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Executive Summary 

With the introduction of the Affordable Care Act, insurance companies have to abide by 

medical loss ratios set by the government, which essentially limit profitability levels per 

insurance customer. Because Anthem is already at the target profitability levels, in order 

to improve overall profits, Anthem should do three things. Anthem should expand its 

national presence by acquiring smaller insurance companies in states in which Anthem 

does not yet operate (New Jersey is a prime target). Anthem should also push to cross-sell 

its insurance products. Lastly, Anthem should explore investment opportunities in health 

care products. In particular, Anthem should consider investing in the wearable 

technology market, which is currently a $14 Billion market and is expected to be $70 

Billion in 2024. By partnering with a wearable technology firm, Anthem can combine the 

firm's technological savvy with Anthem's brand name and extensive health care networks 

to advertise and distribute a wearable technology product designed to keep track of the 

customer's health and general lifestyle. With this product and unique distribution setup, 

Anthem could capture a portion of the $70 Billion market and increase their profits in a 

way that is not regulated by the Affordable Care Act.  

 

Company Background 

Anthem Blue Cross is one of the leading health benefits companies in the United States, 

serving one in nine Americans. The company, while under a different name, started in 

1944 and has gone through a series of mergers and acquisitions to become Anthem Blue 

Cross.  They offer a wide range of insurance coverage options, including health, life, 

dental, vision, and disability insurance for their customers.  
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Anthem has many different insurance options to meet the needs of its varied customers. 

Anthem has group plans for employers of small and large firms, offers insurance for 

individuals and families, and works with government agencies to help provide insurance 

to members with Medicaid and Medicare. Due to the variety of customers Anthem Blue 

Cross serves, there are many different price points and health coverage levels available to 

Anthem customers. These options include the traditional health insurance options of 

choosing between Preferred Provider Organizations (PPO) or Health Maintenance 

Organizations (HMO), but also include “hybrid” and “specialty products” to meet the 

wide variety of needs of Anthem’s insurance customers.  Having these options allows 

customers to choose how much they value the cost of their healthcare versus the freedom 

they have in choosing their healthcare providers.  

 

Financial Analysis 

Anthem Blue Cross is a large company, with a market capitalization of $42 billion. When 

reviewing Anthem's financials, the metrics are about on par with the rest of the 

companies in the health insurance industry. Anthem has a PE ratio of 17, which is close 

to the industry average of 18, and its operating margin is 5.91%, which is slightly above 

the industry average of 5.7%. One particular metric that is not on par with the industry is 

Anthem's revenue growth rate of 6.8%, which is far less than the industry average of 

14.4%, though Anthem's expected revenue growth for 2015 is much closer to that number 

at an estimated 11.17%.  
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From an investor standpoint, Anthem's dividend growth is appealing. In the last three 

years, the dividend has grown over 100%. Additionally, Anthem has repurchased 30.4 

million shares during the last year, amounting to about 10.4% of the total shares 

outstanding, suggesting to investors that Anthem is confident in its ability to profit 

moving forward, and in the stock market, confidence is often key.  

 

Stock Comparables 

 

 
 

One of the most important aspects of Anthem's financial documents may be the cash and 

cash equivalent line on the balance sheet. Currently, Anthem has about $2.15 Billion in 

cash and cash equivalents, which gives Anthem a lot of freedom moving forward. This is 

particularly important for financing acquisitions, as internal financing is generally 

preferred to external financing. In the past few years, insurance companies were focused 

on understanding the implications of the Affordable Care Act, and as such, were not 

acquiring many companies. Now that the implications of the law are clearer, having the 

freedom of cash on hand to engage in acquisitions to expand is encouraging.  
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Income Statement 
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Balance Sheet 
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Cash Flows 

 

 

Competitive Analysis 

Porter's Five Forces  

Industry Rivalry 

In the United States, the top three health insurance companies in terms of size are United 

Healthcare, Anthem Blue Cross, and the Kaiser Foundation. The players' market shares 

are 11.7%, 9.75%, and 7.66%, respectively. Although there are at least 125 insurance 

companies in the United States, the top five insurance companies own essentially 30% of 

the market, with the remaining groups holding less than 3% each. With the Affordable 

