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I am pleased to share with you To Your Health!
Aetna’s Proposal for Health Care System
Transformation. This proposal presents a framework
for health care reform, addressing the interrelated

issues of access, cost and quality.

We at Aetna believe that every American should
have access to affordable health care that produces
quality outcomes and facilitates prevention, wellness
and care coordination. This goal is as ambitious as
it is vital to the well-being of our nation’s citizens.
And it is an achievable goal if the private and public
sectors work together to build upon the strengths

of our current system. It is important that we ensure
a vigorous marketplace and an effective public
health system while empowering consumers with
the information, tools and options necessary for

achieving optimal health.

All of us have a stake in the future of our health care
system. Aetna is committed to playing a leadership
role in transforming the system into one that we and
generations to come can be proud of. I encourage you

to join us in being a positive force for change.

Ronald A. Williams
Chairman and Chief Executive Officer
Aetna Inc.



The U.S. health care system remains the world’s pioneer in research and

medical technology, leading treatment breakthroughs that benefit Americans

and people across the globe. The presence of first-rate physicians, hospitals,

drugs and treatments are due, in large measure, to the competition inherent

in our market-based system. While an impressive 85 percent of people in

America — over 250 million people — have some form of health insurance,

there are also real and severe deficiencies within the U.S. health care system.

The crisis of the uninsured:

There are now nearly 46 million uninsured in the

United States, which represents a staggering one in six
adults under the age of 65. Over 8 million of these uninsured
are children. The uninsured come from a variety

of ages, household incomes and work statuses — but they
share a common plight. A robust body of research concludes
that the uninsured obtain less care, receive fewer preventive
services and fail to adhere to recommended treatments.
Additionally, tens of billions of dollars are spent each year
treating those without health insurance, often in expensive
emergency room settings for illnesses or chronic conditions
that could have been prevented or treated earlier had they
been part of a course of care associated with having

health insurance.

Escalating health care costs and
affordability problems:

There are many reasons why people are uninsured,

but rising health care costs and their attendant effects
on affordability of coverage are widely viewed as the
fundamental problems. Indeed, the price the nation
pays for these problems comes in the form of 46 million
uninsured. Health care is expensive — and costs continue
to rise at a rapid pace, which is reflected in the form of
higher premiums for health insurance. Premium increases
are driven primarily by three factors: general inflation,
health care price increases in excess of inflation (for
example, cost-shifting and higher-priced technologies)

and increased utilization (for example, aging population,
lifestyle changes and new treatments).! These rising
premiums, in turn, have made it increasingly difficult for
employers to offer coverage to their workers. Today,
approximately 63 percent of firms offer health benefits —
down from 69 percent as recently as 2000 — which is of
concern given the vital role employers play in the health

care system. Rising premiums also have made it increasingly
difficult for people to purchase coverage. With the average
premium for employer-sponsored family coverage now
exceeding $12,000, participating in the health insurance
marketplace is a financial strain for a growing number of
Americans.? At the national level, health care now represents
more than 16 percent of the gross domestic product, and
the traditional funding sources and mechanisms used to
support health care cannot keep pace with costs accelerating
at approximately twice the rate of inflation.

Pervasive quality problems:

Quality problems in the U.S. health care system came

into focus in the late 1990s when the Institute of Medicine
documented persistent, systemic shortcomings in quality,
including preventable medical errors and widespread
overuse, underuse and misuse. Huge gaps exist between
the levels of care delivered by health care organizations

in different regions and settings. These quality gaps result
in 35,000 to 75,000 avoidable deaths each year and
between $2.7 billion and $3.7 billion in avoidable medical
costs.3 Numerous studies have found that, overall, American
adults receive only about half of recommended care.®



What Aetna believes

As one of the oldest and largest insurers in America, we
believe Aetna has both an opportunity and an obligation to
be a key part of the solution. Our commitment to advancing
the public good is engrained in the company’s 155-year
heritage and is reflected in Aetna’s core values of integrity,
quality service and value, excellence and accountability, and
employee engagement. We believe that being a leader in
health care means not only meeting business expectations,
but also exercising ethical business principles and social
responsibility in everything we do. We also believe that our
considerable intellectual resources and experience can be
leveraged to build a stronger and more effective health care
system — a stance that is embodied by Aetna’s leadership
on a variety of public policy issues, including racial and
ethnic disparities, end-of-life care, genetic testing, price
transparency, and health and benefits literacy.

Aetna has been active in both developing and supporting
proposals for change. For example, the company played an
integral role in creating the comprehensive health care access
proposal put forward by America’s Health Insurance Plans
(AHIP) in November 2006. Titled A Vision for Reform, the
AHIP proposal articulates a set of policy recommendations
aimed at achieving near-universal coverage for all children
within three years and adults within ten years. In addition

to endorsing this comprehensive access proposal, Aetna

was the first national health insurer to publicly announce its
support of President Bush's Executive Order on health care
transparency and was one of the first Fortune 100 employers
to sign the Statement of Support for the Four Cornerstones
of Value-Driven Health Care.



Aetna’s proposal for health care system transformation

Described in the following pages is Aetna’s proposal to
transform the U.S. health care system. It is intended to
serve as a framework for sensible policy action, and reflects
Aetna’s commitment to being part of the solution and

our willingness to serve as a resource in the health care
discourse. The ten points highlighted are organized into
four pillars, or tenets, for health care reform:

= Get and keep everyone covered;

= Maintain the employer-based system and export
its strengths to make the individual market
function better;

= Reorient the system toward prevention, value
and quality of care; and

= Use market incentives to improve coverage,
drive down costs and make the system more
consumer-oriented.

