the name of Mutualgitekinsurance, Inc., commonly known as Blue Crafskhdiana. In 1946, Mutual
Medical Insurance Inc., also known as Blue Shiélbthdiana, was incorporated as an Indiana mutwalrence company. In 1985, these two
companies merged under the name Associated Inif2mmpanies, Inc. In 1993, Southeastern Mutualrémsie Company, a Kentucky-
domiciled mutual insurance company doing businefBlae Cross and Blue Shield of Kentucky, mergeith ws. In 1995, Community Mutual
Insurance Company, an Ohio-domiciled mutual insceagsompany doing business as Community Mutual Biwess and Blue Shield, also
merged with us. We changed our name to Anthem &m&igr Companies, Inc. in 1996. In 1997, Blue Cro®&i& Shield of Connecticut, Inc.,
or BCBS-CT, a Connecticut-domiciled mutual insuecompany, was merged with Anthem Insurance. DUtBg, we completed our
purchases of New Hampshire-Vermont Health Serwvitgch did business as Blue Cross and Blue ShieMes¥ Hampshire, or BCBS8H, anc
Rocky Mountain Hospital and Medical Service, whitith
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business as Blue Cross and Blue Shield of ColoaadioBlue Cross and Blue Shield of Nevada, or BCESNY/. In 2000, we completed our
purchase of Associated Hospital Service of Maingictv did business as Blue Cross and Blue ShieMaife, or BCBS-ME. In November
2001, we completed our demutualization and infigblic offering, in which Anthem Insurance converfeom a mutual insurance company to
a stock insurance company, and became a wholly @subsidiary of Anthem, Inc., a publicly held holgicompany formed in connection w
the demutualization. In July 2002, we completedamgquisition of Trigon Healthcare, Inc., or Trigavhich was Virginia’'s BCBSA licensee
and largest health benefits company.

Our Mergers and Acquisitions

Much of our recent growth in membership has reduitem strategic mergers and acquisitions, prirganiith other Blue Cross and Blue
Shield licensees. These combinations, coupled gvitvth in existing markets, have enabled us taadistamulti-regional centers of focus with
a significant share of each region’s health besefiarket. The following table sets forth our memshgy by state as of the dates indicated:

Membership
December 31
2002 2001 2000 1999 1998
(in thousands)
Midwest
Indiana 1,72 1,54: 1,41( 1,35¢ 1,17¢
Kentucky 1,141 1,09¢ 1,054 1,03 92¢
Ohio 2,37( 2,21z 2,11¢ 1,98 2,09¢
Subtotal 5,23¢ 4,854 4,58 4,38: 4,19¢
East
Connecticui 1,322 1,21% 1,123 1,031 96¢
New Hampshire 594 53¢ 47¢ 36¢€ —
Maine b1¢ 504 487 — —
Subtotal 2,43¢ 2,26( 2,09: 1,397 96¢
West
Colorado 63€ 60€ 463 39t —
Nevads 20C 162 13z 91 —
Subtotal 83€ 76¢ 59t 48€ —
Southeas—Virginia 2,54¢ — — — —
Total 11,05: 7,88: 7,27(C 6,26¢ 5,167
Percentage increase (decrease) from previous pek 4C% 8% 16% 21% (2)%

During the last four years, we have completed titlewing acquisitions:

e On July 31, 2002, we purchased 100% of the outstgratock of Trigon. The purchase price was $4,03&llion, including cash and
Anthem stock

e On June 5, 2000, we purchased substantially dleassets and liabilities of BC-ME. The cash purchase price was $95.4 mill
e On November 16, 1999, we purchased the stock of BCB/NV. The cash purchase price was $160.7 million
» On October 27, 1999, we purchased the assetsahilitiés of BCBS-NH. The cash purchase price was $125.4 mill

When integrating new operations, we focus on imp@eustomer service, underwriting, medical managgrand administrative
operations. We improve operations by centraliziegain management and
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support functions across our organization, shaveg} practices and consolidating information systéie also improve underwriting practices
by establishing discipline in our data analysis pratiuct design.

Pending Acquisition of Blue Cross and Blue Shieldfd<ansas

On May 30, 2001, we signed a definitive agreemeéitit Blue Cross and Blue Shield of Kansas, IncBGBS-KS, pursuant to which w
agreed to acquire BCBS-KS, which would become dwlly owned subsidiary. On February 11, 2002, tl$as Insurance Commissioner
disapproved the proposed transaction, which had pesviously approved by the BCBS-KS policyholderdanuary 2002. On February 19,
2002, the board of directors of BCBS-KS voted umamisly to appeal the Kansas Insurance Commissi®decision and BCBS-KS sought to
have the decision overturned in Shawnee CountyiBigourt. The Company joined BCBS-KS in the appeaich was filed on March 7,
2002. On June 7, 2002, the Shawnee County Digadcirt ruled in favor of Anthem and BCBS-KS, vacgtthe Commissioner’s decision and
remanding the matter to the Commissioner for furgreceedings not inconsistent with the Court'seordn June 10, 2002, the Kansas
Insurance Commissioner appealed the Court’s rabrtge Kansas Supreme Court. The Kansas Supreme lman to hear oral arguments of
the parties to this case on March 5, 2003.

Under the proposed transaction, BCBS-KS would cdrfrem a mutual insurance company to a stock iasce company through a
process known as a sponsored demutualization. Uhdexgreement, BCBS-KS policyholders eligiblegoaive consideration in its
demutualization would be entitled to receive $198@illion, a portion of which totaling $48.0 milliowe would pay in cash to the escrow
described below at the closing of the transacfldr portion of the $190.0 million not placed inrese would be distributed directly to eligible
BCBS-KS policyholders. The amount placed in the@saccount would be held in escrow pending thelut®n of a matter involving a
subpoena dated February 28, 2001, received by BEB8om the Office of Inspector General, or OIG eT$ubpoena seeks documents related
to an investigation of possible improper claimsiagtaMedicare. The amount held in escrow would eduo pay costs, expenses and liabil
related to the OIG investigation, and to pay casis expenses of the escrow, with any remaining atrtoube distributed to eligible BCBS-KS
members following final resolution of the matter.dddition, at or prior to the closing, BCBS-KS wibdeclare a special distribution payable
after the closing to its eligible policyholdersan amount equal to the excess of BCBS-KS’ consw@iialosing book value over $155.0
million.

Core Health Benefits Products and Services

We offer a diversified mix of managed care produictsiuding HMO, PPO and POS plans, as well agttoehl indemnity products. Our
managed care products incorporate a broad ranggtioihs and financial incentives for both memberd participating providers, including co-
payments and provider risk pools. We also offeraall range of administrative and managed carecgand partially insured products for
employer self-funded plans. These services andygtsdnclude claims processing, stop loss insuraaxtearial services, network access,
medical cost management, and other administragisdces. We charge a premium for insured planstygpidally assume all or a majority of
the liability for the cost of health care. For skihded or partially-insured products, we chardeeafor services while the employer assumes all
or a majority of the risks. The fee is based upgmndustomer’s selection from our portfolio of seed. We also provide specialty products
including group life, disability, prescription magement, dental, vision and behavioral health adstration. Our principal health products,
offered both on an insured and employer-fundedshase described below. Some managed care andahedst optimization features may be
included in each of these products, such as inpigie-certification, benefits for preventive seas and reimbursement at our maximum
allowable amount with no additional billing to meenb.

Preferred Provider Organization, or PPO. PPO products offer the member an option toccseley health care provider, with benefits
reimbursed by us at a higher level when care isived from a participating network provider. Cowgas subject to co-payments or
deductibles and coinsurance, with member costrsfpdéirited by out-of-pocket maximums.
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Traditional Indemnity. Indemnity products offer the member an optmsélect any health care provider for covered sesviCoverage
is subject to deductibles and coinsurance, with brmost sharing limited by out-of-pocket maximums.

Health Maintenance Organization, or HMO. HMO products include comprehensive managed lwanefits, generally through a
participating network of physicians, hospitals atider providers. A member in one of our HMOs myptdally select a primary care physici
or PCP, from our network. PCPs generally are famigctitioners, internists or pediatricians whoyide necessary preventive and primary
medical care, and are generally responsible fordipating other necessary health care. Preventive services are emphasized in these plans.
We offer HMO plans with varying levels of co-payns&rwhich result in different levels of premiumesit

Point-of-Service, or POS. POS products blend the characteristics of HM@iademnity plans. Members can have comprehensive
HMO-style benefits through participating networloyiders with minimum out-of-pocket expense (co-panis) and also can go directly,
without a referral, to any provider they choosdjsct to, among other things, certain deductibtes @insurance. Member cost sharing is
limited by out-of-pocket maximums.

BlueCard Plan. BCBS plans across the United States shareltiwat provider networks in a unique arrangemetgre one plan’s
enrolled members travel or live in another plams/&e area. The local or “host” plan is paid amadstrative fee by the “home” or selling
plan in exchange for providing claims and membevises to home plan customers in the host plam@ae area. All claims are reimbursed by
the home plan, which may have an insured or selfiéd relationship with the member’s employer urader of the product designs discussed
above. BlueCard membership is calculated basedearhount of BlueCard administrative fees we rex&iom the BlueCard members’ home
plans. Generally, the administrative fees we rexaie based on the number and type of claims edesnd a portion of the network discount
on those claims. The administrative fees are tliddetl by an assumed per member per month, or PM&®&r in order to calculate the
number of members. The assumed PMPM factor is base@ah estimate of Anthem’s experience and BCBSéeajmes.

The following table sets forth our health benefitsmbership data by product:

December 31

2002 2001 2000

(in thousands)

PPO 4,71¢ 3,19¢ 2,73¢
Traditional Indemnity 1,39¢ 1,11c 1,15¢
HMO 1,65¢ 1,211 1,121
POS 864 74C 81:
Directly Contracted Membersh 8,63¢ 6,257 5,82
BlueCard (Anthem Hos 2,41¢ 1,62¢ 1,32(
Total without TRICARE 11,05: 7,88:¢ 7,14
TRICARE — — 12¢
Total 11,05: 7,88¢ 7,27(

Specialty Products and Services

Prescription Management Servici  We provide pharmacy network management, pharrbanefits and me-order prescription servic
through our subsidiary, Anthem Prescription Managetnor APM, our pharmacy benefit manager. APM andlsters its programs primarily to
customers who are also Anthem health plan memBethem RX, our retail pharmacy network, providesmbers access to more than 48,000
chain and independent pharmacies across the Usitgds, and Anthem Rx Direct, our mail service ptaay, provides long-term therapy
medications through convenient home delivery.
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Group Life and Disability. We offer an array of competitive group lifeunance and disability benefit products to bothéaagd small
group customers through our subsidiary Anthem Liirance Company. We have over $27.6 billionfefiisurance in force, insuring over
37,000 groups with more than 800,000 employeesti@ditional group insurance products include téfey accidental death and
dismemberment, short-term disability income andyierm disability income. In addition, we offer ualtary group life and disability products
through employers which payroll-deduct premiumsrfitheir participating employees.

Vision and Dental Care Programs. These programs are primarily for customers ligdan our Blue Cross and Blue Shield health plans
Vision and dental products available include bafltyfinsured and self-insured products. In additime provide dental third-party
administration services through Health Managemgstesns, Inc., our wholly owned subsidiary.

Behavioral Health Services. We provide behavioral health benefits and eygdoassistance programs through our subsidiarynehmt
Behavioral Health, or ABH. ABH administers behawidnealth benefits to customers enrolled in oureBlross and Blue Shield health plans,
as well as to customers of non-Anthem health pl@hese customers have access to established provtieorks within Anthem states.
Anthem’s employee assistance programs, which irdwh array of employee and family services, asagetmployer services, are also
offered to non-Anthem customers.

Other Products and Services
In addition to the abo-described products and services, we provide serdsea fiscal intermediary for the Medicare progsz

Marketing

We market our managed care and specialty prodiciagh four regional business units. Our healthgkre generally marketed under
the Blue Cross and Blue Shield brand, except faagegovernment programs. We organize our margegfforts by customer segment and by
region in order to maximize our ability to meet #peecific needs of our customers. Marketing prograne developed by a cross-functional
team including the actuarial, underwriting, satggerations and finance departments to evaluataridkpricing and to ensure adherence to
established underwriting guidelines. We believe reputation, financial stability, high quality coster service and exclusive BCBS license
provide us with competitive advantages and allowougain share in our markets. We strive to develdptions for our customers. Our keys to
success include developing long-term relationships providing stable pricing of our products. Moshtracts are for one year, although we
occasionally enter into multi-year arrangements.

We maintain the quality of our sales staff and petelent brokers through regularly held trainingisans and advisory groups, which
familiarize them with evolving consumer preferena@swell as our products and current marketirgesgies. In addition, we structure sales
commissions to provide incentives to our saled atad brokers to promote the full value of our pro. Each region is responsible for
enrolling, underwriting and servicing its respeetlwsinesses.

Customers

In each region, we balance the need to customizupts with the efficiencies of product standartiora Overall, we seek to establi
pricing and product designs to achieve an apprteplével of profitability for each of our custoneategories. As of December 31, 2002, our
customers include several distinguishable categorie

» Local Large groups, defined as contracts with 5thore eligible employees (but excludi*National busines” described below!
accounted for 40.6% of our operating revenue an@%®f our members. These groups are generallytsoddigh brokers or
consultants working with industry specialists froor
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1)

in-house sales force. Large group cases may be empeniated or sold on a sinsured basis. The custor’'s buying decision i
typically based upon the size and breadth of otwawks, the quality of our medical management s, the administrative cost
included in our quoted price, our financial stapiind our ability to effectively service large qolex accounts

Small groups, defined as contracts with one toliglée employees, accounted for 18.7% of our ofiegarevenue and 10.6% of o
members. These groups are sold exclusively thrindgpendent agents and brokers. Small group casesol on a fully-insured

basis. Underwriting and pricing is typically done @ community rated basis, with individual statuiance departments approving the
rates. See “Regulation—Small Group Reform” beloma$ group customers are generally more sensitiygaduct pricing and, to a
lesser extent, the configuration of the network tredefficiency of administration. Account turnoveigenerally higher with small
groups as compared to large grot

Individual policies (under age 65 and Medicare $emment) accounted for 12.9% of our operating reeesmd 9.8% of our membe
These policies are generally sold through indepenagents and brokers. In some cases an in-holeseatketing unit is used to
generate leads. This business is usually medioallierwritten at the point of initial issuance. Mmdie Supplement policies are sold to
Medicare recipients as supplements to the bertbgtsreceive from the Medicare program. Ratesifge With and approved by state
insurance departments. In several of our marke¢setis much less competition for individual busghan group contrac

Medicare + Choice accounted for 5.1% of our opegatevenue and 0.9% of our members. This prograheisnanaged ca
alternative to the federally funded Medicare progr&lost of the premium is paid directly by the Fedgovernment on behalf of the
participant who may also be charged a small premMedicare + Choice is marketed in the same maaséfedicare Supplement
products,

The Federal Employee Program accounted for 11.18tiobperating revenue and 6.1% of our members BEBSA licensee, w
participate in a nationwide contract with the Fedlgovernment whereby we cover Federal employeédhaair dependents in our nine-
state service area. Under a complex formula, weeangbursed for our costs plus a fee. We also @pédie in the overall financial risk
for medical claims on a pooled basis with the ofeticipating BCBS companie

National business (including BlueCard) accounted{f8% of our operating revenue, but 35.7% of oamhbers, because much of «
National business is stinsured. These groups are generally sold througkelns or consultants working with our in-houseesdbrce.
We have a significant competitive advantage whenpting for very large National accounts due toahility to access the national
network of BCBS companies and take advantage of phevider discounts in their local marke

The following chart shows our membership by custosegment:

Membership

December 31
2002 2001 2000

Customer Segmen (in thousands)
Local Large grouj 3,861 2,827 2,63/
Small groug 1,16¢ 813 77t
Individual 1,08¢ 701 65(C
Federal Employee Progrs 677 427 407
Medicare + Choic 10z 97 10¢€
National 3,951 2,900  2,46¢
Other (1) 202 11¢ 23C
Total 11,05 7,88:  7,27(

Includes TRICARE and Medicaid at December 31, 2@ihsists of Medicaid only at December 31, 2002201, since we sold o

TRICARE operations on May 31, 20(
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The Blue Cross Blue Shield License

We have the exclusive right to use the Blue CrossElue Shield names and marks for all of our heladéinefits products in Indian
Kentucky, Ohio, Connecticut, New Hampshire, Mai@e|orado, Nevada and Virginia, excluding the Nomth€irginia suburbs of Washingto
D.C. We believe that the BCBS names and marksaltemble identifiers of our products and servicethanmarketplace. The license
agreements, which have a perpetual term, contafaigeequirements and restrictions regarding garations and our use of the BCBS names
and marks. Upon termination of the license agre¢snere would cease to have the right to use the 86&8mes and marks in one or more of
Indiana, Kentucky, Ohio, Connecticut, New Hampshidaine, Colorado, Nevada and Virginia and the BEBSBuld thereafter issue a license
to use the BCBS names and marks in these statgmtber entity. Events that could cause the terioinaf a license agreement with the
BCBSA include:

« failure to comply with minimum capital requiremeirtgposed by the BCBS/

» impending financial insolvency;

 the appointment of a trustee or recei\

» a change of control or violation of the BCBSA owstep limitations on our capital stock; and

» the commencement of any action against Anthem &msg&r seeking its dissolutic

Pursuant to the rules and license standards @@&SA, we guarantee the contractual and finandifigations to respective customers of our
subsidiaries that hold controlled affiliate liceagem the BCBSA. Those subsidiaries are: AntheraltHePlans of Kentucky, Inc., Anthem L
Insurance Company, Anthem Health Plans, Inc., Conityjinsurance Company, Anthem Health Plans of Mampshire, Inc., Rocky
Mountain Hospital and Medical Service, Inc., Anthelmalth Plans of Maine, Inc., HMO Colorado, Incatthew Thornton Health Plan, Inc.,
Maine Partners Health Plan, Inc., Health ManagerSgatems, Inc., Anthem Benefit Administrators, Jdnthem Health Plans of Virginia,
Inc., Healthkeepers, Inc., Peninsula Health Care,dnd Priority Health Care, Inc.

In addition, pursuant to the rules and licensedsads of the BCBSA, we have agreed to indemnify BERgainst any claims asserted
against it resulting from the contractual and ficiahobligations of AdminaStar Federal, our sutmigiwhich serves as a fiscal intermediary
providing administrative services for Medicare Padnd B.

Each license requires an annual fee to be pailtet®lue Cross Blue Shield Association. The feeaisell upon enrollment and premium.
BCBSA is a national trade association of Blue Ciarss Blue Shield licensees, the primary functiowbich is to promote and preserve the
integrity of the Blue Cross and Blue Shield namas marks, as well as provide certain coordinatimoag the member companies. Each
BCBSA licensee is an independent legal organizaiwhis not responsible for obligations of otherB82 member organizations. We have no
right to market products and services using theBlooss and Blue Shield names and marks outsiderafine core states.

Information Systems

Information systems have played and will contiruglay a key role in our ongoing efforts to contingly improve quality, reduce o
administrative expenses and increase benefit fléyifor our customers. Our analytical technolaggre designed to support increasingly
sophisticated methods of optimizing costs and naoinig quality of care, and we believe that our infation systems are sufficient to meet
current needs and future expansion plans.

We use a combination of custom developed and lemksgstems throughout our regions. An overall systarchitecture is maintained to
promote consistency of data and reduce duplic@liziorms. This
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architecture assumes single separate core systgpserting each of our operating regions with cdizted systems for key company-wide
functions such as financial services, human ressuaod servicing National accounts. Focus is placeidentifying and eliminating redundant
or obsolete applications with an emphasis on irgingeour capability to operate in an Internet-eadl#nvironment. Regional administration
systems serving unique products and markets feadtd@ combination of regional and corporate decisupport systems. These systems
provide sources of information for all of our dag@orting and analysis needs.

Our architecture calls for significant standardmatbf software, hardware and networking produtthancements are undertaken based
on a defined information systems plan. This plahictvis developed collaboratively by our technigadl operating leadership, is revalidated
regularly and maps out business-driven technoleguirements for the upcoming three-to-five yeaiquer

We anticipate that consumer demand will cause ereé@sing need for more of our business to be cdadwectronically. Toward that
end we have developed several Internet-enablddtinés focused on improving interactions with eustomers, members, providers, brokers
and associates. We also are improving communicatioihdata collection through compliance with thevigions of the Federal Health
Insurance Portability and Accountability Act or HAR. See “Regulation—HIPAA and Gramm-Leach-BlileytAbelow.

We are also developing and deploying a seriesaxfnams that deliver web-enabled services suchtamkt self-service, on-line
membership enrollment and on-line price quotingdimkers. Brokers will receive on-line quoting chitities for life, dental and vision related
products. For our members, we have on-line acoelsalth information using carefully chosen confaatviders for consumer health
information. Members and providers will also beeatd inquire through the web and transact busiaksgronically. All of our members with
accessibility to the internet currently have orelaccess to physician and hospital network diresgdor their specific health plan.

Collaborations

In addition to internal efforts to leverage tectogy, we are actively involved as leaders in colfaktige technology initiatives. One
example includes the Council for Affordable Qualitgalthcare, of which we are a founding member,@ndCEO currently serves as
chairman. This group, founded by 26 of the natida‘gest health benefits companies and associatigvelops programs to improve access to
quality health care coverage and to simplify pldmanistration.

Pricing and Underwriting of Our Products

We price our products based on our assessmentefwriting risk and competitive factors. We contiiy review our underwriting an
pricing guidelines on a national and regional basishat our products remain competitive and coasisvith our marketing strategies and
profitability goals.

We have focused our efforts to maintain consistmpetitive and strict underwriting standards. @dividual and group underwriting
targets have been based on our proprietary acctedudatuarial data. Subject to applicable legaktraimts, we have traditionally employed
case specific underwriting procedures for smallgrproducts and traditional group underwriting aares with respect to large group
products. Also, we employ credit underwriting prdgees with respect to our self-funded products.

In most circumstances, our pricing and underwritliegisions follow a prospective rating processix&d premium rate is determined at
the beginning of the policy period. Unanticipatadreases in medical costs may not be able to lweeed in that current policy year.
However, prior experience, in the aggregate, isitlared in determining premium rates for futurequis.

For larger groups (over 300 persons) with PPO, Bfaditional benefit designs, we may employ repective rating reviews. In
retrospective rating, a premium rate is determutetthe beginning of the policy
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period. Once the policy period has ended, the aetyzerience is reviewed. If the experience ispasii.e., actual claim costs and other
expenses are less than those expected), thenral nefay be credited to the policy. If the experieisceegative, then the resulting deficit may
either be recovered through contractual provismnthe deficit may be considered in setting futpremium levels for the group.

We have contracts with the Federal Centers for Madi & Medicaid Services, or CMS (formerly the Heaare Financial
Administration, or HCFA), to provide HMO MedicareGhoice coverage to Medicare beneficiaries who sadwalth care coverage through
one of our HMO programs. Under these annual corstr&MS pays us a set rate based on membershis thdjusted for demographic factors.
These rates are subject to annual unilateral mvisy CMS. In addition to premiums received from £Nost of the Medicare products
offered by us require a supplemental premium tpdid by the member.

See “Regulation—Small Group Reform” below for acdission of certain regulatory restrictions on onderwriting and pricing.

Liability for Unpaid Life, Accident and Health Clai ms

We establish and report liabilities or reserve®onbalance sheet for unpaid life, accident andthetaims by estimating the ultimate
cost of incurred claims that have not yet beennteddo us by members or providers and reportedhsléghat we have not yet paid. These
reserves represent our estimates and the proaggsa®a high degree of judgment. Reserves arblis$tad according to Actuarial Standard
Practice and generally accepted actuarial pringipted are based on a number of factors, includipgreence derived from historical claims
payments and actuarial assumptions to arrive atdegelopment factors. Such assumptions and atbtorg include health care cost trends, the
incidence of incurred claims, the extent to whiiitkaims have been reported and internal clainoe@ssing expenses. Due to the variability
inherent in these estimates, reserves are sentitilganges in medical claims payment patternschadges in medical cost trends. A
worsening (or improvement) of the medical costdrenchanges in claims payment patterns from #hweds and patterns assumed in estimating
reserves would trigger a change. See Note 8 tawdited consolidated financial statements for ey ended December 31, 2002, 2001 and
2000 included in Part 11, Item 8, of this Form 10kt quantitative information on our reserves, imthg a progression of reserve balances for
each of the last three years. Also see the Crificabunting Policies and Estimates section of thekement’s Discussion and Analysis of
Financial Condition and Results of Operations ideldiin Part Il, Item 7, of this Form 10-K.

Medical Management Programs

Our medical management programs include a broay afractivities that facilitate improvements irethuality of care provided to o
members and promote cost effective medical care.@the goals of our medical management stratégigesassure that the care delivered to
our members is supported by appropriate medicakaightific evidence.

Precertification. A traditional medical management program ineshassessment of the appropriateness of certgaitddzsations and
other medical services. For example, precertificats used to determine whether a set of hospitinaedical services is being appropriately
applied to the member’s clinical condition, in atance with criteria for medical necessity as thah is defined in the member’s benefits
contract.

Concurrent review. Another traditional medical management strat@gyuse is concurrent review, which is based oionally
recognized criteria developed for the industry.Wibncurrent review, the requirements and intergfigervices during a patient’s hospital stay
are reviewed, often by an onsite skilled nursegssibnal in collaboration with the hospital’s medliand nursing staff, in order to coordinate
care and determine the most effective transitiocané from the hospital setting.
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Disease managememflore and more, health plans, including ours, argingpaway from traditional medical management apphes to
more sophisticated models built around disease geanant and advanced care management. These progeumeon those members who
have chronic and/or complex iliness and requiregtieatest amount of medical services. We providmiant information to our physician
providers and members to help them optimally manhgeare of their specific conditions. For exampéetain therapies and interventions for
patients with diabetes help prevent some of thiesgrlong-term medical consequences of diabetdseuce the risks of kidney, eye and
heart disease. Our information systems can prdeie@back to our physicians to enable them to imptbe quality of care. For other prevalent
medical conditions such as heart disease and astmability to correlate pharmacy data and mdditanagement data allows us to provide
important information to our members and providehich enables them to more effectively manage thesditions.

Formulary managemenAnthem has developed a formulary, a selection ofigibased on clinical quality and effectivenesschvis usec
across all of our regions. A pharmacy and theragegbmmittee uses scientific and clinical evidetocassure that our members have access t
the best available therapies. This committee ispragad of 18 members, 13 of whom are academic amdrinity physicians practicing in our
markets. Our three-tiered co-pay strategy enablslers to have access to all drugs that are netredwn formulary for an additional pay.

Medical policy.A medical policy group comprised of physician leadeom all Anthem regions, working in close coggtem with
academic medical centers, practicing community giieyss, and medical specialty organizations sudha#\merican College of Radiology
and national organizations such as the Cente@igmase Control and the American Cancer Sociegragtes Anthem’s national policy for
the application of new technologies.

Advanced care managemeAtsignificant amount of health care expendituresused by a small percent of our members who sfrtier
complex or chronic illnesses. We have developegtias of programs aimed at helping our network figiss better manage and improve the
health of these members. Often, these programsderdenefits for home care services and other stippoeduce the need for repeated,
expensive hospitalizations.

Quality programsWe are actively engaged with our hospital netwdoksnable them to improve medical and surgical aaceachieve
better outcomes for our members. We endorse, eagewand incent hospitals to support national inves to improve clinical care, patient
outcomes and reduce medication errors and hospitaitions. We have been recognized as a natieaddr in developing hospital quality
programs.

External review proceduref light of increasing public concerns about healdns denying coverage of medical services, wekwuth
outside experts through a process of external wetogprovide our members scientifically and clinigaevidenced-based medical care. When
we receive member concerns, we have formal appeatedures that ultimately allow coverage disputéested to medical necessity decisions
under the benefits contract to be settled by inddpet expert physicians.

Service managemenh HMO and POS networks, primary care physiciamgesas the overall coordinators of members’ heedile needs
by providing an array of preventive health serviaed overseeing referrals to specialists for apjpmtpmedical care. In PPO networks, pati
have access to network physicians without a pringarg physician serving as the coordinator of care.

Health Care Quality Initiatives

Increasingly, the health care industry is abledbrg quality health care based on preventive heatasurements, outcomes of care and
optimal care management for chronic disease. At@ur success has been our ability to work withratwork physicians and hospitals to
improve the quality and outcomes of the
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health care services provided to our members. Gilityato promote high quality medical care hasheecognized by the National Committee
on Quality Assurance, or NCQA, the largest and mespected national accreditation program for madagre health plans. All three of our
HMO plans in the East region hold the highest NO@#ing of Excellent. During 2002, our HMO plan féolorado also received the highest
NCQA accreditation. In our Midwest region, our OHMMO and POS plans hold the highest NCQA rating.aifgect to seek accreditation
our managed care plans in Indiana and Kentuckp@B82Anthem Southeast’s HealthKeepers, Peninsaldaiority HMOs also hold the
highest NCQA accreditation. Anthem Health Plan¥ioginia, formerly Trigon Insurance Company, hottie highest level of PPO
accreditation from NCQA.

A range of quality health care measures, the H&dlih Employer Data and Information Set, or HEDI&/e been incorporated into the
oversight certification by NCQA. These HEDIS measurange from preventive services, such as scrgemimmography and pediatric
immunization, to elements of care, including desiegthe complications of diabetes and improviegttment for patients with heart disease.
We are seeing continuous improvement, overallunHEDIS measurements, and a number of our states@re among the best performers in
the nation with respect to HEDIS. All three of ¢tiMO plans in the East region are listed among tipefifteen plans which have the highest
HEDIS scores in the nation.

In addition, we have initiated a broad array oflgug@rograms, including those built around smokoegsation and transplant
management, and increasingly effective hospital@naician quality initiatives centered on womemézlth care, diabetes and patient safety.

Provider Arrangements

Our relationships with physicians, hospitals anafgssionals that provide health care services aigded by regional and national
standards for network development, reimbursemethicantract methodologies.

It is generally our philosophy not to delegate fullncial responsibility to our physician providen the form of capitation-based
reimbursement. While capitation can be a usefuhogtto lower costs and reduce underwriting risky daghly integrated physician
organizations have the information infrastructuretccessfully manage these contracts.

We attempt to provide market-based hospital reisdament along industry standards. We also seekstarephysicians in our network
are paid in a timely manner at appropriate rates.udé multi-year contracting strategies, includiage or fixed rates, to limit our exposure to
medical cost inflation and increase cost predititgbin all regions, we seek to maintain broadpder networks to ensure member choice
while implementing programs designed to improvedgtality of care received by our members.

Depending on the consolidation and integrationtgfgician groups and hospitals, reimbursement gfiegesary across markets. Fee for
service is our predominant reimbursement methogologphysicians. We generally use a resource-besative value system fee schedule to
determine fee for service reimbursement. This sitreovas developed and is maintained by CMS andés by the Medicare system and other
major payers. This system is independent of subthfges and therefore is not as vulnerable totioflaln addition, physician incentive
contracting is used to recognize clinical qualitygl gerformance.

Like our physician contracts, our hospital contsgatovide for a variety of reimbursement arrangasidepending on the network. Our
hospital contracts recognize unique hospital atteb (e.g., academic medical centers or commupipiltals) and the volume of care perfon
for our members. Many hospitals are reimbursed fixea allowance per day for covered services (f)em) or a case rate basis similar to
Medicare (Diagnosis Related Groups). Other hospées reimbursed on a discount from approved cHzagis for covered services. Hospital
outpatient services are reimbursed based on figed mates, fee schedules or percent of chargémprove predictability of expected cost, we
frequently use a multi-year contracting approachctviprovides stability in our competitive positigarsus other health benefit plans in the
market, and have
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been transitioning to case rate payment methodedo@lany of our renewing hospital contracts havwaarsement linked to improved clinic
performance, patient safety and medical error réaiuc

We believe our market share enables us to negotiaponsible provider reimbursement rates. In sorakkets, we have a “modified
favored rate” provision in our hospital and ancillaontracts that guarantees contracted ratesst & favorable as those given to our
competitors with an equal or smaller volume of hass.

Behavioral Health and Other Provider Arrangements

We have a series of contracts with third party bairal health networks and care managers who orgasmd provide for a continuum
behavioral health services focusing on accesspoogpiate providers and settings for behavioralthezare. These contracts are generally
multi-year capitation based arrangements. Substaimese and alcohol dependency treatment prograrenantegral part of these behavioral
health programs.

In addition, a number of other ancillary serviceypders, including laboratory service providersirfgohealth agency providers and
intermediate and long term care providers, areraoteéd on a region-by-region basis to provide actes wide range of services. These
providers are normally paid on either a fee schedided-per-day or per case basis.

During 2002, we completed the acquisition of PR®d&oral Health, a Denver, Colorado-based behalviwalth care company. From
this acquisition, we have created Anthem Behavibeslth, which, in addition to our third party betwal health networks, is providing
behavioral health benefits and employee assistarograms to our members and other non-Anthem hpkdtfs.

Competition

The managed care industry is highly competitiveéhlationally and in our regional markets. Compatithas intensified in recent ye:
due to more aggressive marketing and pricing, Aferation of new products and increased qualitpemess and price sensitivity among
customers. Significant consolidation within theustty has also added to competition. In additioith the 1999 enactment of the Gramm-
Leach-Bliley Act, banks and other financial ingibins have the ability to affiliate with insurancempanies, which may lead to new
competitors in the insurance and health benegtddi

Industry participants compete for customers maimthe following factors:
* price;

 quality of service;

» access to provider network

« flexibility of benefit designs;

* reputation (including NCQA accreditation statt

 brand recognition; and

« financial stability.

We believe our exclusive right to market productder the Blue Cross Blue Shield brand in our markedvides us with an advantage
over our competition. In addition, our strong markleare and existing provider networks in our Midty&ast and Southeast regions enable us
to achieve cost-efficiencies and service levels allaw us to offer a broad range of health besdfitour customers on a more cost-effective
basis than many of our competitors. In our Wesiorgeghe marketplace is highly fragmented with mgke player having a
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dominant market share. There, as in all regionsstwee to distinguish our products through exaglkervice, product value and brand
recognition.

Competitors in our markets include local and reglananaged care plans, and national health bewmefitpanies. In our Midwest region,
our largest competitors include UnitedHealthcanemidna, Aetna and Medical Mutual of Ohio. In ourtEagion, our main competitors are
Aetna, Health Net, CIGNA, ConnectiCare and HanRitdrim. In our West region, our principal competg include Sierra Health, PacifiCare,
UnitedHealthcare, Kaiser, Aetna and Hometown Heé#ttlour Southeast region, our competitors inclagéena, CIGNA, Kaiser and
UnitedHealthcare.

To build our provider networks, we also competéwaither health benefits plans for contracts witkgiials, physicians and other
providers. We believe that physicians and othevigeys primarily consider member volume, reimbursanhrates, timeliness of reimbursem
and administrative service capabilities along wiid “non-hassle” factor or reduction of non-valdgeled administrative tasks when deciding
whether to contract with a health benefits plantht distribution level, we compete for qualifiegeats and brokers to distribute our products.
Strong competition exists among insurance compamidshealth benefits plans for agents and brok#éhsdemonstrated ability to secure new
business and maintain existing accounts. The lb&sismpetition for the services of such agentslanoders are:

* commission structure;

* support services

* reputation and prior relationships; and
 quality of the products

We believe that we have good relationships withagents and brokers, and that our products, supporices and commission structure
compare favorably to our competitors in all of cegions.

Financial Strength Ratings

Financial strength ratings are the opinions ofrtitang agencies regarding the financial abilityaafinsurance company to meet
obligations to its policyholders. Ratings provid&tbindustry participants and insurance consumétsmeaningful information on specific
insurance companies and have become an increagimgdytant factor in establishing the competitiasition of insurance companies. Rating
agencies continually review the financial performeand condition of insurers and higher ratingsegalty indicate financial stability and a
strong ability to pay claims. The current finanakength ratings of Anthem Insurance and its clitsied subsidiaries are as follows:

Financial
Rating Agency Strength Rating Rating Description
AM Best Company, Inc. A Second highest of nine ratings categories and bighi¢hin the
(“Best”) (“Excellent”) category based on modifiers (i.e., A and A-
are“Excellen”)
Standard & Poc's Rating A Third highest of nine ratings categories and-range within the
Services“S&P”) (“Stron(”) category based on modifiers (i.e., A+, A ar- are“Stron(”)
Moody's Investor Service, In A2 Third highest of nine ratings categories and-range within the
(“Moody’s") (“Gooc") category based on modifiers (i.e., A1, A2 and A8“Gooc”")
Fitch, Inc. (“Fitch”) AA- Second highest of eight ratings categories anddowéhin the
(“Excellent”) category based on modifiers (i.e., AA+, AA and Agke

“Excellen”)
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These financial strength ratings reflect each gasigency’s opinion as to our financial strengtherating performance and ability to meet
our claim obligations to our policyholders. In M2902, Best upgraded our rating to A. In August 2082P reaffirmed it's A rating and Fitch
upgraded its rating to AA- and revised its outldolstable. In January 2003, Moody’s reaffirmedABsrating and upgraded its outlook to
positive. Each of the rating agencies reviewsdtmgs periodically and there can be no assurdratectirrent ratings will be maintained in the
future. We believe our strong ratings are an imgogdrfactor in marketing our products to our custnsince ratings information is broadly
disseminated and generally used throughout thestnduOur ratings reflect each rating agency’s apirof our financial strength, operating
performance and ability to meet our obligationpaticyholders, and are not evaluations directedaravthe protection of investors in our
common stock or debt securities.

Investments

Our investment objective is to preserve our asas¢ land to achieve rates of return, which are stamiwith our defined risk paramete
mix of products, liabilities and surplus. Our potih is structured to provide sufficient liquiditp meet general operating needs, special needs
arising from changes in our financial position @hdnges in financial markets. As of December 3022€xed maturity securities accounted
for 97% of total investments. Our fixed maturityrfiolio consists exclusively of U.S. dollar-denoraiad assets, invested primarily in U.S.
government securities, corporate bonds, asset-tidumeds and mortgage-related securities. As of Deee 31, 2002, our corporate fixed
maturity portfolio (approximately 40% of the tofaded maturity portfolio as of December 31, 2002dran average credit rating of
approximately AA. We do not invest in derivativesstructured products that create leverage. Weodeekier invest in structured products that
have low volatility which are credit rated AA orttex by Moody’s and/or S&P. An example of such mvestment is mortgage backed
securities.

Our portfolio is exposed to three primary sourciessk: credit quality risk, interest rate risk,camarket valuation risk for equity holdin
Credit quality risk is defined as the risk of aditelowngrade to an individual fixed income seguahd the potential loss attributable to that
downgrade. We manage this risk through our investrpelicy, which establishes credit quality limitats on the overall portfolio as well as
dollar limits of our investment in securities ofligidual issuers. Interest rate risk is definedheespotential for economic losses on fixed-rate
securities, due to an adverse change in marketstteates. We manage interest rate risk by maintaa duration commensurate with our
insurance liabilities and shareholders’ equity. k&avaluation risk for the equity holdings is defthas the potential for economic losses due to
an adverse change in equity prices. We manage thsseby investing in index mutual funds that regle the risk and performance of the S
500 and S&P 400 indices, resulting in a diversiegity portfolio.

For additional information regarding Investmengser to Note 4 to our audited consolidated finamstiatements included in Part II, Item
8, of this Form 10-K. Also see the Critical AccongtPolicies and Estimates section of the Manag¢m@&iscussion and Analysis of Financ
Condition and Results of Operations included irt Rattem 7, of this Form 10-K.

Employees

As of December 31, 2002, we had approximately 1®f&0-time equivalent employees primarily locaiedCincinnati and Columbus,
Ohio; Indianapolis, Indiana; Louisville, Kentuckyprth Haven, Connecticut; Denver, Colorado; SouwtlBnd, Maine; Manchester, New
Hampshire; and Richmond, Virginia. Employees wdse écated in various other cities within our i@, as well as in lllinois and New Yo
Our employees are an important asset, and we satvelop them to their full potential. We belidlaat our relationships with our employees
are good. No employees are subject to collectivgdiaing agreements.
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Regulation
General

Our operations are subject to comprehensive arallelétstate and federal regulation throughout thidd States in the jurisdictions in
which we do business. Supervisory agencies, inctudtate health, insurance and corporation depatsyleave broad authority to:

grant, suspend and revoke licenses to transaatdss
regulate many aspects of our products and services;
monitor our solvency and reserve adequacy;

scrutinize our investment activities on the basiguality, diversification and other quantitativeteria.

To carry out these tasks, these regulators pegatigiexamine our operations and accounts.

Regulation of Insurance Company and HMO Businesivities

The federal government as well as the governmédritsecstates in which we conduct our operationshadopted laws and regulatic
that govern our business activities in various wayese laws and regulations may restrict how welaot our businesses and may result in
additional burdens and costs to us. Areas of gowental regulation include:

licensure;

premium rates;

benefits;

service areas;

market conduci

utilization review activities;

prompt payment of claim:

member rights and responsibilities;

sales and marketing activitie

guality assurance procedures;

plan design and disclosures;

collection, access or use of protected health iné&tion;
eligibility requirements;

provider rates of paymer

surcharges on provider payments;

provider contract forms

provider access standards;

assessments for the uninsur

underwriting, marketing and rating restrictions $anall group products;

member and provider complaints and appe
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 underwriting and pricing
« financial arrangements;
« financial condition (including reserves); a

* corporate governance.

These laws and regulations are subject to amendna@dtchanging interpretations in each jurisdiction

States generally require health insurers and HMQ@btain a certificate of authority prior to commgry operations. If we were to
establish a health insurance company or an HMQynséate where we do not presently operate, wergiypevould have to obtain such a
certificate. The time necessary to obtain suchréficate varies from state to state. Each healgurer and HMO must file periodic financial
and operating reports with the states in whicloésibusiness. In addition, health insurers and HBl®subject to state examination and
periodic license renewal.

There has been a recent trend of increased heakiregulation at the federal and state levelgpd¥ed actions and legislation, regulation
and initiatives relating to this trend include, armgmther things, the following:

« eliminating or reducing the scope of ERISA-emption of state medical and bad faith claims urstite law, thereby exposing hee
benefits companies to expanded liability for pwatand other ext-contractual damage

* requiring an insurer to pay claims during gracequkr irrespective of whether a premium is ultimaedid;
» extending malpractice and other liability for meadiand other decisions from providers to healtmgj
» imposing liability for negligent denials or delaiyscoverage;
* requiring
— coverage of experimental procedures and dt
— direct access to specialists for patients with oloreonditions
— direct access to specialists (including OB/GYNSgJ ahiropractors
— direct payment of certain providers (whether orswath providers are participants, e.g., ambulanceigers),
— expanded consumer disclosures and notices and dxg@overage for emergency servic
— liberalized definitions of medical necessi
— liberalized internal and external grievance andeapprocedures (including expedited decision magk
— maternity and other lengths of hospital inpatigay ¢
— point of service benefits for HMO plans, &
— payment of claims within specified time frames ayment of interest on claims that are not paid withose time frame:
* prohibiting
— sc-called“ga¢” and similar clauses in physician agreeme
— incentives based on utilization, a
— limitation of arrangements designed to manage na¢dizsts such as capitated arrangements with pFmvimt provider financie
incentives;
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» regulating and restricting the use of utilizatioamagement and revie

* regulating and monitoring the composition of praridetworks, such as “any willing provider” and phacy laws (which generally
provide that providers and pharmacies cannot beederarticipation in a managed care plan whergtbeiders and pharmacies are
willing to abide by the terms and conditions ofttpkn);

» imposing payment levels for out-of-network care asgluirements to apply lifetime and other limitantental health benefits with
parity;
» exempting physicians from the antitrust laws ttrahjbit price fixing, group boycotts and other tammtal restraints on competitic

« restricting the use of health plan claims inforroafi

 regulating procedures that protect the confideityiaf health and financial informatiol

» implementation of a state-run single payer system;

» imposing thir-party review of denials of benefits (including daleibased on a lack of medical necess

« allowing entry of Multiple Employer Welfare Assotians and Association Health Plans into group migriéthout regulation
comparable to regulation of insure

« limiting withdrawal from and reentry to market segmts; anc

* restricting or eliminating the use of formularies prescription drugs

The health benefits business also may be adversplycted by court and regulatory decisions thategthe interpretations of existing
statutes and regulations. It is uncertain whetreecan recoup, through higher premiums or other areasthe increased costs of mandated
benefits or other increased costs caused by patéegislation or regulation.

