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(1) 

ADDRESSING INSURANCE MARKET REFORM 
IN NATIONAL HEALTH REFORM (ROUND-
TABLE DISCUSSION) 

TUESDAY, MARCH 24, 2009 

U.S. SENATE, 
COMMITTEE ON HEALTH, EDUCATION, LABOR, AND PENSIONS, 

Washington, DC. 
The committee met, pursuant to notice, at 10:05 a.m. in Room 

SD–430, Dirksen Senate Office Building, Hon. Jeff Bingaman pre-
siding. 

Present: Senators Bingaman, Harkin, Brown, Casey, Hagan, 
Merkley, Burr, Hatch, Coburn, and Roberts. 

OPENING STATEMENT OF SENATOR BINGAMAN 

Senator BINGAMAN. OK. Why don’t we get started? We have a 
few people here, and we thank everybody for coming. 

Senator Enzi, I am told, is snowed in Appropriations Wyoming 
and is not able to be here. Senator Roberts is going to fill in for 
him and is on his way. But since we have several Senators here, 
why don’t we go ahead and get started? 

Let me make a few comments here and then ask any other Sen-
ator that wants to make comments to do so. Then we will turn to 
our witnesses, and we have sort of set this up as a roundtable dis-
cussion so that we don’t have it as formal as usually is the case 
with hearings. 

This is the second in a series of hearings that were designed to 
explore key issues surrounding legislation to provide meaningful 
and affordable health insurance for all Americans. Today’s hearing 
focuses on the insurance market reforms that are needed to achieve 
that goal. Particularly, it is focused on small group and individual 
insurance markets, and we thank all the panelists for being here. 

Approximately 60 percent of Americans receive their coverage 
today, their private insurance coverage from large employers. That 
is employers with 50 or more employees. Insurance offered through 
these employers include many protections, such as requirements 
that insurance companies provide coverage to all interested em-
ployees, the creation of large risk pools to spread the cost of cov-
erage, and prohibitions on excluding coverage for specific pre-exist-
ing conditions. 

In contrast, the coverage in the individual market is much less 
predictable, and regulations governing this market vary consider-
ably from State to State. Individuals may or may not have impor-
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tant protections to ensure that coverage is meaningful and afford-
able. 

For example, individuals may have critical health conditions that 
are excluded from coverage, or they may have very high cost-shar-
ing requirements or be excluded from coverage altogether based on 
broad nonmedical characteristics. For example, older individuals on 
average are charged six times more for a policy than younger indi-
viduals, and women may be charged as much as 50 percent more 
for coverage than their male counterparts. 

The National Women’s Law Center indicates that it is still legal 
in nine States for insurers to reject individual applicants on the 
basis of having experienced domestic violence. In the end, about 30 
percent of individuals applying to the individual insurance market 
are either denied a policy or are forced to pay significantly more 
for coverage, and only about 15 million to 17 million Americans 
purchase policies on the individual market. 

As to the small business or small group market, that is, frankly, 
a market very relevant in my State, where most of the employers 
are small employers. In this market, like in the individual market, 
it is more difficult to spread risk because of the small size. Simi-
larly, small employers have less bargaining power to negotiate af-
fordable and meaningful coverage. 

In many cases, small businesses have found it difficult to find af-
fordable and meaningful coverage and have chosen not to provide 
health insurance to their employees. According to the Kaiser Fam-
ily Foundation, less than two-thirds of small businesses offer 
health benefits to their employees, and this problem is apparently 
getting worse. Ninety percent of the decline in employer-sponsored 
coverage has been attributed to small businesses. 

So we want to explore these issues with this group of panelists. 
I was told that Senator Roberts was going to come and stand in 
for Senator Enzi here. He is not here. Let me just see if Senator 
Hatch—excuse me? Oh, here. He arrives right now. OK. 

Senator ROBERTS. What are you doing down there? 
[Laughter.] 
Senator BINGAMAN. Come on down here. We are waiting for you 

to tell us what you know on this subject. 
While I am doing that, I will just call on Senator Hatch and any 

other Senator who wants to make any initial statement here before 
we get into this. 

Senator HATCH. Do you want me to go? 
Senator BINGAMAN. Go right ahead. 

STATEMENT OF SENATOR HATCH 

Senator HATCH. Well, we welcome all of you experts here today. 
It is very important because we know that insurance is one of the 
most important issues that we have in all of healthcare, and I don’t 
believe you can do a healthcare bill without resolving some of the 
problems that exist in the insurance industry. 

You folks, you do a lot of good for the industry, but there are also 
a lot of things that are challenges and problems that we have got 
to work out. Insurance market reform, there is no question about 
it, is a critical piece of any kind of healthcare reform if we are 
going to do it at all. 
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I think virtually everybody agrees that reform is necessary, and 
the question is what reforms should be implemented, both on the 
State and Federal levels? I am going to be very interested in what 
you have to say here today. We have chatted with a number of you 
in the past, and we are very, very impressed with this panel. 

We welcome you to the Senate. We look forward to hearing from 
you. 

Thanks, Mr. Chairman. 
Senator BINGAMAN. All right. Senator Roberts, did you want to 

go ahead? 

STATEMENT OF SENATOR ROBERTS 

Senator ROBERTS. Yes, sir. Thank you very much. 
I apologize to the group for being late. I was just finishing up fi-

nally reading the entirety of the stimulus bill. That is a joke. That 
is not—well, it is not a joke. 

Senator BINGAMAN. Please continue to tell us whenever you do 
tell a joke. 

Senator ROBERTS. Yes. OK. 
[Laughter.] 
OK. Mr. Chairman, I want to thank you for holding this round-

table today, and I want to pass on Senator Enzi’s thanks as well 
for the members of the committee. I know he would like to be here 
with us today, but the weather in Wyoming is not a very good situ-
ation. The weather had other ideas. He is starring in that movie, 
‘‘I Am Snowed In In Wyoming.’’ 

I understand the staffs worked very closely to plan today’s round-
table, as well as set an agenda for two additional roundtables in 
the future. This is a very good thing. I appreciate that. I know Sen-
ator Enzi does as well, as does the chairman. 

I think we have a stellar panel. I am looking forward to hearing 
from our experts and getting into the details of insurance market 
reforms. I believe it is very helpful to hear from people that have 
actually enacted policies in the real world. This is called reality, a 
reality hearing. You can tell us what you did right, what you did 
wrong, and how you would improve things moving forward. 

As a Senator from the State of Kansas, I could not be more proud 
that one of these experienced people on our panel today is Kansas 
insurance commissioner, former Kansas legislator, and my very 
good friend Sandy Praeger. 

Commissioner Praeger was first elected as the Kansas insurance 
commissioner in 2002, went on to re-election in 2006. Her health 
insurance expertise and her leadership abilities have also been rec-
ognized at the national level. She is the most immediate past presi-
dent of the National Association of Insurance Commissioners. 

In addition, she has experience as a past mayor of the city of 
Lawrence, no small task. Lawrence, that is the home of the 
Jayhawks, right? Right. That comes from a Wildcat, Mr. Chairman. 
You would have to understand that if you were from Kansas. 

A past member of both chambers of the Kansas legislature. I am 
so pleased that Sandy could be here today to share her consider-
able experience with health insurance market regulation with this 
committee. 
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Thank you, Sandy, and thank you to all of our panelists for tak-
ing time out of your very valuable schedule to be here today. I look 
forward to hearing from you. 

I hope the members of this committee can learn from all of our 
witnesses and use that knowledge to better inform their decisions 
on healthcare reform legislation. Healthcare reform will be dif-
ficult. There will be tradeoffs with any policy we devise. Insurance 
reforms all result in tradeoffs. 

Rating rules are a perfect example. We must be cautious when 
considering reforms that may result in unaffordable prices for our 
young and healthy. We need those folks to participate because they 
help keep costs down. However, ensuring access to quality insur-
ance for those struggling with health conditions is, I hope, our top 
priority. 

Our job here is to find a balance that accomplishes our goals but 
doesn’t create a disruption in our insurance marketplace. While it 
is critical we get the policy of insurance market reform right, I 
would be remiss if I didn’t at least mention the perils of the proc-
ess. Without the right process, we can’t move forward on the best 
healthcare reforms for the American people. I doubt seriously if we 
can do this in 100 days. 

If those in the majority attempt to use the budget reconciliation 
process to put healthcare reform through the Senate—or a better 
word would be ‘‘jam’’—they will be sending a clear signal that they 
are not interested in a truly bipartisan effort. 

With that, I look forward to our witnesses to make recommenda-
tions on how we should shape policies of healthcare reform. 

Mr. Chairman, thank you again for holding this roundtable. 
Senator BINGAMAN. Well, thank you again. Thank you. 
Let me just see if Senator Brown or Senator Coburn or Senator 

Hagan wish to make any statement? 

STATEMENT OF SENATOR BROWN 

Senator BROWN. Just a few comments. Thank you, Mr. Chair-
man, for your leadership. 

Thank you all, members of the panel, for your distinguished serv-
ice to our country and for being here today. 

Recently, a couple of weeks ago, my office conducted a seminar, 
if you will, for the five new Ohio House members elected last year, 
bipartisan, some in both parties—new House members from my 
State—to talk about case work and to sort of help them work their 
way through these first months in office in dealing with all the 
problems that people bring to our offices. And obviously, one of the 
issues that comes up so frequently is how do you deal with health 
insurance companies? 

I think we all—our offices, if we are paying attention—all of our 
offices spend an awful lot of time fighting with insurance compa-
nies on behalf of our constituents. Insurance companies that often, 
and probably the perception of many, discriminate based on age 
and gender or medical history. Insurance companies that seem to 
put restrictions on treatments and prescription drugs that patients 
get, the wait for reimbursement, the wait to pay claims, and pre- 
existing conditions. All of the issues that we have disagreements on 
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and that it is our job as elected officials to fight for our constituents 
to be treated fairly. 

Let me share one real quick story about all of this that may 
bring this home in some sense. A woman named Deborah from 
Summit County, Ohio—the city of Akron is the county seat there— 
she is one of the 50 million Americans left out of our healthcare 
system because she lacks insurance, she can’t get insurance. 

Her income is too high for Medicaid. Her pre-existing condition— 
she has had two heart attacks. She has a spinal injury. Those con-
ditions disqualify her from finding private insurance in the private 
market, her inability finding affordable insurance in the private 
market—no surprise there. 

She wrote to me, 
‘‘My only option is to start paying for my funeral. While ev-

eryone on Capitol Hill argues the point, people are suffering 
and dying. America proclaims itself the wealthiest and most 
powerful Nation in the world. If that is the case, why do we 
have people suffering and dying for lack of simple healthcare?’’ 

We know what we need to do this year, and I think Deborah’s 
words speak it certainly more persuasively than any of us could. 

Last point, Mr. Chairman, I think that the President is right 
when he said there should be an option like the original Medicare, 
some public option to bring competition. Competition, as we hear 
from our friends in the insurance industry and hear from people 
on all sides of political debates, competition is the American way. 
It is healthy for our society. 

I think competition in healthcare with a public option, whether 
it takes the form of FEHBP in some case, some sense, or a public, 
more Medicare look-alike option is a good thing, I think, for the in-
surance industry. It is a good thing for the country, and it is some-
thing that this committee I think should and will pursue. 

I again thank the chairman for having this hearing today. 
[The prepared statement of Senator Brown follows:] 

PREPARED STATEMENT OF SENATOR BROWN 

I want to first thank the Senator from New Mexico for holding 
this important hearing. He has been doing a great job leading the 
HELP working group on coverage and I look forward to working 
closely with him as our committee’s effort to reform the health care 
system moves forward. 

I think we can all agree that the private health insurance mar-
ket in this country is broken. 

Every day I hear from constituents who are frustrated: 
• with health insurance that is nearly impossible to afford; 
• with health insurance that fails to protect them from cata-

strophic health costs; 
• with health insurance that openly discriminates based on their 

age, gender, location, or medical history; 
• with health insurance that puts onerous restrictions on which 

providers patients can see and on which treatments and prescrip-
tion drugs they can get; 
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• with health insurance that waits literally months to pay 
claims, or requires enrollees to fight for every penny the insurer 
owes; 

• and with health insurance that doesn’t respond to customers’ 
questions, problems, and appeals. 

Take, for example, Debra from Summit County, Ohio. She is one 
of the nearly 50 million Americans locked out of our health care 
system because she lacks insurance. Her income is too high for 
Medicaid, and her pre-existing conditions—she has a spinal injury 
and is recovering from two heart attacks—disqualify her from find-
ing affordable insurance in the private market. As a result, she has 
piled up thousands of dollars in unpaid bills and is in constant 
pain. 

She writes, ‘‘My only option [is] to start paying for my funeral. 
. . .While everyone on Capitol Hill argues the point, people are 
suffering and dying. . . . America proclaims itself the wealthiest 
[and] most powerful Nation in the world. If this is the case, then 
why do we have people suffering and dying for lack of simple 
health care?’’ 

Or then there are those, like Barbara and Allen from Lyndhurst, 
Ohio, who have what is considered very good insurance, but it was 
not enough to protect them from a rash of bad luck. 

Barbara was diagnosed with a rare form of muscular dystrophy 
15 years ago. She has insurance, but the payments for the chronic 
disease management she needs are not sufficient to ensure access. 
In fact, the local hospital sometimes refuses to admit her because 
it would rather fill its beds with more lucrative patients. 

Allen developed stage 4 Non-Hodgkin’s lymphoma while working 
as a physician for a medical center in Cleveland; though he recov-
ered from the disease he was forced out of his job and now is dis-
criminated against by potential employers because his medical sta-
tus skews the risk pool that insurers use to price their plans. Un-
fortunately, these stories are not unique. They represent the expe-
rience of thousands of Ohioans and millions of Americans who are 
being ill-served by the private health insurance market. 

And it is because of stories like these that I am skeptical of any 
health reform proposal that relies solely on the private insurance 
market to solve all of our problems. 

It is private insurers who decided to experience-rate enrollees 
and apply pre-existing condition exclusions, which has skewed risk 
pools, forced Federal and State Governments to cover more Ameri-
cans, and enriched insurers by allowing them not to do their jobs. 

It is private insurers who have set ‘‘reasonable and customary’’ 
reimbursement rates so low that balance billing has become the 
norm and ‘‘participating’’ providers an endangered species. 

It is private insurers who instruct their claims personnel to deny 
claims first so they can hold on to premium dollars for as long as 
possible. 

Private insurers have helped to create a system of winners and 
losers, a system in which insured individuals can still be bank-
rupted by health expenses and uninsured individuals can die far 
too young because they can’t get the care they need. 
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There are good insurers and bad insurers, but the private insur-
ance system is not, by any stretch, the complete answer to any 
question in health reform. 

Insurance reform is positive, insurance reform is essential, but 
insurance reform is only a piece of the health reform puzzle. 

There are those who believe that health reform can be achieved 
by tightening insurance regulation. 

When the Medicare Advantage program was launched, private 
insurers promised that taxpayers would get better coverage at a 
lower price. 

Medicare remains far more popular, with far fewer complaints, 
than Medicare Advantage, and taxpayers are paying significantly 
more for Medicare Advantage than they are for Medicare. 

Private insurance reform isn’t a panacea. Regardless of what in-
surance reforms we apply, President Obama is right that there 
should be an option like original Medicare for Americans to 
choose—the competition will be healthy, and those Americans who 
want to avoid health plans tethered to profit targets should have 
another choice. 

I am looking forward to today’s testimony and know it will be 
helpful. Health reform is a puzzle we can solve; this is one of the 
pieces that will help get us there. 

Thank you, Mr. Chairman. 
Senator BINGAMAN. Senator Coburn. 
Senator COBURN. I will pass. 
Senator BINGAMAN. Senator Hagan. 

STATEMENT OF SENATOR HAGAN 

Senator HAGAN. Thank you, Mr. Chairman. 
I would like to welcome all of the panelists here. 
I think this issue is one of the biggest issues facing the Nation 

right now, the affordability, accessibility, and in particular, the 
portability of insurance so that people can change jobs, especially 
those with pre-existing conditions. I think this roundtable will help 
bring some of this to light. 

It is certainly a huge issue facing our country today, and I am 
thrilled to be at the table. 

Thank you. 
Senator BINGAMAN. Well, thank you. 
Let me just very briefly introduce this distinguished group of wit-

nesses we have here. 
Janet Trautwein is the executive vice president and CEO of the 

National Association of Health Underwriters in Arlington, VA. 
Thank you for being here. 

Ronald Williams is chairman and chief executive officer of Aetna, 
a leading diversified health insurance company. 

Karen Pollitz is a research professor at the Health Policy Insti-
tute at Georgetown University. Thank you for being here. 

Karen Ignagni—am I pronouncing that right? OK. President and 
CEO of America’s Health Insurance Plans, a trade association that 
represents the Nation’s health insurance organizations. 

Len Nichols directs the health policy program at the New Amer-
ica Foundation and has a distinguished background in these issues 
as well. 
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Katherine Baicker is a professor of health economics at the De-
partment of Health Policy and Management at Harvard School of 
Public Health. Thank you very much for being here. 

And Ms. Praeger was just introduced, Commissioner Praeger. So 
we welcome you as Kansas’s 24th commissioner of insurance, and 
we appreciate you all being here. 

I guess the idea here was to have you each take a couple of min-
utes and tell us the most important things you think we need to 
be aware of in trying to understand the issue and how to proceed. 
I think that, at least from my perspective, the real issue is what 
are the most critical reforms that we need to try to enact in these 
areas? 

Ms. Trautwein, why don’t you go ahead? Then we will just go 
down the panel, and after we have heard from all of you, then we 
will have questions. 

STATEMENT OF JANET STOKES TRAUTWEIN, EXECUTIVE VICE 
PRESIDENT AND CEO, NATIONAL ASSOCIATION OF HEALTH 
UNDERWRITERS, ARLINGTON, VA 

Ms. TRAUTWEIN. Thank you, Mr. Chairman. 
I really am very pleased to be here today. This is a very, very 

important topic. The rising cost of health insurance is a problem 
that is driven by the rising cost of healthcare itself. As a part of 
any health reform package, I just want to stress that it is essential 
that we do everything possible to lower healthcare costs. 

Keep in mind that of every premium dollar, 88 percent nation-
wide goes to cover claims, which is healthcare itself. I do also be-
lieve and NAHU believes that any health reform package should 
also include some very important health insurance reforms and 
that we can do this in a way that is both effective and affordable. 

Now our members are benefit specialists. They help individuals 
and businesses purchase coverage on a daily basis. After the cov-
erage is purchased, they also work with them through any prob-
lems that come up, and we are very familiar with what kinds of 
problems those are. 

In fact, this service aspect of their jobs is the biggest part of their 
jobs, and it is something that most people are not aware of. There 
is a lot to do with not only getting coverage in place, but keeping 
it in force. 

It gives us kind of a unique ability, this very frequent interaction 
with consumers, to understand what the greatest issues are. I will 
share what some of those are very briefly. 

The biggest response that we get from most people who are cov-
ered by employer-sponsored plans, as you indicated, is that they 
love their employer-sponsored plans. I would just start off saying 
that we strongly believe that any reform package should include 
employer-sponsored coverage as its core. That is for large and small 
employers. 

We do have, today already, about 14.5 million Americans that 
are already in the private individual health insurance market be-
cause either they choose to purchase individual coverage or em-
ployer-sponsored coverage is just not available to them. It is for 
this reason that we have looked very, very carefully at the indi-
vidual market, which we think is a key place to start with reforms. 
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We have put together 10 very specific policy recommendations, 
which I am happy to go through during the course of our discussion 
today. But in general, what those recommendations do is ensure 
that coverage is available to everyone regardless of their health 
status, that everyone can afford coverage that is not only there and 
available to them, but they can pay for it, that it is affordable to 
them. I have included a lot of detail in my written statement. 

I would also say that some of our recommendations also have to 
do with portability, and greater portability than what people have 
today. They have to do with what happens when they leave a group 
plan, and let us say they are going to start their own business and 
what faces them and what are the options in the event that they 
have a chronic health condition, but they still are going to start 
this business? What is available to them? 

This is what our recommendations revolve around, and I do just 
want to applaud you for putting this together. I think this discus-
sion is so important, and I think we have a lot of—my fellow panel-
ists are just excellent, and I think that we will have a good discus-
sion this morning. 

[The prepared statement of Ms. Trautwein follows:] 

PREPARED STATEMENT OF JANET STOKES TRAUTWEIN 

EXECUTIVE SUMMARY 

The National Association of Health Underwriters (NAHU), a professional trade 
association representing more than 20,000 health insurance agents, brokers and 
benefit specialists nationally, whose members help individuals and businesses pur-
chase private health insurance coverage on a daily basis, feels that we must keep 
private individual health insurance coverage accessible and affordable for all Ameri-
cans. Although we strongly feel that any health reform effort should be centered on 
employer-sponsored plans, it is critical that we look first at the individual market 
to be certain that it functions effectively and affordably for those who purchase cov-
erage there. Since each State’s individual market is uniquely regulated, consumers 
in some States are faring better than in others, but no State’s individual health in-
surance market is problem-free. 

Americans deserve to see what can be done at the Federal level to provide better 
access to individual coverage for everyone who needs it, and great care needs to be 
taken when implementing these market reforms on a national level so that coverage 
is affordable. No matter how ‘‘fair’’ a market-reform idea might seem on its surface, 
it’s not at all ‘‘fair’’ if it also prices people out of the marketplace. 

NAHU has developed 10 specific policy recommendations to ensure that all peo-
ple, regardless of their health status and pre-existing medical conditions, have the 
ability to purchase affordable private individual coverage. It should be noted that 
some of these requirements may need to be present only during a transition process 
to complete guaranteed issuance of coverage. However, they still are quite important 
to achieving the affordability of coverage so crucial to getting everyone in the sys-
tem. Our proposed requirements could either be enacted as part of a transition proc-
ess to complete guaranteed issuance of coverage or they could be stand-alone re-
quirements. Our recommendations are to: 

1. Require guaranteed access to individual coverage and with State-level financial 
backstops for catastrophic risks. 

2. Give pre-existing condition credit for prior individual market coverage to ensure 
true health insurance portability from one individual market policy to another. 

3. Standardize State requirements regarding the consideration of pre-existing con-
ditions. 

4. Improve Federal group-to-individual coverage portability provisions so that peo-
ple can transition directly from employer coverage to individual coverage without 
hurdles. 

5. Stabilize individual market rates by requiring more standardization as to how 
individual market carriers determine pricing. 

6. Increase consumer protections regarding individual market coverage rescis-
sions. 
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1 Urban Institute and Kaiser Commission on Medicaid and the Uninsured estimates based on 
the Census Bureau’s March 2007 and 2008 Current Population Survey (CPS: Annual Social and 
Economic Supplements) http://www.statehealthfacts.org/comparebar.jsp?ind=125&cat=3. 

2 For example, a PPO individual health insurance policy for a 37-year-old male living in Had-
donfield, NJ, (a suburb of Philadelphia) with a $1,000 deductible and 80/20 percent coinsurance 
would be $514/month for coverage beginning on February 1, 2009. New Jersey guarantee issues 
all individual health insurance policies and prices them based on a modified community rate. 
A comparable policy could be issued to the same male living in Wayne, PA, (also a Philadelphia 
area suburb 22 miles away from Haddonfield, NJ) for $170 a month. Pennsylvania medically 
underwrites its individual policies and imposes pre-existing condition look-back and exclusionary 
periods. 

7. Make it easier for employers to help people purchase individual health insur-
ance. 

8. Provide Federal financial assistance to keep individual health insurance cov-
erage affordable, including enhanced deductibility, subsidies for low-income individ-
uals, and Federal financial support for qualified State financial backstop programs. 

9. Ensure that all Americans have health insurance coverage. 
10. Allow State implementation of enhanced consumer protections with a Federal 

fallback enforcement mechanism. 
NAHU urges Congress to carefully consider these ideas and we look forward to 

working with policymakers to fill the gaps in our Nation’s coverage system and to 
make private individual health insurance coverage more affordable and accessible 
for all Americans. 

NAHU’S SOLUTIONS TO CREATE ACCESSIBLE AND AFFORDABLE INDIVIDUAL HEALTH 
INSURANCE COVERAGE NATIONWIDE 

The National Association of Health Underwriters (NAHU), a professional trade 
association representing more than 20,000 health insurance agents, brokers and 
benefit specialists nationally, feels that American policymakers must do everything 
they can to keep private individual health insurance coverage accessible and afford-
able for all Americans. 

As an association of benefit specialists who help individuals and businesses pur-
chase private health insurance coverage on a daily basis, we know that the vast ma-
jority of Americans are happy to receive their health insurance coverage through the 
employer-based system. Our association believes that any health insurance market 
reform effort should include the employer-based system as its core. But even though 
it works well for many people, the employer-based system isn’t an option for every-
one. Approximately 14.5 million Americans have private health insurance coverage 
that is not connected with an employer-sponsored plan.1 

BACKGROUND ABOUT INDIVIDUAL HEALTH INSURANCE COVERAGE 

Since the individual market is so small nationally (only about 5 percent of the 
non-elderly population has such coverage) and each State’s individual market is sep-
arate, the ability of an insurer in any given State to spread costs and risks across 
a large pool is very limited. Individual-market risk spreading is even more com-
plicated because that market is prone to a phenomenon known as adverse selection. 
Adverse selection occurs when a person delays buying an insurance product until 
he or she anticipates an immediate need for the benefit. Since individuals always 
know more about their own health status than anyone else does, and because all 
of the cost of buying individual health coverage is generally borne by the insured, 
the amount of adverse selection and poor risk spreading occurring in the individual 
market is very high. This has a direct impact on the pricing of individual-market 
policies. 

The States are the primary regulators of individual health insurance policies. This 
is in contrast to the group health insurance market, where fully insured plans are 
governed primarily by State law but self-funded health plans are governed federally 
under the Employee Retirement Income Security Act of 1972 (ERISA). Since each 
State’s health insurance regulatory requirements vary, State-specific regulations 
often impact the types of individual policies available in each State and their cost. 
The cost variance from State to State is dramatic. Some of the States that have 
gone to the greatest lengths to ensure equal insurance access actually have the 
highest coverage costs.2 

Our States have proven to be an excellent laboratory for health reform and have 
given us some great examples of what does and does not work when it comes to 
providing choice and affordable premiums for individual health insurance buyers. 
Unfortunately, the great innovations provided by the States have not produced 
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3 The States without a guaranteed-access mechanism are Arizona, Delaware, Georgia, Nevada 
and Hawaii. Furthermore, Florida’s high-risk pool has been closed to new applicants since 1992, 
so it effectively also has no access mechanism for new medically uninsurable individuals. 

much consistency. Furthermore, State-level consumer protections have sometimes 
proven to be inadequate, resulting in some people not being able to obtain the cov-
erage they need at all or at an affordable price. 

COVERAGE FOR EVERYONE 

One of the greatest problems with individual health insurance today is that not 
all Americans are able to purchase coverage. In some States, people with serious 
medical conditions who do not have access to employer-sponsored plans cannot buy 
individual coverage at any price. 

One of the simplest ways to address the access issue in the individual market 
would be to require that all individual health insurance policies be issued on a guar-
anteed-issue basis without regard to pre-existing medical history. However, in addi-
tion to being accessible to all Americans, individual coverage also must be afford-
able. It would be unwise to require insurers to guarantee-issue individual coverage 
to all applicants unless a system where nearly all Americans have coverage and full 
participation in the insurance risk pool has been achieved. Due to their small size 
and the propensity towards adverse selection, State individual health insurance 
markets are very fragile and price-sensitive. Also, there currently is no controlled 
means of entry and exit into the individual health insurance market independent 
of health status, like there is with employer-group coverage. Without near-universal 
participation, a guaranteed-issue requirement in this market would have the per-
verse effect of encouraging individuals to forgo buying coverage until they are sick 
or require sudden and significant medical care. This, in turn, would undermine the 
core principle of insurance: spreading risk amongst a large population. The result 
would be exorbitant premiums like we currently see in States that already require 
guaranteed issue of individual policies but do not require universal coverage or have 
a financial backstop in place. 

Great care needs to be taken when implementing market reforms on a national 
level to not inadvertently cause costly damage to the existing private-market sys-
tem. No matter how ‘‘fair’’ a market-reform idea might seem on its surface, it’s not 
at all ‘‘fair’’ if it also prices people out of the marketplace. 

RECOMMENDATIONS TO ACHIEVE NEAR-UNIVERSAL COVERAGE 

To bring everyone into the health coverage system, NAHU believes that Congress 
would be wise to look at our existing system for holes and examine what the States 
have done to successfully fill those coverage gaps. A few simple reform measures 
would go a long way toward extending health insurance coverage to millions of 
Americans. State small-group health insurance markets and consumers ultimately 
benefited from the passage of Federal Health Insurance Portability and Account-
ability Act of 1996 (HIPAA); a similar measure that preserves State regulation and 
consumer protections for individual-market consumers but would also make cov-
erage options more consistent and affordable is warranted. 

Such requirements could either be enacted as part of a transition process to com-
plete guaranteed issuance of coverage or they could be stand-alone requirements. In 
either case, NAHU believes that the following policy recommendations would have 
a profoundly positive impact on individual health insurance market access and af-
fordability nationwide. 
Recommendation 1: Require Guaranteed Access to Individual Coverage with Quali-

fied State-level Financial Backstops for Catastrophic Risks to Keep Coverage Af-
fordable 

Federal access protections in HIPAA ensure that small-group health insurance 
customers and individuals leaving group health insurance coverage under specified 
circumstances must have at least one guaranteed-purchasing option. But these Fed-
eral protections do not apply to everyone. People purchasing coverage in the tradi-
tional private individual health insurance market who are not transitioning from an 
employer’s plan do not have Federal guaranteed-issue rights. That means right now, 
in a number of States, there are people with serious medical conditions who cannot 
buy health insurance at any price. 

Furthermore, in many of the 45 States 3 that have independently established at 
least one mandatory guaranteed-purchasing option for individual-market consumers 
with serious health problems, there are still access problems due to design flaws. 
For example, some States have required that all people be guaranteed access to all 
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coverage on an immediate basis, without regard to health status. Unfortunately, 
merely requiring guaranteed issuance of individual coverage has led to adverse se-
lection and, consequently, very high premium rates that create a barrier to entry 
for most consumers. On the other hand, in some States that allow for the consider-
ation of health status, there can be a great deal of inconsistency in what types of 
risks are deemed to be uninsurable by individual carriers. Also, States with a high- 
risk health insurance pool often have funding difficulties that can result in high pre-
miums and pool instability, both of which can be a barrier to entry. 

While the mechanism for access to health care coverage may vary from State to 
State, access should not be denied to any American. The Federal Government 
should immediately require that all States have at least one guaranteed-purchasing 
option for all individual health insurance market consumers. But, beyond that, the 
Federal Government should also stipulate that a guaranteed-issue mandate, a des-
ignated carrier of last resort or a high-risk health insurance or reinsurance pool 
alone may not be a sufficient means of providing guaranteed access. 

The best solution is a partnership between the private individual market and the 
mechanism for guaranteed access. A State’s high-risk pool or reinsurance mecha-
nism could serve as a backstop to insulate the traditional market against cata-
strophic claims costs. The Federal Government should establish broad guidelines for 
qualified State-level financial backstops (i.e., capped rates for high-risk individuals) 
to allow for State innovation but also ensure consistency of access and affordability. 

Several States have been able to successfully combine a guaranteed-issue ap-
proach with universal underwriting criteria for all carriers and either a traditional 
high-risk pool or a reinsurance mechanism. When establishing State guaranteed- 
access requirements coupled with a financial backstop, four States in particular 
should be looked at as potential models: 

Idaho.—One of the most interesting arrangements is from Idaho. It is a hybrid 
arrangement—the only one of its kind—known as an individual high-risk reinsur-
ance pool. Although the idea of reinsurance isn’t new, Idaho is using it in a manner 
that is different than what has been done before. In Idaho, if a person’s health sta-
tus (based on a uniform medical questionnaire that all carriers use) meets a certain 
threshold, the carrier can cede a large part of the financial risk for the individual 
to the reinsurance pool. Individuals who are insured in this manner are still issued 
a policy through the insurer they applied for coverage with, but must select one of 
four standard options. The coverage is still comprehensive, but the more limited 
benefit choices make administration of the reinsurance mechanism simpler. The car-
rier pays a premium to the pool in exchange for the pool taking on the risk of the 
individual’s high claims. The individual consumer pays premiums to the insurer and 
has coverage issued by that insurer, not the pool itself. So the reinsurance mecha-
nism is largely invisible to the consumer, although the premium is somewhat higher 
than the consumer would have otherwise paid. This program is funded through sev-
eral mechanisms. First, the State’s premium tax, paid by all insurers in the State, 
is the primary funding source and this is considered a stable funding source since 
it is not a State appropriation. In addition, when a carrier cedes risk to the pool, 
it pays a premium to the pool. Finally, the pool has the ability to assess insurance 
carriers for funding but, so far, it hasn’t needed to do so. The Idaho pool is one of 
the few State programs that has more than enough funds to operate on a consistent 
basis. 

Utah.—In Utah, health insurance carriers in the individual market must offer 
coverage to everyone who applies, but if an individual’s medical costs are deemed 
to potentially exceed a set threshold ascertained through a medical questionnaire, 
the carrier can refer the person instead to the State high-risk pool. Of importance 
here is that every insurance carrier uses the same medical questionnaire, so the 
pool gets only the most serious health risks and the regular market keeps other ap-
plicants. The current downside of the Utah arrangement is that the excess funding 
for the pool comes from the State so, while the benefits are extremely comprehen-
sive, State budget limitations have resulted in the need for an annual cap on bene-
fits that are troublesome. But the mechanism is interesting and could be replicated 
and otherwise works well, if the funding issue could be resolved to something more 
stable. 

Washington.—The Washington State high-risk pool and guaranteed-issue re-
quirements work similarly to those in Utah although, in addition to the consistent 
underwriting requirements, carriers are limited to a set percentage of individual 
business that can be referred to the pool. Since Washington’s pool isn’t State-funded, 
it does not have an annual benefit maximum. It’s another example of a partnership 
with the private market and a public guaranteed-access mechanism that works and 
could be replicated elsewhere. 
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New York.—Another twist on the reinsurance concept is New York with its 
Healthy New York program. Small employers, sole proprietors and uninsured work-
ing individuals, regardless of health status, who meet set eligibility criteria and par-
ticipation rules can purchase a limited range of comprehensive coverage options of-
fered through private carriers and backstopped with a State-level reinsurance pool 
for extraordinary claims. This is a different kind of reinsurance than in Idaho, since 
it works on a retrospective basis, but it is a great example of why a backstop can 
increase affordability. Although New York is a guaranteed-issue State, it still uses 
this mechanism to spread the risk of higher risk participants. If we compare the 
rates for similar coverage in New Jersey, also a guaranteed-issue State but with no 
financial backstop, it becomes clear that, although premiums are higher than in 
non-guarantee issue States, the financial backstop provided by the reinsurance 
mechanism has improved affordability there. 
Recommendation 2: Give Pre-existing Condition Credit for Prior Individual Market 

Coverage to Ensure True Health Insurance Portability 
The issue of pre-existing conditions and individual market coverage portability 

has been repeatedly identified as a problem. It’s not just a problem for people who 
have a serious medical condition when they apply for coverage. People who have ob-
tained individual coverage when healthy and then acquired medical conditions over 
time can be limited in their ability to switch coverage plans due to pre-existing con-
ditions and medical underwriting requirements. 

HIPAA does provide individual-market consumers some protections, but they 
don’t go far enough. Current law requires that all health insurance policies be guar-
anteed renewable unless there is non-payment of premium, the insured has com-
mitted fraud or intentional misrepresentation, or the insured has not complied with 
the terms of the health insurance contract. In addition, most States require that in-
dividual health insurance policies be renewed at class average rates and prohibit 
the practice of re-underwriting (making people fill out a new health questionnaire 
at renewal), provided that the policyholder sticks with the same product. 