When considering this proposal, it is important to
recognize the considerable interplay between various

policy interventions. Aetna believes that health care reform
should identify and take advantage of companion solutions.
Companion solutions refer to the pairing of complementary
public policies. When implemented together, companion
solutions result in an outcome that greatly exceeds the
impact of any isolated reform component. A good example
of a companion solution is the pairing of an individual
coverage requirement with both strong enforcement
mechanisms and broadly funded subsidies to increase

the affordability of coverage for lower-income Americans.
Another is coupling reasonable public program expansion
with efforts to enroll individuals who are currently eligible
but not participating in these programs, as well as
implementing targeted tax credits for low- to moderate-
income households, which controls against the risk of
crowd-out (that is, individuals who would have purchased
private coverage choosing to utilize public coverage instead).




Get and keep everyone covered

Point 1: Transform health insurance into
a civic responsibility
A person’s coverage status has system-wide implications.

When individuals keep up their insurance coverage,
regardless of their health status, they make insurance more

affordable for everyone by contributing to the general pool.

Transforming health insurance into a civic responsibility
requires viewing insurance as a mechanism for mutual aid,
and not just as a means for self-protection. Importantly,
there is growing consensus that, without dismantling the
entire system, an individual coverage requirement is the
only way to achieve universal coverage.”

Require all Americans to possess health insurance
coverage — an individual coverage requirement —
as a common-sense approach for achieving universal
coverage through universal participation.

Between 2000 and 2006, 165,000 people, including
27,000 in 2006, died simply because they lacked health
insurance.® In 2005, the average family premium for
employer-sponsored insurance included an extra $922 as
a result of uncompensated care for the uninsured.” Under
a system of shared responsibility, those who can afford
coverage could no longer shift the risks and costs of
remaining uninsured onto others. Moreover, the risk profile
of the overall health insurance pool would be improved
with the addition of young, healthy Americans who
currently comprise a substantial proportion of the
uninsured population (for example, 18 million of the

46 million uninsured are between the ages of 18 and 34).8

Aetna was the first national insurer to endorse the concept
of an individual coverage requirement, recognizing that
universal coverage is possible only when there is universal
participation.? Qualifying coverage could, for example,

take the form of a basic and essential product that includes
preventive coverage. Enforcement of the requirement should
be phased into the tax system; for instance, eligibility for
the personal tax exemption and/or child tax credit could be
conditioned upon proof of coverage.

Pair an individual coverage requirement with
government assistance for low-income Americans
who are ineligible for public programs to enter the
health insurance marketplace.

Today, 28 million uninsured people — nearly two-thirds of
the uninsured — come from households with incomes under
$50,000 a year, and about 13 million of these individuals
come from households with incomes under $25,000 per year.
Many of these individuals (for example, childless adults) do
not qualify for public coverage, yet they need a helping hand.

Aetna supports targeted public subsidies for certain low-
income individuals and families in the form of advanceable,
refundable tax credits to help finance the purchase of private
health insurance coverage. Subsidies should be structured

on a sliding scale, so that individuals and families with lower
household incomes would receive proportionately greater
assistance than those with higher incomes.



Create or improve broadly funded safety net
programs, such as reinsurance mechanisms or state
high-risk pools, to ensure that the most vulnerable
Americans have health insurance. Public-private
collaboration is critical to the success of these
safety nets.

The distribution of the nation’s health care spending is highly
skewed, with the top 5 percent of the population with the
highest expenditures accounting for about half of all health
care spending.'® The elevated risk of high-cost individuals
yields high premiums for them in medically underwritten
markets, while their high costs yield higher premiums for all
in guaranteed issue markets.

Aetna believes a strong safety net is one of the most vital
factors in increasing the affordability of insurance while still
ensuring the health and financial security of the nation’s
least healthy citizens. Two risk-transfer mechanisms — high-
risk pools and public reinsurance — operate by separating
the costs of particularly high-cost enrollees from the rest of
an insurance market. They aim to stabilize insurance markets
and increase premium affordability; increase coverage
availability for the uninsured; and provide affordable options
for high-risk individuals who would otherwise be unable to
secure coverage. The future success of either mechanism
depends on sufficient public funding and the design of
program incentives and structure.




Point 2: Strengthen public programs and
the safety net for those most in need

Almost 68 percent of U.S. residents access their insurance
through the private market. While large segments of the
uninsured should be able to access coverage through this
market (for example, those uninsured with household
incomes above a reasonable threshold), there are also
segments of the uninsured population for whom the private
sector cannot respond adequately. For them, strengthened
public programs and a robust safety net are critical features
of health care reform.

Strengthen public programs to ensure certain
populations have access to quality health care. The
federal government should expand State Children’s
Health Insurance Program (SCHIP) funding to ensure
all states can, at a minimum, fully cover children from
low-income households. Medicaid eligibility should
be expanded to cover all adults up to 100 percent

of the Federal Poverty Level, including single adults.
Public programs should not, however, displace those
who would otherwise participate in the private health
insurance marketplace.

About 83 million Americans receive government coverage
for health care," and Medicaid and SCHIP, in particular,
provide a pathway to insurance for low-income Americans
for whom affordability challenges make it difficult to obtain
coverage in the private market. At present, however,
Medicaid and SCHIP reach fewer people than needed, as
many individuals who are unable to afford private coverage
are also ineligible for public programs.