Small Group Reform

All of the principal states in which we do businésse enacted statutes that limit the flexibilifyus and other health insurers relative to
their small group underwriting and rating practicdemmonly referred to as “small group reform” stas, these laws are generally consistent
with model laws originally adopted by the NatioAalisociation of Insurance Commissioners, or NAIC.

In 1991, the NAIC adopted the Small Group Healtuhance Availability Model Act. This model law litaithe differentials in rates
carriers can charge between new business and hesitfance renewal business, and with respect &l gmoups with similar demographic
characteristics (commonly referred to as a “ratawvg’). It also requires that insurers disclose tistomers the basis on which the insurer
establishes new business and renewal rates, tedtrecapplicability of pre-existing condition ewsions and prohibits an insurer from
terminating coverage of an employer group becatifeecadverse claims experience of that group.mbdel law requires that all small group
insurers accept for coverage any employer groufyeggpfor a basic or standard plan of benefits (ooonly known as a “guarantee issue Iaw”
and provides for a voluntary reinsurance mechandsapread the risk of high risk employees amongrakll group carriers participating in the
reinsurance mechanism. Our representatives actpagticipated in the committees of the NAIC, wharafted and proposed this model law.
NAIC model laws are not applicable to the industnyil adopted by individual states, and there gmicant variation in the degree to whi
states adopt and/or alter NAIC model laws. Someoifall, of these rating and underwriting limitats are present in small group reform
statutes currently adopted in all of the princigtattes in which we do business.

Underwriting Limitations. In the past, insurance companies were freelexsand reject risks based on a number of fadtochiding
the medical condition of the person seeking to rezmsured. Small group health
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insurers were free to accept some employees aact @her employees for coverage within one emplgy@up. An insurance company was
also free to exclude from coverage medical conadlitiexisting within a group which the insurance campbelieved represented an
unacceptable risk level. Also, for the most parsurance companies were free to cancel coveraggafup due to the medical conditions,
which were present in that group. Additionally,ewnemployee seeking medical coverage under arirexigtoup plan could be either accepted
or rejected for coverage, or could have coveragtudrd or delayed for existing medical conditions.

The small group health insurance reform laws lmnigbolish a number of these commonly utilized ficas to address a societal need to
extend availability of insurance coverage more 8ip#o those who were previously not eligible foverage. Reform laws have been adopted
which at a minimum generally require that a groitbez be accepted or rejected for coverage as piteTthe law in all of the states in which
we do business now prohibits the practice of teating the coverage of an employer group based@mtdical conditions existing within that
group (Insurers may still cancel business for atéichnumber of other reasons.) These states alsergiéy require “portability” of coverage,
which means that an insurer cannot exclude covdagepreexisting condition of a new employee of an exisgmgployer group if that pers
had previously satisfied a pexisting condition limitation period with the priorsurer, and if that person maintained continuomserage. Mo
state small group reform statutes also prohibitii@ss from denying coverage to employer groupsdagen industry classification.

All states in which we do business require the fgatee issue” of small group policies, either tigilogpecific state law or the states’
requirement to enforce a federal law, the Healtfutance Portability and Accountability Act of 19%6pwn as HIPAA. These laws require an
insurer to issue coverage to any group that apfiiesoverage under any of the small group policesketed by the insurer in that state,
regardless of the medical risks presented by tltatgy The small group legislation also requiresiiess to “guarantee renew” existing small
group policies at the time of renewal.

Rating Limitations. Prior to the adoption of state rate reform latiuere was very limited regulation of the ratimggices used in the
small group health insurance market. There wasalist no regulation of the amount by which one grauate could vary from that of a
demographically similar group with different clairsperience, and there was no statutorily plaged bn the extent and frequency of rate
increases that could be applied to any one emplgrgem.

Over the last nine years, all of the principalesah which we do business have enacted rating [Baese laws are designed to reduce the
variation in rates charged to insured groups whe iavorable and unfavorable claims experiencey &g limit the extent and frequency of
rate increases. They do not, however, establisippropriate base or “manual” rate level for an iesulThe most stringent rate reform
regulation would be a pure community rating requieat, pursuant to which all persons in a geogragggon would receive the same rate for
the same coverage as any other person, withouidayaton of demographic factors such as age, gegdegraphic location, medical risk or
occupation. Most existing rating laws also impodiené on the extent and frequency of a group’&riatcreases.

Small Group Statutory Reinsurance Mechanisms

At this time, our Connecticut and New Hampshirenplare subject to involuntary assessments froml graalp reinsurance mechanisms
within these states. Our plan in New Hampshiraiigext to two risk sharing mechanisms. One is aesmnent to fund a newly created high
risk pool in the individual market. Our New Hampghplan is also subject to a soon to lapse assessnezhanism to contribute an amount
sufficient to cover the expenses and losses oéverivf individual products. These mechanisms aseyded to provide risk-spreading
mechanisms for insurers doing business in jurigmistthat mandate that health insurance be issnedguarantee issue basis. Guarantee issue
requirements increase underwriting risk for inssifgy forcing them to accept higher-risk business tthey would normally accept. This
reinsurance mechanism allows the insurer to cadénigh-risk business to the reinsurance facitityis sharing the underwriting experience
with all insurers
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in the state. Connecticut and New Hampshire staubject insurance companies doing business @ fjovisdictions to assessments to fund
losses from the reinsurance mechanisms. In addilew Hampshire recently created a high risk podhe individual market. Indiana, Ohio
and Nevada statutes provide voluntary reinsurareehanisms in which the assessment is against bodetcarriers electing to participate in
the reinsurance mechanism. We have elected natrtwipate in these voluntary reinsurance mechasisnindiana and Ohio; however,
Anthem does patrticipate in Nevada. Kentucky, CalordMaine and Virginia do not have a small groupserance mechanism.

Recent Medicare Changes

In 1997, the federal government passed legislatated to Medicare that changed the method fardening premiums that tt
government pays to HMOs for Medicare members. hregad, the new method has reduced the premiumsfe@us compared to the old
method, although the level and extent of the reédostvaries by geographic market and depends ar &dbtors. The legislation also requires
us to pay a “user fee.” The changes began to bgephia on January 1, 1998 and will continue owes fiears. The federal government also
announced in 1999 that it planned to begin to pirasek adjustments to its premium payments ovivexyear period commencing January 1,
2000. While we cannot predict exactly what efféetse Medicare reforms will have on our resultspdrations, we anticipate that the net
impact of the risk adjustments will be to reduce phemiums payable to us.

HIPAA and Gramm-Leach-Bliley Act

HIPAA and its regulations impose obligations fausrs of health insurance coverage and health ibpreef sponsors. This law requir
guaranteed health care coverage for small empldyaiisig 50 or fewer employees and for individualeowneet certain eligibility
requirements. It also requires guaranteed reneityabflhealth care coverage for most employersiadi/iduals. The law limits exclusions
based on preexisting conditions for individualsex@d under group policies to the extent the indiald had prior creditable coverage, and the
gap between the prior coverage and the new covemy®ot exceed certain time frames.

In addition, HIPAA authorized the Secretary of theited States Department of Health and Human Sesyknown as HHS, to issue
standards for administrative simplification, as Ivesl privacy and security of medical records amoindividually identifiable patient data.
HIPAA requirements apply to plan sponsors, hedting health care providers and health care clglaoinses as well as health care providers
that transmit, maintain or have maintained healformation electronically (collectively referred @as “Covered Entities”). Regulations adopted
to implement HIPAA also require that business as$es acting for or on behalf of these Coveredtiestbe contractually obligated to meet
HIPAA standards.

Although HIPAA was intended ultimately to reduceradistrative expenses and burdens faced withirh&edth care industry, we believe
the law will initially bring about significant anéh some cases, costly changes. HHS has releassdrtiies to date mandating the use of new
standards with respect to certain health care adims, including health information. The firstewequires the use of uniform standards for
common health care transactions, including heatk claims information, plan eligibility, referregrtification and authorization, claims status,
plan enroliment and disenrollment, payment and ttamie advice, plan premium payments and coordinatf benefits, and it establishes
standards for the use of electronic signatures.riwetransaction standards became effective int@ct®000. Originally, almost all Covered
Entities were required to comply with these stadddny October 16, 2002. However, legislation wascted in December 2001 giving Cove
Entities the option of extending their complianegedto October 16, 2003, provided that a filingnsde with HHS prior to October 16, 2002.
We took advantage of the extension and intend toobgpliant by October 16, 2003.

Second, HHS has developed new standards relatitig torivacy of individually identifiable healthformation. In general, these
regulations restrict the use and disclosure of nedecords and other individually
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identifiable health information held or disclosgdhealth plans and other affected entities in amgnf whether communicated electronically
paper or orally, subject only to limited exceptiolsaddition, the regulations provide patientswgignificant new rights to understand and
control how their health information is used. Thesgulations do not preempt more stringent stats kEnd regulations that may apply to us.
The privacy standards became effective on April2ZD81. We must comply with these privacy standagd8pril 14, 2003. On February 20,
2003, HHS published the final regulation addressicurity requirements to be met regarding accitissitf personal health information.
Health plans (other than small health plans) hant& April 20, 2005 to comply with these new setystandards. We are currently assessing
the impact of this new regulation.

Other recent federal legislation includes the Grabhaach-Bliley Act, which generally required inswséo provide affected customers
with notice regarding how their personal health indncial information is used and the opportumdéyopt out” of certain disclosures before
the insurer shares non-public personal informatith a non-affiliated third party. These requirerteewere to be implemented on a state-by-
state basis by July 1, 2001. We have implementddaeen complying with the new law. The Gramm-Leadife Act also gives banks and
other financial institutions the ability to affitewith insurance companies, which may lead to cempetitors in the insurance and health
benefits fields.

Investment and Retirement Products and Services

We are subject to regulation by various governnageincies where we conduct business, includingi@ance departments of India
Kentucky, Ohio, Connecticut, New Hampshire, Mai@e|orado, Nevada and Virginia. Among other mattérsse agencies may regulate
premium rates, trade practices, agent licensiniigypforms, underwriting and claims practices, theximum interest rates that can be charged
on life insurance policy loans, and the minimunesahat must be provided for accumulation of suteewalue.

ERISA

The provision of services to certain employee weltzenefit plans is subject to the Employee Regngnincome Security Act of 1974
(“ERISA”), a complex set of laws and regulationbjgat to interpretation and enforcement by therhmdERevenue Service and the Department
of Labor (“DOL"). ERISA regulates certain aspects of the relatiorsshgiween us, the employers who maintain employstare benefit plan
subject to ERISA and participants in such plansn&of our administrative services and other adisitnay also be subject to regulation under
ERISA. In addition, some states require licensuinegistration of companies providing third partgims administration services for benefit
plans. We provide a variety of products and ses/foeemployee welfare benefit plans that are cal/byeERISA.

In December 1993, in a case involving an employseefit plan and an insurance company, the UnitateStSupreme Court ruled that
assets in the insurance company’s general acchanivere attributable to a portion of a group pemsiontract issued to the plan that was not a
“guaranteed benefit policy” were “plan assets”farposes of ERISA and that the insurance compadyitiaciary responsibility with respect
to those assets. In reaching its decision, thee®o@iCourt declined to follow a 1975 DOL interprethwlletin that had suggested that insurz
company general account assets were not plan assets

The Small Business Job Protection Act (the “Aetgs signed into law in 1996. The Act created a &awork for resolving potential isst
raised by the Supreme Court decision. The Act plesvithat, absent criminal conduct, insurers gelyasdll not have liability with respect to
general account assets held under contracts thaioaiguaranteed benefit policies based on claiaisthose assets are plan assets. The relief
afforded extends to conduct that occurs beforalttie that is 18 months after the DOL issues fiegulations required by the Act, except as
provided in the anti-avoidance portion of the regioihs. The regulations, which were issued on Jarua2000, address ERIS&\application t
the general account assets of insurers attributatdentracts issued on or before December 31, i#88re not guaranteed benefit policies.
The conference report relating to the Act statas plolicies issued after December 31, 1998 thaharguaranteed
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benefit policies will be subject to ERISA’s fiducyaobligations. We are not currently able to prétiow these matters may ultimately affect
our businesses.

The United States Supreme Court recently decidesa which held that health plans provided to eygsbunder ERISA must still
comply with state insurance laws which give pasig¢he right to independent external review of maldioverage decisions.

In 2001, the DOL promulgated new regulations urelRISA setting out standards for claim payment aednimer appeals along with
associated notice and disclosure requirements €Tiuas became effective for employers with plaargdeginning on or after January 1, 2002
for disability plans and July 1, 2002 for healthan.

HMO and Insurance Holding Company Laws

We are regulated as an insurance holding compasha@nsubject to the insurance holding companyddtse states in which our
subsidiaries are domiciled. These acts contairaicereporting requirements as well as restrictiom$ransactions between an insurer or HMO
and its affiliates. These holding company laws geglilations generally require insurance compamesHMOs within an insurance holding
company system to register with the insurance deygant of each state where they are domiciled affitetavith those states’ insurance
departments certain reports describing capitatsira, ownership, financial condition, certain hetampany transactions and general business
operations. In addition, various notice and repgrtiequirements generally apply to transactionséet insurance companies and HMOs and
their affiliates within an insurance holding compaystem, depending on the size and nature ofémsdctions. Some insurance holding
company laws and regulations require prior regmaspproval or, in certain circumstances, priolig@bf certain material intercompany
transfers of assets as well as certain transadtietvgeen insurance companies, HMOs, their parddirfgocompanies and affiliates.

Additionally, the holding company acts for the stabf domicile of our regulated subsidiaries resthie ability of any person to obtain
control of an insurance company or HMO without prigulatory approval. Under those statutes, witlsogh approval (or an exemption), no
person may acquire any voting security of an insceeholding company which controls an insurancepaom or HMO, or merge with such a
holding company, if as a result of such transacsioch person would “control” the insurance holdiegnpany. “Control” is generally defined
as the direct or indirect power to direct or catigedirection of the management and policies ofragn and is presumed to exist if a person
directly or indirectly owns or controls 10% or markthe voting securities of another person.

Guaranty Fund Assessments

Under insolvency or guaranty association laws isinstates, insurance companies can be assessaddants paid by guaranty funds
policyholder losses incurred when an insurance @myfpecomes insolvent. Most state insolvency orantg association laws currently
provide for assessments based upon the amounewfiypms received on insurance underwritten withithsstate (with a minimum amount
payable even if no premium is received). Substiyidl of our premiums are currently derived fransurance underwritten in Indiana,
Kentucky, Ohio, Connecticut, New Hampshire, Mai@e|orado, Nevada and Virginia.

Under many of these guaranty association lawssasgnts against insurance companies that issusesalif accident or sickness
insurance, such as Anthem, are made retrospectivelare based (up to prescribed percentage ofiyprelimits) upon the ratio of (i) the
insurance company’s premiums received in the apipléicstate over the previous three calendar yenescident and sickness insurance to (ii)
the aggregate amount of premiums received by sissed member insurance companies over such Hieselar years on accident and
sickness insurance. The guaranty fund assessmeuws umder these acts are administered by thesstataranty association, which has its «
board of directors selected by member insurers thighapproval of the
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state insurance department. In general, an assessmg be abated or deferred by the guaranty astsmriif, in the opinion of the board of the
guaranty association, payment would endanger thigyadf the member to fulfill its contractual olgiations. The other member insurers,
however, may be assessed for the amount of su¢braéat or deferral. All or a portion of such assesst paid by a member insurance
company may be offset against its premium tax liigktio the state in question over a multiple ypariod (generally five to 10 years) following
the year in which the assessment was paid. The @tnand timing of any future assessments, howewaemat be reasonably estimated and are
beyond our control.

While the amount of any assessments applicabiéetarid health guaranty funds cannot be predictiéld eertainty, we believe that futu
guaranty association assessments for insurer ieiscils will not have a material adverse effectwnliquidity and capital resources.

Risk-Based Capital Requirements

The states of domicile of our regulated subsidsahiave statutory ri-based capital, or RBC, requirements for healtha@hdr insuranc
companies based on the RBC Model Act. These RBGin&gents are intended to assess the capital adggbiife and health insurers, taking
into account the risk characteristics of an insgrétvestments and products. The RBC Model Actfeeth the formula for calculating the RE
requirements which are designed to take into adcasset risks, insurance risks, interest rate askbother relevant risks with respect to an
individual insurance company’s business. In generaler these laws, an insurance company must sabmeport of its RBC level to the
insurance department or insurance commissiongs sfate of domicile for each calendar year.

The RBC Model Act provides for four different lesalf regulatory attention depending on the ratia cbmpany’s total adjusted capital
(defined as the total of its statutory capital phus and asset valuation reserve) to its risk-baapital. The “Company Action Level” is
triggered if a company’s total adjusted capitdéiss than 200 percent but greater than or equdQqercent of its risk-based capital. At the
“Company Action Level”, a company must submit a poemensive plan to the regulatory authority whigdtdsses proposed corrective actions
to improve its capital position. A company whosekadjusted capital is between 250 percent andp20€ent of its risksased capital is subje
to a trend test. The trend test calculates thetgred any decrease in the margin (i.e., the amoudbllars by which a company’s adjusted
capital exceeds its risk-based capital) betweerdinent year and the prior year and between theigtuyear and the average of the past three
years, and assumes that the decrease could oaariaghe coming year. If a similar decrease ingimain the coming year would result ir
risk-based capital ratio of less than 190 perdéety “Company Action Level” regulatory action woudd triggered. The “Regulatory Action
Level” is triggered if a company’s total adjusteapital is less than 150 percent but greater thagoal to 100 percent of its risk-based capital.
At the “Regulatory Action Level”, the regulatorythority will perform a special examination of thengpany and issue an order specifying
corrective actions that must be followed. The “Aarthed Control Level” is triggered if a company&al adjusted capital is less than 100
percent but greater than or equal to 70 perceits$ ofsk-based capital, at which level the regulatauthority may take any action it deems
necessary, including placing the company underlaggity control. The “Mandatory Control Level” idggered if a company'’s total adjusted
capital is less than 70 percent of its risksed capital, at which level the regulatory auth@ mandated to place the company under itsrobt

The law requires increasing degrees of regulateeysight and intervention as an insurance compaRBE declines. The level of
regulatory oversight ranges from requiring the rasge company to inform and obtain approval froemdbmiciling insurance commissioner
a comprehensive financial plan for increasing BCRto mandatory regulatory intervention requirarginsurance company to be placed under
regulatory control in a rehabilitation or liquidai proceeding. As of December 31, 2002, the RBEIl$eof our insurance subsidiaries exceeded
all RBC thresholds.
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NAIC IRIS Ratios

In the 1970s, the NAIC developed a set of finandtionships o“test” called the Insurance Regulatory Information SystenmRIS,
that were designed for early identification of c@nies that may require special attention by instgaegulatory authorities. Insurance
companies submit statutory financial data on aruahbasis to the NAIC, which in turn analyzes thgadusing ratios covering eleven categc
of data with defined “usual ranges” for each catggAn insurance company may fall out of the usaalge for one or more ratios because of
specific transactions or events that are, in anti@hselves, immaterial. Generally, an insuraneepaoy will become subject to regulatory
scrutiny if its IRIS results fall outside of theuad ranges on four or more of the ratios. If a campis outside the ranges on four or more of the
ratios, a written explanation is prepared and seregulators. None of our insurance subsidiasesiirently subject to regulatory scrutiny
based on IRIS ratios.

ITEM 2. PROPERTIES.

Our principal executive offices are located at Mdhument Circle, Indianapolis, Indiana. In additiorthis property, our principal
operating facilities are located in Denver, Colaradorth Haven, Connecticut; Indianapolis, Indial&son/Cincinnati, Ohio;
Worthington/Columbus, Ohio; Manchester, New HamgsHiouisville, Kentucky; South Portland, Maine aRighmond, Virginia. In total, we
own approximately 17 facilities and lease approxetya67 facilities. These locations total 5.8 noilisquare feet, of which we occupy 5.4
million square feet, and are located in 17 stadés believe that our properties are adequate aabdeifor our business as presently condut

ITEM 3. LEGAL PROCEEDINGS.
Litigation

A number of managed care organizations have beshiawclass action lawsuits asserting various agaction under federal and state
law. These lawsuits typically allege that the defent managed care organizations employ policiepamtedures for providing health care
benefits that are inconsistent with the terms efdbverage documents and other information providedeir members, and because of these
misrepresentations and practices, a class of menmasrbeen injured in that they received benefitssser value than the benefits represented
to and paid for by such members. Two such procesdirhich allege various violations of the EmplojRegirement Income Security Act of
1974 (“ERISA”) have been filed in Connecticut agaithe Company and/or our Connecticut subsidiane froceedinglhe State of
Connecticut v. Anthem Blue Cross and Blue ShieCiominecticut, Anthem Health Plans, Inc., et, &lo. 3:00 CV 1716 (AWT), filed on
September 7, 2000 in the United States Distriatr€®istrict of Connecticut, was brought by thenBecticut Attorney General on behalf of a
purported class of HMO and Point of Service membef3onnecticut. No monetary damages are soughpayh the suit does seek injunctive
relief from the court to preclude the Company fralkegedly utilizing arbitrary coverage guidelinasaking late payments to providers or
members, denying coverage for medically necessascpption drugs and misrepresenting or failingigclose essential information to
enrollees. The complaint contends that these allpgéicies and practices are a violation of ERI84second proceedingVilliam Strand v.
Anthem Blue Cross and Blue Shield of Connectiautigdn Health Plans, Inc., et., No. 3:00 CV 2037 (SRU), filed on October 20, @09
the United States District Court, District of Contieut, was brought on behalf of a purported ctafddMO and Point of Service members in
Connecticut and elsewhere, and seeks injunctivef tel preclude the Company from allegedly makiogerage decisions relating to medical
necessity without complying with the express teahthe policy documents, and unspecified monetampages (both compensatory and
punitive).

In addition, the Company’s Connecticut subsidiarg defendant in three class action lawsuits brooiglbehalf of professional providers
in ConnecticutEdward Collins, M.D., et al. v. Anthem Health Plal., No. CV-99 0156198 S, was filed on December 1891 @ the
Superior Court Judicial District of Waterbury, Cewticut.Stephen R. Levinson, M.D., Karen Laugel, M.D. arlde¥in Lynch, M.D. v. Anthe
Health Plans
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Inc. d/b/a Anthem Blue Cross and Blue Shield ofr@oticut, No. 3:01 CV 426 (JBA), was filed on February 2801 in the Superior Court
Judicial District of New Haven, Connectic@onnecticut State Medical Society v. Anthem HeRitins, Inc., No. 3:01 CV 428 (JBA) was file
on February 14, 2001 in the Superior Court Judidiatrict of New Haven, Connecticut. The suits gdahat the Connecticut subsidiary has
breached its contracts by, among other thingsgedily failing to pay for services in accordancehwvite terms of the contracts. The suits also
allege violations of the Connecticut Unfair Tradedices Act, breach of the implied duty of gooiifand fair dealing, negligent
misrepresentation and unjust enrichment. Théins andLevinsonsuits seek injunctive relie€ollins seeks an accounting under the terms of
the provider agreements and injunctive relief pgodhiig us from continuing the unfair actions alldge the complaint and violating its
agreementd.evinsonseeks permanent injunctive relief prohibiting wmrit among other things, utilizing methods to reduwimbursement of
claims, paying claims in an untimely fashion anovding inadequate communication with regards tei@s and appeals. Both of the suits ¢
unspecified monetary damages (both compensatorpamitive). The third suit, brought by the ConnegtiState Medical Society, seeks the
same injunctive relief as theevinsoncase, but no monetary damages.

On July 19, 2001, the court in temllins suit certified a class as to three of the plaitstifffteen allegations. The class is defined as¢ho
physicians who practice in Connecticut or grougpicas which are located in Connecticut that wendi@s to either a Participating Physician
Agreement or a Participating Physicians Group Agrert with the Company and/or its Connecticut subsjdduring the period from 1993 to
the present, excluding risk-sharing arrangemerdscantain other contracts. The claims which weréf as class claims are: the Company’s
alleged failure to provide plaintiffs and other garly situated physicians with consistent medigi@lization/quality management and
administration of covered services by paying finahincentive and performance bonuses to providacsthe Company’s staff members
involved in making utilization management decisicans alleged failure to maintain accurate booksracdrds whereby improper payments to
the plaintiffs were made based on claim codes sttibdpiand an alleged failure to provide senior pengl to work with plaintiffs and other
similarly situated physicians. The Company has alggkthe class certification decision.

On September 26, 2002, the Judge in a Multi Distritigation (“MDL") class action lawsuit pending ithe United States District Court
for the Southern District of Florida, Miami Divigiacaptionedn re: Humana, Inc. Managed Care Litigation, MDL N834, granted plaintiffs’
motion to amend the pleadings to add Anthem, Is@ defendant. Other defendants include HumanaaA&igna, Coventry, Health Net,
PacifiCare, Prudential, United and WellPoint. Thanaged care litigation around the country has lseesolidated to the U.S. District Court in
Miami, Florida under the MDL rules. The Court hatitshe cases into two groups, a “provider tragk/olving claims by doctors, osteopaths,
and other professional providers, and a “subsctitaek” involving claims by subscribers and memhs#rthe various health plan defendants.
The provider track plaintiffs include individual ctors, as well as several medical societies. Thitshes been pending for several years prior to
the Company being added. The complaint againsCtmpany and the other defendants alleges thatefemdants do not properly pay claims,
but instead “down-code” claims, improperly “bundt#aims, use erroneous or improper cost criterievuate claims and delay paying proper
claims. The suit also alleges that the defendgmsade a common scheme and conspiracy in violatidine Racketeer Influenced Corrupt
Organizations Act (“RICQO”). The suit seeks declargtand injunctive relief, unspecified monetary dayes, treble damages under RICO and
punitive damages. The Court certified a class engtovider track class action cases on Septemh&0B2 but denied class certification of the
subscriber track cases. Defendants in the protidek cases sought and on November 20, 2002 wargegt an interlocutory appeal to the
Eleventh Circuit. Due to the Company’s late additio the case, it was not included in the SepterBbeR002 class certification order and is
therefore not a party to the appeal; however, the@ny may be affected by the outcome of the appeal

On October 10, 2001, the Connecticut State Dergabgiation along with five dental providers filadtsagainst the Company’s
Connecticut subsidiarfConnecticut State Dental Association, Dr. MartinttRDr. Michael Egan, Dr. Sheldon Natkin, Dr. SurarNemeth,
and Dr. Bruce Tandy v. Anthem Health Plans, Inb/alAnthem Blue Cross and Blue Shield of Conneotias filed in the Superior Court
Judicial District of Hartford, ConnecticuDn November 9, 2001, this suit was, with the coheéthe parties, voluntarily
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withdrawn without prejudice. The claims were refilen April 15, 2002. The suit alleged that the Camys Connecticut subsidiary violated
the Connecticut Unfair Trade Practices Act by atllg unilaterally altering fee schedules withoutio® or a basis to do so, instituting unfair
and deceptive cost containment measures and rgftessienroll new providers unless they agreed ttighpate in all available networks. The
plaintiffs sought declaratory relief that the prees alleged in the complaint constituted decepdiveé unfair trade practices. A permanent
injunction was also sought prohibiting us from, amgather things, failing and refusing to informwetk providers of the methodology
supporting our fee schedules and substituting edical judgment for that of dental providers.

On April 15, 2002, the Connecticut State Dentaloksation and two dental providers re-filed the igias two separate sui®onnecticu
State Dental Association v. Anthem Health Plans, difb/a Anthem Blue Cross Blue Shield of Connetotias filed in the Superior Court
Judicial District of New Haven, Connectictartin Rutt, D.D.S. and Michael Egan, D.D.S., et &l Anthem Health Plans, Inc. d/b/a Anthem
Blue Cross Blue Shield of Connectiwas also filed in the Superior Court Judicial Didtof New Haven, Connecticut. The suits make mafr
the same allegations as the prior withdrawn siiie Ruttsuit is filed as a purported class action. Bothsssgek injunctive relief, as well as
unspecified monetary damages (both compensatorpamitive), along with costs and attorneys’ fees.

The Company intends to vigorously defend all theeeeedings, however, their ultimate outcomes copresently be determined

On March 11, 1998, Anthem Insurance and its Ohisigliary, Community Insurance Company (“CIC”") weamed as defendants in a
lawsuit, Robert Lee Dardinger, Executor of the Estate oh&st.ouise Dardinger v. Anthem Blue Cross and Eheld, et al, filed in the
Licking County Court of Common Pleas in Newark, @Hhihe plaintiff sought compensatory damages amsperified punitive damages in
connection with claims alleging wrongful death, ffaith and negligence arising out of CIC’s deniftertain claims for medical treatment for
Ms. Dardinger. On September 24, 1999, the juryrnetd a verdict for the plaintiff, awarding $1,3%@{ual dollars) for compensatory damages,
$2.5 million for bad faith in claims handling andpeals processing, $49.0 million for punitive dasmgnd unspecified attorneys’ fees in an
amount to be determined by the court. The couet Igtanted attorneys’ fees of $0.8 million. Botmganies filed an appeal of the verdict on
November 19, 1999. On May 22, 2001, the Ohio CotiAppeals (Fifth District) affirmed the jury awaod $1,350 for breach of contre
against CIC, affirmed the award of $2.5 million quensatory damages for bad faith in claims handiimgd) appeals processing against CIC, but
dismissed the claims and judgments against Anttmesurance. The court also reversed the award oD$dBlion in punitive damages against
both Anthem Insurance and CIC, and remanded thstigneof punitive damages against CIC to the taalrt for a new trial. Anthem Insuran
and CIC, as well as the plaintiff, appealed certaipects of the decision of the Ohio Court of Apge@n October 10, 2001, the Supreme Court
of Ohio agreed to hear the plaintiff's appeal, irtthg the question of punitive damages, and dethiedross-appeals of Anthem and CIC. In
December 2001, CIC paid the award of $2.5 milliompensatory damages for bad faith and the awa$d 850 for breach of contract, plus
accrued interest. On April 24, 2002 the SupremerGafuOhio held oral arguments. On December 20228t Ohio Supreme Court ruled,
reinstating the judgment against both Anthem Inscezand CIC, but remitted the punitive damages @80 million to $30.0 million plus
interest. The Court also ruled that the plaintifuld receive $10.0 million of the judgment, theipléf’'s attorneys would receive their
contingency fee on the $30.0 million plus interssd that the remainder of the award should be giwdihe Ohio State University Hospital for
a charitable fund named after Esther Dardinger.lammtiff filed motions in response to the rentitti The Company has not decided whether
to seek an appeal to the United States Supremd.ddwr ultimate outcome cannot presently be detezthi

The Company’s primary Ohio subsidiary and primagnkucky subsidiary were sued on June 27, 2002gin tespective state courts.
The suits were brought by the Academy of Medicih€iacinnati, as well as individual physicians, gndport to be class action suits brought
on behalf of all physicians practicing in the gegatincinnati area and in the Northern Kentuckyaarespectively. In addition to the
Company’s subsidiaries, both suits name Aetna,ddrtitealthcare and Humana as defendants. TheditstaptionedAcademy of Medicine of
Cincinnati and Luis Pagani, M.D. v. Aetna Health¢l, Humana Health Plan of Ohio,
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Inc., Anthem Blue Cross and Blue Shield, and Uriitedith Care of Ohio, Inc., No. A020049was filed on June 27, 2002 in the Court of
Common Pleas, Hamilton County, Ohio. The secont] saptionedAcademy of Medicine of Cincinnati and A. Lee GreMeD., Victor
Schmelzer, M.D., and Karl S. Ulicny, Jr., M.D. et@a Health, Inc., Humana, Inc., Anthem Blue Crss Blue Shield, and United Health
Care, Inc., No. 02-CI-90@as filed on June 27, 2002 in the Boone County,t&ky Circuit Court.

Both suits allege that the four companies actezbmbination and collusion with one another to redilne reimbursement rates paid to
physicians in the area. The suits allege thatdiseat result of the defendants’ alleged anticoritipetactions, health care in the area has
suffered, namely that: there are fewer hospitdigsjrians are rapidly leaving the area; medicatiiraes are unable to hire new physicians; .
from the perspective of the public, the availapitf health care has been significantly reducedhBaiit alleges that these actions violate the
respective state’s antitrust and unfair competitaams, and each suit seeks class certification pamsatory damages, attorneys’ fees, and
injunctive relief to prevent the alleged antimpetitive behavior against the class in the &itiotions to dismiss or to send the cases to bg
arbitration per the provider contracts were fileithviboth courts. The Ohio court overruled the masion January 21, 2003 and the Kentucky
court overruled the motions on February 19, 200&ebdants will appeal both rulings. These suitdratbe preliminary stages. The Company
intends to vigorously defend the suits and belighias any liability from these suits will not hagsematerial adverse effect on its consolidated
financial position or results of operations.

On October 25, 1995, Anthem Insurance and two hrad&ffiliates were named as defendants in a lawifled Dr. William Lewis, et al. \
Associated Medical Networks, Ltd., et, that was filed in the Superior Court of Lake Ciyuhndiana. The plaintiffs are three related healt
care providers. The health care providers assatttie Company failed to honor contractual assigrismef health insurance benefits and
violated equitable liens held by the health camviglers by not paying directly to them the heattburance benefits for medical treatment
rendered to patients who had insurance with thegamyn The Company paid its customers’ claims ferttbalth care providers’ services by
sending payments to its customers as called fahdiy insurance policies, and the health care piergi assert that the patients failed to use the
insurance benefits to pay for the health care pierg’ services. The plaintiffs filed the case &taas action on behalf of similarly situated
health care providers and seek compensatory danragespecified amounts for the insurance benafitpaid to the class members, plus
prejudgment interest. The case was transferreaet&uperior Court of Marion County, Indiana, whieie now pending. On December 3, 20
the Court entered summary judgment for the Compenthe health care providers’ equitable lien claiiifee Court also entered summary
judgment for the Company on the health care prag contractual assignments claims to the extenttti@health care providers do not hold
effective assignments of insurance benefits frotrepts. On the same date, the Court certified Hse @s a class action. As limited by the
summary judgment order, the class consists ofinealte providers in Indiana who (1) were not in ohthe Company’s networks, (2) did not
receive direct payment from the Company for ses/ieadered to a patient covered by one of our &mse policies that is not subject to
ERISA, (3) were not paid by the patient (or wereentvise damaged by the Company’s payment to itomes instead of to the health care
provider), and (4) had an effective assignmentsfirance benefits from the patient. The Compapy fl motion seeking an interlocutory
appeal of the class certification order in the &mdi Court of Appeals. On May 20, 2002 the IndianarCof Appeals granted the Company’s
motion seeking an interlocutory appeal of the ctastification order. On February 26, 2003, theidnd Court of Appeals affirmed the trial
court’s class certification order. Anthem will mof@ reconsideration of the order with the Indi&@waurt of Appeals. In any event, the
Company intends to continue to vigorously defereldase and believes that any liability that mayltdsom the case will not have a material
adverse effect on its consolidated financial positir results of operations.

In addition to the lawsuits described above, then@any is involved in other pending and threateiteghtion of the character incidental
to its business or arising out of its insurance iandstment operations, and is from time to timelaed as a party in various governmental and
administrative proceedings. The Company believasahy liability that may result from any one oésle actions is unlikely to have a material
adverse effect on its financial position or resuofteperations.
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Other Contingencies

The Company, like a number of other Blue CrossBiné Shield companies, serves as a fiscal interamgdior Medicare Parts A and
The fiscal intermediaries for these programs recedimbursement for certain costs and expenditwiegh is subject to adjustment upon audit
by the Federal Centers for Medicare and MedicaitiSes. The laws and regulations governing fisatdrimediaries for the Medicare program
are complex, subject to interpretation and can sg@m intermediary to penalties for non-compliafigcal intermediaries may be subject to
criminal fines, civil penalties or other sanctiassa result of such audits or reviews. In receatseat least eight Medicare fiscal intermediaries
have made payments to settle issues raised byasutits and reviews. These payments have ranged$f@ornmillion to $51.6 million, plus a
payment by one company of $144.0 million. While @@mpany believes it is currently in compliancalihmaterial respects with the
regulations governing fiscal intermediaries, ther@ ongoing reviews by the federal government @ef@bmpany’s activities under certain of its
Medicare fiscal intermediary contracts.

AdminaStar Federal, Inc., one of the Company’s islidnses, has received several subpoenas priorap 2000 from the Office of
Inspector General, or OIG, and the U.S. Departrogdustice, seeking documents and information conieg its responsibilities as a Medicare
Part B contractor in its Kentucky office, and resfirgg certain financial records from AdminaStar &wd, Inc. and from the Company relate:
Medicare fiscal intermediary Part A and Part B afiens. The Company has made certain disclosurégm®tgovernment relating to Medicare
Part B operations in Kentucky. The Company wasssatlby the government that, in conjunction withoitgoing review of these matters, the
government has also been reviewing separate dbbeganade by individuals against AdminaStar Fedénal, which are included within the
same timeframe and involve issues arising fromstrae nucleus of operative facts as the governmengjeing review. The Company is not in
a position to predict either the ultimate outcorhéhese reviews or the extent of any potential exjppe should claims be made against the
Company. However, the Company believes any finggeoalties that may arise from these reviews waolchave a material adverse effect on
its consolidated financial position or results pkoations.

As a BCBSA licensee, the Company participates énRaderal Employee Program (“FEP”), a nationwidetraet with the Federal Office
of Personnel Management to provide coverage tadteéenployees and their dependents in our core-stette area. On July 11, 2001, the
Company received a subpoena from the OIG, Offideestonnel Management, seeking certain financialisents and information, including
information concerning intercompany transactioefgted to the operations in Ohio, Indiana and Kettwnder the FEP contract. The
government has advised the Company that, in cotipmwith its ongoing review, the government isoaleviewing a separate allegation made
by an individual against the Company’s FEP openatiovhich is included within the same timeframe amwblves issues arising from the same
nucleus of operative facts as the government’s imgg@view. The Company is currently cooperatinghwtihe OIG and the U.S. Department of
Justice on these matters. The ultimate outcomleesiet reviews cannot be determined at this time.

The Company guaranteed certain financial continigsnaf its subsidiary, Anthem Alliance Health Insnce Company (“Anthem
Alliance”), under a contract between Anthem Alliarend the United States Department of Defense. tthdecontract, Anthem Alliance
managed and administered the TRICARE Managed Ggpdst Program for military families from May 1,9®through May 31, 2001, at
which time the TRICARE operations were sold. Thees no call on the guarantee for the period frony Mal998 to May 31, 2001 (which
period is now “closed”).

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
The Company did not submit any matters to a votgeotirity holders during the fourth quarter of 2(
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PART I

ITEM5. MARKET FOR REGISTRANT'S COMMON EQUITY AN D RELATED STOCKHOLDER MATTERS.
Market Prices

The Compan's Common Stock, par value $0.01 per share, begdmg on the New York Stock Exchan¢NYSE") under the symbc
“ATH” on October 30, 2001. On February 24, 200&rthwere 263,989 shareholders of record of the Gamfatock. The following table
presents high and low sales prices for the Comntock®n the NYSE for the periods indicated.

High Low
2002:
First Quarte $ 58.9t $ 46.4(
Second Quarte 75.2¢ 57.5(
Third Quartel 70.5( 56.7¢
Fourth Quarte 75.5( 54.5(
2001:
First Quarte N/A (1) N/A (1)
Second Quarte N/A (1) N/A (1)
Third Quartel N/A (1) N/A (1)
Fourth Quarter (2 $ 51.9C $ 40.3¢

(1) N/A—Not applicable
(2) Commencing October 30, 20(

Dividends

No cash dividends have been paid on our commork stiod our board of directors does not presentinidtto declare any such divider
The declaration and payment of future dividends bélat the discretion of our board of directord arust comply with applicable law. Future
dividend payments will depend upon our financiaidition, results of operations, future liquidityews, potential acquisitions, regulatory and
capital requirements and other factors deemedastdwy our board of directors. In addition, we ateolding company whose primary assets
are 100% of the capital stock of Anthem Insuranud Anthem Southeast, Inc. Our ability to pay divide to our shareholders, if authorized by
our board of directors, is primarily dependent ugmnreceipt of dividends from these companiesthait receipt of dividends from our other
regulated insurance subsidiaries.

In addition, the indenture governing the termsuf $.95% debentures issued as part of our 6.00%yEgacurity Units prohibits, with
certain limited exceptions, the payment of dividend our common stock during a deferral of intepastments on the debentures or an event
of default under the indenture. We also have thmopo defer contract fee payments on the purchas&racts that are also a part of our Units.
If we elect to defer contract fee payments, we ognaith certain limited exceptions, pay dividerasour common stock during a deferral
period.
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Securities Authorized for Issuance under Equity Corpensation Plans
Securities authorized for issuance under our eguaitgpensation plans at December 31, 2002 are lasvéol

Weighted-average Number of securities remaining available for
Plan Number of securities to be issued upon exercise price of future issuance under equity compensation
Category (a) exercise of outstanding options (b) outstanding options plans (c)
Equity compensation plans approv
by security holder 2,876,48 $ 55.51 6,889,44

(&) We have no equity compensation plans not approyesgburity holders

(b) Excludes 2,988,249 shares to be issued upon theisx®f outstanding stock options under the Trigl@althcare, Inc. 1997 Stock
Incentive Plan, as amended, the Trigon Healthcare Bimployee Directors Stock Incentive Plan, as atedrand certain options granted
to consultants to Trigon Healthcare, Inc. (“TrigbaSsumed by us as part of the acquisition of Trigo July 31, 2002. The weighted-
average exercise price of these options was $3

(c) Excludes securities reflected in the first colui“Number of securities to be issued upon exercisritstanding optior”. Includes
4,025,034 shares available for issuance as staakngp restricted stock awards, performance stockds, performance awards and st
appreciation rights under our 2001 Stock Incenfian. Includes 2,864,407 shares of common stocikadea for issuance under our
Employee Stock Purchase Pl

See Note 10 to our audited consolidated finantsédéments included in Part I1, Item 8, of this Fdt@K for additional information
regarding our equity compensation plans.
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA.

The table below provides selected consolidatedhiiz data of Anthem. The information has beenwdefifrom our consolidated
financial statements for each of the years in i Jear period ended December 31, 2002, which baea audited by Ernst & Young LLP.
You should read this selected consolidated findmigita in conjunction with the audited consolidafiedncial statements and notes included in
Part I, Item 8, of this Form 10-K and “Managemeribiscussion and Analysis of Financial Conditiod &esults of Operations” included in
Part 11, Item 7 of this Form 10-K.

As of and for the Year Ended December 3

199¢
2002(1) 2001 2000(1) 1), (2) 1998

(% in Millions, Except Per Share Data
Income Statement Data (3

Total operating revent $12,990.! $10,120.: $ 8,543.! $6,080.¢ $5,389.°
Total revenue 13,282. 10,444, 8,771.( 6,270.: 5,682.
Income from continuing operatiol 549.1 342.2 226.( 50.¢ 178.¢
Net income 549.1 342.2 226.( 44.¢ 172.¢
Per Share Data (3), (4
Basic income from continuing operatic $ 461 $ 331 $ 2.1¢ $ 0.4¢ $ 1.7¢
Diluted income from continuing operatio 4,51 3.3C 2.1¢ 0.4¢ 1.72
Other Data - (unaudited) (5), (6), (7)
Operating revenue and premium equival $18,261.! $14,057 .« $11,800.: $8,691.¢ $7,987.«
Operating gait 644.k 319.t 184.1 28.t 35.4
Benefit expense rati 82.4% 84.5% 84.1% 84.6% 83.(%
Administrative expense rati
Calculated using operating rever 19.2% 19.€% 21.2% 24.2% 26.2%
Calculated using operating revenue and premiumvetgnts 13.7% 14.1% 15.2% 16.% 17.&%
Operating margil 5.C% 3.2% 2.2% 0.5% 0.7%
Members (000s
Midwest 5,23¢ 4,85¢ 4,45¢ 4,25: 4,04¢
East 2,43¢ 2,26( 2,09¢ 1,397 96¢
West 83€ 76¢ 59t 48€ —
Southeas 2,54¢ — — — —
Total 11,05 7,88: 7,14 6,13¢€ 5,01«
Balance Sheet Data (8
Total asset $12,293.. $ 6,276.¢ $ 5,708.! $4,816.. $4,359.:
Long term deb 1,659.¢ 818.( 597.t 522.( 301.¢
Total shareholde’ equity 5,362.: 2,060.( 1,919.¢ 1,660.¢ 1,702.!