The flaw in HIPAA is that it does not protect individuals who want to change car-
riers or health insurance products within the individual market. This is not only 
a problem for the individuals who want to make a change, but it also stifles indi-
vidual market carrier which in turn has a significant impact on price. 

To solve this problem, States should be required to adopt a qualified access pro-
gram so that no individual will be denied a private health insurance option because 
of a pre-existing condition, as described in Recommendation 1. In addition, indi-
vidual market health insurance carriers should be required to give individual health 
insurance market consumers credit for prior individual coverage when changing in-
surance plans, if there is no greater than a 63-day break in coverage, just as is re-
quired in the group market by HIPAA. This means that existing individual-market 
consumers who wanted to switch health insurance products and/or health insurance 
carriers would be given credit against any pre-existing condition look-back or exclu-
sionary periods equal to the amount of prior coverage they have. Furthermore, 
NAHU believes that the 63-day coverage window provisions should be amended to 
specify credit should be granted as long as the individual applies for coverage within 
63 days, to protect individuals in cases where coverage cannot be issued imme-
diately upon application. 

However, to protect against adverse selection, a provision would also need to be 
included to address situations where individual-market consumers were substan-
tially changing their level of coverage and/or benefits. In these cases, while credit 
for prior coverage would be applicable, carriers would still be able to assess for in-
surable risk when determining initial premium rates. 
Recommendation 3: Standardize State-Level Requirements Regarding the Consider-

ation of Pre-existing Conditions 
Right now, State exclusionary and look back periods for pre-existing conditions in 

the individual market range from none at all to 5 years. NAHU believes greater 
standardization could easily be achieved in a similar way as was done relative to 
the small-group market in HIPAA when a Federal maximum look-back window of 
6 months and a 12-month exclusionary period was established for the States. Hav-
ing a pre-existing conditions rule that is consistent in both the individual and group 
model would also be much simpler for consumers to understand. 

In the absence of a fully implemented and enforceable individual purchase man-
date, plans and high-risk options must be able to look back at a new applicant’s 
medical history and impose reasonable waiting periods in order to mitigate adverse 
selection. Until implementation is complete, greater standardization of limitations 
is necessary and warranted. 
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Recommendation 4: Improve Federal Group-to-Individual Coverage Portability Pro-
tections So That People Can Transition Directly From Employer Coverage to In-
dividual Without Hurdles 

HIPAA attempts to provide individuals who are leaving group health insurance 
coverage with portability protections to make it easier for them to purchase cov-
erage in the individual market. Unfortunately, the protections are confusing and 
many consumers unintentionally invalidate their HIPAA guaranteed-issue rights 
without realizing it and then risk being denied coverage when they apply for indi-
vidual coverage. 

Under current law, individuals who are leaving group coverage must exhaust ei-
ther COBRA continuation coverage or any State-mandated continuation of coverage 
option if COBRA is not applicable before they have any group-to-individual rights 
under HIPAA. Once the consumer exhausts these options if available, then he or 
she can purchase certain types of individual coverage on a guaranteed-issue basis, 
provided that there is no more than a 63-day break in coverage. Each State was 
required under HIPAA to develop a mechanism for providing this coverage. The two 
most common State elections are to either allow HIPAA-eligible people to purchase 
coverage through a State high-risk health insurance pool, or to require all individual 
market carriers to guarantee-issue HIPAA-eligible consumers at least two products, 
which are often priced higher than traditional individual coverage. 

Most people who leave group coverage are unaware of all of the stipulations re-
quired to receive Federal portability-of-coverage protections. Faced with high 
COBRA or State-continuation premiums, many individuals decline such coverage ei-
ther initially or after a few months. Then, depending on their health status or a 
family member’s, they may experience extreme difficulty obtaining individual mar-
ket coverage. To solve this problem, the HIPAA requirement to exhaust State con-
tinuation coverage or COBRA before Federal guarantees are available should be re-
scinded, and individuals leaving group coverage should be able to exercise their Fed-
eral group-to-individual portability rights immediately, provided that there is no 
more than a 63-day break in coverage. 
Recommendation 5: Stabilize Individual Market Rates by Requiring More Standard-

ization as to How Individual Market Carriers Determine Pricing 
Another inconsistency among State individual health insurance markets is the 

way that premium rates are determined at the time of application. In a few States 
they are determined merely by geographic location (pure community rating) and in 
several others rating factors are determined by the State but are limited in nature 
(i.e., age, gender, industry, wellness, etc.), which is known as modified community 
rating. However, even with States with modified community rating, the rating fac-
tors and how they may be applied vary significantly by State. It is NAHU’s view 
that State individual health insurance markets would benefit from greater stand-
ardization as to how premium rates are determined. 

The first step to greater standardization would be for States to adopt a uniform 
application for applying for individual insurance coverage. A clear and understand-
able uniform application would assure full disclosure of accurate and consistent in-
formation when individuals apply for coverage. It would also be easier for consumers 
when applying for coverage with several different insurance carriers at one time. 

In the vast majority of States, no specific rating structure is required in the indi-
vidual market, and carriers can assess for insurable risk at the time of application 
and discount or increase rates based on health status with few limitations. Full, ac-
curate and complete risk assessment has proven to be the most effective rating 
mechanism because it has been demonstrated to lower overall premium cost. How-
ever, the unlimited rating structure used in most State individual markets is in con-
trast to most State small-group health insurance markets and can create anti-selec-
tion issues between the two markets. Most State small-group carriers are also al-
lowed to assess for insurable risk but have limitations on the amount of premium 
adjustments based on health status. In addition to these initial limitations, most 
State small-group laws require that premium increases are limited on renewal. This 
means that the amount each small group’s premium can go up annually is based 
on the overall health experience of the carrier’s entire small-group pool and is lim-
ited by the State to usually 10–15 percent plus an additional amount for inflation. 

The Federal Government could require that States meet a minimum standard of 
rate stabilization by imposing maximum rate variations for initial applicants, as 
well as a cap on renewal premium increases, as most States do for their small-group 
market. Another option would be to allow a modified community rate. However, in 
order to protect against runaway costs, the Federal Government should ensure that 
wide-enough adjustments may be made for several key factors. At a minimum, vari-
ations need to be allowed for applicant age of at least five to one (meaning that the 
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4 Mercer Management Journal 18. ‘‘The Case for Consumerism in Health Care’’ http:// 
www.oliverwyman.com/ow/pdflfiles/MMJ18lCaselConsumerismlHealthcare.pdf. 

5 America’s Health Insurance Plans. Comprehensive Health Insurance Policy Rescissions in 
the Individual Health Insurance Market Reported by AHIP Member Companies, 2007 Survey. 

rate of the oldest applicant may be no more than five times the rate of the youngest 
applicant). In addition to age, variations in premium rates should also be allowed 
for wellness factors, smoking status, gender and geography. Since we know that up 
to 50 percent of health status is determined by personal behavior choices,4 in order 
to have effective cost containment, we need to be able to reward healthy behavioral 
choices. 
Recommendation 6: Increase Consumer Protections Regarding Individual Market 

Coverage Rescissions 
Under very rare circumstances, individual health insurance carriers rescind an in-

surance policy based on a submission of fraudulent information on an application 
or an intentional omission of required information. Surveys of individual health in-
surance plans indicate this happens to far less than 1 percent of individual market 
consumers annually,5 but all individuals buying individual coverage deserve assur-
ances that they will not be subject to unfair policy rescissions or pre-existing condi-
tion determinations. 

All States should be required to develop an independent medical review process 
to resolve disputes concerning policy rescissions and/or pre-existing condition deter-
minations. In addition, health plans should be required to limit rescissions to only 
material omissions and misrepresentations on the uniform insurance application. 
Health plans should be responsible for reviewing all applications received for clarity 
and completeness at the time of application and not after the policy is issued. If a 
carrier does not conduct a review of listed medical conditions on the application 
upon submission, it should not be allowed to use any subsequently obtained health 
information as a standard for a rescission, unless fraud or deceit has occurred. 
Health plan consumers should be clearly informed of their rights relative to rescis-
sions and pre-existing condition determinations. Consumers also should be informed 
of their obligation to provide complete and accurate responses on health plan appli-
cations and to provide additional information at the time of application upon request 
of the health plan. 
Recommendation 7: Making it Easier for Employers to Help People Purchase Indi-

vidual Coverage 
One of the biggest complaints about the individual market is that coverage is too 

difficult to purchase independently, and one of the greatest advantages of employer- 
group coverage is its ease of enrollment and payment. Many employers would like 
to offer their employees traditional health insurance coverage but simply can’t af-
ford to do so under current economic conditions. Also, some employers have an em-
ployee base that is difficult to cover under a traditional group scenario. As an alter-
native, employers should be allowed to work with licensed insurance agents and bro-
kers to help employees purchase and pay for individual coverage by setting up a 
Section 125 plan, deducting premiums from wages, aggregating premiums and send-
ing them to the insurer, and possibly providing a defined contribution. This would 
be a particularly appropriate coverage option for certain types of businesses that are 
rarely able to offer benefits to all employees (for example, restaurants and some 
small retail establishments) and for employees who may not be eligible for an em-
ployer’s group plan, such as part-time or contract workers. This could help to draw 
many uninsured individuals into the private health coverage system. In addition, it 
could expand the size of the individual market, making it less fragile and, therefore, 
less costly. 

However, current Federal law requires that all individual health insurance poli-
cies sold in a group setting are subject to ERISA and all of the HIPAA consumer 
protections relative to group health insurance plans, including the group guaran-
teed-issue and pre-existing requirements and all nondiscrimination provisions. 
Under current market conditions, practically no individual-market policies can meet 
all of the HIPAA small-group protections since they are not designed for a product 
that is marketed to individual consumers. In addition, the sale of list-billed policies, 
which are individual policies where the employer agrees to payroll-withhold indi-
vidual health insurance premiums on behalf of its employees and send the premium 
payments to the insurance carrier but does not contribute to the cost of the pre-
mium, is specifically prohibited by some States. 

Congress should overturn State bans of the sale of list-billed policies and clarify 
that individual health insurance policies purchased by employees are not the same 
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as group health insurance policies and are not subject to the group insurance re-
quirements specified in HIPAA or ERISA but rather the newly reformed rules for 
the individual market. In particular, the Federal requirements regarding individual 
policies sold on a list-bill basis need to be clarified, since even minimal involvement 
on the part of the employer could trigger group health plan requirements. 

Congress should also establish that all individual health insurance policies sold 
under a list-billed arrangement are subject to all insurance regulations governing 
the issuance of traditional individual insurance policies in the State in which the 
policy was sold. This would include rating requirements, issuing requirements and 
the requirement that such products only be sold by licensed health insurance pro-
ducers, among other consumer protections. 
Recommendation 8: Provide Federal Financial Assistance to Keep Individual Health 

Insurance Coverage Affordable 
The most critical problem that we see in State individual health insurance mar-

kets is affordability, particularly for those individuals who have medical conditions. 
The high cost of coverage for these people often doubles as an access barrier. 

There are clear broad-scale solutions that NAHU supports relative to coverage af-
fordability. The most important of these is acting on the true underlying problem 
with our existing system: the cost of medical care. Health care delivery costs are 
the key driver of rising health insurance premiums, and they are putting the cost 
of health insurance coverage beyond the reach of many Americans.6 Addressing the 
cost of care and its impact on the cost of coverage is critical in every market. 

However, there are other affordability reforms that could be crafted that would 
specifically help individual market health insurance purchasers. 

TAX EQUITY—ENHANCED DEDUCTIBILITY OF PREMIUMS 

The most important step toward making individual coverage more affordable 
would be extending tax equity to individuals and families purchasing health insur-
ance coverage on their own and equal tax treatment for the self-employed. NAHU 
believes Federal tax laws should be updated to provide the same Federal tax deduc-
tions to individuals and the self-employed that corporations have for providing 
health insurance coverage for their employees, although not at the expense of the 
existing employer exclusion. Specifically, NAHU feels Congress should take action 
to: 

• Remove the 7.5 percent of adjusted gross limit of medical expenses on tax filers’ 
itemized deduction Schedule A form. 

• Allow the deduction of individual insurance premiums as a medical expense in 
itemized deductions. 

• Equalize the self-employed health insurance deduction to the level corporations 
deduct by changing it from a deduction to adjusted gross income to a full deductible 
business expense on Schedule C. 

• Clarify in statute that employers implementing list-billing arrangements for 
their employees may also establish Section 125 premium-only plans for their work-
ers. This would enable employees to pay for their individual policies on a tax- 
favored basis. If an individual participated in a section 125 plan for a list-billed pol-
icy, those premiums would not be eligible for deduction as a medical expense under 
Schedule A. 

SUBSIDIES 

NAHU also supports targeted premium-assistance programs for low-income indi-
viduals purchasing private coverage, and we feel that the Federal Government 
should finance such programs. A subsidy program could be national in scope or each 
State could be required to create one that suits the unique needs of its citizens in 
partnership with the Federal Government. Several States have already created suc-
cessful subsidy programs and their existing structures could be used as a model 
framework for a national reform. I have included a chart at the end of this state-
ment that itemizes some of the State subsidy programs that provide us with some 
good models on creative ways to help both employers and their employees with the 
cost of health insurance coverage. Two States in particular should be looked to as 
models: 

Oregon.—The Oregon Family Health Insurance Assistance Program (FHIAP) 7 is 
one State program that could serve as a model. FHIAP is an innovative State cov-
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erage initiative that subsidizes both employer-sponsored coverage and individual in-
surance coverage. Eligible families making over 150 percent FPL who do not receive 
cash assistance must participate if employer coverage is available, and others can 
participate on a voluntary basis. Licensed health insurance professionals help both 
employers and individuals with enrollment and participation. The program sub-
sidizes coverage on a sliding scale according to income. Subsidies range from 50 per-
cent to 95 percent of the premium. Individuals and families use FHIAP subsidies 
to pay for insurance at work or to buy individual health plans if insurance is not 
available through an employer. FHIAP members pay part of the premium. They also 
pay other costs of private health insurance such as co-payments and deductibles. 
Once approved for FHIAP, members are eligible to remain in the program for 12 
months. Three to four months before the member’s eligibility ends, FHIAP sends a 
new application and members may re-apply. FHIAP provides direct premium assist-
ance through the insurer for people who use its benefits to purchase individual cov-
erage. For those with employer coverage, FHIAP reimburses employees for the cost 
of their premium within 4 days of receipt of a valid pay stub denoting the employee 
contribution. This program has been around for a number of years and struggles 
each year with funding, but many have benefited from it and it is a streamlined 
approach with little administrative cost. 

Oklahoma.—Oklahoma’s Employer/Employee Partnership for Insurance Cov-
erage (OEPIC or Insure Oklahoma) 8 is another very successful State subsidy pro-
gram that works with both employer-sponsored and individual health insurance cov-
erage for self-employed people, certain unemployed individuals, and working indi-
viduals who do not have access to small-group health coverage. In 2008, 9,923 em-
ployees and dependents were directly subsidized by Insure Oklahoma, which is a 
234 percent increase from the previous year.9 Licensed insurance agents and bro-
kers help identify applicable participants and enroll people and employers in the 
plan. Through the program, the employer pays only 25 percent of the premium of 
the low-wage worker, the employee pays up to 15 percent of the premium and the 
State pays the remainder. The program’s passage was supported by insurers, small 
employers, agents and brokers and providers. It is funded by a State tobacco tax 
and Federal funds based on a Medicaid Health Insurance Flexibility and Account-
ability waiver. Twenty insurers participate, offering dozens of qualified products 
that meet simple specified coverage standards. 

FEDERAL FINANCIAL SUPPORT FOR QUALIFIED ACCESS MECHANISMS 

Finally, we support even more targeted means of providing Federal affordability 
assistance to individual market consumers, particularly to individuals with serious 
medical conditions. Since in any insurance pool of risk a small number of insureds 
incur the majority of claims. NAHU’s access solutions alone, by guaranteeing that 
the highest-risk individuals are covered in a financially separate private-market 
pool, will help lower costs for all consumers. But even more could be done to help 
lower costs. 

Funding for high-risk health programs is a continual problem in some States. 
When a pool consists of only sick people, there is no spreading of risks, so premiums 
charged to policyholders are never enough to cover expenses and additional funding 
mechanisms must be created. A variety of funding sources are currently being used, 
including using State premium taxes, direct State appropriations, assessments to 
carriers that operate in the State, hospital taxes, or a mixture of several sources. 
Current limited Federal grant funds for high-risk pools have enabled a number of 
State high-risk pools to lower premiums and even start low-income subsidy pro-
grams. NAHU believes this funding should not only continue, but it should also be 
increased and expanded to the new qualified access mechanisms outlined in Rec-
ommendation 1. 

The issue of affordability is key. A State should be required to demonstrate that 
the funding source for whatever high-risk option it elects will be both broadly dis-
tributed over as much of the marketplace as possible and stable over time. CMS 
could develop broad criteria, and this program could be administered easily with the 
career employees already dedicated to the current high-risk pool grants. It would 
be important when establishing criteria not to hinder State innovation relative to 
funding sources as this is a key factor of ensuring affordability. Furthermore, due 
to the high-needs population being served, premiums alone cannot be considered a 
stable funding source. 
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Funding could be conditional upon a State’s ability to meet federally established 
broad criteria regarding the framework of a qualified program. This may be the big-
gest bargain for Federal dollars that exists. A small amount of funding will go a 
long way. The current $75 million grant funding for high-risk pools has helped 
many pools establish low-income subsidies, disease-management programs and 
other important benefits for pool participants. New funding would be used to help 
subsidize premiums for the high-risk beneficiaries because, regardless of the back-
stop option the State creates, premiums alone in a State high-risk option will never 
be enough to satisfy claims, and premiums for participants in these programs must 
be at reasonable levels to ensure adequate participation. Funding could also be used 
as an additional backstop to State high-risk options that meet specified require-
ments for those rare individuals whose medical expenses are so great they would 
exceed high-risk pool lifetime caps. 

Recommendation 9: Getting Everyone Covered 
NAHU believes that implementing recommendations 1 through 8 will bring our 

country much closer to all Americans having health coverage. But an additional way 
to achieve the standard of near-complete coverage that is necessary for stand-alone 
guaranteed issuance of coverage as well as controlled entry and exit into the indi-
vidual insurance market is through the implementation of an enforceable and effec-
tive individual mandate. 

NAHU has historically approached the idea of an individual mandate to obtain 
health insurance coverage with great caution. Similar mandates for auto insurance 
coverage have failed to reduce the number of uninsured motorists.10 Also, subsidies, 
as well as benefit standards and enforcement mechanisms, would need to be created 
to fairly implement such a mandate. However, if such barriers could be overcome, 
enough people would be covered to mitigate the problem of adverse selection and 
its resulting cost consequences. 

If the Federal Government were to require an individual mandate to obtain cov-
erage, NAHU feels that it must be structured appropriately. The following elements 
are crucial to an effective and enforceable individual mandate: 

• While the mandate may need to be phased in over time, starting with perhaps 
select populations like children age 25 and under, ultimately it must apply to all 
populations equally. 

• An individual mandate must be accompanied by a national qualified guaran-
teed-access mechanism with a financial backstop as described in Recommendation 
1 so that all individuals have cost-effective private health coverage options available 
to them. This is especially critical during the transition period when the mandate 
is being put into place and the entire population is not yet insured. 

• An individual mandate should not be accompanied by overly rigid coverage 
standards that would make coverage unaffordable and inhibit private plan design 
innovations. 

• Subsidies in the form of direct private coverage premium assistance or refund-
able advanceable tax credits for the purchase of private coverage must be made 
available to low-income consumers. 

• An effective coverage verification system must be created, with multiple points 
of verification. 

• An effective enforcement mechanism would need to be implemented with mul-
tiple enforcement points and effective penalties for noncompliance. 

• Each State must be responsible for enforcement of the mandate for its own pop-
ulation. The United States is too large and diverse a country for such a mandate 
to work otherwise. 

Recommendation 10: Allow State Implementation with a Federal Fallback Enforce-
ment Mechanism 

States should be given a finite timeframe of several years to achieve these reforms 
through legislative or regulatory means. If a State cannot adopt the necessary re-
forms in the timeframe allotted, Federal enforcement through CMS should be the 
fallback, similar to the way CMS serves as the Federal fallback enforcement author-
ity for HIPAA’s small-group market requirements. 
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CONCLUSION 

NAHU members work on a daily basis to help individuals and employers of all 
sizes purchase health insurance coverage. We also help clients use their coverage 
effectively and make sure they get the right coverage at the most affordable price. 

All of this experience gives our membership a unique perspective on the health 
insurance marketplace. Our members are intimately familiar with the needs and 
challenges of health insurance consumers, and they have a clear understanding of 
the economic realities of the health insurance business, including both consumer 
and employer behavioral responses to public policy changes. We have had the 
chance to observe the health insurance market reform experiments that have been 
tried by the States and private enterprise, and we have based these individual-mar-
ket health reform policy recommendations on what we believe would be the most 
beneficial changes for individual health insurance consumers. 

The NAHU membership urges Congress to carefully consider these ideas to im-
prove individual health insurance coverage options for consumers nationwide. Our 
private health insurance plans are innovative, flexible and efficient, and our mar-
ketplace is up to the task of responding to well-structured reforms. We look forward 
to working with Federal and State policymakers to fill the gaps in our Nation’s cov-
erage system and to make private individual health insurance coverage more afford-
able and accessible for all Americans. 

We appreciate this opportunity to participate in today’s hearing and look forward 
to the discussion with the committee and other panelists. 

Addendum: Chart on State-Level Private Health Insurance Subsidy Programs for 
Low-Income Individuals 

Senator BINGAMAN. Thank you very much. 
Mr. Williams, please. 

STATEMENT OF RONALD A. WILLIAMS, MS, CHAIRMAN AND 
CHIEF EXECUTIVE OFFICER, AETNA, INC., HARTFORD, CT 

Mr. WILLIAMS. Good morning, Mr. Chairman and members of the 
committee. It is a pleasure to be here and to see so many of my 
colleagues I have had the privilege to work with over the past few 
years. 

I am Ronald A. Williams, chairman and chief executive officer of 
Aetna, a leader in providing diversified healthcare benefits. 

As the healthcare system hurtles toward $4.3 trillion in annual 
spending in 2017, we have an opportunity and an obligation to 
achieve meaningful reform that guarantees access and makes 
health insurance more affordable for all. You have my commitment 
to work with you to transform the healthcare system. 

It is worth noting at the outset that our industry, my company, 
and the expectations of our customers and members have changed 
a good deal over the past several years. Health insurance is not 
about just paying claims anymore. At Aetna, our spending on tech-
nology and innovation, more than $1.8 billion since 2005, and the 
composition of our workforce of 35,000, nearly 40 percent of whom 
are clinical and technology professionals, are much different than 
they would have been just 10 years ago. 

Transforming our healthcare system will require us to work col-
laboratively to address the key roadblocks that stand in our way 
and build a sensible path to reform. That means building on an 
employer-based healthcare model that already works for more than 
177 million Americans and accelerating our efforts to harness the 
power of health information technology and confronting the chal-
lenges associated with rising healthcare costs. 

In our view, the following are critical components of reform. 
First, we need to get all Americans covered through an enforceable 
individual coverage requirement combined with subsidies and other 
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changes to make coverage affordable. It must be coupled with slid-
ing-scale subsidies to ensure that income is not a barrier for any 
individual, and we should offer tax credits for small businesses to 
encourage them to offer and subsidize employee coverage. 

Second, we need to take steps necessary to bring affordable cov-
erage within reach for everyone. This begins by using health infor-
mation technology as a tool to bend the cost curve and addressing 
our country’s pervasive quality issues. We also need payment re-
form because the traditional fee-for-service payment structure often 
rewards physicians and hospitals for the volume of services they 
deliver rather than the value of quality of care they provide. 

Third and finally, we need to engage consumers in their own 
healthcare, focusing on prevention and wellness, and provide them 
the tools to be good consumers. The healthcare system needs fun-
damental reform, and that will require unprecedented determina-
tion and collaboration across the healthcare system. 

We are ready and willing to work with you because we know that 
success will be rooted in a public-private cooperation to create and 
implement practical solutions that drive systemic change. 

Thank you. 
[The prepared statement of Mr. Williams follows:] 

PREPARED STATEMENT OF RONALD A. WILLIAMS, MS 

Good morning Chairman Kennedy, Ranking Member Enzi and members of the 
committee. Thank you for the opportunity to be here today. I am Ronald A. Wil-
liams, Chairman and Chief Executive Officer of Aetna Inc., one of the Nation’s lead-
ing diversified health care benefits companies. I appreciate the opportunity to share 
my views with this committee and to continue working with you to transform our 
health care system, which we can all agree is in urgent need of reform. I believe 
our health care system must provide affordable, high quality coverage for all Ameri-
cans. 

My company is committed to taking part in the development of meaningful, broad- 
based solutions, and I am convinced that we can help move reform forward. Our 
views are shaped by our experience with the 36.5 million unique individuals to 
whom we provide products and services in all 50 States; the 894,000 health care 
professionals with whom we interact daily; and the thousands of employers for 
whom we devise benefits solutions regularly and the 50 States and multiple Federal 
entities that regulate our products. 

Our industry, my company and the expectations of the people who are our cus-
tomers and members have changed a good deal over the past several years. Insur-
ance is not just about paying claims anymore. Increasingly, our stakeholders expect 
us to be their partner, to add value and to innovate. Employers want affordable, 
high-quality products and services to enhance the health and productivity of their 
employees. Doctors and hospitals want to give their patients access to medical inno-
vations and new technologies, with fewer administrative barriers. Our members 
want access to our network of health care professionals, tools to make informed deci-
sions, transparency of price and quality data, and access to the expertise of nurses 
and trained professionals on issues ranging from chronic disease care to wellness 
and prevention. 

At Aetna, our business model has changed significantly over time as we work to 
meet these new expectations. We have been at the forefront of bringing the informa-
tion age to health care. That is why we have spent more than $1.8 billion on tech-
nology and innovation since 2005. Our innovations mean that we no longer simply 
process and pay claims; now we have sophisticated systems that scan hundreds of 
millions of interactions between our members and their doctors, hospitals and phar-
macies to alert them and their physicians to sometimes dangerous interactions 
caused by errors or omissions. 

Our workforce has changed also. Today, nearly 40 percent of our workforce are 
clinical professionals or work in information technology. The focus of all our employ-
ees is to improve health and ensure our consumers get the best, most appropriate 
treatment possible, including wellness and preventive care and managing their com-
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plex diseases. If you are an Aetna member, you can reach a health care professional 
at any time of the day or evening who can respond to your health care needs. 

As the health care system hurtles toward $4.3 trillion in annual spending by 
2017, we have an opportunity and an obligation to achieve meaningful reform and 
improvement. Our experience and perspective tell us that we are a nation and cul-
ture unique from the rest of the globe, and we require a uniquely American solution 
that will enable the health care system to meet the Nation’s expectations for health 
care quality, access and affordability. 

To transform our current healthcare system into what it should be, we need to 
work collaboratively to address the key roadblocks that stand in our way and build 
a sensible path to reform: 

• It is essential that we realize real reform while preserving and building 
on the employer-based health care model that works for most Americans. 
We should avoid systemic disruption to the 177 million Americans who have em-
ployer-sponsored coverage, and instead build upon the strengths and innovations of 
private health coverage for the good of other populations. Together, employers and 
insurers are driving innovations that are helping many Americans better maintain 
their health, take advantage of helpful health care technology and access safe, qual-
ity health care. 

• We need to accelerate our efforts to harness the power of health infor-
mation technology (HIT), which is so critical to addressing cost and quality 
issues. Congress made a significant investment in HIT in the American Recovery 
and Reinvestment Act, but the United States still lags behind other countries in the 
use of electronic medical records (EMRs). If 90 percent of all providers in the United 
States were using EMRs, we could see savings of about $77 billion within 15 years.1 
With the advent of sophisticated clinical decision support capabilities, those savings, 
coupled with lives saved, could exceed current expectations. At Aetna, we have 
made significant investments in health information technology, and we are not fin-
ished. Our investments are designed to help patients and doctors take action on 
their health conditions and help patients get the standard of care they expect and 
require. 

• We need to confront the challenges associated with the rising cost of 
health care. Costs will rise from $8,000 per person this year to more than $13,000 
per person in the next decade. There is an important, but often overlooked connec-
tion between health care costs and the premiums people pay for health insurance 
coverage. Health insurance premiums reflect the underlying cost of health care. So 
unless we, as a nation, are successful in ‘‘bending’’ the cost curve, we will see pre-
miums continue to rise at a pace far faster than either wage growth or inflation— 
which puts health insurance out of the financial reach of a growing number of U.S. 
residents. If we do not address the issue of costs, reforms made today to improve 
access will not be sustainable. We all have a significant role to play in this complex 
problem. This includes our industry, which is committed to achieving new levels of 
simplification and reduced administrative costs. 

A SOLID FOUNDATION FOR REFORM 

Many are questioning whether we can achieve meaningful health care reform. I 
believe the answer is that we can reform our system and simultaneously achieve 
the dual goals of improving access and making healthcare more affordable. All of 
the players in health care—health insurers, hospitals, physicians, employers, phar-
maceutical companies, consumers, legislators and regulators—will need to focus on 
achieving both of these goals together. 

As you consider how to structure reform, I urge you to build upon the current em-
ployer-based system that today covers 177 million people—60 percent of the Amer-
ican population. When given the choice, 82 percent of workers who are eligible for 
employer-offered coverage participate in their employers’ health plans.2 

Leveraging the strengths of the employer-based system would enable people to 
keep the health coverage they have if they are satisfied. It would also continue the 
innovation that has resulted from employers and health plans working together over 
decades to improve quality and value. We recognize that maintaining the basic 
structure of health care coverage through the employer-based system is not enough. 
Our customers are demanding that we make sound health care investments that 
positively impact their physical and financial health. We have responded to this im-
perative by: 
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• Developing products and services that improve the quality of health care and 
help control rising benefits costs; 

• Providing members with access to convenient tools and easy-to-understand in-
formation that can help them make better-informed decisions about their health and 
financial wellbeing; 

• Introducing new levels of transparency to the health care system; and 
• Pioneering new ways to focus on wellness and prevention programs. 
We recognize that maintaining the current structure is not enough. Reform efforts 

need to focus on access and affordability of insurance for the 45 million uninsured 
Americans and those seeking coverage in the individual and small group markets. 
A growing number of people, nearly 18 million under age 65, are accessing insur-
ance through the individual market. In addition, coverage is often expensive and un-
stable for the millions accessing coverage through the small group market. 

CRITICAL COMPONENTS OF REFORM 

Getting all Americans Covered 
Covering all Americans is imperative for fixing our Nation’s health care system. 

An enforceable individual coverage requirement, combined with subsidies and other 
changes to make coverage affordable, is the best way to ensure that all Americans 
have continuous access to insurance coverage and high-quality health care. Since 
2005, we at Aetna have been speaking out in support of an individual coverage re-
quirement, as we believe it is the critical step for achieving universal coverage. 

One of the great, and often painful, challenges in our system is that too many 
individuals often have difficulty accessing coverage in the individual market. Insur-
ers have relied on tools like medical underwriting and pre-existing condition exclu-
sions to maintain the solvency of the current system, which lacks universal partici-
pation. Insurance works best when everyone participates in the system continu-
ously, whether they are healthy or sick. Today’s individual market system does not 
reflect these principles and insurers face adverse selection, wherein people enter the 
insurance marketplace when they need coverage and healthcare services. 

An enforceable individual coverage requirement solves this problem better than 
any other proposed policy, because it allows us to bring everybody—both healthy 
and unhealthy—into the insurance pool. By using an individual coverage require-
ment to address the challenge of adverse selection, we can transform our system 
into one where private insurance is provided on a guaranteed-issue basis with no 
pre-existing condition exclusions and a rating system that does not include health 
status. We support allowing insurers to provide discounts on premiums for those 
who engage in healthy behaviors to help increase incentives for good health. These 
reforms would allow all Americans access to coverage and would help people keep 
their health coverage as they go through life transitions, allowing true portability. 

An individual coverage requirement must, of course, be coupled with sliding scale 
subsidies to ensure that income is not a barrier for any individual’s fulfillment of 
this requirement. In addition, we must offer tax credits for small businesses to en-
courage them to offer (and subsidize) employee coverage. We must create a rational 
regulatory structure that is conducive to creating affordable coverage options. I 
would encourage greater uniformity of State laws and regulations and the develop-
ment of a new Federal charter. Insurers with a multi-state presence face costly ad-
ministrative burden to comply with divergent State laws and regulations, and these 
higher administrative costs are passed onto the market at large through higher in-
surance premiums. A national entity would need to determine a standard benefit 
package and determine what types of actuarially equivalent plans could be offered. 
Under a national framework, plans could cross State boundaries and be offered 
through national, State or regional insurance exchanges that create new pooling 
mechanisms. 

We believe an individual coverage requirement, subsidies and insurance market 
reforms create the best framework for addressing our country’s access challenge. 
Others believe a new public plan is the silver bullet for the uninsured. I would sub-
mit that, for a number of reasons, a public plan is not the best way to fix our sys-
tem. 

First and foremost, insurers bring innovation, value and choices that allow indi-
viduals to choose a tailored approach to their individual needs that a one-size-fits- 
all public plan just could not achieve. With our unique capabilities in the realm of 
encouraging wellness and prevention, providing care coordination and chronic dis-
ease management, and empowering consumers and providers with health informa-
tion technology, we can offer health care that responds to the specific needs of indi-
viduals. Health care is one area in which we must leverage the agility of the private 
sector to provide continued innovation and customization of health care plans. 
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Beyond recognizing the added value that private insurers can provide, we must 
also be aware of the challenges a new public plan would impose on the rest of the 
system. A public plan would most likely employ the payment rates used in Medi-
care, which are far lower than the rates paid by private payers. In fact, the average 
family of four with private insurance spends an additional $1,788 on health care 
each year because of Medicare and Medicaid underpayments to providers. On an ag-
gregate level, commercial payers incur approximately $89 billion more in costs than 
they would if public and private payers all paid equivalent rates.3 Expanding the 
use of low public payment rates would mean expanded cost-shifting for our health 
care system. 

There is no doubt that getting all Americans into the health care system is of the 
utmost importance. The best solution for our country will not be to shift us over 
to a system for which the public sector gradually takes more and more responsibility 
and competes with the private market, but rather to engage in a public-private part-
nership that allows each sector to focus on what it does best. Aetna is fully com-
mitted to active participation in this partnership to create a better system in which 
no one is left out. 
Bringing Affordable Coverage Into Reach 

If we want to ensure that all Americans have access to high-quality, affordable 
health coverage, we must both slow the growth of health care costs and get greater 
value out of our health care spending. 

The cost of health care in the United States is growing at an unsustainable rate. 
National health spending will reach $2.5 trillion in 2009 and by 2018, it is expected 
to reach $4.4 trillion and comprise just over one-fifth (20.3 percent) of Gross Domes-
tic Product (GDP). This year, we can expect the top three cost drivers—hospitals, 
physicians and prescription drugs—to comprise 73 percent of health care spending.4 

If we fail to effectively address our Nation’s health care cost problem, which is 
ultimately driven by the increasing illness burden borne by our population, we will 
find that access expansions will be unsustainable. A case in point is Massachusetts, 
where the absence of payment reform and more effective utilization threatens to un-
dermine the ultimate success of truly commendable access reforms. Investments in 
health information technology and tackling payment reform are both necessary to 
slow the cost growth and improve quality. 

HIT can live up to expectations: The use of health information technology will 
not only be a powerful tool to bend the cost curve, but will also help address our 
country’s pervasive quality issues. The United States continues to lag behind its 
peers globally in embracing HIT solutions necessary to yield cost reductions and 
quality gains. Compared to other developed nations the United States trails in its 
overall use of electronic medical records (EMR), with an adoption rate of only 28 
percent.5 A New England Journal of Medicine survey suggests that 83 percent of 
U.S. doctors have still not adopted EMR technology.6 Consequently, Aetna continues 
to strongly support the President’s initiatives to accelerate HIT adoption and com-
mends the Congress’ recent work to invest up to $22 billion to promote the use of 
electronic health records that have clinical decision support capacity as rec-
ommended by the Institute of Medicine. 

