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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended June 30, 2010

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission file number 1-5975

HUMANA INC.

(Exact name of registrant as specified in its charter)
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Delaware 61-0647538
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification Number)
500 West Main Street

Louisville, Kentucky 40202
(Address of principal executive offices, including zip code)
(502) 580-1000

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files). Yes x No ~

Indicate by checkmark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer x Accelerated filer

Non-accelerated filer Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes © No x

Indicate the number of shares outstanding of each of the issuer s classes of common stock as of the latest practicable date.

Class of Common Stock Outstanding at June 30, 2010
$0.16 2/3 par value 169,232,426 shares
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Humana Inc.
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

ASSETS
Current assets:
Cash and cash equivalents
Investment securities
Receivables, less allowance for doubtful accounts of $51,161 in 2010 and $50,832 in 2009:
Premiums
Administrative services fees
Securities lending invested collateral
Other current assets

Total current assets

Property and equipment, net
Long-term investment securities
Goodwill

Other long-term assets

Total assets

LiaBiLITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Benefits payable
Trade accounts payable and accrued expenses
Book overdraft
Securities lending payable
Unearned revenues

Total current liabilities
Long-term debt

Future policy benefits payable
Other long-term liabilities

Total liabilities

Commitments and contingencies

Stockholders equity:

Preferred stock, $1 par; 10,000,000 shares authorized; none issued

Common stock, $0.16 2/3 par; 300,000,000 shares authorized; 190,046,852 shares issued at June 30,
2010 and 189,801,119 shares issued at December 31, 2009

Capital in excess of par value

Retained earnings

Accumulated other comprehensive income

Treasury stock, at cost, 20,814,426 shares at June 30, 2010 and 19,621,069 shares at December 31, 2009

Table of Contents

June 30,
2010

December 31,

2009

(in thousands, except share amounts)

$

$

$

1,998,982
6,882,063

1,310,269
14,833
45,234

535,708

10,787,089

660,223
1,405,734
1,994,593

842,931

15,690,570

3,829,723
1,666,386
239,916
51,618
209,346

5,996,989
1,673,565
1,227,348

313,843

9,211,745

0

31,674
1,704,035
5,028,455

158,428
(443,767)

$

$

$

1,613,588
6,190,062

811,800

11,820
119,586
505,960

9,252,816

679,142
1,307,088
1,992,924

921,524

14,153,494

3,222,574
1,307,710
374,464
126,427
228,817

5,259,992
1,678,166
1,193,047

246,286

8,377,491

0

31,634
1,658,521
4,429,611

42,135

(385,898)
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Total stockholders equity 6,478,825 5,776,003
Total liabilities and stockholders equity $ 15,690,570 $ 14,153,494

See accompanying notes to condensed consolidated financial statements.
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Revenues:

Premiums

Administrative services fees
Investment income

Other revenue

Total revenues

Operating expenses:

Benefits

Selling, general and administrative
Depreciation and amortization

Total operating expenses

Income from operations

Interest expense

Income before income taxes

Provision for income taxes

Net income

Basic earnings per common share

Diluted earnings per common share

Table of Contents

Humana Inc.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)

Three months ended Six months ended
June 30, June 30,
2010 2009 2010 2009
(in thousands, except per share results)

$8,376,751 $7,642,527 $16,538,614 $15,113,821

126,744 118,694 252,626 234,576
79,790 75,340 165,245 144,884
69,436 62,328 136,830 117,269

8,652,721 7,898,889 17,093,315 15,610,550

6,859,565 6,367,545 13,667,120 12,636,855
1,161,790 1,004,342 2,288,833 2,068,145
69,290 60,478 132,046 118,492

8,090,645 7,432,365 16,087,999 14,823,492

562,076 466,524 1,005,316 787,058

26,222 26,574 52,536 53,346
535,854 439,950 952,780 733,712
195,778 158,170 353,936 246,215

$ 340,076 $ 281,780 $ 598,844 $ 487,497

$ 202 % 1.68 $ 356 $ 292

$ 200 $ 1.67 $ 352§ 2.89

See accompanying notes to condensed consolidated financial statements.
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Net realized capital gains
Stock-based compensation
Depreciation and amortization
Benefit for deferred income taxes

Humana Inc.

