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Executive Summary

During much of this decade, the climate in the health sector has been largely favorable to market-based policies, supporting innovation, competition, market pricing, and consumer choice.

But the United States is at a crossroads in the policy debate where most of the proposals being offered by political leaders in Washington would exert much more government control over
our health sector, forcing the private health sector to operate under the same rule-driven, price-fixed, benefit-restricted dictates as the public sector.

Before we embark on this course, it would be wise to review what innovation has brought us and to assess whether we are ready to cast it aside to put much more control in the hands of
government.

Market-friendly changes in public policy and countless innovations from the private sector have helped to moderate the rise in health insurance cost, create new models for care delivery
and financing, and support the movement toward patient-centered health care.

Health Savings Accounts and the competitive Medicare drug benefit are the changes that made the headlines during the Bush administration, but innovations in care delivery, creative
benefit offerings by health plans and employers, reduced prescription drug spending, and innovations in other public programs are all part of the story.

These changes have helped to keep the increase in U.S. health spending at 6.1 percent in 2007. Employers who were early adopters of consumer-directed plans have seen their premiums
increase at an even lower rate of 2.6 percent.

While many problems await the Obama administration and many changes still must be made in public policy, it is vital to respect the genius of a market in responding to the demands of
consumers for better quality care at more affordable prices through efficiency and innovation.

As the decade of 2000 proves, competition works, even in health care.

The Value of Innovation in Health Care
By Grace-Marie Turner

One of the untold stories of the Bush presidency is the progress that has been made over the last eight years on health reform. Though many other domestic and foreign policy issues have
grabbed the headlines and many problems remain in our health sector, the administration and the Republican Congress have made notable progress.

In addition to several important policy changes, perhaps the most important accomplishment has been to create a climate friendly to innovation. Instead of offering promises of a sweeping,
centralized overhaul of our health sector, President Bush took a step-by-step approach organized around his belief in individual freedom, free markets, competition, and choice. This has
resulted in countless innovations from the private sector that have helped to moderate the rise in health insurance cost, create new models for care delivery and financing, and support the
movement toward patient-centered health care.

Consider the progress that has been made in moderating costs over the last several years:

« In 2007, U.S. health spending grew at its slowest rate since 1998, increasing just 6.1 percent, with year-over-year increases of 6.7 percent and 6.8 percent in 2006 and
2005." These increases are still higher than the general inflation rate, but not the double-digit spikes seen over the last several decades.

« Premiums for private health insurance also rose by only 6 percent in 2007, the same rate as in 2006, but much lower than the peak of nearly 11 percent in 2002.2

« Premiums for new consumer-directed health insurance plans introduced in this decade increased by much smaller amounts - 2.8 percent in 2005 and 2.6 percent in 2006 -
helping to moderate costs overall.3

Change is indeed needed

There is a serious problem in our health sector: Health insurance and health care still cost too much. As a result, tens of millions of Americans don’t have health insurance, and many more
are worried they are one pink slip away from losing their coverage. The costs of Medicare and Medicaid are swallowing up a growing share of federal and state revenues, compromising other
functions of government and threatening huge tax increases just to pay for current entitlement commitments. These and other challenges await the Obama administration.

But based upon the experience of this decade, the new president would be well advised to work for solutions that will offer greater choice of private health insurance in a market that
continues to deliver innovation and quality of care. Because Americans consistently tell public opinion pollsters they do not want a larger role for government in the health sector, those
policies that build on the private sector are much more likely to gain public acceptance.

A climate friendly to innovation

Continued innovation is vital in health care and health care delivery. The medical profession is moving toward patient-centered medicine, with micro-targeting of treatments tailored to the
individual genetic code of individual patients. Advances in medical science demand that progress continue without being suffocated by the regulatory obstacles and restrictive payment
systems now being considered in Washington. Instead, the government should continue to encourage more private-sector advances.

President Bush has consistently offered policy proposals based upon his belief that Americans should be empowered to make their own decisions about their health needs and that those
needs will best be met if they have access to private health coverage that offers choice, flexibility, and incentives for quality health care. “In all we do, we must remember that the best

health care decisions are made not by government and insurance companies, but by patients and their doctors,” he said in his 2007 State of the Union address.*

A crossroads in the debate

The private sector is much more adept at innovation and evolutionary change than command-and-control public programs. But we are at a crossroads in the policy debate in this country
where most of the proposals being offered by political leaders would exert much more centralized government control so that the private health sector would be forced to operate under

largely the same rules as the public sector.?