Over the past 4 years, Aetna has invested more than $1.8 billion in deploying 
health IT solutions that improve both the quality and cost-efficiency of the care that 
is delivered to our members. In making these investments, Aetna recognized from 
the outset that beyond its other claims and care management technologies, robust 
clinical decision support capabilities are essential to yielding the desired quality and 
cost returns necessary to produce a return on HIT investment. This was a key rea-
son for Aetna’s 2005 acquisition of Active Health Management and its innovative 
Care Engine® technology. 

This unique technology provides a truly integrated solution for providers to extend 
clinical decision support beyond the electronic records platforms that may be con-
tained in a physician’s office or hospital. Care Engine® scans millions of lines of 
pharmacy, lab, diagnostic, claims and other clinical data and matches them up to 
the latest available medical literature. It can scan disease management members’ 
data for opportunities to improve care through enhanced diagnostic and therapeutic 
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precision, and then notify physicians and patients with actionable information that 
can lead to improved outcomes at the point of care. Among the providers and plan 
sponsors now utilizing Care Engine®, it has demonstrated that the technology’s use 
can generate a meaningful return on investment by measurably improving quality 
outcomes (e.g., 19 percent reductions in overall hospitalizations)7 while producing 
overall cost savings (e.g., eight-fold ROI or 6 percent reduction in average charges).8 

As we look ahead to ensure the public also receives a strong ROI for this new 
national HIT investment, it will be important for the Secretary and the Office of 
the National Coordinator within the Department of Health and Human Services to 
reinforce expectations in regulation and other guidance that: (1) providers meet 
measurable targets focused on quality outcomes in their use of publicly financed 
health information technology; and (2) that these technologies measure up to stand-
ards that ensure their capability to assist providers with clinical decision support 
that integrates pertinent data from all of the critical points within the health care 
system. 
Addressing Health Care Costs and Quality: A Critical Foundation 

On an annual basis, the United States spends $650 billion more on health care 
than peer OECD countries, even after adjusting for wealth.9 The vast majority ($436 
billion) of this ‘‘excess’’ spending results from outpatient care. There are other fac-
tors that contribute to the ‘‘excess,’’ including technological innovation, high levels 
of utilization, misaligned incentives for providers, lack of transparency and con-
sumerism, higher prices and population health challenges. 

We need to tread carefully when it comes to some of these cost factors, as we do 
not want to stifle the innovation that drives improvements in our ability to improve 
and save lives. We can, however, work to ensure that technology is used appro-
priately to improve the standard of care and drive better patient outcomes. We can 
also re-align incentives in our system to ensure that quality and value serve as the 
primary motivators for choosing specific treatments. 

The American health care system is wrought with inefficiencies, wasteful duplica-
tive spending and poor performance. Understandably, there is a strong concern that 
our inputs in health spending are not yielding high enough quality output in care 
and outcomes, and the impact of these quality disparities is brought to bear in very 
real terms. In fact, between 35,000 and 75,000 avoidable deaths and $2.7 billion to 
$3.7 billion per year in avoidable medical costs can be attributed to unexplained 
variations in care,10 underscoring the need for widespread dissemination of evi-
dence-based medicine and standards. The guidelines must ultimately be applied at 
the individual member level to mitigate variation and wasteful spending. 

Payment reform will also be a critical tool to improve quality and bend-
ing the cost curve: The traditional fee-for-service (FFS) payment structure often 
rewards physicians and hospitals for the volume of services they deliver rather than 
the value or quality of care they provide. Aetna supports transforming the payment 
system into one that aligns provider reimbursement incentives with the pursuit of 
high-quality outcomes for patients. We need a payment system that works for the 
patient, bringing them value—high quality at the right cost. 

Reform needs to focus on promoting patient-centered care that integrates the mul-
tiple aspects of the health care delivery system and shifts the model from episodic, 
acute care to comprehensive, evidence-based care. Yet equally important is that any 
attempts to enact comprehensive payment reform include the input and support of 
the multiple stakeholders that make up the system, including providers, patients, 
employers and health plans. The managed care backlash of the 1990s taught us the 
valuable lesson that in order for payment reform to succeed, providers need to par-
ticipate in the agenda-setting and metric-development process and patients need to 
know their interests are being served. 

We believe engaging consumers in their own health care is also of critical impor-
tance in achieving greater value within our health care system. As the leader in 
consumer-directed health plans (CDHPs), we continue to help plan sponsors with 
empowering their employees to make informed decisions about their medical care. 
In fact, the average large employer saved more than $7 million per 10,000 members 
over the course of 5 years when an Aetna Health Reimbursement Arrangement 
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(HRA) or Health Savings Account (HSA) was offered as a plan option. We also found 
that Aetna customers with CDHPs were much more likely to use online consumer 
tools and information—a leading indicator of employee engagement. They were also 
more likely to use preventive services than those enrolled in traditional health 
plans. 

Congress has taken some important steps forward: I applaud the members 
of this committee, the Senate and the House for their success in passing several key 
reforms that will start to slow the growth of our Nation’s health care costs while 
improving healthcare quality. The inclusion in the American Recovery and Reinvest-
ment Act of 2009 of $1.1 billion in funding for comparative effectiveness research 
will help ensure that we invest in treatments that truly offer added benefit to the 
right patients. The commitment of $22 billion to investments in health information 
technology infrastructure and Medicare and Medicaid incentives for providers to 
electronically exchange patient health information will not only help to advance 
quality of care, but will help us to achieve long-term savings. 

CONCLUSION 

I believe that President Obama and this Congress have charted a course of 
change, and I want to make clear that we too are committed to expanding access, 
controlling costs and improving the quality and value of care people receive. I hope 
this committee and the Nation as a whole will view Aetna and our industry peers 
as partners in advancing these shared goals. Our experience and effectiveness in de-
veloping and using technology to drive quality improvements, for example, can in-
form the larger discourse about health information technology and comparative ef-
fectiveness. We will support those efforts aimed at addressing access and afford-
ability as well as the quality and value of health care in America. Over the past 
several years, Aetna has tried to lead by harnessing innovation and utilizing tech-
nology to serve people, and by stepping out front on issues that we believe can truly 
make a difference to our country. 

The health care system needs fundamental reform, and that will require deter-
mination and collaboration across the health care system that is unprecedented. We 
are ready and willing to work with you—because we know that success will be root-
ed in public/private cooperation—to create and implement practical solutions that 
drive systemic change. 

Working together, I believe that the path forward is achievable and that we will 
be able to bring a new approach to health care that efficiently and safely gets people 
to their desired destination—optimal health. 

Thank you. 
Senator BINGAMAN. Thank you very much. 
Ms. POLLITZ. 

STATEMENT OF KAREN POLLITZ, M.P.P., RESEARCH PRO-
FESSOR, HEALTH POLICY INSTITUTE AT GEORGETOWN UNI-
VERSITY, WASHINGTON, DC 

Ms. POLLITZ. Good morning, Mr. Chairman, members of the com-
mittee. 

I am Karen Pollitz, and I direct research on private health insur-
ance at Georgetown University. 

Very briefly, I think the challenges facing this committee are 
daunting, but doable. I think the first thing that you need to do 
to get health insurance to work the way you want it to is to stop 
it from discriminating against people based on their health status, 
their age, their gender. The cherry-picking, lemon-dropping activi-
ties that are common in the insurance market today need to end. 

You also need to stop the sale of health insurance that is inad-
equate. We have 57 million Americans who are struggling with 
medical debt today, and most of them have health insurance. 
Twenty-two percent of insured cancer patients nonetheless burn 
through their life savings paying medical bills. 

These practices are defended because they make health insur-
ance cheaper, but it is not really a good kind of cheaper because 
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it makes protection flimsier. So we need to make insurance afford-
able by providing subsidies for good coverage and dependable cov-
erage that is always there. To make sure that these prohibitions 
on these kinds of bad practices are followed, you are going to need 
an unprecedented level of accountability and transparency in mar-
ket practices so that you can ensure that they actually stop. 

Then I think you need to reorient the market and organize it to 
compete in ways that we want it to. And in particular, I think in-
troduction of a public plan, a public health insurance plan option 
in health insurance markets is a good thing. It can cue the market 
to compete in the ways that you want it to, to be a tough price ne-
gotiator, to be an innovator, and to share those innovations widely, 
not just bottle them up as trade secrets. 

I think there will be a lot of talk about a public health insurance 
plan today and sort of whether that is a fair thing or not, and I 
would just encourage you not to get too caught up in that. I don’t 
think a public plan should be there to bully private insurers, but 
I don’t think it is there to prop it up either. 

I think you want the market to have very specific goals and have 
an entity out there that is cueing the market to get it to move in 
the direction of those goals. 

Thank you. 
[The prepared statement of Ms. Pollitz follows:] 

PREPARED STATEMENT OF KAREN POLLITZ, M.P.P. 

Mr. Chairman and members of the committee, thank you for inviting me to testify 
on opportunities to strengthen health insurance markets in health care reform. My 
name is Karen Pollitz. I direct the study of private health insurance and its regula-
tion at Georgetown University’s Health Policy Institute. 

A program of health reform to guarantee universal coverage including through 
private health insurance will need to address several key shortcomings of private 
markets today. These include: 

1. Discrimination based on health status and risk selection; 
2. Inadequate coverage; 
3. Affordability challenges for low- and middle-income people; 
4. Rising costs; and 
5. Lack of transparency and accountability. 
Part of the solution to these problems will lie in strengthening and reorganizing 

private health insurance markets to produce the coverage results we seek. A health 
insurance Exchange—sometimes referred to by other names, such as ‘‘Connector’’— 
can be established to pursue the goals of reform and to hold markets accountable 
for progress toward those goals. 

PROMOTE RISK SPREADING AND STABILITY 

It has long been true that approximately 20 percent of the population accounts 
for 80 percent of health spending. The sickest 1 percent account for nearly one-quar-
ter of health expenditures. We rely on health insurance to spread costs more evenly 
across the population and protect all of us from the risk that we may find ourselves 
in need of expensive care in any given year. Unfortunately the distribution of med-
ical care needs creates a powerful economic incentive to avoid risk, not spread it. 
Discrimination based on health status is a problem for all health insurance pur-
chasers, although most pronounced in the individual market today. Even consumers 
with mild conditions may be turned down, charged more, or offered a policy with 
permanent coverage exclusions. More expensive health conditions such as cancer, di-
abetes, pregnancy, will always render a person uninsurable in medically under-
written individual markets. 

Risk avoidance practices continue even after coverage is issued. Last summer, the 
House Committee on Oversight and Government Reform studied problems relating 
to post-claims underwriting and rescission. Individual market policyholders who 
make claims in the first year of coverage may be investigated for evidence their 
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health condition was pre-existing or not fully disclosed during the initial medical 
underwriting process. Claims may be denied or coverage cancelled or rescinded as 
a result. Although these practices are intended to protect against fraud, abuses have 
also been documented.1 

Stability and long term affordability of coverage is also highly problematic in the 
individual market today. Typically people remain enrolled in policies for less than 
2 years.2 High rates of turnover result from several factors. In general, the indi-
vidual market today is a residual market and unsubsidized, so participants tend to 
leave as soon as they regain eligibility for subsidized job-based or public coverage. 
However, for those who must remain longer, various market practices encourage 
churning or make it increasingly unaffordable to remain covered. 

Age rating makes it difficult to afford coverage over time. Insurers typically 
charge people in their early sixties three to six times the premium for people in 
their early twenties. The slope of this age climb varies, but often age adjustments 
are modest for young adults, becoming more pronounced for people in their fifties 
and early sixties, not coincidentally, when the incidence of many high-cost medical 
conditions also increases. 

Durational rating is used by many insurers to increase premiums based on the 
tenure of the policyholder. The predictive power of medical underwriting wears off 
over time; policyholders who were young and healthy when they first applied for 
coverage tend not to remain that way. By applying tenure surcharges, insurers en-
courage those enrollees who are still healthy to apply for new coverage, and resub-
mit to medical underwriting, in order to hold premiums down. This practice has the 
effect of segregating policyholders who have gotten sick, forcing their premiums 
even higher. 

In a related practice, insurers may introduce new policies into the marketplace 
every few years, leaving older policies in force but no longer actively marketed. With 
freshly underwritten applicants diverted to new policies, the claims experience of 
the ‘‘closed’’ policies deteriorates, driving up premiums. People healthy enough to 
leave the closed block will do so, further escalating premiums for those with health 
problems who are stranded.3 

A recent health insurance survey of family farm and ranch operators, who rely 
disproportionately on the individual health insurance market, found high rates of 
financial burden due to these kinds of market practices.4 

How reform can help.—Congress can and must change the rules of the health in-
surance marketplace so that insurers no longer compete on the basis of risk selec-
tion, but instead, on the basis of efficiency and customer service. All policies should 
be sold on a guaranteed-issue basis. 
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* As an alternative, some have suggested modified community rating that would allow pre-
mium adjustments for age but not health status. Because income generally increases with age, 
it is argued, age adjustments would be more equitable. However, income does not rise nearly 
as fast with age as do health insurance premiums. For example, median household income at 
age 55 is only 30 percent higher than for age 25. By contrast, under age rating, a 55-year-old’s 
health insurance premium could be surcharged by a factor of 2 to 5. If modified community rat-
ing is adopted and income equity is a goal, premium subsidies will need to reach farther up 
the income scale for individuals as they age. Age rating is also problematic because age strongly 
correlates to health status. The incidence of many chronic conditions increases steadily with age. 
As a result, age rating will tend to disproportionately surcharge premiums for people with heart 
disease, cancer, and other conditions. If age rating is permitted, at a minimum, its impact on 
affordability of coverage for the chronically ill will need to be closely monitored. 

Premiums should be determined based on community rating.* Pre-existing condi-
tion exclusions should end. Federal minimum standards for health insurance should 
be strengthened so that these protections apply to all types of health coverage. Vig-
orous oversight to ensure compliance is also essential. 

ASSURE COVERAGE ADEQUACY 

Under-insurance is a serious and growing problem. In 2007, 57 million Americans 
lived in families struggling with medical debt—a 33 percent increase since 2003— 
and 75 percent of them had health insurance.5 Policies that fail to cover key bene-
fits, such as prescription drugs, maternity care, and mental health care, can leave 
people under-insured. Likewise, caps on covered benefits leave patients at risk for 
catastrophic medical expenses. High deductibles, co-pays, and other cost sharing are 
also problematic. 

In an effort to offset rising premiums and stem coverage loss, the content of cov-
erage under many health insurance plans and policies has eroded steadily. However, 
this strategy has proven to be ineffective. Coverage erosion leaves the under-insured 
in circumstances very similar to the uninsured—they forego or delay needed medical 
care due to costs, experience poorer quality care, and suffer financial burdens.6 

Coverage adequacy is particularly important for patients with chronic conditions. 
Even modest co-pays for services can accumulate to burdensome levels for patients 
who need medical care and prescriptions on a regular basis. For example, a study 
of the effect of doubling prescription drug co-pays—from $6 to $12 for generic drugs 
and from $12 to $25 for brand name drugs—found that patients with diabetes, hy-
pertension, and depression reduced use of their respective medications by nearly 
one-quarter.7 Failure to properly manage chronic conditions often leads to the devel-
opment of more serious and expensive medical complications. Under-insurance 
among the chronically ill should be viewed as a threat to public health. There is 
also evidence high-cost sharing is exacerbating collections problems and fueling bad 
debt for hospitals and doctors.8 

How reform can help.—A key goal of health reform must be to ensure that all peo-
ple have adequate coverage. Minimum standards for what health insurance covers 
must be developed and explicitly take into account what insured patients will be left 
to pay out-of-pocket when they need medical care. Research finds that when out- 
of-pocket spending for health care services exceeds just 2.5 percent of family income, 
financial pressures on families from medical bills increase dramatically. Financial 
burdens arise for low-income families at even lower levels of out-of-pocket spend-
ing.9 Accordingly, the design of all health insurance plans and policies must con-
sider the care needs of patients with cancer, diabetes, heart disease and other seri-
ous medical conditions. Coverage for care needs of people when they are healthy— 
primary and preventive care services and maternity care—must also be included. 
Cost sharing must be held to modest levels and further subsidized for low-income 
individuals. 

A condition of insurer participation in a health insurance Exchange must be the 
offering of policies that meet minimum coverage standards. The elimination of sub-
standard coverage options will not only address the problem of under-insurance, it 
will reinforce risk spreading. When all policies provide adequate coverage, people 
will not sort themselves by risk status across plans that offer widely varying levels 
of insurance protection. 

ASSURE AFFORDABILITY 

Overwhelmingly, the uninsured lack coverage today because they cannot afford it. 
Most uninsured have incomes below twice the Federal poverty level. Significant as-
sistance is needed to make coverage affordable. As just discussed, artificially de-
pressing premiums by offering substandard policies will not help. 
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Affordability must be measured against the cost of comprehensive coverage. Job- 
based group health plans offered by large employers today suggest one benchmark 
for the likely cost of adequate coverage. Such plans currently cost approximately 
$4,800 per year for self-only coverage and $13,000 for family coverage.10 

How reform can help.—Subsidies are essential to make coverage affordable for 
millions of uninsured Americans. Defining affordability will certainly entail some 
subjective judgments. However, economic studies of consumer spending suggest 
health insurance may be affordable for middle-income families as long as premiums 
do not exceed 4 to 8 percent of household income, with lower affordability thresholds 
for lower income families.11 A similar standard has been adopted by the State of 
Massachusetts in determining its premium subsidies and affordability index, and as 
a result, subsidies for both premiums and cost sharing are available for individuals 
and families with income to 300 percent of the poverty. Residents with income to 
500 percent of poverty are ineligible for subsidies but may receive a waiver of the 
requirement to buy health insurance on grounds of affordability. 

COST CONTAINMENT 

Since 1999, employer-sponsored insurance premiums have more than doubled, 
well outpacing inflation and the rise in earnings.12 In 2007 total national health ex-
penditures reached $2.2 trillion, or more than $7,400 per capita and more than 16 
percent of GDP.13 All indications are that unless we take action through health care 
reform, health spending will continue to rise at levels beyond what families, employ-
ers, and taxpayers can afford.14 

In today’s private health insurance markets, competition between carriers does 
not help control costs. Quite the opposite, data show there is a high degree of con-
centration among insurers, with just a handful of carriers accounting for the major-
ity market share in most States. Insurers have not used their market power to ne-
gotiate favorable provider rates or otherwise control costs as might be expected; 
rather, they’ve passed on health care costs to consumers while increasing profit-
ability at the same time.15 

How reform can help.—Health insurance markets can be better organized to gen-
erate new forms of competition and more effective cost containment strategies. First 
and foremost, once all policies meet standards for comprehensive coverage, it will 
be easier for consumers to shop on the basis of price prompting insurers to behave 
more cost effectively. 

As is the case in Massachusetts, the Exchange could also be given authority to 
negotiate with health insurers over premiums and to exclude the least efficient and 
effective carriers from participation. The Exchange might also adopt minimum loss 
ratio targets, adopt standards for broker commissions, and institute other expecta-
tions of efficiency to lower health insurance administrative costs. 

Importantly, a public health insurance plan option should also be offered to 
heighten competitive pressures to contain costs. A public health insurance plan can 
substantially influence market innovation by investing in new approaches to disease 
management or more effective use of information technology. Such innovations 
should be freely shared with other insurers so they could adopt them at lower cost. 
A public health insurance plan also could induce other insurers to be tougher price 
negotiators with providers. 

The issue of a public health insurance plan option has prompted concern that it 
would constitute unfair competition with private insurance companies, and might 
even result in the elimination of private insurers over time. However, experts sug-
gest a different outcome seems as or more likely because a public health insurance 
plan will face other unique constraints. In particular, health care providers have 
been formidable in their exercise of political pressure to oppose payment rate cuts 
under Medicare, as evidenced by Congress’ vote to prohibit Medicare from negoti-
ating prescription drug price discounts under the Part D program. While a public 
health insurance plan will likely enjoy some cost advantages over private insurers, 
political constraints will prevent it from exploiting those advantages.16 

In addition, it is important to remember how private insurers have benefited from 
public programs by shifting costs to them. Thanks to Medicare, the private market 
no longer finances most medical care for the elderly and disabled, nor for patients 
with ESRD and ALS. Medicaid eligibility categories now include women with breast 
and cervical cancer who are under-insured for this care. Three-fourths of States 
have opened high-risk pools for uninsurable residents whom private insurers refuse 
to cover. In 2000, Minnesota’s attorney general found private health insurers were 
shifting to taxpayers the cost of mental health care it contracted to provide its bene-
ficiaries by forcing policyholders, through claims delays and denials, to turn to pub-
lic programs for mental health care.17 Offering a public health insurance plan option 

VerDate Nov 24 2008 13:20 May 17, 2011 Jkt 035165 PO 00000 Frm 00033 Fmt 6633 Sfmt 6621 S:\DOCS\48406.TXT DENISE



30 

also ensures that the sickest patients will always have a source of affordable, ade-
quate health coverage in the event that some private insurance companies do not 
immediately cease cost avoidance activities. 

TRANSPARENCY AND ACCOUNTABILITY 

Finally, transparency of information is critical in a competitive market where con-
sumers have choices. Lack of transparency promotes inefficiency and bias in con-
sumer choices.18 Health insurance policies are complex and confusing for consumers, 
who often do not understand what type of coverage they have or how it works.19 
One industry survey found that less than one-fourth of consumers understand the 
terminology in their health insurance contracts; and rather than try to read their 
policy, most would prefer to prepare their income taxes or go to the gym.20 

Greater transparency in market behaviors will also be needed to ensure account-
ability. Compliance with market rules must be closely monitored and enforced if we 
want insurers to cease competition on the basis of risk selection. 

How reform can help.—In an organized marketplace, there can be rules to ensure 
that insurance products are understandable. One important task of an Exchange 
must be to provide more and better information about health insurance than most 
consumers have today. The Commonwealth Connector, for example, designates 
types of health insurance plans as gold, silver, and bronze to make it easier for con-
sumers to compare across option. In addition, the Connector makes available plan 
comparison tools that highlight differences in key plan features such as deductibles, 
co-pays, and benefit limits.21 Members of Congress and other participants in the 
Federal Employees Health Benefits Program (FEHBP) have on-line access to full 
health insurance policy language for each available plan option. Under health re-
form, the Exchange should require all health insurance policies to be available for 
public inspection at all times in order to promote transparency. 

If a goal of reform is to encourage health insurers to compete on the basis of effi-
ciency, this information must also be readily available. In Washington State, for ex-
ample, the Office of the Insurance Commissioner (OIC) makes available a Health 
Carrier Information Comparison tool with information about carrier loss ratios, prof-
it margins and other characteristics to help consumers see how much of their pre-
mium dollars are spent on medical claims vs. administrative costs.22 Health insur-
ers should be required to disclose plan loss ratios including detailed information 
about administrative costs by type and amount. In addition, price transparency will 
help consumers and providers see and compare variation in prices (charged and al-
lowed) for different health care services. 

The Exchange should also collect data to hold health plans accountable for compli-
ance with nondiscrimination rules. Insurer marketing, rating, and plan administra-
tion practices that might be used to evade such rules must be monitored. Disclosure 
must include data on applications, enrollment and disenrollment by plan, including 
demographic and health status characteristics. Rating of policies at issue and re-
newal must also be monitored. In addition, it will be important to track claims han-
dling practices, including payment denials and delays, with detail disclosed on type 
of service and patient diagnosis. Data on grievance and appeals procedures and out-
comes will also be needed. 

In recent months, accountability and transparency have become watchwords in 
our effort to strengthen financial markets and the economy generally. These themes 
must also apply to health insurance and guide your efforts on health care reform. 
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Senator BINGAMAN. Thank you very much. 
Ms. IGNAGNI. 

STATEMENT OF KAREN IGNAGNI, M.B.A., PRESIDENT AND CEO, 
AMERICA’S HEALTH INSURANCE PLANS, WASHINGTON, DC 

Ms. IGNAGNI. Thank you, Mr. Chairman, members of the com-
mittee. It is a pleasure to be here. 

Our members are providing health insurance services to over 225 
million people through a diversified product mix. We are committed 
to reform, as Mr. Williams indicated. He is a member of our board 
of directors and has been a leading member of the committee on 
the board that has worked to propose solutions to the problems 
that you are talking about today. 

Our members believe that health insurance reform needs to be 
done this year. We want to participate with you in helping to get 
legislation passed. We believe that the legislation needs to have 
three parts—universal access, cost containment, and moderniza-
tion—to bring us into the 21st century and begin to pay for value, 
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not volume. We have offered very specific proposals in each of these 
areas that are outlined in our testimony. 

In addition, as to the matter before you this morning, we took 
the responsibility to look at the issues that affect our industry. We 
have considered them very carefully, and we have proposed major 
changes that can be made to ensure that no one will fall through 
the cracks, that no one is discriminated against because of a pre- 
existing condition, and that there is guaranteed issue. 

Second, today we have sent a letter to the committee to outline 
jointly with the Blue Cross Blue Shield Association a package of so-
lutions that, if implemented together, can phase out the practice of 
varying premiums based on health status. We are committed to 
giving Americans health security. 

There have been certain aspects of the market that has caused 
it to work the way it does. We are very much interested in engag-
ing with you about what those issues are, how we believe we can 
solve them, and how we can demonstrate to the committee and to 
the Nation that our members can be counted upon to offer trans-
parent, equitable, safe, fair health insurance products. We are de-
lighted to be here this morning. 

Thank you. 
[The prepared statement of Ms. Ignagni follows:] 

PREPARED STATEMENT OF KAREN IGNAGNI, M.B.A. 

SUMMARY 

AHIP’s members believe that health care reform legislation needs to be enacted 
and signed into law this year. Our Board of Directors has devoted hundreds of hours 
to the development of policy proposals for building a stronger health care system. 
From the outset, we have committed to a series of proposals that would transform 
the health care system. Our Board has made it clear that it does not view the status 
quo as acceptable, and it is deeply committed to helping this committee, the Con-
gress, and the Administration achieve workable reforms. 

In December 2008, the AHIP Board announced a comprehensive proposal for re-
structuring the health care system with these cornerstone goals: achieving universal 
coverage, reducing the future growth rate of health care costs, and improving qual-
ity of care. To ensure that no one falls through the cracks of the U.S. health care 
system, our proposals include insurance market reforms addressing guaranteed cov-
erage for people with pre-existing medical conditions, portability of coverage, con-
tinuity of care, and other solutions for addressing the concerns we heard during a 
nationwide listening tour we conducted last year as part of AHIP’s ‘‘Campaign for 
an American Solution.’’ Our written testimony outlines specific proposals addressing 
three major priorities: 

Insurance Market Reforms to Provide Affordable, Portable Coverage to 
All Americans: 

• Improving the individual market. 
• Helping small business. 
• Strengthening the small group market. 
• Establishing an essential benefits plan. 
• Confronting cost-shifting. 
• Improving public programs. 
• Protecting Americans from bankruptcy. 
Containing Health Care Costs: 
• Setting a goal for reducing the future rate of growth in health care costs. 
Steps for Creating a High-Value Health Care System: 
• Incentives for more effective and coordinated delivery of care. 
• Prevention, early treatment, and coordinated care for chronic conditions. 
• Uniform standards for quality, reporting, and information technology. 
• Comparative effectiveness research. 
• Targeted investments in public health infrastructure. 
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I. INTRODUCTION 

Senator Bingaman, Senator Enzi, and members of the committee, I am Karen 
Ignagni, President and CEO of America’s Health Insurance Plans (AHIP), which is 
the national association representing approximately 1,300 health insurance plans 
that provide coverage to more than 200 million Americans. Our members offer a 
broad range of health insurance products in the commercial marketplace and also 
have demonstrated a strong commitment to participation in public programs. 

We appreciate this opportunity to testify on solutions for achieving health care re-
form and how insurance reforms are integral to this effort. We believe that legisla-
tion needs to be enacted and signed into law this year, and we are committed to 
playing a meaningful role in this debate. To that end, we have worked hard to bring 
tangible strategies to the discussion that will address market issues, make the sys-
tem more affordable, and facilitate the modernization that needs to occur in the de-
livery of health care services. 

In December 2008, the AHIP Board announced a comprehensive proposal for re-
structuring the health care system with these cornerstone goals: achieving universal 
coverage, reducing the future growth rate of health care costs, and improving qual-
ity of care. 

The AHIP proposal is the culmination of 3 years of policy work by our Board of 
Directors, which has focused on developing workable solutions to the health care 
challenges facing the Nation. It also responds to the concerns and incorporates the 
ideas that were raised by the American people during a nationwide listening tour 
we conducted last year as part of AHIP’s ‘‘Campaign for an American Solution.’’ 
This listening tour included roundtable discussions involving Americans from all 
walks of life, including people with and without insurance, small business owners 
and their employees, union leaders and members, elected officials, and community 
leaders. 

Since June 2008, our Board has held eight in-person meetings and 11 conference 
calls, devoting hundreds of hours to the development of policy proposals for building 
a stronger health care system. From the outset, our community has committed to 
a series of proposals that would transform the health care system. Our Board has 
made it clear that it does not view the status quo as acceptable, and it is deeply 
committed to helping this committee, the Congress, and the Administration achieve 
reforms that work and become the building blocks on which a uniquely American 
system can be built. 

II. INSURANCE MARKET REFORMS TO PROVIDE AFFORDABLE, PORTABLE COVERAGE TO 
ALL AMERICANS 

As this debate moves forward, we believe all participants in the health care sys-
tem have a responsibility to play a leadership role in identifying strategies in their 
sectors that will allow the Congress to pass health care reform legislation that will 
work and that can be sustained. 

Rather than build on the existing regulatory structure, we are proposing a funda-
mental overhaul that would bring all individuals into the system, and allow major 
changes to be made that would ensure that all Americans can obtain affordable 
health insurance and do so irrespective of their health care history. We are pro-
posing a series of policy changes which, if implemented together, will ensure that 
no one falls through the cracks, that coverage will be portable, and that information 
will be given to consumers that they need and want. To achieve these goals, the 
following steps are necessary: 

Helping to Ensure Portability and Continuity of Coverage for Consumers in the 
Individual Market 

• Ensuring that no one falls through the cracks by combining guarantee- 
issue coverage (with no pre-existing condition exclusions) with an enforce-
able individual mandate: For guarantee-issue to work, it is necessary for every-
one to be brought into the system and participate in obtaining coverage. Achieving 
this objective will require specific attention to the mechanisms for making the man-
date enforceable and will require coordinated action at multiple levels of govern-
ment. 

Indeed, the importance of combining guarantee issue with an enforceable indi-
vidual mandate is borne out by research and experience from the States. For exam-
ple, a report by Milliman, Inc. found that States that enacted guarantee-issue laws 
in the absence of an individual coverage requirement saw a rise in insurance pre-
miums, a reduction of individual insurance enrollment, and no significant decrease 
in the number of uninsured. 
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• Ensuring fairness in the tax code: Currently, individuals purchasing insur-
ance on their own cannot deduct expenses for health insurance coverage unless total 
health care expenses exceed 7.5 percent of adjusted gross income. This should be 
corrected to promote tax equity and help make health care more affordable whether 
coverage is obtained through an employer or the individual market. 

• Ensuring a stable market for consumers: A broadly funded mechanism 
which spreads costs for high-risk individuals across a broader base needs to be put 
in place to ensure premium stability for those with existing coverage. 

• Ensuring that coverage is affordable for lower-income individuals and 
working families: Refundable, advanceable tax credits should be available on a 
sliding scale basis for those earning less than 400 percent of the Federal Poverty 
Level (FPL), as discussed below. 

Helping Small Business Provide Health Care Coverage More Affordably 
Small business owners find themselves in an increasingly difficult marketplace for 

health insurance because of constantly rising health care costs and the limited abil-
ity of most small businesses to bear risks, contribute a substantial share of costs, 
or support administrative functions. On March 9, AHIP’s Board of Directors ap-
proved a policy statement outlining solutions to help small business based on the 
following three core principles: 
Affordability 

• Essential Benefits Plan: As discussed below, we propose the creation of new 
health plan options that are affordable for small employers and their employees. 
These ‘‘essential benefits plans’’ would be available nationwide and provide com-
prehensive coverage for prevention and wellness as well as chronic and acute care. 
In addition, these plans would be subject to State regulation, but would not be sub-
ject to varying and conflicting State benefit mandates that result in increased costs 
to small businesses (and that do not apply to the generally larger employers that 
enter into self-funded health care coverage arrangements). 

• Tax Credits or Other Incentives to Assist Small Business: We support the 
establishment of tax code incentives or other types of assistance that encourage both 
small business owners to offer coverage to their employees and employees to take 
up coverage. We recognize the special challenges, both administrative and financial, 
that small businesses face in offering contributions toward their employees’ cov-
erage. Providing assistance can encourage these contributions and help enable em-
ployees to take up coverage which improves predictability and stability in the small 
group market. 

• Improving Coordination of Private and Public Programs Strengthens 
Small Group Coverage: Premium or other assistance offered to low-income indi-
viduals and working families can be applied to and work with employer-sponsored 
coverage. This is important whether the assistance is provided through Medicaid, 
the Children’s Health Insurance Program (CHIP), or other expanded programs de-
signed to help individuals and families obtain coverage. Improved coordination al-
lows workers to take up coverage offered by small businesses by leveraging both 
public and private sources of assistance, and benefits the firms’ employees as a 
whole by increasing rates of participation in the small group plan. 
Flexibility 

We are committed to working with the small business community to ensure that 
small businesses have access to a range of options and tools that better assist them 
in helping their employees obtain health care coverage. One-size-does-not-fit-all, as 
the needs of diverse small firms vary greatly. 

• Micro-firms: As an example, ‘‘micro-firms’’ (those with fewer than 10 employ-
ees) face special challenges in offering coverage. Statistics show that only about one- 
third of these firms offer coverage. This reflects the administrative, financial, and 
logistical challenges many micro-firms face in setting up and establishing plans and 
offering and contributing to their employees’ coverage. To help these firms meet 
these challenges, enhanced tools could be developed that would allow those micro- 
firms that have found it impractical to offer coverage, to contribute to coverage pur-
chased on a pre-tax basis by individual employees. As part of comprehensive health 
care reform, employees could then use these contributions to help purchase coverage 
in a reshaped health care system that combines an individual requirement to obtain 
coverage with reforms in the individual market. 

• One-stop information source: All small firms will benefit from collaborative 
efforts between health plans and the public sector (e.g., insurance commissioners) 
to ensure that small employers and individuals have one-stop access to clear, orga-
nized information that allows them to compare coverage options. This one-stop shop 
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could also allow individuals to confirm eligibility for tax credits or other assistance 
and even provide a mechanism to aggregate premium contributions from multiple 
sources. By providing a mechanism to combine even modest contributions from mul-
tiple sources (public and private), this new one-stop shop could be especially helpful 
to employees who may hold multiple jobs. 

Simplicity 
Small businesses may find the current system difficult to navigate with a lack of 

simple, streamlined information about multiple coverage and care options and re-
lated assistance programs. We propose modifications to introduce greater simplicity 
to the system through technology and regulatory reform and the creation of a one- 
stop information source as described above. These proposed efforts will benefit all 
participants in the health care system, including the small business community. 

• Technological advances: In our December 2008 Board statement, we empha-
sized that any health care reform proposal should include recommendations to 
streamline administrative processes across the health care system. Success will re-
quire advances in automating routine administrative procedures, expanding the use 
of decision support tools in clinical settings, and implementing interoperable elec-
tronic health records. Using technology to help streamline administrative processes 
will improve care delivery, enhance the provider and patient experience, and speed 
claims submission and payment. Done right, streamlining can also help reduce costs 
systemwide, leading to improved affordability. 

