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MAGELLAN HEALTH SERVICES, INC.
55 Nod Road

Avon, Connecticut 06001
www.MagellanHealth.com

April 10, 2013

Dear Shareholder:

        You are cordially invited to attend the 2013 annual meeting of shareholders of Magellan Health Services, Inc., to be held on Wednesday,
May 22, 2013 at 8:30 a.m., local time, at our corporate headquarters at 55 Nod Road, Avon, Connecticut 06001.

        This year, three (3) directors are nominated for election to our board of directors. At the meeting, shareholders will be asked to: (i) elect
three (3) directors to serve until our 2016 annual meeting, (ii) approve, in an advisory vote, the compensation of our named executive officers;
(iii) ratify the appointment of Ernst & Young LLP as our independent auditor for fiscal year 2013; and (iv) transact such other business as may
properly come before the meeting or any adjournment or postponement thereof.

        The accompanying proxy statement provides a detailed description of these proposals. We urge you to read the accompanying materials so
that you may be informed about the business to be addressed at our annual meeting.

        It is important that your shares be represented at the annual meeting. Accordingly, we ask you, whether or not you plan to attend the annual
meeting, to complete, sign and date the enclosed proxy card and return it to us promptly in the enclosed envelope or to otherwise vote in
accordance with the instructions on your proxy card. If you attend the meeting, you may vote in person, even if you have previously mailed in
your proxy. However, if you hold your shares in a brokerage account ("street name"), you will need to obtain a proxy form from the institution
that holds your shares reflecting your stock ownership as of the record date, to be able to vote by ballot at the meeting.

        We look forward to seeing you at the meeting.

 IF YOU PLAN TO ATTEND THE MEETING:

Registration and seating will begin at 8:00 a.m. Shareholders and their guests will be asked to sign-in and may be asked to present a valid
picture identification. Shareholders holding stock in street name will need to obtain a proxy form from their broker or other institution that
holds their shares to evidence their stock ownership as of the record date.

Sincerely,
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Barry M. Smith
Chief Executive Officer
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MAGELLAN HEALTH SERVICES, INC.
55 Nod Road

Avon, Connecticut 06001
www.MagellanHealth.com

Notice of Annual Meeting of Shareholders

TIME AND DATE 8:30 a.m., local time, on Wednesday, May 22, 2013

PLACE Our corporate headquarters at 55 Nod Road, Avon, CT 06001

PURPOSE (1) To elect three (3) members of the board of directors to serve until our 2016 annual meeting;

(2) To approve, in an advisory vote, the compensation of our named executive officers;

(3) To ratify the appointment of Ernst & Young LLP as our independent auditor for the fiscal year 2013; and

(4) To transact such other business as may properly come before the meeting or any adjournment or
postponement thereof.

RECORD DATE You can vote if you are a shareholder of record at the close of business on April 1, 2013.

PROXY VOTING It is important that you vote your shares. You can vote your shares by completing and returning the proxy card sent
to you. You can revoke a proxy at any time prior to its exercise at the meeting by following the instructions in the
accompanying proxy statement.

Important Notice Regarding the Availability of Proxy Materials for the Annual Meeting of Shareholders to be Held on May 22, 2013:

        Our proxy statement and form of proxy are enclosed along with our 2012 Annual Report to Shareholders. These materials are also available
on our website at www.MagellanHealth.com/ar and www.MagellanHealth.com/proxy.

DANIEL N. GREGOIRE
Secretary

Avon, Connecticut
April 10, 2013
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 MAGELLAN HEALTH SERVICES, INC.
55 Nod Road

Avon, Connecticut 06001

 Proxy Statement for Annual Meeting of Shareholders
to be Held May 22, 2013

 INTRODUCTION

        This proxy statement is being furnished to shareholders of Magellan Health Services, Inc., a Delaware corporation (the "company" or "we"
or "us"), in connection with the solicitation of proxies by our board of directors for use at our annual meeting of shareholders to be held on
Wednesday, May 22, 2013, at 8:30 a.m., local time, at our corporate headquarters at 55 Nod Road, Avon, Connecticut 06001, and any
adjournment or postponement thereof. This proxy statement is dated April 10, 2013, and is first being mailed to shareholders along with the
related form of proxy on or about April 10, 2013.

 ABOUT THE MEETING

What is the purpose of the annual meeting?

        At the annual meeting, shareholders will be asked to consider and vote upon three proposals: (i) to elect three (3) directors to serve until the
2016 annual meeting ("Proposal Number One"); (ii) to approve, in an advisory vote, the compensation of our named executive officers
("Proposal Number Two"); and (iii) to ratify the appointment of Ernst & Young LLP as our independent auditor for the fiscal year 2013
("Proposal Number Three"). In addition, management will report on our performance and respond to your questions.

Who is entitled to vote at the meeting?

        Only shareholders of record at the close of business on April 1, 2013, the date our board of directors has fixed as the record date for
determining holders of outstanding shares of our Ordinary Common Stock, par value $.01 per share ("shares" or "common stock"), who are
entitled to notice of and to vote at the annual meeting, are entitled to vote at the meeting.

What constitutes a quorum and why is one required?

        The presence at the meeting, in person or by proxy, of shareholders representing a majority of the votes which all shareholders are entitled
to cast on the election of directors or any other matter on the record date, will constitute a quorum. A quorum is the minimum number of shares
required by law to be present or represented by proxy at the annual meeting for any action to be taken at the annual meeting. As of April 1, 2013,
the approximate number of holders of record of our common stock was 305, and 27,071,737 shares of our common stock were issued and
outstanding. The presence, in person or by proxy, of the holders of common stock representing at least 13,535,869 votes is required to establish a
quorum.

        Under our by-laws, abstentions and broker non-votes are counted for purposes of determining the number of shares represented at the
meeting and entitled to vote. Broker non-votes occur when a broker nominee, holding shares in street name for the beneficial owner of the
shares, has not received voting instructions from the beneficial owner and does not have discretionary authority to vote. Under the rules of the
U.S. Securities and Exchange Commission (the "SEC") and other rules applicable to brokers, brokerage firms holding shares on behalf of their
clients do not have the authority to vote on discretionary matters, including Proposals Number One and Two. As a result, abstentions and broker

1
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non-votes will have the effect of a vote against Proposals Number Two and Three but will not have any effect on Proposal Number One.

        A properly executed proxy marked "WITHHOLD AUTHORITY" with respect to the election of one or more directors will not be voted
with respect to the director or directors indicated, although it will be counted for purposes of determining whether there is a quorum at the
meeting.

How do I vote?

        If you are a registered shareholder on the record date and complete and properly sign and return the accompanying proxy card in time for
the meeting, it will be voted as you direct. If you are a registered shareholder on the record date and attend the meeting, you may deliver your
completed proxy card in person. If your shares are held on the record date by a broker (held "in street name") and you wish to vote at the
meeting in person or by proxy, you must obtain and follow directions from your broker as to how to have your shares voted or obtain a proxy
form from your broker to evidence your ownership and voting rights. In all cases, your votes will be counted by tellers of our transfer agent.
These tellers will canvass the shareholders present at the annual meeting, count their votes and count the votes represented by proxies presented.

        Unless your proxy specifies otherwise, proxies will be voted (a) FOR the election of the nominated directors in Proposal Number One;
(b) FOR the compensation of our named executive officers in Proposal Number Two; (c) FOR the ratification of Ernst & Young LLP as our
independent auditor for the fiscal year 2013 in Proposal Number Three; and (d) otherwise in the discretion of the proxy holders as to any other
matter that may come before the annual meeting. We expect that our current executive officers and members of our board of directors will vote
their shares (representing approximately 0.9% of the shares of common stock issued and outstanding as of April 1, 2013) in favor of election of
the nominee directors in Proposal Number One, in favor of approval of our executive compensation in Proposal Number Two, and in favor of
approval of ratification of our auditors for the fiscal year 2013 in Proposal Number Three, as presented in this proxy statement.

Can I change my vote?

        Any shareholder who has given a proxy has the power to revoke that proxy at any time before it is voted by either: (i) filing a written
revocation or a duly executed proxy bearing a later date, by mail and received before the annual meeting, with Daniel N. Gregoire, our
Secretary, at Magellan Health Services, Inc., 55 Nod Road, Avon, Connecticut 06001; (ii) appearing at the annual meeting and voting in person;
or (iii) casting another vote in the same manner as the original vote was cast. Attendance at the annual meeting will not in and of itself constitute
the revocation of a proxy. Voting by those present during the conduct of the annual meeting will be by ballot.

What vote is required to approve each proposal?

        Election of Directors.    The affirmative vote of a plurality of the votes of the shares of common stock that are present in person or
represented by proxy at the annual meeting and entitled to vote in the election of directors is required to elect the directors proposed in Proposal
Number One.

        Compensation of Executive Officers.    Proposal Number Two is advisory in nature and is non-binding. The affirmative vote of the holders
of a majority of the votes that are present in person or represented by proxy at the annual meeting and entitled to vote on the matter is required to
approve Proposal Number Two.

        Ratification of Independent Auditors.    The affirmative vote of the holders of a majority of the votes that are present in person or
represented by proxy at the annual meeting and entitled to vote on the matter is required to approve Proposal Number Three.

2
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 Important Message about Voting Your Shares

        SEC rules and other applicable rules govern how shares held in brokerage accounts are voted on several types of matters. If you do not vote
your shares on Proposal Number One (election of directors) and Proposal Number Two (compensation of named executive officers), your
brokerage firm can no longer vote them for you; your shares will remain unvoted. Therefore, it is very important that you vote your shares on all
items, including the election of directors.

        We will post the results of the voting on our website at www.MagellanHealth.com.

 Important Notice Regarding the Availability of Proxy Materials for the Annual Meeting of Shareholders to be Held on May 22, 2013

        Under the rules of the SEC, we have chosen to deliver proxy materials to shareholders under the "full set delivery option," i.e. by providing
paper copies of the company's full proxy statement and form of proxy for our annual meeting of shareholders to be held at 8:30 a.m., local time,
on May 22, 2013, at our corporate headquarters at 55 Nod Road, Avon, Connecticut 06001, and our 2012 Annual Report to Shareholders. These
materials are also available on our website at www.MagellanHealth.com/ar and www.MagellanHealth.com/proxy.

 SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

 Who are the largest owners of your stock?

        The following table sets forth certain information as of April 1, 2013 (except as otherwise noted) with respect to any person known by the
company to be the beneficial owner of more than 5% of the outstanding shares of our common stock:

Name and Address of Beneficial Owner

Amount and Nature
of Beneficial
Ownership(1)

Percent
of Class(1)

BlackRock, Inc.(2) 2,193,414 8.1
40 East 52nd Street
New York, NY 10022

The Vanguard Group, Inc.(3) 1,915,904 7.1
100 Vanguard Blvd.
Malvern, PA 19355

(1)
The information regarding the beneficial ownership of common stock by each named entity is included in reliance on its reports filed
with the SEC, except that the percentage of common stock beneficially owned is based upon the company's calculations made in
reliance upon the number of shares reported to be beneficially owned by such entity in such report and on 27,071,737 shares of
common stock issued and outstanding as of 4/1/13.

(2)
Based on information set forth in Amendment No. 3 to Schedule 13G filed on 2/1/13. BlackRock, Inc. is the parent holding company
of the following investment adviser subsidiaries which exercise investment control over accounts that hold company shares:
BlackRock Japan Co. Ltd., BlackRock Institutional Trust Company, N.A., BlackRock Fund Advisors, Black Rock Asset Management
Canada Limited, BlackRock Asset Management Australia Limited, BlackRock Advisors, LLC, BlackRock Investment
Management, LLC, BlackRock Asset Management Ireland Limited, BlackRock International Limited, BlackRock (UK) Limited and
BlackRock Investment Management (UK) Limited.

3
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(3)
Based on information set forth in Amendment No. 2 to Schedule 13G filed on 2/12/13. The Vanguard Group, Inc. is the investment
manager of collective trust accounts which hold company shares. Includes shares held by Vanguard Fiduciary Trust Company and
Vanguard Investments Australia, Ltd, each a wholly-owned subsidiary.

 How much stock do your executive officers and directors own?

        The following table sets forth information regarding the beneficial ownership of our common stock as of April 1, 2013 (except as otherwise
noted) by: (i) each director and nominee for director; (ii) each of the executive officers named in the Summary Compensation Table; and (iii) all
directors and executive officers as a group.

Name of Beneficial Owner
Amount and Nature of

Beneficial Ownership(1)(2)
Percent

of Class(3)
Michael P. Ressner 35,411 *
Michael Diament 35,411 *
Barry M. Smith 9,873 *
William J. McBride 35,411 *
Robert M. Le Blanc 29,692 *
William D. Forrest 22,129 *
René Lerer, M.D. 1,111,651 4.0
Mary F. Sammons 4,809 *
Eran Broshy 13,559 *
Jonathan N. Rubin 248,683 *
Daniel N. Gregoire 143,697 *
Tina Blasi 44,675 *
Caskie Lewis-Clapper 127,216 *
All directors and executive officers as a group (13) persons)(4) 1,862,820 6.5

*
Less than 1.0% of total outstanding.

(1)
Unless otherwise indicated in the footnotes to this table and subject to community property laws where applicable, the company
believes that each of the stockholders named in this table has sole voting and investment power with respect to the shares indicated as
beneficially owned. This table is based upon information supplied by the directors and executive officers.

4
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(2)
Includes as beneficially owned stock options held by such individuals which are exercisable or vest within 60 days of 4/1/13, in
accordance with SEC Rule 13d-3. The above ownership figures include the following stock options:

Name Options Held
Michael P. Ressner 12,120
Michael Diament 12,120
Barry M. Smith �
William J. McBride 12,120
Robert M. Le Blanc 12,120
William D. Forrest 5,451
René Lerer, M.D 1,028,164
Mary F. Sammons �
Eran Broshy �
Jonathan N. Rubin 236,155
Daniel N. Gregoire 136,820
Tina Blasi 37,785
Caskie Lewis-Clapper 113,944
All directors and executive officers as a group 1,606,799

(3)
The percentage of common stock beneficially owned is based upon 27,071,737 shares of common stock issued and outstanding as of
the above date.

(4)
The number of directors and executive officers and share ownership information specified in this line does not include information for
Ms. Rohan, who resigned in June 2012.

 Section 16(a) Beneficial Ownership Reporting Compliance

        Section 16(a) of the Securities Exchange Act of 1934, as amended (the "Exchange Act"), requires our executive officers and directors, and
persons who own more than 10% of our common stock, to file reports of ownership and changes in ownership of our common stock with the
SEC. Executive officers, directors and greater than 10% shareholders are required by the SEC to furnish us with copies of all Section 16(a)
reports that they file.

        Based on our review of the copies of such reports, or written representations from certain reporting persons that no reports on Form 3, 4 or
5 were required for those persons, we believe that all reports required by Section 16(a) to be filed by our current executive officers, directors and
greater than 10% shareholders during 2012 were filed on a timely basis, except one Form 4 was filed late for Tina Blasi regarding an award of
1,000 RSUs to her on September 4, 2012.

5
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 CORPORATE GOVERNANCE AND RELATED MATTERS

 General

        The business and affairs of the company are managed under the direction of the board of directors. The size of the board is currently fixed
at nine (9) directors, divided into three groups of three directors each of whom serve for staggered three-year terms. The board has been
structured in this fashion to provide stability in the composition of the board and to encourage a long-term outlook by the board to allow it to
formulate and implement our business plan.

        Several provisions of the company's by-laws and the policies adopted by the board are designed to promote effective and independent
governance of the company. Under the by-laws, the board is required to present to the shareholders nominees for election as director and to take
other corporate actions to cause the composition of the board, and in particular its Audit and Management Compensation Committees, to meet
all applicable independence requirements. As described under "Director Independence" below, the listing standards of the NASDAQ Global
Market ("NASDAQ") require the company's board to be comprised of a majority of independent directors. Additional independence requirements
under NASDAQ and SEC rules apply to the composition of the Audit and Management Compensation Committees. Our board also has a
Nominating/Corporate Governance Committee to identify and recommend individuals to the board for nomination as members of the board and
to review corporate governance principles which apply to the company. Our chairman of the board, Dr. Lerer, currently serves in a full-time
executive chairman role. If the chairman of the board is not considered independent under applicable rules, our by-laws provide for the
designation of a lead director to fulfill various leadership functions on behalf of the non-employee directors for which the chairman of the board
otherwise would be responsible. Due to Dr. Lerer's service as executive chairman of the board, he is not considered independent for these
purposes, and the lead director provisions of our by-laws are applicable, as described below. The board has also adopted corporate governance
guidelines which address several issues with how the board functions; these guidelines are posted on the Corporate Governance section of our
internet site at www.MagellanHealth.com.

        During 2012, the roles of chairman of the board and chief executive officer were combined in Dr. Lerer. With the appointment of
Mr. Smith as chief executive officer as of January 1, 2013, and the assumption of the executive chairman role by Dr. Lerer, the board split these
two roles as a transitional arrangement. Under Dr. Lerer's employment agreement, he will serve as the executive chairman on a full-time basis in
2013 and as the non-executive chairman in 2014 and possibly 2015. The board believes that this arrangement is promoting an orderly transition
to Mr. Smith as the company's chief executive officer. At the same time, the company's strong lead director role provides an effective means for
the independent directors to exercise appropriate independent oversight of management. See "Lead Director" below.

 Lead Director

        Mr. Le Blanc currently serves as the lead director of the board of directors. In that role, Mr. Le Blanc chairs the executive sessions of our
independent outside (non-management) directors and meets regularly with the chairman of the board and the chief executive officer regarding
major corporate strategies and policies. As part of all regularly-scheduled meetings of the board, the outside directors meet in executive session,
with Mr. Le Blanc chairing the meeting, to discuss pending board matters. At present, all of the directors except Dr. Lerer and Mr. Smith are
independent outside directors.