(1) The net assets and results of operations for E-NH, BCBS-CO/NV, BCBS-ME and Trigon are included from their respect
acquisition dates of October 27, 1999, Novemberl 969, June 5, 2000 and July 31, 2C

(2) The 1999 operating gain and net income includesnaracurring charge of $41.9 million related to se¢tlement agreement with the
Office of Inspector General, or OIG. Net income 899 includes contributions totaling $114.1 milligs71.8 million, net of tax) to non-
profit foundations in the states of Kentucky, Ohitd Connecticut to settle charitable asset cle

(3) We adopted FAS 14%o0odwill and Other Intangible Asseten January 1, 2002. With the adoption of FAS 142 ceased amortization
of goodwill. The intangible assets establishedBflue Cross and Blue Shield trademarks are deembdve indefinite lives, and
beginning January 1, 2002, are no longer amortil¥etlincome and earnings per share on a compdpable as if FAS 142 had been
adopted January 1, 1998, are as follc

37



Table of Contents

2002 2001 2000 1999 1998
Net income adjusted for FAS 1. N/A  $ 3572 $ 2385 $ 520 $ 179.
Basic earnings per share adjusted for FAS N/A 3.4¢€ 2.32 0.51 1.74
Diluted earnings per share adjusted for FAS N/A 3.44 2.31 0.51 1.7¢

For additional detail, see Note 3 to our auditedsodidated financial statements included in Partéim 8 of this Form 1-K.

(4) There were no shares or dilutive securities outsitanprior to November 2, 2001 (date of demutuai@raand initial public offering)
Accordingly, amounts prior to 2002 represent prorf@ earnings per share. For comparative pro formairegs per share presentation,
weighted-average shares outstanding and the effeliiutive securities for the period from Novemt2r2001 to December 31, 2001 was
used to calculate pro forma earnings per sharalf@eriods prior to 200z

(5) Operating revenue and premium equivalents is a imeaxs the volume of business serviced by the Camplaat is commonly used in t
health benefits industry to allow for a comparisbmperating efficiency among companies. It is akdted by adding to premiums,
administrative fees and other revenue the amouciaghs attributable to non-Medicare, self-fundealth business where Anthem
provides a complete array of customer servicepdadministration and billing and enrollment seegicThe self-funded claims included
for the years ended December 31, 2002, 2001, 20889, and 1998 were $5,271.0, $3,937.1, $3,25@.6,1%.0, and $2,597.7,
respectively

(6) Operating gain consists of operating revenue leggfit and administrative expenses. The benefieerse ratio represents benefit expe
as a percentage of premium revenue. The admiri&ratpense ratio represents administrative expassepercentage of operating
revenue and has also been presented as a percehtguerating revenue and premium equivalents. &jyey margin represents operat
gain as a percentage of operating reve

(7) Members exclude TRICARE members of 128,000, 129a0D153,000 at December 31, 2000, 1999, and 88gectively. Thi
TRICARE operations were sold on May 31, 20

(8) Shareholder equity represents policyhold? surplus prior to 2001

ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.

Introduction

We are one of the nati’s largest health benefits companies and we opasat® independent licensee of the Blue Cross Biiedd
Association, or BCBSA. We offer Blue Cross Blue&thibranded products to customers throughout Irdientucky, Ohio, Connecticut,
New Hampshire, Maine, Colorado, Nevada and Virg{ekcluding the Northern Virginia suburbs of Wagton, D.C.). As of December 3
2002, we provided health benefit services to moaatL1 million members of our health plans.

Our health business segments are strategic businésslelineated by geographic areas within whiehoffer similar products and
services. We manage our health business segmethta Wical focus to address each market’s uniqugpetitive, regulatory and healthcare
delivery characteristics. Our health business segsrare: Midwest, which includes Indiana, Kentuekyl Ohio; East, which includes
Connecticut, New Hampshire and Maine; West, whirtuides Colorado and Nevada; and Southeast, whighrginia, excluding the Northern
Virginia suburbs of Washington D.C.

In addition to our four health business segmentsyeportable segments include a Specialty segthahts comprised of business units
providing group life and disability insurance bdtefpharmacy benefit management, dental and visibninistration services and behavioral
health benefits services. During the third quaofe2002, we sold our third party occupational Heakrvices businesses, which were part of our
Specialty segment. The results of these businegsesnot material to earnings of this segment orconsolidated results.

Our Other segment is comprised of AdminaStar Feédesubsidiary that administers Medicare programadiana, lllinois, Kentucky
and Ohio; intersegment revenue and expense eliimimsatand corporate expenses not
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allocated to our health or Specialty segments0BiL2 our Other segment also contained Anthem Adkarealth Insurance Company, or
Anthem Alliance. Anthem Alliance primarily providéatalth care benefits and administration in niagestfor the Department of Defense’s
TRICARE Program for military families. We sold oURICARE operations on May 31, 2001.

We offer a diversified mix of managed care prodscish as preferred provider organizations or PRR@alth maintenance organizations
or HMOs, point of service or POS plans and tradaidndemnity benefits to members of our fully-insth products. We also provide a broad
array of managed care services to self-funded eyepdpincluding claims processing, underwritingpsiioss insurance, actuarial services,
provider network access, medical cost managemeho#ner administrative services.

Our operating revenue consists of premiums, adinatige fees and other revenue. The premiums coome fully-insured contracts
where we indemnify our policyholders against céstshealth benefits. Our administrative fees coneenfcontracts where our customers are
self-insured, from the administration of Medicaregrams and from other health related businesshsdimg disease management programs.
Other revenue is principally generated from theltoader sale of drugs by our pharmacy benefit mansnt company.

Our benefit expense consists of costs of caredatth services consumed by our members for outgatae, inpatient care, professional
services (primarily physician care) and pharmaayeffie costs. All four components are affected Hoghunit costs and utilization rates. Unit
costs, for example, are the cost of outpatient oaglirocedures, inpatient hospital stays, physifeas for office visits and prescription drug
prices. Utilization rates represent the volumeafsumption of health services and vary with theagghealth of our members and their social
and lifestyle choices, along with clinical protog@ind customs in each of our markets. A portiobeofefit expense for each reporting period
consists of actuarial estimates of claims incutretnot yet reported to us for reimbursement.

Our results of operations depend in large partwrability to accurately predict and effectively mage health care costs through effec
contracting with providers of care to our memb&mveral economic factors related to health caresssh as regulatory mandates for
coverage and direct-to-consumer advertising byigesg and pharmaceutical companies have a dirgadtron the volume of care consumed
by our members. The potential effect of escalatieglth care costs as well as any changes in olityabinegotiate competitive rates with our
providers may impose further risks to our abiliyprofitably underwrite our business.

This management’s discussion and analysis shoutddzkin conjunction with our audited consoliddiedncial statements for the years
ended December 31, 2002, 2001 and 2000 includPdiinll, Item 8, of this Form 10-K.

Significant Transactions

On July 31, 2002, we completed the purchase of 1608te outstanding stock of Trigon Healthcare, loc Trigon, in accordance wi
an agreement and plan of merger announced Apr2@392. Trigon was Virginia’'s largest health bereeibmpany and was the exclusive Blue
Cross and Blue Shield licensee in Virginia, exahgdihe Northern Virginia suburbs of Washington, DTGe merger provides us with a new
segment, our Southeast segment, with approximatslyillion members and a nearly forty percent stwdrthe Virginia market. The Trigon
merger allows us to further expand our licensedttey as a Blue Cross Blue Shield licensee. Wéelelthe merger will enhance our earnings
over time, as it will allow us opportunities to &xage our corporate and other fixed costs andpgarekour specialty businesses.

Trigon’s shareholders each received thirty dollarsash and 1.062 shares of Anthem common stoc&éoh Trigon share outstanding.
The purchase price was approximately $4,038.1anillivhich included cash of approximately $1,104ifion, the issuance of approximately
39.0 million shares of Anthem common stock, valaedpproximately $2,708.1 million, Trigon stockiopt converted into Anthem stock
options for
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approximately 3.9 million shares, valued at apprately $195.5 million and approximately $30.2 roifiiof transaction costs. Refer to the
Liquidity and Capital Resources section of thicdgsion for more information related to the soufefsinds for this acquisition. See Notes 2
and 3 of our audited consolidated financial statesér the years ended December 31, 2002, 2002@0@, included in Part Il, Item 8, of this
Form 10-K for additional information concerning th forma impact of Trigon on our consolidatedchficial statements.

On May 31, 2001, we and Blue Cross and Blue ShitEkiansas, or BCBS-KS, announced that we had sigregfinitive agreement
pursuant to which BCBS-KS would become our whollsned subsidiary. Under the proposed transactioB &S would demutualize and
convert to a stock insurance company. The agreecadistfor us to pay $190.0 million in exchange dtirof the shares of BCBS-KS. On
February 11, 2002, the Kansas Insurance Commigsitisepproved the proposed transaction, which le@ah Ipreviously approved by the
BCBS-KS policyholders in January 2002. On Febru&ry2002, the board of directors of BCBS-KS votaednimously to appeal the Kansas
Insurance Commissioner’s decision and BCBS-KS sbieghave the Commissioner’s decision overturneShiawnee County District Court.
We joined BCBS-KS in the appeal, which was filed\arch 7, 2002. On June 7, 2002, the Shawnee Cdistyict Court ruled on the BCBS-
KS appeal in favor of us and BCBS-KS. The Shawneen@/ District Court directed the Commissionerdaeevaluate her decision in
accordance with the Court’s very specific interatieih of the Kansas law. On June 10, 2002, the &ahssurance Commissioner appealed the
District Court’s ruling to the Kansas Supreme Colilte Kansas Supreme Court began to hear oral &msrof the parties to this case on
March 5, 2003.

Membership—December 31, 2002 Compared to Decembet, 22001

Our membership includes seven different custonqeegsylLocal Large Group, Small Group, Individualtibiaal Accounts, Medicare +
Choice, Federal Employee Program and Medicaid.

» Local Large Group consists of those customers Bitlor more employees eligible to participate aseantver in one of our health pla
* Small Group consists of those customers with ori¥teligible employee:
* Individual members include those in our under agésiness and our Medicare Supplement (age 65T business.

» National Accounts customers are employer groupshvhave mul-state locations and require partnering with otheleBCross an
Blue Shield plans for administration and/or acdesson-Anthem provider networks. Included withie thational Accounts business
are our BlueCard customers who represent enradielesalth plans marketed by other Blue Cross ané Blhield Plans, or the home
plans, who receive health care services in our Blgss and Blue Shield licensed mark

» Medicare + Choice members (age 65 and over) hawa#leth in coverages that are managed care altggsator the Medicare program.

» The Federal Employee Program, or FEP, providesthaeurance coverage to United States governmeptoyees and the
dependents within our geographic markets througtpatticipation in the national contract betweem BCBSA and the U.S. Office of
Personnel Management, or OP

» Medicaid membership represents eligible members stiate sponsored managed care alternatives Meleaid programs which w
manage for the states of Connecticut, New HampsimnideVirginia.

BlueCard membership, mentioned above as part oNational Accounts membership, is calculated basethe amount of BlueCard
administrative fees we receive from the BlueCardnipers’home plans. The administrative fees we receivédased on the number and typ
claims we process, both institutional and profasalicand a portion of the network discount on thadaéms from providers in our network who
have provided service to BlueCard members. To tatleumembership, administrative fees are dividedaverage per member per month, or
PMPM, factor. The average PMPM factor is determingidg a historical average administrative feegi@m and an average number of claims
per member per year based on our experience anGB@Ridelines.
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In addition to reporting our membership by custotype, we report membership by funding arrangeraeabrding to the level of risk v
assume in the product contract. Our two fundingragement categories are fully-insured and selfédn&elf-funded products are offered to
customers, generally larger employers, who electt@in some or all of the financial risk assodatath their employees’ health care costs.
Some employers choose to purchase stop-loss cavrdignit their retained risk.

The renewal patterns of our fully-insured LocaldeGroup and Small Group business, including outl@&ast segment, are as follows:
approximately 35% of renewals occur during the figgarter, approximately 18% of renewals occurmyithe second quarter, approximately
31% of renewals occur during the third quarter approximately 16% of renewals occur during the ttoguarter. These renewal patterns have
remained consistent over the past year and allotw adjust our pricing and benefit plan designeesponse to market conditions throughout
the year.

The following table presents our health membersbimt by segment, customer type and funding arraegeas of December 31, 2002
and 2001, comparing total and same-store membersbiectively. We define sansésre membership as our membership at a givengerid
in a segment or for a particular customer or fugdype, after excluding the impact of members otgdithrough acquisitions or lost through
dispositions during such period. We believe thatesatore membership counts best capture the rateyahic growth of our operations period
over period. The membership data presented is utegmhd in certain instances includes estimatéseohumber of members represented by
each contract at the end of the period, roundeédemearest thousand.

Same-
Southeast Store Same- Same-
December 31 December 31, December 31, December 31 Store Store
2002 2002 2002 2001 Change % Change %

(in Thousands)

Segment
Midwest 5,23¢ — 5,23¢ 4,85¢ 38C 8% 38C 8%
East 2,43¢ — 2,43¢ 2,26( 174 8 174 8
West 83€ — 83¢€ 76¢ 67 9 67 9
Sam¢Store 8,504 — 8,50« 7,88: 621 8 621 8
Southeas 2,54¢ 2,54¢ — — 2,54¢  NM(2) — —
Total 11,05 2,54¢ 8,504 7,88: 3,17( 40% 621 8%
Customer Type
Local Large Grouj 3,861 971 2,89¢ 2,82 1,04(C 37% 69 2%
Small Groug 1,16¢ 34C 82¢ 81: 35E 44 15 2
Individual 1,08¢ 28¢ 79t 701 382 55 94 13
National Accounts (1 3,951 65€ 3,29 2,90: 1,04¢ 36 392 14
Medicare + Choic 10z — 10z 97 6 6 6 6
Federal Employee
Program 677 227 45C 427 254 60 27 6
Medicaid 202 66 137 11¢ 84 71 18 15
Total 11,05 2,54¢ 8,504 7,88: 3,17( 40% 621 8%
Funding Arrangements
Seltfunded 5,617 1,16¢ 4,451 4,052 1,56¢ 39% 39¢ 1%
Fully-insured 5,43¢ 1,38¢ 4,05:% 3,831 1,60¢ 42 222 6
Total 11,05 2,54¢ 8,50« 7,88: 3,17( 40% 621 8%

(1) Includes BlueCard members of 2,419 as of Decembge2@02 (including 325 from our Southeast segmamt) 1,626 as of December 31,
2001.
(2) NM = Not meaningful
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During the year ended December 31, 2002, total neeshiip increased approximately 3.2 million, or 4@¥marily due to our acquisitic
of Trigon, which became our Southeast segment. €amee-store basis, total membership increased ®2100 8%, primarily in National
Accounts, Individual and Local Large Group busimessg he following discussion of membership chargeseen periods excludes our
Southeast members, which are identified separatehe table above.

National Accounts membership increased 392,000486, primarily due to a significant increase in &Bard activity.

Individual membership increased 94,000, or 13%h Wit majority of this growth resulting from higlsales in our under age 65 business
in all segments due to the introduction of new, enaffordable product designs and an overall ineréd@asonsumer awareness of our product
offerings.

Local Large Group membership increased 69,000%@r@imarily from sales to new fully-insured custnm® in our Midwest segment. In
our Midwest segment, this growth was partially effsy a decrease in our self-funded business pitive a result of pricing actions taken to
better align our administrative fee revenue witbts@f administering this business.

Federal Employee Program membership increased @700®%, primarily due to our concentrated efforserve our customers well,
fewer competitors in the market and new cost-eiffegbroduct designs.

Medicaid membership increased 18,000, or 15%, pifyndue to the State of Connecticut’'s broadenihglmibility standards and
increased promotion of its Medicaid product.

Small Group membership increased 15,000, or 2%yapily in our Midwest segment.

Medicare + Choice membership increased 6,000, or@% 2001 membership count included 6,000 Colotdddicare + Choice
members. As of January 1, 2002, we discontinuegtioff this product in Colorado. Excluding our witaaial from this market, membership
increased 12,000, or 13%. This increase was ptiynduie to new business in certain counties in Olioere many competitors have left the
market, leaving us as one of the few remaining cmgs offering this product.

Self-funded membership increased 399,000, or 10Fhgpily due to an increase in National AccountadiTard activity. Fully-insured
membership grew by 222,000 members, or 6%, prignaribur Individual and Local Large Group businesses explained above.
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Results of Operations—Year Ended December 31, 20@mpared to the Year Ended
December 31, 2001

Our consolidated results of operations for the yeaded December 31, 2002 and 2001 are as follows:

Years Ended
December 31 Change

2002 2001 $ %

($ in Millions, Except Per Share Data)

Operating revenue and premium equivalents $18,261.! $14,057 .« $4,204.: 30%
Premiums $11,941.( $ 9,244.¢ $2,696.. 29%
Administrative fee: 962.2 817.: 144.¢ 18
Other revenur 87.2 58.2 29.1 50
Total operating revent 12,990.! 10,120.: 2,870.: 28
Benefit expens 9,839.¢ 7,814.° 2,024, 26
Administrative expens 2,506.¢ 1,986.: 520.t 26
Total operating expens 12,346.( 9,800.¢ 2,545.; 26
Operating gain (2 644.k 319t 325.( 102
Net investment incom 260.% 238.¢ 22.1 9
Net realized gains on investme| 30.4 60.¢€ (30.9 (50)
Gain on sale of subsidiary operatic 0.7 25.C (24.%) (97)
Interest expens 98.t 60.2 38.2 64
Amortization of goodwill and other intangible ass 30.2 31.t (1.9 4
Demutualization expens: — 27.€ (27.€) NM (3)
Income before taxes and minority inter 807.¢ 524.¢ 283.( 54
Income taxe: 255.2 183.¢ 71.€ 39
Minority interest (credit 3.3 (2.0 4.3 NM (3)
Net income $ 549.1 $ 342.: $ 206.¢ 60%
Average basic shares outstanding (in millions) 119.( 103.: 15.7 15%
Average diluted shares outstanding (in milliong) 121.¢ 103.¢ 18.C 17%
Basic net income per share $ 461 $ 331 $ 1.3C 39%
Diluted net income per share | $ 451 $ 3.3C $ 1.21 37%
Benefit expense ratio (! 82.4% 84.5% (210) bp (6,
Administrative expense ratio: (
Calculated using total operating revenue 19.2% 19.€% (30) bp (6
Calculated using operating revenue
and premium equivalents ( 13.7% 14.1% (40) bp (6

Operating margin (1€ 5.C% 3.2% 18C bp (6)

The following definitions are also applicable tbather results of operations tables and schednléss discussion:

(1) Operating revenue and premium equivalents is a imeaxd the volume of business which is commonlydusethe health benefits indus
to allow for a comparison of operating efficieneap@ng companies. It is obtained by adding to prersiuadministrative fees and other
revenue, the amount of claims attributable to naedidare, self-funded health business where we geowicomplete array of customer
service, claims administration and billing and dinment services, but the customer retains theafdkinding payments for health bene!
provided to members. The self-funded claims indiliie the year ended December 31, 2002 were $%)2illion (including $730.7
million from our Southeast segment). For the yeateel December 31, 2001, <funded benefits were $3,937.1 millic

(2) Operating gain is a measure of operating performafiour business segments and represents totatoperevenue less benefit expe
and administrative expense. It does not includénvetstment income, net realized gains on investspgain on sale of subsidiary
operations, interest expen:
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amortization of goodwill and other intangible assefemutualization expenses, income taxes and ityirioterest. Our definition ¢
operating gain may not be comparable to similatlgd measures reported by other companies. Fyrtiperating gain should not be
construed as a replacement for or equivalent tonmecbefore income taxes and minority interest, tvisca measure of pretax
profitability determined in accordance with accangtprinciples generally accepted in the Unitediet:
(3) NM = Not meaningful
(4) December 31, 2001 amounts represent pro formaregrper share including the period prior to outighpublic offering. See Note 11
our audited consolidated financial statementstentears ended December 31, 2002, 2001 and 20@@éaktin Part 11, Item 8 of this
Form 1(-K.
(5) Benefit expense ratio = Benefit expense + Premit
(6) bp = basis point; one hundred basis points =
(7) While we include two calculations of administratexgpense ratio, we believe that administrative agpeatio including premium
equivalents is a better measure of efficiency a$iritinates changes in the ratio caused by chaingas mix of fully-insured and self-
funded business. All discussions and explanatielsged to administrative expense ratio will beteddao administrative expense ratio
including premium equivalent
(8) Administrative expense ratio calculated using tofa@rating revenue = Administrative expense + Toparating revenut
(9) Administrative expense ratio calculated using ofiegarevenue and premium equivalents = Administmtixpense + Operating revenue
and premium equivalent
(10) Operating margin = Operating gain + Total operatiengnue

On May 31, 2001, we sold our TRICARE operationse Tésults of our TRICARE operations were reportedur Other segment during
2001 and included $263.2 million in operating raveand $4.2 million in operating gain for the fimenths ended May 31, 2001.

Throughout the following discussion of our reswfoperations, “same-store” excludes our TRICARErations from 2001 and the
operating results of our Trigon acquisition frone ttate of purchase in 2002.

Premiums increased $2,696.2 million, or 29%, to,$41.0 million in 2002. On a same-store basis, fwem increased $1,543.1 million,
or 17%, due to premium rate increases and growtluirfully-insured membership. Our premium yieldst of benefit buy-downs for our fully-
insured Local Large Group and Small Group busireeseereased approximately 14% on a rolling 12-thdoatsis as of December 31, 2002,
both on a same-store basis and after includingt@ast premiums. Also contributing to premium growts higher fully-insured membership
in all of our business segments.

Administrative fees increased $144.9 million, of4,8ncluding administrative fees following Trigorésquisition date in 2002. On a
same-store basis, administrative fees increase@ $8ilion, or 13%, primarily due to increased Blard activity and increased administrative
fees from AdminaStar Federal’'s 1-800 Medicare Heahe contract with the Centers for Medicare and Maidl Services, or CMS. During the
fourth quarter of 2002, CMS awarded this contraa different company, despite our superior peréoroe ratings earned each year since
receiving the contract in 1997. We will begin triioging this contract to the new contractor begignApril 1, 2003.

On a same-store basis, other revenue, which is isetpprincipally of co-pays and deductibles assted with Anthem Prescription
Management'’s, or APM'’s, sale of mail-order drugsreased $24.2 million, or 42%. Mail-order revenmeseased primarily due to additional
volume. APM launched mail conversion campaignsitorm members of the benefits and convenienceiojusPM’s mail-order pharmacy
option during 2002. In addition, APM increasedp&netration of our health benefits membership, &itasulting larger enrollment base and
therefore greater demand for mail-order service.

Benefit expense increased $2,024.7 million, or 28P2002. On a same-store basis, benefit expersedsed $1,132.7 million, or 15%,
primarily due to increased cost of care trendsldgter average
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membership. Higher costs of care were driven prilgnby higher costs in professional services antpatient services. Our benefit expense
ratio decreased 210 basis points from 84.5% in 20@R.4% in 2002 due partly to the sale of our CRRE operations in 2001 and the impact
of our Trigon acquisition in 2002. On a same-stmasis, our benefit expense ratio decreased 166 pasits from 84.2% in 2001 to 82.6% in
2002, primarily due to lower than anticipated meatosts in all of our business segments. Our 2@0fit expense was also reduced by
favorable developments of reserves reported aeoébber 31, 2001.

The following discussion summarizes our aggregast of care trends for the 12-month period endeceber 31, 2002, for our Local
Large Group and Small Group fully-insured businessdy. Our cost of care trends are calculateddmyparing per member per month claim
costs for which Anthem is responsible, which exelidhember co-payments and deductibles. Our aggregst of care trend including the
impact of our Trigon acquisition for the entireliryj 12-month periods, including periods prior tdyJ31, 2002, was approximately 12%. Our
aggregate cost of care trend excluding the impiagtioTrigon acquisition was approximately onaf percentage point higher, driven prima
by professional services costs and outpatient aes\wiosts, weighted as a percentage of cost oEgpense.

Cost increases for professional services were appetely 12% including the impact of our Trigon adition for the entire rolling 12-
month periods, including periods prior to July 3002. Excluding the impact of our Trigon acquisitiour professional services trend was
approximately one and one-half percentage poimgisdni This trend is due to both higher utilizataord higher unit costs. Utilization increases
were driven primarily by increases in physiciarnig#fvisits, radiology procedures such as MagnegdisdRance Imaging procedures, or MRIs,
Positron Emission Tomography procedures, or PEfssand laboratory procedures. Unit cost increasse driven primarily by increases in
physician fee reimbursement schedules. In responisereasing professional services costs, we goatto work with our providers through
education and contracting to ensure that our mesnieeeive the most appropriate care at the praperin the appropriate clinical setting.

Cost increases for outpatient services were apprately 12% including the impact of our Trigon adition for the entire rolling 12-
month periods, including periods prior to July 3002. Excluding the impact of our Trigon acquisitiour outpatient services trend was
approximately one percentage point higher. Drivéris outpatient trend include a continuing sbiftertain procedures such as certain
cardiac care procedures previously performed impatient setting to an outpatient setting andeased cost of emergency room services as
more procedures are being performed at each enmmsrgeom visit. Costs are also increasing for ouguaitsurgery and radiology services.

Pharmacy costs increased by approximately 16%diroduthe impact of our Trigon acquisition for thatiee rolling 12-month periods,
including periods prior to July 31, 2002. Excludithg impact of our Trigon acquisition, our pharmaosgt trend remained consistent at
approximately 16%. Increases were primarily duth&introduction of new, higher cost drugs and &igbverall utilization as a result of
increases in direct-to-consumer advertising by plaaeutical companies and expanded physician-pbestrise of drugs that manage chronic
conditions such as high cholesterol. In responsec®asing pharmacy costs, we are evaluatingréiffteplan designs, recontracting with retail
pharmacies and continuing the implementation eétdedrug benefits for our members. Three-tier gmagrams reflect benefit designs that
have three different co-payment levels, which depemthe drug selected. Generic drugs have thesibeeepayment, brand name drugs
included in the
drug formulary have a higher co-payment and braardendrugs omitted from the drug formulary havehigdest co-payment. Drug
formularies are lists of prescription drugs thatdnbeen reviewed and selected for their quality effettiveness by a committee of community-
based practicing physicians and clinical pharmaciBtrough our pharmacy benefit design, we enceuuag of these formulary listed brand
name and generic drugs to ensure members recedigycqand cost-effective medication. The favoraibigact of three-tier drug programs on
prescription drug cost trends is most significanthie first year of implementation. Excluding thepiact of our Trigon acquisition, we have
already implemented three-tier drug programs f@reximately 66% of our members as of December B022as compared to approximately
60% of our members as of December 31, 2001.
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Inpatient services costs increased approximatelyr@dading the impact of our Trigon acquisition the entire rolling 12-month periods,
including periods prior to July 31, 2002. Excludihg impact of our Trigon acquisition, our inpatieervices trend was approximately one
percentage point lower. Approximately two thirdgtié trend resulted from unit cost increases ap@&imately one third of this trend
resulted from utilization increases. The cost tresad primarily due to a health care industry sbfifower-cost procedures to outpatient setti
leaving more expensive procedures performed intiepsettings. In addition, growth in inpatiergnid was due to implementation of new
provider contracts that reflect the hospital indgistmore aggressive stance in their contractin Wwealth benefit companies. Utilization
increases resulted primarily from increases inftéguency of inpatient surgeries. We are implenmgnéidvanced care management programs
and disease management programs which have beesnpmreduce deterioration in health and the rieeHospitalization. As a result of the
programs, hospital utilization has been essentséple.

Administrative expense increased $520.5 million2@%b, in 2002. On a same-store basis, adminis&r@&xpense increased $319.6
million, or 17%, primarily due to higher salary tesid merit increases, other volume sensitive casth as higher commissions and premium
taxes and higher incentive compensation costs mdsdavith above targeted results. On a same-b@sis, our administrative expense ratio,
calculated using operating revenue and premiunmvatgiits, remained consistent with 2001 at 14.0%.

Net investment income increased $22.1 million, %x. This increase in investment income primarilyutesl from the investment of
additional assets in 2002 from our Trigon acquisitiwhich was partially offset by decreased avesaglel from investment securities. Also
contributing to the increase was the impact ofremaased allocation of fixed income securities psraentage of our investment portfolio
during the third quarter of 2001. As yields on istreent securities are dependent on market inteatet and changes in interest rates are
unpredictable, there is no certainty that paststment performance will be repeated in the future.

Net realized gains on investments decreased $3llidmor 50%. A summary is as follows:

Years Ended
December 31

2002 2001 $ Change % Change
($ in Millions)
Net realized gains from the sale of equity seas $ 0.6 $ 69.C $ (68.9 (99%
Net realized gains from the sale of fixed matusiggurities 32.€ 20.7 12.2 59%
Other than temporary impairmet (3.2 (28.9) 25.¢ 89%
Net realized gains on investmel $ 30.4 $ 60.€ $ (30.9 (50)%

Net realized gains from the sale of equity se@sitlecreased $68.4 million primarily due to outization of $65.2 million of gains in
2001 resulting from the restructuring of our pditfoln 2002, we realized a $3.1 million loss olinaited partnership, and in 2001 we
recognized $28.9 million of impairment losses oniggsecurities. Net realized gains or losses @estments are influenced by market
conditions when an investment is sold or deemdxbtnpaired, and will vary from period to period.

Our gain on the sale of subsidiary operations of $illion in 2002 related primarily to the saleafr third party occupational health
services businesses, and the $25.0 million ga?91 relates to the sale of our TRICARE operatmm$/ay 31, 2001.

Interest expense increased $38.3 million, or 649Mmarily reflecting additional interest expenseuned on the debt issued in conjunc
with our Trigon acquisition and the issuance of ®@0% Equity Security Units on November 2, 2001.
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Amortization of goodwill and other intangible assdecreased $1.3 million. Due to our adoption 08FA42 on January 1, 2002,
amortization decreased approximately $17.5 milliinis decrease was partially offset by $16.2 milla¥ new amortization expense, including
$15.8 million of amortization expense on intangi$sets resulting from our Trigon acquisition. Seées 2 and 3 to our audited consolidated
financial statements for the years ended Decemhe2(®?2, 2001 and 2000 included in Part Il, Iterof&his Form 10-K for additional
information concerning our adoption of FAS 142.

Demutualization expenses associated with our ceivefrom a mutual insurance company to a stocldradvned company on
November 2, 2001 totaled $27.6 million in 20

Income tax expense increased $71.8 million, or 399marily due to increased income before taxes. @fective income tax rate
decreased to 31.6% in 2002 from 35.0% in 2001. 3G basis point decrease in the effective incaredte is primarily due to the reduction
of a deferred tax valuation allowance in 2002 dueur continued improvement in taxable earningsadeductible demutualization expenses
incurred during 2001 and the impact of FAS 142.

Net income increased $206.9 million, or 60%, prifyatue to our Trigon acquisition, the improveménbur operating results in each
health business segment as described below, highénvestment income, lower amortization of goddand other intangible assets resulting
from the adoption of FAS 142 on January 1, 2002andeduced effective tax rate. Assuming FAS 142 bheen in effect for the year ended
December 31, 2001, our net income would have ised$191.8 million, or 54%.

Both basic and fully diluted earnings per sharegased as a result of increased net income ashiedabove and the impact of our st
repurchases under our stock repurchase prografDia Zhese increases were partially offset by arease in the number of average shares
outstanding due to the stock issued in conjunatitth our Trigon acquisition on July 31, 2002, amdircrease in the effect of dilutive
securities.

Midwest

Our Midwest segment is comprised of health beraefit related business for members in Indiana, Ké&gtand Ohio. Our Midwes
segment’s summarized results of operations foyéaes ended December 31, 2002 and 2001 are aw$ollo

Years Ended December 31

2002 2001 $ Change % Change
($ in Millions)
Operating Revenu $ 6,051. $ 5,093.( $ 958.¢ 19%
Operating Gait $ 271.€ $ 161.t $ 110.1 68%
Operating Margir 4.5% 3.2% 13Chbp
Membership (in 000s 5,23¢ 4,85¢ 38C 8%

Operating revenue increased $958.4 million, or 1pftnarily due to premium rate increases in ourdldarge Group and Small Group
businesses and membership increases in our Loogé IGroup fully-insured and Individual businesses.

Operating gain increased $110.1 million, or 68%marily due to improved underwriting results in dwgcal Large Group fully-insured
and Small Group businesses. Our operating gairaigasmpacted by the recognition of a $15.7 millianorable adjustment for prior year
reserve releases recognized in the third quart2002 and an $11.2 million strengthening of resedigring the third quarter of 2001.
Operating gain improvements were partially offseal$23.0 million unfavorable adjustment recordadrdy the third quarter of 2002 to refle
the accrual of additional premium taxes in theestdtOhio.
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Membership increased 380,000, or 8%, primarily tuadditional BlueCard activity and enrollment gain our Local Large Group fully-
insured and Individual businesses. Individual shksgefited from the introduction of new, lower piem products. Our Midwest segment
experienced a decrease in Local Large Group setfédd membership, which was anticipated and waswdtref pricing actions designed to
better align revenue with costs of services to tisnbership class.

East

Our East segment is comprised of health benefitraladed business for members in Connecticut, Newpthire and Maine. Our East
segment’s summarized results of operations foy#aes ended December 31, 2002 and 2001 are aw$ollo

Years Ended December 31

2002 2001 $ Change % Change
($ in Millions)
Operating Revenu $ 4,151.! $ 3,667.1 $ 484.; 13%
Operating Gait $ 222.¢ $ 128.¢ $ 94.1 73%
Operating Margir 5.4% 3.5% 19C bp
Membership (in 000s 2,43¢ 2,26( 174 8%

Operating revenue increased $484.2 million, or 18fitnarily due to premium rate increases, partidylen our Local Large Group and
Small Group businesses.

Operating gain increased $94.1 million, or 73%m@riily due to improved underwriting results, partérly in our Individual and Local
Large Group businesses, and an unfavorable resegemgthening adjustment of $9.4 million recordadrty the third quarter of 2001.

Membership increased 174,000, or 8%, primarily wu@creased BlueCard activity and enroliment g&insur Local Large Group self-
funded business. Our growth in Local Large Groufifseded business primarily resulted from chanigesur Local Large Group mix of
business from fully-insured to self-funded.

On February 28, 2002, a subsidiary of Anthem InsceaAnthem Health Plans of Maine, Inc., complétegurchase of the remaining
50% ownership interest in Maine Partners Healtim Alac. for an aggregate purchase price of $10l6omi We had previously consolidated
financial results of this entity in our consolidéti@nancial statements and recorded minority irgefer the percentage we did not own.

West

Our West segment is comprised of health benefitrataded business for members in Colorado and Nev@dr West segment’s
summarized results of operations for the years@&mEember 31, 2002 and 2001 are as follows:
Years Ended

December 31
2002 2001 $ Change % Change
($ in Millions)
Operating Revenu $ 920.1 $ T74.4 $ 145.7 19%
Operating Gait $ 74.7 $ 20.1 $ 54.¢ 272%
Operating Margir 8.1% 2.6% 55C bp
Membership (in 000s 83€ 76¢ 67 9%

Operating revenue increased by $145.7 million, 986 1primarily due to higher premium rates partidylén our Local Large Group fully-
insured and Small Group businesses, and higher exsmip in our Individual business.
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Operating gain increased $54.6 million to $74.7iowilin 2002, primarily due to improved underwrginesults in our Local Large Group
fully-insured and Small Group businesses. Also Gbating to the improvement was $10.9 million ivéa@able prior year reserve releases
recorded during the third quarter of 2002. Thesemee releases were offset by a $10.1 million kesercrease for case specific reserves
incurred during the normal course of business.

Membership increased 67,000, or 9%, primarily duetreased BlueCard activity and higher saleuunliodividual business.

Southeast

Our Southeast segment is comprised of health learedirelated business for members in VirginiaJwekog the Northern Virginii
suburbs of Washington D.C. Our Southeast segmsuifsnarized results of operations for the five merthded December 31, 2002 are as
follows:

Five Months
Ended December 31, 2002

($ in Millions)
Operating Revenu $ 1,467.¢
Operating Gair $ 116.(
Operating Margir 7.5%
Membership (in 000s 2,54¢

Our Southeast segment was established with thesitig of Trigon on July 31, 2002. Results of cgaérns for this segment have been
included in our consolidated financial statemeragif August 1, 2002 forward. These five months afrating results may not be sustainable or
indicative of future performance, as we are ingbdy stages of transitioning business practicespaticies that will govern our Southeast
segment’s operations. Our integration activitiera@ on schedule, and we expect to achieve $40l@mio $50.0 million of synergies in
2003 and at least $75.0 million by 2004. We capgtaygproximately $11.0 million of synergies in 20p#imarily related to corporate overhead
and information technology cost savings.

Specialty

Our Specialty segment includes our group life aisdhlity insurance benefits, pharmacy benefit ngeemaent, dental and vision
administration services and behavioral health hiensérvices. During the third quarter of 2002,seél our third party occupational health
services businesses, the operating results of whdéek not material to the earnings of this segroeiur consolidated results. On June 1, 2
we acquired certain assets of PRO Behavioral HeattRRO, a Denver, Colorado-based behavioral inealnpany in order to broaden our
specialty product offerings. Results from this dsition are included from that date forward and moematerial to the operating revenue or
operating gain of this segment in the year endeckBéer 31, 2002.

Our Specialty segment’s summarized results of djpemfor the years ended December 31, 2002 andl 2@9as follows:

Years Ended
December 31

2002 2001 $ Change % Change
($ in Millions)
Operating Revenu $ 523.t $ 396.] $ 127.¢ 32%
Operating Gait $ 50.7 $ 32.¢ $ 17.¢ 54%
Operating Margir 9.7% 8.2% 14Chbp

Operating revenue increased $127.4 million, or 3@ftnarily due to increased mail-order prescriptimume at APM. APM launched
mail-order campaigns to inform members of the biémahd convenience of
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using APM’s mail-order pharmacy option for mainteoa drugs. In addition, APM increased its penetratif our health benefits members.
APM implemented its pharmacy benefit programs in\West segment and in Maine during the first sixathe of 2001. Excluding the impact
of our TRICARE operations, mail-service prescriptimlume increased 29% and retail prescription m&uncreased 10%.

Operating gain increased $17.8 million, or 54%@riily due to increased mail-order prescriptionumoé and additional margin resulting
from further penetration of generic drug prescadps at APM. Improved results in the life and debtadinesses also contributed to the growth
in operating gain, which was modestly offset bytstig and integration expenses associated wittbehavioral health, vision and dental
operations.

Other

Our Other segment includes AdminaStar Federalbaidiary that administers Medicare programs indndj lllinois, Kentucky and Ohi
elimination of intersegment revenue and expensebsrarporate expenses not allocated to operatigmeets. In 2001, our Other segment also
contained Anthem Alliance, a subsidiary that predidhe health care benefits and administrationiria states for active and retired military
employees and their dependents under the Deparoh@gfense’s TRICARE program for military familieur TRICARE operations were
sold on May 31, 2001. Our summarized results ofatpens for our Other segment for the years endeckihber 31, 2002 and 2001 are as
follows:

Years Ended
December 31

2002 2001 $ Change % Change
($ in Millions)
Operating Revenu $ (1239 $ 189t $ (3139 (165%)
Operating Los: $ (9149 $ (23 $ (67.9 (284%)

Operating revenue decreased $313.4 million to $@)28illion in 2002 from $189.5 million in 2001. Ekiding intersegment operating
revenue eliminations of $302.1 million in 2002 &#14.0 million in 2001, operating revenue decre&22b.3 million, or 56%, primarily due
to the sale of our TRICARE operations. Excluding ®RICARE operations from 2001 and intersegmentafigg revenue eliminations,
operating revenue increased $37.9 million, or 2@ftnarily due to revenue from our AdminaStar Fetlerx800 Medicare Help Line contra
This contract is with CMS for our operation of th800 Medicare Help Line. During the fourth quarté2002, CMS awarded this contract t
different company, despite our superior performamatiégs earned each year since receiving the actritt 1997. We will begin transitioning
this contract to the new contractor beginning Apri2003.

Operating loss increased $67.6 million primarilyeda higher unallocated corporate expenses anabibence of TRICARE operating
gain. These unallocated expenses accounted fo8 $8illion in 2002 and $33.0 million in 2001. Thixcrease in unallocated corporate expe
was primarily related to higher incentive compeiogsatosts associated with better than expectedatipgrresults. Also contributing to this
increased operating loss was the reduction in atrying value of our investment in MedUnite.

Membership—December 31, 2001 Compared to Decembet, 2000

We categorized our membership into eight differgtomer types: Local Large Group, Small Groupividdal, National Accounts,
Medicare + Choice, Federal Employee Program, Médliead TRICARE. The first seven customer typescarsistent with those described in
the “Membership—December 31, 2002 Compared to Dbee®1, 2001” discussion. Our TRICARE program pded managed care services
to active and retired military personnel and tligipendents. We sold our TRICARE business on Map@Qd1, and thus we had no TRICARE
members as of December 31, 2001.

The following table presents our membership coyradgment, customer type and funding arrangemeoit @scember 31, 2001 and
2000, comparing total and same-store membershgectisely. We define same-store
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membership as our membership at a given periodreacdegment or for a particular customer or fugdiyipe, after excluding the impact of
members obtained through acquisitions or lost tjinadispositions during such period. We believe fizahe-store membership counts best
capture the rate of organic growth of our operatipariod over period. The membership data presestathudited and in certain instances
includes estimates of the number of members repreddy each contract at the end of the periodided to the nearest thousand.

Same- Same-
Store Same-
December 31, December 31, TRICARE December 31, Store Store
2001 2000 Disposition 2000 Change % Change %

(in thousands)

Segment
Midwest 4,85¢ 4,58 12¢ 4,45¢ 272 6% 40C 9%
East 2,26( 2,09: — 2,09: 167 8 167 8
West 76¢ 59t — 59t 174 29 174 29
Total 7,88: 7,27( 12¢ 7,14: 612 8% 741 10%
Customer Type
Local Large Grouj 2,821 2,63¢ — 2,63¢ 19z 7% 19: 7%
Small Groug 813 77t — 77t 38 5 38 5
Individual 701 65C — 65C 51 8 51 8
National Accounts (1 2,90¢ 2,46¢ — 2,46¢ 43t 18 43t 18
Medicare + Choic 97 10¢€ — 10€ 9) (8) (9) (8)
Federal Employee Progrs 423 407 — 407 16 4 16 4
Medicaid 11¢ 10z — 10z 17 17 17 17
Sam«-Store 7,88: 7,14: — 7,14: 741 1C% 741 10%
TRICARE — 12¢ 12¢ — (126) NM(2) — —
Tota | 7,88: 7,27 12¢ 7,14: 61z 8% 741 10%
Funding Arrangement
Self-funded 4,052 3,481 — 3,481 571 1€% 571 16%
Fully-insured 3,831 3,78¢ 12¢ 3,661 42 1 17C 5
Total 7,88: 7,27 12¢ 7,14: 612 8% 741 10%

() Includes BlueCard members of 1,626 as of Decembe2@®1, and 1,320 as of December 31, 2
(2) NM = Not meaningful

During the year ended December 31, 2001, total neeshiip increased 613,000, or 8%, primarily duertsvgh in National Accounts
business and Local Large Group, including a sigaift increase in BlueCard activity. On a same-dtasgs, membership increased 741,000, or
10%.