• Regulatory reform: Regulatory structures should be rethought so that they 
work better and provide for a more consistent approach in areas such as external 
review, benefit plan filings, and market conduct exams. In a reformed market, pol-
icymakers should be driven by striking a balance between the traditional roles of 
the Federal Government and the States, and the objectives of achieving clearer and 
‘‘smarter’’ regulation that promotes competition and avoids duplication of existing 
functions. Greater consistency in regulation and focusing on what works best will 
enhance consumer protections across States and help improve quality, increase 
transparency, and increase efficiency leading to reduced administrative costs. 
Strengthening the Large Group Market 

We support building upon the existing employer-based system, which currently 
covers 177 million Americans according to the U.S. Census Bureau. It is a key part 
of our economic fabric. Although the employer-based system faces challenges, more 
than 90 percent of employers report that offering high-quality coverage is important 
to their ability to recruit and retain valuable workers and enhance employee morale. 
Thus, as a first priority, the Nation’s reform agenda should be committed to a policy 
that ‘‘first does no harm’’ to that system and limits strategies that would reduce em-
ployer coverage. Focus should be placed on retaining a national structure for the 
large group market that continues to promote uniformity and ensures the smooth 
functioning of the employer-based system. 

At the same time, the Nation’s economic uncertainties and job losses underscore 
the need for new strategies to assist individuals who become unemployed or are 
transitioning from job to job. While a Congressional Budget Office (CBO) study 
found that nearly 50 percent of the uninsured go without coverage for 4 months or 
less, additional protections are still needed. We propose ensuring that tax credits 
are available to individuals on an advanceable basis to help them through job tran-
sitions along with access during these times to more affordable coverage options con-
sistent with our proposal for a basic benefits plan. 
Establishing an Essential Benefits Plan 

Individuals and small businesses should have access to an affordable ‘‘essential 
benefits plan’’ available in all States that provides coverage for prevention and 
wellness as well as acute and chronic care. To maintain affordability, the essential 
benefits plan should not be subject to varying and conflicting State benefit man-
dates. 

An essential benefits plan should include coverage for primary care, preventive 
care, chronic care, acute episodic care, and emergency room and hospital services. 
Alternatively, it should include coverage that is at least actuarially equivalent to the 
minimum Federal standards for a high-deductible health plan sold in connection 
with a health savings account, along with the opportunity to include enhancements 
such as wellness programs, preventive care, and disease management. 

Allowing benefit packages to vary based on actuarial equivalence is crucial to en-
sure that any package can evolve based upon new innovations in benefit design and 
the latest clinical evidence. 
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Confronting the ‘‘Cost-Shifting Surtax’’ Currently Imposed On Employers And Con-
sumers Purchasing Health Care Coverage 

As part of any national health care reform initiative, Congress must address the 
fact that reducing outlays in one area inevitably means shifting costs elsewhere. Un-
derpayment of physicians and hospitals by public programs shifts tens of billions in 
annual costs to those with private insurance. A December 2008 study by Milliman, 
Inc. projects that this cost shifting essentially imposes a surtax of $88.8 billion an-
nually on privately insured patients, increasing their hospital and physician costs 
by 15 percent. This study concluded that annual health care spending for an aver-
age family of four is $1,788 higher than it would be if all payers paid equivalent 
rates to hospitals and physicians. The transfer of these costs to those with private 
coverage cannot be sustained and is critical to addressing concerns over afford-
ability. 

The impact of cost-shifting is dramatically illustrated by the tables below, which 
use real data showing that hospitals in California recorded significant losses in 2007 
by serving Medicare and Medicaid beneficiaries. These losses are offset, however, by 
higher costs charged to commercial payers. This cost shifting translates into higher 
premiums for working families and employers. 

Hospital Net Income Figures in California 
[In millions] 

Year 
Medicare and Medicaid Commercial Total 

DSH Non-DSH DSH Non-DSH DSH Non-DSH 

2001 ............................................................................... 256 (1051) 137 1621 (825) 853 
2007 ............................................................................... (914) (4292) 790 6230 (1450) 1852 

Hospital Payments to Non-DSH Hospitals Relative to Costs in California 
[In Percent} 

Year Commercial Medicare Medicaid 

2001 ........................................................................................................................................... 117 98 67 
2007 ........................................................................................................................................... 142 85 56 

Non-DSH Hospital Margins in California 
[In Billions} 

Year Commercial Medicare Medicaid 

2001 ........................................................................................................................................... 2.0 (0.2) (0.9) 
2007 ........................................................................................................................................... 6.2 (2.4) (1.9) 

In addition, the U.S. currently spends approximately $50 billion each year to pro-
vide health services to those without coverage, leading to high levels of uncompen-
sated care. This too results in cost-shifting to those with coverage in the form of 
higher premiums and other related costs. According to a 2005 Families USA study, 
the cost-shift due to uncompensated care adds $922 annually to family premiums. 
When these costs associated with uncompensated care are combined with the cost 
shifting that results from the underfunding of Medicare and Medicaid, the impact 
for families with private coverage is an overall surtax of $2,710 annually due to 
cost-shifting. 
Improving Public Programs 

For health care reform to succeed, we also need to improve the public safety net. 
We strongly supported the funding that is committed to this priority by H.R. 2, the 
‘‘Children’s Health Insurance Program Reauthorization Act of 2009’’ (CHIPRA). We 
also support extending Medicaid eligibility to all individuals with incomes at or 
below 100 percent of the FPL. In addition, adequate support should be provided to 
community health centers, recognizing the critical role they play in providing access 
to services for vulnerable populations and to ensure they can continue this role in 
the future. 
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Protecting Americans from Bankruptcy 
To guard against medical bankruptcy, a system of tax credits should be designed 

for lower-income individuals and working families that would cap their total health 
care expenses (to include spending on premiums and cost-sharing) as a proportion 
of income. Achieving the goal of universal coverage is also critical to preventing 
medical bankruptcies, as research shows medical expense related bankruptcy is 
most prevalent among those without health insurance coverage. 

III. CONTAINING HEALTH CARE COSTS 

A broad consensus is emerging that reform of the system—that covers all Ameri-
cans and provides safer and more effective care—is possible if we can contain the 
future growth in health care costs. At present, U.S. health expenditures are rising 
at an unsustainable rate, placing unaffordable burdens on families and small busi-
nesses, and hampering our competitiveness as a nation. In order to confront these 
issues, all stakeholders need to be challenged to innovate, perform better, and come 
to the table with solutions. 

Health plans are leading the way by pioneering disease management and care co-
ordination programs, promoting prevention, wellness and early intervention, and 
implementing innovative payment strategies that reward performance and out-
comes. We are committed to working with the Administration, Congress and other 
stakeholders to advance strategies that promote effective, efficient, and high value 
health care. 

At the same time, efforts to make our health care system more affordable for the 
long run will succeed only if the Nation as a whole makes a strong commitment to 
reducing the future rate of increase in health costs and we all work together to 
achieve it. The critical link between reducing costs and increasing quality should 
help guide this effort. Spending more on health care does not necessarily equate to 
better quality; rather, the opposite has been shown. In particular, many regions of 
the Nation with higher spending actually have poorer quality of care and exhibit 
wide variations in practice and treatment patterns. 

Recognizing the need for bold action, we are encouraging Congress to consider set-
ting a goal for reducing future health care costs over a 10-year period and designate 
a public-private advisory group to develop a roadmap to reduce projected growth by 
1.5–1.7 percentage points. The importance of such an effort cannot be overstated, 
nor can the responsibility that each stakeholder group must assume. Leaders in 
each sector know best about how to reduce future cost trends, and we are proposing 
a strategy where each of the key groups would be expected to take the lead in out-
lining a blueprint to reduce future cost growth in their sector. 

The value of launching such an effort is illustrated by the chart below, which 
shows the dramatic impact of reducing annual increases in the projected growth of 
national health expenditures by 1 percentage point, 1.5 percentage points, or 1.7 
percentage points. The aggregate cost savings under any of these scenarios would 
be very large, with the third scenario—achieving a reduction of 1.7 percentage 
points—yielding savings of $3.5 trillion over 10 years, or more than $700 billion in 
2018 alone. 
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Reducing cost trend in this manner would strengthen the Nation’s economic posi-
tion relative to the global economy, provide significant relief to individuals and em-
ployers, and improve the solvency of the Medicare trust fund. Moreover, cost savings 
of this magnitude could go a long way toward ensuring that every American has 
access to affordable, quality coverage and care. These savings could help finance 
part of the costs of providing coverage to the uninsured, as well as reduce costs for 
those who are currently covered. 

The impact on the U.S. economy is particularly important, as the chart below 
shows. Modest reductions in cost trends would have a dramatic effect in holding 
down future projections of national health care spending as a percentage of our Na-
tion’s gross domestic product (GDP). 
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A financially sustainable and affordable health care system can only be achieved 
by bringing underlying medical costs under control. If health care costs are allowed 
to continue rising at rates far exceeding economic growth, they will stall all efforts 
to expand coverage and improve care. Meeting specific affordability goals will re-
quire leadership from all stakeholders. Health plans are prepared to step up and 
meet that challenge and participate in a fast-track process with other stakeholder 
groups. 

IV. CREATING A HIGH-VALUE HEALTH CARE SYSTEM 

The goal of containing costs can only be realized if it is coupled with parallel ef-
forts to improve the ability of our health care system to deliver high-quality care 
that is in line with best practices and addresses the disparities in care experienced 
by cultural and ethnic minorities. 

The fragmented U.S. health care delivery system is wasteful and unsustainable. 
Patients across the Nation fail to receive high quality care on a consistent basis, 
while the system overpays and encourages the overuse of costly specialty care, yet 
underpays primary care which fosters care coordination and chronic care manage-
ment. About 18 percent of Medicare hospital admissions result in re-admissions 
within 30 days of discharge, accounting for $15 billion in spending and $12 billion 
in potentially preventable re-admissions. 

The total costs of preventable medical errors that result in injury are estimated 
to be between $17 billion and $29 billion—of which over half represent health care 
costs. Additional research demonstrates that there is an alarming gap between what 
is recommended by scientific evidence and what is actually practiced, including a 
2003 RAND study which found that only 55 percent of patients receive treatments 
based on best practices. 

To address these challenges, we need to focus on several critical areas to create 
a high-value health care system. 

• Updating and recalibrating the Medicare physician fee schedule. The 
current process for determining physician payment across different specialties under 
the Medicare program should be overhauled, and a transparent, public process 
should be created. Payment levels should be adjusted for cognitive and procedural 
services as well as account for gains in efficiency and provider productivity. Recali-
brating the value of professional services will create renewed interest in important 
areas such as primary care. 

• Setting standards and expectations for the safety and quality of 
diagnostics. The 2001 Institute of Medicine’s landmark report, Crossing the Qual-

VerDate Nov 24 2008 13:20 May 17, 2011 Jkt 035165 PO 00000 Frm 00043 Fmt 6633 Sfmt 6621 S:\DOCS\48406.TXT DENISE 48
40

6-
3.

ep
s



40 

ity Chasm, recommended setting and enforcing explicit professional and facility 
standards through regulatory and other oversight mechanisms, such as licensure, 
certification and accreditation, that define minimum threshold performance levels 
for health care organizations and professionals. Standards will hold providers ac-
countable for ensuring a safe environment in which patients receive care. 

• Promoting care coordination and patient-centered care by designating 
a medical home as well as supporting other primary care delivery models. 
The patient-centered medical home is a promising concept that would replace frag-
mented care with a coordinated approach to care. By providing physicians with a 
periodic payment for a set of defined services, such as care coordination that inte-
grates all treatment received by a patient throughout an illness or an acute event, 
this model promotes ongoing comprehensive care management, optimizes patients’ 
health status, and assists patients in navigating the health care system. Other mod-
els which utilize nurses and other professionals to coordinate and manage patients’ 
care also should be explored. 

• Linking payment to quality. Payment incentives which reward physicians 
that practice both efficiently and consistently with clinical practice guidelines should 
continue to be promoted. The next generation of pay-for-performance models will 
move beyond the current focus of ensuring that processes of care are followed and 
performance metrics are reported, and instead, reward providers for achieving re-
sults including better clinical outcomes, improved patient experience, and lower 
total cost of care. Similar incentives which apply to hospitals also may have poten-
tial benefits. 

• Bundling payments for better management of chronic conditions across 
practitioners and facilities. Bundled payments could allow for better manage-
ment of chronic conditions by providing a single prospective payment for all pro-
viders involved in the management of a patient’s condition. Under this model, pro-
viders would have shared accountability and responsibility, and thus be motivated 
to individually provide quality care in more efficient ways as well as work with 
other professionals to improve collective performance. 

• Redesigning acute care episodes. Global case rate models—which typically 
provide an all-inclusive payment for a defined set of services, regardless of how 
much care is actually provided—may be a beneficial payment approach for proce-
dures and conditions which have a relatively clear beginning and end. 

• Refocusing our health care system on keeping people healthy, inter-
vening early, and providing coordinated care for chronic conditions. Addi-
tional proactive steps need to be taken to identify individuals at risk for chronic con-
ditions, help them access care, and encourage them to maintain healthy lifestyles. 
A proactive approach that keeps people healthy and productive needs to: (1) address 
the growing shortage of physicians and nurses in selected disciplines, including pri-
mary care and general surgery; and (2) reward providers for spending time with pa-
tients and coordinating their care. 

• Improving care nationwide by adopting uniform standards for quality, 
reporting, and information technology. AHIP strongly supports the investments 
in health information technology that were enacted as part of H.R. 1, the ‘‘The 
American Recovery and Reinvestment Act of 2009.’’ This legislation lays the ground-
work for steps that must be taken to ensure that health care providers, consumers, 
payers, and policymakers have access to consistent and useful data on the quality 
of care delivered. 

• Investing more in research to better understand which treatments and 
therapies work best. We need to close gaps in research, organize information on 
practices yielding the best outcomes for patients, and diffuse this information among 
practitioners and patients. H.R. 1, the ‘‘American Recovery and Reinvestment Act of 
2009,’’ provided $1.1 billion in Federal funding—which we strongly supported—to 
support research that will advance these important priorities. 

• Creating accountability for consistently delivered, high-quality care 
based on the best evidence. All stakeholders should promote the delivery of the 
best clinical outcomes and patient experience while ensuring the most effective and 
appropriate utilization of health care services. To accomplish this objective, invest-
ment in the development of new and improved measures that assess episodes of care 
and efficiency must be fast-tracked as part of health care reform. 

• Making targeted investments in our public health infrastructure. Our 
public health infrastructure needs to be better positioned to implement strategies 
that prevent or ameliorate health care concerns and promote well-being and healthy 
lifestyles as part of health care reform. We advocate a new, targeted national initia-
tive to increase public awareness of the links between preventable conditions and 
chronic illness and to support new and existing prevention programs in our schools, 
worksites, and communities. Health plans are committed to working directly with 
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communities to promote safe and healthy living and provide models for targeted in-
vestments in public health across the Nation. 

The visual on the following page shows that many of the initiatives that have 
been implemented in the private sector today are paving the way for future innova-
tions under a reformed health care system. Existing programs listed in the left col-
umn provide a valuable foundation for the tools and strategies of tomorrow’s health 
care system. 

V. CONCLUSION 

AHIP appreciates this opportunity to outline our suggestions for enacting mean-
ingful health care reforms. We are doing our part to advance new strategies, and 
we are strongly committed to working with committee members and other stake-
holders to develop solutions for ensuring that all Americans have access to high 
quality, affordable health care coverage. 

Senator BINGAMAN. Thank you very much. 
Dr. Nichols. 

STATEMENT OF LEN M. NICHOLS, Ph.D., DIRECTOR, HEALTH 
POLICY PROGRAM AT THE NEW AMERICA FOUNDATION, 
WASHINGTON, DC 

Mr. NICHOLS. Mr. Chairman, it is a real honor to be before you 
and to work with this storied committee today. 

My name is Len Nichols, and I direct a health policy program at 
the New America Foundation. 

I am here to say that our insurance markets are failing us. They 
lead to inefficiency, unnecessary human suffering, death, and loss 
of productivity from that premature death and prolonged mor-
bidity. But it is important we recognize that the fault lies not with 
the people who run the insurance companies. The fault lies in the 
rules we have set for them. 
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1 Institute of Medicine, Coverage Matters: Insurance and Health Care, (National Academies 
Press: Washington, DC, 2001). 

2 The ‘‘price’’ of insurance is the ‘‘load,’’ the difference between the premium paid and the 
amount of money paid to medical providers for health services. Individuals pay loads between 
30–40 percent, small groups pay 25–30 percent, and large groups pay 6–15 percent. 

By and large, they follow the rules, and those rules are stupid. 
We need to acknowledge that smart rules can make markets more 
efficient and work better. They can make markets more efficient 
and more fair. 

The role of policy, in my view, is to set rules that channel self- 
interest to serve the public interest. Our goal should be to create 
marketplaces wherein insurers that adopt socially responsible busi-
ness models will thrive. 

The obsolete business model that has led to all this inefficiency 
and human suffering is centered on aggressive underwriting and 
risk selection. So the simple thing to do is outlaw it. We want in-
surers to compete on price, clinical value-added, and consumer sat-
isfaction, not on avoiding the sick and strategically denying valid 
claims. 

Therefore, to that end, I think it is very clear you need to think 
about rules that would end discrimination based on health status. 
You have heard a lot about that. Sounds like we got a consensus. 
Let us just do it this afternoon. End discrimination based on health 
status. 

Guaranteed issue. Sell to all comers. Guaranteed renewal. Some 
kind of modified community rating so you don’t use health as a dis-
criminating factor. 

Then I would say you need to avoid adverse selection. You have 
to have an individual mandate to require people to purchase that 
insurance. If you are going to ask insurers to take all comers, you 
have to make sure the population they are covering is the full pop-
ulation and not just the sick. 

Thank you very much. 
[The prepared statement of Mr. Nichols follows:] 

PREPARED STATEMENT OF LEN M. NICHOLS, PH.D. 

Chairman Kennedy, Ranking Member Enzi, Senator Bingaman and other distin-
guished members of the committee, thank you for inviting me to testify today on 
this central topic of health reform and how best to organize insurance markets. My 
name is Len M. Nichols. I am a health economist and direct the Health Policy Pro-
gram at the New America Foundation, a non-profit, non-partisan public policy re-
search institute based in Washington, DC, with offices in Sacramento, CA. Our pro-
gram seeks to nurture, advance, and protect an evidence-based conversation about 
comprehensive health care reform. We remain open-minded about the means, but 
not the goals: all Americans should have access to high-quality, affordable health 
insurance and health care that is delivered within a politically and economically 
sustainable system. I am happy to share ideas for your consideration today and 
hereafter with you, other members of the committee, and staff. 

Insurance markets are a great place to focus on early in your inquiries. We know 
that having quality health coverage is literally a matter of life and death. The Insti-
tute of Medicine (IOM) estimates that over 18,000 Americans die every year because 
they do not have access to the timely and necessary care that health insurance af-
fords.1 Many of us in this room take this kind of seemingly routine care for granted, 
yet I know that securing access to health insurance for all is a moral obligation that 
many members of this committee share. 

The truth is many insurance markets do not work very well for many of our fellow 
citizens. Small employer groups with fewer than 50 or 100 members lack bargaining 
power, administrative economies of scale, and the ability to self-insure. As a result, 
they pay very high prices for coverage.2 Perfectly healthy and higher income individ-
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3 Karen Pollitz and Richard Sorian, ‘‘Is the Individual Market Ready for Prime Time?’’ Health 
Affairs Web Exclusive, October 23, 2002; Karen Pollitz, Richard Sorian, and Kathy Thomas, 
‘‘How Accessible is Individual Health Insurance for People in Less-Than-Perfect Health?’’ Kaiser 
Family Foundation, June 2001. 

4 Mark V. Pauly and Len Nichols, ‘‘The Nongroup Insurance Market: Short On Facts, Long 
On Opinions And Policy Disputes,’’ Health Affairs Web Exclusive, October 23, 2002. 

uals do satisfactorily well in the non-group market most of the time. However, those 
with health conditions, even fairly minor ones, often encounter carriers who refuse 
to sell to them at all or only at a greatly inflated price.3 The non-group market can 
never work well for those with serious health conditions and modest incomes.4 

Even large group markets are not working all that well. Large employers are in-
creasingly focused on cost and quality issues as much as and in some cases more 
than everyone else. Most large employers self-insure because they concluded long 
ago that they were not getting value for the risk-bearing services they were buying 
from insurers. Today, many large employers just buy claims processing and provider 
contracting services. Furthermore, many employers actually engage in benefit de-
sign and care management efforts themselves, sometimes in concert with insurers 
acting as third-party administrators, but often alone. 

Thus, insurance markets need to be reformed—and some people must be given 
substantial subsidies—for us to reach the goal of covering all Americans in a sus-
tainable way. 

I will get specific in short order, but I prefer to start with a big picture perspec-
tive. To reform our health system generally and our insurance marketplaces specifi-
cally, we must re-align incentives quite profoundly. The role of policy is to set the 
rules so that self-interest is channeled to serve the social interest. We have not done 
this very well with regard to insurance regulation, either at the Federal or State 
levels. We can do far better. 

Our goal should be to create marketplaces wherein insurers who adopt socially 
responsible business models will thrive. The obsolete business model that has in-
flicted so much inefficiency and human suffering on so many is centered on aggres-
sive underwriting and risk selection. Under this model, insurers compete to insure 
the best risks and avoid the sick at all costs. Americans will be much better served 
by rules that make it unprofitable and illegal to continue these strategies. 

It is necessary to institute rules that will encourage insurers to: interact with en-
rollees efficiently, respectfully, and transparently; help us get and stay healthier; 
identify outstanding and efficient providers and use information tools and incentives 
to help them deliver better care; and, structure payments to providers so that con-
tinuous quality improvement is embedded in every care process, regardless of 
whether the care is being delivered in the physician’s office, the hospital, or else-
where. In other words, we want to create markets wherein insurers compete based 
on price, clinical value-added, and consumer satisfaction, rather than on avoiding 
the sick and strategically denying claims. 

NECESSARY REFORMS 

The following reforms are necessary to create an insurance market that is acces-
sible and affordable for all: 

A new marketplace that extends the advantages of large group pur-
chasing—large, balanced risk pools and administrative economies of 
scale—to all. This new marketplace or ‘‘exchange’’ could be organized nationally. 
But insurance markets, like health service markets, are inherently local. The condi-
tions on the ground vary quite a bit across the country and even within States. For 
example, integrated health systems, large multi-specialty physician groups, and ef-
fective and responsive local non-profit health plans are not as widespread as most 
of us would prefer. Therefore, creating several marketplaces or exchanges on a re-
gional, State, or sub-state level (or some combination), would be preferable to a sin-
gle national marketplace. 

However, and this should be made abundantly clear, the most important rules 
that govern the new marketplace must be uniform across the country. We cannot 
serve all Americans well with a regulatory patchwork that reflects local lobbying 
disparities more than good policy sense. 

The responsibility for enforcing the new insurance regulations should remain with 
the States. As a result of their current role, States have more functional knowledge 
about regulating insurance companies and of the local nuances of local markets than 
the Federal Government. However, the Federal Government will need to invest in 
back-up regulatory authority if States fail to act consistently with the intent of Fed-
eral legislation. 
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Initially, the new exchanges should subsume today’s small group and non-group 
markets. This will enable people who are not eligible for Medicaid (or Medicare) who 
work in small firms or are without access to employer-sponsored coverage to enter 
right away. No residual market outside the exchange should be allowed for these 
small groups and individuals. This will eliminate risk selection once and for all. 
Over time, large (currently self-insured) groups might be allowed to enter into the 
market, perhaps starting with State and Federal employees. Care must be taken to 
protect against risk selection, however, so large groups should be allowed to come 
in only as a result of employer choice, not the choice of individual employees. 

The marketplaces should be governed by a balanced, non-profit board of directors 
appointed by political leaders. Insurers will need to meet specific standards in order 
to participate. They should be required to report data (for comparative performance 
purposes) and abide by the marketing rules and open enrollment period policies set 
by the board. 

Prohibit discrimination based on health status. No American should be de-
nied coverage or charged differential premiums because of their health status or 
family history. To achieve this goal, the following reforms are absolutely necessary: 
guaranteed issue (all insurers must sell all products to all people within the ex-
change and outside the exchange large employers must allow all workers to join 
their plans at group rates), no exclusions based on pre-existing conditions (once vir-
tually all Americans are covered), guaranteed renewability (plans cannot refuse to 
continue covering individuals or differentially change their premium as a result of 
changes to health status), and modified community rating (premiums may not vary 
based on health status, but can vary by age, geography, and family size). 

Minimum benefit package. All Americans should have coverage that protects 
their health and financial needs. Therefore, Congress or another authority should 
require a minimum level of benefits to guarantee the quality of coverage being of-
fered in the marketplace and protect against adverse selection that could result 
from wide variations in product design. 

The minimum benefit standard could be designed as a specific minimum benefit 
package or an actuarial value target. An actuarial value test, while not as effective 
for market competition as a specific benefit minimum package, would nevertheless 
preserve some flexibility for benefit and cost-sharing design and still guarantee 
quality coverage. If done carefully, this strategy could also protect against extreme 
adverse selection. 

Risk adjustment (distributing payments to insurers based on differential risk pro-
files) will be necessary to help reduce the consequences of adverse selection as well. 
Insurers should also be permitted to sell supplemental products; however, these 
packages must be priced and described separately to allow consumers to easily com-
pare different choices and create transparency regarding cost and value. 

Subsidies. Health care costs have risen faster than wages for some time. As a 
result, health insurance and health care have become more unaffordable for more 
and more American families every day. Therefore, we will need to devote substantial 
subsidy dollars to make health insurance and health care affordable for all Ameri-
cans. However, affordability has two dimensions—for households and for govern-
ments. Ultimately, the final definition of affordability will reflect political judgments 
about what households and governments can afford. This definition may evolve over 
time, as will delivery system efficiencies, demographic trends, and economic growth. 

Reform proposals should include sliding scale subsidies for individuals and fami-
lies who need help affording coverage (again, defined by the community). Subsidies 
could be available for both premiums and cost-sharing requirements (depending on 
the design of the minimum package) and made available directly or through the tax 
code. 

We should keep in mind that the Federal Government already spends more than 
$200 billion per year subsidizing insurance through the tax treatment of employer- 
provided health coverage. Economists, analysts, and courageous policymakers have 
argued for years that the income tax exclusion for employer premium payments is 
both regressive and inefficient relative to other ways to subsidize insurance cov-
erage. The current employer tax exclusion is a poorly targeted subsidy that we could 
and should use to make our health system both more efficient and more fair. There-
fore, as we think about how to finance coverage expansion and necessary subsidies, 
we should remember that some of the resources we have dedicated already could 
be targeted far more efficiently. 

Requirement to purchase coverage. No one suggests an individual mandate 
because they want to ‘‘make’’ people buy insurance. Rather, when combined with the 
reforms described above, a requirement to purchase coverage is necessary to make 
the insurance market function efficiently and fairly. Without a purchase require-
ment, insurers will legitimately fear that only the sick will buy health insurance 
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(adverse selection). That fear will produce higher premium bids, which will cost peo-
ple and governments more money. Purchase requirements will guarantee that the 
population seeking care represents the entire population. As a result, insurers will 
bid lower in a competitive context. Massachusetts has seen this happen in real life. 

Once insurance is accessible (through the newly reformed marketplace) and af-
fordable (through subsidies), all individuals should be required to purchase coverage 
to make sure everyone pays their fair share and reduce the costs shifted to the in-
sured by free riders. A free rider is an individual who could afford to purchase cov-
erage, but does not enroll. Ten percent of the uninsured make more than four times 
the Federal poverty level.5 Often when a free rider gets seriously ill they visit a hos-
pital emergency room and indicate that they cannot pay for the services provided 
to them. Their costs are shifted to the insured in the form of higher provider prices 
and in turn higher private insurance premiums. Roughly 16 percent of our uncom-
pensated care expenses for the uninsured go to people who make more than 400 per-
cent of the poverty level.6 

In addition, 25 percent of people eligible for public coverage at little to no cost 
do not enroll.7 While these individuals are not free riders, they still contribute to 
the cost-shift or ‘‘hidden tax,’’ which results in higher premiums for the insured. An 
individual mandate would necessitate effective outreach and enrollment efforts to 
minimize the number of people who are currently missed by the system and ensure 
this vulnerable population is taking advantage of available coverage. In the long 
run, this should help them get healthier and become more productive citizens. 

Finally, as a condition of living in a community that helps individuals afford in-
surance and care, everyone has a personal responsibility to maintain their own 
health. Value-based design features in the minimum benefit package that encourage 
healthy eating, exercise, and lifestyle behaviors will help give Americans some of 
the tools they need to achieve this goal. In addition, part of taking responsibility 
for our own health includes a requirement to access appropriate health care services 
when necessary. This is possible only if a person is insured. Therefore, a require-
ment to purchase or enroll in available coverage represents one part of an individ-
ual’s personal responsibility to the larger community. 

Transparency for insurers. In general, we must increase transparency within 
our insurance markets to engender fair competition and give consumers the infor-
mation they need to make informed choices about the insurance products that are 
right for them. Insurers should be required to report information on the quality of 
care their enrollees are getting, as well as patient satisfaction indicators that will 
be made public by the exchanges. The Healthcare Effectiveness Data and Informa-
tion Set (HEDIS) measures, which are continually updated by the National Com-
mittee for Quality Assurance (NCQA), seems like a reasonable place to start. Also, 
exchanges will want to help the public compare administrative efficiency by making 
available the ratio of premiums collected versus dollars spent on patient care. The 
risk profiles of enrollees will need to be reported for exchange-wide risk adjustment 
as well. 

OPTIONAL REFORMS 

The reforms described above could achieve satisfactory performance from a mar-
ket comprised exclusively of private health insurance plans. Yet, I admit that there 
are few real-world examples that prove this kind of system would function as antici-
pated, though reforms in Massachusetts are making great strides. (Since Massachu-
setts remains a work-in-progress I will not analyze it in detail in the written testi-
mony but will gladly discuss my impressions of what we know so far in the hearing 
itself, or later). While my personal views lead me to believe that private insurers 
alone could enable our new marketplace to deliver excellent performance in the fu-
ture, I understand profoundly that many advocates and citizens are skeptical that 
regulations or contracts will be able to ensure that private insurers actually comply 
with all reforms for all people. 

Several leading reform proposals recommend allowing consumers to choose be-
tween public and private health plans. Therefore, it is worth exploring how to de-
sign an insurance marketplace wherein private and public plans can compete fairly. 
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Public plan. Let me be crystal clear: if the playing field is level, it is possible 
for public and private health insurance plans to compete and deliver value for con-
sumers without distorting the insurance market. This policy question should not 
create an impasse or stall reform efforts.8 

Fair competition, however, will require separating the oversight of the public plan 
from that of the managers of the marketplace or exchange(s). It will also require 
that all rules of the marketplace—benefit package requirements, insurance regula-
tions, and risk adjustment processes—apply to all plans equally, whether public or 
private. 

More than 30 State governments offer their employees a choice between tradi-
tional private health insurance products and a plan self-insured by the State. This 
experience combined with historic competition between public and private plans in 
both the Medicare program and California Public Employees Retirement System 
(CALPERS) serves as proof-of-concept: plans operating with politically appointed 
managers can compete with plans run by private managers if the rules of engage-
ment are structured properly. 

Again, State employee plans offer an excellent model for how we could structure 
a choice of a public health insurance plan. More than 30 State governments offer 
their employees a choice between traditional private health insurance products and 
a plan self-insured by the State. In the case of the self-insured product, the State 
or a third party administrator (TPA) negotiates provider contracts and performs ad-
ministrative functions. While the State may pay a TPA (usually the resident ‘‘Blue’’ 
plan) to handle some tasks, the plan is publicly owned and the State bears the in-
surance risk. If claims outpace premiums in a given year, the State pays and is at 
risk for the difference. Likewise, if the TPA collects more premiums than it pays 
out in claims, the surplus dollars are usually allocated to a premium stabilization 
fund or remain with the State’s general revenues. Neither the TPA nor the State 
plan’s managers profit from stinting on care. This credible reassurance seems to be 
what most advocates for the choice of a public health insurance plan seek. 

Therefore, I believe the type of public plan I describe above can achieve many of 
the goals of public plan advocates, while preserving fair and effective market com-
petition, negating the risk of excess cost-shift, and avoiding any kind of inevitable 
progression toward a single payer health system. Yet, this approach will require us 
to systemically address delivery system reforms that can deliver more value and 
lower cost growth trajectories over time. But that is a subject for another day. 

CONCLUSION 

Insurance market reforms are an essential part of re-making our health system 
into one that works for all Americans in the 21st century. Comprehensive health 
reform must also include efforts to improve quality and reduce cost growth. But the 
foundation of a health system must be coverage. Without coverage, tens of millions 
of Americans will never have access to appropriate care and health-enhancing inter-
ventions. 

There is a compelling collective interest in making sure coverage is a reality for 
all Americans: the economic loss we suffer as a result of the uninsured exceeds the 
cost of covering everyone.9 Also, we must cover all Americans to allow the informa-
tion system and quality innovations, that we desperately need, to work successfully. 
Therefore, making insurance markets work for all is a crucial step on the road to 
real reform, the kind of reform your committee has long sought and that our Nation 
desperately needs. I hope this testimony is useful and I remain, as always, eager 
to answer any questions. 

Senator BINGAMAN. Thank you very much. 
Dr. BAICKER. 

STATEMENT OF KATHERINE BAICKER, Ph.D., PROFESSOR OF 
HEALTH ECONOMICS, DEPARTMENT OF HEALTH POLICY 
AND MANAGEMENT AT THE HARVARD SCHOOL OF PUBLIC 
HEALTH, CAMBRIDGE, MA 

Ms. BAICKER. Thank you. 
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It is an honor to be here to talk with you about the crucial issue 
of making our health markets work better. Our system should pro-
vide both high-quality care and high-value insurance, and those 
aren’t necessarily the same thing, although they are surely related. 

High-value healthcare would end the overuse of intensive proce-
dures of questionable value and the under use of procedures of high 
health value and usually low intensity that we see in varying de-
grees across the country. There are parts of the country that spend 
two or three times as much money as other parts to deliver care 
that is of no higher value to the recipients. 

High-value health insurance would deliver protection against the 
risk of needing expensive healthcare not only this year, but against 
the risk of developing conditions that would require much more ex-
pensive healthcare in years to come. Market reforms can make that 
kind of high-value health insurance more widely available to every-
one, but they work best when everyone gets insured early because 
insurance is about that risk. 

We don’t need health insurance because healthcare is expensive. 
We need health insurance because healthcare is uncertain and ex-
pensive, and that is when we value health insurance the most. 

Health insurance can do a good job in the private market of re-
distributing money. If you want to redistribute money to high 
health risk people, you need to also include a bundle of social in-
surance to wrap around private market insurance, and that social 
insurance need not be socialized. It can be a risk-adjusted voucher 
or other mechanism to ensure that vulnerable low-income, high- 
risk populations also have access to the lifesaving healthcare that 
their insured counterparts enjoy. 

Thank you. 
[The prepared statement of Ms. Baicker follows:] 

PREPARED STATEMENT OF KATHERINE BAICKER, PH.D. 

My name is Katherine Baicker, and I am a Professor of Health Economics in the 
Department of Health Policy and Management at the Harvard School of Public 
Health. I would like to thank Senator Kennedy, Senator Enzi, and the members of 
the committee for giving me the opportunity to speak today about how we can ad-
dress the crucial policy challenge of health insurance market reform. This testimony 
is derived in large part from recent academic work with my colleague Amitabh 
Chandra that appeared in the journal Health Affairs. I summarize that work here. 

This morning I would like to discuss several general principles about the nature 
of health insurance. Misunderstandings about these principles have the potential to 
impede the development of a much-needed consensus on how to engineer reform. 
Uncovering the kernels of truth that underlie these misperceptions can help focus 
reform efforts on the critical challenges facing our health system. 