Care Act and the introduction of the Health Insurance Marketplace, comparing plans is 

easier than it used to be and insurance companies will be competing on value and number 

of options given to customers.   
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Because information is more readily available to customers, insurance companies will 

likely try to bid down prices to entice more customers. Fortunately for Anthem, their 

large size and economies of scale give them the opportunity to negotiate better deals with 

healthcare networks to lower Anthem's healthcare costs and better keep up with a 

potential pricing war with competitors. Additionally, Anthem's size and brand name 

compared to its competitors can provide an advantage in that it signals reliability to 

customers choosing between a well-known health insurance company and a less well-

known insurance company. Overall, Anthem's biggest concerns are the other two large 

insurance companies who have similar scale advantages and will prove to be competitors 

with regards to future healthcare acquisitions.  

 

Bargaining Power of the Buyers  

There are at least 125 insurance companies in the United States, and while this seems like 

a large number of insurance companies, these options do not necessarily exist evenly 

across all states. An extreme case is Rhode Island where there are only two health 

insurance choices in the state’s exchange, Blue Cross and Blue Shield of Rhode Island 

and the Neighborhood Health Plan of Rhode Island.   

 

Prior to the Affordable Care Act, bargaining power of the buyers of health insurance was 

lower than it is today. This was due to a lack of clear information about health insurance 

options and how those options compared to the competition. With the Affordable Care 

Act, the government has required that companies offer better value services by 
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establishing minimum medical loss ratios of 80%, meaning that insurance companies 

must use at least 80 cents of every premium dollar toward paying for costs of care and of 

running the business. Additionally, companies are now required to provide a clear 

explanation of benefits in the same format as other insurance companies on the Health 

Insurance Marketplace, where customers can easily compare insurance plans. The 

government also provides a fairly simple, and theoretically unbiased, measure of 

comparing health insurance options by giving health insurance companies "metal" 

rankings, ranging from bronze, silver, and gold to catastrophic. The ease of comparing 

plans after the Affordable Care Act means that buyers of health insurance have more 

information and can make decisions based more on the actual value of the product, rather 

than solely based on factors such as reputation, meaning health insurance companies will 

have to compete more on value to win customers.    

 

Bargaining Power of Suppliers 

Here the real question is who are the suppliers. People don’t really purchase anything 

tangible from insurance companies (the insurance companies negotiate deals with 

healthcare providers and help pay for healthcare services in exchange for monthly 

premiums and/or deductibles and co-pays). So, insurance companies profit by negotiating 

lower healthcare costs for their customers. Thus, it would seem that the variety of 

healthcare companies are the suppliers. Given the wide range of healthcare suppliers, 

there are many companies to negotiate lower prices with, and scale is a major benefit in 

being able to negotiate lower prices. A large insurance company that makes a certain 

healthcare center or doctor/group of doctors a preferred practice can push large numbers 
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of people to get their health needs taken care of at these locations, which justifies the deal 

those healthcare providers give to the insurance companies. Basically healthcare service 

providers lower their prices in exchange for insurance companies sending more people to 

their practice. 

 

There are a lot of options when it comes to people choosing where to take care of their 

health needs. Factors that affect their choices are distance from locations of residence, 

quality of care, and cost of care. While insurance companies are only affecting a 

consumer’s healthcare costs (and healthcare flexibility), cost is still a very important 

aspect of a consumer’s healthcare choice. There are many healthcare suppliers and a few 

large insurance companies, which gives insurance companies a lot of bargaining power 

(though healthcare costs are inflated largely in part because healthcare companies know 

that insurance companies will negotiate a lower price for their services).  Ultimately, it is 

the larger health insurance companies who hold the bargaining power of the suppliers in 

this industry.  

 

Threat of Substitutes 

Health insurance is now required by law in the United States, meaning every citizen is 

required to have health insurance. There are no substitutes for health insurance. 

 

Threat of New Entrants 

Since the top five health insurance companies hold about 30% of the market, while the 

rest of the insurance companies in the US hold such small market shares, it seems like it 
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would be difficult for the smaller insurance companies to take over large percentages of 

the market and truly compete with the top companies.  