Aetna believes Medicaid should be expanded to cover all
low-income adults up to a minimum of 100 percent of the
Federal Poverty Level, regardless of parental status. SCHIP
should also be expanded to cover, at a minimum, all children
up to 200 percent of the Federal Poverty Level, while bearing
in mind the importance of preventing crowd-out (that is,
people who can afford private coverage avoid purchasing it
because of public coverage availability). At the same time, it
is critical to address the problem of the 11 million uninsured
people who are eligible for public programs but not enrolled
in them, by using outreach and auto-enrollment programs to
facilitate continuous coverage.'?

Health insurers, the federal and state governments,
and employers should come together to explore new
ways of working together to ensure no American lacks
affordable health insurance options.

Many of the challenges associated with designing a strong
safety net rest in funding, and various stakeholders need to
come together to address this challenge. There are many
creative possibilities that should be explored, including the
potential creation of a Federal Catastrophic Health Cost
Grants program to defray or cover the costs of extremely
expensive cases.



Distribution of uninsured children by eligibility for Medicaid/SCHIP

Total uninsured children in 2006: 8.7 million

26%

Not eligible
2.3 million

74%

Eligible for
Medicaid or SCHIP
6.4 million

Source: John Holahan, Allison Cook, and Lisa Dubay.
“Characteristics of the Uninsured: Who is Eligible for Public
Coverage and Who Needs Help Affording Coverage?” Kaiser
Commission on Medicaid and the Uninsured, Henry J. Kaiser Family
Foundation, February 2007; U.S. Census Bureau. “Income, Poverty,
and Health Insurance Coverage in the United States: 2006.” Issued
August 2007.



Maintain the employer-based system and export its
strengths to make the individual market function better

Point 3: Leverage the strengths of

the current health care system, which
already covers nearly 85 percent of the
U.S. population, to advance the goal of
achieving universal coverage

Nearly 85 percent of people living in the United States

have health insurance.’®> Among those with health insurance
coverage, more than 177 million — or 60 percent of the
entire U.S. population — receive coverage through an
employer. While shortcomings in the current system have left
46 million people without health insurance,'* Aetna believes
the nation must build upon the current system’s successes

to fill this unacceptable gap and ensure universal coverage.

Encourage public-private coordination and
collaboration. It is imperative that government
and the private sector work together to expand
access, increase affordability and improve quality.
A competitive marketplace and a strong public
health system are not mutually exclusive.

The country’s uninsured population is heterogeneous, which
means there is no single solution for getting them covered.
For example, uninsured individuals from households above a
moderate income threshold would likely be better served by
a private solution, while those coming from lower-income
households would undoubtedly benefit from enrollment in
a public program.

Aetna believes that the public and private sectors must
share responsibility for closing the coverage gap on

both ends of the financial spectrum. On the public side,
expansion of public programs to include a larger set of
low-income individuals — for example, up to a standard of
at least 200 percent of the Federal Poverty Level — would
offer access to uninsured persons with limited financial
means to purchase coverage on their own. At the same
time, it is important to ensure those who can afford to
purchase coverage take advantage of private sector
solutions now available.

The private sector can also play a vital role in expanding
access by developing affordable and diverse coverage
options. Creating insurance products that appeal to the
needs and financial capabilities of those with household
incomes over 200 percent to 300 percent of the Federal
Poverty Level would enable this segment to secure their
own coverage, especially when coupled with an individual
coverage requirement and targeted subsidies. Expanding
public-private collaboration also involves private sector
administration of government programs. Examples of
such collaboration include Medicaid, Medicare Part D
and Medicare Advantage — programs in which

Aetna participates.



Continue to support the existing employer-based
system, which is responsible for covering 60 percent

of the non-elderly population in the United States

(177 million people). At the same time, support policies
that promote affordable health insurance options

for individuals and small employers not participating
in the employer-based system.

The employer-based system provides not only a medium
for coverage of American workers and their families,

but also added value in the form of diverse risk pools,
administrative savings and actual dollars. Employers’
premium contributions totaled $420 billion in 2005."

In 2008, employer contributions covered 84 percent and
73 percent of premium costs for singles and families,
respectively.'® Administrative overhead for group coverage
rests at 10 percent, significantly lower than administrative
costs in the individual market," and these savings are passed
on to consumers as well. Finally, because employee groups
are diversified in terms of risk, no workers are declined
coverage because of health status or age.'®

Aetna also believes it is critical to expand opportunities

for lower-wage workers and employees of small firms.
Only 49 percent of the smallest firms offer their employees
insurance options,'? and of those employees not offered
coverage, 45 percent are uninsured.2® Enhanced
opportunities for these workers could come in the form of
pooling structures for small businesses, consumer-directed
health plans, mandate-lite products and tax incentives.




Point 4: Use the tax system to expand
access and increase affordability

The tax system in the United States offers incentives to
stimulate various behaviors, including charitable giving,
home ownership and even employer provision of health
benefits. Although 26 million people purchase private
insurance coverage directly — outside of the purview of
the employer-based system — there are few incentives
designed to give tax relief to these individuals, as well as
to the many uninsured who could potentially purchase
insurance in this market.?! Aetna believes the tax system
should play a vital role in advancing efforts to achieve
universal health insurance coverage by making coverage
affordable for more Americans.

Equalize the tax treatment of health insurance for
those who obtain coverage through their employer
and those who purchase it directly in the individual
market by extending favorable tax treatment to both
sets of individuals, without changing the favorable
tax treatment employers currently receive for
offering benefits.

Currently, health insurance-related tax benefits exist almost
exclusively within the employer-based system, with both
employees and employers paying premiums with pretax
income.22 Using these pretax dollars, many employees
purchase benefits that are more generous than they need,
distorting the system and raising overall costs.?3 Such tax
benefits are not readily available for those who are limited
to purchasing insurance on the individual market. This not
only burdens individuals already within this market, but
also produces a market that is smaller than it could be if
tax incentives for purchasing insurance existed.