A key distinction should be made between health care and health insurance. In-
surance works by pooling risks: many pay a premium up front, and then those who 
face a bad outcome (getting sick, being in a car accident, having their home burn 
down) get paid out of those collected premiums. The premium is the expected aver-
age cost of treatment for everyone in the pool, not just the cost of treating the sick. 
Because not everyone will fall sick at the same time, it is possible to make pay-
ments to those who do fall sick even though their care costs more than their pre-
mium. This is also why it is particularly important for people to get insured when 
they are healthy—to protect against the risk of needing extra resources to devote 
to health care if they fall ill. 

Uncertainty about when we may fall sick and need more health care is the reason 
that we purchase insurance—not just because health care is expensive (which it is). 
Many other things are expensive, including housing and college tuition, but we do 
not have insurance to help us purchase them because they are not uncertain in the 
way that potentially needing very expensive medical care is. The more uncertainty 
there is, the more valuable the insurance is. 
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THE PROBLEM OF THE SICK AND UNINSURED 

Insured sick people and uninsured sick people present very different issues of 
public policy. People who have already purchased insurance and then fall sick pose 
a particular policy challenge: insurance is not just about protecting against unex-
pected high expenses this year, but also about protecting against the risk of persist-
ently higher expenses in the case of chronic illness. This kind of protection means 
that once insured, enrollees’ premiums would not rise just because they got sick, but 
this is not always the case today. In fact, insurers have an incentive to shed their 
sickest enrollees, suggesting a strong role for regulation protecting them. Nor are 
insurers held responsible when inadequate coverage raises the costs of a future in-
surer, such as Medicare for those over 65. These problems highlight the limited 
availability of true long-run insurance offerings, a reform issue that is often glossed 
over in the conflation of health care and health insurance. 

Uninsured Americans who are sick pose a very different set of problems. They 
need health care more than health insurance. Insurance is about reducing uncer-
tainty in spending. It is impossible to ‘‘insure’’ against an adverse event that has 
already happened, for there is no longer any uncertainty. If you were to try to pur-
chase auto insurance that covered replacement of a car that had already been to-
taled in an accident, the premium would equal the cost of a new car. You would 
not be buying car insurance—you would be buying a car. Similarly, uninsured peo-
ple with known high health costs do not need health insurance—they need health 
care. Private health insurers can no more charge uninsured sick people a premium 
lower than their expected costs. The policy problem posed by this group is how to 
ensure that low-income uninsured sick people have the resources they need to ob-
tain what society deems an acceptable level of care—and ideally, as discussed below, 
to minimize the number of people in this situation. 

This highlights one of the many reasons that health insurance is different from 
car insurance: the underlying good, health care, is viewed by many as a right. Fur-
thermore, we may want to redistribute money from the healthy to the sick, in the 
same way that we redistribute money from the rich to the poor. This kind of redis-
tribution is fundamentally different from private insurance—it is social insurance, 
and it is hard to achieve through private markets alone.1 Medicare, which insures 
the aged and disabled, is an example of a social insurance program. Private markets 
can pool risk among people starting out with similar health risks, and regulations 
can ensure that when some members of those risk pools fall ill, insurers cannot 
deny them care or raise their premiums, but transferring resources to people who 
are already sick and uninsured or transferring resources from lower health risk 
groups to higher health risk groups requires social insurance. 

How then do we provide the sick and uninsured with socially acceptable care? Pri-
vate health insurance alone is unlikely to achieve this goal: no insurer will be will-
ing to charge a premium less than an enrollees’ likely health costs. Instead, they 
could be provided with health care directly or a premium subsidy equal to their ex-
pected health care costs. Alternatively, we could force sick people and healthy people 
to pool their risks, such as through community rating coupled with insurance man-
dates (to preclude healthy people from opting out of subsidizing sick ones). These 
kind of transfers are based on social choices about redistribution. 

The advantage of social insurance programs, including a nationalized health care 
system, is that they can achieve redistribution that private markets alone cannot. 
They may also provide benefits with lower administrative costs (although, in the 
case of moving to a single payer system, the size of administrative savings relative 
to overall health care cost growth is likely to be small).2 There are, of course, costs 
associated with social insurance programs as well. First, there is the drag on the 
economy imposed by raising revenues to finance them. Second, there is the loss of 
competition, diverse offerings for diverse preferences, and market discipline that pri-
vate provision brings—and that promote higher value and innovation. This means 
that the social insurance program may be both expensive and inefficient—and thus 
impose an even larger burden on already strained public budgets. These pressures 
have, perhaps unsurprisingly, spawned additional misconceptions that suggest that 
the costs of expanded insurance are lower and the benefits higher than the data 
support. 

THE COST OF COVERING THE UNINSURED 

A common and deceptively appealing argument for expanding insurance coverage 
is that we could both spend less and achieve better health by replacing the ineffi-
cient emergency room care received by the uninsured with an insurance plan. Un-
fortunately, this argument finds little empirical support. ER care for the uninsured 
is indeed inefficient and might have been avoided through more diligent preventive 
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care and disease management. Diabetes treatment is a good example; it is much 
cheaper to manage diabetes well than wait for a hospitalization which requires a 
leg amputation. Having health insurance may lower the costs of ER and other pub-
licly provided care used by the uninsured through better prevention and medical 
management. But empirical research also demonstrates that insured people con-
sume more care (and have better health outcomes) than uninsured people—so uni-
versal insurance is likely to increase, not reduce, overall health spending.3 

Why does insurance cause greater consumption of health care? Insurance, particu-
larly insurance with low cost-sharing, means that patients do not bear the full cost 
of the health resources they use. This is a good thing—having just made the case 
for the importance of the financial protections that insurance provides—but comes 
with the side-effect of promoting greater consumption of health resources, even 
when their health benefit is low. This well-documented phenomenon is known as 
‘‘moral hazard,’’ even though there is nothing moral or immoral about it. The RAND 
Health Insurance Experiment (HIE), one of the largest and most famous experi-
ments in social science, measured people’s responsiveness to the price of health care. 
Contrary to the view of many non-economists that consuming health care is un-
pleasant and thus not likely to be responsive to prices, the HIE found otherwise: 
people who paid nothing for health care consumed 30 percent more care than those 
with high deductibles.4 This is not done in bad faith: patients and their physicians 
evaluate whether the care is of sufficient value to the patient to be worth the out- 
of-pocket costs. The increase in care that individual patients use because of insur-
ance has even greater system-wide ramifications. R&D in new medical technologies 
responds to the changes in aggregate incentives driven by health insurance. While 
these technologies may improve welfare, they also raise premiums because of larger 
armamentarium of treatments available to the sick. There is evidence of these sys-
tem-wide effects: when Medicare was introduced in 1965, providers made spectac-
ular investments beds in high-tech care, and hospital spending surged over 25 per-
cent in 5 years.5 

Even increases in preventive care do not usually pay for themselves: in general 
prevention is good for health, but does not reduce spending. Some preventive care 
has been shown to be cost-saving—such as flu vaccines for toddlers or targeted in-
vestments like initial colonoscopy screening for men aged 60–64—but most prevent-
ative care results in greater spending along with better health outcomes. Indeed, 
some money spent on preventive care may not only cost money, but may be no more 
cost effective than some ‘‘high-tech’’ medical care. For example, screening all 65- 
year-olds for diabetes, as opposed to only those with hypertension, may improve 
health but costs so much (about $600,000 per Quality Adjusted Life Year) that that 
money might be better spent elsewhere.6 

All of this suggests that insuring the uninsured would raise total spending. This 
doesn’t mean that it would not be money well spent (which I believe it would be). 
Spending more to attain universal insurance is not a problem if it generates more 
value than it costs, and the view that health care is a right is not inconsistent with 
this framework. First, and sometimes overlooked, is the security that insurance pro-
vides against the uncertainty of unknown health care expenses. The value of this 
financial smoothing alone is estimated to be almost as much as the cost of providing 
people with insurance.7 Second, much of the additional health care that the newly 
insured would receive is likely to improve health. (But this is by no means auto-
matic, for as discussed below, being insured is not enough to guarantee good health 
care.) Extending health insurance coverage is worth it for these reasons—but not 
because it would save money. 

GETTING HIGH-VALUE CARE 

Having insurance may increase the quantity of care patients receive, but it is no 
guarantee that they will receive high quality care. A recent study found that Ameri-
cans received less than 60 percent of recommended care, including preventive, 
acute, and chronic care, and including such low-cost interventions as flu vaccines 
and antibiotics for surgical patients.8 Beginning with the work of John Wennberg 
at Dartmouth, an immense literature in medicine and economics has found that 
even among Medicare enrollees, there are enormous differences in the quality of 
care received: in fact, in areas where the most is spent on Medicare beneficiaries, 
they are the least likely to get high quality care. The use of mammograms, flu-shots, 
beta-blockers and aspirin for heart attack patents, rapid antibiotics for pneumonia 
patients, and simple laboratory tests to evaluate the management of diabetes are 
all lower in higher-spending areas.9 Higher spending is not even associated with 
lower mortality, which suggests that more generous insurance provision does not 
necessarily translate to better care or outcomes. 
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When these results showing the lack of relationship between spending and quality 
were first reported there were two predictable responses by skeptics: that high 
spending areas had sicker patients who were (appropriately) less likely to receive 
these therapies, and that patients in high-spending had higher satisfaction even if 
their measurable health outcomes were the same. Neither claim is supported by the 
evidence. 

What, then, do patients in high-spending areas get? Evidence suggests that this 
higher intensity is driven by greater use of procedures with questionable clinical 
value—that may even be associated with under-use of high value, less-intensive 
care. Patients in high-spending areas are no more likely to receive surgery, but see 
more specialists more frequently, have more diagnostic and imaging services, and 
get more intensive care in the end of the life—none of which has been shown 
through clinical trials to improve health.10 ‘‘Coordination failures’’ in delivery may 
both raise costs and lower quality, even among the insured. 

Thus, while health insurance increases the quantity of care patients receive, being 
insured alone is not sufficient to ensure high quality care. Insuring the uninsured 
will give them access to the sort of health care that the rest of us receive: a com-
bination of valuable care, overuse of some costly interventions with little proven 
benefit, and under-use of some vitally important therapies, care that is sometimes 
coordinated but often fragmented. This is better than no care, but it highlights the 
problem of collapsing the entire debate about U.S. health care reform down to the 
issue of uninsurance: health insurance alone does not guarantee good health care. 

THE ROLE OF EMPLOYERS 

Employees ultimately pay for the health insurance that they get through their 
employer, no matter who writes the check to the insurance company. The view that 
we can get employers to shoulder the cost of providing health insurance stems from 
the misconception that employers pay for benefits out of a reservoir of profits. Re-
gardless of a firm’s profits, valued benefits are paid primarily out of workers 
wages.11 While workers may not even be aware of the cost of their total health pre-
mium, employers make hiring and salary decisions based on the total cost of em-
ployment, including both wages and benefits such as health insurance, maternity 
leave, disability and retirement benefits.12 They provide health insurance not out 
of generosity of spirit, but as a way to attract workers—just like wages. When the 
cost of benefits rises, wages fall (or rise more slowly than they would have other-
wise), leaving workers bearing the cost of their benefits in the form of lower 
wages.13 

The uncomfortable arithmetic of this wage-fringe offset is seen in other contexts— 
for example, workers bear the costs of workers compensation, and mandated mater-
nity benefits primarily reduce the wages of women of child-bearing age.14 When it 
is not possible to reduce wages, employers may respond in other ways: employment 
can be reduced for workers whose wages cannot be lowered, outsourcing and a reli-
ance on temp-agencies may increase, and workers can be moved into part-time jobs 
where mandates do not apply. These adjustments are neither instantaneous nor 
one-for-one for every person (depending, for example, on wage rigidities, how much 
individuals value the insurance benefit, and how heterogeneous the employees’ in-
come and health are)—a fact that obscures the underlying connection. This also 
means that the claimed connection between health care costs and the ‘‘international 
competitiveness’’ of U.S. industry is murky at best: higher health costs primarily 
lower current workers’ non-health compensation, rather than firms’ profitability (al-
though the same trade-off cannot operate in retiree health benefits, making their 
effects more complicated).15 

Why, then, do we have a private health insurance system based primarily on poli-
cies offered through employers? There is a preference in the tax code for premiums 
paid by employers relative to premiums paid by individuals or direct payments for 
health care. This tax preference drives both the predominance of employment-based 
policies and the prevalence of policies with low cost-sharing, because care paid for 
in the form of higher employer premiums comes at a lower after-tax price than care 
paid for out-of-pocket. Of course, this tie between employment and insurance comes 
at a well-known cost: workers who leave or lose a job risk losing their insurance 
or facing much higher premiums, sometimes forcing them to stay in a job to retain 
health insurance.16 

This is not to say that there are not important advantages to getting insurance 
through an employer instead of on the individual non-group insurance market (espe-
cially given the current state of individual market), including better pricing and risk 
pooling. The employer market is the primary mechanism for maintaining cross-sub-
sidization from low-risk populations to high-risk ones, with tax subsidies adding an 
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element of social insurance (albeit one that is not particularly progressive).17 It is 
these benefits that are the main advantages of access to employer policies, not the 
fact that employers nominally pay part of the premium. 

EFFICIENT INSURANCE 

Greater patient cost-sharing could help improve the efficiency of health care 
spending, but it is not a cure-all. It is certainly true that first-dollar insurance cov-
erage (that is, insurance coverage for the first dollar of health care expenditures or 
insurance with very low cost-sharing more broadly) encourages use of care with very 
low marginal benefit and that greater cost-sharing would help reduce the use of dis-
cretionary care of questionable value. But there is also evidence that patients under- 
utilize drugs with very high value when confronted with greater cost-sharing 
(whether because they lack resources or information). Worse, there is evidence that 
even $5–$10 increases in co-payments for outpatient care can result in some pa-
tients getting hospitalized as a result of cutting back too much on valuable care, 
offsetting the reduced spending.18 Capping total insurance benefits is also short- 
sighted and imprudent: not only does evidence suggest that such caps result in ad-
verse clinical outcomes, worse adherence, and increased hospital and ER costs, but 
the presence of caps means that patients are not insured against catastrophic 
costs—exactly what insurance is supposed to protect against the most. 

There is no reason to think that the optimal insurance structure would look like 
the typical high-deductible plan. Rather, it might subsidize high-value care such as 
treatments to manage diabetes or asthma, while imposing greater cost-sharing on 
care of lower value, such as elective surgeries with limited health benefits. People 
would choose the insurance plans that offered them the best benefit mix—trading 
off higher premiums for plans that covered care of diminishing marginal value. Of 
course, what may be valuable to one patient could be wasteful for another, and the 
key challenge for ‘‘value-based insurance design’’ policies is to differentiate these 
cases. Many firms are experimenting with these plans.19 Focusing exclusively on 
high-deductible plans that rely on a blunt structure of patient cost-sharing and per-
fectly forward-looking patients may forestall the development of even more innova-
tive plans. 

This does not mean that competition and cost-sharing have no role in driving 
higher value spending, however. Competition between insurers to offer plans that 
have the mix of benefits enrollees find most valuable could drive the kind of innova-
tive plans described above. Increased cost-sharing such as that promoted by high 
deductible policies coupled with health savings accounts can also be an important 
tool for improving the value of care. As the evidence from the RAND HIE discussed 
above shows, the low-cost sharing plans fostered by the current tax treatment of 
health insurance (which look more like pre-paid health care than true insurance) 
promote the use of care that is of limited health benefit. While most spending is 
indeed done by people with very high total costs, well-designed cost-sharing pro-
grams could still have substantial effects on spending decisions. Most spending is 
not done in emergency settings, and even limited cost-sharing can have an effect 
on a substantial share of total spending.20 This suggests that carefully designed in-
centives could have a big effect on improving the value of care delivered. 

CONCLUSION 

We know that our health care system is not delivering the consistently high-qual-
ity, high-value care that we should expect. While there are many open questions in 
the design of the ideal system, with millions uninsured and rising costs threatening 
to swamp public and private budgets alike, we cannot afford to wait to act. 

Focusing on the underlying issues discussed here suggests that the fundamental 
problems facing our health insurance system are unlikely to be cured by the ex-
tremes of either a single payer system or an unfettered marketplace. On the one 
hand, the unregulated marketplace is unlikely to provide long-run stable insurance. 
Private insurers will always have an incentive to try to shed their highest cost en-
rollees, so without regulatory safeguards even the insured sick will be at risk of los-
ing the insurance protections to which they are entitled. Private insurance fun-
damentally cannot provide the kind of redistribution based on underlying health 
risk or income that social insurance can. On the other hand, a single payer system 
does not automatically provide high quality care: the provision of low-value care is 
as pervasive in the single payer Medicare system as it is elsewhere. Single-payer 
systems are also slow to innovate—as suggested by the fact that it took Medicare 
40 years to add a prescription drug benefit, long after most private insurers had 
done so. Nor do calculations of the costs of a single-payer system measure the utility 
loss from forcing people with different preferences into a monolithic health insur-
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ance plan. The private facilities that have sprung up in Canada to meet the de-
mands of those who want more health care than the public system provides fun-
damentally undermine the ‘‘single payer’’ nature of the system. 

How one balances these trade-offs is likely driven as much by philosophy as eco-
nomics, and any reform will involve tough choices between competing values. Seri-
ous reforms would focus not exclusively on lowering costs, but on increasing the 
value that we get from health insurance and health care.21 Reforms that promoted 
higher-value insurance could both extend coverage so that more people benefit from 
the protections that insurance affords and ensure that those protections are secure 
for those who fall ill. These reforms would not be enough to achieve uniformly high- 
quality care, however. The frequent failure of the use of best practices and the tre-
mendous geographic variation in the use of costly care of uncertain medical benefit 
are often obscured in the focus on the uninsured. That many nations, including both 
the United States and Canada, struggle with these challenges suggests that reforms 
of the payment system alone are unlikely to solve all of these problems. A com-
prehensive reform proposal that aimed both to extend insurance protections to those 
who lack them and to improve the value of care received by those who are insured 
would be more likely to succeed at each goal than proposals that focused on just 
one. 

Thank you again for the opportunity to meet with you. I would be happy to an-
swer any questions that you might have. 
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Senator BINGAMAN. Well, thank you very much. 
Ms. Praeger, go right ahead. 

STATEMENT OF SANDY PRAEGER, HEALTH INSURANCE 
COMMISSIONER, STATE OF KANSAS, KANSAS CITY, KS 

Ms. PRAEGER. Good morning. Thank you, Senator. 
It is always a pleasure to see my own Senator Roberts, and 

thank you for that nice introduction. 
And it is a pleasure to be here, representing the Nation’s insur-

ance commissioners. I am optimistic after what I have just heard 
from this very distinguished panel that there is an awful lot of 
agreement among the panel members about both the problem and 
I think some potential solutions. 

I just have four points I want to make on behalf of our national 
association. First, any solution, as we have all said, must address 
the rising cost of healthcare, and you cannot expect the insurance 
mechanism, which is the payment system, to fully address the ris-
ing cost. I think that is going to require some aggressive action on 
the part of you all at the Federal level. 

Whatever solutions are proposed, we certainly hope that con-
sumer protections will still be in place and enforced at the State 
level. States have already taken great strides in putting in place 
patient protection legislation, solvency standards for companies, 
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fraud prevention programs, and oversight mechanisms that enable 
us to answer those questions that Senator Brown talked about in 
his opening comments. 

When consumers feel that they are being unjustly treated by 
their insurance company, it is our insurance commissioners across 
the country that are on the ground day in and day out with those 
consumer protections. So we hope that any solution, first and fore-
most, recognizes those important elements of consumer protection. 

It is easy, as we look at solutions, to create an opportunity for 
adverse selection. We would just obviously caution against that. I 
think rating reforms are necessary. I also agree that rating based 
on health status should be eliminated. 

I think individuals should be required, all people should be re-
quired to have coverage, but there needs to be consistency across 
markets so that if you have different rating rules at the State level 
and you have a national plan that does eliminate health status rat-
ing, then you will get adverse selection into that national plan, 
which will make it eventually very costly and unaffordable. So 
avoiding adverse selection is critically important. 

Again, I would just emphasize the importance of preserving a 
State role in the process. I think we recognize that States alone 
cannot solve the problem. It will require working collaboratively 
with the Federal Government on a number of issues—sliding-scale 
subsidies, for example, for low-income folks. 

Assisting us with a reinsurance mechanism for the high-cost uti-
lizers. We have in place the high-risk pools. Congress has helped 
us through grants back to the States for high-risk pools, but that 
is another area where certainly State and Federal cooperation and 
collaboration is important. 

And I would point out that our national association has expertise 
here in Washington ready, willing, and able to assist in hammering 
out the details of any legislation that is put forward. We have been 
actively involved with Senator Durbin. His SHOP Act, I think, has 
some very good components. Several years ago, we were actively in-
volved with Senator Enzi of this committee. 

So we want to be a resource. We want to assist. We know the 
system is broken, and it is time to address it. 

[The prepared statement of Ms. Praeger follows:] 

PREPARED STATEMENT OF SANDY PRAEGER 

INTRODUCTION 

The NAIC represents the chief insurance regulators from the 50 States, the Dis-
trict of Columbia, and five U.S. territories. The primary objective of insurance regu-
lators is to protect consumers and it is with this goal in mind that the members 
of the NAIC submit these comments today on the health of the private insurance 
market. 

To begin, we recognize the failures in the current market, they are well docu-
mented. Over 15 percent of Americans, almost 46 million people, go without cov-
erage. For most, coverage is simply too expensive, a result of medical spending that 
has run out of control and consumes 16 percent of our economy. For others, those 
without coverage through an employer and with health problems, coverage is not 
available at any price. For Americans lucky enough to have insurance, premiums 
take ever larger bites out of the monthly paycheck, even as rising deductibles and 
co-payments shift more of the financial burden of sickness to the patient. Insurance 
Commissioners see this every day, and we welcome Congress’ interest in helping the 
States tackle this challenge. 
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1 42 U.S.C. 300gg–12. 
2 Centers for Medicare and Medicaid Services, National Health Expenditures. 

State insurance commissioners believe it is important to ensure that affordable, 
sufficient health coverage is available to small business owners, their employees, 
and individuals. The NAIC offers its full support in developing Federal legislation 
that will reach this goal—a goal that can only be attained through Federal-State 
coordination. We offer the experience and expertise of the States to Congress as it 
attempts to improve the health insurance marketplace. 

STATE EXPERIENCE 

States led the way in requiring insurers to offer insurance to all small businesses 
in the early 1990s, and the Federal Government made guaranteed issue the law of 
the land in 1996 1 for all businesses with 2–50 employees. Federal law does not limit 
rating practices, but 48 States have supplemented the guaranteed issue requirement 
with laws that limit rate variations between groups, cap rate increases, or impose 
other limitations on insurer rating practices. These rating laws vary significantly in 
response to local market conditions, but their common objective is to pool and 
spread small group risk across larger populations so that rates are more stable and 
no small group is vulnerable to a rate spike based on one or two expensive claims. 

In addition to requiring insurers to pool their small group risk, many States have 
established various types of purchasing pools and have licensed associations to pro-
vide state-approved insurance products to their members. 

States continue to experiment with reinsurance, tax credits and subsidies, and 
programs to promote healthier lifestyles and manage diseases as they pursue the 
twin goals of controlling costs and expanding access. These state-based reforms are, 
of necessity, very distinct—based on both the specific needs in the marketplace and 
the strengths and weaknesses of the marketplace. For example, the State of New 
York implemented the very successful ‘‘Healthy NY’’ program, a reinsurance-based 
program that addresses many of the problems identified in New York’s individual 
and small group markets, but utilizing its strong HMO networks. Likewise, the 
Commonwealth of Massachusetts has implemented broad reforms built on past re-
forms and the unique insurer, provider and business environment. 

As always, States are the laboratories for innovative ideas. We encourage Federal 
policymakers to work closely with their State partners, as well as with health care 
providers, insurers and consumers, to identify and implement reforms that will 
make insurance more affordable to small businesses. And remember, all significant 
reforms will have significant consequences—both positive and negative. 

KEYS TO REFORM 

Based on the experience and expertise of the States, we encourage Congress to 
consider these four keys for successful health insurance marketplace reform: 

• Address Health Care Spending. Any effort to increase access to insurance 
will not be successful over time unless the overriding issue of rapidly rising health 
care costs is also addressed. While the health care challenge in this country is gen-
erally expressed in terms of the number of Americans without health insurance cov-
erage, the root of the problem lies in the high cost of providing health care services 
in this country. According to the most recent National Health Expenditures data, 
health care spending reached $2.2 trillion in 2007, 16.2 percent of GDP and $7,421 
for every man, woman and child in the United States.2 This level is twice the aver-
age for other industrialized nations. 

This level of health care spending has badly stressed our health care financing 
system. Health insurance reform will not solve this problem, since insurance is pri-
marily a method of financing health care costs. Nevertheless, insurers do have a 
vital role to play in reforms such as disease management, enhanced use of informa-
tion technology, improved quality of care, wellness programs and prevention, and 
evidence-based medicine—all of which have shown promise in limiting the growth 
of health care spending. Whatever is done in insurance reform should be done in 
a manner that is consistent with sound cost control practices. 

• Protect the Rights of Consumers. States already have the patient protec-
tions, solvency standards, fraud prevention programs, and oversight mechanisms in 
place to protect consumers; these should not be pre-empted by the Federal Govern-
ment. As the members of this committee know all too well, the pre-emption of State 
oversight of private Medicare plans has led to fraudulent and abusive marketing 
practices that would have been prevented under State law, bringing considerable 
harm to thousands of seniors. In similar fashion, the Employee Retirement Income 
Security Act of 1974 (ERISA) severely restricts the rights of millions of employees 
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covered by self-insured plans. We urge Federal policymakers to preserve State over-
sight of health insurance and avoid pre-empting or superseding State consumer pro-
tections. 

• Avoid Adverse Selection. Any program that grants consumers the choice be-
tween two pools with different rating, benefit, or access requirements will result in 
adverse selection for one of the pools. For example, if a national pool does not allow 
rating based on age or health status, while the State pool does allow rating based 
on those factors, then the national pool will attract an older, sicker population. Such 
a situation would be unworkable. While subsidies or incentives could ameliorate 
some of the selection issues, as costs continue to rise and premiums increase, the 
effectiveness of such inducements could erode. 

• Preserve a Strong State Role. Congress must carefully consider the impact 
of any new Federal reforms on the States’ ability to be effective partners in solving 
the health care crisis. In developing a national direction for health insurance re-
form, we encourage Congress to preserve the role of the States in tailoring reforms 
to meet the specific needs of consumers and to promote a vibrant marketplace. We 
also note that States can, and should, play a key role in deciding how reforms will 
be phased-in to ensure the least amount of negative disruption. 

In addition, the NAIC urges Congress to review current Federal laws and regula-
tions that hinder State efforts to reform the health care system. For example, 
ERISA curtails consumer protections and supersedes State laws, and inadequate re-
imbursement payments in Federal health programs have resulted in higher overall 
costs and decreased access for many consumers. Such Federal policies can limit the 
ability of States to implement broad market reforms. 

CONCLUSION 

Years have been spent talking about broad health care reforms that will ensure 
that all Americans have access to affordable health insurance coverage and the 
peace of mind that goes with it. Action is long overdue and we stand ready to assist 
in whatever way we can. 

The NAIC encourages Congress and the members of this committee to work with 
States and learn from past reforms. Together, we can implement successful initia-
tives that will truly protect and assist all consumers. 

Senator BINGAMAN. Thank you all very much. 
Senator Hatch has to go to the floor to manage a bill, and so why 

don’t I call on him first for any comments or questions? 
Senator HATCH. Well, thank you so much, Mr. Chairman. 
We are delighted to have all of you here. You are just wonderful 

leaders in this area, and we appreciate the time that you have 
taken to come and discuss these matters with us. 

Let me just ask one question before I leave, and that is although 
the term ‘‘enforceable mandate’’ is often mentioned in our 
healthcare reform discussions, I have a sneaking suspicion that the 
definition of the word ‘‘enforceable’’ varies depending upon the 
stakeholder group. 

I would like each one of you to tell us your definition of the term 
‘‘enforceable individual mandate,’’ if you would? 

Mr. WILLIAMS. I will go first. I think, simply put, it is a way by 
which the Congress, should it choose to implement such a law, 
would assure that we got everyone into the insurance mechanisms 
that were deemed appropriate. I think we can look at Massachu-
setts as one example of how it has been done through the tax sys-
tem. I think there may be other models that people choose to do 
as a way to achieve it. 

The notion, simply put, is that we have the ability to offer insur-
ance to everyone on a guaranteed issue basis, as long as everyone 
is in the insurance pool. 

Ms. POLLITZ. Senator Hatch, I think in its simplest form, an en-
forceable mandate is also an entitlement. People are entitled to 
coverage, and they are obligated to have it. You can certainly track 
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people’s enrollment and have them report on their insurance status 
throughout the year and then assess a penalty for not complying 
with that. 

I think, more importantly, a mandate is only enforceable if it is 
reasonable. So, to tell people that they need to go out and buy an 
insurance policy, which will be expensive, you need to make a lot 
of subsidy money available. Health insurance, good health insur-
ance that covers people when they are sick is always going to be 
expensive, even if we succeed beyond our wildest dreams in cost 
containment. 

It will always be expensive, and I have had cancer. It is expen-
sive to be sick. And to have coverage that pays those bills will cost 
a lot of money. So people are going to need help to afford good cov-
erage, and I think they are going to need assurances that the cov-
erage will really take care of them. 

That is why I think transparency and accountability throughout 
the marketplace, policies that are simple, that are understandable, 
that are straightforward, that behave, that pay claims when they 
are supposed to, that don’t accidentally lose people along the way 
once they start making claims—all of that needs to be provided for 
as well for you to have an enforceable mandate. 

Ms. IGNAGNI. Senator, I think Mr. Williams and Ms. Pollitz have 
said it exactly right. We need a mandate that is enforceable so that 
we can build a system, as you indicate in your opening remarks, 
that really meets the test of what every American wants, which is 
it is fair, it is equitable, it is transparent. 

Ms. Pollitz is absolutely right that we need to think about sub-
sidies to make sure that people have a helping hand so they can 
afford coverage. But at the same time, and I know we will get into 
this discussion, we also need to have a very specific strategy on 
containing underlying costs, in addition to providing subsidies. 

So we agree with both comments that have been made, and we 
think that with those pieces in place, those building blocks, you can 
change the rules to be the kinds of rules that the American people 
are telegraphing they want. We have done a great deal of work, 
and we are looking forward to talking about that. 

It is with that idea of taking responsibility to look at when you 
change the rules what is possible and under what circumstances, 
and that is the way our board has proceeded in its activity and a 
very significantly deep dive. 

Mr. NICHOLS. Senator, I believe individual mandate is about hav-
ing everyone pay their fair share, but no more than their fair 
share. So there have to be subsidies, as Karen said. But I also 
think it really is possible to use modern technology to help us en-
force it in a way that it might not have been so easy 15, 20 years 
ago. 

Let me give you an analogy from car insurance. I grew up in 
rural Arkansas, and my brother taught me the time-honored tradi-
tion of going to buy your car insurance, register your car, driving 
home, calling up and cancel your car insurance so you don’t have 
to pay your premium anymore. 

Well, it turns out that leads to about half the States not doing 
such a good job of enforcing car insurance mandates, as you know. 
It turns out some States have figured this out. Georgia, for exam-
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ple, which is not known as a ‘‘big brother’’ place, figured out that 
the insurer could send an e-mail to the DMV and tell the DMV 
that Len Nichols just canceled his car insurance, at which point the 
DMV will mail a letter to the insured and say, ‘‘We understand you 
just canceled your car insurance. You just lost your driver’s license. 
Have a nice day.’’ 

So it turns out if you share information in a very feasible way 
across settings, you can find out who is and who is not paying their 
fair share. We can enforce this, in my opinion, sir. Look at how 
Georgia went from 78 percent compliance to 98 percent compliance 
in 2 years with this kind of technique. You can do this and make 
it completely enforceable in our world. 

Ms. BAICKER. Just a quick note that the lines between the car-
rots and the sticks that we are talking about are more blurred than 
one might think that they are. I don’t think anyone is suggesting 
that people who don’t comply with an individual insurance man-
date should go to jail. The usual penalty is something like not 
being able to get a tax benefit that you would otherwise be entitled 
to. 

On the other side, if you are trying to design a carrot, the way 
many of the carrots are designed are giving you a tax benefit if you 
are insured. So removing a tax benefit if you are not insured versus 
giving a tax benefit if you are insured might have very similar ef-
fects if the dollars at stake are similar, although there are clearly 
psychological issues. 

Placing a mandate really changes the way people perceive the ob-
ligation, the responsibility on them. So they could have different ef-
fects, but it is not such a bright line, I think. 

Ms. TRAUTWEIN. Can I just comment on that real quickly? Be-
cause I think all of us think that we have to get everybody into the 
system if we are going to be able to effectively make these reforms 
and that they will actually save money. Not to throw a wet blanket 
on the whole discussion, but I think we have to be realists about 
how easy it may or may not be to enforce a mandate. 

I agree with Len that we have technology that we haven’t had 
before, but this mandate and making it effective and enforceable is 
going to take a long time. We have 300 million people in this coun-
try. We are not the size of Massachusetts or one of the European 
countries that have been able to enforce it. 

It is not that we don’t want to do this. I think we just have to 
look and see what we need to do during this time in which the 
mandate is becoming more enforced because we will have to figure 
this out. There are going to be multiple checkpoints we will have 
to do. 

One of the things that we have talked about in our recommenda-
tions is that we have to make sure that there is some system of 
risk adjustment or modified reinsurance arrangement to make sure 
that during this time when we don’t really have everyone in the 
system yet that we have adequate means so that we haven’t made 
coverage more expensive and done something that is exactly oppo-
site than what we set out to do. 

I just want to mention that it is not that we disagree, but we 
also need to say, yes, we need to do this, and we also need to do 
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this other thing, too, just in case it takes us a while to get the hang 
of it. 

Senator BINGAMAN. Ms. Praeger, did you want to make—— 
Ms. PRAEGER. I just want to add, too, that eventually we have 

to have everyone insured. We will never get our arms around the 
rising cost of healthcare if we don’t have everyone in the system. 

I think Massachusetts has set a good example in terms of their 
program that phases in the individual mandate. There are some 
penalties, but the penalties are fairly minor initially. So, any kind 
of a mandate ought to be phased in, recognizing the impact that 
it is going to have on individuals and small groups. 

I don’t think we can mandate people have something they can’t 
afford. So we have to—hand in hand goes both subsidies and cost 
reduction measures. 

Senator HATCH. Mr. Chairman, as you said, I have to leave. But 
if each of you would take time and just write to us and be even 
more specific than you have been here. This is a very tough issue, 
as you know. It is not easy to resolve, although it may be easier 
than some of us think. 

I would like to have each of you take time and give us the best 
that you can give us on this. I would personally appreciate it very 
much. I have a lot of other questions, but I will submit them for 
the record. OK? We hope you can answer all of the questions that 
we submit. 

Thanks so much. I am sorry I have to leave. 
Thanks, Mr. Chairman. 
Senator BINGAMAN. Thank you very much. 
Let me ask one question and then just open it up to anyone else 

who wants to ask questions here. 
This letter, Ms. Ignagni, you referred to the letter that you and 

the president and CEO of Blue Cross Blue Shield Association sent, 
and you have this is dated today, sent to Senators Kennedy, Bau-
cus, Grassley, and Enzi, saying that: 

‘‘By enacting an effective and forceful requirement that all 
Americans assume responsibility to obtain and maintain 
health insurance, we believe we could guarantee issue coverage 
with no pre-existing condition exclusions and phase out the 
practice of varying premiums based on health status in the in-
dividual market.’’ 

That seems to me to be a significant part of what Dr. Nichols 
was advocating we need to do in the individual market. Let me just 
perhaps ask Dr. Nichols if he thinks that gets the job done? 