 

First of all, providing insurance for consumers is a complicated business with constantly 

changing rules, regulations, and a confusing healthcare industry to deal with. In addition 

to the complicated nature of the business, there are economies of scale the large insurance 

companies enjoy, including holding long-term contracts with corporations to provide a 

certain company’s health insurance plan to its employees, having developed relationships 

with healthcare providers, and having maintained brand name recognition and subsequent 

trust in the services provided by that brand name.  

 

Besides the fact that it would take a long time for a new entrant to truly break into the 

market and compete with these economies of scale, a new insurance company would 

have incredibly high costs associated with starting the company, and would have to 

provide competitive value to customers without the benefits of the economies of scale 

previously mentioned. Ultimately, it seems like an expensive and difficult endeavor to 

enter the health insurance market and truly compete with the larger insurance companies, 

such as Anthem.  

 

“New” threats may more realistically come from the third through fifth largest insurance 

companies, which each own about 3% market share and have the brand name recognition 

and experience to capture more market share.  

SWOT Analysis 
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Strengths 
• Size  
• Earnings growth  
• Decreasing operating expenses 
• Strategic acquisitions and 

partnerships  
• Efficient capital management 
• Independent license for marketing 

products under BCBSA 
• Increasing customer base  
• Strong capital and cash positions 
• Aggressively buying back stock 
• Positive operating revenue outlook 
• Strong benefit expense ratio 
• Increasingly strong government 

business segment 
(Medicare/Medicaid) 

• Breadth of offerings 
• Higher than industry average ROE 
• Net income relatively resistant to 

recessions 

Weaknesses 
• Increasing debt-to-capital ratio 
• Has competitors with greater brand 

recognition 
• Drop of revenues in Commercial 

and Specialty Business segment 
• Social pressures to decrease the cost 

of health care 
• Low rates of member satisfaction 
• Negative public views of Anthem’s 

rates for small businesses 
• Negative opinion of increased 

premium rates 
• Increasing tax expenditures 

Opportunities 
• Capture the increasingly aging 

population 
• Acquisition of competitors 
• Capitalize on increased enrollment 

due to health care reform 
• Implementation of new technology 

to decrease operating expenses 
• Utilizing trends towards mobile 

fitness devices to decrease benefit 
expenses 

• Expansion into underrepresented 
states 

 

Threats 
• Changes to required ratios and 

increased regulation caused by 
recent healthcare reforms 

• Increasing medical cost trends 
• Competitive threats from peers with 

greater market share 
• Negative press resulting from denial 

of coverage 
• Digital data breaches 
• Logistic complications of increasing 

enrollment 
• Changes in market share during 

implementation of healthcare reform 
• Possible reduction in Medicare 

funding 
 

Strengths 

One of Anthem's greatest strengths is its size. It is currently the third largest health 

insurance company in the United States and with size comes economies of scale. Besides 
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this strategic strength, Anthem is also financially strong, as they are experiencing 

earnings growth, they are decreasing operating expenses, have a higher than industry 

average return on equity, have strong capital and cash positions, and their net income is 

relatively resistant to recessions because people always need healthcare and health 

patterns do not tend to change with economic conditions. All of these factors combined 

might explain why Anthem has been buying back so much of its own stock lately.  

 

Weaknesses 

While the company has an increasing debt-capital ratio, the risk of default is likely still 

very low as the company has fairly strong financial numbers, as was mentioned above. 

Additionally, the stability of the health insurance industry when compared to economic 

conditions is encouraging as it is unlikely a recession will result in the insurance 

company's inability to pay back its debt. Additional weaknesses are reputational and 

concern the potential for low member satisfaction, negative views of Anthem's rates for 

small businesses, and concerns about information security given Anthem's recent cyber 

security attack.  

 

Opportunities 

On a larger scale, Anthem has opportunity for growth due to the increasingly aging 

population. While this group is more prone to health issues, if Anthem recognizes that 

and charges the right amounts for older individuals, providing value-based insurance 

plans and additional coverage beyond Medicare could prove a profitable opportunity. 

Additionally, Anthem can acquire competitors to increase enrollment numbers, and on a 



	
   15	
  

smaller scale, Anthem could utilize various forms of technology to decrease operating 

expenses and better manage their customers' health care.  

