Undertakings to California Department of Insurance

UnitedHealth Group Incorporated (“UnitedHealth™) has'filed 2 Form A Statement Regarding
the Acquisition of Control of 2 Commercially Domiciled Insurer (the “Fomm A”) with respect to
PacifiCare Life and Health Insurance Company (“PLHIC”), an Indiana domestic life and health
insurance company. The Form A seeks the approval of the Califomia Department of Insurance
(“CDI”) for the change of control of PLHIC that would occur upon the proposed merger (the
“Merger”) of PLHIC's ultimate parent company, PacifiCare Health Systems, Inc. (“PacifiCare™)
with and into an unaffiliated entity, Point Acquisition LLC (“Acquisition LLC"). Acquisition
LLC is a Delaware limited liability company and is a wholly-owned subsidiary of UnitedHealth.

Upon the closing of the Merger, PacifiCare will be merged with and into Acquisition LLC, with
Acquisition LLC as the surviving entity, and the separate corporate existence of PacifiCare will
cease effective as of the closing of the Merger. Acquisition LLC, which will succeed to the rights
and obligations of PzcifiCare, will directly or indirectly own all of the outstanding voting
secunities of PLHIC, which will become an indirect, wholly-owned subsidiary of UnitedHealth.
Alternatively, under certain circumstances set forth in the Agreement and Plan of Merger, dated
July 6, 2005 (“Merger Agreement™), at UnitedHealth’s option, the transactions contemplated by
the Merger Agreement shall be effected by merging a direct wholly-owned corporate subsidiary
of UnitedHealth with and into PacifiCare, with PacifiCare being the surviving entity. As a result,
this transaction will result in a change in control of PLHIC, which will become an indirect
subsidiary of UnitedHealth. The transaction will not result in any other materal changes to
PLHIC or have a materal effect on PLHIC's operations.

PLHIC and UnitedHealth hereby provide the undertakings set forth below (the “Undertakings™)
to CDI in connection with the Form A. These Undertakings shall take effect immediately upon

the closing of the Merger. .

Undertaking L

A. PLHIC and UnitedHealth undertake that premiums payable by PLHIC policyholders
will not increase as a result of costs incurred in financing, analyzing and consummating the
Merger, including attomeys’ and investment bankers’ fees, travel expenses and due diligence
expenses (“Merger Costs™). In order to demonstrate and assure compliance with this
Undertaking 1.A, which will remain in effect for the duration of these Undertakings, as defined
in Undertaking 20(d), UnitedHealth’s Chief Actuary, Chief Financial Officer or other senior
financial officer will provide on behalf of PLHIC annual written certifications to CDI which
represent that

(1)  UnitedHealth has paid for all executive change in control severance payments and
retention bonus payments payable by reason of the Merger, as provided in the first
paragraph of Undertaking 3 below;
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~ UnitedHealth will have on hand cash and committed borrowing facilities at the time

of the closing of the Merger that are adequate to timely discharge all obligations
relating to the Merger and payable to officers and directors of PacifiCare as required
by the first paragraph of Undenaking 3 below; and

PLHICs dividends comply with the requirements of Undertakings 4 and 5 below.

B. PLHIC and UnitedHealth undertake that practices and methodologies as described below
for (1) full-service medical indemnity/PPO, (i) full-service self-directed health plan (“SDHP”) and
(1) Medicare Supplement (individual and group) products {collectively referred to as the “Medical
Products”) after the Merger have not vanied from PLHIC's pre-merger practices and methodologies
except for variances in response to market, economic or competitive matters in the normal course of
business. In order to demonstrate and assure compliance with this Undertaking 1.B, which will
remain in effect for the duration of these Undertakings, as defined in Undertaking 20(d), PLHIC’s
Chief Actuary, Chief Financial Officer or other senior financial officer will provide on behalf of
PLHIC annual written centifications (the “PLHIC Written Certifications”) to CDI which represent

that:
(1)

2

)

(@)

)

CONFIDENTIAL

PLHICs practices and methodologies for determining premium rates for the
Medical Producrs after the Merger have not varied from PLHIC's pre-Merger
practices and methodologies except for variances implemented in response to
market, econormic or competitive matters in the normal course of business and
descnibed in the PLHIC Written Cerufications;

PLHIC's practices and methodologies for determining Medical Products and benefit
designs after the Merger have not varied from PLHIC's pre-Merger practices and
methodologies except for variances implemented in response to market, economic or
competntive matters in the normal course of business and described in the PLHIC
Written Certifications;

No portion of the cost components of any rate charged related to the Merger Costs
have been included in premium rates for any product administered by PLHIG,

No debr rating factor relating to the indebtedness that UnitedHealth has incurred
to finance UnitedHealth’s cash requirements for the Merger has been included as
part of such post-Merger practices and methodologies; and

PLHIC's Administrative Expense Ratio, as defined in Undertaking 14 below, has
not exceeded the levels referenced in Undertaking 14 without reporting to CDI,
as provided in Undertaking 14 below.
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C On an annual basis, delivered with the PLHIC Written Certifications, PLHIC will
provide to CDI confidential supplemental information concerning products offered by PLHIC
(the “Supplemental Information”) which will include:

(1) A consolidating income statement (in the same format as the annual statutory

financial statements) for the following products:

I Full-service medical mdemnity/PPQ and full-service medical SDHP

1. Medicare Supplement (individual and group)

ii.  Subtotal of all of the Medical Products

Iv. Medicare Part D

v. Medicare private fee-for-service (“PFFS”)

vi.  Behavioral health, dental and vision specialty products

vii. Al other PLHIC products combined (with each such product specifically
identified, and except that any product that exceeds 10% of consolidated
premiums will be reported separately)

vit.  Total financtal results as presented in the PLHIC Written Certification

(2)  Key statistics for each of the Medical Products, consisting of:
L Membership
il. Member months
i,  Medical loss ratio
iv.  Per member per month statistics for premium, health care costs,
commussions and premmum taxes and other general and administrative
expenses

(3) A consolidating income statement (in the same format as the annual stantory
financial statements) and key statistics for the Medical Products as follows:
L Individual
i, Small group (between two and 50 eligible employees)
1. All other groups

(4) A summary of benefit plans offered for:
L. Full service medical PPQO and SDHP, individual
il. Fullservice medical PPO and SDHP, small group

(5} A summary of rating practices for:
L Full-service medical PPO and SDHP, individual
i Fulkservice medical PPO and SDHP, small group

CDI recognizes that PLHIC has provided concurrently with the execution of these
Undertakings a report identifying the information described in this Undertaking 1.C above for
the nine month period ended September 30, 2005.

D.  CDI mayaudit or examine PLHIC and its books and records with respect to the

centifications described in Undenaking 1.A and 1.B, to the extent deemed necessary or desirable
at the discretion of the California Insurance Commissioner,
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Undertaking 2. For the duration of these Undertakings, as set forth in Undertaking 20(d),
UnitedHealth and PLHIC undertake to make good faith efforts to maintain, accomplish or achieve,
as the case may be, the matters set forth in this Undertaking 2, subject to () substantially the same

market, economic and competitive conditions that currently exist, and, (i) for items dependent upon

third party standards or methodologies (e.g., Part A.(3), (4), (5), Part B and Part C), such standards
or methodologies being maintained in the same or substanially the same form, state or manner as
they currently exist or, in a reasonably improved form, state or manner. References to “current”

standards below refer to standards, trends, methodologies or practices current as of the execution

date of these Undertakings.
A Reporting
(1)  UnitedHealth shall maintain current PacifiCare National Committee for Quality

@

(3)

@

()
)

@)

®
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Assurance (“NQOQA") accreditation in California and shall make good faith efforts wo
maintain PacifiCare of California’s Health Plan Employer Data and Information Set
(“HEDIS") and Consumer Assessment of Healthcare Providers and Systems
(“CAHPS”) scores at the levels achieved in the most-recent reports prior to the
Merger. PacifiCare shall report the results of NCQA accreditation, HEDIS and
CAHPS scores on an annual basis to CDIL

UnitedHealth further shall make good-faith efforts to maintain the current trend of
continual improvement in PacifiCare of California’s annual HEDIS and CAHPS
scores, based upon the trend established over the period 2002-2005.

UnitedHealth shall commit to continue all reporting and cooperation currently
provided by PacifiCare of Califomia to the Califomia Office of the Patient Advocate
to publish its “Quality of Care Report Card.”

UnitedHealth shall commit to continue all reporting, cooperation, and material
support now provided by PacifiCare of California to the California Cooperative
Health Reportng Iniiative (“CCHRI”) to ensure availability of information and
public reporting and shall commit to no material decrease in reporting, cooperation,
or matenal support.

UnitedHealth shall make good-faith efforts to improve PacifiCare of California’s
performance on all CCHRI scores.

UnitedHealth shall maintain and publish “Quality Index® profiles” of physician
groups and hospitals contracted with PacifiCare of California for the same purposes,
from the same or comparable sources of data, in the same or similar format, and to
the same recipients as published currently by PacifiCare of California. This
undertaking 2.A(6)shall continue for the duration of these Undertakings, or unil
such earlier date as reporting is standardized among plans with not less than the
scope of information m the current “Quality Index® profiles.”

UnitedHealth, in consultation with CDI and such others as CDI and UnitedHealth
each may determine, shall make good-faith efforts to develop for PLHIC reporting
of quality of care results, measured as “episodes of care.”

UnitedHealth shall collect and report quality data for its PacifiCare of California
health care service plan products and PLHIC Medical Products in California separate
from national UnitedHealth data and in conformance with applicable and industry-

-4-

PAC0009383



CONFIDENTIAL

©)

(19)

accepted Califoria standards; provided, however, that UnitedHealth shall not be
restricted from including quality data from PacifiCare of California and PLHIC in
national UnitedHealth data, so long as such data can also be reported separately.

UnitedHealth shall maintain a single, statewide California-specific advisory
commintee structure accountable to UnitedHealth for leadership and oversight of
quality of care and its improvement in California, including reduction of statewide
documnented variance in clinical practice unexplained by patient conditions.
Membership of this committee shall be subject to review and comment by CDI.
Activity of this committee shall be described in annual reports for the duration of
these Undertakings and submitted to CDI.

UntedHealth shall maintain continuity of care for PacifiCare members in California
currently managed in PacifiCare disease management programs, subject to
UntedHealth evaluation reflecting UnitedHealth national criteria for disease
management programs.

Incentives

(1)

(2)

(3)

UnitedHealth shall continue PacifiCare of California’s participation in California’s
Pay for Performance (“P4P") program, including adoption of the current Integrated
Healthcare Association (“IHA”) methodology and the current level of support for
IHA operauons.