(Unaudited)

Changes in operating assets and liabilities, net of effect of businesses acquired:

Receivables

Other assets
Benefits payable
Other liabilities
Unearned revenues
Other, net

Net cash provided by operating activities

Cash flows from investing activities
Acquisitions, net of cash acquired
Purchases of property and equipment
Purchases of investment securities
Maturities of investment securities

Proceeds from sales of investment securities
Change in securities lending collateral

Net cash used in investing activities

Cash flows from financing activities

Receipts from CMS contract deposits
Withdrawals from CMS contract deposits
Repayments under credit agreement

Change in securities lending payable

Change in book overdraft

Common stock repurchases

Excess tax benefit from stock-based compensation
Proceeds from stock option exercises and other

Net cash used in financing activities

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Table of Contents

For the six months ended
June 30,
2010 2009
(in thousands)

$ 598,844 $ 487,497

(7,976) (9,550)
39,627 33,022
132,046 118,492
(81,267) (34,825)
(501,482) (494,139)
73,683 (18,827)
607,149 205,618
219,163 (98,447)
(19,471) 6,757
19,646 11,782
1,079,962 207,380
(1,669) (12,367)
(91,427) (82,602)
(2,759,168) (2,839,775)
1,014,032 604,535
1,091,282 1,751,441
74,809 133,691
(672,141) (445,077)
880,252 1,034,642
(643,976) (723,413)
0 (250,000)
(74,809) (133,691)
(134,548) (70,689)
(57,869) (5,999)
1,264 244
7,259 1,289
(22,427) (147,617)
385,394 (385,314)
1,613,588 1,970,423

$ 1,998,982 $ 1,585,109
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Supplemental cash flow disclosures:

Interest payments $ 55855 $ 56,635

Income tax payments, net $ 356,390 $ 260,380
See accompanying notes to condensed consolidated financial statements.
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Humana Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Unaudited
1. BASIS OF PRESENTATION

The accompanying condensed consolidated financial statements are presented in accordance with generally accepted accounting principles for
interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of
the disclosures normally required by accounting principles generally accepted in the United States of America, or those normally made in an
Annual Report on Form 10-K. For further information, the reader of this Form 10-Q should refer to our Form 10-K for the year ended
December 31, 2009, that was filed with the Securities and Exchange Commission, or the SEC, on February 19, 2010. References throughout this
documentto we, us, our, Company, and Humana mean Humana Inc. and its subsidiaries.

The preparation of our condensed consolidated financial statements in accordance with accounting principles generally accepted in the United
States of America requires us to make estimates and assumptions that affect the amounts reported in the condensed consolidated financial
statements and accompanying notes. The areas involving the most significant use of estimates are the estimation of benefits payable, the impact
of risk sharing provisions related to our Medicare and TRICARE contracts, the valuation and related impairment recognition of investment
securities, and the valuation and related impairment recognition of long-lived assets, including goodwill. These estimates are based on
knowledge of current events and anticipated future events, and accordingly, actual results may ultimately differ materially from those estimates.
Refer to Note 2 to the consolidated financial statements included in our Form 10-K for the year ended December 31, 2009 for information on
accounting policies that the Company considers in preparing its consolidated financial statements.

The financial information has been prepared in accordance with our customary accounting practices and has not been audited. In our opinion, the
information presented reflects all adjustments necessary for a fair statement of interim results. All such adjustments are of a normal and
recurring nature.

2. RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In January 2010, the FASB issued new guidance that expands and clarifies existing disclosures about fair value measurements. Under the new
guidance, we are required to disclose additional information about movements of assets among the three-tier fair value hierarchy, present
separately (that is, on a gross basis) information about purchases, sales, issuances, and settlements of financial instruments in the reconciliation
of fair value measurements using significant unobservable inputs (Level 3), and expand disclosures regarding the determination of fair value
measurements. We adopted the new disclosure provisions for the quarter ended March 31, 2010, except for the gross disclosures regarding
purchases, sales, issuances and settlements in the roll forward of activity in Level 3 fair value measurements which will be effective for us
beginning with the filing of our Form 10-Q for the three months ended March 31, 2011.