        In addition, Mr. Le Blanc has been designated the lead director for purposes of receiving communications from interested parties and from
shareholders. Mr. Le Blanc is considered independent under applicable independence standards. You may express your concerns to the

6
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independent directors by contacting the lead director through the communication channels set forth in the section entitled "Communications with
Directors and Management" below.

 Management of Risk

        The board believes that risk management oversight forms an integral part of formulating and carrying out its business strategy and plans for
the company. Several risk management functions are assigned in the first instance to the Audit Committee, which oversees the company's
internal audit function, the engagement of independent auditors, the design and results of the annual independent audit, the assessment of
internal financial and other controls, and the risk management function of the company's legal and compliance staffs. However, the full board
regularly considers risk management issues during its normal decision-making processes. In addition, the Management Compensation
Committee has considered the risks arising out of the company's compensation policies and practices.

        The Audit Committee oversees an enterprise-wide risk management process which is coordinated by the company's internal auditors and
includes the identification and evaluation of risks through interviews with key members of management. The Audit Committee is charged under
its charter with reviewing the effectiveness of the company's processes for assessing and managing significant risks and reviewing the steps that
management has taken to minimize those risks. It considers and reviews with management, the company's independent auditors and the head of
the company's internal audit function, the effectiveness of or weaknesses in the company's internal controls, including information systems and
security, the overall control environment and accounting and financial controls. It reviews with the head of the company's internal audit function
(independent of other members of senior management) and the independent auditors the coordination of their audit efforts to assure
completeness of coverage of key business controls and risk areas, reduction of redundant efforts, and the effective use of audit resources. The
Audit Committee also regularly reviews risk management matters with the company's general counsel.

 Committees of the Board of Directors

        The board of directors has established an Audit Committee, a Management Compensation Committee and a Nominating/Corporate
Governance Committee, each of which is comprised solely of independent directors. The standards for determining director independence are
discussed under "Director Independence" below. The functions, responsibilities and members of each of the committees are also described
below. Each committee operates under a charter which is available in the Corporate Governance section of our website at
www.MagellanHealth.com.

        Audit Committee.    The primary function of the Audit Committee is to assist the board of directors in fulfilling its financial oversight
responsibility by reviewing the company's financial statements, the other financial information that is proposed to be provided to our
shareholders, the periodic financial reports filed with the SEC, the system of internal controls that management and the board of directors have
established, and the audit process. The Audit Committee was established in accordance with Section 3(a)(58)(A) of the Exchange Act and has a
written charter adopted by the board of directors which is available on our website at www.MagellanHealth.com. The Audit Committee has the
power to conduct or authorize investigations into any matter within the scope of its responsibilities and has unrestricted access to management,
the company's internal audit staff and current and former independent auditors and attorneys. The Audit Committee is responsible for selecting
and engaging the independent auditors and the head of the company's internal audit functions, reviewing the scope and approach of the annual
audit with the independent auditors, and pre-approving any audit and non-audit services to be performed by the independent auditors. The Audit
Committee is also required to review and approve the company's "whistle blower" policies and procedures for employees to report fraud,
accounting irregularities or other wrongdoing. It is authorized to retain independent counsel, accountants and others to assist it at the company's
expense.

7

Edgar Filing: MAGELLAN HEALTH SERVICES INC - Form DEF 14A

14



Table of Contents

        The members of the Audit Committee are appointed annually by the board, and the Audit Committee must be composed of at least three
directors, one of whom is appointed chairperson. The committee is required to meet at least five times per year, or more frequently as
circumstances dictate. The current members of the Audit Committee are Michael Ressner (chairman), William McBride and Michael Diament.
The board of directors has determined that each of Messrs. Ressner, McBride and Diament is independent for purposes of the NASDAQ listing
standards. The board has determined that Mr. Ressner is an "audit committee financial expert," as defined by Item 407 of SEC Regulation S-K,
and has financial sophistication, as required by NASDAQ listing standards. The board has determined that each of Messrs. McBride and
Diament is financially literate. Each member of the Audit Committee also meets the additional independence requirements for audit committees
under SEC Rule 10a-3.

        Management Compensation Committee.    The Management Compensation Committee is responsible for overseeing our management
compensation philosophies, policies, programs and practices. It has a written charter adopted by the board of directors which is available in the
Corporate Governance section of our website at www.MagellanHealth.com. The committee establishes our general compensation philosophy
and oversees the development and implementation of compensation programs. It also reviews and approves the means used for applying
corporate goals and setting performance objectives to be used in determining the compensation of our chief executive officer, other executive
officers and other members of senior management. The committee also reviews and approves the compensation for the chief executive officer
and the other executive officers designated in this proxy statement as Named Executive Officers. The current members of the Management
Compensation Committee are Michael Diament (chairman), William Forrest and Mary Sammons. The board of directors has determined that
each of Messrs. Diament and Forrest and Ms. Sammons is independent for purposes of the NASDAQ listing standards. Mr. Smith served on the
Management Compensation Committee during 2012 and was determined to be independent prior to his appointment as President and Chief
Executive Officer as of January 1, 2013.

        Nominating/Corporate Governance Committee.    The Nominating/Corporate Governance Committee identifies and recommends
individuals to the board for nomination as members of the board and its committees, oversees the company's ongoing efforts to ensure high
standards of corporate governance and periodically reviews and makes recommendations to the board concerning governance issues. In
nominating candidates, the committee takes into consideration the factors that it deems appropriate, including those described in the
Nominating/Corporate Governance Committee Charter, which is available in the Corporate Governance section of our website at
www.MagellanHealth.com. As provided in the company's by-laws, candidates for election to the board may also be nominated by shareholders
who meet certain requirements. The process which the Nominating/Corporate Governance Committee follows in selecting nominees is described
under "Process for Selecting Nominees to the Board" below. The current members of the Nominating/Corporate Governance Committee are
William McBride (chairman), Mary Sammons and Eran Broshy. The board of directors has determined that each of Mr. McBride, Ms. Sammons
and Mr. Broshy is independent for purposes of the NASDAQ listing standards.

 Number of Meetings and Attendance

        During 2012, the full board of directors held eleven meetings, the Audit Committee held five meetings, the Management Compensation
Committee held seven meetings and the Nominating/Corporate Governance Committee held two meetings. Each of the incumbent directors
attended all of the 2012 meetings of the board of directors and all of the 2012 meetings of the Audit, Management Compensation and
Nominating/Corporate Governance Committees of which they were a member, except that one director missed one meeting of the full board and
one meeting of the Nominating/Corporate Governance Committee. As a result, that director attended 85% of the relevant board and
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committee meetings. In addition, Mr. Smith absented himself from one meeting of the Management Compensation Committee at which his
compensation as chief executive officer was determined.

        While the board does not have a written policy regarding board member attendance at annual shareholder meetings, all members are
encouraged to attend, and the decision to recommend an incumbent board member for re-nomination takes into account, among other criteria,
the number of meetings attended and level of participation. All of the directors then serving attended the 2012 annual meeting of shareholders.

 Directors' Compensation

        The following table sets forth, for the year ended December 31, 2012, the compensation paid by the company to its non-executive directors.
The company does not pay any compensation in their capacity as directors to any directors who are also executive officers of the company.
During 2012, Dr. Lerer served as both an executive officer and a director and Mr. Smith did not serve as an executive officer of the company.

Name
Fees Earned or
Paid in Cash

Stock
Awards(1) Total

($) ($) ($)
Michael P. Ressner 110,000 125,018 235,018
Michael S. Diament 147,000 125,018 272,018
Barry M. Smith(2) 70,500 125,018 195,518
William J. McBride 113,000 125,018 238,018
Robert M. Le Blanc 101,555 125,018 226,573
William D. Forrest 105,000 125,018 230,018
Mary F. Sammons 76,500 125,018 201,518
Eran Broshy 81,000 125,018 206,018

(1)
The amounts shown in this column for the directors represent the grant date fair values of restricted share awards calculated in
accordance with FASB ASC Topic 718 on the basis of the number of shares awarded (2,959 for each of the directors) multiplied by
the closing price of the company's stock on the day of the award, 5/16/12 ($42.25).These figures differ from the $125,000 values of
stock awards contemplated by company policy due to rounding to the nearest whole share. Each of these restricted shares remained
held by each director as of December 31, 2012.

(2)
Mr. Smith ceased being a non-executive director as of January 1, 2013, when he became the company's chief executive officer.
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        Annual Board Fees.    In return for their services to the company as directors, the individuals who serve as members of the board of
directors receive the fees listed below; provided that no compensation is paid to those members who are also serving as employees of the
company:

Type of Fee Committee 2012 Fee
Annual Retainer�all non-employee directors N/A $ 50,000

Committee Chair Audit 20,000
Compensation 20,000
Nominating/Corporate Governance 10,000

Committee Member Audit 15,000
Compensation 10,000
Nominating/Corporate Governance 10,000

Lead Director N/A 20,000

Per meeting of the full board, attendance in person N/A 2,000

Per meeting of the full board, attendance by telephone N/A 1,000

Per committee meeting, attendance in person Audit 1,500
Compensation
Nominating/Corporate Governance
Special Committees

Per committee meeting, attendance by telephone Audit 1,000
Compensation
Nominating/Corporate Governance
Special Committees

        Equity Compensation.    For their services in 2012, independent directors serving as of the date of the 2012 annual meeting received awards
of restricted shares under the 2011 Management Incentive Plan ("2011 MIP") with an aggregate fair market value at that time equal to $125,000,
as measured by the closing price of the company's stock on that date. Directors whose service commences after the date of an annual meeting are
eligible to receive an award with a lesser aggregate fair market value as determined by the board. The restricted shares vest after a one-year
restriction period.

        Under the Company's Director Share Ownership Policy, non-employee directors are required to maintain a minimum share ownership
position equal in value to five times the annual retainer fee applicable to board members generally. For 2012, this annual retainer fee was
$50,000, and directors were required to hold shares with an aggregate fair market value equal to no less than $250,000. In order to meet this
requirement, directors are permitted to accumulate shares over time through regular grants as described above. However, directors are not
allowed to sell any shares unless they will retain share ownership with an aggregate fair market value equal to or greater than the required
amount. Currently, all non-employee directors meet this requirement. Those directors who are also executive officers are subject to a separate
equity ownership policy which is described below under "Executive Compensation�Compensation Discussion and Analysis�Equity Ownership
Policy."

        The Management Compensation Committee has the responsibility of reviewing the schedule of fees payable to directors and the design of
the company's compensation of directors. Following its
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review of these issues, its recommendations are forwarded to the board for approval. The committee decided not to recommend any change to
the schedule of fees for 2013, which has remained unchanged since 2008.

 Process for Selecting Nominees to the Board

        The Nominating/Corporate Governance Committee is responsible for, among other things, identifying, evaluating and recommending to the
board and shareholders candidates for election as members of the board. The board has adopted for application by the committee in selecting
candidates Corporate Governance Guidelines and a Policy for Selecting Nominees for Election as Directors, which are available in the Corporate
Governance section of the company's website at www.MagellanHealth.com. Shareholders may participate in the nomination of directors by two
methods: by recommending individual nominees for consideration for selection as nominees by the board of directors or by directly nominating
an individual to be voted on by shareholders for election as a director. For further information on the nomination of directors directly by
shareholders, see "Direct Shareholder Nominations" below. The Nominating/Corporate Governance Committee will evaluate and make
recommendations to the board regarding individuals properly presented by shareholders as candidates for nomination by the board.

        In general, no specific search effort must be completed to fill a director position, but the Nominating Committee may in its discretion
conduct a search. In the case of a vacancy in a director position, the committee recommends to the board an individual to fill that vacancy either
through appointment by the board or through election by the shareholders. The committee may retain a search firm to assist it in identifying and
evaluating candidates. The Policy for Selecting Nominees for Election as Directors provides that, in nominating candidates, the committee may
take into consideration the factors that it considers appropriate. The factors listed in the policy include the candidates' personal qualities and
characteristics; accomplishments and reputation in the business community; the candidate's current knowledge and contacts in the communities
in which the company does business and in the company's industry; the candidate's experience with business and other organizations of
comparable size; the candidate's ability and willingness to commit adequate time to board and committee matters; the candidate's ability to
complement the skills of the other directors and potential directors in building a board that is effective, collegial and responsive to the needs of
the company; and diversity of viewpoints, background, experience and other demographics. The Nominating/Corporate Governance Committee
has maintained diversity in business experience and viewpoints among board members by selecting individuals as nominees who have
backgrounds in and outside of the managed healthcare industry and in finance and accounting. The board believes that by its selection of
nominees it has promoted diversity in its membership in a way which has effectively served the company and its strategic goals.

        The Nominating/Corporate Governance Committee may consider candidates proposed by management, but it is not required to do so. The
committee conducts appropriate inquiries into the background and qualifications of possible candidates. With respect to incumbent directors, the
Nominating/Corporate Governance Committee reviews the director's overall service to the company during his or her term, including the
number of meetings attended, level of participation, quality of performance, and any circumstances that have presented or are expected to
present a conflict of interest with the company.

        In cases where members of the Nominating/Corporate Governance Committee are subject to re-election at the next annual meeting, those
directors exclude themselves from any committee discussion or action on their nomination.

        The Nominating/Corporate Governance Committee also develops and recommends to the board standards to be applied in making
determinations as to the absence of any material relationship between the company and a director and as to a director being otherwise considered
independent under the NASDAQ rules.
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        The Nominating/Corporate Governance Committee also identifies board members qualified to fill vacancies on any committee of the board
(including the Nominating/Corporate Governance Committee) and recommends the appointment of members to fill those vacancies. In
nominating a candidate for committee membership, the Nominating/Corporate Governance Committee takes into consideration the factors set
forth in the charter of the committee, if any, and any other factors it deems appropriate.

        Messrs. Ressner, Diament and Smith are currently serving as directors and were nominated for re-election as directors at the annual meeting
through the process described above.

 Shareholder Recommendations

        Shareholders who wish to recommend an individual for consideration by the Nominating/Corporate Governance Committee as a
prospective nominee for election to the board may do so by writing to our corporate secretary at 55 Nod Road, Avon, CT 06001, along with
whatever supporting material the shareholder considers appropriate. All such shareholder-recommended candidates should satisfy the following
criteria established by the Nominating/Corporate Governance Committee for its nominees for board membership:

�
The candidate should be an individual of accomplishment in his or her career.

�
The candidate should be able in carrying out his or her responsibilities as a director to make independent business judgments
in an analytical manner and should exhibit practical wisdom and mature judgment.

�
The candidate should possess the highest personal and professional ethics, integrity and values, and should be committed to
promoting the long-term interests of the company's shareholders, free of any relationship that may on a regular basis create a
conflict of interest between his or her directorial role and personal or associative interests.

�
The candidate should have expertise and experience in an area pertinent to the company's business, and have the time to and,
by personality, be capable of effectively providing advice and guidance to management of the company based on that
expertise and experience.

        In order for shareholder-recommended candidates to be considered in an orderly manner, generally, names and other supporting materials
should be submitted not later than six months prior to the anniversary of the mailing date of the Company's most recent past annual meeting
proxy statement, which will be October 10, 2013 for the 2014 annual meeting. Materials in support of a shareholder-recommended candidate
should include:

�
All information about the candidate that is required to be disclosed in solicitations of proxies for election of directors or
otherwise required under Regulation 14A under the Exchange Act, including a written consent to being named in the board's
proxy statement as a nominee and to serving as a director if elected.

�
An indication of whether the candidate qualifies as "independent" under the NASDAQ listing standards, including the
additional requirements relating to service on the Audit Committee.

�
The name and address of the recommending shareholder, as they appear on the company's books, and of any beneficial
owner on whose behalf the recommendation is made.

�
The class and number of shares of the company's stock that are beneficially owned and held of record by such shareholder or
beneficially owned by such beneficial owner.

�
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�
Whether the recommending shareholder, beneficial owner or candidate seeks to use the nomination to redress personal
claims or grievances against the company or to further personal interests or special interests not shared by stockholders at
large.

 Direct Shareholder Nominations

        In order to provide for the orderly consideration by shareholders of all nominees to be presented for election as directors by vote of the
shareholders, our by-laws require that certain advance notice be given to the company of a nomination made by a shareholder. No shareholder
nomination will be considered if the shareholder has not provided the requisite notice for presentation of a nominee to be voted on at the
upcoming annual meeting. To nominate an individual to be voted on for election as a director at a future shareholder meeting, notice of the
nomination must be given in writing to our corporate secretary at 55 Nod Road, Avon, CT 06001 by a shareholder entitled to notice of and to
vote at the meeting. To be effective, the nomination must be received not later than 90 days prior to the anniversary date of the previous year's
annual meeting, provided that if the date of the annual meeting is more than 30 days before or after the anniversary date of the previous annual
meeting, the nomination must be received within 15 days after the public announcement by the company of the date of the annual meeting. The
nomination must contain the following information to the extent known by the shareholder:

�
The name, age, business address, and residence address of the proposed nominee(s) and of the notifying shareholder.

�
The principal occupation of the proposed nominee.

�
A representation that the notifying shareholder intends to appear in person or by proxy at the meeting to nominate the
person(s) specified in the notice.

�
The class and total number of shares of capital stock and other company securities that are beneficially owned by the
notifying shareholder and by the proposed nominee and, if such securities are not owned solely and directly by the notifying
shareholder or the proposed nominee, the manner of beneficial ownership.

�
A description of all arrangements or understandings between the notifying shareholder and each nominee and any other
person or persons (naming such person or persons) pursuant to which the nomination(s) are to be made by the notifying
shareholder.