UnitedHealth shall structure the PacifiCare of California P4P program such that
eligible medical groups will receive an additional $13.76 million over four years for
IHA-specific measures, based upon continued improvement in medical group
performance, as described in Undertaking 18 of the DMHC Undertakings, as defined
in Undentaking 15 below.

UnitedHealth shall work with IHA and the Centers for Medicare and Medicaid
Services (“CMS™) to evaluate and, if appropriate, promote use of the IHA P4P
program to Medicare products.

Promotion of Health Information Technology (“HIT”) Infrastructure

(1)

v

UniedHealth shall make good-faith efforts to implement its personal health record
program in California, making reasonable efforts to conform to CalRHIO standards
as these may develop. CDI acknowledges that this Undertaking 2.C{1)is subject to
technological, operational and systems integration developments, and the period
during which this integration may occur is uncenain. UnntedHealth agrees that
interoperability and consensus-based state-wide standards are desirable goals for
personal health records as these are enunciated and elaborated by GaIRHIO or other
recognized industry coalitions for use by California heakth plans.

UnitedHealth shall make good-faith and reasonable efforts to support development
of HIT infrastructure in California as envisioned by and expected of all payers under
GalRHIO, subject to the promulgation of CalRHIO standards adopted by the
GIRHIO goveming body and general acceptance by the industry.
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D.  Contracting to Support Quality Improvement

(1) UnitedHealth commits to PacifiCare of California maintaining currently capiated
PacifiCare contracts with willing and capable physician groups, subject to mutual
agreement on contract terms, including upon renewal.

Undertaking 3. PLHIC and UnitedHealth underake the following:

(@) Thatall of the executive compensation payable by reason of the Merger, including
change in control payments and UnitedHealth signing bonuses (together, “CIC
Plan”) will be the sole responsibility of UnitedHealth;

(b) UnttedHealth will have on hand cash and commirted borrowing facilities at the time
of the closing of the Merger which are adequate to timely discharge all cash
obligations related to the Merger which may arise under the CIC Plan;

(c) That no amounts relating, directly or indirectly, to the CIC Plan will be the obligation
of PLHIG; and

(d) That no amounts relating, directly or indirectly, to the CIC Plan, including the
acceleration of equity incentives at the close of the Merger and UnitedHealth equity
incentve grants, will be charged to or made the responsibility of PLHIC under any
reimbursement or cost allocation arrangement.

Undertaking 4. PLHIC will not declare or pay dividends, make other distributions of
cash or property, or in any other way upstream any funds or property to its corporate parents
(hereinafter referred to as “Parent Company Distnibutions™) if such actions would cause
PLHIC’s Total Adjusted Capital to be less than 300% of Authorized Control Level Risk-Based
Caprtal, calculated pursuant to California Insurance Code Section 739()(3).

In addition, consistent with its historical practice during the period 2001 through 2004, PLHIC
will make no Parent Company Distributions for the duration of these Undertakings based upon
revenues from operations. This limitation does not restrict PLHIC from continuing its historical
practice of declaring or paying dividends based upon royalty revenues received from affiliates for
the use of intellectual property, including, without limitation, service marks and trademarks
owned by PLHIC.,
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For purposes of Undertakings 4 and 5, "Parent Company Distributions” shall not be deemed to
refer to payments made under the terms of any administrative services agreement, tax sharing
agreement, or any other agree ment which has been filed with and approved by CDI.

Undertaking 5. PLHIC will not make any Parent Company Distribution if such actions
would resuk in PLHIC failing to maintain Liquid Assets (as defined) in an amount that equals or
exceeds 150% of PLHIC's average monthly Total Expenses (as defined) for the last two
consecutive quarters for which financial statements have been filed with CDI immediately prior
to the date on which PLHIC makes the Parent Company Distribution. For purposes of this
Undenaking, (1) “Liquid Assets” shall equal the total of cash and invested assets, defined as the
sum of the amounts shown in PLHIC's statutory financial statement on Page 2 - Assets, column
3, lines 1, 2.1,2.2,5 and 8; and (2) “Total Expenses” shall be equal to the sum of the amounts
shown in PLHIC's statutory financial statement, Page 5 - Cash Flow, column 1, lines 5, 6 and 7.

In each Quarterly Financial Report filed with CDI, PLHIC shall include a calculation showing
the total Liquid Assets on hand at the end of the calendar quarter covered by such Quarterly
Financial Report and 150% of the average monthly Total Expenses incurred as reported in such
Quarterly Financial Report.

Undertaking 6. PLHIC will not take any of the following actions without CDI’s prior
written approvak

(@) Co-sign or guarantee any portion of any current or future loans and/or credit
faciliies entered into by UnitedHeakh or any of UnitedHealth’s affiliates;

(b) Permit any portion of loans obtained by UnitedHealth or any of its affiliates to be
assumed by PLHIG; or

(c) Allow a pledge or hypothecation of PLHIC' assets or capital stock in any walﬂain
connection with any current or future loans of UnitedHealth or any of its affiliates.

Undertaking 7. In connection with each Quarterly Financial Report filed with CDI by
PLHIC, PLHIC shall file with CDI a schedule that reports the estimated range of incurred-but-
not-reported claim liability at the end of each such quarter and the amount of incurred-but-not-
reported claim liability as set forth in the Quarterly Financial Report filed with CDI by PLHIC
for such calendar quarter.