Table of Contents 9
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Humana Inc.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Unaudited

3. INVESTMENT SECURITIES

Investment securities classified as current and long-term were as follows at June 30, 2010 and December 31, 2009, respectively:

June 30. 2010

U.S. Treasury and other U.S. government corporations and agencies:

U.S. Treasury and agency obligations
Mortgage-backed securities
Tax-exempt municipal securities
Mortgage-backed securities:
Residential

Commercial

Asset-backed securities

Corporate debt securities
Redeemable preferred stock

Total debt securities

December 31. 2009

U.S. Treasury and other U.S. government corporations and agencies:

U.S. Treasury and agency obligations
Mortgage-backed securities
Tax-exempt municipal securities
Mortgage-backed securities:
Residential

Commercial

Asset-backed securities

Corporate debt securities
Redeemable preferred stock

Total debt securities

Amortized
Cost

$ 887,265
1,882,962
2,113,807

79,861
275,853
226,316

2,561,989
5,000

$ 8,033,053

$ 1,005,203
1,675,667
2,195,077

106,191
285,014
106,471
2,043,721
8,400

$ 7,425,744

Gross
Unrealized
Gains

Gross
Unrealized
Losses

(in thousands)

$ 18,356
64,386
61,456

667
11,616
1,778
132,438
0

$ 290,697

$ 6,683
24,324
52,381

220
3,252
824
57,173
4,900

$ 149,757

$ (90)
(878)
(10,816)

(5,792)
(159)
(194)

(18,024)
0

$ (35,953)

$ (2,534)
(11,328)
(23,417)

(10,999)

(8,640)

(107)

(21,326)
0

$ (78,351)

Fair Value

$ 905,531
1,946,470
2,164,447

74,736
287,310
227,900

2,676,403
5,000

$ 8,287,797

$ 1,009,352
1,688,663
2,224,041

95,412
279,626
107,188

2,079,568

13,300

$ 7,497,150

We participate in a securities lending program where we loan certain investment securities for short periods of time in exchange for collateral,
consisting of cash or U.S. Government securities, initially equal to at least 102% of the fair value of the investment securities on loan.
Investment securities with a fair value of $50.4 million at June 30, 2010 and $126.1 million at December 31, 2009 were on loan. At June 30,
2010, all collateral from lending our investment securities was in the form of cash which has been reinvested in money market funds and

short-term asset-backed securities.

Table of Contents
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Humana Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Unaudited

Gross unrealized losses and fair values aggregated by investment category and length of time that individual securities have been in a continuous
unrealized loss position were as follows at June 30, 2010 and December 31, 2009, respectively:

Less than 12 months 12 months or more Total
Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

(in thousands)

June 30. 2010

U.S. Treasury and other U.S. government corporations and

agencies:

U.S. Treasury and agency obligations $ 43795 § 90 $ 0 $ 0 $ 43795 $ 90)
Mortgage-backed securities 98,349 (658) 5,982 (220) 104,331 (878)
Tax-exempt municipal securities 329,984 (6,202) 134,478 4,614) 464,462 (10,816)
Mortgage-backed securities:

Residential 251 1 49,143 (5,791) 49,394 (5,792)
Commercial 0 0 3,551 (159) 3,551 (159)
Asset-backed securities 49,432 (194) 0 0 49,432 (194)
Corporate debt securities 346,290 (9,846) 69,934 (8,178) 416,224 (18,024)
Total debt securities $ 868,101 $ (16,991) $263,088 $ (18,962) $1,131,189 $ (35,953)

December 31, 2009
U.S. Treasury and other U.S. government corporations and

agencies:

U.S. Treasury and agency obligations $ 301,843 $ (2425 $ 2970 $ (109) $ 304,813 $ (2,534)
Mortgage-backed securities 823,365 (11,005) 6,834 (323) 830,199 (11,328)
Tax-exempt municipal securities 598,520 (14,286) 198,327 9,131) 796,847 (23,417)
Mortgage-backed securities:

Residential 1,771 (®)] 73,178 (10,994) 74,949 (10,999)
Commercial 31,941 (359) 142,944 (8,281) 174,885 (8,640)
Asset-backed securities 1,930 (19) 2,179 (88) 4,109 (107)
Corporate debt securities 636,833 (9,354) 99,830 (11,972) 736,663 (21,326)
Total debt securities $2,396,203 $ (37,453) $526,262 $ (40,898) $2,922.465 $ (78,351)

Approximately 97% of our debt securities were investment-grade quality, with an average credit rating of AA by S&P at June 30, 2010. Most of
the debt securities that are below investment-grade are rated BB, the higher end of the below investment-grade rating scale. At June 30, 2010,
16% of our tax-exempt municipal securities were pre-refunded, generally with U.S. government and agency securities, and 27% of our
tax-exempt securities were insured by bond insurers and have an equivalent S&P credit rating of AA- exclusive of the bond insurers guarantee.
Our investment policy limits investments in a single issuer and requires diversification among various asset types.

The recoverability of our residential and commercial mortgage-backed securities is supported by factors such as seniority, underlying collateral
characteristics and credit enhancements. Residential and commercial mortgage-backed securities are primarily composed of senior tranches
having high credit support, with 99% of the collateral consisting of prime loans. All commercial mortgage-backed securities are rated AAA at

Table of Contents 11
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Humana Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Unaudited

All issuers of securities we own trading at an unrealized loss remain current on all contractual payments. After taking into account these and
other factors previously described, we believe these unrealized losses primarily were caused by an increase in market interest rates and tighter
liquidity conditions in the current markets than when the securities were purchased. As of June 30, 2010, we do not intend to sell the securities
with an unrealized loss position in accumulated other comprehensive income and it is not likely that we will be required to sell these securities
before recovery of their amortized cost basis, and as a result, we believe that the securities with an unrealized loss are not other-than-temporarily
impaired as of June 30, 2010.

The detail of realized gains (losses) related to investment securities and included with investment income was as follows for the three and six
months ended June 30, 2010 and 2009:

For the three months

ended For the six months ended
June 30, June 30,
2010 2009 2010 2009
(in thousands)
Gross realized gains $ 3,840 $ 35,109 $ 23,753 $ 50,746
Gross realized losses (4,558) (26,602) (15,777) (41,196)
Net realized capital (losses) gains $ (718) $ 8,507 $ 7,976 $ 9,550

There were no material other-than-temporary impairments for the three and six months ended June 30, 2010 or 2009.

The contractual maturities of debt securities available for sale at June 30, 2010, regardless of their balance sheet classification, are shown below.
Expected maturities may differ from contractual maturities because borrowers may have the right to call or prepay obligations with or without
call or prepayment penalties.

Amortized Fair
Cost Value
(in thousands)

Due within one year $ 208,266 $ 208,805
Due after one year through five years 2,148,213 2,201,282
Due after five years through ten years 1,585,556 1,657,043
Due after ten years 1,626,026 1,684,251
Mortgage and asset-backed securities 2,464,992 2,536,416
Total debt securities $ 8,033,053 $ 8,287,797

Table of Contents 13
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Humana Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Unaudited

4. FAIR VALUE

Assets and liabilities measured at fair value are categorized into a fair value hierarchy based on whether the inputs to valuation techniques are
observable or unobservable. Observable inputs reflect market data obtained from independent sources, while unobservable inputs reflect our
own assumptions about the assumptions market participants would use. The fair value hierarchy includes three levels of inputs that may be used
to measure fair value as described below.

Level 1 Quoted prices in active markets for identical assets or liabilities. Level 1 assets and liabilities include debt and equity securities that are
traded in an active exchange market.

Level 2 Observable inputs other than Level 1 prices such as quoted prices in active markets for similar assets or liabilities, quoted prices for
identical or similar assets or liabilities in markets that are not active, or other inputs that are observable or can be corroborated by observable
market data for substantially the full term of the assets or liabilities. Level 2 assets and liabilities include debt securities with quoted prices that
are traded less frequently than exchange-traded instruments as well as debt securities and derivative contracts whose value is determined using a
pricing model with inputs that are observable in the market or can be derived principally from or corroborated by observable market data.