Mr. NICHOLS. Well, sir, first I would have to say the statement 
that came from AHIP in that letter is such a long way from where 
we were as a Nation in 1993, we should all take a deep breath and 
have a round of applause. There is no question about that. This is 
real progress. I mean that. 

I would say it is no question that what we want to do is end 
health status rating across the board. I would not limit it to the 
individual market. When you began your remarks, you mentioned 
the fact that two of our markets aren’t working very well. One is 
small group and the other is individual.When a lot of us with gray 
in our beard and losing hair on top think about this a long time, 
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we think maybe there is no better way to get these things fixed 
than to put them together. 

I wouldn’t want to have one set of rating rules for the small 
group market and one set of rating rules for the individual market. 
In my view, you want to put them together. 

The economies of scale are never going to be achievable that we 
want for everyone if the small group market continues to buy in 
groups of 10, 20, 7, 4, whatever. So you want to put them all to-
gether. 

What I would say is it is a great way to start. What you want 
to do is have a goal of moving toward the end of health status rat-
ing across the board. I mean, I would ask Mr. Williams and Aetna, 
when they do the big employers, which is a large part of their busi-
ness, as I understand it, they don’t do health status rating. They 
do basically community rating across the board for those big 
groups. 

Why not have the same kind of thing for everybody else? There-
fore, we can move to a world where you make a new marketplace 
for small group and individual, and in that marketplace, you have 
the same rules for everybody, and the big guys can leave them 
alone because the big guys are doing fine relative to everybody else. 

Mr. WILLIAMS. I would comment on that by saying I think there 
is a general misunderstanding that small groups are really not 
rated on their own health experience as a group. They really are 
part of a small group insurance pool that represents all of the 
small businesses in that geography that Aetna would aggregate to-
gether. 

That an individual case has no credibility in an actuary—our un-
derwriter would not attribute the experience of that group to its 
premium until a group is well over close to 400 employees or so. 

When a small group gets an increase, that increase is not the re-
sult typically of the health experience of the individuals in that 
group. It is a reflection of the healthcare cost in that geography for 
all the small businesses pooled together. 

Now I think there are opportunities to create one-stop shopping, 
and there are other things that we can do working with perhaps 
the brokers and others, other agencies to simplify the purchase 
process. But I think there is a misunderstanding about the pooling 
nature of the small group market. 

Senator BINGAMAN. I believe Senator Roberts had a question. 
Senator ROBERTS. Dr. Nichols, in your written testimony, you 

have discussed two options for assuring that all Americans have 
adequate health insurance benefits. First, a minimum benefits 
package requirement, which you have just talked about, and then 
an actuarial value target. Can you tell me who does that? Would 
that be done by States, or would that be done by something called 
a national actuarial exchange? 

The pros and cons of this, I think, are obvious, but I don’t want 
a national actuarial exchange morphing into a CMS in regards to 
the insurance industry. Would you care to comment? 

Mr. NICHOLS. Sure. Fair question. I would say, Senator, the basic 
idea behind having a minimum benefit package that specifically 
specify—let us just take a concrete example of the Federal employ-
ees? Blue Cross Blue Shield Standard, which is kind of a bench-
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mark that a lot of people know. The idea behind specifying that is 
to say that is the package we want all insurers to make their ini-
tial bid upon so we can compare apples to apples and see how their 
efficiencies rate. 

Then the idea, at least in my head, is to allow insurers to offer 
supplements above that as long as they are priced separately. An 
alternative way to think about setting that minimum benefit pack-
age to permit apples-to-apples shopping is instead of saying Blue 
Cross Blue Shield Standard with its specific deductibles and its 
specific co-pays and all that stuff, allow insurers to offer another 
plan that would be actuarially equivalent. 

You could say the actuarial equivalence of Blue Cross Blue 
Shield Standard, but that would, for example, allow people who 
wanted to offer higher deductibles with different kinds of health 
savings accounts arrangements. It would allow HMOs that might 
want lower deductibles and more access to care, but they expect to 
do more care management. It allows the marketplace in many ways 
to breathe. 

What I believe and my actuarial colleagues have convinced me 
is that if we define that actuarial target appropriately enough, sir, 
it would allow the marketplace to actually be more competitive and 
allow more freedom of choice with some risk of adverse selection 
being created. However, if you define the target appropriately, most 
actuaries I know, the people I listen to, believe it is actually man-
ageable. So that is the idea. 

The idea is not to impose some standard from God. I would sug-
gest that, in fact, what you want is—— 

Senator ROBERTS. I wouldn’t refer to CMS as God. 
Mr. NICHOLS. Well, neither would I. Sorry about that. 
Senator ROBERTS. Well, you might have it sort of described in be-

tween there with some words in between God, but that is beside 
the point. 

[Laughter.] 
Mr. NICHOLS. I will let you go ahead. But what I would say is— 

what I believe you want, sir, is a set of Federal rules about the way 
all markets will work. But I could not agree with my colleague 
Sandy Praeger more. It has to be enforced at the State level, and 
you probably want to let States have some breathing room out 
there. 

Senator ROBERTS. Well, that was my next question. I just don’t— 
pardon me for the noise. A Federal one-size-fits-all approach to this 
issue, we have to preserve State flexibility, consumer choice. To be 
frank with you, the rural healthcare delivery system, Senator 
Coburn knows this—Dr. Coburn knows this firsthand. I am just 
trying to save what we have and improve upon it. 

But every provider out there is getting reimbursed 70, 80 per-
cent, and then choices are being made in regards to Medicare that 
are not good. We are rationing healthcare, and it scares me when 
we get into the individual mandate stuff. 

So thank you, sir. 
Senator BINGAMAN. Thank you. 
Senator BROWN. 
Senator BROWN. Thank you. 
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Mr. Williams, your comments about fee-for-service and the dif-
ficulty of the cost of fee-for-service took me back to something Sen-
ator Harkin said at the White House summit on healthcare, where 
he said that you pay for quantity, you get quantity. You pay for 
quality, you get quality. 

Would you each talk about how we can manage costs better than 
we have? That it is pretty clear we—Doctor, I remember my first 
year in the Congress was 1993, and we brought in an orthopedic 
surgeon to speak to the Subcommittee on Health in the Commerce 
Committee, which I sat on. And he said, 

‘‘If I have 10 people come to see me with lower back pain, 
what I should do is say take a couple of aspirin, go home, get 
some rest, come back in 2 weeks if you still have pain.’’ 

He said, 
‘‘But what I do is I order tests. I order tests for three rea-

sons. One is I make more money if I order tests. Two, if I don’t 
order tests, I might get sued. And three, if I don’t order tests, 
the patient will go to another doctor.’’ 

It is a bit simple, but not too far off perhaps. 
Just your comments generally, Mr. Williams, since you have 

made me think of it. Start with you, but I would like to hear all 
of your thoughts on when you pay for quantity, you get quantity. 

Mr. WILLIAMS. Well, I think that there is a huge opportunity to 
re-align the incentives in the system, both at the physician level as 
well as at the member level. What I mean is that the best invest-
ment we can make is in how we manage the chronic conditions— 
the asthma, the diabetes, the hypertension. Because the most effec-
tive thing we can do is avoid the health event so that we don’t have 
to pay for the activity. 

What we need is a healthcare system that emphasizes primary 
care, emphasizes prevention. If you look at the way the values are 
set for what physicians are paid, the system that has been put in 
place utilizes something called the RUC Committee. It is a com-
mittee of the AMA that operates under legislation of Congress, as 
I understand it. 

That committee has 26 physicians on it. Twenty-three of them 
are specialists, and three are primary care. What happens is the 
reimbursement for primary care is at the low end of the spectrum, 
and the reimbursement for procedures is greater. 

What that means is as a system we are not paying primary care, 
family practice, pediatricians to invest the time to help the patient 
understand their condition and stay healthy. So we need to change 
the system in terms of paying for activity to really paying for more 
managing of the population. 

I think also we do have to address the tort reform issue in the 
sense that we need to recognize bad things do happen. People need 
to be compensated. But replacing a physician in the place, as your 
colleague described, they are going to be put on the witness stand 
and asked, ‘‘Was there any other test you could have conducted, no 
matter how remote the indications were for that patient?’’ 

And that physician wants to say, ‘‘No, I did every conceivable 
test.’’ And that drives cost. 
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So, we need to think about the evidence base, the guidelines, and 
give physicians some way to say that they are practicing consistent 
with evidence-based guidelines and applying their own clinical 
judgment. That if something bad happens, there is a way, through 
health courts or other mechanisms that States have come up with, 
to give us an opportunity to deal with that. 

Senator BINGAMAN. Ms. Pollitz. 
Ms. POLLITZ. Senator, I think that was very excellent, and I 

would add that we need to also look at some very basic design ele-
ments of our insurance policies with respect to chronic conditions. 
We have to remember that people who have chronic conditions use 
care all the time for a long period of time, sometimes for their 
whole lives. 

Research shows that even little co-payments, things that we 
would think—you know, $6 co-payments for a prescription—will 
confound the ability of many patients with chronic conditions—dia-
betes, asthma, arthritis, depression—of taking the drugs that they 
need. They don’t fill their prescriptions as often. They split pills. 
They get by. Because it is not just $6, it is $6 times 3 prescriptions 
that they have to fill every week. 

We need to really focus, I would agree very much, on chronic con-
ditions. That accounts for 75 percent of our medical spending. We 
need to take down barriers, including barriers that we build into 
our insurance policies, and not keep dinging people a little bit here, 
a little bit there. It really adds up. 

I think we need to examine, back to Senator Roberts’s question, 
when we look at the design of our health insurance policies and 
what should be covered and what is minimum credible coverage, in 
addition to any actuarial standard that we may decide upon that 
we feel sort of lives within our overall budget goals—I know this 
is going to be hard to afford. We need to line up those policies 
against what the very specific care needs will be for people who 
have chronic conditions and say how much are they going to be left 
to pay out-of-pocket? 

If it gets very high, we need to recognize the fact that they won’t 
be able to manage their conditions. However much we may pay 
doctors to try to do a better job, they just won’t be able to afford 
the cost sharing. 

Senator BINGAMAN. Senator Coburn. 
Oh, did you have more? Oh, go ahead. 
Senator BROWN. I wouldn’t mind hearing from others, if that is 

OK? 
Senator BINGAMAN. Yes, you could give a brief answer so we 

could get on to that other question, too. 
Ms. IGNAGNI. Yes, sir. I think Senator Brown has asked a very 

important question. And quickly, there are three buckets I think 
you want to look at. 

A number of the stakeholder groups have been working together 
on quality performance and how we can make recommendations to 
all of you. We have conferred with your staff about how you map 
all of this, and so I won’t spend too much time, but to say there 
needs to be uniformity of performance measurement so physicians 
and hospitals aren’t frustrated that many different payers, whether 
public or private, use different systems. 
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They need to be very oriented toward what are the goals, what 
are we measuring, No. 1? One bucket. 

No. 2, there is a very significant need to—there has been under-
investment in research. The Institute of Medicine has repeatedly 
pointed to this. This is very important as we transition to a 21st 
century system. How do we get that research diffused into practice? 
That is a second issue in that bucket. 

Third bucket—— 
Senator BROWN. Is that comparative effectiveness? 
Ms. IGNAGNI. Well, it is not exclusively comparative effectiveness. 

Comparative effectiveness will talk about the effectiveness of drug- 
to-drug, drug-to-device, drug-to-bio, drug-to-therapy. What the in-
vestment in research, in addition to what I am talking about, is 
that the Institute of Medicine has pointed to gaps in research in 
specific areas. 

So we need to have not just more evaluation of what works. That 
is very, very important. But in addition, research the gaps in evi-
dence. How do we get the best practices, that the professional soci-
eties are coming up with, very importantly diffused into practice? 
Atul Gawande has talked about an ‘‘institute of best practice.’’ 
There are many things in that area. 

Third bucket—and I know, Senator, you want to move on, so I 
will be very quick about this—the whole idea of moving away from 
paying for a particular body part to be treated. Bundling services, 
episodes, global payments, capitation, a range of issues that were 
brought out in the 1990s, and from a health plan perspective, we 
understand what caused abrasion with physicians in the 1990s. 
And we have worked very, very hard. 

Now in the area of imaging, for example, you have physician-to- 
physician conferring about what is being ordered and what would 
be better based on physician practice guidelines. There is much 
more sophistication about this. That is just one example. 

But care coordination, as Karen said, is—Ken Thorpe has done 
terrific work here—how we can bundle things more effectively, do 
early intervention, keep people healthy. So I know, Senator, you 
want to move on, but those are just the highlights of the buckets, 
and we could provide more information. 

Mr. NICHOLS. I will be very brief as well. I just wanted to point 
out there are two dimensions I would say, and I agree with every-
thing that has been said so far, on how to reduce cost. 

In the insurance case specifically, if you outlaw underwriting and 
aggressive risk selection and you make it not profitable, they will 
stop it. When they stop it, you will get money back. 

The difference between a premium and the claims costs, that is 
to say medical gloss ratio, is made up of a lot of activities, all of 
which are designed to make money for the company or help it 
break even. If you take away that incentive to do that, that will 
save a bunch of money. 

That is a fundamental difference between their load, by the way, 
in a large employer and a small employer. Ron is right. They don’t 
risk rate individual employers when they are small, but they do 
put them into classes. There are a bunch of classes. 
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What is interesting is the load they pay in that small group mar-
ket is much higher than in the large group market. What we want 
to have is a country where all of us get the large group load. 

The second way is everything Karen just said about buying 
smart. The way I would put it, we want to re-align incentives so 
that hospitals and clinicians, and I mean across all sites of care, 
including drugs and devices, all of them should be aligned with the 
payers and the patients. We want high-quality care the first time, 
the best kind of care the first time. We want everybody to pay their 
fair share, but we want the docs and the hospitals to have the 
same interest in achieving that level of efficiency. To do that, you 
have to bundle. 

There are a lot of experiments going on right now. A lot of us 
are thinking about this really hard. A lot of smart people are work-
ing on it. I would just tell you to stay tuned. But I do think you 
have to move toward paying for a bigger bundle of services than 
not. 

Senator BINGAMAN. Senator Coburn. 
Senator COBURN. Thank you. 
First of all, let me thank you for being here. There are a lot of 

approaches for us getting to where we have a broad insurance mar-
ket. I am convinced we don’t have a market today. I don’t think 
there is one that is really out there. 

The idea of stopping cherry-picking. If, in fact, we had a real 
transparent market, a truly transparent market where everybody 
could see, and we had true risk adjustment based on a penalty, 
based on what that risk is, why would that not work in terms of 
averaging out the cost to everybody and averaging away from the 
cherry-picking? Having real interest where we spread the cost of 
this all over everybody, including the highly sick and the highly 
well, why would that not work? 

Ms. BAICKER. Let me give a 30,000-foot view and then let the ex-
perts weigh in. One of the reasons the small and nongroup market, 
I think, works so badly is the different risk rating that goes on in 
large groups versus small groups. If there is an opportunity for 
low-risk people to move across markets and see their premiums 
drop, then you have a devolution of risk pooling that is always 
churning underneath. 

How could you avoid that? Well, if each individual person were 
paying his or her expected costs, and sick people were paying a lot 
more and healthy people were paying a lot less, you wouldn’t have 
any incentive for insurance companies to cherry-pick, and you 
wouldn’t have any churning between markets. But we don’t find 
that acceptable because we don’t want sick people to have to pay 
a lot more for their healthcare than healthy people. 

There are ways to get around that, such as the risk-adjusted 
vouchers I mentioned, where individuals are contributing the same 
amount to their healthcare regardless of whether they are high or 
low risk. But then insurers are getting paid more if they have a 
sicker pool and less if they have a less sick pool. 

Senator COBURN. That is what risk adjustment does. 
Ms. BAICKER. Exactly. That, I think, would both undo the incen-

tive for cherry-picking and would also undo the pressure that de-
stabilizes market pooling. That could be done through side pay-
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ments between insurers, or it could be done more centrally through 
public funds being paid out to higher risk groups and taxes being 
levied on lower risk groups. 

Senator COBURN. OK. 
Senator BINGAMAN. Anyone else want to comment on that? 
Mr. WILLIAMS. Yes, I would just comment briefly. I would first 

say that I think that there is an insurance market, particularly in 
the commercially insured sector where we have 177 million people 
in that sector and where the purchasers are incredibly innovative. 

For example, one of the things that we are working on with our 
clients is a value-based insurance design that recognizes that for 
a person who has cancer, their medication has a very different im-
plication for them than someone who is taking a convenience drug 
that you can do without based on their physician’s judgment. 

And for the patient who needs that medication, their co-pay may 
be zero. In some instances, we have clients we are thinking about 
paying them to take the medication. So, the level of innovation that 
goes on in the commercial sector is much greater than goes on in 
other sectors. 

I think transparency is enormously important. But I think we 
focus a lot on transparency in the insurance component of the sec-
tor, but consumers need transparency at the physician’s office. 

Mr. NICHOLS. You bet. 
Mr. WILLIAMS. They need it in the hospital. For example, at 

Aetna, any one of our members can go online and find out what 
the Aetna negotiated rate is for their physician and understand 
what they are going to pay for those top 30 procedures before they 
go see the physician. 

Now we also would love to enrich the level of quality data that 
we have, but we do believe there should be national standards and 
should be easy for physicians and quality data that physicians be-
lieve is clinically meaningful. 

I think what you miss is the level of innovation I mentioned. We 
have spent, one company, $1.8 billion, which is almost 10 percent 
of the entire amount that we are committing to health IT in the 
country. And so, the question of what do for-profit companies do?, 
we invest in innovation that really is about managing healthcare. 

Two-thirds of our customers are self-insured Fortune 100 compa-
nies who very much have a population, long-term point of view. 
Their interest is, I have the employee now. I am going to have 
them mid-career, and they are going to work for me up until they 
retire. And so, there is just an enormous amount of innovation that 
goes on that would be missed. 

Senator COBURN. Well, let me just say in follow-up we spend 
twice as much as any nation per individual on healthcare. The clos-
est to us is Switzerland. They are 25 percent below us. I don’t 
think we need to put another dollar into healthcare. What I think 
we need to do is let market forces truly work, and we can do that 
through universal access. We can have everybody covered, and we 
can still get great quality healthcare. 

The idea of adding another $80 billion or $90 billion a year to 
enhance that, all that was going to do is make our problem worse. 
It is not going to make it better. 
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I appreciate so much the idea that we have incentivized subspe-
cialization in this country to a lot of benefit. There is no question. 
But we have disincentivized primary care to a tremendous 
disbenefit to everybody in this country. We are never going to get 
the prevention dollar savings until we start incentivizing primary 
care. 

Senator BINGAMAN. Senator Merkley. 
Oh, yes, did you want to make a comment on that? 
Ms. IGNAGNI. Could I just make one comment? I think Senator 

Coburn said something very important here, and one of the issues 
we have been working very closely with is the specialty societies 
are the primary care area, and it is very clear that there are short-
ages of slots in medical schools for primary care physicians. There 
aren’t enough medical students going into primary care. 

The one thing the committee might consider as it constructs its 
recommendations is giving very significant help, if not free tuition, 
for the best kids to go through in primary care, a sort of National 
Merit Scholar Program. 

Senator COBURN. That doesn’t solve the problem. Here is how 
you solve primary care: you pay them what they are worth. You 
pay for prevention. We have a pay differential where a pediatrician 
makes a third of what the average physician in this country makes. 

Ms. IGNAGNI. I agree. 
Senator COBURN. If you want people to go into pediatrics, you 

have to pay them. 
Ms. IGNAGNI. I agree. We totally agree with that. 
Senator COBURN. That means you may have to decrease some on 

the top side. 
Ms. IGNAGNI. Right. 
Senator COBURN. But to incentivize them to go there, when they 

are not going to be able to pay the med school loans afterwards, 
they are not going to stay there. That is what happens. We have 
internists all the time. Two percent of the medical school graduates 
this year went into primary care. That is 1 in 50. Forty-nine went 
into specialization or subspecialization, and it is going to accen-
tuate our costs. It is going to drive the costs higher, much like the 
orthopedics. 

Ms. IGNAGNI. Senator, you just hopped in right before I took the 
breath to say exactly what you did, which is that I think you could 
attack this on two ends very productively. But a small investment 
in the beginning of the pipeline could help considerably, in addition 
to exactly what you have just said. 

Senator COBURN. We did it with the stimulus package. The fact 
is, it is not going to work until you make payment equitable. 

Ms. IGNAGNI. We have to make payment equitable. 
Senator BINGAMAN. Senator Merkley. 
Senator MERKLEY. Thank you very much, Mr. Chair. 
Some of you have touched on this, but I want you to try to ad-

dress it straight on. That is incentives or adjustment in the struc-
ture of insurance related to health smart behaviors. 

We had the CEO of Safeway here a few weeks ago, and he has 
really been driving the concept in their organization of addressing 
issues of smoking, of weight. I believe exercise was somehow incor-
porated into the model. 
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Individuals see financial rewards, if you will, for behavior that 
reduces the healthcare impacts, thereby making their quality of life 
higher and the costs for the organization much lower. I just wonder 
if you all would like to address the appropriateness of this in a 
broader healthcare strategy? 

Ms. POLLITZ. 
Ms. POLLITZ. I would absolutely agree that prevention and 

wellness is an overwhelming public health issue, goes way beyond 
the bounds of insurance coverage. Having worked in my younger 
days at the Department of Health and Human Services and having 
come to appreciate the unsung heroes in the Public Health Service 
and how difficult it is to promote public health, I think the more 
you can invest in that, the better. 

I would add, though, that you will need to be very careful, and 
here is another area where accountability and transparency in your 
insurance products is going to come into play. You are going to 
need to be very careful about designing insurance products in ways 
that promote wellness or penalize non-wellness. 

The Bush administration rewrote the rules. Congress passed a 
rule in 1996 that said group health plans may not discriminate 
against members based on their health status. Everyone in the 
group is the same. They get treated the same. They get the same 
benefits. They pay the same. 

There was a small exception for modest premium surcharges or 
discounts that could be provided for wellness, but those were very 
much hemmed in. So that you could get a discount, for example, 
a wellness discount on your insurance premium if you took a smok-
ing cessation class, but not only if you could quit smoking. Because 
they didn’t want to kind of cross the line into treating people dif-
ferently based on how healthy they were. 

The Bush administration rewrote those rules and said that now 
group health plans can have penalties as big as 20 percent of the 
entire cost of the health insurance premium for people who not 
only don’t enroll—who enroll in wellness programs, but who actu-
ally meet healthcare targets. 

Days after this regulation took effect, new products came on the 
market that offered to small employers now who had been buying, 
say, a $500 deductible for their group, to give them a $2,500 de-
ductible and then require all the employees to come in for a health 
screen. And every time you pass a test, you get a $500 reduction 
in your deductible. 

So if you reduce your blood cholesterol, if your body mass index 
is the right amount, if you don’t use tobacco products, if your blood 
pressure is not high, then you get a low deductible. But if you can’t 
pass those things, now you are in a $2,500 deductible. 

The effect of that is to split up the pool, and it puts the sick peo-
ple in the high deductible plans, and it puts the healthy people in 
the low deductible plans. That may be a wellness incentive, but it 
also makes it hard for people who have high cholesterol all of a 
sudden to afford their cholesterol medication because it is subject 
to a $2,500 deductible. 

When you look at the Web site of the company that is offering 
this, right on their Qs and As for employers, how can you save 
money with this? It says some of your sick people will go some-
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where else. They won’t like it. They will sign up for their spouse’s 
plan that doesn’t have this. 

I think we want to create opportunities for wellness. Many, many 
opportunities for wellness. Make it hard for people to not lead 
healthy lives. But we want to be very careful about penalizing 
them in their health insurance and in particular in their 
deductibles and co-pays and charging them more when they get 
sick because that has now crossed a line into discrimination, and 
it is going to be counter to good public health. 

Senator BINGAMAN. Ms. Praeger, did you want to comment? 
Ms. PRAEGER. I would like to comment on that because it does 

go back to the re-alignment of payment incentives. A primary care 
physician can be a great partner in helping a person achieve 
wellness, but they get no reimbursement. They get no reimburse-
ment for spending the time that would be necessary to help counsel 
that person. 

So re-aligning the payment mechanism I think is one of the real 
keys to achieving some overall—maybe not cost reduction, but cer-
tainly slowing down this escalating rising cost where the payment 
incentives are just—— 

Senator BINGAMAN. Ms. Ignagni. 
Ms. IGNAGNI. Yes, Senator, the plans in your area that I know 

you know have been doing path-breaking work with primary care 
physicians. They are paying them significantly over the Medicare 
rates to actually take responsibility to help coordinate the care and 
support these healthy choices. 

There is great data. So we would be happy to provide it to you. 
But you have some path-breaking things going on in your State 
that you should be very proud of, particularly in the area of Medi-
care Advantage. 

Senator BINGAMAN. Mr. Williams and then Ms. Trautwein. 
Mr. WILLIAMS. Just a couple of comments. I would agree whole-

heartedly that this area is a slippery slope. But I think that we see 
a tremendous level of enthusiasm among the employer community 
to implement well thought out, appropriate programs. I can tell you 
from our own experience with 36,000 employees, our medical costs 
went up 3 percent last year. 

The reason it went up only 3 percent was because our employees 
engage in wellness and fitness strictly on a voluntary basis, and 
each employee had an opportunity to earn an incentive based on 
their participation in exercise and wellness and fitness and really 
doing things that they were very comfortable with. Strictly vol-
untary basis. 

We see this among a large number of employers, and I think 
given the obesity epidemic we have in the country and the tremen-
dous problems with chronic conditions, it is very important. 

Now one final comment is, again, another example with innova-
tion. We are working with five large employers and with President 
Clinton’s foundation and actually working with pediatricians so 
that children who are obese do not have to be diagnosed with a 
particular health condition in order for Aetna to pay for nutritional 
counseling, extra income for the pediatrician, and counseling ses-
sions for the family with the dietician so that the family can have 
the dietician who is culturally appropriate to their background and 
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can help them figure out what they need to do. It is another exam-
ple of innovation really tackling what we all, I think, would agree 
is a fundamentally important problem. 

Senator BINGAMAN. Ms. Trautwein, and then Senator Burr had 
a question. 

Ms. TRAUTWEIN. I just want to mention one more thing on the 
wellness and just to add on to what everyone else has said here. 

You can set up these wellness programs, and most of them are 
set up based on a patient deciding what their own objectives are, 
and any rewards that they might receive are based on the plan 
that they have put together. So certainly someone that is in a 
wheelchair will have different objectives than someone who runs 
marathons, and that is critically important to know that the plan 
is not the same for everyone. 

Now I really don’t think that we do enough to encourage employ-
ers today to put these programs together. I think our incentives 
should be greater, not less. That they should be able to provide big-
ger incentives, and some of them have nothing to do with insur-
ance. There are all kinds of things that employers can do, and I 
think engaging employers is the key to making this whole thing 
work because, in fact, that is where most of the people are every 
day. 

Senator BINGAMAN. Senator Burr. 
Senator COBURN. Mr. Chairman. 
Senator BINGAMAN. Yes? 
Senator COBURN. Will we be allowed to submit written ques-

tions? 
Senator BINGAMAN. That is fine with me, if the witnesses are 

willing to answer them. 
Senator COBURN. Thank you. 
Senator BINGAMAN. I think it is a good idea. 
Senator Burr. 
Senator BURR. Thank you, Mr. Chairman. More importantly, 

thank you for taking some written questions because I certainly 
have more than the chairman seems scheduled to take. 

Let me just make a comment on this last question, and that is 
that individuals who receive some benefit participate in wellness 
and prevention programs at a much higher rate. Self-insured em-
ployers have proven it, and they don’t have to be punitive in the 
way they apply it. 

But if you want prevention and wellness to be a centerpiece of 
healthcare in the future, then you have to make sure the individual 
feels the financial benefits of the decisions that they make. It is 
tough to run 2 miles in the afternoon. But when you see a financial 
benefit come to you for doing it, you are more inclined to do that 
and then to diet in conjunction with it because that might benefit 
the cost of your overall healthcare plan as well. 

Now prior to the last two questioners, I was somewhat dumb-
founded by the words that I hadn’t heard. I read them in your tes-
timony, but I didn’t hear them in the verbal testimony—medical 
home, prevention and wellness. I was beginning to think maybe we 
were going to miss out on some things that I thought were abso-
lutely staples of reform. 
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The words that I did hear the most often, subsidies and incen-
tives. That is troubling because it sort of suggests right at the be-
ginning that you can’t change the model so it works without sub-
sidies or incentives. I remember when Dr. Coburn and I offered an 
alternative to the SCHIP proposal a month or so ago that covered 
all children under 300 percent poverty, and it did it some $100 bil-
lion cheaper than the proposal. It didn’t pass. 

You can, with the right level of creativity, offer expanded cov-
erage from the standpoint of the population and do it for less 
money. But you have to be willing to change what you are willing 
to try to achieve and how you are willing to structure that. 

I want to move to Ms. Pollitz for just a minute because I think 
if I heard you correctly, you insinuated that co-payments, especially 
as it related to chronically ill patients, would alter whether they 
would get care. It may force them to get less care. It may force 
them not to get the preventive care that they need. 

The Rand Health Insurance Experiment found that people that 
paid nothing for their healthcare consumed 30 percent more than 
those who had some skin in the game—co-payment, deductible. So 
how do we balance between what the Rand Corporation went out 
and found, and that is that when we have no skin in the game, 
there is a 30 percent higher rate of consumption by those individ-
uals. When you require some degree of responsibility for payment, 
you begin to have at least less care delivered, and I think their con-
clusion was, more appropriately, the care that they needed versus 
the care that they just wanted? 

Ms. POLLITZ. Well, I think the finding, Senator, of the Rand ex-
periment was that cost sharing is a blunt instrument, that it deters 
people from seeking necessary care as well as from seeking care 
that they could do without. 

Senator BURR. Well, as a matter of fact, what it found was a 
greater consultation with their doctors about the care that they did 
receive, that it was appropriate, that it was needed, but more im-
portantly, that it would benefit their health outcome. I think that 
is the conclusion they came to. 

Ms. POLLITZ. Well, and to go back to your opening about how 
much incentives versus how much medical homes, I think you are 
right. We need to find a balance. 

But at the end of the day, once someone has been diagnosed with 
diabetes, they need to test their blood four times a day. They need 
to take their insulin and their diabetes medications. They need to 
have regular physician checkups, labs, eye visits, check their feet. 
They need these things. This is not optional care. This is what it 
takes to manage diabetes well. 

And when they don’t get that, they develop severe and expensive 
and life-threatening complications. They lose their eyesight. Their 
kidneys fail. Our ESRD program on Medicare, that is the most ex-
pensive healthcare program that is out there when people’s kidneys 
fail, and half the people who are enrolled in that program have dia-
betes. 

So when we try to save money, you know, just pay me a dollar 
every time for a co-pay for every one of your things, every one of 
your doctor visits, every one of your medications, all of your diabe-
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tes supplies, we are erecting barriers to people getting that care be-
cause some just can’t—they just can’t do it. 

I think we need to examine the role of co-payments and financial 
incentives and say for things that we know are tried and true, or 
as Mr. Williams said, once somebody gets cancer, I want them to 
take their antiemetic so that they can complete their chemotherapy 
course. I don’t want them to pay for the cost of $1,000 drug. 

Senator BURR. I think what Aetna’s experience has been is that 
once they educate their beneficiaries on why they follow the path 
that Aetna and the healthcare professional lays out that, No. 1, the 
outcome is better and, No. 2, the amazing thing is the cost is less. 
So it actually suggests that if it takes co-payments to get people 
in a different conversation with their healthcare professional, that 
is probably a good thing. 

Now you did say as well in your testimony that the public plan— 
I guess it is this public competition that we are talking about with 
the private sector—should be a tough negotiator. Is Medicare and 
Medicaid a tough negotiator? 

Ms. POLLITZ. Well, Medicaid I think is an example of a strapped 
program that is underfunded. 

Senator BURR. OK, let us just talk about Medicare. 
Ms. POLLITZ. It absolutely underpays, and we should fix that. Is 

Medicare a tough negotiator? Medicare pays what it pays. 
Senator BURR. Do we adequately address prevention and 

wellness in Medicare? 
Ms. POLLITZ. Oh, I think we have improved over the years cov-

erage of certain preventive services, but, no, I think we could do 
a better job. 

Senator BURR. Certain preventive services, maybe six of them 
that we added—— 

Ms. POLLITZ. Exactly. 
Senator BURR [continuing]. In the 1990s, and we fought tooth 

and nail to get that. 
Ms. POLLITZ. Right. 
Senator BURR. But when you look at those six services and you 

talk about prevention and wellness, they fall so far short from a 
standpoint of what is coverage, and that is a public plan. That is 
the U.S. Government. That is CMS. That is basically a plan that 
has been unlimited from a standpoint of what they could spend, 
but I think an example of a serious flaw in architecture compared 
to exactly what all of you have described today the architecture of 
the future. 

Mr. NICHOLS. Sir, if I could jump in, I would just say that I agree 
with you—— 

Senator BINGAMAN. Why don’t you give that answer, and then I 
will call on Senator Hagan? 

Mr. NICHOLS. OK, sir. I agree with you. We have essentially tied 
Medicare’s hands from becoming a very prudent purchaser, a 
value-based purchaser, and there is a lot of discussion about how 
to make Medicare a better buyer. But it ends up kind of making 
your fundamental point that is motivation and incentives are all 
part of this. But at the end of the day, we need to recognize it is 
in our interest if the chronically ill get appropriate services early, 
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and that is really what Karen is talking about. She is talking about 
ways to try to figure out how do we make that happen. 

I remember Ron talking about how in Aetna now they have a 
product where they are actually going to have zero co-pay for cer-
tain things, maybe even pay people to do certain things because we 
are all better off if those diabetics manage their care with their 
condition absolutely appropriately and stay out of the hospital. 
That is really what we are all trying to work toward here, I think. 

Senator BURR. Thank you, Mr. Chairman. 
Senator BINGAMAN. Senator Hagan and then Senator Harkin. 
Senator HAGAN. Thank you, Mr. Chairman. 
I had the privilege to sit on the State employee health plan for 

the State of North Carolina, where we covered about 800,000 peo-
ple. What we are talking about right now is the fact that so much 
of the cost is really for chronic disease—diabetes, cardiac failure. 
That is where so much attention needs to be given, wanting to be 
sure people take their medication on a timely basis. 

What I really wanted to ask about right now has to do with cost, 
and Mr. Williams, this question is addressed to you. So many of 
the physicians that I talk to say that if health insurance plans 
have a standardized format, that is just the standardization of 
forms, they could save so much money in their individual offices 
from just handling the forms. Why can’t we do that? 

Mr. WILLIAMS. I would say that I think there are important and 
significant opportunities to administratively simplify so that physi-
cians are spending less time on paperwork. We have a major initia-
tive across the industry, that I am chairing, taking a look at what 
we can do to standardize processes and, most importantly, also 
automate processes. 

For example, in our plan, we get over 80 percent of our claims 
electronically. Over 26 percent of the physician inquiries are han-
dled over the Internet, where a physician gets the data they need 
electronically. We are trying to put in place a multipair portal so 
the physician can go one place and reach out to any health plan 
and get eligibility data. 

I think it is a fair criticism, and I think it is an opportunity for 
the industry to really work hard to administratively simplify what 
we do. 

Senator HAGAN. And to the whole panel, do you think this is 
something that Congress should weigh in on? Yes. 

Ms. IGNAGNI. Senator, I think you should expect stakeholder re-
sponsibility. Mr. Williams said it very well. He is chairing a major 
effort that we are undertaking with the Blue Cross Blue Shield As-
sociation together to look at every area where we can simplify ad-
ministrative processes and costs, and reduce costs. 