Before we embark on that course, it would be wise to review what innovation has brought us and to assess whether we are ready to cast that aside to put much more control in the hands of
public officials.

While the U.S. health sector continues to face many problems, this paper will do what few others have done and focus on the successes during a decade largely friendly to consumer choice

and respectful of innovation. It is not possible to begin to describe all of the countless creative ideas, programs, and care delivery innovations in our $2.2-trillion health economy, but this
paper will highlight some of the success in the private and public health sectors in this decade.
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Two segments of the health sector

The U.S. health economy has two distinct segments - the public and private sectors - and each operates under different sets of rules. About 46 percent of the U.S. health sector is largely
financed with tax revenues through government-operated programs, such as Medicare, Medicaid, the State Children’s Health Insurance Program, the Veterans Health Administration,
community health centers, and others. The rest of health care is financed privately, largely through businesses’ contributions to support employment-based health insurance but also
through direct purchase of insurance and out-of-pocket payments by patients.

Many analysts refer to our public and private health sectors as a health care system, but we do not have anything approaching a health system in the U.S. Rather, it is made up of conjoined
twins, with one run by various government agencies and the other more reliant upon market forces. As health policy analysts attempt to achieve consensus on reforms for our health sector,
it is becoming increasingly clear that this operational divide is one reason compromise is so difficult.

The government sector works primarily on a model that provides people eligible for public programs with an entitlement to a government-determined set of benefits within government-
determined payment structures. Some patients receive care from physicians employed by the government in government-owned facilities, but most obtain care through private hospitals and
physicians paid government-determined rates.

Within the public sector, private health plans also are involved. For example, many states have contracted with private managed care companies to offer care through their Medicaid and
SCHIP programs, and Medicare allows participation by private plans in Medicare Advantage and the Part D prescription drug benefit program. But the majority of publicly-financed health
care is delivered through the fee-for-service (FFS) model that the private sector largely left behind in the 1980s as unacceptably expensive and inefficient. The response of the public sector
to these problems has been to place restrictions on benefits and payments to providers in an effort to restrain costs, which often result in patients having difficulty accessing services and
providers.

The private health sector is much more diverse in its range of options and payment systems, representing an alphabet soup of program options from PPOs, POSs, MCOs, and HMOs to HSAs,
HRAs, FSAs and even FFS.6 Private health plans, employers, and countless other companies in the health sector are continually innovating to provide options for care and coverage. But they
are often constrained by regulation and also by tax policy that is better suited to the last century than to this one. This policy ties private health insurance to the workplace, restricting the
market’s responsiveness to consumer demands. This gives individual consumers less choice than they would have in a more competitive and open marketplace, as we have written in
numerous papers, articles, and our book, Empowering Health Care Consumers through Tax Reform. (For more information see www.galen.org.)

While we do not have a properly functioning private market for health care in the United States, innovative ideas for improvements in the delivery and financing of health care nonetheless
come largely from the private sector.

Health care traditionally is not an issue that Republicans have embraced. It is not clear if the issue would have received greater focus from the administration and Congress had the terror
threat and the Iraq war not dominated the time and resources of the White House and the country. But the energy, investment, creativity, and responsiveness of the private sector we
highlight below show that its engagement will be key to advancing positive change going forward.

Private sector innovation

Entrepreneurs and private investors have been making significant investment in new health care solutions: MinuteClinics, TelaDoc, specialty hospitals, innovative medical practices, and
employer plans that empower consumers to engage in their health care and spending decisions are just a few examples in the innovation-friendly climate of this decade.

Here is a summary of some of the other countless private sector initiatives in care, financing, and delivery:

Employer innovations

Employers have taken giant steps to begin to get better value for spending on health care and health insurance for their employees. Some offer employees a variety of health plan options,
allowing workers to decide whether they want to pay higher premiums for lower-deductible policies, for example, or agree to more restrictive panels of doctors and/or higher-deductible
policies to save on premiums.