Aetna believes that individuals should be able to use pretax
dollars to purchase coverage. Favorable tax treatment (for
example, tax credits) for health insurance expenditures can
serve as a strong incentive for insurance purchase. In fact,
tax changes could result in a net increase of 3 million to
9.2 million insured individuals.?* Such an increase would
expand the size of the market and reduce the ranks of the
uninsured, ultimately lowering premiums for everyone.

Create tax-based incentives for employers —
especially small firms — to offer or continue
offering health benefits to their employees in order
to preserve and strengthen the employer-based
system. Employers should be encouraged to offer,
at a minimum, Section 125 cafeteria plans.

Relative to small employers, large employers enjoy various
benefits by virtue of their size, including the ability to
maintain a large risk pool, the option to self-insure (through
ERISA), and the organizational capacity to research and
select the best insurance options for their employees. The
effective tax benefit for large employers providing health
insurance is much greater than that enjoyed by small
employers, making it unsurprising that only 62 percent of
small firms (3-199 workers) and 49 percent of the nation’s
smallest firms (3—9 workers) offer health insurance coverage
to their employees, as compared to 99 percent of large
employers (200+ workers).%>

Aetna believes the tax system should encourage small
employers to offer health benefits to their workers by
providing tax deductions to employers who offer such
benefits. States could provide, for example, a tax credit

to employers to help pay for a portion of their employees’
premiums or give premium subsidies to employers offering



employer-sponsored coverage. At the very least, employers
should be encouraged to provide Section 125 cafeteria plans
so that employees of small firms may purchase health
insurance on a pretax basis.

Use tax credits as a tool to encourage and enable
target populations (e.g., lower-income adults and
children) to enter the health insurance marketplace.
Tax credits should be administered on a sliding scale
according to income and should be broadly financed.

The tax system is an important vehicle for facilitating the
entrance of individuals into the insurance marketplace.
Targeted tax credits for individuals to purchase coverage
could have a significant impact on the rate of uninsurance.
Unlike tax deductions, which are increasingly beneficial as an
individual’s income increases, a tax credit can be administered
in a progressive — as opposed to regressive — manner,
using a sliding scale according to household income.

Aetna believes tax credits should be advanceable (that is,
available before tax filing) so that individuals can actually use
the credit to purchase insurance, and refundable, allowing
individuals to receive the full amount of the credit, even if
it is greater than what they owe in taxes. It is projected
that tax credits, depending on their design, could reduce
the number of uninsured children by 1.3 million, thereby
covering half of the 2.7 million uninsured children currently
eligible for but not enrolled in a public program.2® Careful
design of a tax credit program is vital, as both the size and
administration of tax credits can have a substantial impact
on their ability to reduce uninsurance.

Percentage of firms offering

health benefits by firm size, 2008

Only 13 states offer tax credits or
deductions for small employers.

Percentage of firms offering coverage

Firm size (humber of workers)

3-199
200 or more

Sources: Gary Claxton, Samantha Hawkins, Jeremy Pickreign,
et al. “"Employer Health Benefits: 2008 Annual Survey,”
Kaiser Family Foundation and Health Research and Education
Trust, September 2008. Accessed online: http://ehbs.kff.
org/images/abstract/7791.pdf; Kaiser Family Foundation,
http://statehealthfacts.org.
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Point 5: Promote greater portability of
health insurance

There is an important opportunity to enhance health
insurance coverage through expanded portability. While

60 percent of Americans are insured through the employer-
based system, the limited availability and affordability of
portable insurance options makes it challenging for workers
to maintain and finance insurance coverage in between
jobs.2” And yet, the average American worker will have

10 to 12 jobs over the course of a lifetime. Many of these
workers are challenged to find new sources of coverage,
which can be both costly and frustrating. College graduates
and early retirees also experience similar challenges. Fears
about losing insurance, being unable to pay for health care,
and the inability to secure coverage for pre-existing
conditions deter people from making necessary job changes
and decrease confidence in the health care system.

Facilitate the growth of consumer-directed health
plans with Health Savings Accounts, which allow
people to save for future medical needs by investing
in tax-favored accounts that are portable. Consumer-
directed health plans should include first-dollar
coverage for the most common chronic conditions

to ensure people benefit from disease management
and care coordination.

Health Savings Accounts (HSAs) offer people a unigue
opportunity to make a portable and long-term investment

in their future health. HSA plans include three major
components: a portable savings account, high-deductible
medical coverage and access to information tools to help
make informed decisions. Contributions to HSAs are tax-free
and earn tax-free investment income. An HSA is owned by
the employee, can be rolled over from year to year, and is
portable from job to job. While the cost-sharing inherent in
HSA plans encourages members to become more involved

in their own health care decisions, most plans also provide
100 percent coverage of preventive care. HSAs have

become increasingly popular, but they still represent a small
proportion of the marketplace — about 6.1 million people as
of January 2008.28 About 11 percent of all employers offered
HSA-qualified high-deductible health plans in 2008.2°

Aetna believes Health Savings Accounts represent an
important tool for expanding the portability of health
insurance and the financing of health care. People covered
by HSAs enjoy the unigue benefit of having a growing

fund of tax-free dollars from which to finance future health
care needs, no matter where or whether they are employed.
On a system-wide level, widespread adoption of high-
deductible health plans is projected to result in a one-time
cost reduction of 4 percent to 15 percent.3°

Permit the purchase of health insurance across

state borders (that is, rather than having to purchase
in one’s home state) so consumers can buy (over
phone, mail, Internet, etc.) coverage in states with
legislative and regulatory environments that facilitate
the existence of affordable health insurance options.