Local Large Group membership increased 193,000%rwith growth in all regions attributable to thigccess of our PPO products, as
more employer groups desire the broad, open ateess networks provided by these products.

The 38,000, or 5%, growth in Small Group busine$lects our initiatives to increase Small Group rbership through revised
commission structures, enhanced product offerings)d promotion and enhanced relationships withdno

Medicare + Choice membership decreased as we withffom the Connecticut Medicare + Choice progréfectéive January 1, 2001.
December 31, 2000, our Medicare + Choice membeishmnnecticut
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totaled 18,000. Offsetting this decrease was gromtur Medicare + Choice membership in certainnti@s in Ohio, where many competitors
have left the market, leaving us as one of therfawaining companies offering this product. As afulry 1, 2002, we exited the Colorado
Medicare + Choice market. Our 2001 membership cmehtded 6,000 Colorado Medicare + Choice members.

Individual membership increased primarily due teviisiness resulting from higher sales of Individuader age 65 products,
particularly in our Midwest segment.

Self-funded membership increased primarily dueuo23% increase in BlueCard membership. Fully-isdunembership, excluding
TRICARE, grew by 170,000 members, or 5%, from Dewen81, 2000, due to growth in both Local Large &nthll Group businesses, as
explained above.
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Results of Operations—Year Ended December 31, 20@bmpared to the Year Ended
December 31, 2000

Our consolidated results of operations for the yeamded December 31, 2001 and 2000 are as follows:

Years Ended

December 31 Change
2001 2000 $ %
(% in Millions, Except Per Share Data)

Operating revenue and premium equivalents $14,057 .« $11,800.: $2,257.1 19%
Premiums $ 9,244.¢ $ 7,737.1 $1,507. 19%
Administrative fee: 817.: 755.€ 61.7 8
Other revenur 58.2 50.€ 7.6 15

Total operating revent 10,120.: 8,543.! 1,576.¢ 18
Benefit expens 7,814. 6,551.( 1,263.° 19
Administrative expens 1,986.: 1,808.¢ 177.7 10

Total operating expen: 9,800.¢ 8,359.¢ 1,441. 17
Operating gain (2 319t 184.1 135.¢ 74
Net investment incom 238.¢ 201.€ 37.C 18
Net realized gains on investmel 60.¢& 25.¢ 34.¢ 13t
Gain on sale of subsidiary operatic 25.C — 25.C NM (3)
Interest expens 60.2 54.7 5.5 10
Amortization of goodwill and other intangible ass 31.t 27.1 4.4 16
Demutualization expensi 27.€ — 27.€ NM (3)
Income before taxes and minority inter 524.¢ 329.¢ 194.¢ 59
Income taxe: 183.2 102.2 81.2 79
Minority interest (credit (1.0 1.€ (2.6) NM (3)
Net income $ 342 $ 226.( $ 116.Z 51%
Average basic shares outstanding (in millions) 103.: 103.: — NM (3)
Average diluted shares outstanding (in milliong) 103.¢ 103.¢ — NM (3)
Basic net income per share $ 331 $ 2.1¢ $ 1.1z 51%
Diluted net income per share | $ 3.3C $ 2.1¢ $ 1.1z 51%
Benefit expense ratio (! 84.5% 84.71% (20) bp (6
Administrative expense ratio: (

Calculated using total operating revenue 19.€% 21.2% (26C) bp (6,

Calculated using operating revenue

and premium equivalents ( 14.1% 15.2% (22C) bp (6

Operating margin (1C 3.2% 2.2% 10C bp (6)

(1) The self-funded claims included for the year enBbedember 31, 2001 were $3,937.1 million and foryts@ ended December 31, 2000
were $3,256.6 million

(4) Amounts represent pro forma earnings per sharadimtg periods prior to our initial public offerin§ee Note 11 to our audited
consolidated financial statements for the yeargdmkecember 31, 2002, 2001 and 2000 included inIR#&em 8 of this Form 1-K.

For the remaining footnote explanations, see tabilbe “Results of Operations—Year Ended Decemiie2802 Compared to Year
Ended December 31, 2001” discussion.

On May 31, 2001, we sold our TRICARE operationse Tésults of our TRICARE operations were reportedur Other segment during
2001 and included $263.2 million in operating raveand $4.2 million in operating gain for the fivenths ended May 31, 2001. The results
of our TRICARE operations for the year ended
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December 31, 2000 were $353.9 million in operategenue and $3.9 million in operating gain, andenacluded partially in our Other
segment and due to various intercompany reinsurandeservice agreements which were in place d@@@ were partially recorded in our
Midwest health business segment during 2000.

On June 5, 2000, we completed the purchase of Btass and Blue Shield of Maine, or BCBS-ME. We aeted for this acquisition as
a purchase and we included the net assets andsre§operations in our consolidated financialesta¢nts from the date of purchase. The re
of BCBS-ME for the year ended December 31, 200we48.1 million in total revenue and $12.6 milliaroperating gain. The results of
BCBS-ME from June 5, 2000 through December 31, 208@ $489.4 million in total revenue and $8.7 imrllin operating gain.

Premiums increased $1,507.5 million, or 19%, irt dae to our acquisition of BCBBIE in June 2000 and the additional risk we asst
as of January 1, 2001, associated with the TRICAR$iness. Our subsidiary Anthem Alliance had ret@iB5% of the risk on its TRICARE
contract as of January 1, 2000, and we increasetetention as of January 1, 2001, to 90% of tted tisk for the contract. We sold the
TRICARE business on May 31, 2001. Excluding ounussition of BCBS-ME and our TRICARE operating rasupremiums increased
$1,089.5 million, or 15%, due to premium rate iraes and higher membership in all of our healtiness segments.

Administrative fees increased $61.7 million, or 8%ith $30.2 million of this increase from our acsjtion of BCBS-ME. Excluding our
acquisition of BCBS-ME and our TRICARE operatingukts, administrative fees increased $112.2 millmm20%, primarily from increased
Local Large Group self-funded and BlueCard activity

Excluding our acquisition of BCBS-ME and our TRICERperating results, other revenue, which is cosegriprincipally of APM’s sale
of mail-order drugs, increased $12.1 million, o2 Mail-order revenues increased primarily dueddigonal volume resulting from the
introduction of APM as the pharmacy benefit manaddlue Cross and Blue Shield of New Hampshird8@BS-NH, in late 2000 and Blue
Cross and Blue Shield of Colorado and Nevada, @8CO/NV, and BCBS-ME in the first six months oftd0

Benefit expense increased $1,263.7 million, or 1822001 primarily due to our acquisition of BCB& and the additional risk assur
by Anthem Alliance for TRICARE business on Janubr2001. Excluding our acquisition of BCBS-ME and @ RICARE operating results,
benefit expense increased $888.6 million, or 158marily due to higher average membership and esirgy cost of care. Cost of care trends
were driven primarily by higher utilization of oatflent services and higher prescription drug cd@3ts.benefit expense ratio decreased 20 |
points from 84.7% in 2000 to 84.5% in 2001 primadue to disciplined pricing, implementation ofeise management plans and
improvement in provider contracting. Excluding agguisition of BCBS-ME and our TRICARE operatinguklts, our benefit expense ratio
decreased 40 basis points from 84.3% in 2000 %831 2001 for the same reasons.

The following discussion summarizes our aggregase of care trends for the 12-month period endecebBer 31, 2001 for our Local
Large Group and Small Group fully-insured businessdy. Cost increases have varied among segmedtgraducts. Our aggregate cost of
care trend was approximately 13%, driven primasiypharmacy and outpatient costs. After taking gearin our mix of business between
regions into consideration, our aggregate costaod trend was approximately 12%.

Pharmacy cost trends for the 12-month period eiestmber 31, 2001 generally averaged from 16% %. The cost increases resulted
from the introduction of new, higher cost drugs aigher overall utilization as a result of increagedirect-to-consumer advertising by
pharmaceutical companies. In response to incregseggription drug costs, we have implemented tliszedrug programs and expanded the
use of formularies for our members.

For the 12-month period ended December 31, 20Gpatant services cost trends generally averaged t4% to 15%. These increases
resulted from both increased utilization and higingit costs. Increased outpatient
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utilization reflects an industry-wide trend towardroader range of medical procedures being pegdnvithout overnight hospital stays, as
well as an increasing customer awareness of anamigfior diagnostic procedures such as magnetinaese imagings, or MRIs. In addition,
improved medical technology has allowed more cocapdid medical procedures to be performed on aratetp basis rather than on an
inpatient (hospitalized) basis, increasing bottpatient utilization rates and unit costs.

For the 12-month period ended December 31, 20@fegsional services cost trends generally averfigeu11% to 12%. These
increases resulted from both increased utilizagiog higher unit costs.

For the 12-month period ended December 31, 20@atient services trends were approximately 11%s Tridrease was due to re-
negotiation of provider contracts and higher ovtarlization, particularly for cardiac servicesragsions. Hospitals have taken a more
aggressive stance in their contracting with heialthirance companies as a result of reduced hosgitabursements from Medicare and
pressure to recover the costs of additional inveatsiin new medical technology and facilities.

Administrative expense increased $177.7 million] @%b, in 2001, which includes the impacts of ouguasition of BCBS-ME and our
TRICARE operating results. Excluding our acquisitaf BCBS-ME and our TRICARE operating results, audstrative expense increased
$194.0 million, or 12%, primarily due to higher canssions and premium taxes, which vary with premibigher salary and benefit costs,
additional costs associated with higher memberahginvestments in technology. Our administratixgesse ratio, calculated using operating
revenue and premium equivalents, decreased 12§ aisits primarily due to operating revenue indreafaster than administrative expense.

Net investment income increased $37.0 million, &1 primarily due to our higher investment portidiialances. The higher portfolio
balances included net cash generated from opesatsnwell as cash generated from improved balsimeet management, such as quicker
collection of receivables and liquidation of noragtgic assets. Excluding the investment incomeeebby BCBS-ME and TRICARE, net
investment income increased $31.7 million, or 18%returns on fixed maturity portfolios are depemtden market interest rates and changes
in interest rates are unpredictable, there is micgy that past investment performance will beger@ed in the future.

Net realized gains on investments increased $34l@m or 135%. A summary is as follows:

Years Ended
December 31

2001 2000 $ Change % Change
($ in Millions)
Net realized gains from the sale of equity se@s $ 69.C $ 43.t $ 25.t 59%
Net realized gains (losses) from the sale of fisedurity
securities 20.7 (17.€) 38.c NM (3)
Other than temporary impairmet (28.9) — (28.9) NM (3)
Net realized gains on investmel $ 60.¢ $ 25.¢ $ 34.¢ 135%

In 2001, the net realized gains from the sale aitgcsecurities primarily consisted of $65.2 milliof gains resulting from the
restructuring of our equity portfolio into fixed mugity securities and equity index funds in thelyyé mid third quarter of 2001. During the
second quarter of 2001, we recognized $28.9 milhblosses on equity securities as other than teampampairment. Net gains or losses on
investments are influenced by market conditionsméue investment is sold, and will vary from yeayéar.

Our gain on the sale of subsidiary operations & @&aillion in 2001 relates to the sale of our TRRE operations on May 31, 2001.
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Interest expense increased $5.5 million, or 109mamily reflecting the issuance of our 6.00% EquBgcurity Units on November 2, 2(
and the commitment fee associated with our new $8@dlion line of credit.

Amortization of goodwill and other intangible asstcreased $4.4 million, or 16%, primarily dueatoortization expense associated \
our acquisition of BCBS-ME. As we adopted FAS 142January 1, 2002, this standard did not have Hegteon these results. See Notes 1, 2
and 3 to our audited consolidated financial stateémor the years ended December 31, 2002, 2002@0@, included in Part Il, Item 8, of this
Form 10-K for additional information concerning @doption of FAS 142.

Demutualization expenses associated with our cei@from a mutual insurance company to a stocldretadvned company on
November 2, 2001 totaled $27.6 million in 20

Income tax expense increased $81.2 million, or 7®3marily due to higher income before taxes. Oteative income tax rate in 2001
was 35.0% and was 31.0% in 2000. Our rate was |theer the statutory effective tax rate in 2000 ity as a result of changes in our
deferred tax valuation allowance. Our effectiverabe increased in 2001 primarily due to the deductibility of demutualization expenses
a portion of goodwill amortization for income tarposes.

Net income increased $116.2 million, or 51%, prifgaiue to the improvement in our operating resulet realized capital gains, gain on
sale of subsidiary operations and higher investrirexame. Excluding the gain on the sale of our TRRE business ($16.3 million after tax),
net realized gains on investments and demutuaiza&xpenses, net income increased $105.0 millioh1%o.

Both basic and fully diluted earnings per sharedased as a result of increased net income asihiedeabove. December 31, 2001 and
2000 amounts represent pro forma earnings per siareh includes earnings prior to our initial piclhdffering. See Note 11 to our audited
consolidated financial statements for the yeargddkecember 31, 2002, 2001 and 2000 included inlR#&em 8 of this Form 10-K.

Midwest

Our Midwest segment is comprised of health berafit related business for members in Indiana, Ké&gtand Ohio. Our Midwest
segment’s summarized results of operations foy#aes ended December 31, 2001 and 2000 are aw$ollo

Years Ended
December 31

2001 2000 $ Change % Change
($ in Millions)
Operating Revenu $ 5,093.( $ 4,460.! $ 632.f 14%
Operating Gait $ 161t $ 87.¢ $ 73.7 84%
Operating Margir 3.2% 2.0% 12Cbp
Membership (in 000s 4,85¢ 4,4541) 40C 9%

(1) Excludes 128,000 TRICARE membe

Operating revenue increased $632.5 million, or 1d@&, primarily to premium rate increases in ourdldarge Group and Small Group
businesses and the effect of higher average mehipénsour Medicare + Choice business.

Operating gain increased $73.7 million, or 84%ultésy in an operating margin of 3.2% at Decemtkr201, a 120 basis point
improvement from the year ended December 31, ZDRIB.improvement was primarily due to revenue groand effective expense control.
Administrative expense increased at a slower tate premiums as we gained operating efficienciddereraged our fixed costs over higher
membership.
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Our Midwest segment assumed a portion of the dsl&hthem Alliances TRICARE contract until December 31, 2000. Effestianuar
1, 2001, Anthem Alliance reassumed this risk. lReryear ended December 31, 2000, our Midwest setgmegived $122.1 million of
premium income, no administrative fees or otheoine, incurred $113.8 million of benefit expense &Aal million of administrative expense,
resulting in a $0.9 million operating gain on thRITARE contract. We also had 128,000 TRICARE memfieeiuded in our Midwest
segment’'s membership at December 31, 2000, andenabers at December 31, 2001.

Excluding TRICARE, membership increased 400,00®%r primarily due to higher BlueCard activity, hgy sales in National Accounts
business and higher sales and favorable retentibocal Large Group business.

East

Our East segment is comprised of health benefitraladed business for members in Connecticut, Nempthire and Maine. BCBS-ME
is included from its acquisition date of June 5)@00ur East segment’'s summarized results of dpesafor the years ended December 31,
2001 and 2000 are as follows:

Years Ended
December 31

2001 2000 $ Change % Change
($ in Millions)
Operating Revenu $ 3,667.: $ 2,921 $ 745.¢ 26%
Operating Gait $ 128.¢ $ 103.¢ $ 25. 24%
Operating Margir 3.5% 3.6% (10) bp
Membership (in 000s< 2,26( 2,09: 167 8%

Operating revenue increased $745.4 million, or 26%eluding our acquisition of BCBS-ME in June 200t the effect of our exit from
the Medicare + Choice business in Connecticut onay 1, 2001, operating revenue increased $44Bli0mor 20%, primarily due to

premium rate increases in our Local Large Groupness and higher average membership in our Loagld &roup and Small Group
businesses.

Operating gain increased $25.0 million, or 24%@riily due to improved underwriting results in duarcal Large Group fully-insured
business, exiting the Medicare + Choice marketanri&cticut, and higher overall membership. Opegatiargin decreased 10 basis points
primarily due to the relatively lower margins orr ddiaine business.

Membership increased 167,000, or 8%, primarily wui@creased sales of Local Large Group businedgeowth in BlueCard activity.
Local Large Group sales in our East segment inecepemarily due to the withdrawal of two of ourdast competitors from the New
Hampshire and Maine markets.

West

Our West segment is comprised of health benefitrataded business for members in Colorado and Nev@dr West segment’s
summarized results of operations for the years@iidEember 31, 2001 and 2000 are as follows:

Years Ended
December 31

2001 2000 $ Change % Change
($ in Millions)
Operating Revenu $ 774.¢ $ 622.¢ $ 152.( 24%
Operating Gait $ 20.1 $ 2E $ 17.¢ 704%
Operating Margir 2.6% 0.4% 22C bp
Membership (in 000s 76¢ 59k 174 29%
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Operating revenue increased $152.0 million, or 2@fitnarily due to higher premium rates designebring our pricing in line with cost
of care and higher membership in our Local Largeuprand Small Group businesses.

Operating gain increased $17.6 million to $20.Jiowilin 2001, primarily due to improved underwrgiperformance as a result of
premium rate increases exceeding cost of caredsesand higher average membership. This improvdamenr operating gain resulted in a
220 basis point increase in operating margin t&2r62001.

Membership increased 174,000, or 29%, due to ise8lueCard activity, higher sales in Local La@reup and Small Group
businesses and favorable retention in National Aantobusiness. We exited the Medicare + Choice etamkColorado effective January 1,
2002. At December 31, 2001, our Medicare + Choieentvership in Colorado was approximately 6,000.

We entered into an agreement with Sloan’s Lake HWMOolorado for the conversion of Sloan’s Lake HM@siness effective January 1,
2001. The terms of the agreement include payme8taan’s Lake for each member selecting our prodtitite group’s renewal date and
continuing as our member for a minimum of nine rhgnThrough December 31, 2001, we added approxXiyna®e000 members from Sloan’s
Lake.

Specialty

Our Specialty segment includes our group life aisdlallity insurance benefits, pharmacy benefit nggemaent, dental and vision
administration services and third party occupatidealth services. Our Specialty segment’s sumradriesults of operations for the years
ended December 31, 2001 and 2000 are as follows:

Years Ended

December 31
2001 2000 $ Change % Change
($ in Millions)
Operating Revenu $ 396.] $ 332. $ 63.¢ 19%
Operating Gait $ 32.¢ $ 24.¢ $ 8.C 32%
Operating Margir 8.3% 7.5% 80 bp

Operating revenue increased $63.8 million, or 1pfmnarily due to higher revenue at APM. APdBperating revenue grew primarily
to increased mail-order prescription volume anditin@ementation of APM'’s pharmacy benefit programeginning in 2001 by BCBS-CO/NV
and BCBS-ME, and in late 2000 by BCBS-NH. Mail-seevmembership increased 28%, while retail-sermeenbership decreased 13%. Mail-
service prescription volume increased 38% andlnetascription volume increased 31%. This growthrerthan offset the effect of the
termination of a special funding arrangement witarge life group on December 31, 2000, which desed premiums by $28.8 million, or
23%. This group accounted for $35.9 million of l#ed disability premiums for 2000 and contributedyvow margins to our Specialty
segment’s profitability.

Operating gain increased $8.0 million, or 32%, ity due to increased mail-order prescription voduat APM. Improved APM results,
coupled with the termination of the large life gppwesulted in an 80 basis point increase in oerating margin to 8.3%.

Other

Our Other segment includes AdminaStar Federalbaidiary that administers Medicare programs indndj lllinois, Kentucky and Ohi
elimination of intersegment revenue and expensepotate expenses not allocated to operating setgieamd Anthem Alliance. Anthem
Alliance was a subsidiary that provided the headtte benefits and administration in nine statesftive and retired military employees and
their
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dependents under the Department of Defen$&ICARE program for military families until oulRICARE business was sold on May 31, 2!
Our summarized results of operations for our Otfeggment for the years ended December 31, 2001G0@&e as follows:

Years Ended
December 31
2001 2000 $ Change % Change
($ in Millions)
Operating Revenu $ 189t $ 206« $ (16.9 (8)%
Operating Los: $ (238 % (349 $ 111 32%

Operating revenue decreased $16.9 million, or 8%189.5 million in 2001. Excluding intersegmenemgting revenue eliminations of
$214.0 million in 2001 and $151.7 million in 20@perating revenue increased $45.4 million, or 1@ftnarily due to an increase in premiu
resulting from the additional risk assumed as oLiday 1, 2001, by our TRICARE operations beforesétke on May 31, 2001.

Certain corporate expenses are not allocated tbusiness segments. These unallocated expensasmgadtdor $33.0 million in 2001 a
$39.9 million in 2000, and primarily included sutéms as unallocated incentive compensation adsaocveith better than expected
performance. Excluding unallocated corporate expgnsperating gain was $9.2 million in 2001 ve®bi® million in 2000.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

We prepare our consolidated financial statementsirormity with accounting principles generallycapted in the United States.
Application of these accounting principles requimesnagement to make estimates and assumptionaftbett the amounts reported in our
consolidated financial statements and accompanyatgs and within this Management’s Discussion andlysis. We consider some of our
most important accounting policies that requirénestes and management judgment to be those poligiesespect to liabilities for unpaid
life, accident and health claims, income taxesdgalb and other intangible assets, our investmamntfplio and retirement benefits, which are
discussed below. Our significant accounting podicee also summarized in Note 1 to our auditedameed financial statements for the ye
ended December 31, 2002, 2001 and 2000 includPdrinll, Item 8 of this Form 10-K.

Liability for Unpaid Life, Accident and Health Clai ms

The most significant accounting estimate in oursodidated financial statements is our liability forpaid life, accident and health clait
This liability was $1,826.0 million and represen696 of our total consolidated liabilities at Ded#mn31, 2002. We record this liability and
the corresponding benefit expense for pending daimd claims that are incurred but not reporteddfg claims are those received by us, but
not yet processed through our systems. We detertinénemount of this liability for each of our busés segments by following a detailed
process that entails using both historical claitynpant patterns as well as emerging medical costi&réo project our best estimate of claim
liabilities. We also look back to assess how ougrgreriods’ estimates developed. To the extent@pate, changes in such development are
recorded as a change to current period claims eg&ince the average life of most claims is jUst\aamonths, current medical cost trends
utilization patterns are very important in our extte of claims liabilities. For information regardiour cost trends, refer to the discussion of
benefit expenses included within this Managemebigsussion and Analysis.

In addition to the pending claims and incurred ittreported claims, the liability for unpaid lifegcident and health claims includes
reserves for premium deficiency losses. The prendefitiency losses are recognized when it is prigbtidat expected claims and loss
adjustment expenses will exceed future premiumaxisting health and other insurance contracts witlsonsideration of investment income.
For purposes of premium deficiency losses, corgract grouped in a manner consistent with our ndettfi@cquiring, servicing and measuring
the profitability of such contracts.
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Management constantly reviews its assumptions dégguour claims liabilities, and makes adjustmeatslaims expense recorded, if
necessary, in the period it deems appropriatéidfdetermined that management’s assumptionsdawpcost trends and utilization are
significantly different than actual results, oucdéme statement and financial position could be itgzhin future periods. Adjustments of prior
year estimates may result in additional benefitemge or a reduction of benefit expense in the gexioadjustment is made. Further, due tc
considerable variability of health care costs, atijients to claims liabilities occur each quartet are sometimes significant as compared t
total expense recorded in that quarter.

Note 8 to our audited consolidated financial stagets for the years ended December 31, 2002, 20D2@00 included in Part I, Iltem 8,
of this Form 10-K provides historical informatiosgarding the accrual and payment of our unpaidnddiability. Components of the total
incurred claims for each year include amounts aatfor current year estimated claims expense dsaweldjustments to prior year estimated
accruals.

In Note 8, the line labeled “incurred related tmpyears” accounts for those adjustments madeito pear estimates. The impact of any
reduction of “incurred related to prior years” aeasi may be offset as we re-establish the “incuredmted to current year”. Our reserving
practice is to consistently recognize the actudmast estimate of our ultimate liability for ouaths within a level of confidence required to
meet actuarial standards. Thus, only when the selefa prior year reserve is not offset with thms level of conservatism in estimating the
current year reserve will the redundancy reducetiteexpense. When we recognize a release of thentancy, we disclose the amount that is
other than our normal release being experiencedexample of a redundancy release is discusse itRésults of Operations—Year Ended
December 31, 2002 and 2001” included elsewhergisgnManagement Discussion and Analysis.

We believe we have consistently applied this meathagl in determining our best estimate for unpaédnas liability each year. This is
demonstrated by comparing prior year redundanoiéstal incurred claims recorded in each past yHais metric was 1.3% in 2000, 1.5% in
2001 and 1.9% at the end of 2002. When this medritains constant or increases, it is an indicadfdhe consistency of our reserving
procedures and policies.

Additional review of Note 8 indicates that we aegying claims faster. The percentage of claims pattie same year as they were
incurred increased to 84.3% in 2002 compared Wth% in 2001 and 81.3% in 2000. This is primarilyibutable to our implementation of
new systems and improved electronic connectivityhwir networks. As a result of our improved corivéty we are able to adjudicate and |
claims more swiftly.

Income Taxes

We account for income taxes in accordance witheStant of Financial Accounting Standards No. Accounting for Income Tax.
This standard requires, among other things, tharagp recognition of deferred tax assets and defaax liabilities. Such deferred tax assets
and deferred tax liabilities represent the taxafté temporary differences between financial réipgrand tax reporting measured at tax rates
enacted at the time the deferred tax asset otitials recorded. A valuation allowance must beab8shed for deferred tax assets if it is “more
likely than not” that all or a portion may be urlized.

At each quarterly financial reporting date, we asdbe adequacy of the valuation allowance by etialg each of our deferred tax assets
based on the key elements that follow:

* the types of temporary differences that creatediéferred tax asset;
» the amount of taxes paid in prior periods and aéel for a carr-back claim;
« the forecasted future taxable income and therdilaely future deduction of the deferred tax itemga

* any significant other issues impacting the likedglization of the benefit of the temporary differes.

During 2002, based on our quarterly assessmetkeaofaluation allowance it was determined thatathly items that require a valuation
allowance are those that relate to specific dedeta® temporary differences and
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not those that relate to the anticipation of futiaseable income. This determination was due tddtiels of taxable income reported on our 2
tax return, income generated during 2002 and taxalbbme expected in future periods. As a resulbisfdetermination, during 2002, we
reduced our valuation allowance. The net decreatigei valuation allowance for 2002 was $112.4 onilliDuring 2002, $18.0 million of the
change in the valuation allowance was recordedradution to goodwill. This postacquisition adjusht resulted from recognition of defer
tax assets previously determined to be unrealiz&#eause of uncertainties including industry-wigies regarding both the timing and the
amount of deductions, we recorded a $57.2 millieferted tax liability. We also recorded a reductioincome tax expense of $37.2 million.
This reduction contributed to a reduced effectaserite of 31.6%.

To the extent we prevail in matters we have accfaedr are required to pay more than reservedfuaure effective tax rate and net
income in any given period could be materially ircgd. In addition, the Internal Revenue Serviceiooes its examination of two of our five
open tax years.

For additional information, see Note 12 to our éedliconsolidated financial statements for the yeaded December 31, 2002, 2001 and
2000 included in Part Il, Item 8 of this Form 10-K.

Goodwill and Other Intangible Assets

On January 1, 2002, we adopted Statement of FiabActounting Standards No. 1Ausiness Combinationsind Statement of
Accounting Standards No. 14@podwill and Other Intangible AssetEAS 141 requires business combinations complfted June 30, 2001
to be accounted for using the purchase methodaunfuating. It also specifies the types of acquirgdrigible assets that are required to be
recognized and reported separately from goodwill.

On July 31, 2002, we completed our purchase of 160te outstanding stock of Trigon. In accordawith FAS 141, we allocated the
purchase price to the fair value of assets acquainediabilities assumed, including identifiabléaingible assets. The allocation resulted in
$2,166.6 million of estimated non-tax deductibledwill and $1,172.7 million of acquired intangitdssets. Following this acquisition, our
consolidated goodwill at December 31, 2002 was&RA million and intangible assets were $1,274 iani The sum of goodwill and
intangible assets represented 31% of our totalatmfzded assets at December 31, 2002.

Under FAS 142, goodwill and other intangible aséeith indefinite lives) will not be amortized bwill be tested for impairment at least
annually. We completed our transitional impairmiest of existing goodwill and other intangible asq&vith indefinite lives) during the seco
quarter of 2002. In addition, we completed our atmmpairment test of goodwill and other intangibksets (with indefinite lives) during the
fourth quarter of 2002. Based upon these testsawve hot incurred any impairment losses relateahyoistangible assets.

While we believe we have appropriately allocateglfghrchase price of our acquisitions, this allaratequires many assumptions to be
made regarding the fair value of assets and ltedslacquired. In addition, the annual impairmesting required under FAS 142 requires us to
make assumptions and judgments regarding the estinfiair value of our goodwill and intangibles. 8ussumptions include the present value
discount factor used to determine the fair valua oéporting unit, which is ultimately used to itdgnpotential goodwill impairment. Such
estimated fair values might produce significanifyedent results if other reasonable assumptiomsesatimates were to be used. Because of the
amounts of goodwill and other intangible assethighed in our consolidated balance sheet, the impait analysis is significant. If we are
unable to support a fair value estimate in futureual impairment tests, we may be required to kgopairment losses against future income.

For additional information, see Note 3 to our aeditonsolidated financial statements for the yeaded December 31, 2002, 2001 and
2000 included in Part Il, Item 8, of this Form 10-K
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Investments

Total investment securities were $5,948.1 millibibacember 31, 2002 and represented 48% of odrdotesolidated assets at Decem
31, 2002. Our fixed maturity and equity securities classified as “available-for-sale” securitiad are reported at fair value. We have
determined that all investments in our portfolie awailable to support current operations, andraaogly, have classified such securities as
current assets. Investment income is recorded whared, and realized gains or losses, determinagédxific identification of investments
sold, are included in income when sold.

We evaluate our investment securities on a qugrbersis, using both quantitative and qualitativedes, to determine whether a decline
in value is other than temporary. Such factors ictamed include the length of time and the extewlich a security’s market value has been
less than its cost, financial condition and neantprospects of the issuer, recommendations ostnvent advisors, and forecasts of economic,
market or industry trends. If any declines are ieieed to be other than temporary, we charge tbgel®to income when that determination is
made. The current economic environment and regaatility of securities markets increase the difftg of determining fair value and
assessing investment impairment. The same infleeterel to increase the risk of potentially impaiasdets. Management believes it has
adequately reviewed for impairment and that itegtment securities are carried at fair value. H@reaver time, the economic and market
environment may provide additional insight regagdihe fair value of certain securities, which coclfhnge management’s judgment regarding
impairment. This could result in realized lossdatieg to other than temporary declines being chdrggainst future income.

Through our investing activities, we are exposefinancial market risks, including those resultingm changes in interest rates and
changes in equity market valuations. Our primargdive is the preservation of the asset base amdmization of portfolio income given an
acceptable level of risk. We manage the markestiskough our investment policy, which establistreslit quality limits and percentage
amount limits of investments in individual issudfsve are unable to effectively manage these riglksuld have an impact on our future
earnings and financial position.

The unrealized losses of $7.8 million on our fixadturity securities at December 31, 2002 were sulisily related to interest rate
changes. We expect the scheduled principal antesttpayments will be realized. Our equity secesitire comprised of indexed mutual funds
and the unrealized losses of $38.6 million at Ddman31, 2002 were a result of the current marketdiations and are deemed to be tempc

For additional information, see Part Il, ltem 7Qantitative and Qualitative Disclosures about Mafisk” and Note 4 to our audited
consolidated financial statements for the yeargdiecember 31, 2002, 2001 and 2000 included inIR#&em 8, of this Form 10-K.

Retirement Benefits
Pension Benefit

We sponsor defined benefit pension plans for oysleyees, and account for these plans in accordaithed=AS 87,Employers’
Accounting for Pensior, which requires that amounts recognized in finalngtiatements be determined on an actuarial basigermitted by
FAS 87, we use a calculated value of plan asse&(ibed below). Further, the effects on our compar of pension expense of the
performance of the pension plans’ assets and ckangeension liabilities are amortized over futpegiods.

The most important factor in determining our pengapense is the expected return on plan assetsx 2002, we lowered our expec
rate of return on plan assets to 8.50% (from 9.6@22002 expense recognition). We believe our aggiom of future returns of 8.50% is
reasonable. This assumed long-term rate of returssets is applied to a calculated value of ptaeta, which recognizes changes in the fair
value of plan assets in a systematic manner ovee tyears. This produces the expected return engssets that is included in pension
expense. The difference between this expectedrana the actual return on plan assets is deferred
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over three years. The net deferral of past asses$ ga losses affects the calculated value of pksets and, ultimately, future pension expense.
The plan assets have earned a rate of return stibfitaless than 8.50% over the last two yearsaubththis trend continue, future pension
expense would likely increase.

At the end of each year, we determine the discratetto be used to discount plan liabilities. Tiseodunt rate reflects the current rate at
which the pension liabilities could be effectivalgttied at the end of the year. Our discount sateeveloped using a benchmark rate of the
Moody’s Aa Corporate Bonds index at our measurerdate (September 30, 2002). At our measurement Watselected a discount rate of
6.75%. Changes in the discount rates over thetpeest years have not materially affected pensigeese, and the net effect of changes in the
discount rate, as well as the net effect of otfnges in actuarial assumptions and experience, len deferred and amortized in accordance
with FAS 87.

At December 31, 2002, our consolidated prepaidiparesset was $146.2 million, an increase from%@dllion at December 31, 2001.
The increase was primarily due to our funding ef £nthem Cash Balance Pension Plan in the amou$it38.9 million during the third
quarter of 2002. For the year ended December 312,20e recognized consolidated pretax pension esqpeh$14.3 million, a slight increase
from $10.5 million for the year ended DecemberZ101.

Other Postretirement Benefits
We provide most employees certain life, medicaliori and dental benefits upon retirement. We usews actuarial assumptio
including the discount rate and the expected tiergbalth care costs to estimate the costs andibeb#gations for our retiree health plan.

Our discount rate is developed using a benchmaekofethe Moody’s Aa Corporate Bonds index at ogasurement date (September 30,
2002). At our measurement date, we selected autiscate of 6.75%.

The health care cost trend rate used in measuragther benefit obligations is generally 10% i@20decreasing 1% per year to 5% in
2007.

New Accounting Pronouncements

During 2002, we adopted Statement of Financial Aoting Standards No. 14Business Combinatiorand Statement of Accounting
Standards No. 14Z00dwill and Other Intangible AssetSee “Goodwill and Other Intangible Assets” abawnd for additional information
regarding the pro forma effect of adopting thesgéeshents, see Note 3 to our audited consolidateaidial statements for the years ended
December 31, 2002, 2001 and 2000 included in Rdten 8 of this Form 10-K.

There were no other new accounting pronouncemssiied during 2002 that had a material impact orfioancial position or operating
results.

LIQUIDITY AND CAPITAL RESOURCES

Introduction

Our cash receipts consist primarily of premiumsninistrative fees, investment income, other revesmet proceeds from the sale
maturity of our investment securities. Cash diseomsnts result mainly from benefit expenses, adtnatise expenses, taxes, purchase of
investment securities and interest expense. Caslows fluctuate with the amount and timing of &sttent of these expenses. As such, any
future decline in our profitability would likely k@ some negative impact on our liquidity.
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We manage our cash, investments and capital steustuwe are able to meet the short- and long-tdaligations of our business while
maintaining financial flexibility and liquidity. Wéorecast, analyze and monitor our cash flows ahéninvestment and financing within the
overall constraints of our financial strategy.

A substantial portion of the assets held by ouulegd subsidiaries are in the form of cash, caglivalents and investments. After
considering expected cash flows from operatingvdiets, we generally invest cash that exceeds ear term obligations in longer term
marketable fixed maturity securities, to improve ouerall investment income returns. Our investngtritegy is to make investments
consistent with insurance statutes and other regylaequirements, while preserving our asset b@se.investments are available for sale to
meet liquidity and other needs. Excess capitahid m the form of dividends by subsidiaries toitmespective parent companies for general
corporate use, annually as permitted by applicedgelations.

The availability of financing in the form of debt equity is influenced by many factors including puofitability, operating cash flows,
debt levels, debt ratings, contractual restrictisagulatory requirements and market conditions.HaAee access to $1.0 billion of revolving
credit facilities, which allow us to maintain fuethoperating and financial flexibility.

Liquidity—Year Ended December 31, 2002 Compared t&¥ear Ended December 31, 2001

During 2002, net cash flow provided by operatingivittes was $991.1 million, an increase of $336G#lion, or 51%, over 2001. The
increase is a reflection of our improved net incohtigher non-cash expenses such as depreciatioarandization, as well as favorable
changes in our operating assets and liabilitiespdemented this increased net income to generateoired cash flow from operations.

Net cash flow used in investing activities was $1,8 million in 2002, compared to $498.1 million2@01, an increase of $913.8 milli
The table below outlines where the changes betweetwo years occurred:

Increase in purchases of subsidia $ (785.5)
Decrease in proceeds from sales of subsidi (44.)
Increase in net purchases of investm: (40.9
Increase in net purchases and proceeds from sal®pérty and equipme (43.9)

Total increase in cash used in investing activ $ (913.9

The increase in subsidiary purchases resulted ptinfeom the Trigon acquisition in 2002, for whiete paid $772.4 million in net cash.
Cash acquired on Trigon'’s balance sheet was $36#lidn, which partially offset $1,134.6 million ad for the purchase price and transaction
costs. The net decline in cash received from divges between the two years reflects proceeds fhensale of TRICARE in 2001, which did
not occur in 2002. The purchase of investment siesiincreased as operating cash was moved intteastment portfolio. The increased
property and equipment purchases include $24.6omidf expenditures made by Trigon following theuaisition date. The remainder of the
increased property purchases resulted from invegsnie computer technology and software.

Net cash flow provided by financing activities wig&09.3 million in 2002 compared to $46.6 million2601. On July 31, 2002, Anthem
issued $950.0 million of long-term senior unsecuretés ($150.0 million of 4.875% notes due 2008, $800.0 million of 6.800% notes due
2012). The net proceeds of $938.5 million fromtioge offering were used to pay a portion of therapimately $1,134.5 million of cash
consideration and expenses associated with Anthaoafgisition of Trigon. In addition, $30.9 milliaf proceeds resulted from the issuance of
common stock related to the exercise of stock aptand through the employee stock purchase proghserused $256.2 million to repurchase
our common stock during 2002. The $46.6 milliorcash provided by financing activities during 208tdlated to the demutualization and
initial public offering, which is described below fiLiquidity—Year Ended December 31, 2001 Comparedear Ended December 31, 2000.”
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Liquidity—Year Ended December 31, 2001 Compared t&¥ear Ended December 31, 2000

Net cash flow provided by operating activities $&8&4.6 million for the year ended December 31, 2001 $684.5 million for the ye.
ended December 31, 2000, a decrease of $29.9 mitio4%. In both 2001 and 2000, net cash flow jgied by operating activities was
impacted by better balance sheet management reséitim the conversion of certain operating assetsh as receivables and investments in
non-strategic assets, to cash. As the continuings§on balance sheet management began in early @@06ash flow provided by operating
activities in 2000 was unusually high. During 208&mutualization expenses of $27.6 million weresined relating to our conversion to a
stockholder owned company. Also during 2001, ineentompensation payments were made which had deened over the previous three
years. Neither of these items occurred during 2

Net cash used in investing activities was $498 llianifor the year ended December 31, 2001, and.#7illion for the year ended
December 31, 2000, a decrease of $263.0 millioB586. The table below outlines where the changesdamn the two years occurred:

Decrease in purchases of subsidia $ 81.C
Increase in proceeds from sales of subsidi: 39.¢
Decrease in net purchases of investm 146.¢
Decrease in net purchases and proceeds from sptefdrty and equipme (4.5

Total decrease in cash used in investing activ $ 263.(

The decrease in purchase of subsidiaries reflretsdsh used to purchase BCBS-ME in 2000, whicimdicdccur again in 2001. The
increase in proceeds from sale of subsidiariedtezbtrom the sale of our TRICARE operations in 200he decreased net purchase of
investments was primarily a result of our directionnvestment mangers to maintain greater liquiditDecember 31, 2001 as compared to
December 31, 2000. The slight decline in the pwela property and equipment reflects the salaioffTRICARE operations, which had
minimum property additions in 2001 as compared&prior year, and higher levels of purchasesuaorifure and capitalized software in 2000.

Net cash provided by financing activities was $48itiion for the year ended December 31, 2001, &ril5 million for the year ended
December 31, 2000, a decrease of $28.9 millio386é5.

The $46.6 million of cash provided by financingieities in 2001 included net proceeds received framinitial public offering, after
making payments to eligible statutory members.

On November 2, 2001, Anthem Insurance Companies(lAnthem Insurance”) converted from a mutualiraice company to a stock
insurance company in a process known as a deruatiali. Effective with the demutualization, Anthemg. (“Anthem”) completed an initial
public offering of 55.2 million shares of commooch at an initial public offering price of $36.0@nshare. The shares issued in the initial
public offering are in addition to 48.1 million siea of common stock (which will ultimately varygflitly as all distribution issues are finalized)
distributed to eligible statutory members in thendéualization. Concurrent with our initial publi€fering of common stock, we issued 4.6
million 6.00% Equity Security Units at $50.00 peitu

After an underwriting discount and other offeringpenses, net proceeds from our common stock offeviere approximately $1,890.4
million (excluding demutualization expenses of $2million). After underwriting discount and expessaet proceeds from our Units offering
were approximately $219.8 million. In December 208bceeds from our common stock and Units offexiimgthe amount of $2,063.6 million
were used to fund payments to eligible statutorynimers of Anthem Insurance who received cash ingitéadmmon stock in our
demutualization.

Our 2000 financing activities of $75.5 million césted of $295.9 million net proceeds received ftbmissuance of $300.0 million of
surplus notes on a discounted basis, less $220lidmrmepayment of bank debt.
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Financial Condition

We maintained a strong financial condition anditiéty position, with consolidated cash and investiseof $6.6 billion at December 2
2002. Total cash and investments increased byl$i¢h since December 31, 2001, primarily resudtinom our acquisition of Trigon and
strong cash flows from operations, partially offegtcash used for stock repurchases.

Many of our subsidiaries are subject to variousegoment regulations that restrict the timing anadant of dividends and other
distributions that may be paid to their respectigeent companies. During 2002, Anthem received $¥6llion of dividends from its
subsidiaries. At December 31, 2002, Anthem held@pmately $200.0 million of our $6.6 billion of sh and investments. This is available
general corporate use, including investment inbusinesses, acquisitions, share and debt repuchaddnterest payments.

Our consolidated debt-to-total-capital ratio (cé#ted as the sum of debt divided by the sum of gilst shareholders’ equity) was 24.7%
as of December 31, 2002 and 28.4% as of Decemb@0B1. We expect to maintain our debt-to-totaliedpatio at 25% or less. At these
levels, we believe our cost of capital and returrsbareholders’ equity is optimized, while maintagna sufficient level of leverage and
liquidity.

Our senior debt is rated “BBB+” by Standard & Pspl’A-" by Fitch, Inc., “Baa2” by Moody’s Invest@ervice, Inc. and “a-" by AM
Best Company, Inc. Consistent with our intentiomafintaining our senior debt investment grade gatinve intend to maintain our debt-to-
total-capital ratio at 25% or less. A significaimwhgrade in our debt could adversely affect ourdwing capacity and costs.

Future Sources and Uses of Liquidity

On July 2, 2002, Anthem Insurance amended andteelsita revolving lines of credit with its lendetogp to make Anthem the borrower
and to increase the available borrowings to $lll@bi Under one facility, which expires NovemberZD06, Anthem may borrow up to $400.0
million. Under the other facility, which expireslyu, 2003, Anthem may borrow up to $600.0 millidmy amounts outstanding under this
facility at July 1, 2003 (except amounts which bieserest rates determined by a competitive bidgiragzess) convert to a oyear term loan
Anthem'’s option. Anthem'’s ability to borrow undéese credit facilities is subject to compliancehvgértain covenants. We were in
compliance with these covenants as of Decembe2(BL2.