�
Such other information regarding the nominee proposed by such shareholder as would be required to be included in a proxy
statement filed with the SEC pursuant to Regulation 14A under the Exchange Act had the nominee been nominated by the
board.

�
The consent of the nominee to serve as a director of the company if so elected.

        The company may request any proposed nominee to furnish such other information as may reasonably be required by the company to
determine the qualifications of the proposed nominee to serve as a director of the company, including information bearing on the proposed
nominee's independence under relevant rules and factors. Within 15 days after receipt by the secretary of a shareholder notice of nomination, the
board must instruct the secretary to advise the notifying shareholder of any deficiencies in the notice. The notifying shareholder must cure the
deficiencies within 15 days of receipt of such notice.

        Nominations that are not in compliance with the by-laws will not be given effect.
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 Director Independence

        NASDAQ listing standards require that a majority of the company's board of directors be classified as independent directors. Under
NASDAQ rules, no director qualifies as independent unless the director is not an officer or employee of the company and was not employed by
the company during the preceding three years, and the board determines that the director has no relationship that would interfere with the
exercise of independent judgment in carrying out the responsibilities of a director. For various corporate governance purposes, including the
composition of the Nominating/Corporate Governance Committee and the Management Compensation Committee, we have separately adopted
a standard for determining when a director is independent which is identical to the NASDAQ standard. This standard is set forth below. In
addition, the charters of the committees of the board contain additional considerations which bear on a determination that their members are
independent for purposes of service on those committees.

        Our Nominating/Corporate Governance Committee as one of its key functions periodically monitors and reviews the independence status of
the directors. At its meeting held on February 26, 2013, the committee reported to the full board on its review of director independence. As part
of receiving the committee report, the board reviewed and considered transactions and relationships between each director or any member of his
or her immediate family and the company and its subsidiaries, including those reported under "Executive Officers�Certain Relationships and
Related Party Transactions" below. The purpose of this review was to determine whether any such relationships or transactions were
inconsistent with a determination that the director is independent. In making this determination, the board applied the following NASDAQ
standards, in addition to considering any other relevant facts and circumstances:

�
A director who is, or at any time during the past three years was, employed by the company, is not considered independent.

�
A director who accepted or who has a family member who accepted any payments from the company in excess of $120,000
during any period of twelve consecutive months within the three preceding years, except compensation for board or
committee service, compensation paid to a family member who is an employee (other than an executive officer) of the
company, and benefits under a tax-qualified retirement plan or non-discretionary compensation, is not considered
independent.

�
A director who is a family member of an individual who is or at any time during the past three years was, employed by the
company as an executive officer, is not considered independent.

�
A director who is, or has a family member who is, a partner in, or a controlling stockholder or any executive officer of, any
organization to which the company made, or from which the company received, payments for property or services in the
current or any of the past three fiscal years that exceeded 5% of the recipient's consolidated gross revenues for that year, or
$200,000, whichever is more, other than payments arising from investments in the company's securities and payments under
non-discretionary charitable contribution matching programs, is not considered independent.

�
A director who is, or has a family member who is employed as an executive officer of another entity where at any time
during the past three years any of the executive officers of the company serve on the compensation committee of such other
entity, is not considered independent.

�
A director who is, or has a family member who is, a current partner of the company's outside auditor, or was a partner or
employee of the company's outside auditor who worked on the company's audit at any time during any of the past three
years, is not considered independent.
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        The NASDAQ standards impose additional independence and qualification standards on the members of our Audit and Management
Compensation Committees. Under these standards, each committee member, in addition to meeting the definition of independence applicable to
all non-employee directors, is prohibited from accepting directly or indirectly any consulting, advisory or other compensatory fee from the
company or from being an affiliated person of the company or any subsidiary or affiliate of any subsidiary of the company, and must not have
participated in the preparation of the company's financial statements at any time during the past three years.

        Under the standards set forth above, the board determined that all of its members, including each of the members of our Audit Committee,
Management Compensation Committee and Nominating/ Corporate Governance Committee, are independent as of the date of this proxy
statement, except Dr. Lerer (our executive chairman and formerly our chief executive officer) and Mr. Smith (currently our chief executive
officer).

        With respect to Mr. Diament, the board considered whether his independence was affected by the fact that his brother and sister-in-law act
as participating providers under contracts with the company's behavioral health subsidiary. However, in view of the fact that those individuals
participate on standard economic terms as other providers, that the amount of their fees derived from the company was not material, and that the
services provided by them represent bona fide services, the board determined that Mr. Diament's independence was not affected. The board also
considered whether the independence of Mr. McBride was affected by the agreements and relationships that the company had during 2012 with
Amerigroup Corporation described below under "Executive Officers�Certain Relationships and Related Party Transactions." However, in view
of his position with that company, the relative size of the transaction in relation to the company and Amerigroup, the lack of involvement of
Mr. McBride in those agreements, and the fact that Mr. McBride resigned as a director of AmeriGroup on December 24, 2012 in connection
with the merger of Amerigroup with WellPoint, Inc., the committee reported to the full board, and the board determined, that his independence
was not affected by those matters.

 Compensation Committee Interlocks and Insider Participation

        The Management Compensation Committee during 2012 consisted of Messrs. Michael Diament (chairman), William Forrest and Barry
Smith. Upon his appointment as Chief Executive Officer as of January 1, 2013, Mr. Smith resigned from the committee. Mary Sammons was
appointed to the committee on February 25, 2013 to fill the vacancy created by Mr. Smith's resignation.

        None of the members of the Management Compensation Committee was an officer or employee of the company during 2012 or was
formerly an officer of the company. None of the company's executive officers serves as a member of the compensation committee (or other
board committee performing equivalent functions) of another entity that has one or more executive officers who serves on the company's board
or on the Management Compensation Committee, and none of the company's executive officers serve as a director of another entity one of
whose executive officers serve on the Management Compensation Committee.

 Review of Related Person Transactions

        The board has adopted a Related Person Transaction Policy, the purpose of which is to address the reporting, review and approval or
ratification of transactions with related persons. As a general matter, the company seeks to avoid related person transactions because they can
involve potential or actual conflicts of interest and pose the risk that they may be, or be perceived to be, based on considerations other than the
company's best interests. However, the company recognizes that in some circumstances transactions between the company and related persons
may be incidental to the normal course of business or provide an opportunity that is in the best interests of the company, or that is not
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inconsistent with the best interests of the company and where it is not efficient to pursue an alternative transaction. A copy of the policy is
available in the Corporate Governance section of our website at www.MagellanHealth.com.

        The policy applies to the following persons:

�
each director and executive officer of the company;

�
any nominee for election as a director of the company;

�
any security holder who is known to the company to own of record or beneficially more than five percent of any class of the
company's voting securities; and

�
any immediate family member of any of the above persons.

        For purposes of the policy, a related person transaction means any transaction or arrangement or series of transactions or arrangements in
which the company participates (whether or not the company is a party) and a related person has a direct or indirect interest that is material to the
related person. A related person's interest in a transaction or arrangement will be presumed material to that person unless it is clearly incidental
in nature or has been determined in accordance with the policy to be immaterial in nature such that further review is not warranted. The policy
lists several types of transactions or arrangements that are not considered related person transactions for purposes of the policy, some of which
include the following:

�
use of property, equipment or other assets owned or provided by the company, including aircraft, vehicles, housing and
computer or telephonic equipment, by a related person primarily for company business purposes, if such use is subject to
other policies of the company regarding such use;

�
reimbursement of business expenses incurred by a director or executive officer in the performance of his or her duties and
approved for reimbursement in accordance with the company's policies and practices; and

�
compensation arrangements for employees and consultants for their services as such that have been approved by the
Management Compensation Committee, other than certain perquisites.

        Under the policy, except as otherwise provided, any director, nominee for director or executive officer who intends to enter into a related
person transaction must disclose that intention and all material facts with respect to the transaction to the Audit Committee. Also, any officer or
employee who intends to cause the company to enter into any related person transaction must disclose that intention and all material facts with
respect to the transaction to his or her superior, who is responsible for seeing that that information is reported to the Audit Committee. As part of
disclosing the material facts with respect to the transaction, the person proposing the transaction must provide specific details about his or her
interest in the transaction, a description of the connection that person has with the transaction, the business justification for the transaction and
other specific details. The Audit Committee must then review the related person transaction and approve the transaction before the transaction
will be given effect. If the company in error enters into a related person transaction without pre-approval by the committee, the transaction must
promptly upon discovery be presented to the Audit Committee for its review. The committee then will make a recommendation whether undoing
or modifying the transaction is appropriate and whether any disciplinary action or changes in the company's controls and procedures should be
made.

        The Audit Committee may delegate its authority to review, approve or ratify related person transactions or categories of transactions, other
than those involving a member of the committee, to the chairman of the committee where action is warranted between scheduled committee
meetings. Any
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determination made under delegated authority must be presented to the full Audit Committee for review by the next regular meeting of the
committee.

        In approving or ratifying a related person transaction, the Audit Committee will consider under the relevant facts and circumstances
whether the transaction is in, or is not inconsistent with, the best interests of the company, including the following factors:

�
the position within or the relationship of the related person with the company;

�
the materiality of the transaction to the related person and the company;

�
the business purpose for and reasonableness of the transaction, taken in the context of alternatives available to the company;

�
whether the transaction is comparable to a transaction that could be available on an arms-length basis or is on terms that the
company offers generally to persons who are not related;

�
whether the transaction is in the ordinary course of the company's business and was proposed and considered in the ordinary
course of business; and

�
the effect of the transaction on the company's business and operations.

        The policy may be changed at any time by the board.

        For a description of certain arrangements between the company and related parties, see "Executive Officers�Certain Relationships and
Related Party Transactions" below.

 Codes of Ethics

        The board has adopted a Code of Ethics for Directors, covering directors only, and a Code of Ethics for Covered Officers, covering senior
executives and individuals reporting directly to the chief executive officer and finance department employees at a vice president level or above.
In addition, the company has adopted a Corporate Compliance Handbook covering all employees. The codes and the handbook provide a
framework for a comprehensive ethics and compliance process designed to ensure that we conduct our business in a legal and ethical manner.
All covered persons are expected to understand and comply with the policies and obligations described in the codes and the handbook.

        The Code of Ethics for Directors deals with conflicts of interest, corporate opportunities, confidentiality, fair dealing, protection and proper
use of company assets, compliance with laws, insider trading and personal loans to executive officers and directors. The Code of Ethics for
Covered Officers deals with good faith and fair dealing in all negotiations and transactions, actual and apparent conflicts of interest, responsible
use and protection of company assets, disclosures filed with the SEC or otherwise communicated to the public, compliance with laws, prompt
reporting of violations of the code of ethics and other applicable policies, and accountability with respect to compliance with the code of ethics.

        The handbook, among other things, contains a whistleblower policy that sets forth steps an employee should take if he or she has a question
about a legal or ethical issue related to his or her job or the company, and prohibits retribution against any person raising an issue.

        The company will provide to any person without charge, upon request, copies of its Code of Ethics for Directors, Code of Ethics for
Covered Officers and Corporate Compliance Handbook for all employees. Any such request should be made in writing to the Investor Relations
Department, Magellan Health Services, Inc., 55 Nod Road, Avon, CT 06001. The Code of Ethics for Directors and Code of Ethics for Covered
Officers are also available in the Corporate Governance section of our website at www.MagellanHealth.com. The company intends to disclose
any future material amendments
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to the provisions of the codes of ethics and material waivers from such codes of ethics, if any, made with respect to any of its directors and
executive officers on its internet site.

 Disclosure Controls and Procedures

        We have adopted disclosure controls and procedures that are designed to ensure that all public disclosures are accurate, complete and
timely. We have also created a disclosure committee, which is responsible for ensuring our compliance with the disclosure controls and
procedures and for the evaluation of those procedures. If you become aware that our public disclosures are not accurate, complete or timely, or
become aware of a transaction or development you believe may require disclosure, you should report the matter as soon as practicable to our
corporate secretary at 55 Nod Road, Avon, Connecticut 06001.

 Communications with Directors and Management

        We have several communications channels established for employees, shareholders and other interested parties to communicate with our
management and/or our board of directors or committees thereof.

        Member and Provider Communications:    Our members and providers have specific mechanisms for contacting us regarding such matters
as benefits, claims or other administrative matters. Member and provider contact information is available on our website at
www.MagellanHealth.com. Although our employees and members of management address most of these matters, significant issues are brought
to the attention of senior management and, in certain cases, the board of directors.

        Investor Relations:    We maintain an investor relations department that is responsible for communicating with current or prospective
shareholders and addressing any issues raised by them. The contact information for our investor relations department is as follows:

E-mail: ir@MagellanHealth.com

Post Office Address:
Investor Relations Department
Magellan Health Services, Inc.
55 Nod Road
Avon, CT 06001
Telephone: (877) 645-6464

        Lead Director:    You may communicate with Mr. Le Blanc, our lead director, through the following channels:

E-mail: leaddirector@MagellanHealth.com

Post Office Address:
Communications with Lead Director
c/o Magellan Health Services, Inc.
55 Nod Road
Avon, CT 06001

        You may communicate with the board of directors as a group through the lead director.

        All communications to the lead director will be treated confidentially. Communications should clearly identify the issue being raised, the
name of the party initiating the communication and contact information for potential follow-up.
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        These communications will initially be received by a designee of the lead director who will log, track and summarize the matters raised in
the communication. After consideration of the communication by the lead director, he may direct that such communications be presented to the
full board of directors, the non-management directors, one or more board committees or management and may direct that matters raised in the
communications be investigated by outside advisors or counsel or by management.

PROPOSAL NUMBER ONE
ELECTION OF DIRECTORS

        Our certificate of incorporation provides for a board of directors divided into three groups, each group having a different three-year term of
office expiring at the annual meeting of shareholders in the relevant year. Directors are elected for a term of three years except in the case of
elections to fill vacancies or newly created directorships. The board of directors currently consists of nine (9) persons: Michael P. Ressner,
Michael S. Diament, Barry M. Smith, William J. McBride, Robert M. Le Blanc, William D. Forrest, René Lerer, M.D., Mary F. Sammons and
Eran Broshy.

        The board of directors proposes that Michael P. Ressner, Michael S. Diament and Barry M. Smith, who are currently serving as directors,
be elected to serve for a term of three (3) years and until the election and qualification of his or her successor. Messrs. Ressner and Diament
were last elected as directors in 2010 and Mr. Smith was elected as a director in 2011. Proxies in the accompanying form, if properly signed and
notarized, will be voted FOR the election of Michael P. Ressner, Michael S. Diament and Barry M. Smith as directors unless marked
WITHHOLD AUTHORITY. Each nominee has indicated his or her willingness to serve on the board, if elected, and the board of directors has
no reason to believe that any nominee will decline or be unable to serve as a director. However, if a nominee will be unavailable for any reason,
then the proxies may be voted for the election of such person as may be recommended by the board of directors.

 THE BOARD OF DIRECTORS RECOMMENDS THAT YOU VOTE "FOR"
THE NOMINEES IN PROPOSAL NUMBER ONE.

        William J. McBride, Robert M. Le Blanc and William D. Forrest serve as directors whose terms expire in 2014. Rene Lerer, M.D., Mary F.
Sammons and Eran Broshy serve as directors whose terms expire in 2015. These directors are not standing for re-election because their terms of
office as directors extend past the annual meeting.

 Certain Information Regarding Our Directors and Executive Officers

        The following table lists the age and committee memberships as of the date of this proxy statement of each director who is a nominee for
election as a director at the annual meeting and each director whose term of office continues past the annual meeting. A description of each
director's business experience during the past five years is set forth in the next section, entitled "Directors," below.

 NOMINEES FOR ELECTION FOR TERMS EXPIRING IN 2016

Name Age Committee Membership
Michael P. Ressner 64 Audit (Chair)
Michael S. Diament 44 Management Compensation (Chair), Audit
Barry M. Smith 59 �

 DIRECTORS WHOSE TERMS EXPIRE IN 2014

Name Age Committee Membership
William J. McBride 68 Nominating/Corporate Governance (Chair), Audit
Robert M. Le Blanc 46 Lead Director
William D. Forrest 52 Management Compensation
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 DIRECTORS WHOSE TERMS EXPIRE IN 2015

Name Age Committee Membership
René Lerer, M.D 57 �

Mary F. Sammons 66
Nominating/Corporate Governance, Management
Compensation

Eran Broshy 54 Nominating/Corporate Governance

 Directors

        Under the company's certificate of incorporation and by-laws, the number of directors is currently fixed at nine (9). The company's by-laws
require a majority of directors to be independent in accordance with NASDAQ's listing standards. Upon the recommendation and with the
assistance of the Nominating/Corporate Governance Committee, the board of directors has determined that except for Dr. Lerer, who is the
company's executive chairman and formerly served as president and chief executive officer, and Mr. Smith, who is the company's chief
executive officer, all directors who are currently serving are independent, as that term is defined by the NASDAQ listing standards. For a
discussion of these independence standards see "Corporate Governance and Related Matters�Director Independence" above.

 Nominees for Election for Terms Expiring in 2016

Michael P. Ressner was initially appointed to the board in 2004. He retired from Nortel Networks, where between 1981 and 2003 he was a
senior executive with functional responsibilities that spanned the areas of finance and general management including vice president-finance.
Mr. Ressner was an adjunct professor of finance and accounting at the North Carolina State University College of Management between 2003
and 2005. He now sits on the advisory board of the Enterprise Risk Management Institute at North Carolina State University. Mr. Ressner
currently serves on the board of directors of Exide Technologies, a NASDAQ-listed stored electrical energy solution company, and within the
previous five years served on the boards of Entrust, Inc., a publicly-traded information security company, Tekelec, a NASDAQ-listed provider
of network signaling systems, and Arsenal Digital Solutions, a privately-held data storage services company. As a member of the Executive
Service Corps, Mr. Ressner participates in assignments that focus on providing financial management and governance consultancy to
not-for-profit organizations in the Raleigh/Durham/ Chapel Hill area. Mr. Ressner has been nominated for re-election at the meeting due to his
financial and accounting experience, and his favorable record serving as a director since 2004.