I think you should expect us to come forward and identify that, 
talk about what the Government in a healthcare reform effort 
could facilitate as you move forward in developing legislation, what 
should be expected in the private sector. We hope by doing so, that 
might start a series of stakeholder responsibility conversations 
about the area, the broad area of cost containment and the oppor-
tunity to take a point or a point and a half off future growth. 

We gave you a chart in our testimony if we were able to do that 
as a society, just over 10 years, if you took 1.7 percentage points 
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off future rate of growth, the projections, you are talking about sav-
ings in the neighborhood of $3.5 trillion. Those are quite signifi-
cant. 

But you should expect us to come forward and identify that. 
Senator HAGAN. I do think with the initiative that we have from 

the health IT perspective that it is going to drive quite a bit of the 
standardization of these forms. 

I had one other question having to do with the minimum benefit 
package, and I know a lot of regulation has to go on at the State 
and the Federal level. Many States have different individual re-
quirements on benefits that they mandate that are covered at the 
State level. 

This question has to do with how would a minimum benefit pack-
age be put together that would be available across all 50 States? 
Dr. Nichols, that was directly in one of your statements. 

Mr. NICHOLS. I would say that the way you want to think about 
this, first of all, let us all get the same set of facts in our heads. 
A lot of discussion about the cost of benefit mandates out there, a 
lot of empirical work that would show, in fact, benefit mandates 
don’t really add that much to cost. The serious econometric work 
that is in my profession suggest 3 percent to 5 percent. CBO has 
concluded that. 

The State of Texas Department of Insurance, not a noted left 
wing organization, concluded 3 percent in the State of Texas. And 
by the way, they include in-patient adult rehab and alcohol coun-
seling. So it is serious benefits there. 

The point is this, how we pay for and manage care is far more 
important than the benefits that are covered. The reason those 
econometric studies find there is very little net impact of specific 
benefit mandates is because they compare the small group pockets 
where those things are relevant to the large group pockets. The 
large group pockets are uniformly more generous, and yet they 
have lower cost. 

So let us ask ourselves how do they do that? A, they do what Ron 
said a moment ago. The big employers really have the time and po-
tential in resources to work with the third-party administrators to 
try to be smarter about what they buy, and they also negotiate bet-
ter contracts with the clinicians because they have buying power. 

The point is we need to extend that bargaining power and that 
information utilization potential to all of us and not just some of 
us. So I would say the one thing Congress could do in the short 
run is to mandate transparency about how different activities are 
spent. That will encourage the industry and the clinicians to work 
together. 

But on sort of selecting the benefit package itself, I would come 
back to at some level it has to be a Federal decision. You don’t 
want 50 different benefit packages around the country. 

What you do, however, want is to allow the market to breathe. 
You do not want this to be something that is absolutely written in 
stone and force, say, very efficient integrated health systems who 
are very good at managing care and patient satisfaction, you don’t 
want to force them to a certain kind of deductible. 
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Similarly, you don’t want to force folks who manage care dif-
ferently to have a particular product. So, in my view, you want an 
actuarial value standard and let the market go. 

Senator HAGAN. Ms. Pollitz. 
Ms. POLLITZ. I would just add to that that while I agree you need 

to set a Federal standard—I mean, if people need coverage, they 
need coverage. It doesn’t matter where they live. 

To the extent that you are going to allow some flexibility through 
an actuarial equivalent standard, and I appreciate Len’s stress on 
sort of the positive implications of certain kinds of different benefit 
designs, but I think you need to be very careful, and two actuarial 
equivalent plans might on average cover the same thing. But this 
plan covers 100 percent of what cancer patients need, but nothing 
of what diabetics need. This one, 100 percent of what diabetics 
needs and nothing—— 

We can’t just sort of say actuarial equivalence is close enough. 
I think in the quest for transparency and monitoring this over 
time, you will also need to develop some better measures of uncom-
pensated care and medical debt and check those frequently. 

To the extent that we find that our actuarially equivalent plans 
that are meeting our standards are still leaving people in medical 
debt, and check them by conditions, then you need to go back and 
tweak it. But I think we buy health insurance in case we get sick. 
So the standard that you set needs to take care of people when 
they have cancer and diabetes and heart attacks and when they get 
pregnant, and it can’t leave them with thousands of dollars of med-
ical bills every year that they have to keep paying in addition to 
what we are asking them to pay for their premiums. 

Senator BINGAMAN. Senator Harkin. 
Senator HARKIN. Thank you, Mr. Chairman. 
I have been trying to get my head around how insurance is uti-

lized more effectively in the field that everyone has mentioned here 
earlier, and that is in prevention and wellness. How do we get in-
surance involved in that? 

Just a couple of observations, 75 percent of all Medicare spend-
ing is on chronic illnesses, most of which are preventable. So the 
old saw, you cut where the fat is the thickest. 

I saw a picture, a PowerPoint that Dr. Dean Ornish put up one 
time, and the first picture was of a sink that was overflowing with 
water, and you had people on the floor mopping it up. His point 
was that for most of our healthcare today, we are mopping up the 
floor, but no one is shutting off the sink. 

It seems to me that is what insurance is. The insurance is paying 
for mopping up the floor, but not paying much to think about shut-
ting off the sink. So, I have been trying to figure out how do we 
make it so? 

Mr. Williams, your company, you have to pay your shareholders. 
Your obligation is to your shareholders. You have to make a profit. 
All insurance—well, except maybe mutuals. But that is a different 
situation. 

We all know about prevention and wellness. Everyone has men-
tioned it. We have to focus more on that. What is the role of insur-
ance in insuring people for engaging in healthful lifestyles, for 
businesses to be involved? 
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I can figure out the taxing system. I mean, I can figure tax incen-
tives for businesses and individuals that can motivate, provide fi-
nancial incentives and things like that. That is not a heavy lift. 

Please explain for me how we get the insurance companies in-
volved in this. 

Mr. WILLIAMS. Sure. I would first start off by describing our busi-
ness model today versus a number of years ago. A number of years 
ago, we were a financing mechanism. We paid the claims, and we 
provided customer service. 

Over the past 10 years, we have transformed and added a whole 
set of prevention and wellness and clinical support in health 
informatics functions and capabilities, and I will be more specific. 
Twenty percent of the people who work at Aetna are nurses, doc-
tors, pharmacists, behavioral health specialists, and 20 percent 
more are IT professionals. 

Senator HARKIN. IT. 
Mr. WILLIAMS. IT. What the IT professionals do is help us iden-

tify from the claims data, the pharmacy data, the lab values, the 
health risk assessments, patients or members who are on the path 
to becoming a diabetic or on the path to becoming a hypertensive. 

Now our job is not to treat them. Our job is to identify them and 
offer them on a voluntary basis education, information, counseling 
support so that when they go see the doctor, they are in a position 
to really fully engage in understanding their health status. Because 
if you are a diabetic and you take better care of yourself, there are 
fewer claims. 

Senator HARKIN. Pre-diabetic? 
Mr. WILLIAMS. Pre-diabetic. Well, even if you are in an early 

stage of being a diabetic. What happens is most of these conditions 
are progressive. You start out ‘‘pre.’’ You enter the early. You go 
through the mid-stage, and then you go through the late stage. 

What we spend our time doing is first identifying people who 
have the condition, understanding the stage they are at, and trying 
to make certain they are educated and understand what they need 
to do to slow down the progression through that process. 

Senator HARKIN. Let me ask one question. Medicare right now, 
Medicare will pay for nutrition counseling if you are diabetic. 

Mr. WILLIAMS. Right. 
Senator HARKIN. But they will not pay for nutrition counseling 

if you are pre-diabetic. Well, that doesn’t make sense. 
Mr. WILLIAMS. Well—— 
Senator HARKIN. Now let me ask you, does your insurance com-

pany, do you have policies that say to your policyholder that if you 
go in and get tested and you meet certain indices for being pre-dia-
betic, we will pay for you, we will cover you to go get nutrition 
counseling? 

Mr. WILLIAMS. Yes, we do have. Yes, the short answer is yes. 
Senator HARKIN. You have policies that do that? Covers every-

body? 
Mr. WILLIAMS. That is correct. Yes. 
Senator HARKIN. Or is it a special thing that you have to get in 

a policy? 
Mr. WILLIAMS. Well, what would happen is the policy choice is 

always the employer’s choice. But I would say the vast majority— 
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and let me answer more broadly. There is a set of recommended 
prevention guidelines recommended by the U.S. Preventive Serv-
ices Task Force. 

Senator HARKIN. I am very familiar with it. 
Mr. WILLIAMS. We cover it, period. If it is recommended as a pre-

ventive service, we cover it. 
Then there are a set of things that relate to chronic conditions, 

and we have the flexibility to identify what we believe is a good 
investment to slow down the rate of increase. So we would pay for 
nutritional counseling. We pay for a whole host of things that 
would be appropriate services to slow down the rate of progression 
through a chronic condition. At our heart, our business is today 
managing that. 

Senator HARKIN. That would be a minimum benefit in every one 
of your policies then? 

Mr. WILLIAMS. Yes. 
Senator HARKIN. And you have a smoking cessation, anything 

that is on the U.S. Preventive Health Task Force, the A or B? 
Mr. WILLIAMS. Yes, we would typically cover. I mean, there 

would be rare exceptions. But I mean, just to be clear, I would eas-
ily—just sitting here today, I would say 85, 90 percent would easily 
cover everything. 

Senator HARKIN. Right now, only 7 percent of employers offer 
wellness and prevention programs to their employees. Seven per-
cent offer some form of wellness and prevention programs to their 
employees. So we have a long way to go to get in business. 

Now again, we can figure that one out. With tax incentives and 
things like that, that is not a heavy lift. We can figure that one 
out. I still wonder about getting up front on the prevention side be-
cause a lot of what you are dealing with in insurance is the result 
of something that happens before insurance ever kicks in. 

For example, Mr. Williams and Ms. Ignagni, I mean, rep-
resenting the two insurance industries here, you should be in the 
forefront of the fight to get sugary sodas out of our schools and 
junk food out of our schools and getting kids exercise in schools, 
you know? You have to be in the forefront of that because kids 
learn their bad habits there. 

What do we say to our kids when they go to school and they see 
soda machines and vending machines with all the junk food? What 
message are we sending to them? That is OK, fine. You go ahead 
and do that. 

Again, this is not in your insurance realm, but it would seem to 
me as an insurance company, you ought to be in that battle, in that 
fight to have better—and also advertising to kids. Right now, a kid, 
a child—I am a little off here now—between 7 and 12, somewhere 
in that neighborhood, 5 to 12, sees an average of I think it is pretty 
close to 200, maybe in the thousands of ads on TV every year. OK, 
it is in the several thousands of ads they see every year for food. 
Just food ads. 

How many of those ads are for fruits and vegetables and good 
eating and nutrition? None of them. They are all for sugar, starch-
es, sodium, things that just lead to bad habits. 

Well, you know, if we don’t correct that, we are mopping the 
floor, and your insurance companies are paying for mopping the 
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floor. I, as a policyholder, am paying more for mopping the floor, 
and I don’t want to pay anymore for that. 

So, I just urge you to get engaged in that. Now I didn’t mean to 
give a speech on that, but every one of you mentioned prevention 
and wellness as part of this battle. Well, it seems to me we have 
to do both. We have to figure out how the insurance companies 
handle that later on and then how we move up forward and start 
early programs. 

I don’t know how insurance is at all—you have just got to do it 
as a public policy thing? Well, maybe there is a bottom line. Look-
ing ahead, there would be a bottom-line benefit for you if less peo-
ple became obese or less people smoked and less people had chronic 
illnesses. It would be better for your bottom line, too, I guess, now 
that I think about it. 

Let me ask one more question. My time is running out. I want 
to ask about a public plan. I think Senator Brown brought it up. 

Can a public plan co-exist with private insurance plans? That 
seems to be a question I am getting all the time. Can we have a 
health reform that has all these private plans and then have a pub-
lic plan? What do you think? I don’t know. 

Mr. WILLIAMS. My opinion is, no, it cannot. 
Senator HARKIN. It cannot. 
Mr. WILLIAMS. The public plan, Medicare does not negotiate. I 

have not yet met a physician who has negotiated with Medicare or 
a hospital that has negotiated with Medicare. It sets a market rate, 
and that is the rate. 

It is extremely difficult for any one entity to be both the referee 
and a player in the game. I think that there are many opportuni-
ties to improve the market by having the Federal Government play 
a role in the context of regulator and referee, which we have talked 
about extensively today. 

I think that the problem we are trying to solve, which is making 
certain that everyone has access to healthcare services, can be ad-
dressed through the guaranteed issue, no pre-existing exclusions, 
and some of the other reforms that we are describing. I also believe 
that when we look at why private insurance costs so much, we 
must confront the data I have seen that suggest private employers 
are paying $90 billion more than they would otherwise pay because 
of the cost shift from Medicare to the private sector. 

To the extent that we create a public plan that exacerbates the 
cost shift, we are on the slippery slope, and I would say it probably 
would have been greased to accelerate our momentum toward a 
single payer system. 

I believe that the innovation that the private sector represents 
is extremely important. I think we have 177 million people in that 
sector that is working well, and I think if we can address the limi-
tations we have to make certain that everyone has access to 
healthcare without pre-existing conditions and that we are not 
looking at health status as a means of rating, that we can solve the 
problem in a way that would address the underlying issues. 

Senator HARKIN. Ms. Trautwein, do you have—I am just going 
to go down the line. Do you have any views on that? 

Ms. TRAUTWEIN. Yes, I would just add to that, and I also don’t 
think that it is possible for a public and private sector to compete 
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on a level playing field. I don’t see any way that is possible, given 
the nonrate negotiation that Ron was talking about. 

I think when you don’t have a level playing field, what happens 
is one entity or the other is selected against. So I suppose the pub-
lic program could be set up so that it gets all the bad selection, but 
more likely what is going to happen is, as Ron said, the private 
programs will be selected against even more than they are today, 
and the cost shifting would be exacerbated even more than it al-
ready is. I just think that is a recipe for disaster. 

Senator HARKIN. Ms. Pollitz. 
Ms. POLLITZ. Private health insurance and public plans co-exist 

today. Almost half of our healthcare spending is covered by public 
programs today. 

When you talk about the cost shift, we have had to develop pub-
lic programs because private insurance won’t take care of people 
who are vulnerable. That is why we created the Medicare program 
because private insurance wasn’t taking care of people who are el-
derly or disabled or when their kidneys failed or when they got 
ALS. So we had to create a public program for that. 

Two-thirds of the States have high-risk pools. 
Senator HARKIN. Say that again. 
Ms. POLLITZ. Two-thirds of the States have high-risk pools, pub-

lic plans when private insurance won’t take care of people, won’t 
cover them because they are uninsurable. We have come up with 
this concept of uninsurable. So we had to create public plans to 
take care of that. 

Our latest eligibility category for the Medicaid program was 
underinsured women who have breast and cervical cancer. That is 
now a reason that you can get into the Medicaid program to get 
treatments because the private sector isn’t providing good coverage 
that takes care of what people need. 

Of course, they can co-exist. They do co-exist. The cost shift over-
whelmingly goes in the direction of the public plans. They do get— 
they get all of the expensive vulnerable cases that private insur-
ance won’t take care of. Now granted, as Len said, we need to 
change the business model and change the way markets compete 
so that we can try to get private insurers to begin, for the first 
time, to compete to take care of people when they are sick and not 
just to avoid them. 

But I think, given that the track record on that is pretty sparse, 
it is very helpful to have a public plan that you create for that very 
purpose. It cues the market. It says this is the kind of behavior we 
want, and you can charter that plan so that it doesn’t just compete. 
It certainly won’t compete to maximize profits. 

But you can charter that plan to be an innovator, not to crowd 
out other private sector innovations, but to be where public plans 
brought us DRGs and RBRVS and a lot of innovations that we 
have in payment that have been widely adopted by private carriers. 

A public plan can do that and can be tasked in its charter with 
sharing what it learns and what it gains from that investment and 
not just trying to keep all those secrets for itself. I think it is abso-
lutely essential. 

Senator HARKIN. Very good. 
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Ms. IGNAGNI. We started our work from the proposition that the 
status quo was not acceptable. Everything we have proposed today 
and all the work we have done over the last 2 years is designed 
to change the market as it exists today. So we hope that you don’t 
make judgments about what is the case today and what is to be 
the case tomorrow based on what are the rules today. 

If we get everyone in, we can change the system dramatically to 
guarantee issue, to deal with the health status rating, to make the 
system more transparent and consistent across 50 States, and to 
create the kind of system that we believe the American people 
want. To have a system, we do have significant amount of cost 
shifting. 

We have provided some data based on California, which is the 
best data system in the country, that shows you real cost shifting 
as Government continues to underpay both in Medicaid as well as 
Medicare. So this is a very significant issue in terms of ever estab-
lishing a level playing field. 

Second, all of the work that is being done in disease manage-
ment, care coordination, medical homes that are working right 
now, pay-for-performance, upside, downsides, and real measure-
ment to actually do it in the way that all of you have suggested, 
all of that is being done and pioneered in the private sector. 

We have data that is beginning to come in, and it is very impres-
sive. It is going to be shared. It will be researched. It will be third 
party verified. So we have a lot to report about what is happening. 

Clearly, the market today doesn’t work because we don’t have ev-
eryone in. Everything that is now in existence in terms of the regu-
latory structure works through that prism. When you change that 
and you create subsidies, there are a package of things you can do 
that will change everything. 

What we have done is proposed an aggressive system of Govern-
ment regulation that would supervise private sector competition 
and the competition that I think the people want. 

Mr. NICHOLS. Senator, you asked a great question, and I would 
say in some ways, it is sort of the question of the week or month 
at least. I would say there really are two ways to start answering 
it. 

The first is, to build on what Karen just said, the market is bro-
ken now. It is not working, and the consequence of that is that a 
lot of people have lost their trust. They have lost their trust in our 
ability to change the rules in such a way that all insurers will be-
have the way most of us think they would if you change the rules. 

That lack of trust is real and that need for, if you will, reassur-
ance of some other kind of plan being available is a real, profound, 
I would say, demand out there. 

The second thing that we need to keep in mind is that if we just 
decide to put everybody into Medicare, except for the private plans 
that would survive for maybe 3 years—I will give Ron that—we are 
going to end up with a system that is basically going to be run 
from Washington and Baltimore. I don’t think many of us are in 
favor of that either. 

So what I would propose is you think about a public plan model 
more like what State employees do. Maybe we should ask Senator 
Hagan how it worked down there in North Carolina? But in gen-
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eral, States, 34 of them today, decided to have a self-funded plan 
for which the State bears the insurance risk. That is to say the 
State has appointed the leaders of the plan. They don’t profit in 
any way from the hint of denying care. They can’t. 

Senator HARKIN. Thirty-four? 
Mr. NICHOLS. Thirty-four. Yes, sir. We can give you names and 

so forth. What they do with that plan, sir, is they let it compete 
with the private insurance industry, and in most cases where they 
have been doing this, they have been doing it more than 15 years. 
I am not making this up. This has been going on for a long time. 

So what is the deal? The deal is they wanted a plan where they 
had basically—it is typically a PPO type arrangement—larger pro-
viders. They typically hire a private insurer to process claims and 
negotiate with contracts with the providers. So they got a big net-
work. They compete head-to-head on a fairly level playing field. 

Now it turns out we wrote a paper just last week, and we would 
be glad to send it to you and talk with you about it, that would 
outline kind of how you could do this. We would suggest even 
stronger firewalls between the people who run the new market-
place and the people who run the plan. 

But the point is these States have been doing it without the kind 
of firewalls we would recommend you consider, and still it func-
tions effectively and has led to, in many cases, better performance 
in that part of the insurance market than any other part of a lot 
of States. So I do think there is a model between Medicare and 
nothing that could get us where we need to be. 

Senator HARKIN. I would like to see that paper. 
Ms. BAICKER. Very briefly, I agree that in theory there could be 

great gains to having a public plan, and I worry that in practice 
one ends up doing more harm than good. So it very much depends 
on the implementation details. 

With your indulgence, just one sentence or two on your last ques-
tion about why we don’t see more investment in prevention and 
wellness by insurers. I think there is an upstream problem and a 
downstream problem that as people age onto Medicare, the prob-
lems that they develop in middle age they bring with them to an-
other insurer. So private insurers may not have the incentives to 
invest in wellness when the cost—or benefits accrue much further 
down the line. 

Similarly, a lot of the problems that private insurers inherit hap-
pened at a time way before they had any control over what was 
going on, and that is a key case for public policy intervention that 
when we are talking about health reform, not just health insurance 
reform, but health reform to get all Americans access to better 
health through a lifetime, that has to be investment in wellness, 
in the availability of healthy foods. 

If you go to poor neighborhoods, there aren’t supermarkets in a 
lot of places, and that is a matter of public policy. There aren’t 
green spaces to exercise in. That is a matter of public policy. So I 
think we have to look at health reform as a much broader endeav-
or, and that may be much more cost effective than anything we can 
do within the healthcare or health insurance system. 

Thanks. 
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Ms. PRAEGER. Thank you, and I just have to comment on the su-
permarket. If you go to a supermarket in an affluent neighborhood, 
the fresh produce is like you are in an art museum. It looks gor-
geous. It is beautiful. It is perfect. If you go into low-income neigh-
borhoods, if they have fresh produce at all, it doesn’t look very 
good, and it is kind of expensive. So it is no wonder the diet issue 
is a problem. 

The public plan, and I have read Dr. Nichols’s report. It is a good 
read and a fast read, and I think he makes some very good points. 

Senator HARKIN. You mean we could probably understand it? 
[Laughter.] 
Ms. PRAEGER. Well, I could, so, yes. 
The public plan, if it is competing on a level playing field with 

the private marketplace, I think there can be some benefits to it. 
But I think, first, you need to make sure that that public plan is 
charging a premium that is sufficient to pay the claims, and that 
is critically important for the long-term viability and for the com-
petitiveness of it. 

The public plan should comply with all of the State regulations 
that are in force in that State where that public plan is offered, 
and Kansas is a State that has a State-run, State public plan for 
its State employees, and it does work side by side with the private 
market plans. 

Then the payment system should be based on a negotiation and 
not just dictated that this is what providers will be paid. So if you 
have equal rules and are treating the public plan the same as the 
private plan, it can help drive market changes because of the abil-
ity to perhaps bring some standards across the States, and I think 
eventually there are areas where standards set at the Federal level 
are pretty important. 

Some of the things that we have done through State regulation 
that we are advocating should happen in all States are things that 
would address some of the administrative costs that Senator Hagan 
referred to a few minutes ago. Utilization review ought to be stand-
ardized, and we have worked with our health insurance plans to 
get model legislation drafted so that utilization review is handled 
in the same way so that companies don’t have to comply with dif-
ferent rules in different States. 

External review, the same. Rate and form filing. We have a sys-
tem for electronic rate and form filing through our national associa-
tion, and that needs to be extended to health insurance as well. So 
uniform standard. So there are a lot of things that the States are 
working on that could benefit and inform and perhaps lead to 
greater uniformity by those things being adopted at the Federal 
level. 

Senator BINGAMAN. Senator Casey is the only one who hasn’t 
had a chance to ask some questions. Go ahead. 

Senator CASEY. Thank you, Senator Bingaman. 
I appreciate and it was interesting to listen to that line of ques-

tioning that Senator Harkin was propounding to the witnesses. I 
appreciate that. Whenever Senator Harkin is speaking, we listen 
and we learn. He has a lot of wisdom. 

And I have you for the next 2—no, I am only kidding. I was 
going to say 2 hours. 
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[Laughter.] 
We have some time here. I wanted to pick up on—I am serious 

about one of the lines of questioning that Senator Harkin focused 
on. I will deal with two things. One is the question of what we are 
going to do going forward on the individual market and small 
group markets. But before I get to that, I wanted to get back to 
prevention because he asked some important questions. 

Dr. Baicker, I wanted to start with you. So many Americans 
today understand what we are talking about here when we talk 
about prevention and wellness. They get it. We may not practice 
it enough. The statistic about 7 percent of employers having it in 
place, even if that were tripled, it wouldn’t be enough. 

I think people understand it, but they also understand that we 
are not there yet. Tell me two things, if you can—and I will ask 
anyone else to chime in—what are the strategies on prevention and 
wellness that we know work, that it is irrefutable that the strategy 
works? 

And second, tell me the mechanics of getting there. It is great to 
have something that works. We can point to programs that work. 
We can point to strategies that work and a whole series of whether 
it is healthcare or other parts of our economy, but we have to put 
in place a strategy that we know will work. We also have to have 
the mechanics to make sure it gets implemented so that it actually 
will work and not just theoretically work. 

But tell us about that. Tell us what we know that—and not that 
it is a Democratic idea or a Republican idea, tell me what we know 
about the consensus of what works strategically for prevention and 
wellness. 

Ms. BAICKER. That is a great question, and I wish I could give 
you a complete answer. But I am not sure we have a complete an-
swer. I will give you my best answer. 

Senator CASEY. In other words, let me just interrupt for one sec-
ond. If you had a magic wand and you had total control over what 
the U.S. Senate does on healthcare, what are the three things you 
would do on prevention and wellness? What would you put in the 
statute? 

Ms. BAICKER. You are going to want to take the wand back. 
[Laughter.] 
Senator CASEY. Give it a try. This is not a real formal hearing. 

Give it a try. 
Ms. BAICKER. I know there is no wand. I would like to unbundle 

the idea of prevention or wellness as a monolithic thing because I 
think there are many different things with different implications 
for cost and effectiveness that frequently get bundled up together, 
and I think that damages the debate. 

Senator CASEY. OK. 
Ms. BAICKER. We talk a lot about should preventive care be cov-

erage and preventive care have no co-payment. Shouldn’t we invest 
more in preventive care? By and large, preventive care does not 
save money. There are lots of chunks of preventive care that are 
cost effective, meaning you spend some money and you get a lot of 
health for it. 

The best, most cost-effective items in what we generally call pre-
ventive care do save a little bit of money. Flu shots for toddlers. 
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There are some interventions that when you spend money on them, 
you actually reduce healthcare spending over the short run, but 
there are very few. 

Senator CASEY. Let me stop you there for a second. Tell me about 
the ones that—preventive strategies that are helpful to the indi-
vidual but don’t save money. 

Ms. BAICKER. There is a great article on this in the New England 
Journal of Medicine—— 

Senator CASEY. It is still the idea of the—— 
Ms. BAICKER [continuing]. That I would love to send your way, 

not authored by me. That there are a chunk of tests that yield life 
savings at a reasonable cost. So the metric that I am using is how 
much does it cost to save a life year? For the most cost-effective 
things, flu shots, you actually save money and save a life year. 

Then there is a chunk of things that cost money, but buy you life 
years at a very reasonable rate, at a rate that we think, boy, that 
is worth the money spent on it instead of spending it on other 
things besides healthcare. So things like screening people who are 
at risk of hypertension or who are at risk of diabetes or other com-
plications. 

Now that same screening procedure that is done on a person who 
has risk factors, if, instead, you do that on a much older person or 
a person without those risk factors, it becomes cost ineffective. So 
the very same procedure is cost effective for some people and not 
cost effective for others based on the underlying risk, based on the 
individual circumstances. 

Some of the innovation that Mr. Williams was talking about at 
Aetna is how do you tailor your insurance design to promote the 
kind of consumption that is high value while not promoting the 
kind of consumption that is low value? That is tricky when the 
same procedure sometimes falls into one category, or sometimes 
falls into the other. 

Now there are some procedures that are almost never cost sav-
ing, or never cost effective, that are still preventive, but they are 
tests that really yield very low returns in terms of health. Those 
you probably don’t even want to think of as preventive care. 

How do you get there for preventive care? Then I will do a quick 
recap on wellness. On preventive care, value-based insurance de-
sign is one promising angle, where you pay people to get the care 
that is of high value and you charge much higher co-payments for 
the care that is of lower value. Lots of things are going to fall dif-
ferentially along that spectrum based on the individual patient’s 
risk characteristics. 

That makes for a very tricky contract, and the logistics of how 
you write that down in a way that promotes stretching our 
healthcare dollars as far as possible while not being discriminatory 
or unenforceable or tricking people into thinking that they are get-
ting protections when they aren’t, that is an important regulatory 
question. 

On the wellness side of things, I think the reason we are seeing 
a rising roll of employers in that market where you would natu-
rally think why aren’t the insurers doing this is that employers 
often have a longer-run relationship with their employees than in-
surers have with their covered lives. 

VerDate Nov 24 2008 13:20 May 17, 2011 Jkt 035165 PO 00000 Frm 00088 Fmt 6633 Sfmt 6601 S:\DOCS\48406.TXT DENISE



85 

If you are going to be at an employer for a decade, your health 
and productivity matters more to that employer than it does to the 
insurer when you might only be in their plan for a few years. Em-
ployers also accrue some of the benefits of having you be more pro-
ductive in terms of being a more productive worker. 

So we would like to think that individuals should just do this on 
their own for their own health, but there are all sorts of barriers 
to individuals being able to successfully implement a lifelong 
wellness program, where an employer might be able to step in with 
an environment that promotes it 8 hours a day instead of the few 
interactions that you have with your insurer or even with your 
physician. 

So what works on the wellness front, evidence is still coming in 
on that. But I think there is strong evidence that it matters a lot 
that there be day-in, day-out enforcement of health behaviors, re- 
inforcement of good health behaviors, and the workplace is one 
place for that. Communities are another place. You want integra-
tion of community efforts and employer efforts. Again, that is a 
matter of public policy, not one that I think insurers can imple-
ment on their own. 

Senator CASEY. Let me stop you there for a second and put you 
on the spot with regard to employers. Give us a large employer ex-
ample of the strategy just on wellness that is working. 

Ms. BAICKER. I am hesitant to name a particular employer, but 
Len said Safeway. 

[Laughter.] 
But there are—— 
Senator CASEY. What do you say? 
Mr. NICHOLS. Pitney-Bowes. 
Ms. BAICKER. That is another good example. 
Senator CASEY. Tell me what they did. In other words, around 

here, there aren’t always a lot of original ideas in Washington. We 
borrow all the time, and there is nothing wrong with being a copy-
cat if it is a good idea. 

Tell me—if you don’t want to specify a company—what the ele-
ments are that are in place for those big companies that we should 
put in the bill. 

Ms. BAICKER. Those are two different questions, and I think it 
is a key distinction. The things that seem to work are highly inte-
grated efforts where it is not just a class once a week or once a 
month. It is not a bonus at the end of the quarter if you have 
reached a goal. 

It is every day at lunch there is a class. Every morning there is 
stretching exercises. You have time off from work to participate in 
those activities. The employer provides—— 

Senator CASEY. There are lots of opportunities. 
Ms. BAICKER. So it is an environment. It is not just a limited pro-

gram. Now those are the things that work. 
Senator CASEY. A culture, right? 
Ms. BAICKER. I hesitate to say that you can legislate a culture 

that way. I don’t know how you would write down a bill that pro-
moted that kind of culture without—— 

Senator CASEY. Right. OK. 
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Ms. BAICKER [continuing]. Being so prescriptive that you shut 
down the innovation that you are trying to foster. 

Senator CASEY. Good point. OK. 
Ms. POLLITZ. Senator. 
Senator CASEY. Yes? And we have others. 
Ms. POLLITZ. I would just add I think an investment in public 

health is so important. That tens of billions of dollars that you just 
invested in IT, you should at least match that for new investment 
in public health. 

Prevention may not score savings, but public health does save, 
and we underinvest in public health more than just about any 
other developed nation. The root cause of so much of our healthcare 
spending is in junk food, as Senator Harkin said, gun violence, 
speed limits, people who don’t wear helmets, lack of family plan-
ning, food safety problems. I mean, I am not buying peanut butter 
still. 

So we need to invest in public health in a big way. And with Sen-
ator Harkin here—I think you are still on Appropriations, right? So 
you can authorize the spending here and send him next door to 
make the money available in the budget. But we do underinvest. 

I know you are a champion, Senator, of our Public Health Service 
agencies, and I know they always eat last at the trough after ev-
erybody else comes in. But we need to stop that, and that is such 
a cost-effective investment, and it will just embrace all of these 
other things that we are talking about. I just think that has to be 
a priority in this legislation. 

Senator CASEY. I want to go to the other question, but anyone 
else have anything on—— 

Mr. WILLIAMS. Yes, just quickly on—— 
Senator CASEY. Mr. Williams, you have been dealing with this at 

the insurance company level. 
Mr. WILLIAMS. We deal with it quite extensively, and I think that 

the large employers we work with, which I described earlier is two- 
thirds of our almost 19 million medical members, are very focused 
on this fundamentally as a productivity issue in the context of their 
employees. Smoking cessation is absolutely critical. 

I think the other area that we haven’t talked about, which I 
think was addressed through the mental health parity bill, is the 
undertreatment of depression and being certain that the whole 
issue of depression is thought about holistically and that we don’t 
send the person over here for their medical care and over there for 
their behavioral health but is thought about holistically. 

The person who has a heart attack is screened for depression be-
cause they may very well be depressed. They might not take their 
medications. They might not engage in their rehabilitation. And 
therefore, their recovery is prolonged. So I think that is a huge 
area. 

Ms. IGNAGNI. Senator, just a footnote on that. Fifteen years ago, 
there was a lot of discussion about managing care that went out 
of favor, but the concept—we threw the baby out with the 
bathwater. Clearly, over the last 15 years, our plans have been re- 
inventing the tools, and now care management is about doctor-to- 
doctor, using specialty society guidelines, best practice, etcetera. 
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We are about to issue a study on disease management and care 
coordination for Medicare Advantage participants, many in your 
area, and we can show a reduction, significant reductions because 
of disease management in ER usage in days per thousands. 

So, as Mr. Williams said, there are phases of intervention—early, 
middle, and late. But if you get the chronically ill organized into 
care systems that are supported by physicians, organized by physi-
cians, you can see some major implications here that are quite pro-
ductive. 

If you marry that with the kind of public health investment that 
Ms. Pollitz is talking about, I think particularly in the area of obe-
sity, we attack smoking in a very significant area. A number of dec-
ades ago, the surgeon general stood up before the American people 
and said we have to attack this. Similarly for obesity because it 
runs through every chronic illness. 

The area of disparities. There are a number of things that we put 
in our testimony that Congress can do now in addition to what is 
being done in the private sector. Our health plans are monitoring 
disparities. In some cases, we can’t collect data or there are bar-
riers at the State level from doing that. That should be addressed. 

We now can target early individuals who are at risk of certain 
things. So we can go on and on, but there is quite a body of evi-
dence and experience now to really begin to answer your question 
of where do we intervene, how do we do it, and how do we do it 
in the way that is most effective, cost efficient, and provides the 
highest value? 

Senator CASEY. Thank you. 
I know we are running out of time. Senator Harkin may say we 

are out of time. He is in charge now. We have to be cognizant of 
that. 

But just a few more moments. I wanted to—and at the risk of 
being redundant here because I know I missed the first 45 minutes 
or so—with regard to one topic and one example. The topic is the 
individual and small group market for insurance, and the example 
is Massachusetts. What, if anything, have we learned from their 
experience with the exchange concept? 

Well, A, what have we learned? And B, no matter what we have 
learned, can we apply that lesson to what we do in a Federal or 
a national sense? Anybody want to try a take on it? 

Doctor? 
Mr. NICHOLS. Senator, I would certainly start by saying what we 

learned is you can achieve bipartisan agreement on how to reform 
a health system. Let us go back to Governor Romney, who was at 
the time a Republican presidential aspirant, willing to use the 
word ‘‘all.’’ And you had a Democratic legislature maybe among the 
bluest on the planet willing to accept the word ‘‘limit.’’ 

That was an appropriation bill. Not an entitlement. So what you 
had there, I think, is a very good lesson for how you all can move 
forward. 

Senator CASEY. Good point. 
Mr. NICHOLS. Second, I would say what they have done tech-

nically is they were, believe it or not, even though it was Massa-
chusetts, they were humble. They didn’t try to do it all in 60 days. 
They tried to do it all over a couple of years. They phased it in, 
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and they were very intentional about signaling where they were 
going. 