Anthem Insurance’s two previous revolving creddiliies totaling $800.0 million were terminated duly 2, 2002, as well as the two
credit agreements entered into in February 200@wadg for $135.0 million of additional borrowingk addition to the revolving credit
facilities, at December 31, 2001, Anthem Insurdmae a commercial paper program which was discoatiras of July 2, 2002. No amounts
were outstanding under the current or prior faesitas of December 31, 2002 or 2001.

On December 18, 2002, Anthem filed a shelf redistnawith the SEC to register any combination dbtder equity securities in one or
more offerings up to an aggregate amount of $1lidti Specific information regarding terms of tbfering and the securities being offered
will be provided at the time of the offering. Preds from any offering will be used for general @vgte purposes, including the repayment of
debt, investments in our subsidiaries or the fifragnof possible acquisitions or business expansion.

On January 27, 2003, the Board of Directors autledrimanagement to establish a $1,000.0 commemgi@rprogram. Proceeds from
any future issuance of commercial paper may be fegeneral corporate purposes, including the repase of debt and common stock of
Anthem.

As discussed above, many of our subsidiaries djestio various government regulations that ressthie timing and amount of
dividends and other distributions that may be pBased upon these requirements, we are expectprgx@dmately $425.0 million of dividends
to be paid to Anthem during 2003.
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In 2002, our board of directors authorized, a $a00illion stock repurchase program, which ended &ty 2003. Repurchases could be
made from time to time at prevailing prices, subjeccertain restrictions on volume, pricing armditig. During 2002, we repurchased 4.1
million shares at an aggregate cost of approxim&2b56.2 million. In 2003, the board of directotgherized us to repurchase up to $500.0
million of stock under a new program that will epgpin February 2005. Under the new program, re@ages may be made from time to time at
prevailing prices, subject to certain restrictiamsvolume, pricing and timing.

Anthem Southeast has started a fgear, estimated $84.0 million building constructmoject to expand its regional offices in Richmy
Virginia. The expansion plan includes constructibma four-story, 308,000-square-foot building taibe the operations center and major
renovation to Trigon’s existing headquarter buitdi€onstruction for the new building began in 208th completion scheduled for m2B03.
Renovations of the current facility will begin ontbe new building is completed with a scheduled gletion date in 2005. The project will be
funded using internal cash and investments. Therewrently no other commitments for major capégbenditures to support existing
business. Through December 31, 2002, we have tiapite636.1 million related to the ongoing constimt. In addition, we have recorded
capitalized interest of $0.8 million, bringing tteetal amount included in work-in-progress as of @aber 31, 2002 to $36.9 million.

We currently have an acquisition pending with BCBS for a purchase price of $190.0 million. See“Significant Transactions”
section of this discussion for additional details.

For additional information on our future debt métas and lease commitments, see Notes 5 and ddrtaudited consolidated financial
statements for the years ended December 31, 2002,&hd 2000 included in Part II, Iltem 8, of thasR 10-K.

Risk-Based Capital

Our regulated subsidiari’ states of domicile have statutory I-based capital, or RBC, requirements for healthathdr insuranc
companies largely based on the NAIC's RBC Model. Attese RBC requirements are intended to measpilcadequacy, taking into
account the risk characteristics of an insureng#tments and products. The NAIC sets forth thenéda for calculating the RBC requirements,
which are designed to take into account asset,risgsrance risks, interest rate risks and othewat risks with respect to an individual
insurance company’s business. In general, undett, an insurance company must submit a repdts ®BC level to the state insurance
department or insurance commissioner, as apprepaathe end of each calendar year. Our risk-beapitial as of December 31, 2002, which
was the most recent date for which reporting wagsired, was in excess of all mandatory RBC thredhdh addition to exceeding the RBC
requirements, we are in compliance with the liqyidind capital requirements of a licensee of theeRrross Blue Shield Association.

This management’s discussion and analysis contarsin forward-looking information. Words such“agpect(s)”, “feel(s)”, “believe

(s)”, “will", “may”, “anticipate(s)”, “estimate(s)” , “should”, “intend(s)” and similar expressions ar@tended to identify forward-looking
statements. Such statements are subject to knogvardmown risks and uncertainties that could caateal results to differ materially from
those projected. These risks and uncertaintiesimayde: trends in healthcare costs and utilizatrates; our ability to secure sufficient
premium rate increases; competitor pricing belowkeatrends of increasing costs; increased govemtmegulation of health benefits al
managed care; significant acquisitions or divesttiby major competitors; introduction and utiliat of new prescription drugs and
technology; a downgrade in our financial streng#timgs; an increased level of debt; litigation tetgd at health benefits companies; our
ability to contract with providers consistent wighst practice; our ability to achieve expected sgies and operating efficiencies from the
Trigon acquisition and to successfully integrate operations; and general economic downturns. Resmdee cautioned not to place undue
reliance on these forward-looking statements tipatek only as of the date hereof. We undertake tigadion to republish revised forward-
looking statements to reflect events or circumstarafter the date hereof or to reflect the occueeeaf unanticipated events.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE S ABOUT MARKET RISK.

As a result of our investing and borrowing actesdti we are exposed to financial market risks, hiolyithose resulting from changes
interest rates and changes in equity market valnstiPotential impacts discussed below are baseud sgnsitivity analyses performed on
Anthem'’s financial positions as of December 31020Actual results could vary from these estimafas. primary objective is preserving the
asset base, maximizing investment income, and @cigi@n appropriate return commensurate with aeteble level of risk.

Our portfolio is exposed to three primary sourcessk: interest rate risk, credit risk, and marketuation risk for equity holdings.

The primary risks associated with our fixed magusiécurities are credit quality risk and interegéerisk. Credit quality risk is defined as
the risk of a credit downgrade to an individuakfixincome security and the potential loss attribletéo that downgrade. We manage this risk
through our investment policy, which establishedgrquality limitations on the overall portfolic avell as diversification and percentage lit
on securities of individual issuers. Since we ahésed of circumstances surrounding credit ratiogmgrades, we are able to promptly avoi
minimize exposure to losses by selling the sulgecurity. The result is a well-diversified portfobf fixed income securities, with an average
credit rating of approximately AA. Interest ratskris defined as the potential for economic lossefixed rate securities, due to a change in
market interest rates. Our fixed maturity portfalmnsists exclusively of U.S. dollar-denominateskss, invested primarily in U.S. government
securities, corporate bonds, asset-backed bondsiartdage-related securities, all of which représ@nexposure to changes in the level of
market interest rates. We manage interest ratéygiskaintaining a duration commensurate with osurance liabilities and shareholders’
equity. Additionally, we have the capability of doig any security to maturity, which would allow tasrealize full par value. Our investment
policy prohibits use of derivatives to manage iestrate risk.

Our portfolio consists of corporate securities fappmately 40% of the total fixed income portfolio December 31, 2002) which are
subject to credit/default risk. In a declining eooric environment, corporate yields will usuallyriease prompted by concern over the abilit
corporations to make interest payments, thus cgusitecrease in the price of corporate securdigsd the decline in value of the corporate
fixed income portfolio. This risk is managed thrbdgndamental credit analysis, diversificationssfuers and industries and an average credit
rating of the corporate fixed income portfolio gipgoximately AA.

Our equity portfolio is exposed to the volatilityhierent in the stock market, driven by concerns egenomic conditions, earnings and
sales growth, inflation, and consumer confidend®sE systematic risks cannot be managed throughsdication alone. However, more
routine risks, such as stock/industry specificgjskre managed by investing in index mutual fuhds teplicate the risk and performance of the
S&P 500 and S&P 400 indices, resulting in a difeadiequity portfolio.

All of our current investments are classified aailable-for-sale. As of December 31, 2002, apprataty 97% of these were fixed
maturity securities. Market risk is addressed jvaty managing the duration, allocation and diVferation of our investment portfolio. We
have evaluated the impact on the fixed income plioté fair value considering an immediate 100 bgsiint change in interest rates. A 100
basis point increase in interest rates would réswh approximate $178.6 million decrease invValue, whereas a 100 basis point decrease in
interest rates would result in an approximate $2dillion increase in fair value. As of December 3002, no portion of our fixed income
portfolio was invested in non-US dollar denominatakestments.

We also maintain a diverse portfolio of large calfition equity securities. An immediate 10% daseein each equity investment’s
value, arising from market movement, would resul ifair value decrease of $15.1 million. Altermaly, an immediate 10% increase in each
equity investment’s value, attributable to the sdaw¢or, would result in a fair value increase #63 million. No portion of our equity
portfolio was invested in non-US dollar denominatadestments as of December 31, 2002. As of Deceihe?002, we held no derivative
financial or commodity-based instruments.
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REPORT OF INDEPENDENT AUDITORS

Shareholders and Board of Directors
Anthem, Inc.

We have audited the accompanying consolidated balsimeets of Anthem, Inc. as of December 31, 2662801, and the related
consolidated statements of income, shareholdetstyegnd cash flows for each of the three yeatfiénperiod ended December 31, 2002. Our
audits also included the financial statement scleclitied in the Index at Item 15(a). These finahstatements and schedule are the
responsibility of the Company’s management. Oupaasibility is to express an opinion on these foiahstatements and schedule based on
our audits.

We conducted our audits in accordance with audgiagdards generally accepted in the United Statesse standards require that we
plan and perform the audits to obtain reasonatsleraace about whether the financial statementfeeef material misstatement. An audit
includes examining, on a test basis, evidence stipgghe amounts and disclosures in the financial statésn An audit also includes asses
the accounting principles used and significantnesties made by management, as well as evaluatirayérall financial statement presentation.
We believe that our audits provide a reasonablis f@sour opinion.

In our opinion, the financial statements referredlbove present fairly, in all material respedts,¢onsolidated financial position of
Anthem, Inc. at December 31, 2002 and 2001, anddhsolidated results of its operations and ité dlsvs for each of the three years in the
period ended December 31, 2002, in conformity \&itbounting principles generally accepted in theté¢hStates. Also, in our opinion, the
related financial statement schedule, when consibier relation to the basic financial statemerkenaas a whole, presents fairly in all material
respects the information set forth therein.

As discussed in Notes 1, 2 and 3 to the consolidi@ancial statements, in 2002 the Company adoftatement of Financial Accounti
Standards No. 14Business Combinationand Statement of Financial Accounting Standardsi¥a,Goodwill and Other Intangible Assets.

/s/ ERNST& Y OUNGLLP

Indianapolis, Indiana
January 27, 2003
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(In Millions, Except Share Data)

Assets
Current asset
Investments availakt-for-sale, at fair value
Fixed maturity securitie
Equity securities

Cash and cash equivalel

Premium and se-funded receivable
Reinsurance receivabl

Other receivable

Income tax receivable

Other current asse

Total current asse

Restricted cash and investme
Property and equipme
Goodwill

Other intangible asse

Other noncurrent asse

Total assets

Liabilities and shareholders’ equity
Liabilities
Current liabilities:
Policy liabilities:
Unpaid life, accident and health clail
Future policy benefit
Other policyholder liabilitie!

Total policy liabilities

Unearned incom

Accounts payable and accrued expel
Bank overdraftt

Income taxes payab

Other current liabilitie:

Total current liabilities

Long term debt, less current porti
Retirement benefit

Deferred income taxe

Other noncurrent liabilitie

Total liabilities
Shareholders’ equity

ANTHEM, INC.
CONSOLIDATED BALANCE SHEETS

Preferred stock, without par value, shares autac—100,000,000; shares issued and outsta—none
Common stock, par value $0.01, shares authorized;800,000; shares issued and

outstanding: 2002, 139,332,132; 2001, 103,295

Additional paid in capita

Retained earning

Unearned restricted stock compensa
Accumulated other comprehensive incc

Total shareholders’ equity

Total liabilities and shareholders’ equity

See accompanying notes.

71

December 31

2002 2001
$ 5797«  $ 3,882
150.7 189.1
5,948.: 4,071
694.¢ 406.¢
892.7 544.]

76.5 76.7

192.% 169.1

117 04

60.2 30.€
7,876.8 5,299.¢
49.1 39.€

537.2 402
2,484.¢ 3381
1,274.¢ 129.%
70.€ 67.

$ 12,293.  $ 6,276.
$ 1,826  $ 1,360.
344.7 247 ¢
497.¢ 243.]
2,668.( 1,851
326.€ 199.:
471.¢ 331.(
357.¢ 3107
109.¢ 52.2
514.¢ 231.¢
4,448.¢ 2,976.¢
1,659.¢ 818.(
50.€ 96.1

389.¢ 55.2
382.C 270
6,930.¢ 4,216.¢
14 11
4,762 1,960.¢
481. 55.7
(5.9 =

1227 424
5,362.¢ 2,060.(

$ 12,293.  $ 6,276.
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ANTHEM, INC.
CONSOLIDATED STATEMENTS OF INCOME

(In Millions, Except Per Share Data)

Revenues
Premiums
Administrative fee:
Other revenui

Total operating revent
Net investment incom
Net realized gains on investmel
Gain on sale of subsidiary operatic

Expenses

Benefit expens

Administrative expens

Interest expens

Amortization of goodwill and other intangible ass
Demutualization expens:

Income before income taxes and minority interes
Income taxe:
Minority interest (credit

Net income

Earnings per share (1)
Basic net incom

Diluted net income

Net income for the period from November 2, 2001tédz demutualization and initial publ
offering) to December 31, 20(

Basic and diluted net income per share for theogefriom
November 2, 2001 (date of demutualization andahpublic offering) tc
December 31, 200

(1) Prior year amounts represent pro forma earningshpae prior to the initial public offerin
See accompanying notes.
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Year ended December 31

2002 2001 2000
$ 11,9410 $ 9244%  $7,737.
962.2 817.: 755.¢
87.: 58.2 50.€
12,990.! 10,120.: 8,543.!
260.7 238.¢ 201.¢
30.¢ 60.€ 25.¢

0.7 25.C —
13,282.: 10,444, 8,771.(
9,839.¢ 7,814 6,551.(
2,5086.¢ 1,986.; 1,808.¢
98.E 60.2 54.7
30.2 31.F 27.1

— 27.€ —
12,474, 9,920. 8,441..
807.¢€ 524.¢ 329.¢
255.: 183.c 102.
3.3 (1.0) 1.6

$ 5491 $ 342: $ 226
$ 461 $ 331 $ 21¢
$ 451 $ 33 $ 2.1¢
— $ 557 —

— $ 054 —
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(In Millions, Except Share Data)
Balance at December 31, 19
Net income
Change in net unrealized gains

investment:

ANTHEM, INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS ' EQUITY

Common Stock

Change in additional minimum pension

liability
Comprehensive incorr

Balance at December 31, 20
Net income before the date

demutualization and initial public

offering
Net income after the date

demutualization and initial public

offering
Change in net unrealized losses
investment:

Change in additional minimum pensi

liability
Comprehensive incorn

Initial public offering of common
Common stock issued in fl
demutualizatior

Cash payments to eligible statutory

members in lieu of stoc

Balance at December 31, 20
Net income

Change in net unrealized gains on

investment:

Change in additional minimum pension

liability
Comprehensive incorr

Acquisition of Trigon Healthcare
net of issue cost

Repurchase and retirement of comn

stock

Issuance of common stock for stock
incentive plan and employee stock

purchase pla
Adjustments related to tf
demutualizatior

Balance at December 31, 20

Unearned Accumulated
Additional Restricted Other Total

Number of Par Paid in Retained Stock Comprehensive Shareholders’

Shares Value Capital Earnings Compensatior Income Equity (1)
— $— $ — $ 1,622.¢ $ — $ 38.: $ 1,660.¢
— — — 226.( — — 226.C
— — — — — 36.¢ 36.¢
— — — — — (3.9 (3.9
258.¢
— — — 1,848.¢ — 71.2 1,919.¢
— — — 286.5 — — 286.5
— — — 55.7 — — 55.7
— — — — — (29.9) (29.9)
_ — — — — 0.5 0.5
313.¢
stoc 55,200,00 0.6 1,889.¢ — — — 1,890.¢

48,095,67 0.5 71.C (71.5) — — —
— — — (2,063.6 — — (2,063.6
103,295,67 1.1 1,960.¢ 55.7 — 42.4 2,060.(
— — — 549.1 — — 549.1
— — — — — 87.¢ 87.¢
— — — — — (7.6) (7.6)
629.4

Inc.,

38,971,90 04 2,899.! — — — 2,899t
(4,121,39) (0.1 (132.6) (123.5) o - (256.2)
1,109,89: — 34.7 — (5.3 — 29.4
76,04¢ — 0.2 — — — 0.2
139,332,13 $14 $4,762.: $ 481.: $ (5.3 $ 122.% $ 5,362.

(1)—Amounts prior to the demutualization on Novembg2001 represent “Policyholders’ surplus”.

See accompanying not
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ANTHEM, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In Millions)
Operating activities
Net income
Adjustments to reconcile net income to net cashigeal by operating activitie:
Net realized gains on investme
Gain on sale of subsidiary operatic
Depreciation, amortization and accret
Deferred income taxe
Loss on sale of asse
Changes in operating assets and liabilities, neffett of purchases and divestitur
Restricted cash and investme
Receivable:
Other asset
Policy liabilities
Unearned incom
Accounts payable and accrued expet
Other liabilities
Income taxe:

Cash provided by operating activiti

Investing activities

Purchases of investmer

Sales or maturities of investmel

Purchases of subsidiaries, net of cash acq
Sales of subsidiaries, net of cash ¢
Proceeds from sale of property and equipn
Purchases of property and equipm

Cash used in investing activiti

Financing activities

Proceeds from long term borrowin

Payments on long term borrowin

Repurchase and retirement of common s

Proceeds from employee stock purchase plan andisgeaf stock option

Costs related to the issuance of shares for tlgomracquisitior

Net proceeds from common stock issued in the Irptidlic offering

Net proceeds from issuance of Equity Security L

Payments and adjustments to payments to eligiatatsty members in the demutualizat

Cash provided by financing activiti
Change in cash and cash equivalt
Cash and cash equivalents at beginning of

Cash and cash equivalents at end of

See accompanying notes.
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Year ended December 31

2002 2001 2000

$ 5491 $ 342: $ 226
(30.4) (60.€) (25.9)

(0.7) (25.0) —
157. 120.F 102.1
63. 71.4 36.€
2.2 3.1 0.5
4.7 8.1 10.C
(107.9) (28.0) (70.9)
(5.5) (16.7) 25.%
228.F 192.7 158.
47.7 29.7 (12.0)
37.C 27.¢ 69.¢
20.2 (48.5) 116.
25.: 38.4 47.
991.1 654.€ 684.F
(5,059.9) (3,957.9) (3,544.9)
4,546 3,484.¢ 2,925..
(789.6) (4.1) (85.1)
0.9 45.( 5.4
13.7 4.1 11.F
(123.9) (70.4) (73.9)
(1,411.9 (498.7) (761.7)
938.f — 295.¢
— — (220.9)

(256.) — —

30.¢ — —

(4.1) — —

— 1,890.¢ —

— 219.¢ —

0.2 (2,063.9) —
709. 46.¢€ 75.
288. 203.1 (1.1)
406.2 203. 204.£
$ 694¢ $ 4062 $ 203.:
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ANTHEM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2002
(Dollars in Millions, Except Share Data)

1. Basis of Presentation and Significant Accouimg Policies

Basis of Presentation: On November 2, 2001, Anthem Insurance Compammes (“Anthem Insurance”) converted from a mutual
insurance company to a stock insurance companyinaess known as a demutualization. Concurreft thi2 demutualization, Anthem
Insurance became a wholly owned subsidiary of AmtHac. (“Anthem”), and Anthem completed an initalblic offering of common stock.
The demutualization was accounted for as a reargtion using the historical carrying values of fissets and liabilities of Anthem Insurance.
Accordingly, immediately following the demutualizat and the initial public offering, Anthem Insuraa’s policyholders’ surplus was
reclassified to par value of common stock and &mftil paid in capital.

The accompanying consolidated financial statemefiéithem and its subsidiaries (collectively, tl@o'mpany”) have been prepared in
conformity with accounting principles generally apted in the United States. All significant interguany accounts and transactions have beer
eliminated in consolidation. The Company is licehseall 50 states and is the Blue Cross Blue 8heisociation licensee in Indiana,
Kentucky, Ohio, Connecticut, New Hampshire, Mai@e|orado, Nevada, and Virginia (excluding the NerthVirginia suburbs of
Washington, D.C.). Products include health and gida insurance, managed health care, pharmacgflhenanagement and government
health program administration.

Minority interest represents other shareholden&rigsts in subsidiaries which are majority-ownedhgyCompany.

Use of Estimates: Preparation of the consolidated financial statesiesquires management to make estimates and assomittat
affect the amounts reported in the consolidateahiinl statements and accompanying notes. Actaaltsecould differ from those estimates.

Investments: All fixed maturity and equity securities arassified as “available-for-sale” securities andrapgorted at fair value. The
Company has determined that all investments ipdtfolio are available to support current opemgiand, accordingly, has classified such
investment securities as current assets. The uredajains or losses on these securities are iedlidaccumulated other comprehensive
income as a separate component of shareholderiy emless the decline in value is deemed to berdtian temporary, in which case the loss
is charged to income.

Realized gains or losses, determined by specifintification of investments sold, are includedrindme.

Cash Equivalents: All highly liquid investments with maturities three months or less when purchased are clagdsificash
equivalents.

Premium and Self-Funded Receivable®remium and self-funded receivables include thellected amounts from insured and self-
funded groups, less an allowance for doubtful antoaf $29.5 and $32.6 at December 31, 2002 anil, 286pectively.

Reinsurance Receivables: Reinsurance receivables represent amountseeaale on claims paid or incurred and are estimiated
manner consistent with the liabilities associatétth the reinsured policies. There was no allowdocaincollectible reinsurance receivables at
December 31, 2002 and 2001.
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ANTHEM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

1. Basis of Presentation and Significant Accouimg Policies (continued)

Other Receivables Other receivables include amounts for intee@shed on investments, proceeds due from brokeirsvestmen
trades, government programs, pharmacy sales, ckgioveries and other miscellaneous amounts duwet@ompany. These receivables have
been reduced by an allowance for uncollectible antsoaf $20.4 and $23.2 at December 31, 2002 ani, 286pectively.

Restricted Cash and InvestmentsRestricted cash and investments representifiduamounts held under trust arrangements used for
future obligations under certain unfunded bendéihp and are reported at fair value.

Property and Equipment: Property and equipment is recorded at costaf®ecosts related to the development or purchbeerynal-
use software are capitalized in accordance withPPGtatement of Position 98-Accounting for the Costs of Computer Software Doged
or Obtained for Internal UseDepreciation is computed principally by the gitailine method over estimated useful lives rangingnfitb to 3!
years for buildings, three to seven years for turei and equipment, and three to ten years for céengoftware. Leasehold improvements
depreciated over the term of the related lease.

Goodwill and Other Intangible Assets: On January 1, 2002, the Company adopted FASBukiness Combinationsand FAS 142,
Goodwill and Other Intangible AssetEAS 141 requires business combinations compigfted June 30, 2001 to be accounted for using the
purchase method of accounting. It also specifiegythes of acquired intangible assets that arenextjto be recognized and reported separately
from goodwill. Under FAS 142, goodwill and othetangible assets with indefinite lives are not afed but are tested for impairment at least
annually. Goodwill represents the excess of cosicgliisition over the fair value of net assets aedguOther intangible assets represent the
values assigned to subscriber bases, provider @splthl networks, Blue Cross and Blue Shield traaléms licenses, non-compete and other
agreements.

Policy Liabilities:  Liabilities for unpaid claims include estimagavisions for both reported and unreported claimsrred on an
undiscounted basis, as well as estimated provi§mmsxpenses related to the processing of clalhs.liabilities are adjusted regularly based
on historical experience and include estimatesenfds in claim severity and frequency and othetofa¢ which could vary as the claims are
ultimately settled. Although it is not possiblenh@asure the degree of variability inherent in sestimates, management believes these
liabilities are adequate.

Future policy benefits include liabilities for lifasurance future policy benefits of $175.3 and@4 &t December 31, 2002 and 2001,
respectively, and represent primarily group termefiés determined using standard industry mortaéityles with interest rates ranging from
2.5% to 6.5%.

Other policyholder liabilities include certain caggecific reserves as well as rate stabilizati@emnees associated with retrospective rated
insurance contracts. Rate stabilization reservaesent accumulated premiums that exceed whatroassoowe based on actual claim
experience and are paid based on contractual esqairts.

Premium deficiency losses are recognized whenpitabable that expected claims and loss adjustexqrenses will exceed future
premiums on existing health and other insurancéraots without consideration of investment incofe@:. purposes of premium deficiency
losses, contracts are deemed to be either shtmmgmuration and are grouped in a manner consistitin the Company’s method of acquiring,
servicing and measuring the profitability of sudmtracts. Once established, premium deficiencyelsse amortized over the remaining life
the contract.
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ANTHEM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

1. Basis of Presentation and Significant Accouimg Policies (continued)

Retirement Benefitt  Retirement benefits represent outstanding abitigs for retiree medical, life, vision and deritahefits and an
unfunded liabilities related to defined benefit pien plans. Unfunded liabilities for pension betsefire accrued in accordance with FAS 87,
Employer’ Accounting for PensionsBenefits for retiree medical, life, vision andchtkd benefits are accrued in accordance with FAS 10
Employer’ Accounting for Postretirement Benefits Other THansions

Comprehensive Income: Comprehensive income includes net income, la@ge in unrealized gains (losses) on investmemtstee
change in the additional minimum pension liability.

Revenue Recognition: Gross premiums for fully-insured contracts m@ognized as revenue over the period insurancerage is
provided. Premiums applicable to the unexpired remtiial coverage periods are reflected in the apemying consolidated balance sheets as
unearned income. Premiums include revenue frorgpéctive rated contracts where revenue is baséteoestimated ultimate loss experie
of the contract. Premium revenue includes an adjeist for retrospective rated refunds based on @ma&te of incurred claims. Premium rates
for certain lines of business are subject to apgrby the Department of Insurance of each respestiate.

Administrative fees include revenue from certaiougr contracts that provide for the group to besktfor all, or with supplemental
insurance arrangements, a portion of their clairpggence. The Company charges these self-fundmegpgran administrative fee, which is
based on the number of members in a group or theps claim experience. In addition, administrafiees include amounts received for the
administration of Medicare or certain other goveemtrprograms. Such fees are based on a percerftdgeataim amounts processed or a
combination of a fixed fee per claim plus a peragetof the claim amounts processed. Under the Cayipaelffunded arrangements, rever
is recognized as administrative services are pmddr All benefit payments under these program&rckided from benefit expense.

Other revenue principally includes amounts fromlroeder prescription drug sales, which are recogghias revenue when the Company
ships prescription drug orders.

Federal Income Taxes: Anthem and the majority of its subsidiaries fl consolidated income tax return. Deferred inctaressets ar
liabilities are recognized for the differences betw the financial and income tax reporting basesséts and liabilities based on enacted tax
rates and laws. The deferred income tax expenberafit generally represents the net change irideféncome tax assets and liabilities
during the year. The current income tax expenseesemts the tax consequences of revenues and expamsntly taxable or deductible on
various income tax returns for the year reported.

Stock-Based Compensation:The Company has a plan that provides for stiaded compensation, including stock options, cetfi
stock awards and an employee stock purchase pack Sptions are granted for a fixed number of ehavith an exercise price at least equ
the fair value of the shares at the date of thatgRestricted stock awards are issued at thevédire of the stock on the grant date. The
employee stock purchase plan allows for a purchése per share which is 85% of the lower of theJalue of a share of common stock or
the first trading day of the plan quarter, or tfii¢ last trading day of the plan quarter. The Camgeccounts for stock-based compensation
using the intrinsic method under Accounting PritespBoard Opinion No. 2% ccounting for Stock Issued to Employeasd, accordingly,
recognizes no compensation expense related to efiitkns and employee stock purchases. For graméswicted stock, unearned
compensation equivalent to the fair value of theref at the date of grant is recorded as a sepamagonent of shareholders’ equity and
subsequently amortized to compensation expensetlowetresting period. The Company has adopted gwadiure-only provisions of FAS 123,
as amendediccounting for Stock-Based Compensation
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1. Basis of Presentation and Significant Accouimg Policies (continued)

Earnings Per Share: Earnings per share amounts, on a basic anetdihasis, have been calculated based upon thétedigverage
common shares outstanding for the period aftedéte of the demutualization and initial public oiffig.

Basic earnings per share excludes dilution andrispaited by dividing income available to common shatders by the weightesiverage
number of common shares outstanding for the pebddted earnings per share includes the dilutiffect of all stock options, restricted stock
and purchase contracts included in Equity Secuhtits, using the treasury stock method. Under tbasury stock method, exercise of stock
options, restricted stock and purchase contragissamed, with the proceeds used to purchase comstodnat the average market price for
period. The difference between the number of shessamed issued and number of shares assumed geolalepresents the dilutive shares.

Reclassifications: Certain prior year amounts have been reclasktfi conform to the current year presentation.

2. Acquisitions and Divestitures
Acquisition of Trigon Healthcare, Inc.

On July 31, 2002, Anthem completed its purchasE)0f6 of the outstanding stock of Trigon Healthcére, (“Trigon”), in accordance
with an agreement and plan of merger announced 29r2002. Trigon was Virginig'largest health care company and was the Blues@ur
Blue Shield licensee in Virginia, excluding the Mmrn Virginia suburbs of Washington, D.C. The neergrovides the Company with a new
segment (Southeast) with approximately 2.5 millisembers and a nearly forty percent share of thgiMa market.

Trigon’s shareholders each received thirty dollarsash and 1.062 shares of Anthem common stoc&doln Trigon share outstanding.
The purchase price was approximately $4,038.1 lacldded cash of $1,104.3, the issuance of 38,981sB@res of Anthem common stock,
valued at $2,708.1, Trigon stock options conveitéal Anthem stock options for 3,866,770 sharesyedlat $195.5 and approximately $30..
transaction costs. On July 31, 2002, the Compasuei $950.0 of long term senior unsecured noteshwhére used, along with the sale of
investment securities and available cash, to fledcash portion of the purchase price.

In accordance with FAS 14Business CombinationgA\nthem allocated the purchase price to the fainealf assets acquired and
liabilities assumed, including identifiable intably assets. The excess of purchase price oveaitheaiue of net assets acquired resulted in
$2,166.6 of estimated non-tax deductible goodwdliditional refinement to the allocation of the puase price may occur, however, any
adjustments are not expected to be material tadgheolidated financial statements.

The estimated fair values of Trigon assets acquretlliabilities assumed at the date of acquisiimsummarized as follows:

Current assel $ 1,953.t
Goodwiill 2,166.¢
Other intangible asse 1,172.
Other noncurrent asse 206.¢
Total assets acquire 5,499.:
Current liabilities 932.¢
Noncurrent liabilities 528.7
Total liabilities assume 1,461.:
Net assets acquire $ 4,038.:
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2. Acquisitions and Divestitures (continued)

Of the $1,172.7 of acquired intangible assets, $7@&s assigned to Blue Cross and Blue Shield tnades, which are not subject to
amortization due to their indefinite life. The reimiag acquired intangible assets consist of $468 Subscriber base with a weighted-average
life of 23 years, $8.4 of provider and hospitalwatks with a 20 year life, and $4.2 of non-compageeements with a 26 month life.

The results of operations for Trigon are includednthen’s consolidated income statement after the completigche acquisition. Th
following unaudited pro forma summary presents ners, net income and per share data of Anthemtlas Frigon acquisition had occurred
on January 1, 2001. The pro forma financial infaiorais presented for informational purposes omlgl enay not be indicative of the results of
operations had Trigon been owned by Anthem forftHe/ears ended December 31, 2002 and 2001, nbnecessarily indicative of future
results of operations. The pro forma informatiocludes the results of operations for Trigon for plegiods prior to the acquisition, adjusted for
interest expense on long term debt and reducedtiment income related to the cash and investmentites used to fund the acquisition,
additional amortization and depreciation associatitd the purchase and the related income tax &ffec

Year Ended December 31

2002 2001
Revenue:! $ 15,254 $ 13,446.:
Net income 592.( 377.7
Pro forma earnings per sha
Basic $ 41t $ 2.6F
Diluted 4.07 N/A
Pro forma shares outstandir
Basic 141,517,00 142,267,00
Diluted 145,392,00 N/A

The diluted pro forma earnings per share for the y@ded December 31, 2001 were not calculateddsanounts would not be
meaningful as no stock or dilutive securities esdsprior to November 2, 2001, the effective datthefdemutualization. The pro forma basic
earnings per share for the year ended Decemb@081, were calculated using the weighted-averagesstmutstanding for the period from
November 2, 2001 to December 31, 2C

Other Acquisitions
2002

During 2002, the Company completed two other adtipis plus made an additional contingent purchagse payment on a 1999
acquisition, for an aggregate purchase price of1a& follows:

» PRO Behavioral Health, a Denver, Colorado-basedWelal health care company;
» Remaining 50% ownership interest in Maine Parthialth Plan, Inc.; an

» Matthew Thornton Health Plan, Inc. contingent pasghprice payment.

Goodwill recognized in these transactions amoutuekil4.1 of which $9.4 is expected to be deducfibie¢ax purposes. Goodwill was
assigned to the East and Specialty segments iantloeints of $10.7 and $3.4, respectively. The pnmé&oeffects of the acquisitions on results
for periods prior to the purchase dates are noén@to the Company’s consolidated financial steats.
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2. Acquisitions and Divestitures (continued)
2000

On June 5, 2000, the Company completed its purabfasgbstantially all of the assets and liabilitidsAssociated Hospital Service
Maine, formerly d/b/a Blue Cross and Blue Shield/afine (“BCBS-ME”), in accordance with the Assetréhase Agreement dated July 13,
1999. The purchase price was $95.4 (including titests of acquisition) and resulted in $90.5 addwill and other intangible assets.
Intangible assets with finite lives are being arzed over ten years. In 2001, goodwill was redumg®2.1 for purchase price allocation
adjustments based on final valuation studies. &bdgiisition was accounted for as a purchase andethassets and results of operations have
been included in the Company’s consolidated firarstatements from the purchase date. The pro feffeats of the BCBS-ME acquisition
were not material to the Company’s consolidatedlte®f operations for periods preceding the pusetdate.

Pending Acquisition

On May 31, 2001, Anthem Insurance and Blue CrodsBine Shield of Kansa“BCBS-KS”) announced they had signed a defini
agreement pursuant to which BCBS-KS would becomadaly-owned subsidiary of Anthem Insurance. Untlter proposed transaction,
BCBS-KS would demutualize and convert to a stoskiiance company. The agreement calls for Anthenrdmse to pay $190.0 in exchange
for all of the shares of BCBS-KS. On February 1002, the Kansas Insurance Commissioner disapprinegroposed transaction, which had
been previously approved by the BCBS-KS policyhdde January 2002. On February 19, 2002, the BohRirectors of BCBS-KS voted
unanimously to appeal the Kansas Insurance Cononisss decision and BCBRS sought to have the decision overturned in Shav@wunty
District Court. The Company joined BCBS-KS in thmpaal, which was filed on March 7, 2002. On Jun20D2, the Shawnee County District
Court ruled on the BCBS-KS appeal. The Court rufefhvor of Anthem and BCBS-KS, vacating the Consitieer’s decision and remanding
the matter to the Commissioner for further procegslinot inconsistent with the Court’s order. OneJlif, 2002, the Kansas Insurance
Commissioner appealed the Court’s ruling to thedéanSupreme Court. The Kansas Supreme Court wilhte hear oral arguments of the
parties to this case on March 5, 2003.

Divestitures

2002

During 2002, the Company divested of several simainess operations, which were no longer deembd sirategically aligned wit
objectives of the Company’s Specialty business segnThe Company recognized an aggregate pretaxof&0.7 on these dispositions. The
pro forma effects of these divestitures are indigait to the consolidated results of operations.

2001

On May 31, 2001, Anthem Insurance and its subsidhathem Alliance Health Insurance Company (“Aliga), sold the TRICARE
operations of Alliance to a subsidiary of Humame, for $45.0. The transaction, which closed on l&ay2001, resulted in a pretax gain on
sale of subsidiary operations of $25.0, net ofrsglexpenses.
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3. Goodwill and Other Intangible Assets
A summary of the change in the carrying amountaafdyvill by reportable segment for 2002 is as foko

Midwest East West Southeast Specialty Total
Balance as of January 1, 2C $133.¢ $121tf $ 74 $ — $ 81 $ 3381
Goodwill acquirec — 10.7 — 2,166.¢ 34 2,180."
Adjustments — (7.0 (13.9) (11.2) (0.9 (32.9)
Goodwill related to divestiture — — — — (1.1 (1.1
Balance as of December 31, 2( $133.¢ $1252 $ 611 $2155:. $ 9.6 $2,484.¢

Goodwill relating to previous acquisitions was regld $18.0 for the postacquisition adjustment oértefl tax assets (see Note 12) and
$3.6 for the postacquisition adjustment of othabilities established in purchase accounting. Furthoodwill was adjusted by $11.2 for the

benefit that resulted from the exercise of stoctoms issued as part of the Trigon acquisition.

The components of other intangible assets as oéMber 31, 2002 and 2001 are as follows:
December 31, 200:

December 31, 200

Gross Net Gross Net
Carrying Accumulated Carrying Carrying Accumulated Carrying
Amount Amortization Amount Amount Amortization Amount
Intangible assets with finite live
Subscriber bas $ 5196 $ (55.2) $ 4646 $ 647 $ (297 $ 35.(
Provider and hospital networ 33.¢ (7.6) 26.3 24.2 (5.0 19.2
Other 15.1 (5.9 9.8 10.€ (3.2) 7.6
568.¢ (68.1) 500.7 99.7 (37.9 61.€
Intangible asset with indefinite lifi
Blue Cross and Blue Shield tradema 773.¢ — 773.¢ 67.5 — 67.5
$ 1,342 % (68.1) $ 1274¢ $ 1672 $ (37.9) $ 129.:

As required by FAS 142, the Company completed-dsditional impairment test of existing goodwilldaother intangible assets with
indefinite lives during the second quarter of 200fis test involved the use of estimates relatettiédfair value of the business with which the
goodwill and other intangible assets with indeérlives is allocated. There were no impairmentdssss a result of this test. In addition, the
Company completed its annual impairment test ofdgalb and other intangible assets with indefinitees during the fourth quarter of 2002.

There were no impairment losses as a result otelis
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3. Goodwill and Other Intangible Assets (continad)

With the adoption of FAS 142 on January 1, 2008,Glompany ceased amortization of goodwill. Thenigiiale asset established for B
Cross and Blue Shield trademarks is deemed to &avwedefinite life and beginning January 1, 2008adonger amortized. Net income and
earnings per share on a comparable basis as ifla&8%ad been adopted January 1, 2000 are as follows

Year ended December 3

2002 2001 2000
Reported net incomr $ 549.1 $ 342: $ 226.(
Amortization of goodwill (net of tax — 13.1 11.2
Amortization of Blue Cross and Blue Shield tradeksgnet of tax — 2.C 1.3
Net income adjusted for FAS 1. $ 5491 $ 357.. $ 238t
Basic earnings per shal
As reported and pro forn $ 461 $ 331 $ 2.1¢
Amortization of goodwill (net of tax — A2 A1
Amortization of Blue Cross and Blue Shield tradeksgnet of tax — .03 .02
Basic earnings per share adjusted for FAS $ 461 $ 34 $ 2.3z
Diluted earnings per shat
As reported and pro form $ 451 $ 3.3C 2.1¢
Amortization of goodwill (net of tax — A2 A1
Amortization of Blue Cross and Blue Shield tradeksgnet of tax’ — .02 .02
Diluted earnings per share adjusted for FAS $ 451 $ 344 $ 231

Aggregate amortization expense for 2002, 2001 &0 2vas $30.2, $31.5 and $27.1, respectively. ABemfember 31, 2002, estimated
amortization expense for each of the five calerygars ending December 31, is as follows: 2003,454004, $44.4; 2005, $39.5; 2006, $37.0;
and 2007, $34.8.

82



Table of Contents

ANTHEM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

4. Investments
A summary of availab-for-sale investments is as follow

Cost or Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains (Losses) Value
December 31, 200:
Fixed maturity securitie:
United States Government securi $ 991.1 $ 48.¢ $ — $1,039.¢
Obligations of states and political subdivisic 2.2 0.4 (0.3 2.
Corporate securitie 2,183.; 120.t (7.€) 2,296.:
Mortgage-backed securitie 2,375.( 84.C (0.7 2,458.¢
Total fixed maturity securitie 5,5651.! 253.7 (7.8 5,797..
Equity securitie—indexed mutual fund 189.: — (38.¢) 150.7

$ 5740.¢ $ 2531 % (46.4) $5,948.:

December 31, 200
Fixed maturity securitie:

United States Government securi $ 684.7 $ 182 $ 47 $ 698.C
Obligations of states and political subdivisic 3.7 0.1 — 3.8
Corporate securitie 1,381.. 35.2 (20.9) 1,406.:
Mortgage-backed securitie 1,744 33.t (3.9) 1,774..
Total fixed maturity securitie 3,814.; 87.C (18.9) 3,882.°
Equity securitie—indexed mutual fund 185.7 3.4 — 189.1

$ 3,999¢ $ 904 $ (184 $4,071.

The amortized cost and fair value of fixed matusiggurities at December 31, 2002, by contractualinty, are shown below. Expected
maturities may be less than contractual maturitexsause the issuers of the securities may hawvagtiteto prepay obligations without
prepayment penalties.

Amortized Fair

Cost Value
Due in one year or le: $ 128.(C $ 129.2
Due after one year through five ye 1,168.: 1,209.¢
Due after five years through ten ye 1,249.! 1,321.°
Due after ten yeal 630.7 677.1
3,176.t 3,338.!
Mortgage-backed securitie 2,375.( 2,458.¢

$ 55515 $ 5,797 .«
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4. Investments (continued)
The major categories of net investment income arfeliows:

2002 2001 2000
Fixed maturity securitie $ 2552 $ 2208 $ 178.
Equity securitie: 3.6 6.4 6.1
Cash, cash equivalents and ot 7.0 15.7 21.t
Investment revenu 265.¢ 242.¢ 206.<
Investment expens (5.2 (4.0) (4.9)
Net investment incom $ 260.7 $ 238. $ 201.

Proceeds from sales of fixed maturity and equitusées during 2002, 2001 and 2000 were $4,5383%188.8 and $2,911.8,
respectively. Gross gains of $72.7, $164.3 and3aad gross losses of $42.3, $103.5 and $45.4 nealized in 2002, 2001 and 2000,
respectively, on those sales.

5. Long Term Debt and Commitments
At December 31 debt consists of the following:

2002 2001

Surplus notes at 9.125% due 2( $ 296.: $ 295.¢
Surplus notes at 9.000% due 2( 197.c 197.c
Senior guaranteed notes at 6.750% due : 99.¢ 99.7
Debentures included in Equity Security Units a58% due 200! 2222 220.2
Senior unsecured notes at 6.800% due : 789.¢ —

Senior unsecured notes at 4.875% due : 149.1 —

Other 5.0 5.2
Long term deb 1,759.¢ 818.:
Current portion of long term de (100.2) (0.3
Long term debt, less current porti $ 1,659. $ 818.

Surplus notes are unsecured obligations of Anthresurance and are subordinate in right of paymeal twf Anthem Insurance’existing
and future indebtedness. Any payment of interegtiocipal on the surplus notes may be made ontly thie prior approval of the Indiana
Department of Insurance (“DOI”), and only out opital and surplus funds of Anthem Insurance thatD®| determines to be available for the
payment under Indiana insurance laws.

Senior guaranteed notes are unsecured and unsodi@diobligations of Anthem Insurance and will ragkially in right of payment with
all other existing and future senior indebtedndssnthem Insurance. Senior guaranteed notes 0f$9¢hich mature in July 2003, are repot
with other current liabilities as of December 3Q02.