The estimated range of incurred-but-not-reported claim liability at the end of each such quarter
shall be prepared by PLHIC and certified by PLHICs or UnitedHealth's Chief Actuary, Chief
Financial Officer or other senior financial officer. With respect to PLHIC's year-end financial
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statements, such range shall be reviewed by PLHIC's independent public accounting firm as part
of the firm’s audit of PLHIC's year-end financial statements.

In the event PLHIC's independent public accounting firm does not agree to provide CDI with
such review with respect to PLHIC's year-end financial statements, then PLHIC shall obtain,
provide and include as part of its required financial filings an estimated range reviewed by an
independent actuanal firm reasonably acceptable 1o CDI.

PLHIC shall file the quarterly reports described in this Undertaking 7 for the Medical Products
as defined in Undertaking 1.B.

Undertaking 8. PLHIC will renew and not terminate any health benefit plan for any
Commercial Medical Product, as defined in subparagraph (a) below, prior to expiration of its
term, except as otherwise permitted under the California Insurance Code or Title 10 of the
California Code of Regulations.

(a) If PLHIC withdraws any full-service medical, commercial indemnity PPO or full-
service medical, commercial indemnity SDHP product (collectively referred to as the
“Commercial Medical Products ”) from the market, PLHIC will provide advance
notice to CDI and the policyholders covered by such Commercial Medical Product
and will permit each such policyholder to select continued coverage from among
PLHIC's or its affiliated CDI regulated entities’ other Commercial Medical Products
without regard to any health status related factor.

(b) If PLHIC ceases to write, issue, or administer new group or individual Commercial
Medical Products in California, affected former policyholders of PLHIC will be
provided the opportunity to elect continued coverage under the most nearly
comparable health benefit plan offered by PacifiCare of California without regard to
any health status related factor.

() Should PLHIC withdraw a Commercial Medical Product from the market or cease to
write, issue, or administer new group or individual Commercial Medical Products in
California, and an insured then enrolled in the withdrawn Commercial Medical
Product has a pre-existing condition and still has remaining time requirements for
satisfying the pre-existing condition, PLHIC will waive the remaining time
requirements for the pre-existing condition exclusion if the insured enrolls in another
PLHIC Commercial Medical Product or PacifiCare of California or other PLHIC
CDI-regulated affiliate Commercial Medical Products within the time requirements
for eligibility for such products as required by applicable law.

Undertaking 9. PLHIC will maintain its current level of efforts in offering and renewing
individual and small group Medical Products following the Merger either through PLHIC or its
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affiliates, assuming the same market, economic, and other conditions that currently exist.
Recognizing and acknowledging that CDI shall review changes in PLHIC's business and Medical
Products on the same basis and applying the same standards as are applied to all other insurers
under the California Insurance Code and that this Undertaking 9 shall not be construed orapplied in
a manner that puts PLHIC at a disadvantage with respect to its competitors in the marketplace,
PLHIC advises CDI that the conditions it considers relevant under this Undertaking 9 include, but
are not limited to, the reimbursement and compensation PLHIC receives, the scope and nature of
services it must provide, the narure and adequacy of its provider network in any relevant service
area, the structure, composition and reimbursement payable to the health care providers supporting
PLHIC's provision of Medical Products and services, and the overall terms and conditions,
including the applicable legislative and regulatory framework, applicable to its operations. On an
annual basis, PLHIC will provide Supplemental Information (as described in Undertaking 1.C). To
the extent that both membership and premium dollars have decreased by more than ten percent
(10%) from the prior year for any of the individual or small group Commercial Medical Products,
PLHIC shall provide a detailed discussion of the change in the Supplemental Information.

Undertaking 10, PLHIC will pay for the costs of all reviews that CDI determines are
necessary to confirm compliance with these Undertakings. CDI may retain consultants or other
personnel as deemed necessary by CDI to conduct these reviews,

Undertaking 11. PLHIC agrees that it shall not remove, or require, permit, or cause the
removal of PLHIC's books and records (as defined in the California Insurance Code), related to
PLHICs California business, from California before obtaining the written approval of CDI.
This Undertaking 11 shall not restrict PLHIC from maintaining books and records in an
electronic format as long as electronic books and records are contemporaneously available in
California.

Undertaking 12, After the effective date of the Merger, if PLHIC decides to amend,
change, terminate or replace its adminiswratve services agreement(s) with PacifiCare,
UnntedHealth or any of their affiltates, PLHIC will file the changes with CDI and will not
implement such changes until after such changes have been approved by CDI.

Undertaking 13. After the effective date of the Merger, if PLHIC decides to amend,
change, termenate or replace its tax sharing agreements, PLHIC will file any changes to those tax
sharing agreements with CDI and will not implement such changes until after such changes have
been approved by CDI.

Undertaking 14, PLHIC represents to CDI that PLHIC anticipates that, for the duration of
these Undentakings, as defined in Undertaking 20(d), it will maintain its “Administrative Expense
Ratio” (as defined below), measured on a year-to-date basis, at or below: (3) for the products sold
by PLHIC on or before July 1, 2005 only, at the average rate of PLHIC's Administrative Expense
Ratio for the historical period beginning Jarmary 1, 2002 and ending June 30, 2005 (the “Historical
Expense Ratio”); and (b) for all PLHIC products, including new products added after July 1, 2005,
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but excluding Medicare Part D, at a rate which represents PLHIC's annual average projected
Administrative Expense Ratio in PLHIC's financial projections filed with CDIL.