Level 3 Unobservable inputs that are supported by little or no market activity and are significant to the fair value of the assets or liabilities.
Level 3 includes assets and liabilities whose value is determined using pricing models, discounted cash flow methodologies, or similar
techniques reflecting our own assumptions about the assumptions market participants would use as well as those requiring significant
management judgment.

Fair value of actively traded debt securities are based on quoted market prices. Fair value of other debt securities are based on quoted market
prices of identical or similar securities or based on observable inputs like interest rates generally using a market valuation approach, or, less
frequently, an income valuation approach and are generally classified as Level 2. We generally obtain one quoted price for each security from a
third party pricing service. These prices are generally derived from recently reported trades for identical or similar securities, including
adjustments through the reporting date based upon observable market information. When quoted prices are not available, the third party pricing
service may use quoted market prices of comparable securities or discounted cash flow analyses, incorporating inputs that are currently
observable in the markets for similar securities. Inputs that are often used in the valuation methodologies include benchmark yields, reported
trades, credit spreads, broker quotes, default rates and prepayment speeds. We are responsible for the determination of fair value and as such we
perform analysis on the prices received from the third party pricing service to determine whether the prices are reasonable estimates of fair
value. Our analysis includes a review of monthly price fluctuations as well as a quarterly comparison of the prices received from the pricing
service to prices reported by our third party investment advisor. Based on our internal price verification procedures and review of fair value
methodology documentation provided by the third party pricing service, there were no material adjustments to the prices obtained from the third
party pricing service during the three and six months ended June 30, 2010 or 2009.

Fair value of privately held debt securities, including venture capital investments, as well as auction rate securities, are estimated using a variety
of valuation methodologies, including both market and income approaches, where an observable quoted market does not exist and are generally
classified as Level 3. For privately held debt securities, such methodologies include reviewing the value ascribed to the most recent financing,
comparing the security with securities of publicly traded companies in similar lines of business, and reviewing the underlying financial
performance including estimating discounted cash flows. For auction rate securities, such methodologies include consideration of the quality of
the sector and issuer, underlying collateral, underlying final maturity dates and liquidity.

10
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Humana Inc.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Unaudited

The following table summarizes our fair value measurements at June 30, 2010 and December 31, 2009 for financial assets measured at fair value

on a recurring basis:

June 30, 2010
Cash equivalents
Debt securities:

U.S. Treasury and other U.S. government corporations and agencies:

U.S. Treasury and agency obligations
Mortgage-backed securities
Tax-exempt municipal securities
Mortgage-backed securities:
Residential

Commercial

Asset-backed securities

Corporate debt securities
Redeemable preferred stock

Total debt securities
Securities lending invested collateral

Total invested assets
December 31. 2009

Cash equivalents
Debt securities:

U.S. Treasury and other U.S. government corporations and agencies:

U.S. Treasury and agency obligations
Mortgage-backed securities
Tax-exempt municipal securities
Mortgage-backed securities:
Residential

Commercial

Asset-backed securities

Corporate debt securities
Redeemable preferred stock

Total debt securities
Securities lending invested collateral

Table of Contents

Fair Value

$ 1,958,693

905,531
1,946,470
2,164,447

74,736
287,310
227,900

2,676,403
5,000

8,287,797
45,234

$10,291,724

$ 1,507,490

1,009,352
1,688,663
2,224,041

95,412
279,626
107,188

2,079,568

13,300

7,497,150
119,586

Fair Value Measurements Using

Quoted Prices in
Active Markets
for Identical
Assets
(Level 1)

Significant Other

Observable

Inputs
(Level 2)

(in thousands)

$ 1,958,693

S O O

(=N el oMol

0
12,527

$1,971,220

$ 1,507,490

S O O

S OO oo

53,569

$

905,531
1,946,470
2,112,974

74,736
287,310
225,986

2,668,776
0

8,221,783
32,707

8,254,490

1,009,352
1,688,663
2,155,227

95,412
279,626
105,060

2,071,087
0

7,404,427
66,017

Significant
Unobservable
Inputs
(Level 3)