Michael S. Diament was first appointed to the board in 2004. He formerly served as portfolio manager and director of bankruptcies and
restructurings from January 2001 to February 2006 for Q Investments, an investment management firm. From February 2000 until January 2001,
Mr. Diament was a senior analyst for Sandell Asset Management, an investment management firm, and served as vice president of Havens
Advisors, an investment management firm, from July 1998 to January 2000. He currently serves on the board of directors of Mark IV
Industries, Inc., a privately-held manufacturer of engine technology solutions, and within the previous five years he served on the boards of
directors of Journal Register Company, a privately-held multi-platform local news and information company, and J.L. French Automotive
Castings, Inc., a privately-held auto parts company. Mr. Diament has been nominated for re-election at the meeting due to his financial
sophistication and his favorable record serving as a director since 2004.

Barry M. Smith was elected to the board in 2011. He is currently the lead director of CenseoHealth, a privately-held Medicare risk
adjustment developer, the Chairman of the Board of Optimal Radiology, a privately-held provider of imaging services for hospitals and
healthcare providers, and the lead director of Halcyon Health Services, a privately-held hospice and home health care company. Since 2011,
Mr. Smith has served as an operating partner for Health Evolution Partners, a
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private fund which invests in rapidly growing companies across the health care industry. He founded and served as chairman, president and CEO
of VistaCare, Inc., a national provider of hospice services, from 1996 to 2002, and he served as chairman of VistaCare in 2003. From 1990
through 1995, Mr. Smith served as Chairman and CEO of Value Rx, Inc., then one of the country's largest pharmacy benefit management
companies, and, prior to that, served as vice president of operations for PCS Health Systems, also a pharmacy benefit management firm. Within
the past five years Mr. Smith also served on the board of directors of Inpatient Consultants, Inc., the nation's largest provider of hospital services
delivering patient care in acute care hospitals. Mr. Smith has been nominated for re-election at the meeting due to his healthcare experience and
expertise and favorable previous service as a director of the company from 2004 to 2008, and due to his appointment as the company's chief
executive officer as of January 1, 2013.

 Directors Whose Terms Expire in 2014

William J. McBride was first appointed to the board in 2004. Mr. McBride is currently retired. Prior to his retirement in 1995, Mr. McBride
was a director of Value Health, Inc., a New York Stock Exchange-listed specialty managed care company, which included Value Behavioral
Health, one of the largest behavioral health managed care companies at the time. From 1987 to 1995, Mr. McBride served as president and chief
operating officer of Value Health, Inc., overseeing all operational activities of the company and its subsidiaries. Prior to his tenure at Value
Health, Mr. McBride spent 15 years in a variety of positions with INA Corporation and its successor, CIGNA Corporation, including serving as
president and chief executive officer of CIGNA Healthplan, Inc. Mr. McBride currently serves on the board of directors of Internet HealthCare
Group, an early-stage healthcare technology venture fund, and Women's Health USA, Inc., a privately-held healthcare services company. He
previously served on the board of Amerigroup Corporation, which was previously a publicly-traded health insurance company. Mr. McBride
was last nominated for re-election as a director in 2011 due to his experience in the managed healthcare industry and his favorable record
serving as a director since 2004.

Robert M. Le Blanc, the board's lead director, was first appointed to the board in 2004. He currently serves as a senior managing director of
Onex Corporation ("Onex"). Prior to joining Onex in 1999, Mr. Le Blanc worked for Berkshire Hathaway for seven years. From 1988 to 1992,
Mr. Le Blanc worked for General Electric. Mr. Le Blanc also serves as a director of ResCare, a human service company, Skilled Healthcare
Group, a publicly-traded service provider to the long-term care industry, The Warranty Group, a provider of warranty and service contracts,
Carestream Health, a provider of medical and dental imaging systems, USI Insurance Services, a distributor of property and casualty insurance
and employee benefit products, Cypress Insurance, an insurance holding company, First Berkshire Hathaway Life, a publicly-traded diversified
insurance and investment company, and Connecticut Children's Medical Center. Within the previous five years he served on the boards of
directors of Emergency Medical Services Corporation, a publicly-traded provider of emergency medical services in the United States, and
Center for Diagnostic Imaging, Inc., a national network of outpatient diagnostic imaging centers. Mr. Le Blanc was last nominated for
re-election as a director in 2011 due to his financial and healthcare experience and his favorable record serving as a director since 2004.

William D. Forrest was first appointed to the board in July 2007. He is the founder and a managing partner of Tower Three Partners, LLC,
a private equity fund that invests in distressed companies requiring operational and/or financial restructuring. Mr. Forrest currently serves on the
board of directors of Restoration Hardware, Inc., a publicly-traded home furnishings retailer. He served as the non-executive chairman of
Cosi, Inc., a national restaurant chain which was listed on NASDAQ, from December 2006 through November 2007. He served as the executive
chairman of Cosi from May 2003 until December 2006. Prior to joining Cosi, Mr. Forrest was a managing director leading the restructuring
group and serving on the management committee at the international investment bank, Gleacher Partners, from 2001 until 2004. Prior to his
position at Gleacher Partners, he was a managing
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director of Catterton-Forrest LLC, where he was responsible for the acquisition and management of portfolio companies in the troubled business
space. Mr. Forrest is a Certified Turnaround Professional. He began his professional career in the consulting division of Laventhol & Horvath.
Throughout his career, he has served in executive management, investment banking and investor roles with organizations in a variety of
industries including healthcare, manufacturing and food services. Mr. Forrest was nominated for re-election in 2011 due to his financial
experience and his favorable record serving as a director since 2007.

 Directors Whose Terms Expire in 2015

René Lerer, M.D. was appointed executive chairman as of January 1, 2013. Prior to that time, he served as president and chief executive
officer since February 19, 2008 and as chairman of the board since February 25, 2009. Prior to serving as president and chief executive officer,
he served as president and chief operating officer of the company from October 2003 and as chief operating officer of the company from January
2003. Dr. Lerer was first appointed to the board in 2004. Prior to joining the company, Dr. Lerer co-founded Internet HealthCare Group
("IHCG"), an early-stage healthcare technology venture fund, and served as its president from 1999 to 2002. Prior to IHCG, Dr. Lerer was
employed by Prudential Healthcare, Inc. as its chief operating officer from 1997 to 1999. Prior thereto, Dr. Lerer was employed by Value
Health, Inc., a New York Stock Exchange-listed specialty managed healthcare company, and served as senior vice president�operations of its
pharmacy and disease management group from 1995 to 1997. Prior thereto, Dr. Lerer was employed by Value Health Sciences as senior vice
president of corporate development from 1992 to 1994. Dr. Lerer is a member of the board of directors of IHCG, a private employee benefits
service company. Within the previous five years he served on the board of directors of Digital Insurance, a private employee benefits service
company. Dr. Lerer also serves on the board of HIAS, a U.S.-based international resettlement organization serving refugees in the U.S., and on
the Board of Regents for Higher Education for Connecticut State Colleges and University. Dr. Lerer was nominated for re-election as a director
in 2012 due to his success in serving as the company's president and chief executive officer since 2008 and as president and chief operating
officer since 2003, as well as his favorable record serving as a director since 2004.

Mary F. Sammons was first elected to the board in 2012 after being appointed to the board in July 2011. She is currently retired. She served
until June 2012 as the chairman of the board of Rite Aid Corporation ("Rite Aid") and has served on the board of directors of Rite Aid since
1999. From 2003 until 2010, Ms. Sammons served as the chief executive officer of Rite Aid, and from 1999 to 2008 served as the president of
Rite Aid. Between 1985 and 1999, Ms. Sammons held a number of senior level positions with Fred Meyer Stores, Inc., a subsidiary of Fred
Meyer, Inc. and later The Kroger Company, including president and chief executive officer. Ms. Sammons is a member of the board of the
National Association of Chain Drug Stores, a trade association, and a member of the board of directors of StanCorp Financial Group, Inc., a
New York Stock Exchange-listed insurance and financial services company. She previously served on the board of directors of First Horizon
National Corporation, a bank holding company. Ms. Sammons was nominated for election as a director in 2012 due to her long experience in the
healthcare industry and the pharmacy business in particular.

Eran Broshy was first elected to the board in 2009 after being appointed to the board in February 2009. He currently serves as an operating
partner with Linden Capital Partners and as an executive advisor with Court Square Capital, both of which are private equity firms. He
previously served as a senior adviser to Providence Equity LLC, a private equity firm. Mr. Broshy previously served for over a decade as the
chief executive officer and chairman of the board of inVentiv Health, Inc., a privately-held (and until August 2010 a NASDAQ-listed) company
that delivers a broad range of customized clinical, communications, commercial and patient outcome solutions to pharmaceutical and life
sciences companies. Prior to joining inVentiv, Mr. Broshy spent 14 years at The Boston Consulting
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Group ("BCG") and served for a number of years as the partner responsible for BCG's healthcare practice across the Americas. He also served as
president and chief executive officer of Coelacanth Corporation, a privately-held biotechnology company. Within the previous five years
Mr. Broshy has served on the board of directors of inVentiv Health, Inc., Virtual Radiologic Corporation, a private teleradiology company,
ikaSystems Corporation, a private software and application service provider company, HeartFlow, a cardiovascular diagnostics company,
Neurogen Corporation, a NASDAQ-listed biotechnology company, and Union Street Acquisition Corp., a blank check company. He also serves
on the Simon Wiesenthal Center's New York Executive Board, on the Dean of Science Advisory Council at the Massachusetts Institute of
Technology (MIT) and on MIT's Visiting Committee for the Social Sciences. Mr. Broshy was nominated for re-election as a director most
recently in 2012 due to his experience in the healthcare industry in general and the managed healthcare industry in particular.

 Director Election and Terms of Office

        Messrs. Ressner, Diament and Smith are currently nominated for re-election for a three-year term to extend until the 2016 annual meeting.
Messrs. McBride, Le Blanc and Forrest are currently serving for a three-year term to extend until the 2014 annual meeting. Dr. Lerer,
Ms. Sammons and Mr. Broshy are currently serving for a three-year term to extend until the 2015 annual meeting. In each case, the term of
office will extend until the indicated annual meeting and the election and qualification of their respective successors, or their earlier death,
incapacity, resignation or removal.

 Arrangements Regarding the Nomination of Directors

        There is no agreement or arrangement whereby any director or other individual has been nominated or will be re-nominated to serve as a
director of the company, except in the case of Dr. Lerer. Under his 2008 employment agreement, Dr. Lerer was to serve as a member of the
board and any failure by the company to elect or re-elect him to the board was considered to give him "good reason" to terminate that agreement
and receive the compensation and other benefits described under "Executive Officers�Employment Contracts and Termination of Employment and
Change of Control Payments" below. His employment agreement was amended on December 10, 2012 and those board election provisions were
removed.
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 EXECUTIVE COMPENSATION

 Compensation Discussion and Analysis

 Executive Summary

2012 Highlights

�
Our 1-year, 3-year and 5-year growth in EBITDA, net income and diluted earnings per share were all above the median for
our comparator group identified below, in most cases substantially.

�
Our annual and long-term incentive compensation is 100% performance-based.

�
A large portion of our Named Executive Officers' 2012 compensation was variable based on their
performance�approximately 86% for our CEO during 2012.

�
A large portion of our executives' 2012 compensation was in the form of equity grants which vest over time and are tied to
the creation of shareholder value�over 58% for our CEO during 2012.

�
The long-term incentive compensation of our executives (other than Dr. Lerer, who is serving as executive chairman in a
transitional role) is 75% in the form of options, which only have a realizable value to our executives if value is created for
our shareholders; if no value is created, then this incentive compensation provides no value to our executives.

�
We have strong equity ownership requirements for our executives and clawback provisions which help align the interests of
our executives with those of our shareholders.

Compensation Policy Change for 2013

�
In negotiating the employment agreement for our new chief executive officer, Mr. Smith, we declined to extend any excise
tax gross-up arrangements to him in connection with a change of control, which had been included in our employment
agreement with our former chief executive officer, Dr. Lerer. In the agreement under which Dr. Lerer will serve as our
executive chairman in 2013, we also removed his excise-tax gross-up arrangements payable upon a change of control.

Overview of Compensation Components

        The compensation of our Named Executive Officers includes several components, each of which is designed to reward performance over a
different time period:

�
Base salary:  This is designed to provide basic financial security to our Named Executive Officers. Base salary is typically
set in our employment agreements with our Named Executive Officers, based on the executive officer's responsibilities,
experience level and leverage over company performance, and is subject to annual adjustments. For 2012, we generally
increased the base salary for each of our Named Executive Officers by 3%, with a 4% increase to Ms. Rohan and Ms. Blasi
and an 8.6% increase to Mr. Rubin.

�
Annual bonus:  Our short-term incentive plan provides annual cash bonuses as an incentive to meet our annual financial
goals. Bonus targets are typically specified in our employment agreements with our Named Executive Officers as a
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percentage of their base salary, with more senior officers having a higher percentage bonus target. For 2012, the bonus
targets for Dr. Lerer, Mr. Rubin, Mr. Gregoire, Ms. Blasi, Ms. Lewis-Clapper and Ms. Rohan were 100%, 75%, 50%, 50%,
50% and 85%, respectively. Achievement of those bonus targets depended on achieving an adjusted segment profit of
$240 million and performance against individual criteria and objectives. Based on achieving 111% of this segment profit
target in 2012 (as adjusted for
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certain compensation accruals), we funded our bonus pool at approximately 117% of its target funding level. We awarded
bonuses equal to 190% of his target bonus to Dr. Lerer, 150% of his target bonus to Mr. Rubin, 155% of his target bonus to
Mr. Gregoire, 175% of her target bonus to Ms. Blasi and 150% of her target bonus to Ms. Lewis-Clapper. No bonus was
paid to Ms. Rohan, as she resigned in June 2012.

�
Equity awards:  We use awards of stock options and performance-vesting restricted stock units ("RSUs") to provide a
long-term incentive to our Named Executive Officers. The committee has selected these equity awards to ensure that our
Named Executive Officers' long-term interests are aligned with those of our shareholders. The values of these awards are
measured as of the date of the awards, and are set as a percentage of their base salary. The total dollar value of awards to
each person is split 75%/25% between stock options and RSUs, based on a Black-Scholes valuation of those options and the
closing price of the stock on the date of the RSU awards, and generally vest ratably over a period of three years (four years
in the case of Mr. Smith's sign-on equity grant). A greater emphasis has been placed on stock options rather than RSUs
because the economics of options are more closely aligned with the committee's philosophy that long-term compensation
should be based on the creation of shareholder value. Options serve that purpose best because they will only have value if
shareholder value is created. RSUs are included, although to a lesser extent, since the RSUs generally vest over three years
based on minimum performance thresholds and serve to drive performance and provide an important retention incentive to
our Named Executive Officers. The awards to Dr. Lerer, Mr. Rubin, Mr. Gregoire, Ms. Blasi, Ms. Lewis-Clapper and
Ms. Rohan in 2012 were valued at $4,012,493, $1,175,000, $713,865, $813,527, $580,850 and $1,608,750, respectively, for
purposes of determining the awards. However, the ultimate value of these awards to our Named Executive Officers will
depend on the performance of our stock price over the required vesting period. Our Named Executive Officers will only
realize these values if our stock price appreciates to $61.27, since 75% of the value of these awards was in the form of
options with an exercise price of $47.46 which were valued using Black-Scholes at $13.81 per share. Our stock price at
$61.27 corresponds to an increase in our market capitalization of approximately $377 million, based on the weighted
average fully-diluted shares outstanding of approximately 27,312,812 as of March 31, 2012, as reported in our Quarterly
Report on Form 10-Q for the fiscal quarter ended March 31, 2012, the closest reported shares outstanding to the options'
grant date. Thus, for our Named Executive Officers to realize the full value of their equity awards, there must be an increase
from our March 31, 2012 market capitalization of approximately $377 million.

�
Deferred compensation plan:  We also maintain a 401(k) savings plan and a Supplemental Accumulation Plan (the "SAP")
under which we make annual contributions of deferred compensation to our Named Executive Officers and allow voluntary
deferrals. In 2012, we made a company contribution to the SAP for Dr. Lerer, Mr. Rubin, Mr. Gregoire and
Ms. Lewis-Clapper equal to 11% of their base salary.

 Executive Compensation Philosophy

        Our compensation programs and policies are designed to attract, retain and reward individuals of outstanding ability in key executive
positions, in order to deliver value to our shareholders. Specifically, our compensation programs have been developed using the following
principles:

�
Pay for Performance:  Our philosophy is that an individual's compensation should reflect his or her individual performance,
the performance of his or her area of responsibility, and the performance of the company as a whole. Corporate strategic
goals are set and formally revisited by our board on an annual basis. Each executive's performance for a year is evaluated in
relation to the corporate strategic goals for the year pertaining to his or her area of responsibility. These same strategic goals
serve as a framework on which all employee performance evaluations are derived.
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�
Competitive Pay:  We believe that the overall compensation package for each executive should be competitive, as
determined, where available, by market-based compensation data pertinent to his or her position. In determining competitive
compensation levels, we consider the Comparable Companies listed below. We endeavor to set base compensation near the
median determined by pertinent market-based compensation data in order to recruit and retain appropriate personnel and to
set variable pay on terms and at levels that will be above the average where performance is correspondingly above average.
Because we believe that it is necessary to attract superior executive talent to achieve our business objectives, targeted
leadership positions that will most leverage company performance are benchmarked for cash compensation near the
50th percentile but, consistent with our pay for performance philosophy, are benchmarked for total compensation (i.e. base
salary plus short-term and long-term incentive compensation) between the 50th and 75th percentile within the group of
Comparable Companies. We conduct an annual review of both competitive market data, as well as a comprehensive
assessment of company, business unit and individual performance to ensure pay remains both competitive, as well as tightly
linked to performance.