In the event PLHIC's Administrative Expense Ratio, as defined below, exceeds either of these
thresholds during this period, then PLHIC shall, within 45 days following the applicable calendar
quarter-end, report in writing to CDI the following:

(a) The amount of the excess;

(b) The reasons for the increase in costs (for example, changes in law, taxes, new
products, commission structure or the overall mix of PLHIC's business; costs of new
distribution channels; or increased marketing expenses);

(c) Whether the change is in any way, directly or indirectly, related to the
implementation of the Merger; and

(d) Demonstrate to CDIs satisfaction that PLHIC's administrative costs are not
excessive, in compliance with all requirements of the California Insurance Code.

In the event PLHIC reasonably anticipates that its Administrative Expense Ratio will exceed the
Histonical Expense Ratio for any such period prior to completing its quarter-end reporting,
PLHIC shall provide prompt notice of such event to CDI.

For purposes of this Undertaking 14, the “Administrative Expense Ratio” shall be calculated as

Commissions and Administrative Expenses divided by Net Premiums Wrirten and Deposit-type

Contracts, whereby (i) Commissions and Administrative Expenses shall be defined as the sum of

the amounts shown on PLHIC's stanstory financial statement on Page 4- Summary of

Operations, Column 1, lines 21, 22, 23 and 24, and (i) Net Premiums Written and Deposit-type

Contracts shall be defined as the sum of the amounts shown in PLHIC's statutory financial ;
statement on Page 4 - Summary of Operations, column 1, ines 1, 2 and 6. |

For purposes of calculating PLHIC's Administrative Expense Ratio pursuant to this Undertaking 14,
any extraordinary costs, defined as costs that exceed $1 million and are unique, one-time or non-
recurring in nature will be excluded. Extraordinary costs include but are not limited to unique or
non-recurring legal and other professional fees, legal sertlements and member acquisition costs that
are expensed as paid and not amortized over the full policy year’s premium stream.

Undertaking 15, To demonstrate the commitment of UnitedHealth and PLHIC to the
California community, UnitedHealth and PLHIC undertake the following (for purpose of
clanfication, the commitments set forth in this Undertaking 15 are the same as the commitments set
forth in Undenaking 20 of PacifiCare of California's and UnitedHealth's undertaking to the

-10-
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Calif ornia Deparument of Managed Healthcare (*DMHC), dated December 19, 2005 (the “DMHC
Undentakings™) and not in addition thereto):

(a) UnitedHealth and PLHIC and their affiliates, PacifiCare Behavioral Health of California,
Inc. (“PBH"), PacifiCare Dental (“PCD”) and PacifiCare of California (collectively, PLHIC,
PBH, PCD and PacifiCare of California are referred to as the “PacifiCare Regulated
Enuties”) agree to invest $200 million in California’s health care infrastructure (the
“Investment Commitment”). The purpose of the Investment Commitment is to provide
capital to entities providing health services to currently underserved communities or
populations throughout California that are in need of such capital and find access to such
capital challenging for various reasons. Such investments could include investments that ()
expand and upgrade physical and technological infrastructure for safety net and low income
providers throughout the State of Califomia; (1)) strengthen access to health care resources
for, and improve the health status of, low-income urban and rural underserved Californians;
(tif) improve electronic health care technology; (iv) facilitate the use, application, and
exchange of electronic health records; (v) support the coordinated care model; or (vi)
contributions that leverage investment opportunities. The Investment Commitment may
include marketable securities, provided they support California’s health care infrastructure
and are in compliance with the PacifiCare Regulated Entities’ and UnitedHealth’s investment
policies and guidelines,

(1) Investments made pursuant to this Undertaking 15(a) will be consistert with
financial standards required by CDI, DMHC and the National Association of
Insurance Commissioners, and subject to the sound and prudent investment
management policies of the PacifiCare Regulated Entities and UnitedHeakh. The
determinations with respect to each investment will be made considering the risk
profile and rate of retumn of such investment, and the overall strength and
investment quality of the entire investment portfolio and will not be unduly
restrictive with regard to each individual investment commitment. In addition, the
collective impact of the investments made pursuant to this Undertaking 15(a) must
be of sufficient creditworthiness and quality so as to not result in the placing of
additional capital requirements on the PacifiCare Regulated Entities or UnitedHeakh
by various credit rating agencies (e.g., Moody’s and Standard & Poor’s).

(2) In making the Investment Commitment, the PacifiCare Regulated Entities and
UnitedHealth recognize that flexibility and creativity will be necessary to achieve the
dual goals of prudent investment and increasing access to underserved communities,
and they undertake to work closely with an advisory committee consisting of
individuals with experience in community reinvestment and health care delivery for
underserved communities, which committee may include representatives or
designees of (i) clinics and other health care providers that serve low income or
uninsured urban and rural Californians; (&) charitable entities that support such
clinics and other providers; and (iii) health information technology expers, including
persons with expertise in the exchange of health information (the “Advisory
Committee”). In addition, representatives of CDI, DMHC, UnitedHealth and/or
the PacifiCare Regulated Enuties will participate in Advisory Committee meetings
and activities. The members of the Advisory Committee shall be designated from

-11-

CONFIDENTIAL

PAC0009390



CONFIDENTIAL

)

(4)

©)

)

@)

time to time by the PacifiCare Regulated Emtities and UnitedHealth in consultation
with the DMHC and CDI.