$ 66,014

0
0
68,814

0

0
2,128
8,481
13,300

92,723
0
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Total invested assets $ 9,124,226 $ 1,561,059 $ 7,470,444 $ 92,723
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Humana Inc.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Unaudited

During the six months ended June 30, 2010 and 2009, the changes in the fair value of the assets measured using significant unobservable inputs
(Level 3) were comprised of the following:

For the six months ended June 30,

2010 2009
Privates Privates
Auction and Auction and
Rate Venture Rate Venture
Securities Capital Total Securities Capital Total
(in thousands)
Beginning balance at January 1 $ 68,814 $ 23909 $ 92,723 $73,654 $18272 $91,926
Total gains or losses:
Realized in earnings 16 6,178 6,194 16 23 39
Unrealized in other comprehensive income 547 4,775) (4,228) (210) 381 171
Purchases, sales, issuances, and settlements, net (5,475) (13,392) (18,867) (25) (777) (802)
Transfers into Level 3 0 0 0 0 605 605
Balance at March 31 63,902 11,920 75,822 73,435 18,504 91,939

Total gains or losses:

Realized in earnings 0 17 17 0 16 16
Unrealized in other comprehensive income 821 570 1,391 184 38 222
Purchases, sales, issuances, and settlements, net (13,250) 2,034 (11,216) (900) (118) (1,018)
Balance at June 30 $ 51,473  $ 14541  $ 66,014 $72,7719 $18,440 $91,159

Level 3 assets primarily include auction rate securities. Auction rate securities are debt instruments with interest rates that reset through periodic
short-term auctions. The auction rate securities we own, which had a fair value of $51.5 million at June 30, 2010, or less than 1% of our total
invested assets, primarily consist of tax-exempt bonds rated AAA and AA and are collateralized by federally guaranteed student loans. From
time to time, liquidity issues in the credit markets have led to failed auctions. A failed auction is not a default of the debt instrument, but does set
a new, generally higher, interest rate in accordance with the original terms of the debt instrument. Liquidation of auction rate securities results
when (1) a successful auction occurs, (2) the securities are called or refinanced by the issuer, (3) a buyer is found outside the auction process, or
(4) the security matures. We continue to receive income on all auction rate securities and periodic full and partial redemption calls. Given the
liquidity issues, fair value could not be estimated based on observable market prices, and as such, unobservable inputs were used.

Our long-term debt is recorded at carrying value in our condensed consolidated balance sheets. The carrying value of our long-term debt
outstanding was $1,673.6 million at June 30, 2010 and $1,678.2 million at December 31, 2009. The fair value of our long-term debt was
$1,727.6 million at June 30, 2010 and $1,596.4 million at December 31, 2009. The fair value of our long-term debt is determined based on
quoted market prices for the same or similar debt, or, if no quoted market prices are available, on the current rates estimated to be available to us
for debt with similar terms and remaining maturities.
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5. MEDICARE PART D

We cover prescription drug benefits in accordance with Medicare Part D under multiple contracts with the Centers for Medicare and Medicaid
Services, or CMS. The condensed consolidated balance sheets include the following amounts associated with Medicare Part D as of June 30,
2010 and December 31, 2009. The risk corridor settlement includes amounts classified as long-term because settlement associated with the 2010
provision will exceed 12 months as of June 30, 2010.