 

Threats 

The main threat Anthem and the rest of the health insurance industry face is regulatory 

pressure from the United States government. Changing the medical loss ratio 

requirements could further reduce profitability in the industry. Additionally, within the 

industry, competition from peers with greater market share could bid higher for potential 

acquisition targets or steal customers away from Anthem.   

 

Strategic Recommendations 

With the introduction of the Affordable Care Act, insurance companies now face tight 

regulations on per-customer profitability. With the regulations on medical loss ratios 

requiring that at least 80 cents for every dollar of revenue earned from customers be used 

for medical expenses, there is not much room to improve profitability per individual, as 

Anthem already has a medical loss ratio between 80% and 85%. At this point, Anthem 

should continue to maintain profitability levels per person in that range, preferably closer 

to the 80% range and reassess its strategy for per-individual profitability if the ratio slips 

further from 80%.  

 

Since profitability per person is capped due to this regulation, and it is possible that 

further, stricter, regulations could raise the minimum medical loss ratio in the future, it is 

particularly important for Anthem to find alternative ways to profit. Anthem can do this 
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in two ways. The first is by increasing the amount of insurance services sold, which 

Anthem can do by increasing the number of people who are insured by Anthem and by 

cross-selling insurance products within existing Anthem customers.  The second way in 

which Anthem can find alternative ways to profit is by branching out from its core 

competency and investing in health care technology that can function as a form of 

product revenue as well as cost-savings through promoting a healthier lifestyles of 

insured individuals. 

 

In order to increase the quantity of individuals insured by Anthem, the company has three 

options. The first option is to acquire smaller health insurance companies. The second 

option is to encourage the 12% of Americans who still don't have health insurance and 

are currently paying penalties to change their minds and become insured by Anthem, and 

third option is to steal customers from other insurance companies. Of all of the options, 

the first option seems like the most efficient and realistic way to increase Anthem 

insurance membership as the other two options require convincing many people to 

change, while the acquisition requires convincing a few people to sell their company.  

 

In terms of going through the whole acquisition process, Anthem is very familiar with 

acquiring companies and merging existing infrastructure, so the main question is how 

should Anthem choose acquisition targets?  First of all, Anthem should consider 

acquisition targets outside of the 14 states in which it currently does business. By doing 

this, Anthem allows more individuals the opportunity to purchase insurance through 

Anthem Blue Cross. Theoretically, if Anthem acquired a smaller insurance company in a 
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state in which it already operated, it would be adding customers who purposely did not 

choose to be insured by Anthem Blue Cross, and they risk losing those customers to a 

competing insurance company.  

 

The second way Anthem should narrow down acquisition targets is by considering a 

number of factors that could influence potential for customer growth. The main factors to 

consider are total available population in the state, competing health insurance 

companies, legal restrictions (such as anti-trust regulation), and poverty levels (as they 

are associated with health insurance churn rates).  

 

Total available population is important as it gives an upper bound to the amount of new 

customers Anthem can acquire once it enters a new state. There is a big difference 

between insuring a maximum of about 27 million people in Texas to insuring a maximum 

of almost 600,000 people in Wyoming. Understanding the competitive landscape in a 

potential acquisition territory is also important. Whether Anthem will be competing for 

customers against other larger insurance companies or smaller ones changes whether or 

not Anthem will have an advantage in the state. Ideally, Anthem would be the largest 

player in the state after an acquisition so it could take advantage of its economies of 

scale, but anti-trust regulations may hinder that strategy. It should also be noted that some 

individuals may prefer smaller insurance companies to larger ones, so social attitudes 

towards large businesses should also be taken into consideration when considering the 

competitive landscape.     
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Lastly, recent research by Health Affairs, a leading peer-reviewed health care journal, 

suggests that churn rates for insurance companies are highest in low poverty-level areas.  

The study looks primarily at what factors affect eligibility for Medicaid and Marketplace 

coverage, and how that can affect churn rates in the insurance industry. If Anthem 

chooses a state with low poverty levels, it can capitalize on churn rates by poaching 

customers from other insurance companies while simultaneously making an effort to 

avoid losing customers due to the higher churn rates by offering incentives to keep 

Medicaid and marketplace customers once they are no longer eligible for those programs. 

Thus, if Anthem can benefit from churn rates by poaching customers from other 

insurance companies and also manage to not lose as many customers as its competitors, 

Anthem could benefit from choosing to enter a state with low-poverty levels and 

subsequently high churn rates.  