The new products also give employers flexibility in shaping their health insurance offerings to fit their resources and workforces. A few examples:

« Safeway chief executive Steve Burd has become an evangelist for consumer-directed health insurance arrangements. In the first year after the plans were introduced, the
company’s health costs went down 11 percent. “If you design a health care plan that rewards good behavior, you will drive costs down,” he said.” The company shared its
cost savings disproportionately with employees, cutting their costs by 25 percent or more. Safeway also introduced a program called Healthy Measures that encourages
employees to get health assessments and provides support and incentives for responsible health behaviors. Safeway also covers the full cost of recommended preventive

8
care.

« Target offers its employees a range of health insurance choices. One Health Savings Account option costs them as little as $20 a month, and Target contributes $400 a
year to health spending accounts for individuals and $800 for families.® “We’ve seen, and national research supports, that team members make more cost-conscious decisions
when they participate in a consumer-based plan,” according to John Mulligan, Target’s vice president for pay and benefits. “These plans engage our team members in a
decision-making process that gives them greater ownership and control of their health care dollars.” The company offers its 360,000 employees Decision Guides to help them

compare price and quality and estimate their costs, plus access to wellness programs, a nurse hotline, and other support tools. 10

« Wal-Mart offers dozens of health plan options to its employees, one with premiums as low as $5 a month. For this, employees receive a $100 health care credit, more than
2,400 generic drugs available for $4 a month, and major medical coverage with no lifetime maximum that starts at $2,000 - basically the moment they step into a hospital.
Employees can choose to pay higher premiums for lower deductibles and more comprehensive coverage.11 For $62 a month, employees can choose a $500 deductible policy
with a $100 health care credit and no lifetime maximum on their insurance coverage.

«  Whole Foods’ CEO John Mackey toured the country talking to employees about health benefits options. Afterward, employees voted to switch to new account-based
health plans with higher-deductible insurance coverage. Whole Foods puts up to $1,800 a year into a spending account for each employee, with Mackey pointing out that this
is not charity but part of the employee’s compensation package. If they don’t spend the money on medical care, it rolls over and the company adds more the next year. Some
workers have as much as $8,000 in their accounts.' Whole Foods saves money and still covers 100 percent of its employees’ health insurance premiums.

These companies and many others have worked extraordinarily hard to find the delicate balance between getting health benefit costs under control and continuing to provide coverage that
satisfies their workers. There simply is no way that a benefit or cost structure dictated by Washington could achieve these same results. Maintaining ERISA protection is crucial to allowing
companies to continue to innovate.
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Total health benefit cost increases per employee
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Source: Mercer's National Survey of Employer-Sponsored Health Plans; Bureau of Labor Statistics, Consumer Price Index, U.S. City Average of Annual Inflation (April to April) 1988-2008; Bureau of Labor Statistics,
Seasonally Adjusted Data from the Current Employment Statistics Survey (April to April) 1988-2008.

New health care financing options

Several new private sector health coverage options are available to companies and individuals as a result of changes promoted by the Bush administration and by free-market supporters in
Congress. For example, the Medicare Modernization Act authorized the creation of Health Savings Accounts (HSAs)13 in 2004, with further enhancements enacted in 2006. The Bush
administration also has used its regulatory powers to create new financing options called Health Reimbursement Arrangements (HRAs).

HSAs permit individuals to combine health insurance with a tax-free health spending and saving account. The account is used to pay for routine health care expenses, such as doctor’s visits,
for services not covered by insurance, and to create a cushion to pay premiums in lean economic times. The high-deductible insurance policy covers larger medical expenses such as
hospitalization and surgeries. Federal law also allows the insurance contract to cover preventive care, such as cancer screenings.

More than 6.1 million Americans had health insurance that qualifies holders to open HSAs as of 2007.14

The older sisters of HSAs, Health Reimbursement Arrangements, were created via a regulatory interpretation in 2002 to give employers more flexibility in structuring health coverage for
their workers. HRAs operate much like HSAs but can be offered only through the workplace. They are generally account-based plans accompanied by health insurance. While the money in
HSAs is truly portable to the employee or individual holder, access to HRA funds is generally restricted after an employee leaves a company. But HRAs give employers more flexibility in
shaping their benefit packages, including providing incentives for prevention and wellness activities.