June 30, 2010 December 31, 2009
Risk
Corridor CMS Risk Corridor CMS
Settlement Subsidies Settlement Subsidies
(in thousands)
Other current assets $ 2774 $ 16,015 $ 2,165 $ 11,660
Trade accounts payable and accrued expenses (212,821) (643,485) (146,750) (402,854)
Net current liability (210,047) (627,470) (144,585) (391,194)
Other long-term assets 1,223 0 0 0
Other long-term liabilities (81,387) 0 0 0
Net long-term liability (80,164) 0 0 0
Total net liability $(290,211) $ (627,470) $ (144,585) $(391,194)

6. GOODWILL AND OTHER INTANGIBLE ASSETS

Changes in the carrying amount of goodwill, by reportable segment, for the six months ended June 30, 2010 were as follows:

Commercial Government Total
(in thousands)
Balance at December 31, 2009 $ 1,281,625 $ 711,299 $ 1,992,924
Contingent purchase price settlements related to 2008 acquisitions 0 1,669 1,669
Balance at June 30, 2010 $ 1,281,625 $ 712,968 $ 1,994,593

The following table presents details of our other intangible assets included in other long-term assets in the accompanying condensed
consolidated balance sheets at June 30, 2010 and December 31, 2009:

Weighted June 30, 2010 December 31, 2009
Avera Cost Accumulated Net Cost Accumulated Net
ge o o
Amortization Amortization
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Life
(in thousands)
Other intangible assets:
Customer contracts 112yrs $314,885 $ 133,425 $181,460 $314,885 $ 117,748 $197,137
Provider contracts 16.0 yrs 42,753 9,969 32,784 42,753 8,281 34,472
Trade names and other 13.4 yrs 15,075 3,982 11,093 16,986 5,127 11,859
Total other intangible assets 11.8yrs $372,713 $ 147,376 $225,337 $374,624 $ 131,156 $ 243,468
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Amortization expense for other intangible assets was approximately $18.1 million for the six months ended June 30, 2010 and $19.1 million for
the six months ended June 30, 2009. The following table presents our estimate of amortization expense for 2010 and each of the five next

succeeding fiscal years:

For the years ending December 31,:

2010
2011
2012
2013
2014
2015

7. INDIVIDUAL MAJOR MEDICAL DEFERRED ACQUISITION COSTS

(in thousands)

$ 34,945
31,501
29,959
27,035
24,298
18,966

Due to contractual and regulatory requirements, our guaranteed renewable major medical policies sold to individuals in the commercial market
are accounted for as long-duration insurance products because they are expected to remain in force for an extended period beyond one year. As a
result, we defer policy acquisition costs and amortize them over the estimated life of the policies in proportion to premiums earned, subject to a

recoverability analysis. Further, reserves for future policy benefits are established for the portion of premium received in the earlier years that

are intended to pay anticipated benefits to be incurred in future years.

In light of significant reforms to the U.S. health insurance industry, including mandating that 80% of premium revenues be expended on medical
costs for individual major medical policies beginning in 2011, we completed a deferred acquisition cost recoverability analysis for our individual

major medical policies at June 30, 2010. Our recoverability test indicated that a substantial portion of unamortized deferred acquisition costs

associated with the individual major medical block of business were not recoverable from future income. As a result, we recorded a write-down
of deferred acquisition costs of $147.5 million with a corresponding charge to selling, general and administrative expense during the three
months ended June 30, 2010. Deferred acquisition costs included in other long-term assets in the consolidated balance sheets were $67.1 million
and $201.4 million at June 30, 2010 and December 31, 2009, respectively, including $24.3 million and $165.7 million associated with our
individual major medical policies at June 30, 2010 and December 31, 2009, respectively. Future policy benefits payable associated with our
individual major medical policies were $132.4 million at June 30, 2010 and $128.3 million at December 31, 2009.

8. COMPREHENSIVE INCOME

The following table presents details supporting the computation of comprehensive income, net of tax, for the three and six months ended

June 30, 2010 and 2009:

Net income

Net unrealized investment gains and other, net of tax

Comprehensive income, net of tax

Table of Contents

Three months ended Six months ended

June 30, June 30,
2010 2009 2010 2009
(in thousands)
$ 340,076 $ 281,780 $ 598,844 $ 487,497
88,434 88,368 116,293 88,687
$428,510 $370,148 $ 715,137 $ 576,184
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9. EARNINGS PER COMMON SHARE COMPUTATION

Detail supporting the computation of basic and diluted earnings per common share was as follows for the three and six months ended June 30,
2010 and 2009:

Three months ended Six months ended
June 30, June 30,

2010 2009 2010 2009

(in thousands, except per common share results)