Within 30 days following closing of the Merger, the PacifiCare Regulated Entities
and UnitedHealth will meet and consult with the California Business,
Transpontation, and Housing Agency, the DMHC, and the CDI 1o (1) discuss the
appropriate type, scope and range of investments to be made in accordance with this
Undertaking 15(a), including community health care services, health care
infrastructure and health information technology investments; (i) secure advice and
feedback regarding the selection of independent investment advisors to the Advisory
Committee which advisors are acceptable to the DMHC and CDI; (iii) discuss the
composition the Advisory Committee; (iv) discuss the development of an exemption
process if sufficient qualifying assets cannot be identified by the end of calendar year
2010; and (v) otherwise take actions and adopt policies, procedures and guidelines to
implement the Investment Commitment.

Within six months after the closing of the Merger, the Advisory Committee will be
established and, promptly thereafter, the Advisory Commitee, UnitediHealth and the
PacifiCare Regulated Enuities shall, in consultation with the investment advisors,
begin formulating a plan for carrying out the Advisory Committee’s responsibilities
and developing appropriate guidelines, policies and procedures, subject to approval
by CDI and DMHC,

Expenses incurred in administering the Investment Commitment, including
expenses of outside investment advisors, will be separate from the aggregate
Investment Commitment amount,

In further recognition of the challenges inherent in developing sufficient qualifying
mnvestments for the entire Investment Commitment, CDI and DMHC agree to
consider future charitable initiatives proffered by UnitedHealth or its affiliates (in
addition to the Charitable Contributions described in Undertaking 15(b)) as an offset
or substitute fora portion of the Investment Commitment, upon a showing that
such initiatives are new commitments that would not otherwise have been agreed to
by UnitedHealth or its affiliates in the regular course of operations. Such initiatives
might include but are not limited to in-land services provided in the technology area,
contributions that leverage investment opportunities, or other contributions to
benefit the health care safety net or to improve health care access to underserved
populations. The amount of credit toward the Investment Commitment for in-kind
contributions in the technology area shall not exceed five percent of the Investment
Commutment, unless a greater amount is approved by CDI and the DMHC, In
addition, UnitedHealth and the PacifiCare Regulated Entities shall receive credit
toward the Investment Commitment described in this Undertaking 15(a) for the full
amounts committed by UnitedHealth and PacifiCare of California pursuant to
Undenakings 18(b), 18(d) and 19 of the DMHC Undertakings.

UnitedHealth and the PacifiCare Regulated Entities anticipate considering specific

investments beginning by the fourth quarter of 2006, with the goal of having the
Investment Commitment fully funded by the fifth anniversary of the closing of the
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Merger. The Investment Commitment shall expire 20 years after the date of full
investment of the Investment Commitment.

(8) UnitedHealth and the PacifiCare Regulated Entities will provide regular reports to
the Advisory Commuttee and, in connection with each annual statement filed with
the CDI and DMHC, wll provide the DMHC and CDI with reports on progress
made toward the Investment Commitment,

(b) In addition to the Investment Commuitment, UnitedHealth will contribute $50 million to
benefrr California health care consumers (the “Charitable Commitment”). UniedHealth
agrees that the Charitable Commitment may be used for, among other things: (3)
subsidies and outreach for individuals who are eligible for both Medicare and Medi-Cal
(“Dual Eligibles”) who are unable to pay premiums for Medicare managed care products
after the start up of Medicare Part D, and subsidies and outreach to support other
programs that serve low-income populations; (if) technology improvements for safety
net providers; (iif) medical education programs in underserved areas that will provide
expanded access and service to traditionally underserved communities in California; (iv)
population based preventive health strategies; (v) further support for Coordinated Care
Iniuatives, as described in Undertaking 18(c) of the DMHC Undertakings; (vi)
contributions that will be used to leverage or enable investment commitments agreed to
pursuant to Undertaking 15 (a) and: (vi)} cash or in-kind contributions to help establish
and support health care information technology initiatives designed to improve health
care delivery. The amount of credit toward the Charitable Commitment for in-kind
contributions in the technology area shall not exceed five percent of the Charitable
Commiument, unless a greater amount of credit is approved by CDI and the DMHC.

(1) UnitedHealth will receive credit toward the Charitable Commitment for the $1.5
million in commitments contained in Undertaking 18(c) of the DMHC

Underakings.

(2) UnitedHealth further agrees to join as a participant and funder in the California
Funders Strategy Project, the goal of which is to effectively coordinate funding
strategies among public and private funders to best support quality improvement
technology investments in Califomia. Any funding provided by UnitedHealth to
the California Funders Strategy Project shall be determined in accordance with
this Undertaking 15(b) and shall count toward the Charitable Commitment.

(3) As a further credit toward the Chantable Commitment, UnitedHealth or its
affiliate shall commit amounts to be agreed upon by the Department, CDI and
UnitedHealth for the first six months of 2006 for the purpose of providing
Medicare Advantage premium subsidization for Dual Eligibles who are eligible
for Medicare Advantage premium assistance through the State of California prior
to January 1, 2006. The specifics of this amount shall be provided to the CDI
and the DMHC within seven days of the close of the Merger. This commitrment
will be fulfilled in full cooperation with the Califomia Department of Health
Services and CMS requirements.