�
Alignment with Company Goals:  Our compensation programs are designed to support both the short-term and long-term
financial, operating and other goals of the company. We seek to align the mix of long- and short-term variable compensation
to create incentives for the achievement by each executive of performance goals aligned with our long- and short-term goals,
to help ensure execution of those goals through achievement of specific company-wide, business unit and individual
objectives associated with those long- and short-term goals.

�
Alignment with Shareholder Interests:  We believe that senior management's compensation should include long-term
incentives that encourage performance that builds long-term value for both the company and our shareholders. To that end,
compensation program components balance the need to incent and reward short-term results (e.g., through our Short Term
Incentive Plan ("STIP")) with long-term results as reflected by the market performance over time of the company's common
stock (e.g., through equity awards under our 2011 Management Incentive Plan ("2011 MIP") and predecessor plans). Our
philosophy results in overall compensation which is near the median of the long-term equity compensation paid by the
Comparable Companies, thus aligning our executives' interests with those of our shareholders and promoting our pay for
performance philosophy.

 Role of the Management Compensation Committee

        The Management Compensation Committee (the "committee") of our board of directors is comprised of three (3) members of the board
who are not current or former employees of the company and who the board has determined are independent for purposes of the NASDAQ
listing standards. See "Corporate Governance and Related Matters�Director Independence" above. The duties and responsibilities of the
committee include: (i) establishment of our general compensation philosophy, and oversight of the development and implementation of
compensation programs; (ii) review and approval of the means used for applying our corporate goals, and our specific company-wide, business
unit and individual performance objectives to be used in determining the compensation of our chief executive officer, our other Named
Executive Officers listed in the compensation tables which follow this "Compensation Discussion and Analysis" section and other members of
senior management; (iii) review and approval of compensation for our chief executive officer and our other Named Executive Officers; (iv) the
development of recommendations to our board with respect to our various compensation plans and programs and overseeing the activities of the
individuals and committees responsible for administering those plans; and (v) oversight of regulatory compliance with respect to compensation
matters. In practice, the committee specifically determines the compensation payable to the Named Executive Officers and our other executive
officers with input from pertinent management
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personnel, independent compensation consultants and other advisers, after evaluating the independence of such advisers. The committee
periodically reviews summaries which list the various components of each person's total compensation.

 Compensation Consultants

        The committee engaged Steven Hall & Partners, a nationally recognized compensation consulting firm, to act as its independent
compensation consultant and provide the committee with information supporting compensation decisions with respect to our Named Executive
Officers and other executive officers and key employees for their compensation in 2012 and 2013, and to review and advise the company on its
management compensation plans and programs. This consultant was engaged directly by the committee, although it periodically interacts with
management to gather relevant data, to implement compensation plans and programs and to assist in the preparation of the company's proxy
statement and other public filings. Based on a review of various considerations and a report from Steven Hall & Partners regarding its
independence, the committee determined that the firm is independent from the company and has no conflicts of interest in its role as
compensation consultant to the committee. The committee has sole authority to determine the compensation for and to terminate Steven Hall &
Partners' services. The committee annually instructs the consultant to perform a market analysis and develop competitive market data of
comparable companies for all elements of compensation. The consultant also provides advice to the committee on which companies it may
consider comparable for these purposes. Based on its market analysis, the consultant formulates a range of values within major elements of
compensation, which the committee considers in making its compensation decisions. The consultant does not determine or recommend the
amount or form of executive and director compensation; its role is limited to providing data and advice to the committee for its consideration.
The committee also reviews and considers compensation data surveys from a number of other independent sources.

 Comparable Companies and Other Market Data Assessment

        As a specialty managed healthcare company operating in several business segments, we have few similar peer companies with which we
directly compete in the marketplace. However, we compete generally in the market for superior healthcare executive talent and seek to structure
our incentives and compensation to attract, reward and retain individuals who meet that description. As a result, the committee instructed the
compensation consultant to perform a broad multi-industry market analysis and an analysis of publicly-traded healthcare provider and service
companies, to develop competitive market data to support compensation decisions regarding our Named Executive Officers, other executive
officers and key employees. Steven Hall & Partners compiled broad-based market surveys confidentially completed by hundreds of companies
operating in the healthcare and various other industry sectors and provided the committee with a proprietary statistical summary of this
information, presented in chart form. This summary information consisted of marketplace consensus median and 75th percentile amounts for
certain elements of compensation (e.g., base salary, total cash compensation and total remuneration) for executive officer positions which were
considered comparable to that of each of the company's Named Executive Officers. The committee uses that information for the general purpose
of understanding compensation practices when making compensation decisions, and for helping to judge the reasonableness of its compensation
recommendations.

        Steven Hall & Partners also compiled a survey of companies in the healthcare provider and services industry which include lines of
business in which our company is engaged, including managed care companies, pharmacy benefit management companies, and specialized
healthcare services companies, which had revenues ranging from 50% to 200% of our revenues. The survey also included Coventry Health
Care, Inc., which had greater revenues but was nevertheless considered comparable
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due to the nature of its operations. The group of companies considered comparable changes from year to year depending on the evolution of our
and their businesses. Based on the work performed by Steven Hall under the supervision of the committee, we reviewed for comparative
purposes the public compensation information reported by the following companies which operate in various segments of the managed
healthcare sector (the "Comparable Companies"):

Amerigroup Corporation Centene Corp.
Coventry Health Care, Inc. Laboratory Corp. of America Holdings
Mednax, Inc. Molina Healthcare, Inc.
PharMerica Corp. Triple-S Management Corp.
Universal Health Services, Inc. WellCare Health Plans, Inc.
        Information for the Comparable Companies included revenues, EBITDA, net income, diluted earnings per share and total shareholder
return. We believe that this group is appropriate because it includes companies engaged in comparable lines of business with comparable size
and sophistication.

        The committee also considers market survey data based on the executive officer's discipline and company revenues. For all of these
analyses, total remuneration is considered, including base salary, bonus (short-term incentive awards) and equity and other long-term incentive
awards.

        Dr. Lerer's total targeted cash compensation and total targeted compensation in comparison to the Comparable Companies was below the
median, as shown in the following table:

Target Compensation

Comparable Companies Magellan's Percentile
Rank
vs,

Comparable
CompaniesMagellan Median 75th Percentile

Base Salary $ 1,003,123 $ 917,500 $ 1,009,400 69%
Total Cash Compensation $ 2,006,246 $ 2,362,000 $ 2,657,900 31%
Total Long-Term
Compensation $ 4,012,492 $ 5,024,500 $ 8,111,200 43%
Total Compensation $ 6,018,738 $ 7,536,600 $ 10,634,700 40%

        Dr. Lerer's actual total compensation for 2012 fell at the 52nd percentile of the total compensation paid to chief executive officers among
the Comparable Companies for 2012.1 Dr. Lerer's total cash compensation was above the median and his total long-term compensation, which
was paid in a combination of RSUs and options, and thus the full value of which can only be realized if additional shareholder value is created,
was slightly below the median, and the total value of his compensation was slightly above the median, as shown in the following table:

Actual Compensation

Comparable Companies Magellan's Percentile
Rank
vs.

Comparable
CompaniesMagellan Median 75th Percentile

Base Salary $ 995,819(1) $ 917,500 $ 1,009,400 69%
Total Cash Compensation $ 2,901,753 $ 2,410,600 $ 3,233,000 63%
Total Long-Term
Compensation $ 4,012,480 $ 4,023,600 $ 8,690,600 47%
Total Compensation $ 6,914,233 $ 6,240,600 $ 12,475,900 52%

(1)
Actual base salary is less than target base salary, as the actual figure only reflects the target rate after an increase on 4/1/12.
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Information for the Comparable Companies includes certain information which has been publicly-disclosed for 2012, and where such
information for 2012 is unavailable, includes publicly-disclosed information for 2011.
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 Mix of Compensation

        Consistent with our compensation philosophy, our total remuneration for executive officers is designed to attract and retain superior
executive talent and encourage performance that builds long-term value for both the company and its shareholders. The committee annually sets
target compensation for each of the Named Executive Officers, which is allocated among a three-part program which includes base salary and
benefits, annual bonuses under our STIP, and equity awards. In general, base salary and bonus opportunities are determined by the company's
assessment of the degree of leverage which the individual has over company performance. Bonus is awarded based on annual performance
relative to pre-set company-wide and individual performance criteria. Equity awards are made by determining a target value representing a
multiple of base salary, divided by a per share value yielded by a Black-Scholes or other valuation model for the equity instrument awarded.
Each component is intended to address a goal of our compensation philosophy: base salary and benefits are designed to provide top talent with a
reasonable level of assured pay; our STIP bonuses are designed to reward short-term (annual) results; and the equity component of our
compensation plan is designed to reward longer term results consistent with the creation of shareholder value and promote retention of senior
officers. The committee believes that this three-part program, which is heavily-weighted toward performance-based compensation and within the
performance-based component is heavily-weighted toward long-term equity compensation which largely consists of stock options, properly
provides incentives to management to maximize the sustainability of the company's performance over time.

        The portion of the executives' compensation which is awarded under the STIP bonuses and long-term equity awards is performance-based.
The following shows the targeted percentage of each of the Named Executive Officers' compensation for 2012 which is allocated to each of the
three major components, based on base salary rates, targeted STIP bonuses and targeted long-term equity awards:

Targeted Mix of Compensation

Named Executive Officer Base Salary(1) STIP Bonus(2) Equity Award(3)
Dr. Lerer 17% 17% 66%
Mr. Rubin 23% 18% 59%
Mr. Gregoire 31% 15% 54%
Ms. Blasi 29% 15% 56%
Ms. Lewis-Clapper 31% 15% 54%
Ms. Rohan 22% 18% 60%

(1)
Base salary rates used in this table were effective 4/1/12 and the actual amounts paid during 2012 are less based on the previous rate in
effect prior to 4/1/12.

(2)
Actual STIP bonus may be more or less, depending on company and individual performance.

(3)
The actual realized values of the equity awards will depend on the performance of the company's stock price, earnings per share and
return on equity, as the RSUs do not vest unless minimum performance thresholds are achieved, and the options have no value if
shareholder value is not created.
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        The following table shows the actual amounts and percentages of the Named Executive Officers' total compensation in 2012 attributable to
the three major components:

Actual Mix of Compensation

Named Executive Officers Base Salary % STIP Bonus % Equity Award(1) %
Dr. Lerer $ 995,819 14% $ 1,905,934 28% $ 4,012,493 58%
Mr. Rubin $ 460,712 21% $ 528,750 24% $ 1,175,000 54%
Mr. Gregoire $ 404,953 28% $ 316,140 22% $ 713,865 50%
Ms. Blasi $ 424,055 26% $ 374,651 23% $ 813,527 50%
Ms. Lewis-Clapper $ 329,497 28% $ 248,936 22% $ 580,850 50%
Ms. Rohan $ 268,819 14% $       �      (2) 0% $ 1,608,750(2) 86%

(1)
The actual realized values of the equity awards will not be determined until the company's financial performance is measured against
all applicable minimum performance thresholds and the company's stock price performance is known. The figures in this column
represent the closing price of the company's stock on the date of the award for RSU awards and the Black-Scholes value of the stock
options used in determining the size of the stock option awards. If no shareholder value is created, these equity awards will have
materially less realizable value to the Named Executive Officers and the option portion will have no value.

(2)
As a result of her resignation from the company in June 2012, Ms. Rohan did not receive a STIP bonus award for 2012. Her equity
award was forfeited pursuant to its terms after her resignation and the amount set forth above represents its grant date value.

 Compensation Program Components and Rationale for our Named Executive Officers

        The compensation packages for our Named Executive Officers are designed to set total compensation at levels that reflect both personal
and organizational performance and results. Each of our Named Executive Officers has an employment agreement that establishes his or her
initial base salary and bonus opportunity that was agreed upon following arm's length negotiations with the respective individual. The company
entered into an employment agreement with Mr. Smith on December 10, 2012 regarding his appointment as chief executive officer as of
January 1, 2013 based on negotiations between him and the Management Compensation Committee. In determining annual adjustments to base
salary, annual bonus awards (short-term incentive) and annual equity awards (long-term incentive) for our Named Executive Officers, the
committee considers recommendations of the chief executive officer (except in the case of his own compensation) based on his assessment of
each executive's performance and results and in the context of market data provided by the committee's independent compensation consultants.

 Base Salary

        Base salary is intended to provide basic financial security to our Named Executive Officers, so it is not made subject to performance risk in
any year. In determining the base salary and base salary increases for each of our Named Executive Officers, the committee considers such
factors as existing contractual commitments, competitive market data, compensation opportunities perceived to be necessary to retain him or her,
individual performance, the scope, complexity, difficulty and criticality of the individual executive officer's role with the company, and prior
compensation. The employment agreements entered into with each of our Named Executive Officers specify an initial amount which is
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subject to annual review and adjustment. The following shows the percent increase and base salary rate which each of our Named Executive
Officers was awarded effective April 1, 2012:

2012 Base Salary Rates

Named Executive Officer Percent Increase Base Salary Rate
Dr. Lerer 3.0% $ 1,003,123
Mr. Rubin 8.6% $ 470,000
Mr. Gregoire 3.0% $ 407,923
Ms. Blasi 4.0% $ 428,172
Ms. Lewis-Clapper 3.0% $ 331,914
Ms. Rohan 4.0% $ 585,000
        To determine the adjustment to base salary payable in 2012 to the Named Executive Officers, Dr. Lerer articulated the overall company
strategy, and each executive created a "scorecard" for his or her respective area of responsibility that reflected the company's goals for that year.
At the end of the year, each executive completed a self-assessment based on his or her scorecard and arrived at a quantitative score for the year.
Dr. Lerer then reviewed the self-assessments, and completed his own analysis of each executive's performance, and assigned a quantitative
rating resulting in a recommended increase percentage in the executive's base salary. The committee reviewed Dr. Lerer's recommendation for
base salary increases for 2012 and adjusted the increases in our discretion. Based on its review of relevant data, the committee determined that
these increases were consistent with market increases at comparable companies and reflected that all of our Named Executive Officers had met
and exceeded their performance scorecards and goals.

        In determining adjustments to base salary rates payable in 2013, Mr. Smith followed the process outlined above. The committee reviewed
Mr. Smith's recommendations and adjusted the increases in its discretion. As a result, the committee decided to increase the base salary rate for
Mr. Rubin, Mr. Gregoire, Ms. Blasi and Ms. Lewis-Clapper by 3% over the rates payable in 2012.

 Annual Bonuses

        We have established an annual short-term incentive plan, the STIP, which is described under "Benefit Plans and Awards�Annual Incentive
Plan" below. The STIP provides cash bonuses and is available to all management-level employees, including our Named Executive Officers. At
the beginning of each year, the committee, with input from the chief executive officer and other members of management, establishes corporate
performance targets for funding the overall STIP bonus pool. After the end of the year, the committee reviews the company's performance in
relation to the pre-established corporate performance targets, assesses the Named Executive Officer's performance and the recommendations of
the chief executive officer, and determines the amount of individual annual STIP bonus awards for the Named Executive Officers from the
overall bonus pool established for that year.

        STIP awards may vary from no bonus if the performance threshold is not attained, to the targeted percentage of base pay if the target
performance is attained, to a maximum of 200% of the targeted percentage of base pay if the target performance is substantially exceeded.
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        For our CEO, the STIP provides that his award will vary, depending on the company's performance against its performance target, in the
following manner:

Achievement Against Performance Target Bonus Award, as a Percentage of Target Bonus(1)
x ≤ 83.9% none

x ≥ 83.9% and ≤ 100% 100%, subject to reduction at the discretion of the committee

x > 100% 100% plus the product of target bonus and 5 times
the percentage by which the performance target is
exceeded, not to exceed 200%

(1)
The contractual bonus target for Dr. Lerer in 2012 and 2013 and Mr. Smith in 2013 is 100% of their base salary.

        For our other Named Executive Officers, the STIP provides that if the company's performance target is not achieved, the bonuses are
reduced from the target amount by $0.50 for each dollar of shortfall, so that no bonus is funded if performance is less than 83.9% of the target. If
the company's performance target is exceeded, then the target bonuses are increased by the product of 5 (for the President and CFO) or 3 (for
each of the other Named Executive Officers) times the percentage by which the company's performance exceeded the target, not to exceed an
additional 100%.

        In the case of the Named Executive Officers for whom the CEO makes a recommendation, the individual performance objectives included
the following:

�
Mr. Rubin:  (i) overall leadership of the finance and investor relations functions; (ii) support of acquisition activities;
(iii) support of cross-functional management teams to ensure that pricing, underwriting and sales strategy are aligned with
financial performance targets; (iv) attainment of budget targets; and (v) ensure compliance with all regulatory requirements.
For 2012, Mr. Rubin's goals were focused on the following: strengthen underwriting capabilities, financial strategy to
maximize long term shareholder value, evaluation of prospective M&A opportunities, strengthen medical economics
capability, risk management, analytical support for value proposition and product development needs, and talent
development.