Americans are becoming increasingly mobile: In 2007
alone, more than 1.4 million Americans moved to a new
state.3! The health insurance system has been slow to
adapt to this trend, with no geographic portability in

the purchase of health care. Premiums consumers pay for
coverage depend, to a large extent, on where they live. In
2006, the average annual premium for employer-sponsored
family coverage was $10,060 in North Dakota, while it was
only $7,085 in neighboring South Dakota.32

Aetna supports policies that would make it easier for
consumers to purchase affordable coverage. One proposal
would allow health insurance companies based in one state
to sell insurance products to consumers in any other state,
under the regulatory rules of the primary state. In other
words, people would be able to access the health insurance
coverage that is best suited to their needs, without
geographic limitations.

Cross-state selling of insurance would stimulate price
competition among insurers to attract members, while
stimulating competition among states to attract and keep
insurers. Public policies addressing cross-state selling should
be implemented carefully in order to prevent a “death
spiral,” wherein insurance markets in certain states become
attractive to only the sickest individuals.33 Aetna believes in
leveraging the competitive benefits of the free market, but
also recognizes the need for universal access to health care.



In order to uphold both of these principles, it is essential

to expand the competitiveness of the market, thereby
lowering prices for the public, while also ensuring that the
sickest are not left without the mutual aid that rests as a
central component of health insurance. Rather than simply
raising costs across the board and limiting the efficiencies
generated by a competitive marketplace, policymakers and
others should promote the free market while maintaining a
robust public health system that addresses any potential
market failures.

Explore new mechanisms for portability, such as
developing new pooling arrangements, reforming
COBRA and creating new products designed for
people in transition.

Putting forward sensible and affordable coverage solutions
for Americans in transition will require partnership between
the public and private sectors to ensure that changing

jobs, entering the workforce upon graduation, retiring
early or moving to another state does not result in
disruptions of health insurance coverage. It is important
that policymakers and the private sector work together

to identify and develop new mechanisms for portability.
Among the ideas that deserve consideration are creating
new pooling arrangements for workers not participating

in the employer-based system and the working uninsured;
increasing the affordability of COBRA coverage for workers
who leave their jobs; and giving the private sector greater
leverage to create innovative transitional or short-term
coverage options.




Reorient the system toward prevention,

value and quality of care

Point 6: Promote preventive care
and wellness

Disease prevention programs are the cornerstone of public
health practice and have long served as effective tools for
reducing the burden of disease on society. While the United
States has continued to make substantial public health
improvements over the past century, there is considerable
room for growth. Today, more than half of Americans are
living with at least one chronic disease.3* Smoking alone
accounts for 440,000 annual deaths,?> and obesity is
associated with more than 111,000 excess deaths each
year.3® These public health-related issues present severe
economic consequences as well; according to a recent report,
the nation spent $217.6 billion on direct costs in treating
chronic disease while experiencing an added $905 billion

in losses associated with a decline in worker productivity,
presenteeism and overall reductions in the labor supply.3”
Aetna believes preventive care, early detection, wellness
and chronic disease management must be featured
prominently in any health care reform effort.

Create incentives for individuals to achieve optimal
health status by making healthy choices, participating
in wellness, chronic care and disease management
programs and obtaining routine preventive care.

The most common causes of disease, disability and
premature death in the United States are four voluntary
behaviors: smoking, unhealthy diet, physical inactivity
and risky alcohol use.3® With well-structured incentives,
individuals can improve their lifestyles, yielding benefits
not only for themselves but also for the public at large.

Aetna is committed to helping people achieve their optimal
health status — being as healthy as they can be, given their
medical circumstances — and believes the use of incentives
complements the trend of consumer engagement. Incentives
can take various forms, ranging from discounts on the
purchase of certain goods and services to rewards for
engaging in healthy behaviors.

14

Preventive care should receive first-dollar coverage
and public and private health insurers should promote
wellness vigorously in member and provider services.
All Americans should have access to wellness tools,
such as health risk assessments, weight management
and smoking cessation programs.

Historically, only about 5 percent of U.S. health care
spending has been dedicated to population-wide approaches
to health improvement. Yet investments in prevention can
have large payoffs; for instance, flu vaccinations can prevent
between 50 percent and 60 percent of flu-related
hospitalizations.3?

Aetna contends that a high-performance health system is
one that not only exhibits leadership in the treatment of
disease, but also one that emphasizes wellness, preventive
health and early detection and intervention. In addition to
supporting first-dollar coverage for preventive care, Aetna is
encouraged by innovative reimbursement arrangements that
promote preventive care. The company also believes wellness
tools should be made available to all Americans. However,
Aetna believes promoting preventive care and wellness
should remain a health insurer responsibility rather than a
new form of mandated coverage.

Achieve greater integration among medical, behavioral
and dental health services to facilitate total wellness
and improve patient outcomes.

Researchers have documented the strong connection among
all aspects of an individual’s health. For example, poor dental
health can be an important indicator of poor physical health,
with oral disease linked to multiple illnesses, including
diabetes and heart and lung disease.*® People with mental
iliness are five times more likely than the general population
to experience a co-occurring medical condition.*’

Consistent with the company’s emphasis on holistic
approaches to health care, Aetna was the first health insurer
to support the 2007 Mental Health Parity Act. This measure
requires equal coverage for mental and physical illnesses,
which research has shown to be justified because of the
attendant comprehensive health benefits.



