Item 3. Legal Proceedings.

Consumers Union of the U.S., Inc. et. al. For a discussion of this action, see “Item 1 — Business — Additional
Factors that May Affect Future Results of Qperations.”

Thomas, et al. v. Empire, et al. In May 2003, this putative class action was commenced in the United States
District Court for the Southern District of Florida, Miami Division against the Blue Cross Blue Shield
Association, Empire and substantially all of the other Blue plans in the country. The named plaintiffs have
brought this case on their own behalf and also purport to bring it on behalf of similarly situated physicians and
seek damages and injunctive relief to redress their claim of economic losses which they allege is the result of
defendants, on their own and as part of a common scheme, systemically denying, delaying and diminishing claim
payments. More specifically, plaintiffs allege that the defendants deny payment based upon cost or actuarial
criteria rather than medical necessity or coverage, improperly downcede and bundle claims, refuse to recognize
modifiers, intentionally delay payment by pending otherwise payable claims and through calculated
understaffing, use explanation of benefits, or EOBs, that fraudulently conceal the true nature of what was
processed and paid and, finally, by use of capitation agreements which they allege are structured to frustrate a
provider’s ability to maximize reimbursement under the capitated agreement. The plaintiffs allege that the co-
conspirators include not only the named defendants but also other insurance companies, trade associations and
related entities such as Milliman and Robertson (actuarial firm), McKesson (claims processing software
company), National Committee for Quality Assurance, Health Insurance Association of America, the American
Association of Health Plans and the Coalition for Quality Healthcare. In addition to asserting a claim for
declaratory and injunctive relief to prevent future damages, plaintiffs assert several causes of action based upon
civil RICO and mail fraud.

The plaintiffs have subsequently amended their complaint, adding several medical societies as additional
plaintiffs, a cause of action based upon an assignment of benefits, adding several additional defendants including
WellChoice, Inc. and two of its other subsidiaries, WellChoice Insurance of New Jersey, Inc. and Empire
HealthChoice HMO, Inc. and dropping their direct RICO claim, but instead base their RICO claim solely on a
conspiracy theory.

In October 2003, the action was transferred to District Court Judge Federico Moreno, who also presides
over Shane v. Humana, et al,, a class-action lawsuit brought against other insurers and HMOs on behalf of health
care providers nationwide. The Thomas case involves allegations similar to those made in the Shane action. In
the Shane case, the 11* Circuit Court of Appeals, on September 1, 2004, upheld class certification as to RICO
related claims but decertified a class as to state law claims. On October 15, 2004, the Shane defendants filed a
petition for a writ of certiorari, seeking U.S. Supreme Court review of the 11% Circuit decision.

On June 14, 2004, the court ordered the commencement of discovery. The defendants filed motions to
dismiss on October 4, 2004, which are perding before the court. Meanwhile, class certification discovery is
ongoing. Plaintiffs’ motion for class certification was served on December 31, 2004 and our response is due by
February 28, 2003.

Solomon, et al. v. Empire, et al. In November 2003, this putative class action was commenced in the United
States District Court for the Southern District of Florida, Miami Division against the Blue Cross Blue Shield
Association, Empire and substantially all other Blue plans in the country. This case is similar to Thomas, et al. v.
Empire, et al, except that this case is brought on behalf of certain ancillary providers, such as podiatrists,
psychologists, chiropractors and physical therapists. Like the Thomas plaintiffs, the Solomon plaintiffs allege that
the defendants, on their own and as part of a common scheme, systematically deny, delay and diminish payments
to these providers. The plaintiffs’ allegations are similar to those set forth in Thomas but also include an allegation
that defendants have subjected plaintiffs claims for reimbursement to stricter scrutiny than claims submitted by
medical doctors and doctors of osteopathy. Plaintiffs are seeking compensatory and monetary damages and
injunctive relief. The complaint was subsequently amended to add several new parties, including WellCheice, Inc.
and two of its other subsidiarics, WellChoice Insurance of New Jersey, Inc. and Empire HealthChoice HMO, Inc.
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By an Order dated January 7, 2004, the case was transferred to Judge Moreno, but not consolidated with the
other pending actions. The Court, on its own initiative, deemed this action a “tag along” action to the Shane
litigation.

On June 14, 2004, the court ordered the commencement of discovery. The defendants filed motions to
dismiss on August 27, 2004 which are pending before the court. Meanwhile, class certification discovery is
ongoing. We expect plaintiffs’ motion for class certification to be served shortly and our response will be due on
or about February 28, 2005.

Other. We are also party to additional litigation and are, from time to time, named as co-defendants in legal
actions brought against governmental healthcare bodies. At present, we are not party to any additional litigation
that, if concluded in a manner adverse to us, would have a material adverse impact on us or our business.