�
Mr. Gregoire:  (i) overall leadership of the legal and compliance functions; (ii) support of review and implementation of
acquisitions, customer contracting and product development; (iii) leadership for all SEC filings and disclosures;
(iv) leadership of legal support for other corporate and corporate governance matters and overall legal and regulatory
compliance; and (v) attainment of budget targets. For 2012, Mr. Gregoire's goals were focused on the following: enhance
legal support for all business lines, new customer and product implementations, and customer relationships, successfully
resolve litigation/arbitration cases, maximize high levels of regulatory compliance, expand business unit compliance
auditing, improve compliance and fraud plan support, employee awareness and training on compliance and security matters,
and talent development.

�
Ms. Blasi:  (i) overall leadership of National Imaging Associates ("NIA"); (ii) leadership of NIA sales, operations, customer
relations, new product development and provider networks; (iii) leadership of NIA strategy; and (iv) attainment of budget
targets. For 2012, Ms. Blasi's goals were focused on the following: revenue growth through new account sales, new product
sales, and client up-sells, ensure cost efficient delivery of service, maintain focus on influence of legislation, maximize
clinical leadership and innovation position with customers and key industry forums, and talent development.
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�
Ms. Lewis-Clapper:  (i) overall leadership of the company's human resources function, including HR business consulting,
talent acquisition, compensation, benefits, HR management systems, HR Service Center, and Payroll; (ii) support of
diligence and implementation of acquisitions; (iii) development and implementation of workforce capability and engagement
strategy to enable successful execution of the company's business goals; (iv) compliance with all human resource-related
regulatory requirements; and (v) attainment of financial targets. For 2012, Ms. Lewis-Clapper's goals were focused on the
following: talent acquisition and development to support all current contracts and new implementations, succession
planning, employee engagement, strengthening compensation, benefits and systems plans to support growth, design and
execution of health and wellness strategy, and meeting or exceeding financial targets.

�
Ms. Rohan:  (i) overall leadership of all of the company's business segments including managed behavioral health, radiology
benefits management, specialty pharmaceutical management and Medicaid administration; (ii) leadership of sales,
operations, customer relations, new product development and provider networks; (iii) leadership of overall strategy;
(iv) responsibility for overall budget development; and (v) attainment of budget targets. For 2012, Ms. Rohan's goals were
focused on the following: achievement of segment profit targets, generating new business revenue and segment profit
growth, client retention, pipeline creation, Medicaid and Pharmacy strategy, administrative expense efficiencies, and talent
development.

        The committee's evaluation of individual performance is not tied to a mathematical formula measuring achievement of the qualitative
factors described above, but rather is a subjective evaluation of overall performance.

        Annual bonuses are paid in the first quarter of the year following the year to which the bonuses relate. The bonuses paid in 2013 were for
work performed during 2012.

        For 2012, the committee set a company-wide performance target for funding the overall bonus pool. The bonus pool for 2012 was funded
based on the company exceeding a total adjusted company segment profit target of $240 million. For the purpose of determining the company's
performance in relation to the segment profit target for 2012, the committee included in its calculation of segment profit an additional amount
representing a portion of a reduction in segment profit that resulted from a renegotiation of rates on a customer contract in connection with a
three-year extension of the contract, in view of the longer-term benefits to the company from the extension. The committee set this bonus pool
performance target to create incentives for management to maintain and promote growth of the company's earnings as a whole. During 2012, the
company achieved 111% of this adjusted segment profit target, resulting in our bonus pool being funded at approximately 117% of the target
bonus.

        We define "segment profit" as profit or loss from operations before stock compensation expense, depreciation and amortization, interest
expense, interest income, gain on sale of assets, special charges or benefits, and income taxes. We use segment profit information for internal
reporting and control purposes and consider it important in making decisions regarding the allocation of capital and other resources, risk
assessment and employee compensation, among other matters. Segment profit information referred to in this proxy statement may be considered
a non-GAAP financial measure. Further information regarding this measure, including the reasons management considers this information useful
to investors and a reconciliation to the GAAP measure "Income from operations before income taxes," is included under "Management's
Discussion and Analysis of Financial Condition and Results of Operations�Results of Operations" in our Annual Report on Form 10-K for the
fiscal year ended December 31, 2012 filed with the SEC on February 28, 2013, and will be included in our Quarterly Reports on Form 10-Q to
be filed with the SEC as required.

        We believe that segment profit is an appropriate measure of company performance for purposes of determining annual bonuses because we
discuss segment profit in announcing our financial results, and many shareholders and analysts use it as an important measure of overall
company performance. We
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also believe that setting annual bonus pool performance targets based upon segment profit properly aligns incentives for our executives and
employees with the interests of our shareholders.

        Each individual's bonus is determined based upon each individual's bonus target (which is determined as a percent of base salary), an
evaluation of each individual's performance during the year, and the funding of the overall company bonus pool for the year. Set forth below is
the range of values which may be awarded under the STIP to the Named Executive Officers:

2012 Bonus Ranges

Named Executive Officer Threshold(1)
Target

Percentage(2)
Target
Amount

Maximum
Percentage(3)

Maximum
Amount(4)

Dr. Lerer $ 0 100% $ 1,003,123 200% $ 2,006,246
Mr. Rubin $ 0 75% $ 352,500 150% $ 705,000
Mr. Gregoire $ 0 50% $ 203,962 100% $ 407,923
Ms. Blasi $ 0 50% $ 214,086 100% $ 428,172
Ms. Lewis-Clapper $ 0 50% $ 165,957 100% $ 331,914
Ms. Rohan $ 0 85% $ 497,250 170% $ 994,500

(1)
The threshold for payment of a bonus is the achievement of at least 83.9% of the applicable performance target.

(2)
Under the Named Executive Officers' employment agreements, target bonus is specified as a percentage of their base salary then in
effect, except in the case of Ms. Lewis-Clapper, in which case the percentage of base salary is set by the committee.

(3)
The maximum bonus is calculated at 200% of the target amount and is expressed as a percentage of base salary.

(4)
A maximum bonus could be awarded, for example, if company performance targets are exceeded and an individual far exceeds his or
her personal goals. Maximum bonus is reserved for instances where performance significantly exceeds measures and expectation.

        Set forth below is a summary of the individual bonus awards made to the Named Executive Officers in 2013 for the 2012 performance
year:

2012 Bonus Awards

Named Executive Officer
Percent of Target
Bonus Awarded

Dollar Amount
Awarded

Dr. Lerer 190% $ 1,905,934
Mr. Rubin 150% $ 528,750
Mr. Gregoire 155% $ 316,140
Ms. Blasi 175% $ 374,651
Ms. Lewis-Clapper 150% $ 248,936
Ms. Rohan 0% $ 0
        These bonus awards reflect that each individual other than Ms. Rohan met and/or exceeded his or her individual performance objectives for
2012. Ms. Rohan resigned in June 2012 and thus received no bonus.
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 2013 Bonus Pool Target

        For 2013, the committee has set a performance target for funding of the overall cash bonus pool based on the company exceeding a segment
profit target for total company segment profit.

 Equity Awards

        We have provided our Named Executive Officers with equity awards under the 2011 MIP, and its predecessor plans, the 2008 Management
Incentive Plan ("2008 MIP"), the 2006 Management Incentive Plan ("2006 MIP") and 2003 Management Incentive Plan ("2003 MIP"), which
are designed as long-term incentive vehicles, to promote focus on longer term goals, to build shareholder value and to retain our senior
executives. As described above, we target equity awards for our Named Executive Officers which, when added to base salary and annual bonus
under the STIP, are targeted at or above the 50th percentile of total compensation for the Comparable Companies. Our policy is to grant options
only at an exercise price not less than the closing price of the shares on NASDAQ on the date the option is granted, which for 2012 was the
closing price reported on NASDAQ on March 5, 2012. Under our Policy Regarding Awards of Equity-Based Incentive Arrangements to
Executive Officers and Other Employees, we typically make equity awards once annually on the third business day of March. See "Equity
Award Procedures Generally" below.

        Consideration of annual equity awards is made as part of the annual review of other compensation components, and is based on both
competitive market analysis and individual and company performance assessments. With respect to the equity award made to Dr. Lerer in 2012,
the terms of the award were determined by the committee. The equity awards to Mr. Rubin, Mr. Gregoire, Ms. Blasi, Ms. Lewis-Clapper,
Ms. Rohan and our other executive officers are approved by the committee on the recommendation of the chief executive officer and may be
adjusted in its discretion. All other equity awards are determined by the chief executive officer, although the total annual equity pool is approved
by the committee and the committee can review any and all individual grants. Options granted to the Named Executive Officers under the 2011
MIP in 2012 have ten-year terms and vest ratably over three years. Options and RSUs also automatically vest and become immediately
exercisable if the employment of our Named Executive Officers is terminated by us "without cause," or by the executive for "good reason"
following a change in control of the company. See "Compensation of Named Executive Officers on Change in Control and Other Termination of
Employment" below. This protection is provided for the Named Executive Officers in certain cases in their employment agreements and
otherwise by the terms of the options and RSUs issued to them.

        The committee's decisions to make equity awards to our Named Executive Officers are typically based on the following:

1)
The value of the equity award is based on a percentage of the individual's base salary, taking into account the person's
performance in the prior year, the nature of the individual's role and his or her potential contribution to the long term success
of the company, the importance of retention of and incentive for that individual, and other factors.

2)
The number of shares associated with the award is calculated by dividing the total value of the award by a per share value
yielded by a Black-Scholes valuation for stock options and the closing price of a share of the company's common stock for
RSUs.

        The committee believes that determining an equity award based on each executive's base salary and performance is consistent with best
practices of the Comparable Companies and is the most appropriate basis on which to make equity awards, properly size the award, recognize
past performance
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and create incentives for future performance. The following table shows the base salary and the target value of each of the Named Executive
Officers' equity awards in 2012 as a percentage of base salary:

2012 Equity Award Targets

Named Executive Officer Base Salary(1)
Equity

Award Target(2)
Dr. Lerer $ 1,003,123 400%
Mr. Rubin $ 470,000 250%
Mr. Gregoire $ 407,923 175%
Ms. Blasi $ 428,172 190%
Ms. Lewis-Clapper $ 331,914 175%
Ms. Rohan $ 585,000 275%

(1)
Represents the rate of base salary established and effective as of 4/1/12.

(2)
Stock options are valued using Black-Scholes and RSUs are valued at the closing price of the stock on the date of the award. For
further information on how these values were determined, see below.

        The mix of stock options and RSUs is based on a ratio of 75% of the total equity value being comprised of the value of option grants (using
the Black-Scholes valuation of an option) and 25% of the total equity value being comprised of the value of RSUs (using the closing price of a
share of the company's common stock on the date of grant). We recognize that the use of stock options can both be more dilutive to shareholders
and potentially create different incentives for our executive officers than the use of RSUs. Therefore, we have included RSUs in the mix of
equity grants to mitigate the effect of these issues inherent with granting stock options only. The RSUs will only vest if we achieve certain
minimum performance targets set forth below. We have placed a greater emphasis on stock options because the economics of options are more
closely aligned with the committee's philosophy that long-term compensation should be based on the creation of shareholder value. The stock
options will only have the target values if our stock price appreciates from the date of the award by an amount which is equal to the per-share
Black-Scholes value we use in determining the awards. As a result, the 2012 option awards, which represent 75% of the equity awards' targeted
values, will only yield their targeted values if our stock price reaches $61.27.

        On March 5, 2012, the committee awarded under the 2011 MIP the following options and RSUs:

2012 Equity Awards

Named Executive Officer Stock Options RSUs
Dr. Lerer 217,912 21,136
Mr. Rubin 63,812 6,189
Mr. Gregoire 38,769 3,760
Ms. Blasi 44,181 4,285
Ms. Lewis-Clapper 31,545 3,060
Ms. Rohan 87,369 8,474
        The options have an exercise price of $47.46 per share, the closing price of the common stock on the date of the awards. The options and
RSUs vest as to one-third on each of March 5, 2013, 2014 and 2015. The options are not subject to additional minimum performance thresholds
as they are inherently
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subject to the performance hurdle that they will only yield actual value if our stock price increases in the future. The RSU awards are subject to
the following minimum performance thresholds:

2012 RSU Minimum Performance Thresholds

Vesting Tranche(1)(2)
EPS Minimum
Threshold(1)

ROE Minimum
Threshold(2)

Performance
Window

03/05/13 $ 3.00 8% 2012 - 2017
03/05/14 $ 3.15 8% 2013 - 2018
03/05/15 $ 3.35 8% 2014 - 2019

(1)
50% of the RSU awards vest if the company meets the EPS minimum thresholds.

(2)
50% of the RSU awards vest if the company meets the ROE minimum thresholds.

        For 2012, the company exceeded the 2012 minimum earnings per share ("EPS") threshold with fully-diluted EPS of $5.42 and also
exceeded the 2012 return on equity ("ROE") threshold. The total award packages to the individuals were valued for purposes of determining the
awards at $4,012,493, $1,175,000, $713,865, $813,527, $580,850 and $1,608,750 for Dr. Lerer, Mr. Rubin, Mr. Gregoire, Ms. Blasi,
Ms. Lewis-Clapper and Ms. Rohan, respectively. The Named Executive Officers will only realize these values with respect to the stock options
if the company's stock price appreciates to $61.27, representing the exercise price of the options plus the assumed calculated Black-Scholes
value per share. The stock options were valued by our compensation consultant for purposes of determining the awards (and not for financial
reporting purposes) at $13.81 per share using Black-Scholes with the following assumptions: risk-free interest rate of 1.48%, expected life of
7 years, expected volatility of 24.24%, expected dividend yield of 0%, a term of 10 years, a market value of $47.46 and an exercise price of
$47.46. A stock price of $61.27 corresponds to an increase in our market capitalization of approximately $377 million, based on the weighted
average fully-diluted shares outstanding of approximately 27,312,812 as of March 31, 2012, as reported in our Quarterly Report Form 10-Q for
the fiscal quarter ended March 31, 2012, the closest reported shares outstanding date to the date of option grant. The RSUs were valued at the
$47.46 closing price of the common stock on the grant date of the award.

        The company awarded Mr. Smith the following stock options and RSUs as a sign-on award on February 1, 2013, the first business day of
the month following the commencement of his service, under standard company equity award policy. On March 5, 2013 the company also
awarded to the other Named Executive Officers other than Dr. Lerer (and excluding Ms. Rohan, who is no longer with the company), the
following options and RSUs under the 2011 MIP:

2013 Equity Awards

Named Executive Officer Stock Options RSUs
Mr. Smith 320,992(1) 30,411(1)
Mr. Rubin 60,837 5,709
Mr. Gregoire 36,961 3,468
Ms. Blasi 44,338 4,161
Ms. Lewis-Clapper 30,074 2,822

(1)
Mr. Smith is not eligible to receive additional equity awards in 2013 and 2014.

        We do not include an additional minimum performance threshold for the vesting of our options because the exercise price effectively sets a
threshold for realizing value on the options. That is, the implicit minimum performance threshold for the options is an increase in shareholder
value and the
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ultimate value of the options is a direct product of the amount of shareholder value created. The options awarded to Mr. Smith have an exercise
price of $51.79 per share and the options awarded to the other Named Executive Officers have an exercise price of $53.00 per share, the closing
price of the common stock on the date of the awards. The options and RSUs awarded to Mr. Smith vest as to one-sixth on February 1, 2014,
one-third on February 1, 2015 and 2016 and the final one-sixth on February 1, 2017. The options and RSUs awarded to the other Named
Executive Officers vest as to one-third on each of March 5, 2014, 2015 and 2016. The RSU awards are subject to the following minimum
performance thresholds:

2013 RSU Minimum Performance Thresholds

Vesting Tranche
EPS Minimum
Threshold(1)

ROE Minimum
Threshold(2)

Performance
Window

Mr. Smith:
02/01/14 $ 3.03 7.0% 2013 - 2018
02/01/15 $ 3.18 7.0% 2014 - 2019
02/01/16 $ 3.34 7.0% 2015 - 2020
02/01/17 $ 3.51 7.0% 2016 - 2021
Other Named Executive Officers:
03/05/14 $ 3.03 7.0% 2013 - 2018
03/05/15 $ 3.18 7.0% 2014 - 2019
03/05/16 $ 3.34 7.0% 2015 - 2020

(1)
50% of the RSU awards vest if the company meets the EPS minimum thresholds.

(2)
50% of the RSU awards vest if the company meets the ROE minimum thresholds.

        On March 5, 2013 the committee awarded to Dr. Lerer, in lieu of the equity award contemplated under his amended employment
agreement, a performance-based cash award in the amount of $4,200,000 which vests as to one third on each of March 5, 2014, 2015 and 2016.
Of each annual vesting tranche, 50% will vest only if the company meets the EPS performance targets specified above and 50% will vest only if
the company meets the ROE targets specified above for the Named Executive Officers other than Mr. Smith. The committee decided to make
this performance cash award to Dr. Lerer because he already holds a substantial equity interest in the company and to avoid further dilution to
shareholders after the sign-on equity award to Mr. Smith upon assuming the chief executive officer role.