Percentage of care in accordance with clinical quality standards

Overall, about one-half of recommended care is received.

Care that
meets quality
standards

Source: Elizabeth A. McGlynn, Steven M. Asch, John Adams, Joan
Keesey, Jennifer Hicks, Alison DeCristofaro, and Eve A. Kerr. “The
Quality of Health Care Delivered to Adults in the United States,”
New England Journal of Medicine, Vol. 348, No. 26, June 26, 2003,
2635-2645.
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Point 7: Improve health care quality and
patient safety

Quality in health care means doing the right thing at the
right time in the right setting for the right person, yielding
the best results possible.#2 And yet, a 2003 RAND study
found that adults receive only about half of recommended
care.®3 Quality-related challenges include tremendous
variation in how patients with the same conditions are
treated, discrepancies between actual and evidence-based
recommended clinical practices, preventable medical errors
and inadequate transparency throughout the system. Aetna
supports various initiatives to enhance health care quality
and improve patient safety.

Support rigorous analysis and research about clinical
best practices, including analysis of cost-effectiveness
data to determine which medical technologies,
protocols and drugs are most effective.

An estimated half of American adults do not receive care
in accordance with clinical best practices.** There is also
a large body of studies showing that higher health care
spending does not equate to better health outcomes.*>

Modernizing the U.S. health care system requires
strengthening the use of scientific evidence to improve
health care quality and safety.® In 2007, Aetna joined

with our industry peers in AHIP to develop Setting a Higher
Bar, a proposal to improve health care quality and safety.
One of the key recommendations is the establishment of a
new national, public-private entity to evaluate new and
existing health care services and technologies. This entity
would compare the clinical and cost-effectiveness of drugs,
procedures and other services; assess alternative uses of
treatments currently in practice; and distribute information
so patients and clinicians can make informed health care
decisions. Aetna also supports AHIP’s recommendation

to reinforce the FDA's capacity to assess the long-term
safety and effectiveness of new drugs, as well as the
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recommendation to coordinate health services research
across the Agency for Healthcare Research and Quiality
(AHRQ), National Institutes of Health (NIH), Centers

for Disease Control and Prevention (CDC) and other
federal agencies.

Reward health care providers who efficiently
deliver evidence-based care through pay-for-
performance (P4P) programs. Quality measures
employed in P4P programs should be clinically
important, credible to physicians, transparent to
all stakeholders, consistent across health plans and
other payers, understandable to consumers and
useful to them in making choices. P4P programs
should also equip providers with the information
and tools necessary for improving practice outcomes
and efficiencies.

Each year, 44,000 to 98,000 people die in hospitals as

a result of preventable medical errors.4’ These errors
correspond to estimated total costs of between $17 billion
and $29 billion. Waste accounts for 34 percent to 50 percent
of all health care spending.*8

Aetna believes payment structures should reward physicians
for quality and value, using a series of credible measures.
Aetna joins various organizations, including the Leapfrog
Group, the National Quality Forum, and the National Center
for Quality Assurance (NCQA), in supporting P4P programs
that promote and reward high-quality care.

Transform the medical liability system into one

that focuses on the fair and timely resolution of
medical disputes and promotes health care quality
improvements. The medical liability system should
encourage — not discourage — physicians to discuss
and learn from mistakes and preventable errors.
Patients experiencing medical injuries should be fairly
compensated through an administrative system that
draws upon independent medical expertise in the
decision-making process.



The current medical liability system fails to foster quality
improvement or transparency about errors. Medical
malpractice tort costs totaled $30.4 billion in 2007,4° and the
cost of defensive medicine — ordering unnecessary tests and
procedures to avoid accusations of malpractice — has been
estimated to be between $38 billion and $100 billion per
year.”? The system also often fails to compensate legitimate
victims of medical errors; in fact, one in six malpractice
claims involved errors, yet no payment.®'

Aetna supports fundamental medical liability reform that
encourages transparency about medical errors and promotes
fair compensation of victims of medical errors. Aetna
endorses the establishment of a system of “health courts,”
specialized administrative courts designed to handle medical
injury disputes. Health courts should engage neutral experts,
expedite the claims resolution process, provide for equity in
treatment of similar claims, promote an environment in
which health care providers can learn from mistakes, and
ultimately improve the quality of patient care and enhance
patient safety.

Invest in initiatives to reduce racial and ethnic
disparities in health care, including the analysis of
treatment and outcomes data to ensure sustained
progress in eliminating disparities.

Suboptimal quality associated with racial and ethnic
disparities leads to approximately 84,000 U.S. deaths every
year.>? African American males are 1.4 times more likely, and
African American females are 1.2 times more likely, to die

of cancer than their white counterparts.>3 African American
and Latina women who get breast cancer are more likely to
be diagnosed at a later stage than white women.

Aetna has implemented and advocated for various efforts
to combat racial and ethnic disparities. Aetna collects
voluntarily provided race, ethnicity and language preference
data from members to track trends in care; educates
employees and providers on cultural competency issues,
provides culturally appropriate disease management

programs; and promotes regular mammograms for African
American and Latina women. Aetna believes government
and the private sector should partner in continued research
on the prevalence of specific types of disparities and in
developing programs to eliminate them.

Create public-private partnerships to ensure the
availability of end-of-life care products that empower
people facing end-of-life care decisions by offering
access to curative care whether in a hospital, hospice
or home.

Although 70 percent of Americans say it is their wish to die
at home, only 24.9 percent do so.>* In the advanced stages
of illness, individuals and their families too often face the
challenging all-or-nothing decision of choosing between
curative care in a hospital setting and palliative care in a
hospice or home setting.