Debentures included in Equity Security Units arbgatiions of Anthem and are unsecured and subaetina right of payment to all of
Anthem'’s existing and future senior indebtednesshEEquity Security Unit contains a purchase cahwader which the holder agrees to
purchase, for fifty dollars, shares of Anthem comrmstock on November 15, 2004, and a 5.95% subdedindebenture. In addition, Anthem
will pay quarterly contract fee payments on thechase contracts at the annual rate of 0.05% dftdited amount of fifty dollars per purchase
contract, subject to Anthem'’s rights to defer theagments.

84



Table of Contents

ANTHEM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

5. Long Term Debt and Commitments (continued)

On July 31, 2002, Anthem issued $950.0 of -term senior unsecured notes ($150.0 of 4.875% niate005, and $800.0 of 6.80(
notes due 2012). The net proceeds of $938.5 frenmsle offerings were used to pay a portion ofth@34.5 of cash consideration and
expenses associated with Anthem’s acquisition @forr.

On July 2, 2002, Anthem amended and restatedvitdviag lines of credit with its lender group to keeAnthem the borrower and to
increase the available borrowings to $1,000.0. Uode facility, which expires November 5, 2006, #ern may borrow up to $400.0. Under
the other facility, which expires July 1, 2003, Aetn may borrow up to $600.0. Any amounts outstandider this facility at July 1, 2003
(except amounts which bear interest rates detedriigea competitive bidding process) convert to e-gear term loan at Anthem’s option. The
Company can select from three options for borrowinder both credit facilities. The first optionaigloating rate equal to the greater of the
prime rate or the federal funds rate plus one+@l€ent. The second option is a floating rate etpuBRIBOR plus a margin determined by
reference to the ratings of Anthem'’s senior, unsstdebt. The third option, is a competitive bidgess, under which borrowings may bear
interest at floating rates determined by referanddBOR, or at fixed rates. Anthem'’s ability tortoow under these credit facilities is subject to
compliance with certain covenants. Anthem Insuraniveo previous revolving credit facilities totagjr800.0 were terminated on July 2, 2002,
as well as the two credit agreements entered imnEebruary 2002, allowing for $135.0 of additiobalrowings. No amounts were outstanding
under the current or prior facilities as of Decenitk, 2002 or 2001. In addition to the revolvingdit facilities, at December 31, 2001, Antt
Insurance had a $300.0 commercial paper progranchwias discontinued as of July 2, 2002.

On December 18, 2002, Anthem filed a shelf redistnawith the Securities and Exchange Commissioretister any combination of
debt or equity securities in one or more offeringso an aggregate amount of $1,000.0. Specifarméation regarding terms of the offering
and the securities being offered will be providetha time of the offering. Proceeds from any affgwill be used for general corporate
purposes, including the repayment of debt, investmia or extensions of credit to Anthem’s subsidmor the financing of possible
acquisitions or business expansion.

On January 27, 2003, the Board of Directors autledrmanagement to establish a $1,000.0 commemgi@rgprogram. Proceeds from
any future issuance of commercial paper may be fwegkneral corporate purposes, including the némse of debt and common stock of the
Company.

Interest paid during 2002, 2001 and 2000 was $855.4 and $49.9, respectively.
Future maturities of debt are as follows: 2003,86202004, $1.4; 2005, $149.6; 2006, $222.8; 28077 and thereafter $1,284.9.

6. Fair Value of Financial Instruments

Considerable judgment is required to develop esémaf fair value for financial instruments. Acciogly, the estimates shown are |
necessarily indicative of the amounts that woulddzdized in a one time, current market exchangdlaf the financial instruments.

85



Table of Contents

ANTHEM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

6. Fair Value of Financial Instruments (continuel)
The carrying values and estimated fair values ghaefinancial instruments at December 31 areolie\fs:

2002 2001
Carrying Fair Carrying Fair
Value Value Value Value
Fixed maturity securitie $ 5797« $ 5797. $ 3,882.° $ 3,882
Equity securitie: 150.% 150.7 189.1 189.1
Restricted investmen 48.4 48.2 38.7 38.7
Debt:
Equity Security Unite 222.2 357.% 220.2 294.¢
Other 1,537.¢ 1,727.: 598.1 681.¢

The carrying value of all other financial instrunteeapproximates fair value because of the relatigkbrt period of time between the
origination of the instruments and their expectalization. Fair values for securities, restridgtetestments and Equity Security Units are bi
on quoted market prices, where available. For $stiesinot actively traded, fair values are estirdatsing values obtained from independent
pricing services. The fair value of other debtdimated using discounted cash flow analyses, bais¢de Company’s current incremental
borrowing rates for similar types of borrowing argaments.

7. Property and Equipment
Property and equipment at December 31 is as foll

2002 2001
Land and improvemen $ 344 $ 21.¢
Building and componen 347.2 251.2
Data processing equipment, furniture and othergqgant 378.¢ 243.:
Computer softwar 262.2 189.¢
Leasehold improvemen 46.€ 36.£
1,069.: 742.1

Less accumulated depreciation and amortize 531.¢ 339.¢
$ 537.. $  402.:

Property and equipment includes noncancelablealdpéses of $7.4 and $7.3 at December 31, 2002@0d, respectively. Total
accumulated amortization on these leases at Deae3ib2002 and 2001 was $4.3 and $3.9, respectiVély related lease amortization
expense is included in depreciation and amortinagikpense. Depreciation and leasehold improvenreattazation expense for 2002, 2001 .
2000 was $108.1, $89.6 and $75.3, respectivelytsGetated to the development or purchase of iatarse software of $116.4 and $91.4 at
December 31, 2002 and 2001, respectively, are tegarith computer software.
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8. Unpaid Life, Accident and Health Claims
A reconciliation of the beginning and ending bakstor unpaid life, accident and health claimssisatiows:

2002 2001 2000
Balances at January 1, net of reinsure $ 1,352 $ 1,382. $ 1,052.¢
Business purchases (divestitur 379. (139.7) 113.¢
Incurred related tc
Current yea 9,965.: 7,843.: 6,593.¢
Prior years (150.7) (96.9) (60.1)
Total incurrec 9,814.¢ 7,746. 6,533.!
Paid related tc
Current yea 8,396.¢ 6,521.! 5,361.¢
Prior years 1,328.¢ 1,115.¢ 956.(
Total paid 9,725.: 7,637.( 6,317.¢
Balances at December 31, net of reinsur: 1,821.: 1,352.° 1,382.:
Reinsurance recoverables at Decembe 4.8 7.€ 29.C
Reserve gross of reinsurance recoverables on ucfzims at December
31 $ 1,826.( $ 1,360.: $ 1,411

The amounts incurred related to prior years redléftat the unpaid liability at the beginning of leac the years for 2002, 2001 and 2000
was greater than the actual subsequent developiftastexperience is primarily attributable to attudical cost experience more favorable
than that assumed at the time the liability waaldigthed as well as increased claims processiigerf€ies due to system migrations and other
technological advances.

9. Reinsurance

The Company reinsures certain of its risks witreottompanies and assumes risk from other companiésuch reinsurance is accour
for as a transfer of risk. The Company is contirilyeliable for amounts recoverable from the reirsun the event that it does not meet its
contractual obligations.

The Company evaluates the financial condition ©fdéinsurers and monitors concentrations of crékitarising from similar geographic
regions, activities, or economic characteristicthefreinsurers to minimize its exposure to sigatfit losses from reinsurer insolvencies.
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9. Reinsurance (continued)
The details of net premiums written and earnedHeryears ended December 31 are as folls

2002 2001 2000
Written Earned Written Earned Written Earned

Consolidated
Direct $ 12,005.¢ $ 11,959.¢ $ 9,325.° $ 9,285.¢ $ 7,993.( $ 7,961
Assumec 1.1 1.1 1.€ 1.7 0.7 1.¢
Ceded (18.9) (19.9) (42.5) (42.¢) (229.9 (226.7)
Net premiums $ 11,988’ $ 11,941.( $ 9,284.¢ $ 9,244.¢ $ 7,764 $ 7,737
Reportable segment
Midwest $ 5,756.¢ $ 5,707.¢ $ 4,814. $ 4,774. $ 4,240. $ 4,203.:
East 3,933.¢ 3,927.: 3,462." 3,462.! 2,753.( 2,768.¢
West 853.¢ 853.( 716.1 716.1 571.1 569.¢
Southeas 1,341.: 1,349.¢ — — — —
Specialty 103.2 103.2 94.¢ 94.¢ 123.7 123.%
Other 0.2 0.2 197.1 197.1 76.3 72.C
Net premiums $ 11,988 $ 11,941.( $ 9,284.¢ $ 9,244.¢ $ 7,764 $ 7,737.

The effect of reinsurance on benefit expense feytars ended December 31 is as follows:

2002 2001 2000
Assume—increase in benefit expen $ 6.7 $ 6.2 $ 8.€
Ceder—decrease in benefit exper 27.4 38.C 233.(

The effect of reinsurance on certain assets ahditias at December 31 is as follows:
2002 2001

Policy liabilities assume $ 37t % 38.t
Unearned premiums assurr 0.8 0.7
Premiums payable ced 6.4 7.8
Premiums receivable assurr 0.2 0.2

10. Capital Stock
Shares I ssued for the Trigon Acquisition

Effective July 31, 2002, as partial considerationthe purchase of Trigon, the Company issued 1sb@2es of Anthem common stock
each Trigon share outstanding, resulting in addéi@utstanding shares of 38,971,908. The $2,7a#.alue of the common shares issued
was determined based on the average market pridatbem’s common stock over the two-day period befind after the terms of the
acquisition were agreed to and announced. Offerasgs of $4.1 reduced the aggregate fair valuebariecD4.0 was recorded as par value of
common stock and additional paid in capital.
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10. Capital Stock (continued)
Stock Repurchase Program

Anthen’s Board of Directors approved a common stock rémage program under which the Company may purchase $400.0 o
shares from time to time, subject to business aaket conditions. Subject to applicable law, shanay be repurchased in the open marke
in negotiated transactions for a period of twehanths beginning February 6, 2002. Under this coteflprogram, the Company repurchased
and retired 4,121,392 shares at a cost of $256.2 eXcess of cost of the repurchased shares ovealpe is charged on a pro rata basis to
additional paid in capital and retained earnings.

On January 27, 2003, the Board of Directors autleorihe repurchase of up to $500.0 of stock unademaprogram that will expire in
February 2005. Under the new program, repurchasgso@ made from time to time at prevailing pricagject to certain restrictions on
volume, pricing and timing.

Stock I ncentive Plans

The Compan’'s 2001 Stock Incentive Pla“Stock Pla™) provides for the granting of stock options, restticstock awards, performan
stock awards, performance awards and stock apficetigghts to eligible employees and non-emplogigectors. The Company has registered
7,000,000 shares of its common stock for issuanderthe Stock Plan, including 2,000,000 sharesysébr issuance under grants of stock
options to substantially all employees and forasge under similar grants to new employees. Awardgranted by the Compensation
Committee of the Board of Directors. Options vexl axpire over terms as set by the Committee atirthes of grant.

In accordance with the Plan, options to purchaseeshof common stock at an amount equal to therfaiket value of the stock at the
date of grant were granted to eligible employeesraon-employee directors during 2002 and 2001. lopsions generally vest at the end of
two or three years and expire 10 years from thatgtate.

In connection with the acquisition of Trigon, Anthe@ssumed the Trigon 1997 Stock Incentive Plantila@drigon 1997 Non-Employee
Directors Stock Incentive Plan, which collectivelpvided for the granting of stock options to enygles and non-employee directors. Trigon
stock options were converted to Anthem stock otimmd 3,877,606 shares of Anthem common stock kegistered on July 31, 2002.
Pursuant to this registration, no additional opdiomay be granted under the converted Trigon plEms.converted stock options were recorded
at the acquisition date as additional paid in epihd valued at $195.5 using a Black-Scholes pgtricing model with weighted-average
assumptions as follows:

Risk-free interest rat 4.9¢%
Volatility factor 42.0(%
Dividend yield —
Weightec-average expected li 7 year
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10. Capital Stock (continued)
A summary of the stock option activity for the yganded December 31 is as follo

Number of Weighted-Average
Options Exercise Price
Balance at January 1, 20 — $ —
Granted 1,479,001 36.0(
Forfeited (20,36%) 36.0(
Balance at December 31, 20 1,458,63: 36.0(
Granted 1,579,97! 71.8(
Conversion of Trigon optior 3,866,77! 30.8¢
Exercisec (877,959 27.3¢
Forfeited (162,67°) 38.5:
Balance at December 31, 20 5,864,73! $ 43.4¢
Options exercisable at December 31, 2 3 $ 36.0(
Options exercisable at December 31, 2 2,992,89! 31.9(
Information about stock options outstanding and@&@seble as of December 31, 2002 is summarized|ksvs:
Options Outstanding Options Exercisable
Weighted Weighted
Average Weighted
Remaining Average Average
Number Contractual Exercise Number Exercise
Range of Exercise Price Outstanding Life Price Exercisable Price
$11.95- $25.46 1,663,29: 5.8¢€ $ 20.22 1,662,59. $20.2¢
36.00- 45.41 1,983,43: 8.7t 38.7¢ 679,74( 44 1%
45.48- 68.89 682,06! 8.1C 49.9( 650,56¢ 48.9¢
71.86- 71.86 1,535,94! 9.34 71.8¢€ — —

During 2002, pursuant to the Stock Plan, the Compaganted 95,300 shares of the Company’s commak st® restricted stock awards
to certain eligible executives at the fair valugted stock on the grant date. On December 31, 2664005, 46,800 of the shares will vest on
each date and 1,700 of the shares will vest oedhiger of, December 31, 2005, if certain perforoemeasures are attained, or July 1, 2007.
The fair value of these awards is being amortipecbimpensation expense over the awards vestingdoén 2002, compensation expense
totaling $1.5 was recognized.

As of December 31, 2002, there were 4,025,034 stafreommon stock available for future grants urterStock Plan. On January 27,
2003, the Compensation Committee of the Board oéd@drs approved a grant of up to 2,500,000 st@tiows to purchase shares of the
Company’s common stock to eligible executives, ey@és and non-employee directors.

90



Table of Contents

ANTHEM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

10. Capital Stock (continued)
Employee Stock Purchase Plan

The Company has registered 3,000,000 shares of oonstock for the Employee Stock Purchase F*Stock Purchase PI”) which is
intended to provide a means to encourage and assjgbyees in acquiring a stock ownership intdreginthem. The Stock Purchase Plan was
initiated in June 2002 and any employee that mthetgligibility requirements, as defined, may papate. No employee will be permitted to
purchase more than $25,000 (actual dollars) wdrttazk in any calendar year, based on the faiketaralue of the stock at the beginning of
each plan quarter. Employees become participangddaying payroll deductions from 1% to 15% of greesmpensation. Payroll deductions
accumulated during each plan quarter and appliwdrbthe purchase of stock on the last tradingadaach plan quarter. Once purchased, the
stock is accumulated in the employee’s investmeabant. The purchase price per share is 85% dbther of the fair market value of a share
of common stock on either the first or last traditay of the plan quarter. Employee purchases uhéeBtock Purchase Plan were $6.9, with
135,593 shares issued to employees during thecpending December 31, 2002. As of December 31, 20@#oll deductions of $1.2 have
been accumulated toward purchases for the planeguerding February 28, 2003. As of December 3022there were 2,864,407 shares of
common stock available for issuance under the Stackhase Plan.

Pro Forma Disclosure

The pro forma information regarding net income aathings per share have been determined as ifdhgény accounted for its stc-
based compensation using the fair value methodfdaihgalue for the stock options was estimatethatdate of grant using a Black-Scholes
option valuation model with the following weightesterage assumptions:

2002 2001
Risk-free interest rat 4.1€% 4.9€%
Volatility factor 45.0(% 42.0(%
Dividend yield — —
Weightec-average expected li 4 year: 4 year

The Black-Scholes option valuation model was dgwedbfor use in estimating the fair value of tradptlons that have no vesting
restrictions and are fully transferable. In additioption valuation models require the input offtygsubjective assumptions including the
expected stock price volatility. Because the Corgjgastock option grants have characteristics sigaiftly different from those of traded
options, and because changes in the subjectivé agsumptions can materially affect the fair vadamate, in management’s opinion, the
existing models do not necessarily provide a rédiaingle measure of the fair value of its stockapgrants.
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10. Capital Stock (continued)

For purposes of pro forma disclosures, compensatipense is increased for the estimated fair vaflilee options amortized over t
options’ vesting periods and for the differencenssn the market price of the stock and discountedhase price of the shares on the purchase
date for the employee stock purchases. The Compamg’'forma information is as follows:

2002 2001
Reported net incomr $ 549.1 $ 342.2
Total stocl-based employee compensation expense determined
fair value based method for all awards (net of (13.1) (1.2
Pro forma net incom $ 536.( $ 341.1
2002 2001

As Reported Pro Forma As Reported Pro Forma

Earnings per shar

Basic net incom: $ 461 $ 45 $ 331 $ 3.3
Diluted net incom 4.51 4.4; 3.3C 3.3(
Basic and diluted net income af
demutualization and initial public offerir — — 0.54 0.5¢
Weighted-average fair value of options grantec
during the yea — 28.1¢ — 14.1z2
Weighted-average fair value of employee stock
purchases during the ye — 15.2: — —
Weightec-average fair value of restricted stc
awards granted during the ye — 62.57 — —

Initial Public Offering and Equity Security Units

On November 2, 2001, Anthem completed an initidljpuoffering of 55,200,000 shares of common statlan initial public offering
price of $36.00 per share. The shares issued imitied public offering were in addition to 48,0855 shares of common stock (which will
ultimately vary slightly when all distribution isss are finalized) distributed to eligible statutorgmbers in the demutualization. In addition
November 2, 2001, Anthem issued 4,600,000 of 6.80ffity Security Units. Each Equity Security Unitntains a purchase contract un
which the holder agrees to purchase, for fifty a@l| shares of Anthem common stock on Novembe2d®}. The number of shares to be
purchased will be determined based on the averagmg price of Anthem common stock at the timsattlement.

After underwriting discount and other offering ateimutualization expenses, net proceeds from thenmomstock offering were
approximately $1,862.8. After underwriting discoant expenses, net proceeds from the Equity Sgdumits offering were approximately
$219.8. In December 2001, proceeds from the conmstawk and Equity Security Units offerings in thecamt of $2,063.6 were used to fund
payments to eligible statutory members of Anthesutance who received cash instead of common stoitleidemutualization.
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11. Earnings Per Share

The denominator for basic and diluted earningsspare for 2002, and for the period from Novemb&(®1 (date of demutualization &
initial public offering) through December 31, 20i8las follows:

2002 2001
Denominator for basic earnings per s—weightecaverage share 118,988,09 103,295,67
Effect of dilutive securities—employee and directmck options

and non vested restricted stock aw: 1,280,64! 313,39°
Effect of dilutive securities—incremental sharemnfrconversion of

Equity Security Unit purchase contra 1,529,51! 212,76t
Denominator for diluted earnings per sh 121,798,25 103,821,83

Weightedaverage shares used for basic earnings per stames that shares distributed to eligible statutoeynbers as consideratior
the demutualization were issued on the effective dathe demutualization. Weighted-average shased for basic earnings per share also
assumes that adjustments, if any, to the commak stistributed in the demutualization occurredh&t heginning of the quarter in which
changes were identified.

There were no shares or dilutive securities outstenprior to the demutualization and initial pubtiffering. For comparative pro forma
earnings per share presentation, the weighted-geestaares outstanding and the effect of dilutiveistes for the period from November 2,
2001 to December 31, 2001 as shown above was aszdculate pro forma earnings per share for 200112900.

Stock options, restricted stock awards and thetfase contracts included in the Equity Security $Jaie not considered outstanding in
computing the weighted-average number of sharetanding for basic earnings per share, but areded, from the grant date, in determining
diluted earnings per share using the treasury steatkod. The stock options are dilutive in periadien the average market price exceeds the
grant price. The restricted stock awards are diutvhen the aggregate fair value exceeds the anodumearned compensation remaining ti
amortized. The purchase contracts included in ti@tiz Security Units are dilutive to Anthem'’s eargs per share, because the average marke
price of Anthem’s common stock exceeds a statexstuld price of $43.92 per share.
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12. Income Taxes
The components of deferred income taxes at Dece&ibare as follows

2002 2001
Deferred tax asset
Pension and postretirement bene $ 107.2 $ 60.5
Accrued expense 156.< 98.:
Alternative minimum tax and other cred 120.1 133.t
Insurance reserve 58.: 47.¢
Net operating loss carryforwar 46.: 66.2
Bad debt reserve 16.€ 19.¢
Other 35.2 41.C
Total deferred tax asse 540.¢ 467.1
Valuation allowanct (138.0 (250.9)
Total deferred tax assets, net of valuation alloe: 402.¢ 216.7
Deferred tax liabilities
Unrealized gains on securiti 74.1 25.4
Acquisition related including intangible ass 723.2 225.7
Other 99.2 29.2
Total deferred tax liabilitie 896.t 280.<
Net deferred tax liabilit $ (4940 $ (63.€)
Deferred tax liabilit—current (reported with other current liabilitie $ (1042 % (8.4)
Deferred tax liabilit—noncurren (389.9 (55.9)
Net deferred tax liabilit $ (4940 $ (63.€)

The net decrease in the valuation allowance fo220@ 2001 was $112.4 and $88.3, respectively.ngud02, $18.0 of the change in
the valuation allowance was recorded as a reduttiggoodwill (see Note 3). This postacquisitionustinent resulted from recognition of
deferred tax assets previously determined to bealizeble. During 2002 and 2001, because of urinéiga including industry-wide issues
regarding both the timing and the amount of dedusti $57.2 and $68.0 of the decrease was recosdeefarred tax liabilities and $37.2 and
$20.3 was recorded as a reduction to income tagresqy respectively.

Significant components of the provision for incotages consist of the following:

2002 2001 2000
Current tax expens
Federal $ 173.¢ % 1011 $ 53.¢
State and loce 13t 7.7 3.9
Total current tax expen: 187.¢ 108.¢ 57.¢
Deferred tax expens 67.¢ 74.€ 442
Total income tax expen: $ 2552 $ 183.2. $ 102.2
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12. Income Taxes (continued)

A reconciliation of income tax expense recordethanconsolidated statements of income and amoomgugted at the statutory fede
income tax rate is as follows:

2002 2001 2000
Amount % Amount % Amount %

Amount at statutory rai $282.7 35.C $183.¢ 35.C $115« 35.C
State and local income taxes net of federal tavetie 9.4 1.2 3.t 0.7 2.6 0.8
Amortization of goodwill — — 5.¢ 11 5.6 1.7
Dividends received deductic (0.6) (0.7 (1.9 (0.2 (1.2 (0.9
Deferred tax valuation allowance change, net of net

operating loss carryforwards and other

tax credits (37.2) (4.6) (20.9) (3.9 (20.0 (6.C)
Other, ne 0.9 0.1 12.1 2.3 (0.2 (0.7)

$255.2 316 $183.« 35.C $102. 31.C

At December 31, 2002, the Company had unused federaet operating loss carryforwards of approxeha$132.3 to offset future

taxable income. The loss carryforwards expire eytbars 2003 through 2021. During 2002, 2001 afé 28deral income taxes paid totaled
$151.2, $74.1 and $26.3, respectively.

13. Accumulated Other Comprehensive Income

A reconciliation of the components of accumulatdteo comprehensive income at December 31 is asafsll

2002 2001
Investments availak-for-sale:
Gross unrealized gail $ 253.% $ 90.4
Gross unrealized loss (46.9) (18.9)
Total pretax net unrealized gai 207.3 72.C
Deferred tax liability (73.6) (25.9
Net unrealized gain 133.7 46.€
Restricted investment
Gross unrealized gait 1.8 —
Gross unrealized loss (0.5 —
Total pretax net unrealized gai 1.3 —
Deferred tax liability (0.5 —
Net unrealized gain 0.8 —
Additional minimum pension liability
Gross additional minimum pension liabil (18.2) (6.5)
Deferred tax asst 6.4 2.3
Net additional minimum pension liabili (11.¢) 4.2
Accumulated other comprehensive inca $ 1220 $ 424
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13. Accumulated Other Comprehensive Income (coimued)

A reconciliation of the change in unrealized aralized gains (losses) on investments included duaclated other comprehens
income is as follows:

2002 2001 2000
Change in pretax net unrealized gains on invest $ 167.( $ 158 $ 831
Less change in deferred tay (58.9) (5.3 (28.9)
Less net realized gains on investments, net ofrectaxes (2002, $9.6; 20(C
$21.3; 2000, $8.0), included in net inco (20.¢) (39.5) (17.9)
Change in net unrealized gains (losses) on invess $ 87¢ $ (299 $ 36.€
14. Leases

The Company leases office space and certain comegtepment using noncancelable operating leasdatd®l lease expense for 2002,
2001 and 2000 was $47.3, $45.2, and $64.0, respbcti

At December 31, 2002, future lease payments foratipg leases with initial or remaining noncancedalerms of one year or more
consisted of the following: 2003, $43.5; 2004, $32005, $32.9; 2006, $27.2; 2007, $23.5; and &fere$117.0.

A subsidiary of the Company acquired with the Trigacquisition is a fifty percent limited partnerdrpartnership that owns a property
occupied by the Company'’s subsidiary. Under anaipey lease with the limited partnership, the Comypiacurred lease expense of $0.8
during 2002.

15. Retirement Benefits
Anthem Insurance, Anthem Health Plans of New Harngsmc. and Anthem Southeast, Inc. sponsor ddftrenefit pension plan

The Anthem Insurance plan is a cash balance amaggewhere participants have an account balancevdhelarn a pay credit equal to
three to six percent of compensation, dependingeans of service. The Anthem Insurance plan coparstime and temporary employees as
well as full-time employees who have completed yegr of continuous service and attained the ageerfity-one. In addition to the pay credit,
participant accounts earn interest at a rate basdd-year Treasury notes.

Anthem Health Plans of New Hampshire, Inc. sponagskan that is also a cash balance arrangememewplagticipants have an account
balance and will earn a pay credit equal to fiveepet of compensation. This plan generally covériulrtime employees who have completed
one year of continuous service and have attaittecge of twenty-one. The participant accounts ipdenest at a rate based on the lesser of the
1-year Treasury note or 7%. Effective January D22@articipant accounts earn interest at a ragedan 10-year Treasury notes. This plan
merged into the Anthem Insurance plan effectivedddwer 31, 2002.

Anthem Southeast, Inc. sponsors a plan that islkalcalance arrangement where participants haveauat balance that will earn a pay
credit equal to three to ten percent of compensafibis plan covers all full- and part-time emplegevho have completed three months of
service and there is no minimum age for particgratirhe pay credit is based on the sum of thegdpatits’ age and years of service. In
addition to the pay credit, participant accountsaaterest at a rate based on 30-year Treasugsnot
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15. Retirement Benefits (continued)

Effective January 1, 2001, employees of Rocky MaimHospital and Medical Services, Inc. and Anth¢ealth Plans of Maine, In
became participants in the Anthem Insurance platiae former plans were merged into the Anthemriosee plan on April 30, 2001 and
December 31, 2000, respectively.

All of the plans’ assets consist primarily of conmmend preferred stocks, bonds, notes, governmentites, investment funds and short-
term investments. The funding policies for all @ame to contribute amounts at least sufficiemhézt the minimum funding requirements set
forth in the Employee Retirement Income Security plas such additional amounts as are necessamptade assets sufficient to meet the
benefits to be paid to plan participants.

The effect of acquisitions on the consolidated fiepbligation and plan assets is reflected throtlghbusiness combination lines of the
tables below.

In addition to the Company’s defined benefit anfirdsl contribution plans, the Company offers maspkyees certain life, medical,
vision and dental benefits upon retirement. Theeesaveral plans, which differ in amounts of cogetadeductibles, retiree contributions, years
of service and retirement age. The Company fundaioebenefit costs through contributions to a \féury Employees’ Beneficiary
Association (“WEBA”) trust and others are accruaith the retiree paying a portion of the costs.tRatisement plan assets held in the VEBA
trust consist primarily of bonds and equity sedesit

The reconciliation of the benefit obligation baseda measurement date of September 30 are as $ollow

Pension Benefits Other Benefits
2002 2001 2002 2001
Benefit obligation at beginning of ye $ 582¢ $567.¢ $ 144 $ 111.¢
Service cos 35.C 29.c 1.7 15
Interest cos 45.¢ 40.¢ 11.7 8.7
Plan amendmen 1.1 (6.8 1.4 15
Actuarial loss (gain 13.7 (5.5) 1.5 31.7
Benefits paic (52.¢) (42.6) (12.0 (10.7)
Business combinatior 157.( — 61.€ —
Benefit obligation at end of ye $ 7827 $582¢ $ 210z $ 144:
The changes in plan assets are as follows:
Pension Benefits Other Benefits
2002 2001 2002 2001
Fair value of plan assets at beginning of y $ 495 $ 650 $ 237 $28.
Actual return on plan asse (71.]) (115.9) (2.9 (3.6)
Employer contribution: 216.¢ 3.C 12.C 2.C
Benefits paic (52.9) (42.6) (13.0 (3.1
Business combinatior 128.: — 14.1 —
Fair value of plan assets at end of y $ 7165 $ 495 $ 344  $23.7
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15. Retirement Benefits (continued)
The reconciliation of the funded status to thebwastefit cost accrued is as follov

Pension Benefits Other Benefits
2002 2001 2002 2001
Funded statu $ (662 $ (87.€0 $ (175.5) $ (120.¢
Unrecognized net loss (gai 250.¢ 103.z 0.7 (5.0
Unrecognized prior service cc (20.9) (25.9) (25.5) (33.6)
Additional minimum liability (18.2) (6.5) — —
Prepaid (accrued) benefit cost at Septembe 145.¢ (16.2) (200.6) (159.9
Payments made after the measurement 04 76.7 3.8 2.7
Prepaid (accrued) benefit cost at Decembe $ 146.2 $ 605 $ (196.f) $ (156.6

The weighted-average assumptions used in calcgl#timaccrued liabilities for all plans are asdols:

Pension Benefits Other Benefits
2002 2001 2000 2002 2001 2000
Discount rate 6.75% 7.252% 75(% 6.7%% 7.28% 7.5(%
Rate of compensation incree 4.5C 4.5(C 4.5C 4.5(C 4.5(C 4.5C
Expected rate of return on plan as 8.5(C 9.0C 9.0C 6.5(C 6.5(C 6.27

The assumed health care cost trend rate used isunieg the other benefit obligations is generalydlin 2002, decreasing 1% per year
to 5% in 2007.

The health care cost trend rate assumption candaignificant effect on the amounts reported. &-percentage-point change in
assumed health care cost trend rates would haveltbeing effects:

1-Percentage 1-Percentage
Point Increase Point Decrease
Effect on total of service and interest cost congots $ 15 $ (1.2
Effect on the accumulated postretirement benefigabon 17.€ (14.5)
The components of net periodic benefit cost (cjed# as follows:
Pension Benefits Other Benefits
2002 2001 2000 2002 2001 2000
Service cos $ 35.C $29.C $27.C $1.7 $1E $ 1.3
Interest cos 45.¢ 40.¢ 36.€ 11.7 8.7 8.4
Expected return on asst (63.2) (55.7) (49.9 (2.0 (1.9 (1.4
Recognized actuarial loss (ga 0.€ 0.2 2.8 — 1.7 1.7
Amortization of prior service co: 3.9 (3.9 (3.9 (6.€) (6.9 (6.5
Amortization of transition ass — (2.0) 2.7 — — —
Net periodic benefit cost (cred $14.: $10.5 $11.¢ $ 4.8 $0.1) $0.1

The Company has several qualified defined confidlbuplans covering substantially all employeesgiile employees may only
participate in one plan. Voluntary employee conttitins are matched at the rate of 50%, up to ammaxi depending upon the plan, subject to
certain limitations. Contributions made by the Camyp totaled $14.3, $11.2 and $10.3 during 2002120 2000, respectively.
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16. Long Term Incentive Plan

Certain executives are participants in a Long Theroentive Plan“LTIP”). The LTIP operates during successive t-year periods. A
the beginning of each three-year period, the Comsgation Committee establishes performance goalghwihtlude specific strategic objectives
such as growth in net income, operating marginamparison of performance against peer compangeh Barticipant’s target award is
established as a percentage ranging from 30% t&XB&nnual base salary for each year of the these-period. The award can be paid in
cash or stock of the Company. The LTIP expens@@2, 2001 and 2000 totaled $75.6, $49.9 and $&€spectively.

17. Contingencies
Litigation

A number of managed care organizations have beshisilclass action lawsuits asserting various caagaction under federal and st
law. These lawsuits typically allege that the defamt managed care organizations employ policiepamcedures for providing health care
benefits that are inconsistent with the terms efdbverage documents and other information providedeir members, and because of these
misrepresentations and practices, a class of menmasrbeen injured in that they received benefitssser value than the benefits represented
to and paid for by such members. Two such procesdinhich allege various violations of the EmplojRsirement Income Security Act of
1974 (“ERISA"), have been filed in Connecticut agdithe Company or its Connecticut subsidiary. Pmoeeeding was brought by the
Connecticut Attorney General on behalf of a pupdrtlass of HMO and Point of Service members inn@oticut. No monetary damages are
sought, although the suit does seek injunctivefé&om the court to preclude the Company fromgaldly utilizing arbitrary coverage
guidelines, making late payments to providers omivers, denying coverage for medically necessarscppgion drugs and misrepresenting or
failing to disclose essential information to eneel. The complaint contends that these allegedig®land practices are a violation of ERISA.
A second proceeding, brought on behalf of a pueabctass of HMO and Point of Service members inn@oticut and elsewhere, seeks
injunctive relief to preclude the Company from gédly making coverage decisions relating to medieakssity without complying with the
express terms of the policy documents, and undpdaifionetary damages (both compensatory and peitiv

In addition, the Company’s Connecticut subsidiara defendant in three class action lawsuits broogtbehalf of professional providers
in Connecticut. The suits allege that the Connatsabsidiary has breached its contracts by, antimgy things, failing to pay for services in
accordance with the terms of the contracts. This sgo allege violations of the Connecticut Unflaiade Practices Act, breach of the implied
duty of good faith and fair dealing, negligent regresentation and unjust enrichment. Two of thes s@iek injunctive relief and monetary
damages (both compensatory and punitive). The thiitd brought by the Connecticut State Medicali®g¢seeks injunctive relief only. On
July 19, 2001, one of the suits was certified ass suit as to three of the plaintiff's fiftedtegations. The class is defined as those physician
who practice in Connecticut or group practices Whace located in Connecticut that were partiestteea Participating Physician Agreement
or a Participating Physicians Group Agreement withCompany and/or its Connecticut subsidiary dutire period from 1993 to the present,
excluding risk-sharing arrangements and certaieratbntracts. The claims which were certified asglclaims are: the Company’s alleged
failure to provide plaintiffs and other similarlitisated physicians with consistent medical utilizatquality management and administration of
covered services by paying financial incentive pacformance bonuses to providers and the CompatgfEmembers involved in making
utilization management decisions; an alleged faitormaintain accurate books and records wherepyoijper payments to the plaintiffs were
made based on claim codes submitted; and an alfagerk to provide senior personnel to work withiptiffs and other similarly situated
physicians. The Company has appealed the clasBazgion decision.
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17. Contingencies (continued)

On September 26, 2002, Anthem, Inc. was addeddatemdant to a Multi District Litigatior*MDL™) class action lawsuit pending
Miami, Florida brought on behalf of individual docs and several medical societies. Other defendiacitsdle Humana, Aetna, Cigna,
Coventry, Health Net, PacifiCare, Prudential, Ushitexd WellPoint. The managed care litigation arotivedcountry has been consolidated tc
U.S. District Court in Miami, Florida, under MDL les. The Court has split the case into two groaggrovider track” involving claims by
doctors, osteopaths, and other professional provided a “subscriber track” involving claims bysaribers or members of the various health
plan defendants. The complaint against Anthem hedther defendants alleges that the defendanstdaroperly pay claims, but instead
“down-code” claims, improperly “bundlelaims, use erroneous or improper cost criteriavimluate claims and delay paying proper claims
suit also alleges that the defendants operate anoonscheme and conspiracy in violation of the Reskelnfluenced Corrupt Organizations
Act (“RICO"). The suit seeks declaratory and injtine relief, unspecified monetary damages, trebimages under RICO and punitive
damages. The court certified a class in the providek cases on September 26, 2002, but denied ckatification in the subscriber track
cases. Defendants in the provider track cases scagthon November 20, 2002 were granted, an odetbry appeal of the class certification
in the Eleventh Circuit. Briefing is beginning imet Eleventh Circuit. Due to Anthem’s late addittorthe case, it was not included in the
September 26, 2002 class certification order, artdarefore not part of the appeal; however, the@my may be affected by the outcome of
the appeal.

On October 10, 2001, the Connecticut State Dergabgiation and five dental providers filed suitiagathe Company’s Connecticut
subsidiary. The suit alleged breach of contract\daldtion of the Connecticut Unfair Trade Practidéct. The suit was voluntarily withdrawn
on November 9, 2001. The claims were refiled onilA, 2002, as two separate suits; one by the Ectivut State Dental Association and the
second by two dental providers, purportedly on Beifaa class of dental providers. Both suits seglnctive relief, and unspecified monetary
damages (both compensatory and punitive).

The Company intends to vigorously defend all th@eeeedings; however, their ultimate outcomes capresently be determined.

On March 11, 1998, Anthem Insurance and its Ohisigliary, Community Insurance Company (“CIC”) waegmed as defendants in a
lawsuit, Robert Lee Dardinger, Executor of the Estate oh&st.ouise Dardinger v. Anthem Blue Cross and Bhbeld, et al, filed in the
Licking County Court of Common Pleas in Newark, @hihe plaintiff sought compensatory damages asgerified punitive damages in
connection with claims alleging wrongful death, lfaith and negligence arising out of CIC’s denifitertain claims for medical treatment for
Ms. Dardinger. On September 24, 1999, the juryrnetd a verdict for the plaintiff, awarding $1,3%@{ual dollars) for compensatory damages,
$2.5 for bad faith in claims handling and appeateessing, $49.0 for punitive damages and unspecéitorneys’ fees in an amount to be
determined by the court. The court later grantéatatys’ fees of $0.8. An appeal of the verdict Wasl by the defendants on November 19,
1999. On May 22, 2001, the Ohio Court of Appealfttiistrict) affirmed the jury award of $1,350ctaal dollars) for breach of contract
against CIC, affirmed the award of $2.5 compengadamages for bad faith in claims handling and afsperocessing against CIC, but
dismissed the claims and judgments against Anttmsurance. The court also reversed the award oD$4unitive damages against both
Anthem Insurance and CIC, and remanded the questipuanitive damages against CIC to the trial céorta new trial. Anthem Insurance and
CIC, as well as the plaintiff, appealed certaineasp of the decision of the Ohio Court of Appe@la.October 10, 2001, the Supreme Court of
Ohio agreed to hear the plaintiff's appeal, inchgdthe question of punitive damages, and deniedrtes-appeals of Anthem Insurance and
CIC. In December 2001, CIC paid the award of $2Hgensatory damages for bad faith and $1,350 (adtliars) for breach of contract, plus
accrued interest. On April 24, 2002 the SupremerGufuOhio held oral arguments. On December 2022@@e Ohio Supreme Court ruled,
reinstating the judgment against both Anthem Insceaand CIC, but remitted the punitive damages
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17. Contingencies (continued)

from $49.0 to $30.0, plus interest. The Court alded that the plaintiff would receive $10.0 of faegment, the plainti’s attorneys woul
receive their contingency fee on the $30.0 plusradt, and that the remainder of the award woulgiven to The Ohio State University
Hospital for a charitable fund named after Esthardinger. The plaintiff filed motions in responsetiie remittitur. The Company has not
decided whether to seek an appeal to the U.S. Bigp@ourt. The ultimate outcome cannot presentlgidiermined.

Anthem'’s primary Ohio subsidiary and primary Kerdyisubsidiary were sued on June 27, 2002, in tlesjpective state courts. The suits
were brought by the Academy of Medicine of Cincitanas well as individual physicians, and purporbe class action suits brought on behalf
of all physicians practicing in the greater Cindgitirarea and in the Northern Kentucky area, resgalgt In addition to the Anthem subsidiari
both suits name Aetna, United Healthcare and Huraardefendants. The first suit, captiodeademy of Medicine of Cincinnati and Luis
Pagani, M.D. v. Aetna Health, Inc., Humana HealtarPof Ohio, Inc., Anthem Blue Cross and Blue Shighd United Health Care of Ohi
Inc., No. A0200494was filed on June 27, 2002 in the Court of Comml@a$, Hamilton County, Ohio. The second suit, caq@ilAcademy of
Medicine of Cincinnati and A. Lee Greiner, M.D.¢cdr Schmelzer, M.D., and Karl S. Ulicny, Jr., M\D Aetna Health, Inc., Humana, In
Anthem Blue Cross and Blue Shield, and United He@#tre, Inc., No. (-CI-903was filed on June 27, 2002 in the Boone County,tideky
Circuit Court.

Both suits allege that the four companies actezbmbination and collusion with one another to rediie reimbursement rates paid to
physicians in the area. The suits allege thatdiseat result of the defendants’ alleged anti-cotitipe actions, health care in the area has
suffered, namely that: there are fewer hospitdigsjtians are rapidly leaving the area; medicatticas are unable to hire new physicians; .
from the perspective of the public, the availapibt health care has been significantly reducedhEait alleges that these actions violate the
respective state’s antitrust and unfair competitiwns, and each suit seeks class certification peareatory damages, attorneys’ fees, and
injunctive relief to prevent the alleged antimpetitive behavior against the class in the futiotions to dismiss or to send the cases to bg
arbitration, per the provider contracts, were filedboth courts. The Ohio court overruled the mudion January 21, 2003 and the Kentucky
court overruled the motions on February 19, 200eBdants will appeal both rulings. These suitdrathe preliminary stages. The Company
intends to vigorously defend the suits and beliglias any liability from these suits will not haaematerial adverse effect on its consolidated
financial position or results of operations.

On October 25, 1995, Anthem Insurance and two al&ffiliates were named as defendants in a laviieil Dr. William Lewis, et al. \
Associated Medical Networks, Ltd., et, that was filed in the Superior Court of Lake Ciyyindiana. The plaintiffs are three related Healt
care providers. The health care providers assatrthie Company failed to honor contractual assigrimef health insurance benefits and
violated equitable liens held by the health camvigers by not paying directly to them the heatturance benefits for medical treatment
rendered to patients who had insurance with thegamy. The Company paid its customers’ claims ferttbalth care providers’ services by
sending payments to its customers as called fahdly insurance policies, and the health care piergi assert that the patients failed to use the
insurance benefits to pay for the health care pierg’ services. The plaintiffs filed the case &taas action on behalf of similarly situated
health care providers and seek compensatory danvagespecified amounts for the insurance benabtsaid to the class members, plus
prejudgment interest. The case was transferreuet&uperior Court of Marion County, Indiana, whieie now pending. On December 3, 20
the Court entered summary judgment for the Commuamthe health care providers’ equitable lien claiffee Court also entered summary
judgment for the Company on the health care prag contractual assignments claims to the extenttti@ahealth care providers do not hold
effective assignments of insurance benefits frotiepts. On the same date, the Court certified #se @s a class action. As limited by the
summary judgment order, the class consists of Inealte providers in Indiana
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17. Contingencies (continued)

who (1) were not in one of the Compi’'s networks, (2) did not receive direct payment ftbien Company for services rendered to a pa
covered by one of the Company’s insurance polittiasis not subject to ERISA, (3) were not paidiiy patient (or were otherwise damaged
by the Company’s payment to its customer instedd tie health care provider), and (4) had an éffe@ssignment of insurance benefits from
the patient. The Company filed a motion seekingnéarlocutory appeal of the class certificationarth the Indiana Court of Appeals. On May
20, 2002 the Indiana Court of Appeals granted tbm@any’s motion seeking an interlocutory appedhefclass certification order. In any
event, the Company intends to continue to vigosodsfend the case and believes that any liabHiay may result from the case will not have a
material adverse effect on its consolidated finalngosition or results of operations.