Net income available for common stockholders $340,076 $281,780 $598,844  $487,497

Weighted average outstanding shares of common stock used to compute basic

earnings per common share 168,472 167,301 168,336 167,172
Dilutive effect of:

Employee stock options 533 588 566 610
Restricted stock 1,224 780 1,252 882
Shares used to compute diluted earnings per common share 170,229 168,669 170,154 168,664
Basic earnings per common share $ 202 $ 168 $ 35 $ 292
Diluted earnings per common share $ 20 $ 167 $ 352 $ 289

Number of antidilutive stock options and restricted stock excluded from
computation 4,770 6,635 4,904 6,850
10. STOCK REPURCHASE AUTHORIZATION

In December 2009, the Board of Directors authorized the repurchase of up to $250 million of our common shares exclusive of shares
repurchased in connection with employee stock plans. Under this share repurchase authorization, shares may be purchased from time to time at
prevailing prices in the open market, by block purchases, or in privately-negotiated transactions, subject to certain restrictions on volume,
pricing and timing. During the six months ended June 30, 2010, we repurchased 1.03 million shares in open market transactions for $50.0
million at an average price of $48.76. As of August 1, 2010, the remaining authorized amount totaled $200.0 million and the authorization
expires on December 31, 2011.

In connection with employee stock plans, we acquired 0.2 million common shares for $7.9 million and 0.2 million common shares for $6.0
million during the six months ended June 30, 2010 and 2009, respectively.

11. INCOME TAXES

The effective income tax rate was 36.5% and 37.1% for the three and six months ended June 30, 2010, respectively, compared to 36.0% and
33.6% for the three and six months ended June 30, 2009, respectively. The effective income tax rate was reduced by 2.3% during the first half of
2009 due to the reduction of the $16.8 million liability for unrecognized tax benefits as a result of settlements associated with the completion of
the audit of our U.S. income tax returns for 2005 and 2006. In addition, the tax rates for the three and six months ended June 30, 2010 reflect the
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insurance reforms.
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12. GUARANTEES AND CONTINGENCIES
Government Contracts

Our Medicare business, which accounted for approximately 65% of our total premiums and administrative services only, or ASO, fees for the six
months ended June 30, 2010, primarily consisted of products covered under the Medicare Advantage and Medicare Part D Prescription Drug
Plan contracts with the federal government. These contracts are renewed generally for a one-year term each December 31 unless CMS notifies
us of its decision not to renew by August 1 of the calendar year in which the contract would end, or we notify CMS of our decision not to renew
by the first Monday in June of the calendar year in which the contract would end. All material contracts between Humana and CMS relating to
our Medicare business have been renewed for 2011.

CMS is continuing to perform audits of selected Medicare Advantage plans of various companies to validate the provider coding practices and
resulting economics under the actuarial risk-adjustment model used to calculate the individual member capitation paid to Medicare Advantage
plans. Several Humana contracts have been selected by CMS for audit, and we expect that CMS will continue conducting audits for the 2007
contract year and beyond.

We generally rely on providers to appropriately document all medical data including risk-adjustment data in their medical records and
appropriately code their claim submissions, which we send to CMS as the basis for our payment received from CMS under the actuarial
risk-adjustment model. The CMS audits involve a review of a sample of provider medical records for the contracts being audited. Rates paid to
Medicare Advantage plans are established under a bid model, the actuarial process whereby our premium is based on a comparison of our
beneficiaries risk scores, derived from medical diagnoses, to those enrolled in the government s original Medicare program. As a result, we
believe that an actuarially sound adjustment of payments from these audits would need to take into account the level of coding accuracy and
provider medical record documentation completeness under the government s original Medicare program, since the risk adjustment system, bids,
benefit structures and payment rates were premised on that data. This would help to ensure that the audit methodology applied to Medicare
Advantage plans accurately calculates the economic impact of the audit findings. Additionally, our payment received from CMS, as well as
benefits offered and premiums charged to members, is based on bids that did not, by CMS design, include any assumption of retroactive audit
payment adjustments. We believe that applying a retroactive 