Aetna believes people should be given the options and
information they need to live out the end of their lives in
dignity and comfort. The public and private segments of
the health care community should work together to offer
patients nearing the end of life the choice of receiving
palliative care in a hospice or home setting while retaining
the option to receive curative care. Aetna’s Compassionate
Care Program provides this option, while also offering
members nurse case management, information resources
and decision-making tools, respite care and bereavement
care services.
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Use market incentives to improve coverage, drive down
costs and make the system more consumer-oriented

Point 8: Create a legislative and
regulatory environment conducive to
the development and availability of
affordable health insurance options

With the right legislative and regulatory environment,

health insurance companies can offer consumers a wide
range of affordable product options that fit individual needs,
preferences and pocketbooks. Creating such an environment
requires policymakers to balance multiple interventions.

Create new pooling mechanisms that facilitate
affordable access to health insurance for individuals
and small employers.

People with employer-based coverage enjoy the benefits
of a large risk pool — comparatively lower premiums based
on group risk rather than individual risk and negotiated
rates and discounts. Limited risk-pooling mechanisms in
the individual and small-group markets put members at a
comparative disadvantage. Association Health Groups and
discretionary groups are examples of pooling mechanisms
that eliminate this disadvantage by enabling individuals and
small groups to create their own pools. Such groups benefit
both individuals and insurance companies, spreading risk
effectively and keeping costs down.

Permit private health insurers to use transparent
and fairly devised medical underwriting techniques,
while preserving a strong safety net for all Americans.

Aetna believes that all Americans should have access to
affordable health care, regardless of their health status.
However, individual insurance markets are particularly
susceptible to adverse selection, wherein individuals acquire
insurance only after they are sick. The resulting insurance
pool yields higher premiums for all. Guaranteed issue
exacerbates adverse selection, especially in the absence

of an individual coverage requirement. In states that

have implemented guaranteed issue in lieu of medical
underwriting, premiums have increased 30 to 60 percent,
and many insurers have abandoned the individual market.>>




Medical underwriting helps to prevent adverse selection by
giving individuals an incentive to purchase insurance even
when they do not expect to have high health care costs.
For those with extensive health problems accompanied

by extensive costs, a safety net, including risk-transfer
mechanisms (for example, state high-risk pools or public
reinsurance programs), should be available. Aetna believes
fair and transparent underwriting practices are critical for
maintaining consumer confidence. Individuals must know
that their continuous participation in the system assures
them coverage if they do become sick.

Improve the affordability of prescription drugs
by removing barriers to generic competition and
creating a requlatory pathway for generic
biopharmaceutical medicines.

Prescription drug spending in the United States represents
10 percent of total health care costs ($228 billion in 2007).36
Generics comprise 65 percent of all prescriptions dispensed
in the nation, but only 20.5 percent of all dollars spent on
prescription drugs.” Savings associated with generics usage
are extensive; for each 1 percent increase in the use of
generic drugs, consumers save $4 billion annually.>® Aetna
supports legislation that paves the way for enhanced generic
competition in both the traditional and biopharmaceutical
markets, so that consumers can reap the benefits of this
competition through equivalent medication and treatment
at significantly lower costs.

Promote the development and availability of
mandate-lite and mandate-free products. Control
the proliferation of costly benefit mandates by
establishing independent review commissions.

The accumulation of mandated benefits has a significant
impact on the cost of health insurance. There are more
than 1,900 mandated benefits and services among the
states, each one raising the cost of premiums, on average,
1 percent to 2 percent.” Together, the cumulative effect
of benefit mandates can be substantial. Increased costs
translate into higher premiums for all consumers and a
paucity of affordable insurance options.

Aetna supports the creation of mandate review laws that
establish independent, thorough and scientifically sound
processes for assessing the medical, financial and public
health impact of existing and proposed benefit mandates.
Aetna also believes that insurers should be permitted to offer
mandate-lite or mandate-free product designs (that is,
products that cover, at a minimum, preventive and
catastrophic care) to ensure that individuals have access

to affordable coverage options.

Encourage uniformity of state laws and
regulations. Explore the development of an
optional federal charter.

While states have long been the sole regulators of most
insurance products, this decentralized system results in a
tangled web of inconsistent insurance regulations regarding
licensing, policy forms, rates and market conduct exams.
Insurers with a multistate presence face costly administrative
burdens to comply with divergent state laws and regulations,
and these higher administrative costs are passed onto the
market at large through higher insurance premiums.

Aetna believes it is critical to develop greater uniformity of
state laws and regulations. One prime area for reform is
prompt payment of claims, for which Aetna supports the
adoption of a strong national standard, based on federal
Medicare rules. Aetna also supports advancing the creation
of an optional federal charter, which would give insurers
the choice of being regulated at the state or federal level —
similar to the way banks have the option of being state or
federally chartered.



Point 9: Make the health care system more
transparent and consumer-friendly

Transparency entails making clinical performance, efficiency
and price information available to the public. With easily
accessible quality and price information, consumers are
better able to make decisions in support of their own health
while maintaining up-front awareness about the costs of
their treatment. Aetna has pioneered, and continues to
promote, transparency in health care in order to ensure the
proliferation of higher quality and lower costs throughout
the health care system.

Provide consumers with meaningful information to
allow them to make value-based health care decisions.
Advance transparency in health care quality and
pricing, giving consumers easy access to health care
information, including cost and price information, and
the ability to seek out hospitals and other health care
providers that have a proven track record of high-
quality care. Investments in transparency should be
accompanied by rewards and other incentives for
providers that efficiently deliver evidence-based care.