In addition to the lawsuits described above, then@any is also involved in other pending and thmeadditigation of the character
incidental to the business transacted, arisingbiis insurance and investment operations, affichia time to time involved as a party in
various governmental and administrative proceedilige Company believes that any liability that mesult from any one of these actions is
unlikely to have a material adverse effect on @sswlidated results of operations or financial posi

Other Contingencies

The Company, like a number of other Blue CrossBiné Shield companies, serves as a fiscal interamgdior Medicare Parts A and
The fiscal intermediaries for these programs recedimbursement for certain costs and expenditwiegh is subject to adjustment upon audit
by the Federal Centers for Medicare and Medicaiti€es, formerly the Health Care Financing Admirgtibn. The laws and regulations
governing fiscal intermediaries for the Medicaregram are complex, subject to interpretation amdecgpose an intermediary to penalties for
non-compliance. Fiscal intermediaries may be sabgecriminal fines, civil penalties or other sanas as a result of such audits or reviews. In
recent years, at least eight Medicare fiscal inestiaries have made payments to settle issues fayssdch audits and reviews. These payir
have ranged from $0.7 to $51.6, plus a paymentgyoompany of $144.0. While the Company believesdtrrently in compliance in all
material respects with the regulations governisgdi intermediaries, there are ongoing reviewshbyféderal government of the Company’s
activities under certain of its Medicare fiscakimhediary contracts.

AdminaStar Federal, Inc. (“AdminaStar”), a subsigiaf Anthem Insurance, has received several sutgmprior to May 2000 from the
Office of Inspector General (“OIG”) and the U.S.gaetment of Justice, one seeking documents andafiion concerning its responsibilities
as a Medicare Part B contractor in its Kentuckyceffand the others requesting certain financiadnes and information of AdminaStar and
Anthem Insurance related to the Company’s Meditiacal intermediary (Part A) and carrier (Part Beaations. The Company has made
certain disclosures to the government relatingstd/iedicare Part B operations in Kentucky. The Canypwas advised by the government that,
in conjunction with its ongoing review of these tead, the government has also been reviewing stepaltagations made by individuals aga
AdminaStar, which are included within the same framae and involve issues arising from the sameeuscbf operative facts as the
government’s ongoing review. The Company is nat position to predict either the ultimate outcorhéhese reviews or the extent of any
potential exposure should claims be made agaiesEtdmpany. However, the Company believes any fingenalties that may arise from th
reviews would not have a material adverse effedherconsolidated financial position or result®pérations.

As a Blue Cross Blue Shield Association licenske , Gompany participates in the Federal Employegrgro (“FEP”), a nationwide
contract with the Federal Office of Personnel Mamagnt to provide coverage to federal employeedtaiddependents. On July 11, 2001, the
Company received a subpoena from the OIG,
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17. Contingencies (continued)

Office of Personnel Management, seeking certaianfiial documents and information, including infotima concerning intercompar
transactions, related to operations in Ohio, Indiand Kentucky under the FEP contract. The govenhimes advised the Company that, in
conjunction with its ongoing review, the governmisrlso reviewing a separate allegation made hin@imidual against the Company’s FEP
operations, which is included within the same tiraefe and involves issues arising from the samesngaf operative facts as the
government’s ongoing review. The Company is culyesdoperating with the OIG and the U.S. Departn@ntustice on these matters. The
ultimate outcome of these reviews cannot be detexdhat this time.

Anthem Insurance guaranteed certain financial ogeficies of its subsidiary, Anthem Alliance Heaitsurance Company (“Alliance”),
under a contract between Alliance and the UnitedeStDepartment of Defense. Under that contratigride managed and administered the
TRICARE Managed Care Support Program for militamnilies from May 1, 1998 through May 31, 2001, aich time the TRICARE
operations were sold. There was no call on theaguee for the period from May 1, 1998 to May 3102Qwhich period is now “closed”).

Vulnerability from Concentrations

Financial instruments that potentially subject@w@mpany to concentrations of credit risk consignprily of investment securities and
premium receivables. All investment securitiesraemaged by professional investment managers withlicies authorized by the Board of
Directors. Such policies limit the amounts that rbayinvested in any one issuer and prescribe cdrtaéstee company criteria. Concentrati
of credit risk with respect to premium receivaldes limited due to the large number of employeuggothat constitute the Company’s
customer base in the geographic regions in whichritlucts business. As of December 31, 2002, thiere no significant concentrations of
financial instruments in a single investee, indusirgeographic location.

18. Segment Information

The Compan'’s principal reportable segments are strategic kasinnits primarily delineated by geographic ateasessentially offe
similar insurance products and services. They aeaged separately because each geographic regiamigaie market, regulatory and health
care delivery characteristics. The geographic regare: the Midwest region, which operates primanilindiana, Kentucky and Ohio; the East
region, which operates primarily in ConnecticutyWNdampshire and Maine; the West region, which djgsran Colorado and Nevada; and the
Southeast region, which operates in Virginia, editlg the Northern Virginia suburbs of WashingtonCDBCBS-ME is included in the East
segment since its acquisition date of June 5, 2008.Southeast region was added with the July @12 2cquisition of Trigon.

In addition to its four principal reportable geogin&c segments, the Company operates a Specialtyesggwhich includes business units
providing group life and disability insurance bdtefpharmacy benefit management, dental and visibministration services and behavioral
health benefits services. Various ancillary busngsts (reported with the Other segment) consistarily of AdminaStar Federal which
administers Medicare programs in Indiana, lllinédientucky and Ohio and Anthem Alliance, which paed health care benefits and
administration in nine states for the DepartmeriDefense’s TRICARE Program for military familieshd TRICARE operations were sold on
May 31, 2001. The Other segment also includessatenent revenue and expense eliminations and atepexpenses not allocated to
reportable segments.
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18. Segment Information (continued)

Through its participation in the Federal EmployeegfPam, Medicare, Medicare at Risk, and TRICAREgPam, the Company general
approximately 18%, 20% and 22% of its total cordaited revenues from agencies of the U.S. governfoettie years ended December 31,
2002, 2001 and 2000, respectively.

The Company defines operating revenues to includejom income, administrative fees and other regsn@perating revenues are
derived from premiums and fees received primariyrf the sale and administration of health benefitipcts. Operating expenses are
comprised of benefit and administrative expensas. Company calculates operating gain or loss asatipg revenue less operating expenses.

The accounting policies of the segments are thessthose described in the summary of signifiaaobunting policies except that
certain shared administrative expenses for eaameegare recognized on a pro rata allocated bakish in aggregate approximates the
consolidated expense. Any difference between floeatkd expenses and actual consolidated expeirsguded in other expenses not alloc:
to reportable segments. Intersegment sales andhsgpare recorded at cost, and eliminated in theotidated financial statements. The
Company evaluates performance of the reportabl@sets based on operating gain or loss as defineeealhhe Company evaluates
investment income, interest expense, amortizatiperse and income taxes, and asset and liabiligils®n a consolidated basis as these i
are managed in a corporate shared service envimtrene are not the responsibility of segment ojjggahanagement.

Financial data by reportable segment is as follows:

Other and
Midwest East West Southeast Specialty Eliminations Total
2002
Operating revenue from exterr
customers $6,050.. $4,151.0 $919.t $1,467.. $224.( $ 177.¢  $12,990.!
Intersegment revenu 1.3 0.2 0.3 0.4 299t (301.9) —
Operating gain (loss 271.¢ 222.¢ 74.7 116.C 50.7 (91.9 644.k
Depreciation and amortizatic 1.1 2.2 0.5 13.7 3.4 87.2 108.1
Other and
Midwest East West Southeast Specialty Eliminations Total
2001
Operating revenue from exterr
customers $5,093.( $3,667.. $774¢ $ — $182.1 $ 403.f  $10,120.
Intersegment revenu — — — — 214.C (214.0 —
Operating gain (loss 161.t 128.¢ 20.1 — 32.¢ (23.9) 319.
Depreciation and amortizatic 1.C 2.4 2.8 — 2.6 80.¢ 89.¢€
Other and
Midwest East West Southeast Specialty Eliminations Total
2000
Operating revenue from exterr
customers $4,452.0 $2,921.¢ $622¢/ $ — $188.t $ 358.1 8,543.!
Intersegment revenu 8.2 — — — 143.% (251.9) —
Operating gain (loss 87.¢ 103.¢ 2.5 — 24.¢ (34.9 184.1
Depreciation and amortizatic 16.¢ 17.1 8.7 — 2.1 30.t 75.%
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18. Segment Information (continued)
Asset and equity details by reportable segment havéeen disclosed, as they are not reportechiallgrby the Company

A reconciliation of reportable segment operatingereies to the amounts of total revenues includelderconsolidated statements of
income for 2002, 2001 and 2000 is as follows:

2002 2001 2000
Reportable segments operating rever $ 12,990.! $ 10,120.. $ 8,543.
Net investment incom 260.7 238.¢ 201.¢
Net realized gains on investmel 30.4 60.¢ 25.¢
Gain on sale of subsidiary operatic 0.7 25.C —
Total revenue $ 13,2820 $ 10,444° $ 8,771

A reconciliation of reportable segment operatintnga income before income taxes and minority ies¢included in the consolidated
statements of income for 2002, 2001 and 2000 felkmsvs:

2002 2001 2000
Reportable segments operating ¢ $ 6445 $ 3195 $ 184.1
Net investment incom 260.7 238.¢ 201.€
Net realized gains on investmel 30.4 60.¢ 25.¢
Gain on sale of subsidiary operatic 0.7 25.C —
Interest expens (98.5) (60.2) (54.7)
Amortization of goodwill and other intangible ass (30.2) (31.5) (27.7)
Demutualization expens: — (27.€) —
Income before income taxes and minority inte $ 8076 $ 524¢ $ 329:¢

19. Statutory Information

Statuton-basis capital and surplus for Anthem Insurance $24860.7 and $2,338.7 at December 31, 2002 and, 286dectively, and fc
the insurance subsidiaries of Anthem Southeasth®as.1 at December 31, 2002. Statutory-basis wenie of Anthem Insurance was $347.1,
$406.9 and $91.7 for 2002, 2001 and 2000, respdygtiand for the insurance subsidiaries of AnthenatBeast was $191.8 for 2002. Statutory-
basis capital and surplus of Anthem’s insurancesiglidries are subject to regulatory restrictionhwespect to amounts available for dividends
to Anthem.
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20. Selected Quarterly Financial Data (Unaudited

Selected quarterly financial data is as follo
For the Quarter Ended

March 31 June 30 September 3C December 31

2002
Total revenue $ 2812. $ 2900. $ 3579.. % 3,990.
Operating gait 106.€ 118.¢ 193.t 225.¢
Net income 99.¢ 106.Z 171.2 171.¢
Basic net income per she 0.97 1.0 1.3¢ 1.22
Diluted net income per sha 0.9t 1.01 1.2¢ 1.1¢
2001
Total revenue $ 2560 $ 2558 % 2,663." $ 2,662..
Operating gait 59.¢ 73.4 79.1 107.1
Net income 70.€ 72.4 1115 87.1
Pro forma basic earnings per sh 0.6¢ 0.7¢C 1.0¢ 0.8t
Pro forma diluted earnings per sh 0.6¢ 0.7¢C 1.07 0.8t
Basic and diluted net income per share for theogefriom

November 2, 2001 (date of demutualization andahgublic

offering) to December 31, 20( — — — 0.5¢

There were no shares or dilutive securities outsitenprior to the demutualization and initial pubdiffering. For comparative pro forma
earnings per share presentation, the weighted-geestaares outstanding and the effect of dilutieristes for the period from November 2,
2001 to December 31, 2001 was used to calculatéopma earnings per share for all 2001 periodsegires.
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ITEM9. CHANGES IN AND DISAGREEMENTS WITH ACCOUN TANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE.

There have been no changes in or disagreementshgitBompan’s independent certified public accountants on aaiog or financial
disclosures.

PART IlI

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.

The information required by this Item concerning Executive Officers, the Directors and nominee$ioector of the Company and
concerning disclosure of delinquent filers undecti®a 16(a) of the Exchange Act is incorporateceireby reference from the Company’s
definitive Proxy Statement for its 2003 Annual Megtof Shareholders, which will be filed with th@@mission pursuant to Regulation 14A
within 120 days after the end of the Company’s fizstl year.

ITEM 11. EXECUTIVE COMPENSATION.

The information required by this Item concerninmmeration of the Compa’s Officers and Directors and information concerr
material transactions involving such Officers ariceBtors is incorporated herein by reference from@ompany’s definitive Proxy Statement
for its 2003 Annual Meeting of Shareholders whidl e filed with the Commission pursuant to Redida 14A within 120 days after the end
of the Company’s last fiscal year.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIA L OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS.

The information required by this Item concerning ftock ownership of management and five percemgfial owners and securiti
authorized for issuance under equity compensatmmsgs incorporated herein by reference from then@any’s definitive Proxy Statement for
its 2003 Annual Meeting of Shareholders which W@l filed with the Commission pursuant to Regulatid@ within 120 days after the end of
the Company’s last fiscal year.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANS ACTIONS.

The information required by this Item concerningt@i@ relationships and related transactions isriparated herein by reference from
Company'’s definitive Proxy Statement for its 2008n&al Meeting of Shareholders which will be filedhwthe Commission pursuant to
Regulation 14A within 120 days after the end of @wnpany’s last fiscal year.

ITEM 14. CONTROLS AND PROCEDURES.

Within the 90 days prior to the filing date of tiienual Report on Form -K, the Company carried out an evaluation, unde
supervision and with the participation of the Compa management, including the CompaZhief Executive Officer and Chief Financial
Accounting Officer, of the effectiveness of theigesand operation of the Company’s disclosure adstand procedures as defined in Rule
13a-14 of the Securities Exchange Act of 1934. Bagmon that evaluation, the Chief Executive Offiaed Chief Financial and Accounting
Officer concluded that the Company’s disclosuretiads and procedures are effective in timely atgrtihem to material information relating to
the Company (including its consolidated subsidgriequired
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to be included in this Annual Report on Form 10fKere have been no significant changes in the Cogipanternal controls or in other
factors which could significantly affect internardrols subsequent to the date the Company castieds evaluation.

PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K.
(@ 1. Financial Statements:

The following consolidated financial statementshaf Company and its subsidiaries are set fortram IP, Item 8.
Report of Independent Auditors
Consolidated Balance Sheets as of December 31,&@02001
Consolidated Statements of Income for the yearsaéiecember 31, 2002, 2001 and 2
Consolidated Statements of Shareholders’ EquityHeryears ended December 31, 2002, 2001 and 2000
Consolidated Statements of Cash Flows for the ye@ied December 31, 2002, 2001 and 2000
Notes to Consolidated Financial Stateme

2. Financial Statement Schedule:
The following financial statement schedule of tt@r@any is included in Iltem 15(d):
Schedule Il—Condensed Financial Information of Regght (Parent Company Only).

All other schedules for which provision is madehe applicable accounting regulations of the Séiesrand Exchang
Commission are not required under the relatedunstns, are inapplicable, or the required infoliorats included in the
consolidated financial statements, and therefove bhaen omitted.

3. Exhibits:

A list of exhibits required to be filed as parttbis report is set forth in the Index to Exhibitdyich immediately
precedes such exhibits, and is incorporated héseneference.

(b) Reports on Form 8-K

There were no Current Reports on For-K filed during the fourth quarter of 200
(c) Exhibits

The response to this portion of Item 15 is submitie a separate section of this report.
(d) Financial Statement Schedule

Schedule —Condensed Financial Information of Registrant (Ra@ompany Only)
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Schedule II—Condensed Financial Information of Regitrant

Anthem, Inc. (Parent Company Only)
Balance Sheet

December 31

2002 2001
(In Millions,
Except Share Data)
Assets
Current asset:
Fixed maturity securities, at fair vall $ 182.: $ —
Cash and cash equivalel 12.€ 24.€
Other receivable 1.9 0.8
Income tax receivable 85.¢€ —
Notes receivable from subsidiaries 127.C —
Total current asse 409.4 25.4
Investment in subsidiaries ( 6,235.1 2,259.(
Total assets $ 6,644." $ 2,284.
Liabilities and shareholders’ equity
Liabilities
Current liabilities:
Accounts payable and accrued expet $ 28 $ 2.3
Income taxes payab 0.2 1.6
Payable to subsidiaries ( 10.C —
Other current liabilitiet 83.1 —
Total current liabilities 121.2 4.2
Long term deb 1,161.: 220.2
Total liabilities 1,282.¢ 224.¢

Shareholders equity
Common stock, par value $0.01, shares authc—900,000,000; shares issued and outstanding: :

139,332,132; 2001, 103,295,6 14 11
Additional paid in capita 4,762.: 1,960.¢
Retained earning 481.c 55.7
Unearned restricted stock compensa (5.3 —
Accumulated other comprehensive inca 122.7 42.2
Total shareholder¢ equity 5,362.1 2,060.(
Total liabilities and shareholders equity $ 6,644. $ 2,284.:

(1) Amounts are eliminated in consolidatic
See accompanying notes.
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Schedule II—Condensed Financial Information of Regitrant—(Continued)

Anthem, Inc. (Parent Company Only) Statement of Inome

For the Period from November 2, 2001
(Date of Demutualization

Year Ended and Initial Public Offering) to December
December 31, 20C 31, 2001
(In Millions)
Revenues
Net investment incom $ 7.3 $ 7.7
Expenses
Administrative expens 12.1 —
Interest expens 43.€ 2.€
55.7 2.€
Income (loss) before income taxes and equity in netcome of subsidiaries (48.4) 5.1
Income taxes (credit: (22.9) 1.¢
Equity in net income of subsidiaries | 575.2 52.t
Net income $ 549.1 $ 55.7

(1) Amounts are eliminated in consolidatic

See accompanying notes.
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Schedule II—Condensed Financial Information of Regitrant—(Continued)

Anthem, Inc.
(Parent Company Only)
Statement of Cash Flow

For the Period from November 2, 2001
(Date of Demutualization

Year Ended and Initial Public Offering) to
December 31, 20C December 31, 2001
(In Millions)
Operating activities
Net income $ 549.1 $ 55.7
Adjustments to reconcile net income to net cashigeal by operating activitie:
Undistributed earnings of subsidiaries 126.¢ (52.5)
Amortization of debt issuance costs and restristedk expens 3.8 0.3
Deferred income taxe 53.C —
Changes in operating assets and liabilit
Other receivable (1.7 (0.9
Payable to subsidiaries ( 10.C —
Accounts payable and accrued expet 25.7 2.3
Other liabilities 30.1 —
Income taxe: (76.2) 1.9
Cash provided by operating activiti 721.% 6.9
Investing activities
Purchase of investmer (180.9 —
Capital contribution to subsidiary ( — (28.9)
Notes receivable advances to subsidiarie: (227.0) —
Purchase of subsidiari (1,134.¢ —
Cash used in investing activiti (1,442.% (28.9)
Financing activities
Proceeds from long term borrowin 938.t —
Repurchase and retirement of common s (256.2) —
Proceeds from employee stock purchase plan andisgesf stock option 30.€ —
Costs related to the issuance of shares for tlgoiacquisitior (4.7 —
Net proceeds from common stock issued in the Irptidlic offering — 1,890.¢
Net proceeds from issuance of Equity Security L — 219.¢
Payments and adjustments to payments to eligibtatsry members in the
demutualizatior 0.2 (2,063.6
Cash provided by financing activiti 709.: 46.€
Change in cash and cash equivalt (12.0 24.¢
Cash and cash equivalents at beginning of p¢ 24.€ —
Cash and cash equivalents at end of pe $ 12.€ $ 24.€

(1) Amounts are eliminated in consolidatic
See accompanying notes.
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Schedule II—Condensed Financial Information of Regitrant—(Continued)

Anthem, Inc.
(Parent Company Only)
Notes to Condensed Financial Statements

December 31, 2002
(Dollarsin Millions)

1. Basis of Presentation and Significant Accouimg Policy

On November 2, 2001, Anthem Insurance Companies(lAnthem Insurance”) converted from a mutualiraice company to a stock
insurance company. The demutualization was accduoteas a reorganization using the historicalydag values of the assets and liabilities
Anthem Insurance. Accordingly, immediately followithe demutualization and the initial public offeyj Anthem Insurance’s policyholders’
surplus was reclassified to par value of commonksémd additional paid in capital. Concurrent wviite demutualization, Anthem Insurance
became a wholly-owned subsidiary of Anthem, Inénthem”), which completed its initial public offeiy on November 2, 2001.

In the parent company financial statements, Antlsdm/estment in subsidiaries is stated at cost @dusty in undistributed earnings of
the subsidiaries since the effective date of thmwudaalization and initial public offering on Noveestt®2, 2001. Anthens’ share of net income
its unconsolidated subsidiaries is included in meausing the equity method of accounting.

Parent company only financial statements shoulcthd in conjunction with Anthem’s audited consdiébfinancial statements and the
accompanying notes thereto included in Part Imlgof this Form 10-K.

2. Subsidiary Transactions
Dividends

During 2002, Anthem received cash dividends frotsgliaries of $702.0. Anthem received no cash éivits from subsidiaries during
2001.

I nvestment in Subsidiaries

On July 31, 2002, Anthem completed its purchask00P6 of the outstanding stock of Trigon Healthcéwe, (“Trigon”). Trigon was
Virginia’s largest health care company and wasBtue Cross and Blue Shield licensee in Virginiaglading the Northern Virginia suburbs of
Washington, D.C. Trigon’s shareholders each reckikigty dollars in cash and 1.062 shares of Antltemmon stock for each Trigon share
outstanding. The purchase price was approximatel3B.1 and included cash of $1,104.3, the issuah88,971,908 shares of Anthem
common stock, valued at $2,708.1, Trigon stockassticonverted into Anthem stock options for 3,886,3hares, valued at $195.5 and
approximately $30.2 of transaction costs. On Jaly2®02, the Company issued $950.0 of long terneecured and unsubordinated notes which
were used, along with the sale of investment seesrand available cash, to fund the cash portidhepurchase price.

There were no capital contributions to subsidiagiesng 2002. In 2001, following the demutualizatiand initial public offering, Anthei
made a capital contribution to Anthem Insurancth@amount of $28.9.

Notes Receivable from Subsidiaries

During 2002, Anthem signed promissory notes witected subsidiaries, whereby Anthem loaned $12¥tBdse subsidiaries to invest
long term securities. Interest is due and payabéetgrly in arrears, and is
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earned at a rate equal to each subsidiary’s aveetige on its short term investments, as suchisadetermined on a monthly basis by
reference to the immediately preceding month. Adearunder these agreements are payable upon déaypadmdhem.

3. Long Term Debt
At December 31 Anthe’s debt consisted of the followin

2002 2001
Debentures included in Equity Security Units a68% due 200! $ 2222 $ 220.:
Senior unsecured notes at 6.800% due : 789.¢ —
Senior unsecured notes at 4.875% due : 149.1 —
Long term deb $ 1,161.. $ 220.2

Debentures included in Equity Security Units arBgattions of Anthem and are unsecured and subotina right of payment to all of
Anthem'’s existing and future senior indebtednesshEEquity Security Unit contains a purchase cabhwrader which the holder agrees to
purchase, for fifty dollars, shares of Anthem comrmstock on November 15, 2004, and a 5.95% subdedindebenture. In addition, Anthem
will pay quarterly contract fee payments on thecpase contracts at the annual rate of 0.05% ddtdited amount of fifty dollars per purchase
contract, subject to Anthem'’s rights to defer thesgments.

On July 31, 2002, Anthem issued $950.0 of long-teemior unsecured notes ($150.0 of 4.875% note2dd®, and $800.0 of 6.800%
notes due 2012). The net proceeds of $938.5 frenmdlie offerings were used to pay a portion ofageroximately $1,100.0 of cash merger
consideration and expenses associated with Anthaoa/gisition of Trigon.

On July 2, 2002, Anthem amended and restatedvitdviag lines of credit with its lender group to keeAnthem the borrower and to
increase the available borrowings to $1,000.0. Unde facility, which expires November 5, 2006, erh may borrow up to $400.0. Under
the other facility, which expires July 1, 2003, Aetn may borrow up to $600.0. Any amounts outstandider this facility at July 1, 2003
(except amounts which bear interest rates detedrigea competitive bidding process) convert to e-gear term loan at Anthem’s option.
Anthem can select from three options for borrowinger both credit facilities. The first option ifl@ating rate equal to the greater of the pi
rate or the federal funds rate plus dvadf percent. The second option is a floating egteal to LIBOR plus a margin determined by refeesto
the ratings of Anthem’s senior, unsecured debt.third option, is a competitive bid process, ungaich borrowings may bear interest at
floating rates determined by reference to LIBORabfixed rates. Anthem’s ability to borrow undeese credit facilities is subject to
compliance with certain covenants. No amounts wetstanding under the current or prior facilitiesof December 31, 2002 or 2001.

On December 18, 2002, Anthem filed a shelf rediistnawith the Securities and Exchange Commissioregfister any combination of
debt or equity securities in one or more offeringso an aggregate amount of $1,000.0. Specifarméation regarding terms of the offering
and the securities being offered will be providetha time of the offering. Proceeds from any offgiwill be used for general corporate
purposes, including the repayment of debt, investmia or extensions of credit to Anthem’s subsidmor the financing of possible
acquisitions or business expansion.

On January 27, 2003, the Board of Directors autledrimanagement to establish a $1,000.0 commegi@rprogram. Proceeds from
any future issuance of commercial paper may be fwegkneral corporate purposes, including the némse of debt and common stock of the
Company.

4. Capital Stock

The information regarding capital stock containedote 10 of the Notes to Consolidated Financiatéhents of Anthem and

subsidiaries is incorporated herein by reference.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.

A NTHEM, | NC.

By: /sl LARRY C. GLASSCOCK

Larry C. Glasscock
President and Chief Executive Officer

Dated: March 7, 2003

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed bélpthe following persons on behalf
of the registrant and in the capacities and orddtes indicated.

Name Title Date

/sl LARRYC. GLASSCOCK President, Chief Executive Officer and Director March 7, 2003
(Principal Executive Officer)

Larry C. Glasscock

/sl MICHAEL L. SMITH Executive Vice President and Chief Financial and March 7, 2003
Accounting Officer (Principal Financial and Prinalp
Michael L. Smith Accounting Officer)
/sl L.BENL YTLE Director (Chairman of the Board) March 7, 2003
L. Ben Lytle
/sl LEeNoxD. BAkeRr, JrR., M.D Director March 7, 200:

Lenox D. Baker, Jr., M.D

/sl SusanB. BAYH Director March 7, 200:

Susan B. Bayh

/sl WiLLiaM B. H ART Director March 7, 2003
William B. Hart
/'s/  ALLAN B. H UBBARD Director March 7, 2003

Allan B. Hubbard

/sl VICTORS. Liss Director March 7, 200:
Victor S. Liss
/sl WiLLiam G. M AYs Director March 7, 200:

William G. Mays

/sl JaMESW. M cD owELL, JR. Director March 7, 2003

James W. McDowell, Jr.

/s/ B.LARAEORULLAN Director March 7, 2003

B. LaRae Orullian
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Name

/s/ DoNALDW. RIEGLE, JR.

Senator Donald W. Riegle, Jr.

/sl WIiLLIAM J. RYAN

William J. Ryan

/ s/ GEORGEA. S CHAEFER, JR.

George A. Schaefer, Jr.

/s/  JOHNSHERMAN, JR.

John Sherman, Jr.

/s/ DENNISJ. SULLIVAN , JR.

Dennis J. Sullivan, Jr.

/sl JAckiE M. W ARD

Jackie M. Ward

Director

Director

Director

Director

Director

Director
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March 7, 2003
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CERTIFICATIONS

[, Larry C. Glasscock, certify that:

1.
2.

| have reviewed this annual report on Forr-K of Anthem, Inc.;

Based on my knowledge, this annual report doesaomiain any untrue statement of a material factnoit to state a material fa
necessary to make the statements made, in ligheafircumstances under which such statements mwade, not misleading with respect
to the period covered by this annual rep

Based on my knowledge, the financial statements$ aéimer financial information included in this amhweport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this
annual report

The registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingld@ae controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and we ha

a) designed such disclosure controls and proceduresdore that material information relating to tbgistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in which this annual
report is being prepare

b) evaluated the effectiveness of the registrant'slosire controls and procedures as of a date withidays prior to the filing date of
this annual report (th* Evaluation Dat”); and

c) presented in this annual report our conclusionsitthe effectiveness of the disclosure controls nodedures based on ¢
evaluation as of the Evaluation Da

The registrant’s other certifying officers and Vealisclosed, based on our most recent evaluatidhe registrans auditors and the au
committee of registra’s board of directors (or persons performing thewedent functions)

a) all significant deficiencies in the design or ogina of internal controls which could adverselyesff the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s auditmng material weaknesses in
internal controls; an

b) any fraud, whether or not material, that involvesnagement or other employees who have a significéain the registrant’s
internal controls; an

The registrar's other certifying officers and | have indicatedhiis annual report whether there were significdranges in intern:
controls or in other factors that could signifidgraffect internal controls subsequent to the aditeur most recent evaluation, including
any corrective actions with regard to significaefidiencies and material weakness

/sl LARRY C.G
LASSCOCK

Larry C. Glasscock
Chief Executive Officer

Date: March 7, 200
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I, Michael L. Smith, certify that:
1. | have reviewed this annual report on Forn-K of Anthem, Inc.;

2. Based on my knowledge, this annual report doesain any untrue statement of a material factmoit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statements mwade, not misleading with respect
to the period covered by this annual rep

3. Based on my knowledge, the financial statements$ atéimer financial information included in this aahweport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this
annual report

4. The registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingld@ae controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and we ha

a) designed such disclosure controls and proceduressiore that material information relating to tegistrant, including it
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in which this annual
report is being prepare

b) evaluated the effectiveness of the regis’s disclosure controls and procedures as of a d#tev®0 days prior to the filing date
this annual report (th*Evaluation Dat”); and

c) presented in this annual report our conclusionsiathe effectiveness of the disclosure controls anodedures based on our
evaluation as of the Evaluation Da

5.  The registrars other certifying officers and | have disclosealsdxd on our most recent evaluation, to the regi’s auditors and the au
committee of registra’s board of directors (or persons performing thewedent functions)

a) all significant deficiencies in the design or opina of internal controls which could adverselyeaff the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s auditmg material weaknesses in
internal controls; an

b) any fraud, whether or not material, that involvesnagement or other employees who have a significéain the registrant’s
internal controls; an

6. The registrar's other certifying officers and | have indicatedhis annual report whether there were significdrignges in intern:
controls or in other factors that could signifidgratffect internal controls subsequent to the aditeur most recent evaluation, including
any corrective actions with regard to significaefidiencies and material weakness

/sl MIcHAEL L. SMITH

Michael L. Smith
Chief Financial and Accounting Officer

Date March 7, 200:
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Exhibit
Number

2.1
2.2

3.1
3.2
4.1
4.2

4.6

4.7
4.8
4.9
4.1C
4.11

4.1z

4.1z
4.14

INDEX TO EXHIBITS

Document

Plan of Conversion (1

Alliance Agreement, dated as of May 30, 2001, asratad as of September 28, 2001 and November 9, Bé64een Blue
Cross and Blue Shield of Kansas, Inc. and Anthesuremce Companies, Inc. (exhibits thereto willdmaished supplementally
to the Securities and Exchange Commission uporesy|(9)

Agreement and Plan of Merger, dated as of AprilZ&)2 among Anthem, Inc., Al Sub Acquisition Caepd Trigon
Healthcare, Inc. (€

Restated Articles of Incorporation of the Registi@n
By-Laws of the Registrant (;
Form of certificate for the common stock, $0.01 yalue per share, of the Registrant

Upon the request of the Securities and Exchangen@ission, the Registrant will furnish copies ofiatruments defining th
rights of holders of lor-term debt of the Registra

Indenture, dated as of November 2, 2001, by ansd®t Anthem, Inc. and The Bank of New York, asteeig2)
First Supplemental Indenture, dated as of Nover2h2001, between Anthem, Inc. and The Bank of NeskYas trustee (2

Purchase Contract Agreement, dated as of NovemI&8(, between Anthem, Inc. and The Bank of NewkYas purchas
contract agent (2

Pledge Agreement, dated as of November 2, 2001ngmathem, Inc., The Chase Manhattan Bank, asteo#lhagent, a
custodial agent and as securities intermediary, TdnedBank of New York, as purchase contract ag&r

Form of Debenture (Included in Exhibit 4.4) |
Form of Normal Unit (Included in Exhibit 4.5) (
Form of Stripped Unit (Included in Exhibit 4.5) (
Form of Remarketing Agreement {

Five-Year Credit Agreement dated as of Novemb&0B,1, among Anthem Insurance Companies, Inc., Antthec., the
Lenders party thereto, The Chase Manhattan Bankdasnistrative Agent, Bank of America, N.A., asriijcation Agent, and
Fleet National Bank, as Documentation Agent

(i) First Amendment dated as of July 2, 2002he Five-Year Credit Agreement dated as of Novamnsh 2001, among
Anthem Insurance Companies, Inc., Anthem, Inc.bdueks party thereto; JPMorgan Chase Bank, as Aslrative
Agent; Fleet National Bank, as Documentation Aganty Bank of America, N.A., as Syndication Agent

364-Day Credit Agreement dated as of July 2, 2@@&ng Anthem, Inc., the Lenders party thereto,Adorgan Chase Bank,
as Administrative Agent, Bank of America, N.A.,@s-Syndication Agent, Wachovia Bank, N.A., as Cax@igation Agent,
and Fleet National Bank, as Documentation Agen

Indenture dated as of July 31, 2002, between Anthee and The Bank of New York, Trustee
First Supplemental Indenture dated as of July 8022between Anthem, Inc. and The Bank of New Ydrkistee (4
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Exhibit
Number

4.1¢

4.1¢

4.17

10.1*

10.2*

10.&

10.#

10.5*

10.¢*

10.7

10.&

Document

Forms of Notes (&

Form of Indenture by and between Anthem, Inc. and Bank of New York, Trustee, relating to the sexigbt securities (€
Form of Indenture by and between Anthem, Inc. ane Bank of New York, Trustee, relating to the sulimated debt securities
(6)

Anthem 2001 Stock Incentive Plan |

() Amendment No. 1 to Anthem 2001 Stock InaemPlan, dated April 25, 2002 (

(i) Amendment No. 2 to Anthem 2001 Stock IndemtPlan, dated July 29, 2002 |

Anthem Employee Stock Purchase Plan

(i) Amendment No. 1 to Anthem Employee StockdRase Plan dated July 2, 2002

(i)  Amendment No. 2 to Anthem Employee Stockdhase Plan dated July 29, 2002

(Er;]ployment Agreement by and between Anthem Ins@&wampanies, Inc. and Larry C. Glasscock, datexf @tober 22, 19¢
1

Employment Agreement by and between Anthem Ins@&uampanies, Inc. and David R. Frick, dated aso@dry 1, 2000 (1

() Amendment One to Employment Agreement by baetween Anthem Insurance Companies, Inc. anddCrRwvFrick,
effective as of January 1, 20

() Employment Agreement by and between Anthiesarance Companies, Inc. and Samuel R. Nussbaubh, Bated as of
January 2, 2001 (?

(i) Amendment One to Employment Agreement bgt batween Anthem Insurance Companies, Inc. and SduNussbaurn
M.D., effective as of January 1, 2002

(i) Amendment Two to Employment Agreement by detween Anthem Insurance Companies, Inc. and Sdraidussbaum,
M.D., effective as of January 1, 20

Employment Agreement by and between Anthem Insgr&uampanies, Inc. and Michael L. Smith, dated akatiary 1, 200

)

(i) Amendment One to Employment Agreement by baetween Anthem Insurance Companies, Inc. and &dich. Smith,
effective as of January 1, 20

() Employment Agreement by and between Anthiesurance Companies, Inc. and Marjorie W. Dorredats of January 1,
1999 (1)

(i) Amendment One to Employment Agreement bgt batween Anthem Insurance Companies, Inc. andavl@aiV. Dorr,
effective as of January 1, 2000

(iii) Amendment Two to Employment Agreement by d®stween Anthem Insurance Companies, Inc. and Mai. Dorr,
effective as of July 29, 2000 (

(iv) Amendment Three to Employment Agreement bgt Between Anthem Insurance Companies, Inc. angbkiaiV. Dorr,
effective as of January 1, 2001

(v) Amendment Four to Employment Agreement bg batween Anthem Insurance Companies, Inc. andddaiV. Dorr,
effective as of January 1, 2002

(vi) Amendment Five to Employment Agreement bg &etween Anthem Insurance Companies, Inc. anddvaiV. Dorr,
effective as of January 1, 20

(i) Employment Agreement by and between Anthiesarance Companies, Inc. and Keith R. Faller,dlateof January 1, 19!
1)

(i)  Amendment One to Employment Agreement bgt batween Anthem Insurance Companies, Inc. andhkitaller,
effective as of January 1, 2000
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Exhibit
Number Document
(i) Amendment Two to Employment Agreement by dadween Anthem Insurance Companies, Inc. and Keitraller,
effective as of January 1, 2001
(iv) Amendment Three to Employment Agreement bgt between Anthem Insurance Companies, Inc. anthkeiFaller,
effective as of January 1, 2002
(v) Amendment Four to Employment Agreement by between Anthem Insurance Companies, Inc. andiiFaller,
effective as of January 1, 20
10.9* (i) Employment Agreement by and between Anttiesurance Companies, Inc. and Michael D. Houk,dlagof August 12,
2000 (1)
(i)  Amendment One to Employment Agreement bgt batween Anthem Insurance Companies, Inc. and&éidd. Houk,
effective as of January 1, 2002
(i) Amendment Two to Employment Agreement by daiween Anthem Insurance Companies, Inc. and MidbaHouk,
effective as of January 1, 20
10.10* () Employment Agreement by and between Anthiesarance Companies, Inc. and Caroline S. Matthdatgd as of April :
1999 (1)
(i)  Amendment One to Employment Agreement bgt batween Anthem Insurance Companies, Inc. andliGars.
Matthews, effective as of January 1, 2000
(iii) Amendment Two to Employment Agreement by dtween Anthem Insurance Companies, Inc. and Bar8l
Matthews, effective as of January 1, 2001
(iv) Amendment Three to Employment Agreement bg between Anthem Insurance Companies, Inc. andliGars.
Matthews, effective as of January 1, 2002
(v) Amendment Four to Employment Agreement by between Anthem Insurance Companies, Inc. andiGars.
Matthews, effective as of January 1, 2(
10.11* () Employment Agreement by and between Anthiesarance Companies, Inc. and John M. Murphy, daseof Septembe
6, 2000 (1,
(i)  Amendment One to Employment Agreement bgt batween Anthem Insurance Companies, Inc. and Nboiviurphy,
effective as of January 1, 2002
(iii) Amendment Two to Employment Agreement by dredween Anthem Insurance Companies, Inc. and NbiMurphy,
effective as of January 1, 20
10.12* (i) Employment Agreement by and between Anthiesurance Companies, Inc. and Jane Niederberged da of Februar
22,1999 (1.
(i) Amendment One to Employment Agreement bgt Batween Anthem Insurance Companies, Inc. andNeuerberger,
effective as of January 1, 2000
(i) Amendment Two to Employment Agreement by dadween Anthem Insurance Companies, Inc. and Nauerberger
effective as of January 1, 2002
(iv) Amendment Three to Employment Agreement bgt between Anthem Insurance Companies, Inc. anel Naderberge!
effective as of January 1, 20
10.13* Letter from Anthem Insurance Companies, Inc. t8&n Lytle regarding retirement
benefits (1,
10.14* () Anthem Deferred Compensation Plan
(i) First Amendment to Anthem Deferred CompditmsaPlan (1)
(iii) Second Amendment to Anthem Deferred CompéaosaaPlan (1)
10.15* Anthem Board of Directors Deferred Compensatiom P13
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Number Document
10.16* () Anthem Supplemental Executive RetiremerinR[1)
(i) First Amendment to Anthem Supplemental Exée Retirement Plan (¢
(iii) Second Amendment to Anthem Supplemental Etiee Retirement Plan (:
10.17* Anthem 1998 Lon-Term Incentive Plan (1
10.18* Anthem 200-2003 Lon¢-Term Incentive Plan (1
() Amendment to Anthem 20-2003 Lon¢-Term Incentive Plan, dated April 25, 2002
10.19* Anthem Annual Incentive Plan (
10.20* Anthem Directed Executive Compensation Plar
10.21* Anthem Split Dollar Life Insurance Program
10.22 Blue Cross License Agreement by and between BlossCand Blue Shield Association and the Registdatied November 2,
2001 (8)
10.23 Blue Shield License Agreement by and between Blws€£and Blue Shield Association and the Registoated November :
2001 (8)
10.24* Employment Agreement among Anthem, Inc., Trigonltheare, Inc. and Thomas G. Snead, Jr
(i) Amendment One to Employment Agreement by batween Anthem, Inc. and Thomas G. Snead, fctefe January 1
2003
10.25* Anthen’s 401(k) Lon-Term Savings Investment Plan, dated to be effeetsvef January 1, 1997 (1
(i) Amendment to Anthe’'s 401(k) Lon-Term Savings Investment Plan, dated June 1, 2Q0:
10.26* Noncompetition Agreement among Anthem, Inc., Trigt@althcare, Inc. and Thomas G. Snead, Ji
10.27* Trigon Healthcare, Inc. 1997 Stock Incentive Pth?)
(i) First Amendment to the Trigon Healthcarg;.11997 Stock Incentive Plan (1
10.28* Trigon Healthcare, Inc. N-Employee Directors Stock Incentive Plan (
() Amendment to the Trigon Healthcare, Inch-Employee Directors Stock Incentive Plan (
10.29* Form of Trigon Healthcare, Inc. Stock Option Agresrin(16)
(i) Schedule of Agreements pursusant to thenFafr Trigon Healthcare, Inc. Stock Option Agreem@m)
10.30* Employee’ 401(k) Thrift Plan of Trigon Insurance Company (
10.31* Trigon Insurance Company 401(k) Restoration PI&)
21 Subsidiaries of the Registre
23 Consent of Independent Auditc
99 Risk Factors
* Indicates management contracts or compensatorg plaarrangement

(1) The copy of this exhibit filed as the same exhihiinber to the Compa’s Registration Statement on Fori-1 (Registration No. 3:-
67714) as filed with the Commission is incorporatedein by referenci

(2)  The copy of this exhibit filed as the same exhihimber to the Company’s Quarterly Report on Fora@Qlfor the quarter ended
September 30, 2001 is incorporated herein by reex

(3) The copy of this exhibit filed as the same exhihimber to the Company’s Registration StatementaymFs-1 (Registration No. 333-
70566) as filed with the Commission is incorporatedein by referenci
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(4)
(5)
(6)
(7)
(8)
9)
(10)
(11)
(12)
(13)
(14)
(15)
(16)
(17)
(18)

(19)

The copy of this exhibit filed as the same exhititber to the Compa’s Quarterly Report on Form -Q for the quarter ended Ju
30, 2002 as filed with the Commission on Augus2@)2 is incorporated herein by referer

The copy of this exhibit filed as the same exhikitnber to the Company’s Registration StatementaymFs-1/A (Registration No. 333-
90478) as filed with the Commission on July 18,2@)incorporated herein by referen

The copy of this exhibit filed as the same exhilitber to the Company’s Registration StatementamFS-3 (Registration No.333-
101969) as filed with the Commission on Decembe2082 is incorporated herein by referer

The copy of this exhibit filed as the same exhilitber to the Compa’s Quarterly Report on Form -Q for the quarter ende
September 30, 2002 as filed with the CommissioNowember 4, 2002 is incorporated herein by refeze

The copy of this exhibit filed as the same exhihinber to the Compa’s Annual Report on Form -K for the fiscal year ende
December 31, 2001 as filed with the Commission @md¥d 25, 2002 is incorporated herein by refere

The copy of this exhibit filed as the same exhilitber to the Company’s Registration Statement@wmFs-4 (Registration No. 333-
88776) as filed with the Commission is incorpordtedein by referenc

The copy of this exhibit filed as Exhibit 99.1 teetCompany’s Quarterly Report on Form 10-Q forgharter ended June 30, 2002 as
filed with the Commission on August 5, 2002 is inpmrated herein by referenc

The copy of this exhibit filed as Exhibit 99.2 teetCompan’s Quarterly Report on Form -Q for the quarter ended June 30, 200.
filed with the Commission on August 5, 2002 is immarated herein by referenc

The copy of this exhibit filed as Exhibit A to Tdg Healthcare, In’s Definitive Proxy Statement for the Annual Meetof
Shareholders and filed with the Commission on Mdth1997 is incorporated herein by referel

The copy of this exhibit filed as Exhibit 10.1 tadon Healthcare, Inc.’s Quarterly Report on For@rQ for the quarter ended March
2000, is incorporated herein by referer

The copy of this exhibit filed as Exhibit C to Toig Healthcare, In’s Definitive Proxy Statement for the Annual Meetift
Shareholders and filed with the Commission on Mdth1997 is incorporated herein by referel

The copy of this exhibit filed as Exhibit 10.36Tdgon Healthcare, In’s Annual Report on Form -K for the quarter ended Decemt
31, 2001, is incorporated herein by referel

The copy of this exhibit filed as Exhibit 99(ii) frigon Healthcare, Inc.’s Registration Statementorm S-8 (Registration No. 333-
45890) is incorporated herein by referer

The copy of this exhibit filed as Exhibit 99.6 tetCompany’s Registration Statement on Form S-gi@®ation No. 333-97423) is
incorporated herein by referen:

The copy of this exhibit filed as Exhibit 99(i) Twigon Healthcare, In’s Registration Statement on Fori-8 (Registration No. 3:-
22463) is incorporated herein by referer

The copy of this exhibit filed as Exhibit 99(ii) Trigon Healthcare, In’s Registration Statement on Fori-8 (Registration No. 3:-
22463) is incorporated herein by referer
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EXHIBIT 10.4(i)

AMENDMENT ONE
TO
EMPLOYMENT AGREEMENT

Effective January 1, 2003, this AMENDMENT ONE TO PMOYMENT AGREEMENT by and between Anthem Insura@ampanies,

Inc., an Indiana insurance company (the “Compaant) David R. Frick (the “Executive”) hereby ametitds EMPLOYMENT AGREEMENT
(the “Agreement”) between the parties dated as®fitday of January, 2000, as follows:

1. Section 2 of the Agreement is hereby amended stidglthe termination date and inserting in pldwe¢of the 3% day of December,

2005.