We are going to essentially eventually meld the individual and 
small group markets. We are going to build on what we have now. 
We are not going to blow up the employer system. We are not going 
to do away with Medicaid. In fact, we are going to strengthen both. 

But we are going to move into a world where we absolutely out-
law discrimination based on health, and we encourage people to 
buy and we are going to give them incentives to buy. We are going 
to give them subsidies to buy. But we are going to require them 
to fulfill their part of the bargain, which is to make sure they 
achieve the level of coverage so that they can get the care they 
need so there are no more free riders. 

They exempted people they thought couldn’t afford it. So they 
were mindful of the affordability. That is a very small number in 
Massachusetts, but it is nevertheless a very important principle. 

Then I would say the final thing they did was they made it clear 
that we are going to have a penalty on not buying coverage, but 
we are going to phase it in. So we are going to take Janet’s point, 
you can’t move there in a very fast way. You have to be cognizant 
of human nature. At the same time, made it very clear where they 
are going, and I think it is a very interesting model. 

Senator CASEY. So you think it is readily applicable to what we 
are trying to do here? 

Mr. NICHOLS. I think all of those things are readily applicable. 
The details will certainly have to be different. Massachusetts is not 
Utah, or Pennsylvania, or Iowa, so you are going to have a little 
bit of different things on the ground in those places. 

But at a minimum, that structure is a very good structure to go 
with, yes. 

Senator CASEY. Thank you. 
Anybody else? 
Ms. PRAEGER. Senator, I think the healthcare costs will need to 

be addressed because I do think it is becoming increasingly more 
expensive. So I think any reform again has to address the under-
lying increasing costs of just the healthcare delivery system. 

I want to re-emphasize also the point about public health. I think 
public health is a critical component. We all have the opportunity 
in our States to advocate for clean water, clean air, healthy schools, 
and healthy environments for our schools. We need to partner with 
the schools to get junk food out of school cafeterias and out of the 
vending machines. 

There are just a lot of things that we can do from a public health 
standpoint that I think will serve us well for the next several gen-
erations. 

Senator CASEY. I know we have to wrap up. Anyone else who 
didn’t have a chance here? Yes? 

Ms. IGNAGNI. Senator, I think that I agree with my colleagues, 
the observations they have made. This point about proceeding to 
line up cost containment and universal access together. 

I don’t think they did enough in Massachusetts early on, and I 
think that most people there would agree with that now, and they 
are trying to catch up and figure out what to do. So that is point 
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No. 1. This is the hardest thing to do, to actually achieve consensus 
on cost containment. 

The second thing is to the extent that you have the kinds of 
rules, aggressive rules and robust rules that everyone on the panel 
is talking about, to what extent do you need purchasing through 
a connector, or is that connector there to supervise, provide infor-
mation about plan selection, track subsidies, et cetera, et cetera? 

I think there will be a lot of important discussion around that 
principle. 

Senator CASEY. Well, unless anyone else—Ms. Pollitz. 
Ms. POLLITZ. I would just add I am not sure if I am disagreeing 

with Karen or I misheard her, but I agree that you need to address 
getting everybody coverage and addressing rising costs. But I 
wouldn’t, I absolutely wouldn’t urge that you wait to cover every-
body until you have figured out how to cover the costs. 

I think we have been doing that for decades, and we need to 
cover everybody now because people are in need, and we do need 
to figure out how to control costs. I think, as Sandy Praeger said 
earlier, that will be easier to do once we have everybody invested 
in the system. 

Senator CASEY. Well, thanks, everyone. 
I don’t have the gavel near me, but I am going to bang the gavel. 

Hearing adjourned. 
[Additional material follows.] 
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ADDITIONAL MATERIAL 

PREPARED STATEMENT OF SENATOR ENZI 

Mr. Chairman, I want to take a few minutes to express my very 
sincere gratitude to Senator Bingaman and his staff. They have 
worked very closely with my office to plan today’s roundtable as 
well as set an agenda for two additional roundtables in the near 
future. Senators Kennedy and Baucus have laid out very aggres-
sive schedules for moving forward on health care reform legislation 
and Senator Bingaman’s job of working on the coverage piece is so 
vital to the larger health reform debate. 

I also appreciate how much Senator Bingaman’s staff worked 
with my staff to come up with the list of witnesses before us today. 
I think we have a stellar panel and I am really looking forward to 
hearing from our experts and getting into the details of insurance 
market reforms. I have said many times how helpful it is to hear 
from people that have actually enacted policies in the real world 
who can tell us what they did right, what they did wrong, and how 
they would improve things moving forward. I hope the members of 
this committee can learn from our witnesses and use that knowl-
edge to better inform their decisions on health care reform legisla-
tion. 

I travel back to Wyoming almost every weekend and lately I 
have been really worried by what I am hearing. Most people think 
that once Congress moves forward on health care reform, their 
health care will be free. This worries me; nothing is free. The hu-
morist and writer P.J. O’Rourke once noted, ‘‘If you think health 
care is expensive now, wait until you see what it costs when it’s 
free.’’ 

Even more disturbing than misunderstandings outside of Wash-
ington about free health care are the reports of the hospitals, phy-
sicians, drug manufacturers, health plans, and others who don’t 
think that Congress should pay for health care reform. They see a 
price tag of over a trillion dollars and say, charge it. This thought-
less disregard for the long-term economic health of our Nation, and 
for the future of our children and grandchildren, is reckless and ir-
responsible. 

These health care stakeholders all seem determined to ignore the 
fundamental problem that plagues the U.S. health care system. 
The truly difficult challenge that Congress must address is how to 
get control of America’s exploding health care costs. Simply throw-
ing more money at the problem is not a solution. 

The fact is health care isn’t free and there will be tradeoffs with 
any policy we devise. Insurance reforms all result in tradeoffs. Rat-
ing rules are a perfect example. We must be cautious when consid-
ering reforms that may result in unaffordable prices for our young 
and healthy—we need those folks to participate because they help 
keep costs down. However, ensuring access to quality insurance for 
those struggling with health conditions is, I hope, a priority for all 
of us. Our job here is to find the sweet spot that accomplishes our 
goals but doesn’t create a disruption in our insurance marketplace. 

I have a few ideas about ways we can reduce costs—some of 
them pertain to getting better value out of every dollar we spend 
on health care by reforming the health care delivery system. Other 
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ideas include making the health insurance market function more 
efficiently by encouraging insurance companies to compete and 
offer the best plans at the most affordable prices. I look forward to 
hearing suggestions from our witnesses about ways to reform the 
health insurance market. 

While it is critical that we get the policy of insurance market re-
form right, I would be remiss if I didn’t at least mention the perils 
of process. Without the right process, we can’t move forward on the 
best health care reforms for the American people. The first real 
test of whether the new Administration and Senate leaders are se-
rious about developing bipartisan solutions will be how the upcom-
ing budget addresses healthcare. Reconciliation cuts off most ave-
nues for real debate in the Senate and is intended primarily as a 
tool to reduce the deficit. If those in the Majority attempt to use 
the budget reconciliation process to jam health care reform through 
the Senate, they will be sending a clear signal that they are not 
interested in a truly bipartisan effort. I urge President Obama to 
stand by his promise to work on health care in a bipartisan way 
by pledging that he will not support passing reform through rec-
onciliation. 

With that, I will look to our witnesses to make recommendations 
for how we should shape the policies of health care reform. Mr. 
Chairman, thank you again for holding this roundtable today. 

AMERICA’S HEALTH INSURANCE PLANS (AHIP), 
WASHINGTON, DC 20004, 

March 27, 2009. 
Hon. JEFF BINGAMAN, 
Hon. ORRIN HATCH, 
Senate Committee on the Budget, 
U.S. Senate, 
Washington, DC 20510. 
Re: Response to Senator Hatch’s question submitted for the record regarding the 

implementation of an enforceable individual mandate. 
DEAR SENATORS BINGAMAN AND HATCH: On behalf of America’s Health Insurance 

Plans (AHIP), I appreciated the opportunity to testify and participate in the round-
table discussion hosted by the Senate Committee on Health, Education, Labor and 
Pensions on March 24, 2009. AHIP is the national association representing approxi-
mately 1,300 health insurance plans that provide coverage to more than 200 million 
Americans. Our members offer a broad range of health insurance products in the 
commercial marketplace and also have demonstrated a strong commitment to par-
ticipation in public programs. 

We are responding to a question Senator Hatch submitted for the record regard-
ing how the panelists would construct an individual mandate to purchase health in-
surance coverage. AHIP’s Board of Directors is continuing to examine this issue as 
a part of our effort to bring tangible strategies to the discussion that will address 
specific problems in the health insurance market. In response to Senator Hatch’s 
question, we offer one potential method to construct an enforceable mandate for in-
dividuals to obtain and maintain coverage. 

We believe that an enforceable individual mandate is an essential reform to bring 
everyone into the system. An individual mandate combined with other market re-
forms, including guarantee-issue of coverage and removing health status as an al-
lowable rating factor in the individual market, are important building blocks in con-
structing a 21st century health care system. Achieving universal participation with 
an individual mandate will require specific attention to the mechanisms for making 
the mandate enforceable and will require coordinated action at multiple levels of 
government. 

First, an effective individual mandate must be supported with premium assist-
ance for lower-income individuals and working families. Refundable, advanceable 
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tax credits should be available on a sliding scale basis for those earning less than 
400 percent of the Federal Poverty Level (FPL). 

Second, individuals need access to affordable, quality health insurance. To this 
end, AHIP supports the ability for health insurance plans to establish ‘‘essential 
benefits plans’’ that are available nationwide, provide coverage for prevention and 
wellness as well as acute and chronic care, and are not subject to varying and con-
flicting State benefit mandates. The coverage under an essential benefit plan must 
be at least actuarially equivalent to the minimum Federal standards for a high-de-
ductible health plan sold in connection with a health savings account, along with 
the opportunity to include enhancements such as wellness programs, preventive 
care, and disease management. 

Third, the verification and enforcement of an individual mandate may be achieved 
through the Federal tax code. The Federal tax return could ask for any applicable 
information, including affordability or financial hardship standards, the availability 
of employer coverage, and eligibility for government subsidies. Individuals would 
then indicate their insurance status over the course of the year. A financial penalty 
should be imposed for all breaks in coverage or an allowance could be made for 
short breaks in coverage. Such penalty could equal 100 percent of the premium for 
the essential benefits plan offered in the individual’s geographic area. The financial 
disincentive must be close enough to the actual cost of coverage in order to deter 
individuals from foregoing health insurance coverage until a significant medical 
need arises. 

Last, individuals should have the opportunity to enroll in health insurance cov-
erage during an initial open enrollment period (after enactment of health care re-
form) without the imposition of a preexisting condition exclusion. Individuals should 
face disincentives if they elect health insurance coverage after this initial open en-
rollment or after a significant break in coverage. 

We appreciate the opportunity to offer suggestions regarding the implementation 
of an enforceable individual mandate. AHIP believes that health care reform will 
only occur when individuals and stakeholders bring concrete solutions to the table, 
and we are doing our part to advance new strategies. 

Sincerely, 
KAREN IGNAGNI, 
President and CEO. 

NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS (NAIC), 
WASHINGTON, DC 20001–1509, 

April 20, 2009. 
Hon. ORRIN HATCH, 
U.S. Senate, 
Washington, DC 20510. 

DEAR SENATOR HATCH: During the HELP Committee Roundtable Hearing on 
health insurance reform on Tuesday, March 24th, you asked each witness to de-
scribe an ‘‘enforceable’’ individual mandate. Since time was not sufficient for a 
verbal response, I am happy to provide my answer via this letter. 

To begin, let me say that as a State regulator I can see great benefit to an effec-
tive individual mandate. If our goal, as a nation, is to make quality health care ac-
cessible and affordable to all Americans, then making comprehensive insurance cov-
erage available to every American is critical. However, if only those in need of med-
ical care purchase insurance, then the insurance market could become 
unsustainable. An individual mandate that ensures the young and healthy partici-
pate in the marketplace will allow the risk to be spread over a broader population 
and stabilize the insurance pool. 

This, of course, brings us to your question, ‘‘What is an enforceable mandate?’’ 
State regulators look at this question from two different perspectives. 

First, an enforceable mandate must have sufficient penalties and oversight to en-
sure compliance. As has been seen with some automobile insurance laws, low pen-
alties and/or lax oversight can lead to low compliance. The penalties must be high 
enough to make purchasing insurance the better option and there must be constant 
oversight to identify those who are noncompliant and ensure that people remain 
compliant. We can look to States’ experience with auto insurance, and to Massachu-
setts with health insurance, to craft an effective enforcement plan. 

Second, an enforceable mandate must provide affordable options so people can 
comply with the mandate. If consumers are required to purchase a ‘‘Cadillac’’ plan 
that they cannot afford, and subsidies are insufficient, then people will be forced 
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into noncompliance. This is probably the trickiest, and certainly the most expensive, 
part of developing an enforceable mandate. Some flexibility at the State level may 
be the best approach. 

As I stated in my testimony, years have been spent talking about broad health 
care reforms that will ensure that all Americans have access to affordable health 
insurance coverage and the peace of mind that goes with it. Action is long overdue 
and State regulators stand ready to assist Federal lawmakers in whatever way we 
can. 

The NAIC encourages Congress to work with States and learn from past reforms. 
Together, we can implement successful initiatives that will truly protect and assist 
all consumers. 

Sincerely, 
SANDY PRAEGER, Chair, 

NAIC Health Insurance & Managed Care Committee, 
Commissioner of Insurance, State of Kansas. 

RESPONSE TO QUESTION OF SENATOR HATCH BY KATHERINE BAICKER, PH.D. 

According to a study published in 2007 by the National Bureau of Economic Re-
search, an employer mandate of $9,000 for family coverage would reduce wages by 
$3 per hour and cause 224,000 workers to lose their jobs. 

Your colleague, Dr. Chandra, himself in the past on employer mandates has stat-
ed that ‘‘The populist view is this will only come out of profits. But, ultimately, the 
money will come out of wages. And, worse, for some people, it can’t come out of 
wages.’’ 

Question. What are your thoughts on imposing an employer mandate during cur-
rent conditions on your labor sector and economy in general? 

Answer. The effectiveness of a mandate depends both on the ability to enforce it 
and on the size of penalty imposed. The ability to enforce requires the existence of 
and access to administrative data on compliance (such as centralized data from in-
surers). The size of the penalty depends on the dollar value of the fine (assuming 
the penalty is a fine and not a jail sentence) and, just as importantly, the frequency 
with which it is imposed. A mandate that is ‘‘enforceable’’ but rarely enforced would 
not likely meet with universal compliance. 

RESPONSE TO QUESTIONS OF SENATOR HATCH BY RONALD A. WILLIAMS 

Question 1. Our goal in health reform is to provide affordable and meaningful 
health insurance for all Americans. Assuming this is our goal, many health policy 
experts have identified significant problems in the American health insurance mar-
kets, particularly in the small group and individual market. As a result, they have 
proposed significant health insurance reforms. What are the most critical challenges 
we face in American health insurance markets (if any) and what are the most crit-
ical reforms needed to address these challenges (if any)? Are there any reforms that 
have been discussed that concern you? 

CRITICAL CHALLENGES FACING HEALTH INSURANCE MARKETS 

Answer 1. There are a number of critical challenges we face in American health 
insurance markets: 

• Lack of universal coverage creates an expensive, inefficient system. Individuals 
often have trouble accessing insurance coverage in the individual market. Insurers 
who offer products in the individual market face adverse selection—wherein only 
those who are sick or anticipate needing expensive medical treatment choose to buy 
insurance. For these people the costs of the medical care they need can greatly ex-
ceed the costs of insurance premiums they would pay. In other words, those who 
join the system late are not purchasing ‘‘health insurance,’’ but rather ‘‘pre-paid 
health care,’’ which is something health insurers cannot provide in an economically 
sustainable way. Therefore, insurers need to employ preexisting condition exclusions 
and medical underwriting to encourage people to become and stay insured even 
when they are not sick, keep the population of insureds balanced between sick and 
healthy people, and keep premium costs stable. As a result, high-risk individuals 
who are not covered through the employer-based system face challenges accessing 
individual insurance in many States. In those States where they do not have trouble 
accessing insurance—States with guaranteed issue and community rating— 
healthier individuals often go uninsured as they are reluctant to purchase coverage 
before they need it because of its high cost. The differences in premiums for nearly 
identical products in the neighboring States of New Jersey (community rating and 
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No. 05–101, June 2005. Available at www.familiesusa.org. 

3 PriceWaterhouseCoopers, ‘‘The Factors Fueling Rising Healthcare Costs 2008.’’ Prepared for 
America’s Health Insurance Plans, December 2008. 

guaranteed issue) and Pennsylvania (medical underwriting) is illustrative, with pre-
miums for a 35 year-old male purchasing a standard HMO product being 158 per-
cent to 368 percent higher in New Jersey than in Pennsylvania.1 

With people unwilling or unable to participate in the individual market, we have 
a universally acknowledged access problem that affects both the uninsured and the 
insured. The uninsured face decreased access to health care and expensive medical 
bills for the care they do receive, while the average insured family pays an addi-
tional $922 in premiums (or 8 percent of total premiums paid) each year as a result 
of cost-shifting from care being provided to the uninsured.2 This does not even con-
sider the cost-shifting from government programs. 

• Chronic illness can be exacerbated, and its expense multiplied, by delays in care. 
Uninsured and under-insured individuals with chronic illnesses often wait until an 
acute episode to seek medical care or insurance coverage, as discussed above. This 
increases costs for everyone in the system and results in poor quality and possibly 
worse outcomes for those who are forced to wait. Greater attention must be placed 
on prevention, wellness and chronic disease management, and on getting these peo-
ple early and continuous access to the health care insurance system. 

• Cost inflation results in part from misaligned incentives in our payment system. 
The current system is filled with incentives to offer more services, typically failing 
to discriminate between services with high and low value. Health insurance pre-
miums directly reflect the underlying costs of health care, with premiums rising be-
cause of increasing doctor, hospital, drug and other medical costs. In fact, in 2007, 
health care costs grew at an annual rate of 6.4 percent while the cost of health in-
surance premiums increased at an annual rate of 6.1 percent.3 If we want to ensure 
the affordability of coverage, we have to address health care costs, and without ef-
fective payment reform the cost of health care will continue to grow. 

• Divergent State laws and regulations add complexity that increases costs. The 
complex and duplicative web of 50 State insurance laws and regulations is adminis-
tratively burdensome and unnecessarily increases healthcare costs and premiums 
for health insurance. 

TYPES OF REFORMS NEEDED TO ADDRESS CHALLENGES 

• Individual Mandate. We at Aetna, believe that an enforceable individual cov-
erage requirement is the key to addressing our country’s access challenge because 
it allows us to bring everybody—both healthy and unhealthy—into the insurance 
pool. By using an individual coverage requirement to address the challenge of ad-
verse selection, we can transform our system into one where private insurance is 
provided on a guaranteed issue basis with no preexisting condition exclusions and 
a rating system that does not include health status. 

• Subsidies. We believe that an individual coverage requirement must be coupled 
with sliding scale subsidies to ensure that income is not a barrier for any individ-
ual’s fulfillment of this requirement. In addition, we must offer tax credits for small 
businesses to encourage them to offer (and subsidize) employee coverage. 

• Health Insurance Exchange and Federal Charter. We believe that we must cre-
ate a rational regulatory structure that is conducive to creating affordable coverage 
options. Our system would be best served by a Federal regulatory structure for 
health insurance, with regulation enforced by State insurance departments. A na-
tional entity would need to determine a standard benefit package and determine 
what types of actuarially equivalent plans could be offered. Under a national frame-
work, plans could be offered through a national exchange, or through State or re-
gional insurance exchanges that create new pooling mechanisms. At the very least, 
we would encourage greater uniformity of State laws and regulations and the devel-
opment of a new optional Federal charter. Today, insurers with a multi-state pres-
ence 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. 

• Payment Reform. Payment reform will also be a critical tool to improve quality 
and bend the cost curve. The traditional fee-for-service payment structure often re-
wards physicians and hospitals for the volume of services they deliver rather than 
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5 Milliman, Hospital & Physician Cost Shift, December 2008: figures reflect 2006 and 2007 

data. 

the value or quality of care they provide. Aetna supports transforming the payment 
system into one that aligns provider reimbursement incentives with the pursuit of 
high-quality outcomes for patients. We need a payment system that works for pa-
tients, bringing them value-high quality at the right cost. Reform also needs to focus 
on promoting patient-centered care that integrates the multiple aspects of the 
health care delivery system and shifts the model from episodic, acute care to com-
prehensive, evidence-based care. 

• Health Information Technology. The use of health information technology (HIT) 
will not only be a powerful tool to bend the cost curve, but will also help address 
pervasive quality issues. The United States continues to lag behind its peers glob-
ally in embracing HIT solutions necessary to yield cost reductions and quality gains. 
Aetna continues to strongly support the President’s initiatives to accelerate HIT 
adoption and commends the Congress’ recent work to invest up to $22 billion to pro-
mote the use of electronic health records that have clinical decision support capacity 
as recommended by the Institute of Medicine. If 90 percent of all providers in the 
United States were using EMRs, we could see savings of about $77 billion within 
15 years.4 With the advent of sophisticated clinical decision support capabilities, 
those savings, coupled with lives saved, could exceed current expectations. At Aetna, 
we have made significant investments in health information technology, and we are 
not finished. Our investments are designed to help patients and doctors take action 
on their health conditions and help patients get the standard of care they expect 
and require. 

TYPES OF REFORMS THAT RAISE CONCERNS 

• Public Plan. First and foremost, insurers bring innovation, value and choices, 
allowing individuals to choose a tailored approach for their own needs that a one- 
size-fits-all public plan could just not achieve. Health care is one area in which we 
must leverage the agility of the private sector to provide continued innovation and 
customization of health care plans. We believe that this incentive to innovate will 
be stifled if a public plan is put into place. 

A new public plan could also have negative repercussions for those who are al-
ready privately insured. A public plan would most likely employ the payment rates 
used in Medicare, which are far lower than the rates paid by private payers. In fact, 
the average family of four with private insurance spends an additional $1,788 on 
health care each year because of Medicare and Medicaid underpayments to pro-
viders that result in cost-shifting to the privately insured. On an aggregate level, 
commercial payers incur approximately $89 billion more in costs than they would 
if public and private payers all paid equivalent rates.5 In other words, while the 
government saves money with underpayments, the 200 million Americans with pri-
vate insurance are paying for it. Expanding the use of low public payment rates 
would mean expanded cost-shifting for our health care system, with providers charg-
ing higher rates to privately insured individuals, ultimately raising their insurance 
premiums and decreasing the affordability of their insurance. Moreover, a public 
plan is not the most direct or precise policy intervention to reduce significantly the 
number of uninsured. The Massachusetts health reform plan, for example, does not 
include a public plan and has achieved near-universal coverage. 

Finally, there are some who argue that a public plan is the only way to ensure 
access to coverage for all Americans, regardless of health status. However, it is im-
portant to remember that in the absence of an individual coverage requirement, a 
public plan would face the exact same selection problems that private plans face 
today. As such, a public plan is not the silver bullet for the guaranteed issue of 
high-quality coverage. With the right regulations in place, however, private plans 
can provide guaranteed access to coverage for all Americans, while fostering innova-
tion in the realms of wellness and chronic disease management and providing a 
suite of coverage options designed to respond to the unique needs of different people. 
A new public plan is not only an unnecessary use of public dollars, but also not the 
most effective policy response to the problem at hand. 

• Elimination of Employer-Sponsored Health Insurance. We should avoid systemic 
disruption to the 177 million Americans who have employer-sponsored coverage, and 
we should build upon the strengths and innovations of private health coverage for 
other populations. Many Americans are satisfied with their current employer-spon-
sored coverage. According to a survey performed by the National Business Group 
on Health, 67 percent of employees believe their health plan is excellent or very 
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good, and 75 percent consider a health plan to be the most important employee ben-
efit. Eighty-three percent of employees surveyed would rather see their salary or re-
tirement benefits reduced than their health benefits if an employer needed to reduce 
their total compensation.6 Among workers who are offered health insurance cov-
erage, 82 percent elect to participate in their employers’ health plans.7 Instead of 
disrupting a system that works for many individuals, it would be more effective to 
explore ways to extend coverage to those currently not in the system. 

Question 2. Individual health insurance markets are regulated both at the State 
level and Federal level. Should regulations be reformed at the national level, State 
level, or some hybrid? Additionally, if you think that regulation should occur to 
some degree at the national level, is it necessary for Congress to consider a phased- 
in approach or some other mechanism to address the diversity of initial regulatory 
conditions in each State? 

Answer 2. We must create a rational regulatory structure that is conducive to cre-
ating affordable coverage options. Today’s system of 50 divergent sets of State regu-
lation imposes unnecessary and costly administrative burdens on our existing sys-
tem. As such, I believe our system would be best served by a Federal regulatory 
structure for health insurance, with regulation enforced by State insurance depart-
ments. Given the current diversity in State regulation, a phased approach will be 
necessary to provide Americans with a seamless transition over to a new system. 

As we make the system more accessible to all Americans, it is important to con-
sider the 18 million people currently enrolled in the individual market whose initial 
premiums are based on health status. The transformation to the new system would 
result in a larger pool that would include previously uninsured, high risk people 
who, in a community rated system, would likely increase premiums for the already 
insured persons. 

Question 3. Thus far, Massachusetts is the only State to successfully achieve a 
near universal expansion of health insurance. Before implementing the following re-
forms, Massachusetts had already made significant reforms to its insurance market 
and stood to lose Federal Medicaid dollars if they did not enact additional reforms. 
The 2006 Massachusetts insurance reforms focused on: (1) developing a statewide 
exchange that pools the small group and individual markets, (2) developing a min-
imum coverage standard, (3) mandating that all individuals secure health insur-
ance, and (4) including subsidies for low-income individuals. Do you believe the 
Massachusetts’ reform could serve as a model for national reform? What aspects of 
the reform are most promising (if any) and what aspects raise the most significant 
concerns (if any)? 

GENERAL COMMENTS ABOUT MASSACHUSETTS HEALTH REFORM 

Answer 3. One of the key issues in insurance reform is determining how to dis-
perse risk across a group of people. The Massachusetts health reform plan has dem-
onstrated that creating an insurance exchange is an effective mechanism to spread 
risk while ensuring that everyone has access to coverage. The Massachusetts Con-
nector creates a level playing field for offering and purchasing health insurance for 
those unable to access coverage through an employer. The exchange also offers 
many of the same efficiencies as a large group market. 

While the basic components of the Massachusetts model could serve as a national 
model for health reform, there are several key issues that should be addressed be-
fore implementing this type of plan at a Federal level. In particular, we need to fix 
our current volume-based payment system and address the growth of health care 
costs. Not doing so will greatly impact affordability of health insurance and sustain-
ability of efforts to achieve universal coverage. In addition, increasing the role and 
supply of primary care providers will be essential. 

KEY COMPONENTS OF MASSACHUSETTS’ HEALTH REFORM PLAN 

The Connector Exchange 
What works well: The Connector creates a centralized location for individuals 

and employees of small businesses to purchase health insurance. This type of insur-
ance pooling also helps to expand the risk across these different market segments. 
Additionally, the Connector does not have a public plan. 
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Opportunities for change: The Connector limits participation to six insurers 
who must bid for a spot on the exchange. In any future adaptation of the Massachu-
setts plan, we believe we must provide for open competition, allowing consumers to 
be the true judges of ‘‘winners’’ and ‘‘losers’’ among companies providing insurance 
coverage. 

Individual Mandate 
What works well: Requiring individuals to purchase health insurance is critical 

to reforming the healthcare system. An individual mandate is an effective method 
of ensuring all people—healthy and sick—are included in the system, thus avoiding 
adverse selection where people only seek insurance when they need it and when 
their health care costs are higher. Massachusetts redirected money previously spent 
on providing care to subsidize new insurance options for the uninsured. 

Opportunities for change: In Massachusetts, the individual mandate was not 
enforceable until 2008, 2 years into the program. For an individual coverage re-
quirement to be effective, it has to be enforced as early as possible. Also, if Congress 
phases in an individual mandate nationally, effective risk adjustment mechanisms 
must be explored to help offset the risk of adverse selection and keep individuals’ 
premiums affordable. 

Insurance Regulation 
What works well: Even before Massachusetts’ health reform plan was enacted, 

the State required guaranteed issue and renewal, prohibited medical underwriting, 
limited preexisting condition exclusions and had modified community rating rules. 
By adding an individual mandate and subsidies to help lower-income people afford 
coverage, the Massachusetts reform plan stabilized the market and the exchange 
more effectively pooled risk than the market did prior to reform. 

Opportunities for change: Particularly if there is a phase-in of the individual 
mandate, there needs to be risk adjustment provisions to help offset the costs of ad-
verse selection and keep the system and individual premiums stable. Importantly, 
a well-enforced individual coverage requirement with risk adjustment or reimburse-
ment provisions will enable insurers to provide access to insurance on a guaranteed 
issue basis without exclusions for preexisting condition or rating on the basis of 
health status, similar to the regulation in place in Massachusetts. 

Premium Assistance 
What works well: The sliding scale subsidies available for those under 300 per-

cent FPL is an effective method of ensuring low-income individuals and families can 
purchase insurance. 

Opportunities for change: Many of the insurance products available are still 
unaffordable for those under 400 percent FPL. Insurance providers should be given 
the flexibility to create a variety of benefit packages that meet consumer’s expecta-
tions. Available subsidies should be generous enough to allow low-income individ-
uals and families to purchase insurance. 

Financing and Cost-Containment 
What works well: Creating viable opportunities for the uninsured to access 

health insurance is a start to reducing the cost of providing care to individuals cur-
rently accessing the healthcare system at expensive points of entry (e.g. emergency 
rooms) and with potentially untreated and complicated medical problems. 

Opportunities for change: Massachusetts’ health reform has done little to ad-
dress the issue of cost containment. A Massachusetts-like program implemented at 
a Federal level must include payment reform and further investments in HIT and 
comparative effectiveness to bend the cost curve. Without changes to improve the 
value of healthcare, reform efforts will quickly become unaffordable. 

Benefit Package 
What works well: Massachusetts established actuarial equivalence for the plans 

offered through the Connector, allowing insurers the flexibility to design their bene-
fits within a set of requirements. 

Opportunities for change: The minimum benefit package levels under the Mas-
sachusetts plan are very comprehensive, requiring people to purchase plans that 
may be richer than what they truly need. It would be more cost-effective for min-
imum benefits levels to be set at a more modest level (e.g., only cover catastrophic 
and preventive services), allowing individuals to purchase other coverage as they see 
fit. 
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Expanding Public Programs 
What works well: Massachusetts expanded Medicaid eligibility to all those 

under 100 percent FPL. This not only expands coverage to a vulnerable population, 
but ensures that cost-sharing is not a deterrent for care for low-income citizens. 
Aetna supports this expansion of Medicaid, as those living beneath the Federal pov-
erty level would be very unlikely to be able to pay for or access another source of 
insurance coverage. 

Question 4. How should an individual coverage requirement be enforced? 
Answer 4. Aetna believes an individual coverage requirement should be enforced 

through the tax system, with verification conducted through annual income tax 
forms. Under a prospective enforcement system, individuals would be expected to 
provide proof of government or private coverage—or demonstration of financial 
hardship, the standards for which would need to be determined in advance. Those 
individuals not complying with the individual coverage requirement would need to 
pay a penalty equivalent to the cost of an essential benefits plan in their geographic 
area. With a penalty set at this level, there would be a lower incentive for non-
compliance, with most individuals likely calculating that their dollars are better 
spent on a health insurance policy than on an equivalent penalty. The penalty could 
be delivered either through reduction of the individual’s tax refund or as an addi-
tional tax liability. 

Enrollment in insurance coverage should also be facilitated at the point of health 
care service, with uninsured individuals enrolled in either a government program, 
if eligible, or in a basic essential benefits package. 

RESPONSE TO QUESTION OF SENATOR HATCH BY LEN M. NICHOLS, PH.D. 

Question. What is an enforceable individual mandate? 
Answer. Considerable evidence suggests that an individual mandate is enforce-

able. This is fortunate because an individual purchase requirement is absolutely 
necessary to make private insurance markets work for all Americans. Insurers must 
be required to sell to all comers regardless of health status. However, insurers must 
also be assured they will get to insure the entire population, not just the sick, to 
make the market work efficiently and fairly. Relevant research and our moral com-
pass also tell us that the first step toward making a mandate enforceable is making 
the cost of compliance affordable. Therefore, in order to enforce a mandate we must 
first ensure that health insurance is accessible and affordable for all. 

The key to an enforceable individual mandate is combining and integrating a 
number of approaches. Enforcement methods in a U.S. context should include: 

• Information sharing: Electronic information sharing between citizens and the 
institutions they come in contact with, including: insurance marketplace managers, 
(i.e., those who administer enrollment for the ‘‘exchange’’), employers, health pro-
viders, health insurers, schools, department of motor vehicles, and government 
agencies. This does not mean turning schools, hospitals, etc., into enforcers. These 
institutions need never be asked to deny care or service. But they would be asked 
to inform the authority responsible for enrollment records that a particular indi-
vidual does not appear to be insured as of a particular date. The uninsured person 
would then be contacted by the exchange administrator’s office and either enrolled 
in a plan of the enrollee’s choice or possibly levied with a penalty and/or a require-
ment to pay back premiums. 

We would need to allow insurance administrators to systematically review and 
monitor enrollment. Increased information sharing of this sort would also help iden-
tify people who are eligible for public or subsidized coverage but who are not en-
rolled. Information sharing has proved particularly effective in raising the rate of 
compliance with car insurance mandates. 

POLICY SPOTLIGHT: GEORGIA CAR INSURANCE 

In 2001, Georgia’s uninsured motorist rate was 20 percent. Legislators recognized 
that individuals were purchasing car insurance in order to register their vehicle, but 
were cancelling their insurance when the registration process was completed. 

To address this problem, Georgia requires all insurers to report policy enrollments 
and cancellations to a central database. This information is then cross-referenced 
with the car registration information. If after 30 days the system finds a motorist 
with a cancellation entry but without a new policy enrollment, a set of penalties (in-
cluding fines and registration suspension) is put in motion. This process reduced 
Georgia’s uninsured motorist rate from 20 percent to 2 percent in less than 2 years. 
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• Proof of insurance on tax returns: Many uninsured Americans could be 
identified through the tax system. While not all low-income individuals file tax re-
turns, this could be a useful mechanism to identify middle- and high-income unin-
sured Americans. Almost 20 percent of uncompensated care in the U.S. is delivered 
to people who make more than four times the Federal poverty level. 

• Auto-enrollment/insurance checks at point of service: Individuals who do 
not sign up for their own insurance (or if eligible, do enroll in a government pro-
gram) would be automatically enrolled in a health plan by an insurance adminis-
trator. When they seek medical care from a doctor, hospital or clinic, their insurance 
status would be checked. Unpaid premiums would be reported to the insurance ex-
change administrator. A payment schedule would be identified, based on the unin-
sured person’s income and ability to pay, to pay the overdue bills. 

The idea is to create a seamless system and normative expectation that all citi-
zens would have and maintain coverage. The net result of these information con-
duits is to make sure each person/family pays their fair share and no more. We do 
not need nor recommend criminal penalties. Monetary penalties should suffice. Re-
member, most people buy insurance today without a mandate, and the vast majority 
of the uninsured are in that situation because they cannot afford health insurance. 
Most uninsured are likely to buy as soon as we make it accessible and affordable. 

No one suggests an individual mandate because they want to ‘‘make’’ people buy 
insurance. When combined with insurance markets and subsidies, an individual re-
quirement to purchase coverage will actually help the market function more effi-
ciently and fairly. In addition, a more sustainable health system will be a shared 
responsibility between individuals, employers, providers, and governments. A re-
quirement to purchase or enroll in coverage represents one part of an individual’s 
responsibility to the larger community. 

[Whereupon, at 12:24 p.m., the hearing was adjourned.] 

Æ 
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