-13-

CONFIDENTIAL PAC0009392



(4) Within 90 days following the closing of the Merger, representatives from
DMHC, CDI and UnitedHealth will make good-faith efforts to sign a
Memorandumn of Understanding (“MOU”) specifying in detail the additional uses
to be made of the Charttable Commitment, the amount and the timing of the
expenditures for such purposes, and the provisions for oversight, auditing and
reporting that will be necessary to effectuate the intent of Undertaking 15(b).
None of the costs, if any, of such oversight will be paid for from the pnnc1pal or
interest of the Charitable Commitment,

(5) UnitedHealth further agrees that interest eamed on unexpended portions of the
contibution will accrue to the benefit of projects specified by the MOU.
Interest will accrue at the rate of 4.25% per annum, beginning at the closing of
the Merger.

(6) The DMHC and CDI acknowledge and agree that commitments made by non-
profit foundations associated with either UnitedHealth or 1ts affiliates shall count
toward the Charitable Commitment, provided that such commitments (A) are
made from contributions (i) to such foundations by UnitedHealth or its affiliates
after the date hereof and (i1) are directed by UnitedHealth or its affiliates to be
used for commitrnents meeting the requirements set forth in this Undertaking
15(b); and (B) such commitments would not otherwise have been agreed to in
the ordinary course of such foundations' operations.

Undertaking 16. UnitedHealth reiterates its commitments set forth in DMHC
Undertaking number 18.

Undertaking 17. PLHIC shall file annually during the duration of these Undertakings with
CDI a report demonstrating compliance with each of the Undertakings set forth herein and,
describing what 1t believes to be the benefits to Californians that have ensued from the Merger,
including an explanation of expense savings related to PLHIC business that have resulted from
the Merger. Such reports are in addition to, and do not supersede, any other reports CDI may
require pursuant to the California Insurance Code.

Undertaking 18. UnitedHealth shall not, without CDI’s prior written approval, enter into any
new intercompany loan agreement with PLHIC whereby PLHIC will be required to fund the
anticipated extinguishment of the existing $1,053,560,000 PacifiCare indebtedness for borrowed
money upon or after the closing of the Merger.

Undertaking 19. For the longer of (1) the duration of these Undertakings, as defined in
Undenaking 20(d), or (2) two years after the transition to UnitedHealth’s legacy systems of
claims payment and customer service functions, PLEIC shall maintain, with respect to the
Medical Products, compliance in all material respects with the metrics set forth below (the
“Metrics”) and shall report to CDI, on a quarterly basis, its perfformance against the Metrics. In
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the event PLHIC fails to meet any of the standards set forth below, as measured on an annual,
calendar-year basis, and such failure is not the resuk of an event of force majuere and is outside
of a 3% tolerance threshold (as set forth below), PLHIC will work in good faith with CDI to
promptly develop and implemnent a corrective action plan intended to rectify such failure.
PLHIC will report on its progress against any such corrective plan on a quarterly basis together
with its reporting against the Metrics. In addition, if, after the first two quanters of 2006, PLHIC
fails for any calendar year to meet the agreed-upon standard within the tolerance threshold for
Justified Complaints, as defined in California Code of Regulations, Title 10, Section 2694, and
such failure is not the result of an event of force majuere, PLHIC will agree to pay 1o CDI a
penalty equal to $315 per Justified Complaint that exceeds the tolerance threshold for the
applicable year.

Standard

Tolerance Threshold

: _ Member Related Metrics
First call resolution rate 90% 87%
Net Claims adjustment volume 96% 93%
R Provder Relwted Mems - e
First call resolution rate 90% 87%
Percent of appeals resolved within 15 90% 87%
calendar days of proper receipt
Nurnber of Jusufied Complaints recerved TBD[1] TBD[1]
per 1,000 members
' , Qains Payrern Related Mems _
Percent of ¢claims auto-adjudicated 50% 47%
Claims processed within 30 calendar days 95% 92%

(1] PLHIC does not have adequate experience in monitoring Justified Complaints per 1,000
members to determine an appropriate standard at the date of the execution of these Undentakings.
Therefore, PLHIC and CDI will meet no later than July 30, 2006 to evaluate PLHIC's experience
for the first six (6) months of 2006 and to establish by mutual agreement the standard for this
category.

Undertaking 20. The Undertakings set forth herein shall be subject to the following terms
and conditions:

(3) Binding E ffect. The Undertakings set forth herein shall be binding on PLHIC and
its respective successors and permitted assigns. If PLHIC fails to fulfill irs
obligations to CDI as provided under the Undertakings set forth herein, PLHIC
stipulates and agrees that CDI shall have the authority to enforce the provisions of
these Undertalangs in a Califomia court of competent jurisdiction.

(b) Governing Law. The Undertakings set forth herein and their validity, enforcement,
and interpretation, shall for all purposes be govened by and construed in accordance
with the laws of the State of California.
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(c) Invalidity. In the event any Undertaking or any portion of any Undertaking set forth
herein shall be declared invalid or unenforceable for any reason by a court of
competent jurisdiction, such Undertaking or any portion of any Undertaking, to the
extent declared invalid or unenforceable, shall not affect the validity or enforceability
of any other Undertakings and such other Undertakings shall remain in full force and
effect and shall be enforceable to the maximum extent perminted by applicable law.