Both products are helping to make health insurance more affordable and are helping companies lower their health costs. Health insurance premiums generally are lower than average
because deductibles are higher, and the savings on premiums can help fund the HSA or HRA.

Companies that have introduced health plans with new incentives for consumers to be engaged as partners in managing health costs generally have seen lower-than-average health cost
increases. Annual premium increases for employment-based coverage averaged about six percent for the last three years, down from double digits earlier in the decade.’ The most
impressive results have come from consumer-directed plans such as HSAs and HRAs.

Deloitte’s Center for Health Solutions found that cost of consumer-directed health plans (CDHPs) increased by only 2.6 percent in 2006 among the 152 major companies it surveyed. This is
about a third the rate of increase for traditional plans.“‘

Costincreases for employment-based health plans
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Source: "Reducing Corporate Health Care Costs: 2006 Survey," Human Capital Practice of Deloitte Consulting LLP and the Deloitte Center for Health Solutions,
2006.

Lower costs of insurance coverage
Consumer-directed health products have helped to moderate health cost increases overall.

« UnitedHealthcare found that employer health benefit costs were more than 15 percent lower in 2007 for its HRAs than for traditional PPO plans. Importantly, 85 percent
of the cost savings were attributable to lower utilization costs, such as avoiding hospitalizations and greater use of generic drugs - and not from cost shifting to employees.17
« A Mercer study found that consumer-directed health plans delivered substantially lower cost per employee than either PPOs or HMOs in 2008. CDHP medical plans
averaged $6,207 per employee, compared to $7,768 for HMOs and $7,815 for PPOs. 8

« In addition, health insurance that people purchase in the individual market is often more affordable than employment-based coverage. eHealthInsurance, the largest
online broker for individually-purchased and small-group health insurance, found that the average yearly health insurance premium in 2007 was $1,896 for individuals and
$4,392 for a family.?

President Bush also prodded private health insurers to find ways to improve the individual market, particularly to help those who are denied insurance to obtain coverage. In response, both
America’s Health Insurance Plans and the National Association of Health Underwriters developed detailed proposals that could actually work in the market rather than trying to wrestle into
inappropriate and often unworkable government regulations.zo

Other benefits
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In addition to moderating cost increases, HSAs also are providing new options for the uninsured. Up to 43 percent of those enrolling in HSA-qualifying health insurance were previously

uninsured, showing that uninsured Americans in particular have been looking for an affordable alternative to traditional health insurance, according to Assurant Health.2! Assurant Health's
most recent data show that they have broad appeal:

66% of HSA purchasers are families with children

63% of HSA purchasers are over age 40

52% of all HSA purchasers have high school or technical school training as their highest level of education
30% of HSA purchasers have family incomes of less than $50,000

UnitedHealthcare found, based upon a survey of 300,000 HSA owners, that the average account holder had household income of $55,500, and 25 percent of those with an HSA had income of

less than $39,000.Zz Changes in federal law in 2006 allowing employers to make larger deposits for lower-income workers also are apparently succeeding, since UnitedHealthcare found that
they were more likely to have employer contributions in their HSAs than higher-income HSA holders.

Financial sector engagement

The Financial Research Corporation estimates HSA assets will grow from $4 billion in 2007 to $15 billion by 2010.23

The Employee Benefit Research Institute reports that the amount that individuals are accumulating in their accounts is growing. The percentage of individuals reporting an account balance
of at least $1,000 increased from 25 percent in 2006 to 44 percent in 2007, remaining steady at 43 percent in 2008.24

Health insurers are getting into the banking business, and banks are offering accounts for HSA insurance. Some health insurance companies have established their own banks for HSA
deposits, such as UnitedHealthcare's OptumHealth Financial Services. Several other new banks have been created to serve this new market, such as HSA Bank. And many other established

financial institutions have entered the HSA market, including Wells Fargo, JPMorgan Chase, and Mellon.2® Visa and MasterCard also are partnering with health plans to facilitate claims
transactions.

Private companies also are trying to solve problems that plague both the private and public sectors, including streamlining health care administration to reduce costs. Athena Health, for
example, helps doctors collect, facilitate, and streamline getting paid by insurance companies - a cumbersome task that can involve a dozen or more different companies. Athena codifies

insurance company rules into a software program that allows providers to file claims quickly and accurately, cutting collection time nearly in half.26

Other private insurance options

Health plans and insurers compete in a number of ways on insurance product design, including tailored options for employers to offer their workers.