        The total award packages to the individuals were valued for purposes of determining the awards at $6,300,000, $1,210,250, $735,281,
$882,034 and $598,275 for Mr. Smith, Mr. Rubin, Mr. Gregoire, Ms. Blasi and Ms. Lewis-Clapper, respectively. The Named Executive Officers
will only realize these values with respect to the stock options if the company's stock price appreciates to $67.92, representing the exercise price
of the options plus the calculated Black-Scholes value per share. The stock options were valued by our compensation consultant for purposes of
determining the awards (and not for financial reporting purposes) at $14.92 per share using Black-Scholes with the following assumptions:
risk-free interest rate of 1.30%, expected life of 7 years, expected volatility of 23.75%, expected dividend yield of 0%, a term of 10 years, a
market value of $53.00 and an exercise price of $53.00. A stock price of $67.92 corresponds to an increase of our market capitalization of
approximately $408 million, based on the weighted average fully-diluted shares outstanding of 27,882,000 as of December 31, 2012, as reported
in our Annual Report on Form 10-K for the fiscal year ended December 31, 2012. The RSUs were valued at $51.79 and $53.00, the closing price
of the common stock on the date of the award for Mr. Smith and the Named Executive Officers, respectively.
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 Retirement Vehicles/Deferred Compensation

        We maintain a 401(k) savings plan which permits employees to defer compensation and to which the company makes matching
contributions on behalf of the Named Executive Officers on the same basis as all other participants. We have never maintained a defined-benefit
pension plan. We also operate a Supplemental Accumulation Plan ("SAP"), a deferred cash compensation plan that is designed to enhance
opportunities for retirement savings in the absence of any retirement programs other than our 401(k) plan, and to promote the retention of our
executive officers. The SAP includes a discretionary component funded by us which is determined on an annual basis as a fixed percentage of an
executive's base salary, and a voluntary deferral component under which the participant may make contributions from base or incentive
compensation. For a description of the SAP, see "Benefit Plans and Awards�Deferred Compensation Plan" below. Awards are generally made in
March of the following year. For 2012, Dr. Lerer, Mr. Rubin, Mr. Gregoire and Ms. Lewis-Clapper were each awarded in March 2013 a
company contribution of 11% of his or her base salary.

 Perquisites

        We have historically provided certain perquisites to each of our Named Executive Officers depending on his or her level within the
company and the provisions of each person's employment agreement. Most of the perquisite benefits we provide to the Named Executive
Officers are designed as protection benefits (e.g., supplementing life and disability insurance to ensure three times and 60% of salary coverage).
We believe that providing these personal protection perquisites protects the interests of the individual executives, permitting them to focus on
the long term success of the company. For further information on the perquisites provided to each Named Executive Officer in 2012, see
"Summary Compensation Table" below. In addition, we agreed in Dr. Lerer's February 2008 employment agreement to provide him with an
annual automobile allowance of up to $25,000. We have not provided any similar allowance to Mr. Smith or any of the other Named Executive
Officers. All reimbursable business expenses of the chief executive officer are reviewed and approved by the Audit Committee on a quarterly
basis and are reimbursed pursuant to our business expense policies, and all such business expenses incurred by each of the other Named
Executive Officers are reviewed and approved in advance of reimbursement by the chief executive officer and are reimbursed pursuant to our
business expense policies.

 Employment Agreement with Mr. Smith

        On December 10, 2012, the company entered into an employment agreement with Mr. Smith, effective as of January 1, 2013, for him to
serve as our chief executive officer. The agreement was negotiated between Mr. Smith and the committee, which retained independent legal
counsel to advise it on the terms of the agreement. Steven Hall & Partners supported the committee in its negotiations with Mr. Smith and
provided the committee with comparable company information regarding CEO compensation. The agreement is for a one-year term unless
terminated earlier, with automatic annual renewals unless terminated by either party. Mr. Smith's annual base salary is initially $900,000, subject
to annual review, and his annual target bonus opportunity under the STIP is 100% of his base salary, with the ability to earn up to 200% based
on performance. The agreement provided that Mr. Smith would be awarded as a sign-on award RSUs with a value of $1,575,000 on the date of
grant and stock options with a value of $4,725,000 (based on a Black-Scholes valuation on February 1, 2013) with an exercise price equal to the
closing price per share on February 1, 2013. Under this arrangement, Mr. Smith was awarded RSUs for 30,411 shares and options to purchase
320,992 shares exercisable at $51.79 per share on that date. These equity awards will vest in annual installments over a four-year period
according to a specified schedule beginning on January 1, 2014, and will be fully-vested on January 1, 2017. Mr. Smith will not be eligible to
receive any other equity awards during 2013 and 2014. Mr. Smith will be eligible to participate in the company's benefit plans for senior-level
executives.
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Additional information regarding Mr. Smith's employment agreement is set forth below under "�Compensation of Named Executive Officers upon
a Change in Control and Other Termination of Employment" and "Executive Officers�Employment Contracts and Termination of Employment
and Change of Control Payments."

 Amendments to Employment Agreement with Dr. Lerer

        In connection with the appointment of Mr. Smith as chief executive officer, the company entered into an amendment on December 10, 2012
to its employment agreement with Dr. Lerer providing for his transitional role in the company. The agreement was negotiated between Dr. Lerer
and the committee, which retained independent legal counsel and engaged our independent compensation consultant to advise it on the terms of
the agreement. The amended agreement provides for a term through December 31, 2014, which may be extended through December 31, 2015.
Under the agreement, Dr. Lerer will serve as the executive chairman for 2013 (subject to the board's right to determine that he serve instead as
non-executive chairman or as a consultant to the chief executive officer), at his then-current annual salary of $1,003,123, with a target bonus for
2013 of 100% of his base salary, and a minimum bonus of 150% of the target if certain specified performance requirements are met, which
increases based on increased performance, but not to exceed 200% of target. Dr. Lerer was also to receive an equity award equal to his equity
award with respect to 2012 and certain employee benefits. In 2014, Dr. Lerer will serve as non-executive chairman (subject to the board's right
to determine that he serve instead as consultant to the chief executive officer) at an annual salary of $1,000,000. If Dr. Lerer is serving as
non-executive chairman in 2014 or 2015 and non-employee directors receive stock awards, his salary will be paid half in cash and half in stock
at the same time and in the same manner as the stock awards to the non-employee directors. On March 5, 2013, the company, in lieu of the
equity award contemplated under the amended employment agreement, made a cash award to Dr. Lerer in the amount of $4.2 million, subject to
the same vesting terms and EPS and ROE performance hurdles for RSUs granted to other executive officers on that date. See the "2013 RSU
Minimum Performance Thresholds" table above. This cash award was made in lieu of an equity award because he already had a significant
equity interest in the company and to avoid further dilution to the company's stockholders after the sign-on equity award to Mr. Smith. The
agreement specifies that the equity award to be made to him in 2014 will not be less than the award which has been made to him in 2013.
Additional information regarding the amended employment agreement is set forth below under "�Compensation of Named Executive Officers
upon a Change in Control and Other Termination of Employment" and "Executive Officers�Employment Contracts and Termination of
Employment and Change of Control Payments."

 Adjustments or Clawbacks of Compensation

        Under certain circumstances, we may have the right or the duty to adjust compensation before it is paid to the Named Executive Officers or
to clawback compensation after it is paid to our Named Executive Officers. Under Section 304 of the Sarbanes-Oxley Act of 2002, if we are
required to prepare an accounting restatement due to a material noncompliance, as a result of misconduct, with any financial reporting
requirement under the securities laws, our chief executive officer and chief financial officer must reimburse the company for any bonus or other
incentive-based or equity-based compensation received by them during the 12-month period following the first public issuance or filing with the
SEC (whichever first occurs) of the document embodying that financial reporting requirement and any profits realized by them from the sale of
our securities during that 12-month period. We have no formal policy regarding when we might seek any such reimbursement or clawback, and
we rely instead on an evaluation by the board of the circumstances giving rise to any financial restatement and an interpretation of the
requirements of Section 304 in any particular case. Under a provision of the Dodd-Frank Act which has been codified in Section 10D of the
Exchange Act, the SEC and NASDAQ are to promulgate rules which require listed companies to recover incentive-based compensation paid
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during the previous three years that is based on financial information which the company is required to restate due to a material non-compliance
with financial reporting requirements. The SEC and NASDAQ have not yet promulgated these rules. We will adopt policies carrying out the
new rules when they become effective.

        Under Section 12 of the 2011 MIP and predecessor equity plans, and by the terms of our equity award agreements, we have the right to
declare equity awards to be forfeited or to recover any gains realized under any award under those plans, either during the term of a participant's
employment or during the two year period following his or her termination of employment under the 2003 MIP, or the one-year period under the
2006 MIP, the 2008 MIP and the 2011 MIP, if the participant engages in certain types of conduct described in the plans and considered injurious
to the company. Section 12 of the 2011 MIP also provides that any clawback or recoupment provision required under the Dodd-Frank Act will
apply to awards under that plan.

 Equity Award Procedures Generally

        The company has a Policy Regarding Awards of Equity-Based Incentive Arrangements to Executive Officers and Other Employees, which
deals with the terms, timing and pricing of equity awards; the process for the grant and approval of awards; and the documentation for awards.
The policy provides that the committee determines the number of shares covered by awards of options, restricted shares, RSUs and other types
of equity awards for our Named Executive Officers and the terms of those awards. The policy provides that the committee establishes a pool of
options, restricted shares and RSUs which the chief executive officer has the power to award to other executive officers and employees
generally. The actual number of options, restricted shares and RSUs awarded annually to employees other than our Named Executive Officers
and other senior executives is determined under the policy by our chief executive officer under delegated authority from the committee; awards
are then made on the same date as the awards to our Named Executive Officers. Awards generally are made only once annually on the third
business day in March unless otherwise determined by the committee. The purpose of this practice is to communicate and price equity awards to
executive officers and employees early in the year, and to encourage them to attain the company's strategic objectives during the year. In a case
where an executive or other employee is newly-hired or promoted or under other special circumstances, the award is made on the first business
day of the month following the event giving rise to the award.

        The committee met in early February 2012 to tentatively set the percentage of base salary at which equity awards would be made. The 2012
equity awards were then approved on February 21, 2012 and awards were made on March 5, 2012, as required by the company's equity award
policy. The date of the awards followed the public announcement of the company's annual financial results for 2011 on February 28, 2012. The
company publicly announces its annual financial results for the preceding year within 60 days of year end, or generally no later than the end of
February. Given our policy of making equity awards early in each year to incent performance during the year, we make awards on the third
business day in March. This award date also ensures that the company's annual equity grants occur after the prior year results have been
announced and discussed publicly and the market has had time to respond to such results.

        We also grant stock options and RSUs in connection with the hiring of certain executives, as we did with Mr. Smith in early 2013,
Mr. Rubin in 2008, Ms. Blasi in 2008, Mr. Gregoire in 2005 and Ms. Rohan in 2009, and in connection with the signing of new or revised
employment agreements with certain executives, as we did with Dr. Lerer in 2008. We may also grant equity awards outside of the yearly cycle
to an executive who undertakes substantial additional responsibility, as we did with Ms. Blasi in September 2012, after she became interim
president of Magellan Pharmacy Solutions. In the case of our executive officers, such grants are approved by the committee and, in the case of
other executives and senior officers, such grants are approved by the chief executive officer under delegated
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authority from the committee. Under our policy, awards made in connection with new hires, promotions or the assignment of new
responsibilities to an existing employee, or under other special circumstances, are made effective on the first business day of the month
following the relevant event.

        In most cases, our equity plans restrict the transferability of awards, permitting only transfers to certain family members and entities held by
or established for the benefit of family members. All equity award recipients are prohibited from engaging in hedging transactions, where all or
part of the economic risk of the award is transferred to another person.

        The company recognizes compensation expense for financial statement reporting purposes under Financial Accounting Standards Board
("FASB") Accounting Standards Codification Topic 718, "Stock Compensation" ("ASC Topic 718") based on the grant-date values of the awards.
The company recognizes substantially all of the compensation cost associated with the awards of RSUs and stock options on a straight-line basis
over the specified service period, which is generally the three-year vesting term. Awards of RSUs have a grant date value equal to the closing
market price of shares underlying the RSUs on the date of the award. Where vesting of the RSU awards is conditioned on the achievement of
minimum performance thresholds, the expense is accrued during the performance period and is estimated using the most probable outcome of
the performance thresholds, and adjusted as the expected outcome changes. The Black-Scholes grant-date values of option awards are
recognized as compensation expense on a straight-line basis over the vesting period. For further information on our accounting methods for
equity awards, see Notes 2 and 6 to the consolidated financial statements included in the company's Annual Report on Form 10-K for the fiscal
year ended December 31, 2012 filed on February 28, 2013.

 Equity Ownership Policy

        On February 18, 2011, the board adopted an equity ownership policy which requires our executive officers to maintain ownership of a
specified minimum value of our stock and other equity-linked securities, in order to ensure that their financial interests remain aligned with those
of our shareholders. The policy applies to our executive chairman, our chief executive officer, president, chief financial officer, our other
officers who are considered "executive officers" under Section 16(b) of the Exchange Act and certain other officers with a title of senior vice
president who report directly to our chief executive officer. Under the policy, our executive chairman and our chief executive officer are each
required to hold equity with a current fair market value equal to at least five times their base salary; our chief financial officer is required to hold
equity with a current fair market value equal to at least three times his base salary; and various other executive officers are required to maintain
equity with a current fair market value equal to at least two times their base salary. The policy was immediately effective for Mr. Smith, who is
currently our chief executive officer, and is being phased-in for our other executive officers covered by the policy and will be fully effective by
March 2015. Our executive chairman, Dr. Lerer, is currently in compliance with the policy. As a result of the sign-on equity award made to
Mr. Smith on February 1, 2013, he is in compliance with this policy. The policy prohibits a covered executive officer from making any sales or
other transfers of equity if its requirements are not then met by the executive officer or if any such sale or other transfer would cause the
executive officer not to meet those requirements.

 Compensation of Named Executive Officers upon a Change in Control and Other Termination of Employment

        In connection with his appointment as chief executive officer of the company effective as of January 1, 2013, we entered into an
employment agreement with Mr. Smith. In doing so, we determined to retain many of the same severance provisions and payments in the event
of his termination without cause or for good reason by him, and in the event of a change of control, as were included in the previous employment
agreement which we had with Dr. Lerer. We agreed that, should
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he be terminated by us without cause generally, or should he terminate his employment for good reason, we would provide him with severance
pay equal to two times his last base salary and target bonus and provide him and his dependents with medical and other benefits for a period of
up to 18 months. We also agreed that all vesting conditions on his sign-on equity awards would accelerate in that event, with all such vested
options to remain exercisable for a period of one year and all RSUs which were not then exercisable as of the date of termination would vest and
be settled when they would have vested and settled if he had remained employed by us throughout the term of such awards. In agreeing to those
provisions, we took note of the fact that severance equal to two years' base salary and bonus is a common arrangement in dealing with senior
management and that two years roughly approximates the length of time that a senior executive such as him might take to find another
comparable position with another company if he found himself unemployed. We also determined to provide him with a substantial incentive to
remain employed with us and facilitate a change of control transaction which the board might find advantageous to the shareholders, if one
should be presented. To this end, we decided to extend to Mr. Smith in connection with a change of control severance pay equal to three times
his last base salary and target bonus, if he should be terminated without cause or he should terminate his employment for good reason following
a change of control. We decided not to agree to provide Mr. Smith with any tax gross-up arrangement in connection with a change of control.

        In connection with the appointment of Mr. Smith as chief executive officer, we entered into an amendment to the employment agreement
with Dr. Lerer to provide for his transitional role with the company, as described above under "�Amendment to Employment Agreement with
Dr. Lerer" and below under "Executive Officers�Employment Contracts and Termination of Employment and Change of Control Payments."
Because of the importance but the limited duration of his role during 2013 and 2014 (which may be extended by the board through 2015), we
determined to extend to him severance provisions which were limited in duration. We agreed that, should he be terminated by us without cause
generally, or should he terminate his employment for good reason, we would provide him with severance pay equal to his base salary through
the end of 2014 (or if extended, 2015), bonus that would otherwise be payable for 2013, the equity awards to which he would have been entitled
in 2013 if his employment had continued through the end of 2013, which will vest and be exercisable when they would have vested and become
exercisable if he had remained employed by us throughout the term of the award, and health benefits for him and his spouse through age 65. We
removed from the employment agreement the obligation to provide him with a gross-up arrangement in connection with any excise tax triggered
by a change of control. We agreed to these arrangements because we consider his active cooperation to be very important to a successful
transition to the leadership of Mr. Smith as chief executive officer.

        In negotiating the employment agreement with Mr. Rubin in August 2008, shortly prior to his becoming our chief financial officer, we
determined that he would face significantly less employment risk than the chief executive officer. We decided that his severance and change of
control termination provisions should follow the general terms of the arrangements that we have with Mr. Gregoire and certain other senior
officers of the company. Under these arrangements, we extend to the executive, if his or her employment is terminated without cause, a
continuation of his or her base salary for a period of 12 months, as well as the possibility of a pro-rated bonus for the remainder of the year in
which the termination is made effective. The arrangements are consistent with those in effect for all of our other senior officers except for
Mr. Smith and Ms. Blasi. For Mr. Gregoire only, this severance is payable in a lump sum upon termination, rather than over the following
12 months, and it includes an additional amount equal to his target bonus. This variance from our standard terms was negotiated by Mr. Gregoire
in connection with his hiring. In agreeing to provide these severance payments, we noted that they were in line with similar severance payments
offered by comparable companies.

        In order to more closely align Ms. Blasi with the change of control and other termination arrangements that we have with certain other
executive officers, we entered into an amendment to her employment agreement in early April 2013. Under the new arrangement, if she is
terminated without
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cause or should she terminate her employment for good reason in connection with a change of control, she is entitled to severance equal to two
times her base salary and target bonus payable in a lump sum, and pro rata target bonus for the year in which termination occurs.

        In the case of Mr. Rubin, the employment agreement specifies that any non-renewal of the employment agreement, any reduction in base
salary or bonus opportunity, a reduction in duties or a relocation, would be considered a termination without cause. In the case of Ms. Blasi, her
employment agreement specifies that any non-renewal of the employment agreement is considered a termination without cause, and any
reduction in salary or a relocation would likewise be considered a termination without cause, if she objects to any such action. In the case of
Mr. Gregoire, he has the right to terminate his employment agreement for good reason if his base salary or target bonus opportunities are
reduced, his duties or authorities are reduced (including if he is removed from or does not continue in the position of chief legal officer to the
parent entity reporting to the SEC), his reporting responsibility to the chief executive officer is changed or he is relocated. This variance from
our standard terms was also negotiated by Mr. Gregoire in connection with his hiring. In the case of Ms. Lewis-Clapper any non-renewal of her
employment agreement is considered a termination without cause, as is any relocation and any reduction of her base salary to less than
$250,000.