(d) Duration. The Undertakings set forth herein shall become effective upon the
effective date of the Merger, and except as to those provisions of Undertaking 19,
shall remain in full force and effect for four (4) years, ending on the fourth
anniversary of the closing date of the Merger, unless terminated sooner by
UnitedHealth and PLHIC with the written consent of CDI. PLHIC will promptly

notify CDI of the closing date of the Merger. In the event the Merger is not
consummated, for any reason, these Undertakings shall have no force or effect.

(¢) Third Party Rights. Nothing in the Undertakings set forth herein is intended to
provide any person other than UnitedHealth, PLHIC and CDI and their respective
successors and permitted assigns with any legal or equitable right or remedy with
respect to any provision of any undertaking set forth herein.

(f) Amendment. The Undertakings set forth herein may be amended only by written
agreement signed by UnitedHeakh and PLHIC and approved or consented to in

writing by CDL

(2) Assignment. No undertaking set forth herein may be assigned by UnitedHealth or
PLHIC in whole or part, without the prior written consent of CDI .

(h) Entire Agreement. These Undertakings embody the entire agreement and
undertakings of the parties hereto in respect of the subject matter and supersede all
prior agreements and undertakings, both written and oral, among UnrtedHeakh,
PLHIC and CDI.

(i) Specific Performance. In the event of any breach of these Undertakings,
UnitedHealth and PLHIC acknowledge that the State of California would be
irreparably harmed and could not be made whole by monetary damages. It is
accordingly agreed that UnitedHealth and PLHIC shall waive the defense in any
action for specific performance that a remedy at law would be adequate, and CDI
should be entitled to seek an injunction or mjunctions to prevent breaches of the
provisions of these Undertakings and to seek to enforce spectfically the terms and
provisions herem.

(j) Effect. UnitedHealth and PLHIC undertake to carry out the commitments and
obligations set forth in these Undertakings in such a manner as will not affect
adversely any other regulated affiliate of UnitedHealth and PLHIC or the
policyholders or members of any such affiliate.
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(k) Reports. The annual reports required by these Undertakings shall be submitted to
CDI within 75 days following the end of the calendar year, with the first annual report
due in 2007, based upon the 2006 calendar year. Quarterly reports shall be submitted
within 60 days following the end of each calendar quarter, with the first quarterly report
due 60 days following the end of the first quarter of 2006.

() Confidentiality of Reports. CDI agrees and acknowledges that all reports, :
Supplemental Information and any other informztion provided to CDI pussuant to these
Undertakings will be given confidential treatment by CDI to the fallest extent permitred
by California law, including but limited to the California Public Records Act and Secdons
735.5 and 12919 of the California Insurance Code, and that CDI will provide PLHIC
with eppropriate pzior notice of any judicial or other effort to compel CDI to disclose
any such reports or any nonpublic inforrration containéd therein,

Date: December 19, 2005 %‘v A M
Name: _ Jnscn t. Bertel

Prinr
Print Title: Freseitent
PacifiCare Life and Health Insurance Company

Date: December 19, 2005
DAVID J. LUuBg &N

Paont Tite: CSAISRAL COYASEL &
UnitedHealth Group Incorporated m&rmy
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	D. Alleged Violations Arising from Failing to Acknowledge the Receipt of Claims (First Amended OSC, ¶¶ 105-111)
	E. Alleged Violations Arising from Failing to Timely Pay Claims (First Amended OSC, ¶¶ 99-102)
	F. Alleged Violations Arising from Failing to Pay Interest on Late-Paid Claims (First Amended OSC, ¶¶ 103-104)
	G. Alleged Violations Arising from Incorrectly Denying Claims Based on an Illegal Pre-Existing Condition Exclusionary Period (First Amended OSC, ¶¶ 116-118)
	H. Alleged Violations Arising from Incorrectly Denying Claims Due to Failing to Maintain Certificates of Creditable Coverage (First Amended OSC, ¶¶ 119-122)
	I. Alleged Violations Arising from Failing to Correctly Pay Claims (First Amended OSC, ¶¶ 166-167)
	1. Alleged Violations Arising from Failing to Correctly Pay Claims Submitted by UCSF (First Amended OSC, ¶¶ 155-160)
	2. Alleged Violations Arising from Failing to Correctly Pay Claims Submitted by UCLA (First Amended OSC, ¶¶ 161-163)
	3. Alleged Violations Arising from Failing to Respond to Claims Submitted by UCLA (First Amended OSC, ¶¶ 164-165)

	J. Alleged Violations Arising from Improper and Untimely Overpayment Demands to Providers (First Amended OSC, ¶¶ 141-148)
	1. Alleged Violations Arising from Failing to Maintain Complete Claim Files (relating to overpayment demands) (First Amended OSC, ¶¶ 149-154)

	K. Alleged Violations Arising from Closing Or Denying Claims When Requesting Additional Information (First Amended OSC, ¶¶ 168-172)
	L. Alleged Violations Arising from Failing To Maintain Complete Claim Files (First Amended OSC, ¶ 114)
	M. Alleged Violations Arising from Failing To Conduct A Thorough Investigation
	N. Alleged Violations Arising from Failing to Conduct Business In Company's Own Name
	O. Alleged Violations Arising from Failing to Train Claims Personnel (First Amended OSC, ¶¶ 123-125)
	P. Alleged Violations Arising from Failing to Timely Respond to Provider Disputes (First Amended OSC, ¶ 112)
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	U. Alleged Violations Arising from PLHIC Misrepresentations To CDI
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