For example, Assurant Health focuses on offering a variety of insurance products to individuals, families, and small businesses. It has created an easy-to-use web tool that allows employees
of even the smallest companies to customize their health plans. Assurant also provides same-day responses on insurance applications.

UnitedHealthcare announced recently that it would offer a product tailored for people who currently have insurance but who want to hedge against losing their policy if they lose their job
or retire early. It is a guarantee that a buyer will be able to obtain health insurance in the future without re-applying - even if he or she becomes sick. For a low, up-front premium,
consumers can guard against a loss of coverage down the road. Essentially, it's insurance for insurance.

Employers have taken a leading role in offering innovative programs to help their employees get and stay healthier and spend health care dollars wisely. They are offering incentive
programs to encourage employees to get health assessments to detect problems early and health coaching to help those with chronic illnesses better manage their care. These companies
generally work in partnership with health plans to design the consumer-based products, manage the finances, educate employees about using them, and provide wellness programs and
support for employees with chronic conditions.

This is an important market for new as well as established health insurers. A new Virginia company, nHealth, provides innovative financial incentives for patients to take care of themselves
and to make informed spending decisions.

Aetna has distinguished itself in developing innovative, consumer-friendly information products. In 2005, it launched a program that offers a range of consumer-support tools to help patients
find physicians, compare costs and quality, and get personalized information about medical conditions and treatment. Its personalized search engine, SmartSource, provides easy-to-
understand health information tailored to patients’ individual needs.?’

The results show this patient engagement works. Aetna is following health care claims and utilization of 1.6 million members of its Aetna HealthFund consumer-directed plans. Four years of
evidence show sustained savings, more patient engagement in managing health, and greater utilization of preventive services. Employers who offered an Aetna HealthFund plan lowered

their health care spending trend and saved money through all four years with the plan, across all Aetna products they offered.28

Aetna studied its members to identify the keys to successful implementation of a consumer-directed health benefits strategy. It identified six employers who had cost trends 50 percent
lower than average, with savings of $15 million per 10,000 employees over four years. The keys to their success included greater spending on preventive care, including wellness programs;
focusing on employee communication and education; and carefully structuring benefits packages with appropriate levels of employee responsibility.29

Many companies are offering turnkey solutions to health plans and employers. U.S. Preventive Medicine, for example, offers employers packages of services they can tailor to fit the needs
of their workforces for preventive care services.30

In addition, a galaxy of websites has evolved to offer everything from treatment information to diet advice. EverydayHealth has just surpassed WebMD as the most-visited site for medical
information, and new sites appear every day to help patients find the best doctors, the lowest cost medicines, and the most cost-effective diagnostics.

Lower drug costs

Competition has also driven down prescription drug spending. Prescription drug spending increased only 1.6 percent in 2007, the slowest rate since 1974.3" Part of the reason is increased
use of lower-cost generic drugs, but private competition over drug pricing in the Medicare Part D program also contributed. And retail establishments also have engaged in private price
wars. In 2006, Wal-Mart began offering 30-day supplies of several hundred generic drugs for just $4. Competitors quickly followed suit, with some even offering to fill prescriptions for
antibiotics for free. It’s impossible to imagine this happening in a price-controlled, government-regulated environment.

There also has been active engagement by pharmaceutical companies in creating programs for low-income and uninsured people to obtain their products at little or no cost. Pharmaceutical

companies have made significant investments to develop, expand, and promote patient assistance programs like Together Rx Access, Pfizer Helpful Answers, Partnership for Prescription
Assistance, and many others. New private partnerships, like the Asheville Project and the Ten Cities Challenge, also have been created to help patients with chronic illnesses, including

diabetes, get the medicines and counseling they need to manage their diseases. 32

The private sector also has demonstrated its responsiveness to crisis. After Hurricane Katrina, more than a million people were displaced. They not only lost their homes, but also their
support communities, including their physicians whose offices were literally washed away in the storm. Many were on important medications but the records of their prescriptions were lost.