In most markets, consumers use a wealth of information to
make decisions on the purchase of products and services,
thereby encouraging providers to improve quality and
decrease costs.60 Health care consumers often lack quality
and price information before they receive care, often leading
them to pay too much for care without being assured of the
standard of care they expect. Conventional wisdom might
have suggested that more expensive health care is better
care, but researchers have found that neither quality of care
nor patient satisfaction is correlated with costs.6" Advances
in transparency, coupled with consumer-driven health plans
that give people “skin in the game,” will help stem the tide
of rising costs and infuse a critical form of competition —
among providers and among hospitals — into the health
care system 62,63

Aetna believes health insurers must play a critical role in
providing consumers with the information they need to
make the right decisions for their own health care, as they
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possess a wealth of data, develop provider networks and
design incentive-based benefit structures. In an effort to
disseminate these forms of valuable data, Aetna provides
members online access to physician-specific cost, clinical
quality and efficiency information. Ensuring transparency on
all three levels makes certain that price information will not
disproportionately drive health care decisions. In addition,
providing price information for an “episode of care,” rather
than for unique services, will allow consumers to accurately
assess projected costs.®*

Invest in efforts to improve health and benefits
literacy, especially for the nearly half of adults in the
nation who have difficulty locating, matching and
integrating written information. Government and
industry should partner with providers to improve
health literacy and ensure that health information is
easy to understand.

Low health literacy is the single best predictor of poor

health status, with patients who are marginally health
literate being more likely to report poorer overall health

and less likely to manage their health conditions effectively.6>
Low health literacy also appears to result in excessive health
care utilization and higher per patient spending. Despite
these well-known implications, most health information
today exceeds the reading skills of an average high school
graduate, even though the majority of U.S. adults read at
the eighth- or ninth-grade level.

In order to improve health and benefits literacy, Aetna
believes health plans and providers should make health
information available at the fifth-grade level and use
visual aids, short paragraphs, and terminology that is
understandable to non-medical professionals, as
recommended by the American Medical Association
Foundation. Use of oral communication and development
of plan materials in multiple languages is also critical in
enhancing health literacy. Among other health literacy
efforts, Aetna has published Navigating Your Health
Benefits for Dummies, which includes easy-to-understand
information about choosing the right coverage, making
the most of plan “extras” and paying for benefits.



Consumer perceptions vs. reality of medical costs, 2006
I Estimated average EEE Average actual cost

Costs, in U.S. Dollars

$25,000

Hip Replacement

$13,500

$3,600
|
Birth via C-Section Day/Night in Ambulance Trip
Hospital

Source: JR Raskin et al. “Health Insurance and Consumerism,”
Lehman Brothers, May 2006.
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Point 10: Harness the power of health
information technology and research to
reduce costs and improve quality

The U.S. health care sector lags far behind other industries
and countries in its investment in and use of information
technology. Moreover, physicians do not always have easy
access to the best information to choose treatments for
their patients, evidenced in part by studies showing that

an estimated half of American adults do not receive care in
accordance with clinical best practices. Aetna believes it is
essential for the nation to modernize the U.S. health care
system in a way that promotes quality and improves patient
safety while enhancing value and fostering innovation.

Advance public-private partnerships to develop
and implement health information technology
(HIT), including personal health records and the
development of an interoperable health record
system that allows for the seamless and secure
transmission of health information.

Just over one-quarter of all physicians reported using an
electronic health record (EHR) system as recently as 2006.66
Yet widespread adoption of EHRs could save an estimated
$80 billion annually by improving the coordination of care,
eliminating duplication of services, and reducing paperwork
and prescription errors. Through personal health records
(PHRs), individuals can benefit from improved access to
health information, improved portability of records and
greater involvement in their own health care.

Aetna believes all Americans should have access to a secure,
interoperable health system that provides administrative
and confidential medical information. Health information
technology, coupled with evidence-based medicine,
translates into fewer errors, improved patient safety and
better doctor-patient communication. Interoperability

and health information privacy and security must be top
priorities in any HIT initiative. Aetna contends that all entities
participating in a health information exchange should be
required to comply with the robust privacy and security
rules established under the Health Insurance Portability

and Accountability Act (HIPAA), and that steps should

be taken to reconcile federal, state and local laws and
regulations governing the collection and distribution of
personal health information.

Create incentives for consumers, providers, employers
and payers to adopt health information technology —
accelerating the goal of replacing the outdated and
costly paper-based medical records and billing systems.

Successful HIT implementation requires considerable public-
private collaboration, and multiple sources of funding are
needed to underwrite the costs of developing and building
interoperable HIT.

Aetna believes that payers should fund the development

of claims-based PHRs for their members. The development
of interoperable EHRs, however, requires financial leadership
from the federal government, and support could come in the
form of interest-free loans, loan guarantees or Hill-Burton-
type grants.6” This support should be accompanied by
incentives to encourage rapid and widespread adoption.



Public investment per capita in health information technology, 2005

$192.79

$31.85
$21.20
]
United Canada Germany Australia U.S.

Kingdom

Source: The Commonwealth Fund. “Healthcare Spending and
Use of Information Technology in OECD Countries”, Health
Affairs, 2006.
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Aetna’s Proposal for Health Care
System Transformation

= Get and keep everyone covered

» Maintain the employer-based system and export its
strengths to make the individual market function better

= Reorient the system toward prevention, value and quality of care

= Use market incentives to improve coverage, drive down costs
and make the system more consumer-oriented
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