        As a result of a general market survey commissioned by the committee and performed by its independent compensation consultants, we
decided in late July 2006, through amendments to their employment agreements, to offer Mr. Gregoire and Ms. Lewis-Clapper different
severance arrangements in the event of a termination of their employment without cause or a termination by them of their employment with
good reason in connection with a change of control of the company. For these purposes, good reason includes a base salary reduction not
applicable to management generally, a material reduction of duties or responsibilities, or a relocation. In any such event, they are entitled to pro
rata target bonus for the year in which termination occurs, and severance equal to two times their last base salary and target bonus. The
compensation consultant found that the length and amount of the arrangements was generally consistent with arrangements offered by most
comparable companies. In negotiating the employment agreements with Mr. Rubin in August 2008, we decided to extend to him the same
severance arrangements as those enjoyed by Mr. Gregoire and Ms. Lewis-Clapper. We believe that these severance arrangements will provide
strong incentives to Mr. Rubin, Mr. Gregoire, Ms. Blasi and Ms. Lewis-Clapper to remain with the company to facilitate a change of control
transaction which the board finds advantageous to the shareholders, if one should be presented.

        In providing these change of control termination rights to Messrs. Rubin and Gregoire, Ms. Lewis-Clapper and Ms. Blasi, we noted that a
change of control of the company would likely negatively impact their careers with us. At the same time, we recognized that it was important to
secure their cooperation in the event that the company is to be sold, and it was decided that this protection was advisable to provide them with an
incentive to remain with us through the sale. In formulating the definition of good reason for termination in a sale of the company, we relied on
the advice of our compensation consultant. Similar change of control termination rights were provided to various other key executives of the
company. In addition, under the terms of the options awarded to all employees in recent years, if within 18 months of a change of control of the
company the employee is terminated without cause or the employee terminates his or her employment for good reason, as defined in the
employee's employment agreement, the vesting of all options then held by the employee will be accelerated.

        The committee has decided not to agree to any so-called "single triggers" or "modified single triggers" in future employment contracts with
executives which would require the company to pay severance and accelerate the vesting or lapse of restrictions on equity grants upon voluntary
resignation of the executive in connection with a change of control of the company. The company previously had a policy that we would only
agree to "gross-up" arrangements when a special accommodation was needed to recruit a new executive to the company and then only to allow
the arrangement to last for three
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years. A "gross-up" arrangement is a contractual obligation with an executive under which the company agrees to reimburse the executive for
any excise tax payable upon a change of control of the company. In 2012, we modified this policy to provide that we will not extend any new
gross-up arrangements to any executives, without exception. We did not extend a gross-up arrangement to Mr. Smith in his employment
agreement entered into as part of becoming our chief executive officer in December 2012 and removed the gross-up protection previously
enjoyed by Dr. Lerer. Under their existing employment agreements, we currently have gross-up obligations with Mr. Rubin, Mr. Gregoire and
Ms. Lewis-Clapper, but not with Ms. Blasi. At current market prices, it is highly unlikely that the company would be required to make any
gross-up payments to these Named Executive Officers on a change of control.

        Arrangements under which the Named Executive Officers will be bound by non-solicitation and non-competition covenants following their
termination of employment with the company are described under "Employment Contracts and Termination of Employment and Change of
Control Payments" below.

 Review of Risks and Incentives

        We seek to implement compensation policies and practices that encourage the careful management of operating and financial risk. We
believe that our compensation policies and practices as they relate to our executive officers and employees are currently well-aligned with this
risk-management objective.

        In order to manage our risk in compensation decisions and to align the incentives that we provide to our executive officers and employees
with the interests of our shareholders, we provide our executive officers and employees with a diversified set of incentives. These are carefully
balanced between fixed cash compensation (base salary), short-term variable cash incentives (awards under the STIP) and long-term equity
incentives (awards of RSUs, market-priced stock options, and performance-based cash awards under the 2011 MIP and predecessor equity
plans). Our base salary is designed to provide basic financial security to our executive officers and other employees, with the amount set at a
level designed to reflect the degree of leverage which the recipient has over company performance.

        Awards of short-term bonuses under our STIP are based on a percentage of an executive officer's or other employee's base salary, to reflect
the leverage that the individual has over our corporate performance and to provide an incentive appropriate to the individual's position in the
company. Our overall pool available for STIP awards is based on annual company financial performance, which is reflected in our audited
year-end financial statements, and individual awards are determined by measuring annual achievements against an individualized set of
performance objectives. While the overall bonus pool for STIP bonuses is determined by the company's overall financial performance, the
bonuses paid to individual executive officers are based on various qualitative performance criteria which we consider appropriate to the officer's
or employee's unique position within the company. See "Annual Bonuses" above. Higher target bonus percentages are assigned to the Named
Executive Officers who face a higher degree of accountability for the company's annual performance. We believe that this individualized
approach serves as a factor mitigating the operating and financial risk that we face in awarding short-term cash bonuses. Another factor
mitigating the risks of awarding short-term cash bonuses is that our mix of total compensation is weighted heavily toward long-term equity
incentives, which should motivate our Named Executive Officers to build long-term shareholder value.

        In making long-term equity awards under our 2011 MIP and predecessor equity plans, we have sought to carefully balance the risks and
incentives posed by both RSU awards and stock options. Our policy has been to award options with a value equal to 75% of the total equity
award and RSUs with a value equal to 25% of the total award. The stock option awards have a term of 10 years and vest over a three-year
period, or in the case of Mr. Smith's sign-on equity award, a four-year period. The result is that the incentive is long-term in nature, is earned
over a period of years, and provides for participation in future value creation as measured by the company's stock price performance. The RSU
awards are designed to expose the recipient to the risk that the company's stock price might fall and
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provide a retention incentive due to the value that is received upon vesting. These awards also vest over a three-year (or four-year) period,
creating a long-term incentive in the recipient to maintain and increase the company's stock price. In addition, our RSU awards include
minimum performance thresholds which require the company to meet certain minimum EPS and ROE thresholds over the three-year vesting
period, so that the current value associated with the RSUs cannot be realized unless the company meets those minimum performance thresholds.
See "Equity Awards" above. While our stock price may be subject to periodic short-term fluctuation in response to factors other than long-term
company performance, we believe that the terms of our equity awards create incentives to create real, long-term value in our stock, while
avoiding risks that are reasonably likely to have a material adverse effect on the company.

        Under the terms of the 2011 MIP and other equity plans and our equity award agreements, we have the right to adjust compensation before
it is paid or to clawback compensation after it is paid, if the participant engages in certain types of conduct considered injurious to the company.
See "Adjustments or Clawbacks of Compensation" above. In addition, Section 304 of the Sarbanes-Oxley Act affords the company clawback
rights against the chief executive officer and chief financial officer if an accounting restatement is necessary due to misconduct. These clawback
rights are designed to mitigate several risks by removing incentives for different types of negative conduct and would help assure accountability
if the situations to which they apply should arise. Our equity ownership policy, which is described above under "Equity Ownership Policy," is
also designed to mitigate the risks of awarding equity to our Named Executive Officers by requiring them to always have personal economic
exposure to the company's stock price performance which is material relative to their base salary.

 Consideration of Stockholder Votes on Executive Compensation

        At our 2012 annual meeting, we held an advisory vote on the compensation of our Named Executive Officers. Our stockholders voted to
approve our executive compensation, with 82.4% of all of the shares that voted on the matter (excluding abstentions and broker non-votes)
voting in favor. We believe that the vote was significantly influenced by the recommendations of the two major proxy advisory services,
Institutional Shareholder Services, Inc. ("ISS") and Glass, Lewis & Co., LLC ("Glass Lewis"). Prior to the meeting, ISS issued a favorable
recommendation regarding our executive compensation vote, while Glass Lewis issued a negative recommendation on that vote.

        In its published recommendation, Glass Lewis indicated that they had rated the company below average in its proprietary
pay-for-performance model. Based on previous discussions we have had with Glass Lewis, it was clear to us that Glass Lewis' pay for
performance model does not give any credit to companies that rely on options as an element in their pay for performance incentive plans. As
noted above under "Mix of Compensation," our plan relies heavily on options, as we believe that they are the best way to provide pay for
performance by aligning the long-term interests of our executives with those of our shareholders. Options will only provide value to our
executives if shareholder value is created after the date of the option award, and the executives' long term performance based compensation is
therefore directly tied to performance as measured by shareholder value creation. In the shareholder wealth and business performance analysis
performed by Glass Lewis, the company compared favorably with similarly sized companies across industries and a sub-industry group of 16
managed healthcare companies. However, the company compared unfavorably in some respects with a sector group of 23 large healthcare
companies. The committee does not agree with Glass Lewis that the sector group of large healthcare companies presents a meaningful
comparison for our performance, primarily because those large healthcare companies are engaged in different lines of business from ours, and
are therefore affected by very different industry trends.

        We are also aware that ISS and Glass-Lewis disapprove of excise tax gross-up arrangements in connection with a change of control. We did
not extend such a gross-up arrangement to Mr. Smith in his employment contract and removed the gross-up arrangement that Dr. Lerer
previously enjoyed.
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While we continue to have gross-up obligations to Mr. Rubin, Mr. Gregoire and Ms. Lewis-Clapper under their employment agreements, at
current market prices it is highly unlikely that any gross-up amounts would be payable on a change of control.

        At our 2011 annual meeting, we held an advisory vote on how often we should hold our advisory vote on the compensation of our Named
Executive Officers. Our stockholders voted by a large majority for an annual vote. Based on these voting results, we determined to hold our
advisory vote on executive compensation on an annual basis.

 Loans to Executive Officers and Board Members

        The committee has determined not to provide loans of any sort, including, but not limited to, relocation loans and loans to pay the exercise
price of stock options, to our Named Executive Officers or members of the board of directors. No such loans are outstanding.

 Deductibility of Executive Compensation

        Section 162(m) of the IRC generally limits the deductibility of compensation paid each year to a publicly-held company's chief executive
officer and to its three most highly paid senior executive officers, other than the chief financial officer, to $1 million per person. Excluded from
the $1 million limitation is compensation that, among other things, meets pre-established performance criteria. The committee's objective is to
structure our compensation programs to maximize the deductibility under Section 162(m) of compensation paid, but the committee may provide
compensation that may not be tax deductible when under the circumstances it would be in the company's best interests to do so, and has done so
in certain instances in recent years.

 Management Compensation Committee Report

        The Management Compensation Committee has reviewed and discussed the Compensation Discussion and Analysis with management and,
based on that review and discussion, has recommended to the board that the Compensation Discussion and Analysis be included in this proxy
statement.

The Management Compensation
Committee

Michael S. Diament (Chairman)
William D. Forrest
Mary F. Sammons
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 Summary Compensation Table for 2012, 2011 and 2010

        The following table sets forth, for the three years ended December 31, 2012, 2011 and 2010, the compensation paid by the company to our
principal executive officer, principal financial officer, and the three next most highly compensated executive officers serving at December 31,
2012, and our former President, Karen Rohan (collectively, the "Named Executive Officers"):

Name and Principal Position Year
Base
Salary

Stock
Awards(1)

Option
Awards(2)

Non-Equity
Incentive
Plan

Compensation(3)
All Other

Compensation Total
($) ($) ($) ($) ($) ($)

Rene Lerer, M.D.(4) 2012 995,819 1,003,115 2,570,708 1,905,934 188,021(5) 6,663,597
Executive Chairman and Former 2011 966,815 1,217,385 2,682,528 1,850,421 183,674 6,900,823
CEO 2010 937,508 945,545 2,031,568 1,891,080 175,379 5,981,080
Jonathan N. Rubin

2012 460,712 293,730 752,790 528,750 70,768(6) 2,106,750
Chief Financial Officer 2011 429,695 270,541 596,116 389,562 66,115 1,752,029

2010 416,670 262,656 564,329 466,466 54,697 1,764,818
Daniel N. Gregoire

2012 404,953 178,450 457,358 316,140 66,535(7) 1,423,436
General Counsel 2011 393,158 173,274 381,799 306,933 64,965 1,320,129

2010 381,241 144,196 309,800 346,056 60,649 1,241,942
Tina Blasi

2012 424,055 253,006 521,203 374,651 2,059(8) 1,574,974
Chief Executive Officer 2011 407,272 195,565 430,921 401,411 1,970 1,437,139
National Imaging Associates, Inc. 2010 391,106 187,117 402,083 484,126 1,912 1,466,344
Caskie Lewis-Clapper

2012 329,497 145,228 372,136 248,936 51,733(9) 1,147,530
Chief Human Resources Officer
Karen S. Rohan

2012 286,819 402,176 1,030,692 � 26,251(11) 1,745,938
Former President(10) 2011 558,183 386,564 851,803 716,903 91,249 2,604,702

2010 541,262 375,302 806,375 798,379 82,602 2,603,920

(1)
The amounts shown in this column represent the aggregate grant date fair values of RSUs awarded in 2012, 2011 and 2010 computed in accordance
with ASC Topic 718, without any discount attributable to the risk that the applicable minimum performance thresholds will not be met. The amounts
for 2012 were calculated based on the number of RSUs awarded multiplied by the closing price of the company's stock on the date of the award, which
was $47.46 on 3/5/12. Ms. Blasi was awarded additional RSUs on 9/4/12 which were valued at $49.64, the closing price on that date. The amounts for
2011 were calculated based on the number of RSUs awarded multiplied by the closing price of the company's stock on the date of the award, which was
$49.10 on 3/3/11. The amounts for 2010 were calculated based on the number of RSUs awarded multiplied by the closing price of the company's stock
on the date of the award, which was $42.75 on 3/3/10.

(2)
The amounts shown in this column represent the grant date fair values of the options awarded in 2012, 2011 and 2010 computed in accordance with
ASC Topic 718. The amounts for 2012 were calculated based on a value of $11.797 per share determined using Black-Scholes with the following
assumptions: risk free interest rate of 0.65%, expected life of 4 years, expected volatility of 30.3%, expected dividend yield of 0%, a term of 10 years, a
market value of $47.46 and an exercise price of $47.46. The amounts for 2011 were calculated based on a value of $12.92 per share determined using
Black-Scholes with the following assumptions: risk-free interest rate of 1.80%, expected life of 4 years, expected volatility of 29.88%, expected
dividend yield of 0%, a term of 10 years, a market value of $49.10 and an exercise price of $49.10. The amounts for 2010 were calculated based on a
value of $11.81 per share determined using Black-Scholes with the following assumptions: risk-free interest rate of 1.24%, expected life of 4 years,
expected volatility of 31.7%, expected dividend yield of 0%, a term of 10 years, a market value of $42.75 and an exercise price of $42.75.

(3)
The amounts shown in this column represent amounts awarded under the STIP for service during the indicated year but paid in the following year. See
"Compensation Discussion and Analysis�Compensation Program Components and Rationale for our Named Executive Officers�Annual Bonuses" above
for a discussion of the awards.

(4)
Dr. Lerer served during 2012 as Chief Executive Officer. Barry M. Smith currently serves as Chief Executive Officer but is not listed above as his
service began on January 1, 2013.

(5)
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Includes $7,500 in company matching 401(k) contributions, a $110,344 SAP contribution in 2013 for 2012 services, $15,297 in supplemental life
insurance, $25,141 in supplemental long term disability insurance, $22,772 in gross-up payments for perquisites, and $6,967 for personal use of
company car.

48

Edgar Filing: MAGELLAN HEALTH SERVICES INC - Form DEF 14A

60



Table of Contents

(6)
Includes $7,500 in company matching 401(k) contributions, a $51,700 SAP contribution in 2013 for 2012 services, $777 in supplemental life insurance,
$6,956 in supplemental long term disability insurance and $3,835 in gross-up payments for perquisites.

(7)
Includes $7,500 in company matching 401(k) contributions, a $44,872 SAP contribution in 2013 for 2012 services, $3,118 in supplemental life
insurance, $6,350 in supplemental long term disability insurance and $4,695 in gross-up payments for perquisites.

(8)
Includes $2,059 in company matching 401(k) contributions.

(9)
Includes $7,500 in company matching 401(k) contributions, a $36,511 SAP contribution in 2013 for 2012 services, $1,294 in supplemental life
insurance, $3,769 in supplemental long term disability insurance and $2,659 in gross-up payments for perquisites.

(10)
Ms. Rohan resigned from the company in June 2012. As a result, her RSU and stock option awards in 2012 were forfeited and she received no STIP
award. The stock award and option award listed above for her are presented at their grant date fair values as described in notes (1) and (2).

(11)
Includes $7,500 in company matching 401(k) contributions, $2,105 in supplemental life insurance, $10,430 in supplemental long term disability
insurance, and $6,216 in gross-up payments for perquisites.

 Grants of Plan-Based Awards for 2012

        The following table sets forth, for the year ended December 31, 2012, information regarding grants of non-equity incentive plan awards and
all other stock and option awards to the Named Executive Officers.

All
Other
Stock

Awards:
Number

of
Shares
of

Stock
or

Units

All
Other
Option
Awards:
Number

of
Securities
Underlying
Options

Grant
Date
Fair

Value of
Stock
and

Option
Awards(3)(4)

Estimated Future Payouts
Under Non-Equity Incentive

Plan Awards(1)
Exercise

or
Base
Price
of

Option
Awards

Grant
DateName Threshold Target Maximum(2)

($) ($) ($)
(# of
units)

(# of
shares) ($/Sh) ($)

René Lerer,
M.D. 0 1,003,123 2,006,246
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