2. Section 11 of the Agreement is hereby amended lefidg from Subsections (a), (d), (e), and (f) ptease “for the remainder of the

Term,” and inserting in the first paragraph aftex word “pay” the phrase “, for the greater of & years or the remainder of the
Term”.

3. All other provisions of the Agreement shall remairfull force and effect
IN WITNESS WHEREOF, the Company and the Executizeehduly executed this AMENDMENT ONE TO EMPLOYMENT
AGREEMENT effective as of the day and year firsbadwritten.

David R. Frick Anthem Insurance Companies, Inc.

/s/  David R. Fricl By: /sl Larry C. Glasscoc

Name: Larry C. Glasscoc

Title: President and CE



EXHIBIT 10.5 (jii)

AMENDMENT TWO
TO
EMPLOYMENT AGREEMENT

Effective January 1, 2003, this AMENDMENT TWO TO PMOYMENT AGREEMENT by and between Anthem Insura@menpanies
Inc., an Indiana insurance company (the “Compargfijl Samuel R. Nussbaum, M.D. (the “Executive”ebgramends the EMPLOYMENT
AGREEMENT (the “Agreement”) between the partiesedads of the 2day of January, 2001, as follows:

1. Section 2 of the Agreement is hereby amended kstidglthe termination date and inserting in pldmeof the 3%day of December,
2004.

2. The first paragraph of Section 11 of the Agreeniehereby amended by deleting the provis‘one (1) yee” and inserting in plac
thereof* eighteen (18) montt”

3.  Section 16(b) of the Agreement is hereby amendedilsting the provision “one (1) year” and inseagtin place thereof “eighteen (18)
months”

4.  All other provisions of the Agreement shall remairiull force and effect

IN WITNESS WHEREOF, the Company and the Executiazeehduly executed this AMENDMENT TWO TO EMPLOYMENT
AGREEMENT effective as of the day and year firsbadowritten.

Samuel R. Nussbaum, M.D. Anthem Insurance Companies, Inc.

/sl Samuel R. Nussbaum, M. By: /sl Larry C. Glasscoc

Name: Larry C. Glasscoc

Title: President and CE



EXHIBIT 10.6 (i)

AMENDMENT ONE
TO
EMPLOYMENT AGREEMENT

Effective January 1, 2003, this AMENDMENT ONE TO PMOYMENT AGREEMENT by and between Anthem Insura@ampanies,
Inc., an Indiana insurance company (the “Compaapt) Michael L. Smith (the “Executive”) hereby amsitide EMPLOYMENT
AGREEMENT (the “Agreement”) between the partiesedads of the ¥day of January, 2000, as follows:

1. Section 2 of the Agreement is hereby amended kstidglthe termination date and inserting in pldmeof the 3%day of December,
2005.

2. Section 11 of the Agreement is hereby amended lgfidg from Subsections (a), (d), (e), and (f) pirease “for the remainder of the
Term,” and inserting in the first paragraph after word “pay” the phrase “, for the greater of {#pyears or the remainder of the

Term”.
3.  All other provisions of the Agreement shall remiiriull force and effect

IN WITNESS WHEREOF, the Company and the Executaeehduly executed this AMENDMENT ONE TO EMPLOYMENT
AGREEMENT effective as of the day and year firsbadowritten.

Michael L. Smith Anthem Insurance Companies, Inc.

/s/ Michael L. Smitt By: /sl Larry C. Glasscoc

Name: Larry C. Glasscoc

Title: President and CE



EXHIBIT 10.7 (vi)

AMENDMENT FIVE
TO
EMPLOYMENT AGREEMENT

Effective January 1, 2003, this AMENDMENT FIVE TOIPLOYMENT AGREEMENT by and between Anthem Insura@ampanies
Inc., an Indiana insurance company (the “Compaant) Marjorie W. Dorr (the “Executive”) hereby amsrilie EMPLOYMENT
AGREEMENT (the “Agreement”) between the partiesedads of the ¥day of January, 1999, as follows:

1. Section 2 of the Agreement is hereby amended kstidglthe termination date and inserting in pldmeof the 3%day of December,
2005.

2. The first paragraph of Section 11 of the Agreeme&hereby amended by deleting the provision “one/€hr” and inserting in place
thereof“two (2) year¢”

3. Section 16(b) of the Agreement is hereby amendedielgting the provisio“one (1) yee” and inserting in place there“two (2) year¢”
4.  All other provisions of the Agreement shall remiiriull force and effect

IN WITNESS WHEREOF, the Company and the Executiazeehduly executed this AMENDMENT FIVE TO EMPLOYMENT
AGREEMENT effective as of the day and year firsbwedwritten.

Marjorie W. Dorr Anthem Insurance Companies, Inc.

/sl Marjorie W. Dor By: /sl Larry C. Glasscoc

Name: Larry C. Glasscoc

Title: President and CE



EXHIBIT 10.8 (v)

AMENDMENT FOUR
TO
EMPLOYMENT AGREEMENT

Effective January 1, 2003, this AMENDMENT FOUR TMELOYMENT AGREEMENT by and between Anthem Insurance
Companies, Inc., an Indiana insurance company‘@benpany”) and Keith R. Faller (the “Executive”)leby amends the EMPLOYMENT
AGREEMENT (the “Agreement”) between the partiesedads of the $¥day of January, 1999, as follows:

1. Section 2 of the Agreement is hereby amended kstidglthe termination date and inserting in pldmeof the 3%day of December,
2005.

2. The first paragraph of Section 11 of the Agreeme&hereby amended by deleting the provision “one/€hr” and inserting in place
thereof“two (2) year¢”

3. Section 16(b) of the Agreement is hereby amendedielgting the provisio“one (1) yee” and inserting in place there“two (2) year¢”
4.  All other provisions of the Agreement shall remiiriull force and effect

IN WITNESS WHEREOF, the Company and the Executaeehduly executed this AMENDMENT FOUR TO EMPLOYMENT
AGREEMENT effective as of the day and year firsbwedwritten.

Keith R. Faller Anthem Insurance Companies, Inc.

/sl Keith R. Falle By: /sl Larry C. Glasscoc

Name: Larry C. Glasscoc

Title: President and CE



EXHIBIT 10.9 (iii)

AMENDMENT TWO
TO
EMPLOYMENT AGREEMENT

Effective January 1, 2003, this AMENDMENT TWO TO PMOYMENT AGREEMENT by and between Anthem Insura@menpanies
Inc., an Indiana insurance company (the “Compargsijl Michael D. Houk (the “Executive”) hereby amgtice EMPLOYMENT
AGREEMENT (the “Agreement”) between the partiesedads of the 12day of August, 2000, as follows:

1. Section 2 of the Agreement is hereby amended kstidglthe termination date and inserting in pldmeof the 3%day of December,
2004.

2. The first paragraph of Section 11 of the Agreeme&hereby amended by deleting the provision “one/€hr” and inserting in place
thereof“eighteen (18) montt”

3. Section 16(b) of the Agreement is hereby amendedilsting the provision “one (1) year” and inseagtin place thereof “eighteen (18)
months”

4.  All other provisions of the Agreement shall remairfull force and effect

IN WITNESS WHEREOF, the Company and the Executizeehduly executed this AMENDMENT TWO TO EMPLOYMENT
AGREEMENT effective as of the day and year firsbwedwritten.

Michael D. Houk Anthem Insurance Companies, |

/s/ Michael D. Houl By: /sl Larry C. Glasscoc

Name: Larry C. Glasscoc

Title: President and CE



EXHIBIT 10.10 (v)

AMENDMENT FOUR
TO
EMPLOYMENT AGREEMENT

Effective January 1, 2003, this AMENDMENT FOUR TMELOYMENT AGREEMENT by and between Anthem Insurance

Companies, Inc., an Indiana insurance company‘@benpany”) and Caroline S. Matthews (the “Execut)ugereby amends the
EMPLOYMENT AGREEMENT (the “Agreement”) between tparties dated as of thesttlay of April, 1999, as follows:

1.

5.

Section 2 of the Agreement is hereby amended bstidglthe termination date and inserting in pldereof the 3%'day of December,
2004.

Section 8 of the Agreement is hereby replacedsieiitirety with the following

8. Death of The Executivin the event the Executi’s employment is terminated as a result of the Biex’'s death, the estate of t
Executive shall be entitled to receive the ExeaitivBalary for a period of the lesser of six (6)ntha or the unexpired portion of
the Term, plus an amount equal to fifty percen@g»@f Target Annual Incentive and Target Long-Téntentive for the year of
death.

Section 9 of the Agreement is hereby replacedsieiitirety with the following

9. Disability of The Executivdn the event the Executive’s employment is terngdads a result of Disability, the Executive shall b
entitled to receive her Salary and medical andaldm@nefits for a period of the lesser of six (@nths or the unexpired portion of
the Term, plus an amount equal to fifty percen@f»@f Target Annual Incentive and Target Long-Téntentive for the year of
Disability, reduced by any payments received byHkecutive under the Compe’s executive lon-term disability plan

Section 11 of the Agreement is hereby replacetsiatitirety with the following

11. Termination Other Than For Causln the event the Executi’s employment is terminated by the Company othar Fa Cause
the Company shall have no further obligations aivilities under this Agreement except that the Camyshall pay, for the greater
of eighteen (18) months or the remainder of theriTehe following to the Executive if the Executisatisfies the terms of Section
13:

(a) the Executive’s Salary;

(b) the Annual Incentive and Long-Term Incentiveaaas for the year of termination, based upon tiiegement of the
performance goals for the plans for the entire yéaermination prorated to reflect the full numloémonths the Executive was
employed during that year;

(c) all unvested, prior Long-Term Incentive awards;

(d) an amount equal to fifty percent (50%) of amrdet Annual Incentive and Target Long-Term Inogntipportunity which
the Executive would otherwise have been eligibleeteive as of the effective date of the Execusitefrmination of employment;
and

(e) the medical and dental plan benefits whichBkecutive would otherwise have been eligible teiee as of the effective
date of the Executive’s termination of employment.

Section 16(b) of the Agreement is hereby amendedielsting the provision “one (1) year” and insegtin place thereof “eighteen (18)
months”

IN WITNESS WHEREOF, the Company and the Executaechduly executed this AMENDMENT FOUR TO EMPLOYMENT

AGREEMENT effective as of the day and year firsbadowritten.

Caroline S. Matthews Anthem Insurance Companies, Inc.

/s CAROLINE S. M ATTHEWS By: /sl LARRY C. GLASSCOCK

Name: Larry C. Glasscoc

Title: President and CE



EXHIBIT 10.11 (jii)

AMENDMENT TWO
TO
EMPLOYMENT AGREEMENT

Effective January 1, 2003, this AMENDMENT TWO TO PMOYMENT AGREEMENT by and between Anthem Insura@menpanies
Inc., an Indiana insurance company (the “Compaant) John M. Murphy (the “Executive”) hereby ametidsEMPLOYMENT
AGREEMENT (the “Agreement”) between the partiesedads of the 6 day of September, 2000, as follows:

1. Section 2 of the Agreement is hereby amended kstidglthe termination date and inserting in pldmeof the 3%day of December,
2004.

2. The first paragraph of Section 11 of the Agreeme&hereby amended by deleting the provision “one/€hr” and inserting in place
thereof“eighteen (18) montt”

3. Section 16(b) of the Agreement is hereby amendedilsting the provision “one (1) year” and inseagtin place thereof “eighteen (18)
months”

4.  All other provisions of the Agreement shall remairfull force and effect

IN WITNESS WHEREOF, the Company and the Executizeehduly executed this AMENDMENT TWO TO EMPLOYMENT
AGREEMENT effective as of the day and year firsbwedwritten.

John M. Murphy Anthem Insurance Companies, |

/s/ John M. Murphy By: /sl Larry C. Glasscoc

Name: Larry C. Glasscoc

Title: President and CE



EXHIBIT 10.12 (iv)

AMENDMENT THREE
TO
EMPLOYMENT AGREEMENT

Effective January 1, 2003, this AMENDMENT THREE EMPLOYMENT AGREEMENT by and between Anthem Insuranc
Companies, Inc., an Indiana insurance company‘@benpany”) and Jane E. Niederberger (the “Exect}ihereby amends the
EMPLOYMENT AGREEMENT (the “Agreement”) between tharties dated as of the 2ay of February, 1999, as follows:

1. Section 2 of the Agreement is hereby amended kstidglthe termination date and inserting in pldmeof the 3%day of December,
2004.

2. The first paragraph of Section 11 of the Agreeme&hereby amended by deleting the provision “one/€hr” and inserting in place
thereof“eighteen (18) montt”

3. Section 16(b) of the Agreement is hereby amendedilsting the provision “one (1) year” and inseagtin place thereof “eighteen (18)
months”

4.  All other provisions of the Agreement shall remairfull force and effect

IN WITNESS WHEREOF, the Company and the Executizeehduly executed this AMENDMENT THREE TO EMPLOYMEN
AGREEMENT effective as of the day and year firsbwedwritten.

Jane E. Niederberg Anthem Insurance Companies, |

/sl Jane E. Niederberg By: /sl Larry C. Glasscoc

Name: Larry C. Glasscoc

Title: President and CE



EXHIBIT 10.24 (i)

AMENDMENT ONE
TO
EMPLOYMENT AGREEMENT

Effective January 1, 2003, this AMENDMENT ONE TO PMOYMENT AGREEMENT by and between Anthem, Inc. gtt€ompany)
and Thomas G. Snead (the “Executive”) hereby amérelEMPLOYMENT AGREEMENT (the “Agreement”) betwethre parties dated as of
the 27t day of April, 2002, as follows:

1. Section 2 of the Agreement is hereby amended kstidglthe termination date and inserting in pldmeof the 3%day of December,
2005.

2. Section 11 of the Agreement is hereby amended lgfidg from Subsections (a), (d), (e), and (f) pirease “for the remainder of the
Term,” and inserting in the first paragraph after word “pay” the phrase “, for the greater of {#pyears or the remainder of the
Term”.

3.  All other provisions of the Agreement shall remiiriull force and effect

IN WITNESS WHEREOF, the Company and the Executaeehduly executed this AMENDMENT ONE TO EMPLOYMENT
AGREEMENT effective as of the day and year firsbadowritten.

Thomas G. Snead Anthem Insurance Companies, Inc.

/s/  Thomas G. Sne: By: /sl Larry C. Glasscoc

Name: Larry C. Glasscoc

Title: President and CE



EXHIBIT 21
Subsidiaries of Registrant

COMPANY NAME
AdminaStar Federal, Ini
Anthem Alliance Health Insurance Compe
Anthem Benefit Administrators, In
Anthem East, Inc
Anthem Financial, Inc
Anthem Health & Life Insurance Company of New Y
Anthem Health Plans of Kentucky, Ir
Anthem Health Plans of Maine, Ir
Anthem Health Plans of New Hampshire, |
Anthem Health Plans of Virginia, In
Anthem Health Plans, In
Anthem Insurance Companies, i
Anthem Life Insurance Compal
Anthem Midwest, Inc
Anthem Prescription Management, LI
Anthem Southeast, In
Anthem UM Services, In
Anthem West, Inc
Associated Group, In
Benefit Administration Services, In
Community Insurance Compa
Consolidated Holdings Corporatit
Consolidated Insurance, Ir
Dayton Services Compait
Health Initiatives, Inc
Health Management Corporati
Health Management Systems, |
HealthKeepers, Inc
HealthReach Services, Ir
Healthy Homecomings Incorporated of St. Lc
Healthy Homecomings, In
HMO Colorado, Inc
Lease Partners, In
Machigonne, Inc
Maine Partners Health Plan, Ir
Matthew Thornton Health Plan, In
Monticello Service Agency, In
Northeast Consolidated Services, |
Peninsula Health Care, Ir
Primary Care First, LL(
Priority Health Care, Inc
Priority Insurance Agency, In
Priority, Inc.
Rocky Mountain Health Care Corporati
Rocky Mountain Hospital and Medical Service, |
Southeastern United Agency, Ir
SpectraCare, Int
The Anthem Companies, In
Trigon Health and Life Insurance Compe
Trigon Services, Inc



EXHIBIT 23
Consent of Independent Auditors

We consent to the incorporation by reference inRbgistration Statement (Form S-8, No. 333-735%8)gning to the Anthem 2001
Stock Incentive Plan, in the Registration Staten{Eatm S-8, No. 333-84690) pertaining to the Antiemployee Stock Purchase Plan, in the
Registration Statement (Form S-8, No. 333-84906ppeng to the Anthem 401(k) Long Term Savingsdstment Plan, in the Registration
Statement (Form S-8, No. 333-97425) pertainindvéTrigon Employees’ 401(k) Thrift Plan and thegbi 401(k) Restoration Plan, in the
Registration Statement (Form S-8, No. 333-97428ppeng to the Trigon 1997 Stock Incentive Plad #me Trigon Non-Employee Directors
Stock Incentive Plan and in the Registration StatenfForm S-3, No. 333-101969) pertaining to thehdm, Inc. shelf registration, with
respect to the consolidated financial statemerdssahedule of Anthem, Inc. included in this AnnRalport on Form 10-K for the year ended
December 31, 2002.

/s/ ERNST& Y OUNGLLP

Indianapolis, Indiana
March 4, 2003



EXHIBIT 99

RISK FACTORS

The following factors, among others, could cause@aesults to differ materially from those comed in forwarcelooking statement
made in the Annual Report on Form 10-K to whick ttacument is an exhibit and presented elsewhenmedmagement from time to time. Such
factors, among others, may have a material adveffezt on our business, financial condition, ansues of operations and you shol
carefully consider them. It is not possible to peedr identify all such factors. Consequently, yhwuld not consider any such list to be a
complete statement of all our potential risks ocentainties. Because of these and other factorst parformance should not be considered an
indication of future performance.

Changes in state and federal regulations may advesly affect our business, financial condition and reults of operations. As a holding
company, we are dependent on dividends from our ssidiaries. Our regulated subsidiaries are subjecta state regulations, including
restrictions on the payment of dividends and mainteance of minimum levels of capital.

Our insurance and HMO subsidiaries are subjecxtensive regulation and supervision by the insugaregulatory authorities of ea
state in which they are licensed or authorizedyelsas to regulation by federal and local agencsese “Business-Regulation” in the Annual
Report on Form 10-K to which this document is ahileit. We cannot assure you that future regulasatjon by state insurance authorities will
not have a material adverse effect on the profitglar marketability of our health benefits or nzayed care products or on our business,
financial condition and results of operations. didigion, because of our participation in governmgmnsored programs such as Medicare and
Medicaid, changes in government regulations orcgokith respect to, among other things, reimburs#rtevels could also adversely affect
business, financial condition and results of openat

State legislatures and Congress continue to foouealth care issues. Congress has consideredisddoms of Patients’ Bill of Rights
legislation which, if adopted, could fundamentall{er coverage decisions under the Employee Retinehmcome Security Act of 1974, or
ERISA. Additionally, there recently have been légise attempts to limit ERISA’s preemptive effext state laws. If adopted, such limitations
could increase our liability exposure and couldhegreater state regulation of our operations.eDfiroposed bills and regulations at state and
federal levels may impact certain aspects of osirtass, including provider contracting, claims pawits and processing and confidentiality of
health information. While we cannot predict if apfithese initiatives will ultimately become effeaior, if enacted, what their terms will be,
their enactment could increase our costs, expose expanded liability or require us to revise Weys in which we conduct business. Further,
as we continue to implement our e-business inigati uncertainty surrounding the regulatory autii@ind requirements in this area may make
it difficult to ensure compliance.

In December 2000, the Department of Health and HuSevices, known as HHS, promulgated certain egguis under the Health
Insurance Portability and Accountability Act of B®r HIPAA, related to the privacy of individualigentifiable health information, or
protected health information. The new regulaticatgire health plans, clearinghouses and providers t

» comply with various requirements and restrictioglated to the use, storage and disclosure of gemtdwealth information;
» adopt rigorous internal procedures to safeguartepted health information; and

* enter into specific written agreements with bussressociates to whom protected health informasiatisiclosed

The regulations establish significant criminal géaa and civil sanctions for noncompliance. In iéidd, the regulations could expose us
to additional liability for, among other thingsplations by our business
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associates. We must comply with these privacy statsdby April 14, 2003. In addition, on February 2003, HHS published the final
regulation addressing security requirements to eeragarding accessibility of personal health infation. We have until April 20, 2005 to
comply with these new security standards.

We are a holding company whose assets includé tilbooutstanding shares of common stock of oened insurance company
subsidiaries. As a holding company, we depend videlds from our licensed insurance company sudnsédi and their receipt of dividends
from our other regulated subsidiaries. Among otbstrictions, state insurance laws may restriciatiibty of our regulated subsidiaries to pay
dividends. Our ability to meet our obligations,liding paying operating expenses and debt servigauo outstanding and future indebtedness,
will depend upon the receipt of dividends from eubsidiaries. An inability of our subsidiaries @ypdividends in the future in an amount
sufficient for us to meet our financial obligatiomsy materially adversely affect our business amahicial condition. In addition, although we
have no present intention to pay dividends to baraholders, our ability to pay dividends in theufe to our shareholders will depend upon
receipt of dividends from our subsidiaries.

Our insurance and HMO subsidiaries are subjedskstrased capital, or RBC, standards, imposed &iy states of domicile. These laws
are based on the RBC Model Act adopted by the Natidssociation of Insurance Commissioners, or NAdQd require our regulated
subsidiaries to report their results of risk-basaplital calculations to the departments of insueaarad the NAIC. Failure to maintain the
minimum RBC standards could subject our regulatdxsigliaries to corrective action, including staipexvision or liquidation. Our insurance
and HMO subsidiaries are currently in compliancthwlie RBC standards imposed by their respectatesiof domicile.

Our inability to contain health care costs, efficiatly implement increases in premium rates, maintairmadequate reserves for policy
benefits, maintain current provider agreements or &oid a downgrade in ratings may adversely affect aubusiness, financial condition
and results of operations.

Our profitability depends in large part on accusafeedicting health care costs and on our abibitynanage future health care costs
through underwriting criteria, utilization managemeroduct design and negotiation of favorablevjgter contracts. The aging of the
population and other demographic characteristicsaatvances in medical technology continue to coute to rising health care costs.
Government-imposed limitations on Medicare and Maidi reimbursement have also caused the privaterdecbear a greater share of
increasing health care costs. Changes in healéhpractices, inflation, new technologies, the obgirescription drugs, clusters of high cost
cases, changes in the regulatory environment anttraus other factors affecting the cost of headite ecnay adversely affect our ability to
predict and manage health care costs, and hendaancial condition and results of operations.

In addition to the challenge of managing healtle @arsts, we face pressure to contain premium pr@escustomer contracts may be
subject to renegotiation as customers seek to iothtair costs. Alternatively, our customers mayvmto a competitor to obtain more favore
premiums. Fiscal concerns regarding the continulility of programs such as Medicare and Medicaaly cause decreasing reimbursement
rates for government sponsored programs in whiclpavicipate. A limitation on our ability to incre@a or maintain premium levels could
adversely affect our business, financial condiiod results of operations.

The reserves we establish for health insuranceybknefits and other contractual rights and bé&nafie based upon assumptions
concerning a number of factors, including trendkealth care costs, expenses, general economidicmsdand other factors. Actual experie
will likely differ from assumed experience, andie extent the actual claims experience is lessréble than estimated based on our
underlying assumptions, our incurred losses wautdeiase and future earnings could be adverselgtatfe

Our profitability is dependent upon our abilitydontract on favorable terms with hospitals, physisiand other health benefits provid
The failure to maintain or to secure new cost-effechealth care provider
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contracts may result in a loss in membership onédvignedical costs. In addition, our inability tont@ct with providers, or the inability of
providers to provide adequate care, could adveeségt our business.

Claims paying ability and financial strength raifgy recognized rating organizations have beconieaeasingly important factor in
establishing the competitive position of insuranompanies and health benefits companies. Ratinanarations continue to review the
financial performance and condition of insurersjuding Anthem Insurance and our other regulatdsisiiaries. Each of the rating agencies
reviews its ratings periodically and there can bassurance that current ratings will be maintaingtie future. We believe our strong ratings
are an important factor in marketing our produoteur customers, since ratings information is biypdiésseminated and generally used
throughout the industry. If our ratings are dowmigré or placed under surveillance or review, witegiiole negative implications, the
downgrade, surveillance or review could adverséBcaour business, financial condition and resafteperations. Our financial strength
ratings reflect each rating agency’s opinion of fimancial strength, operating performance andtgtid meet our obligations to policyholders,
and are not evaluations directed toward the priotecf investors in our securities and should retddied upon when making a decision to
purchase securities that we may offer from timente.

We face risks related to litigation, which if resobed unfavorably, could result in substantial monetay damages.

We may be a party to a variety of legal actions &ffect any business, such as employment and gmglot discriminatio-related suits
employee benefit claims, breach of contract actitors claims and intellectual property relatedyhition. In addition, because of the nature of
our business, we are subject to a variety of lagibns relating to our business operations, irnolythe design, management and offering of
our products and services. These could include:

+ claims relating to the denial of health care beggfi

» medical malpractice action

« allegations of anti-competitive and unfair businastvities;

 provider disputes over compensation and terminatfqrovider contracts
« disputes related to self-funded business;

« disputes over -payment calculation:

« claims related to the failure to disclose certaisibess practices; and

« claims relating to customer audits and contradioperance

A number of class action lawsuits have been filgaimst us and certain of our competitors in theagax care business. The suits are
purported class actions on behalf of certain ofrnanaged care members and network providers feged breaches of various state and
federal laws. While we intend to defend these stigerously, we will incur expenses in the defenbthese suits and we cannot predict their
outcome. For more information about these and dévesuits filed against us, see “Legal Proceedinggation” in the Annual Report on Fol
10-K to which this document is an exhibit.

Recent court decisions and legislative activity rimyease our exposure for any of these typesaifngl. In some cases, substantial non-
economic, treble or punitive damages may be soMgatcurrently have insurance coverage for sombexfd potential liabilities. Other
potential liabilities may not be covered by insur@ninsurers may dispute coverage or the amounsafance may not be enough to cover the
damages awarded. In addition, certain types of dasmasuch as punitive damages, may not be covgresirance and insurance coverage for
all or certain forms of liability may become undaéle or prohibitively expensive in the future.
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A reduction in the enrollment in our health benefis programs could have an adverse effect on our bugiss and profitability. The health
benefits industry is subject to negative publicitywhich can adversely affect our profitability. Additionally, we face significant
competition from other health benefits companies.

A reduction in the number of enrollees in our Heakenefits programs could adversely affect ourress, financial condition and results
of operations. Factors that could contribute teduction in enroliment include:

« failure to obtain new customers or retain existogtomers

» premium increases and benefit changes;

» our exit from a specific marke

» reductions in workforce by existing customers;

* negative publicity and news covera

« failure to attain or maintain nationally-recognizsttreditations; and
 general economic downturn that results in busifeiges.

The health benefits industry is subject to negagtiwilicity. Negative publicity may result in inciesd regulation and legislative review
industry practices, which may further increaseansts of doing business and adversely affect afitability by:

* adversely affecting our ability to market our prottuand services;
* requiring us to change our products and serviae
* increasing the regulatory burdens under which werate.

In addition, as long as we use the Blue Cross Bhield, or BCBS, names and marks in marketing eaith benefits products al
services, any negative publicity concerning theeBliross Blue Shield Association, or BCBSA, or ofBEBSA licensees may adversely affect
us and the sale of our health benefits productsandces.

As a health benefits company, we operate in a highinpetitive environment and in an industry tisaturrently subject to significa
changes from business consolidations, new stragdiipnces, legislative reform, aggressive markgpractices by other health benefits
organizations and market pressures brought aboahlgformed and organized customer base, partlgidanong large employers. This
environment has produced and will likely continagotoduce significant pressures on the profitabdithealth benefits companies. Some of
competitors are larger and have greater financidlaher resources. In addition, the Gramm-LeadleyBAct, which gives banks and other
financial institutions the ability to affiliate witinsurance companies, could result in new comgrstivith significant financial resources
entering our markets. We cannot assure you thatiwee able to compete successfully against curasd future competitors or that
competitive pressures faced by us will not matiriahd adversely affect our business, financialdition and results of operations. For a more
detailed discussion of our competition, pleaserreféBusiness—Competition” in the Annual Reporteorm 10-K to which this document is
an exhibit.

Regional concentrations of our business may subjeas to economic downturns in those states.

Our business operations include or consist of regjioompanies located in the Midwest, East, Wedt@outheast with most of o
revenues generated in the states of Indiana, Kkept@hio, Connecticut, New Hampshire, Maine, CoflraNevada and Virginia. Due to this
concentration of business in a small number o&state are exposed to potential losses resultorg the risk of an economic downturn in
these states. If economic conditions in these stigeriorate, we may experience a reduction istiegi and new business, which may have a
material adverse effect on our business, finamzatlition and results of operations.
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We have built a significant portion of our current business through mergers and acquisitions and we gact to pursue acquisitions in the
future.

The following are some of the risks associated @&@uisitions that could have a material adverfecebn our business, financ
condition and results of operations:

» some of the acquired businesses may not achiei@patéd revenues, earnings or cash flow;
* we may assume liabilities that were not disclosedst

» we may be unable to integrate acquired businessegssfully and realize anticipated economic, dperal and other benefits in a
timely manner, which could result in substantiadtscand delays or other operational, technicalhantial problems

 acquisitions could disrupt our ongoing businesstract management, divert resources and makdiiudifto maintain our current
business standards, controls and proced

» we may finance future acquisitions by issuing comrstock for some or all of the purchase price, Whiguld dilute the ownersh
interests of our shareholde

* we may also incur additional debt related to futarquisitions; and

» we would be competing with other firms, many of ethhave greater financial and other resources;daiee attractive companie

Our investment portfolio is subject to varying ecolmmic and market conditions, as well as regulation.

The market value of our investments varies fromettmtime depending on economic and market conmditibor various reasons, we
sell certain of our investments at prices thatlese than the carrying value of the investmentsdiition, in periods of declining interest rates,
bond calls and mortgage loan prepayments genénallgase, resulting in the reinvestment of theselduat the then lower market rates. We
cannot assure you that our investment portfolid pvibduce positive returns in future periods.

Our regulated subsidiaries are subject to state &wd regulations that require diversification of mvestment portfolios and limit the
amount of investments in certain riskier investmeategories, such as below-investment-grade fixedme securities, mortgage loans, real
estate and equity investments, which could gendiigteer returns on our investments. Failure to dgmyith these laws and regulations might
cause investments exceeding regulatory limitattorige treated as non-admitted assets for purpdseesasuring statutory surplus and risk-
based capital, and, in some instances, requireaieeof those investments.

As a Medicare fiscal intermediary, we are subjectd complex regulations. If we fail to comply with tlese regulations, we may be expos
to criminal sanctions and significant civil penaltes.

Like a number of other BCBS companies, we seneeféscal intermediary for the Medicare program, ethgenerally provides covera
for persons who are 65 or older and for personis aid-stage renal disease. Part A of the Medicagrgm provides coverage for services
provided by hospitals, skilled nursing facilitiesdeother health care facilities. Part B of the Madé program provides coverage for services
provided by physicians, physical and occupatiohetadpists and other professional providers. Aseafiintermediary, we receive
reimbursement for certain costs and expenditurbgis subject to adjustment upon audit by theefatiCenters for Medicare and Medicaid
Services, or CMS, formerly the Health Care Finagdwaministration, or HCFA. The laws and regulatigmverning fiscal intermediaries for
the Medicare program are complex, subject to ime&gion and can expose a fiscal intermediary tafties for non-compliance. Fiscal
intermediaries may be subject to criminal finesjl genalties or other sanctions as a result ohsudits or reviews. While we believe that we
are in compliance in all material respects withréngulations governing fiscal intermediaries, theme ongoing reviews by the federal
government of our activities under certain of oueditare fiscal intermediary contracts. One of alosidiaries, AdminaStar Federal, Inc., has
received several



subpoenas from the Office of Inspector GeneraDl&, HHS, and from the U.S. Department of Justeeksrg documents and information
concerning its responsibilities as a Medicare Barontractor in its Kentucky office, and requestaggtain financial records from AdminaStar
Federal, Inc. and from us related to our Medicaeaf intermediary Part A and Part B operations.delitional information, see “Legal
Proceedings—Other Contingencies” in the Annual Repo Form 10-K to which this document is an exhibi

We are using the BCBS names and marks as identifieffor our products and services under licenses frotihe BCBSA. The termination
of these license agreements could adversely affectr business, financial condition and results of ogrations.

We are a party to license agreements with the BCBfafentitle us to the exclusive use of the BCB&@as and marks in our geographic
territories. The license agreements contain certganirements and restrictions regarding our operatand our use of the BCBS names and

marks,

including:

minimum capital and liquidity requirements;

enrollment and customer service performance reoangs;

participation in programs which provide portabildfymembership between plans;

disclosures to the BCBSA relating to enroliment &indncial conditions

disclosures as to the structure of the BCBS sy#tterontracts with third parties and in public stagnts;
plan governance requiremen

a requirement that at least 80% of a licensee’si@mmombined net revenue attributable to healtk péans within its service area must
be sold, marketed, administered or underwrittereutite BCBS names and mar

a requirement that neither a plan nor any of @srised affiliates may permit an entity other thatea or a licensed affiliate to obtain
control of the plan or the licensed affiliate oratoquire a substantial portion of its assets rdlaidicensable service

a requirement that we guarantee the contractuafiaadcial obligations of our licensed affiliatemd

a requirement that we indemnify the BCBSA againgt laims asserted against us resulting from timeraotual and financial
obligations of any subsidiary which serves as eafimtermediary providing administrative servi¢esMedicare Parts A and |

We believe that our licensed affiliates and weanmgently in compliance with these standards.

Upon the occurrence of an event causing terminatidhe license agreements, we would no longer tiaeight to use the BCBS names
and marks in one or more of our geographic teiggor-urthermore, the BCBSA would be free to isslieense to use the BCBS names and
marks in these states to another entity. Eventsiwtuld cause the termination of a license agreemith the BCBSA include failure to
comply with minimum capital requirements imposedlixy BCBSA, a change of control or violation of BEBSA ownership limitations on
our capital stock, impending financial insolventtye appointment of a trustee or receiver or thernencement of any action against a licensee
seeking its dissolution. We believe that the BCR8&1as and marks are valuable identifiers of our getedand services in the marketplace.
Accordingly, termination of the license agreemeausld have a material adverse effect on our busjrigmncial condition and results of
operations.

The failure to effectively maintain and modernize ar operations in an Internet environment could advesely affect our business.

Our businesses depend significantly on effectif@rination systems, and we have many different mfttion systems for our various
businesses. Our information systems require aninggmmmitment of
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significant resources to maintain and enhanceiegiststems and develop new systems in order tp gaee with continuing changes in
information processing technology, evolving indystnd regulatory standards, and changing custoneéenences. For example, HIPAA’s
administrative simplification provisions and thedaetment of Labor’s claim processing regulationy miémately require significant changes
to current systems. In addition, we may from timéitne obtain significant portions of our systeretated or other services or facilities from
independent third parties, which may make our dp®ra vulnerable to such third parties’ failureperform adequately. As a result of our
merger and acquisition activities we have acquéaditional systems. Our failure to maintain effeetand efficient information systems, or «
failure to efficiently and effectively consolidaderr information systems to eliminate redundanttsadete applications could have a material
adverse effect on our business, financial conditiod results of operations.

Also, like many of our competitors in the healtméfts industry, our vision for the future includescoming a premier e-business
organization by modernizing interactions with cuséss, brokers, agents, employees and other stalexsahrough web-enabling technology
and re-designing internal operations. We are d@wedpour e-business strategy with the goal of bengrwidely regarded as an e-business
leader in the health benefits industry. The strategludes not only sales and distribution of Hegltoducts on the Internet, but also
implementation of advanced self-service capabdlifenefiting customers, agents, brokers, partmet®mployees. There can be no assurance
that we will be able to successfully realize olusiness vision or integrate e-business operatighsour current method of operations. The
failure to develop successful e-business capaslitbuld result in competitive and cost disadvaggadg us as compared to our competitors.

We have substantial indebtedness outstanding and méancur additional indebtedness in the future. As éholding company, we are not
able to repay our indebtedness except through divehds from subsidiaries, some of which are restrictein their ability under applicable
insurance law to pay such dividends. Such indebtedss could also adversely affect our ability to putee desirable business
opportunities.

We have substantial indebtedness outstanding areldailable borrowing capacity under our amendetrastated credit facilities of (
to $1.0 billion. We may also incur additional intisdness in the future, including issuing debt séesrof up to $1.0 billion pursuant to a shelf
registration filed on December 18, 2002 with the8ities and Exchange Commission.

Our current debt service obligations require uss®e a portion of our cash flow to pay interest pridcipal on debt instead of for other
corporate purposes, including funding future expandf our cash flow and capital resources arefficent to service our debt obligations,
may be forced to seek extraordinary dividends foamsubsidiaries, sell assets, seek additionatgquidebt capital or restructure our debt.
However, these measures might be unsuccessfuhdeduate in permitting us to meet scheduled debicseobligations.

As a holding company, we have no operations andependent on dividends from our subsidiaries éshdo fund our debt service and
other corporate needs. State insurance laws rettei@bility of our regulated subsidiaries to piayidends. Indebtedness could also limit our
ability to pursue desirable business opportuniges, may affect our ability to maintain an investingrade rating for our indebtedness.

We may also incur future debt obligations that mgyibject us to restrictive covenants that couldcafour financial and operational
flexibility. Our breach or failure to comply witing of these covenants could result in a defaulenwdr credit agreements. If we default under
our credit agreements, the lenders could ceasake fiurther extensions of credit or cause all af@ustanding debt obligations under our
credit agreements to become immediately due anahpaytogether with accrued and unpaid intereshdfindebtedness under the notes or
credit agreements is accelerated, we may be ut@abépay or finance the amounts due.

Our ability to obtain funds from our subsidiaries is limited and our debt securities will be effectivly subordinated to the indebtedness ¢
our subsidiaries.

Because we operate as a holding company, ourtoghdrticipate in any distribution of assets of anpsidiary upon that subsidi’s
dissolution, winding-up, liquidation, reorganizatior otherwise (and thus the
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ability of the holders of our debt securities totjggpate indirectly from the distribution) is sajt to the prior claims of the creditors of that
subsidiary, except to the extent that we are aitoredf the subsidiary and our claims are recoghiZénerefore, the debt securities that we may
offer from time to time will be effectively subordited to all indebtedness and other obligatiormuofubsidiaries. Our subsidiaries are
separate legal entities and have no obligatiomsyo or make funds available for the payment of, @anounts due on any debt securities that
we may offer from time to time. The indentures goweg the debt securities that may be issued uodeshelf registration statement dated
December 18, 2002, do not prohibit or limit theumence of indebtedness and other liabilities bgrusur subsidiaries. The incurrence of
additional indebtedness and other liabilities byusur subsidiaries could adversely affect oulitgttio pay obligations on debt securities that
we may offer from time to time.

Indiana law and our articles of incorporation and bylaws may prevent or discourage takeovers and bus#ss combinations that our
shareholders might consider in their best interests

Indiana law and our articles of incorporation agthtvs may delay, defer, prevent or render moreatiff a takeover attempt that o
shareholders might consider in their best interégis instance, they may prevent our shareholders feceiving the benefit from any premii
to the market price of our common stock offerechliyidder in a takeover context. Even in the absehegtakeover attempt, the existence of
these provisions may adversely affect the prevgifirarket price of our common stock if they are \eevas discouraging takeover attempts in
the future.

Under the Indiana demutualization law, for a pebdive years following November 2, 2001, the effee date of our demutualization,
no person may acquire beneficial ownership of 5%ore of the outstanding shares of our common stgttiout the prior approval of the
Indiana Insurance Commissioner and our board etthrs. This restriction does not apply to acqioisg made by us or made pursuant to an
employee benefit plan or employee benefit trushspeed by us. The Indiana Insurance Commissioreatiapted rules under which passive
institutional investors could purchase 5% or mareléss than 10% of our outstanding common stotk thie prior approval of our board of
directors and prior notice to the Indiana InsuraBoenmissioner.

Our articles of incorporation restrict the benefi@wnership of our capital stock in excess of #weoewnership limits. The ownership
limits restrict beneficial ownership of our votingpital stock to less than 10% for institutionaldators and less than 5% for noninstitutional
investors, both as defined in our articles of ipowation. Additionally, no person may beneficiadhyn shares of our common stock
representing a 20% or more ownership interest.ifThsse restrictions are intended to ensure ouptiante with the terms of our licenses v
the BCBSA. By agreement between us and the BCBISset ownership limits may be increased. Our astiaféencorporation prohibit
ownership of our capital stock beyond these owrigt#hits without prior approval of a majority ofuio continuing directors (as defined in our
articles of incorporation).

Certain other provisions included in our articlésncorporation and bylaws may also have anti-take@ffects and may delay, defer or
prevent a takeover attempt that our shareholdeghtrebnsider in their best interests. In particutarr articles of incorporation and bylaws:

» permit our board of directors to issue one or nsamées of preferred stoc

« divide our board of directors into three classesging staggered three-year terms;

* restrict the maximum number of directa

« limit the ability of shareholders to remove dirasto

» impose restrictions on shareholc ability to fill vacancies on our board of directp

 prohibit shareholders from calling special meetiafyshareholders;

» impose advance requirements for shareholder prégpasd nominations of directors to be consideredestings of shareholders; and

» impose restrictions on shareholc ability to amend our articles of incorporation dndaws.
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