 

Given these factors, New Jersey is a prime state to choose as it has nearly nine million 

potential members and is the second lowest poverty state in the country, with a poverty 

rate of only 6.8% compared to the worst state, Mississippi, with a 20.1% poverty rate. 

The next step would be to determine the competitive landscape and clear any potential 

antitrust issues with the appropriate authorities before choosing a specific acquisition 

target.  

 

While acquiring smaller health insurance companies can grow Anthem's customer base, it 

is also possible to increase the number of plans sold by cross-selling products within 

existing customers. In addition to health insurance, Anthem also offers life, dental, 



	
   19	
  

vision, and disability insurance. By either bundling insurance plans or offering discounts 

to current members who purchase multiple plans through Anthem, they can increase the 

amount of services sold, thus increasing overall profitability.  

 

Additionally, besides increasing overall profitability by adding new members and selling 

more insurance products, Anthem can expand its product offerings by selling products 

related to health care that are not regulated by the Affordable Care Act. In 2012, Anthem 

expanded their product offerings by acquiring 1-800-Contacts, a leading contact retailer 

in the United States. Currently, Anthem benefits by earning profits from selling contacts 

through 1-800-Contacts and by offering discounts on those contacts to those insured by 

Anthem, encouraging customer loyalty. 

 

This team suggests considering a similar investment in the wearable technology industry. 

An example of wearable technology would be a bracelet that could count the number of 

steps taken during a day or measure an individual's heart rate, oxygen levels, temperature, 

etc. This information would then be available on a computer or other similar device to 

track visually and numerically, showing an individual's general health levels, habits, and 

progress on a given goal. The wearable technology market is estimated to be worth $14 

Billion and is estimated to grow to be worth $70 Billion by 2024. It is relevant to note 

that the market includes wearable technology for health care, safety, sports, military, and 

fashion, though health care is expected to be one of the largest segments. Even if Anthem 

can only capture 1% of the market, that would be worth $700 Million.  
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If Anthem were to enter the wearables technology market, there would be three ways to 

enter. One way would be to start by building prototypes from scratch. Given that 

Anthem's core competency is in health insurance, rather than in developing a popular and 

functional technological product, this option is strategically ruled out. The second option 

is to acquire a company that already has a prototype and sell the product through 

Anthem's health care providers. This is a feasible possibility, but it depends on the 

negotiated acquisition price. Currently, many technology companies are considered 

overvalued, making this option seem less attractive.  Lastly, Anthem could partner with 

another company that specializes in producing wearable technology designed to monitor 

and improve an individual's health. This seems to be the best option, as it would be 

lower-cost and would provide benefits for both parties. On the insurance side, if Anthem 

could sell the product at a discount to its members, it would provide yet another perk of 

choosing Anthem insurance, which could increase customer satisfaction and loyalty. On 

the wearable technology side, a smaller company partnered with Anthem could use 

Anthem's brand name and relationships with health care offices and hospitals as possible 

product distribution channels. This would give a smaller wearable technology firm an 

edge in the health care specific wearable technology market when competing with larger 

technology companies, such as Apple and Google who are also developing wearable 

technology. In fact, a major risk associated with investing in wearable technology would 

be if Google decided to give out high-quality wearable technology for free because they 

earn so much value just by collecting users' information. While this is a risk, if Anthem 

could utilize its healthcare connections to make a given wearable technology a preferred 

piece of technology to its customers, by integrating it into an individual’s daily healthcare 
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routine by having Anthem doctors promote the product and integrate the product into 

their healthcare systems, Anthem could take advantage of their unique position as a 

health insurance company in the growing wearable technology market.  

 

Ultimately, Anthem should continue managing its profit margins as is to maintain the 

approximately 80% market loss ratio allowed by the Affordable Care Act. Because this 

regulation does not allow Anthem to increase profitability per person further, Anthem has 

to find ways to increase profitability in other ways. The three ways mentioned in this 

report are to expand Anthem's national presence by acquiring smaller insurance 

companies in states in which Anthem does not yet operate, to cross-sell Anthem's 

insurance products, and to explore investment opportunities in health care products, such 

as the wearable technology market.   