Pharmacy chains, pharmaceutical companies, pharmacy benefit managers, physicians, technical experts, and philanthropic groups came together to create KatrinaHealth.org, a website that

compiled pharmacy records and allowed physicians anywhere to access through a secure website the medical records of displaced patients who came to them for help. It was a remarkable
achievement that showed the power of private enterprise in a crisis.

Innovation in medical treatment

The lists of medical innovations could consume a library. From pharmaceuticals to biologics and new medical devices, diagnostics, and surgeries, the list is endless.

Proton beam therapy can vaporize tumors with no damage to nearby tissue, and DNA mapping already is allowing doctors to determine before chemotherapy is begun which cancer patients
will respond to which treatments. Telemedicine is extending the reach of medical skills to rural areas, into people’s homes, and even to other countries.
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Modern pharmaceuticals are dramatically expanding life expectancy and quality of life. Pharmaceutical research continues to be one of the most costly - and risky - investments in the

health sector. In 2007, the pharmaceutical industry spent nearly $59 billion on research and development. Yet only 24 new drugs were approved last year.33 For every 5,000 to 10,000
compounds tested, just five will make it to clinical trials. And only one of those will receive FDA approval. And then, only two out of every 10 drugs that reach the market will recoup the
costs invested in creating and developing the drug.

Yet innovation in this sector is particularly important to overall cost savings as every additional dollar spent on newer drugs in the United States saves $7 in other costs.3*

The U.S. continues to lead the world in medical research. In 2007, more than 2,700 compounds were in development in the United States, compared to 1,700 in the rest of the world, 1,400
of which were under development in Europe.35 The U.S. is indeed the medicine chest for the world.

The most important role for government is to support this innovation in life-saving and life-enhancing medicines.

Care delivery
Private health care firms have responded to consumer demand for more convenient, accessible medical care. For example:

« TelaDoc offers its customers telephone consultations with physicians from wherever they are, anytime of day, 365 days a year. The average patient gets a call returned by
a doctor in less than 40 minutes, and the cost is just $35. TelaDoc physicians also use electronic prescribing to minimize errors and keep a record of patients’ medications.3®

« Also witness the rise of low-cost walk-in medical clinics like RediClinic, Take Care, and MinuteClinic. There are now more than 1,175 retail clinics nationwide, a net

increase of 274 new clinics opening in 2008.37 They are usually located in malls or chain stores and are typically staffed by nurse practitioners working in conjunction with
local doctors and hospitals to diagnose and treat common illnesses. They are open seven days a week, before and after work, and prices are a fraction of emergency room
charges.

These clinics use Mayo Clinic and Cleveland Clinic protocols to diagnose and treat a range of routine health problems, from allergies and bronchitis to poison ivy, ear and
bladder infections, and strep throat, usually for a fraction of the cost of hospital emergency rooms. Wal-Mart found that about half of the people visiting its in-store clinics
were uninsured and did not have other sources of care. Wal-Mart partners with local hospitals and doctors’ groups to create the clinics in many areas, but it insists that all of
them create electronic health records for every patient that are accessible at any other clinic in the chain.

« Specialty hospitals owned by physicians are showing the value of focused care in delivering high-quality, efficient care with greater patient satisfaction and better health
outcomes.

« Physician practices also are innovating to become more consumer-friendly. Some are opening an hour or more a day for same-day appointments. Others are working with
employers to staff on-site clinics so employees can see a doctor without taking time off work.

« Hospitals are experimenting with new ways to ease crowding in their emergency rooms, visited by an estimated 119 million patients in 2006. There are more than 8,000
walk-in urgent care facilities nationwide staffed by practicing physicians. Inova Health System and Shady Grove Adventist in the Washington, D.C., area and dozens of other
hospitals nationwide are opening free-standing emergency facilities to treat everything from lacerations to heart attacks and gunshot wounds. Patients are seen faster, and if

they need to be admitted, they are transported by ambulance to nearby hospitals.38

« A growing number of physicians are experimenting with innovative medical practice design,39 including direct medical practices. Physicians, generally internists or family
practitioners, contract directly with their patients to offer a medical home, providing medical care, consultation, and coordination with specialists for a fixed fee. The fees
range from $60 to $15,000 in some practices, but generally cost about $1,500 a yeaxr."0 Other physicians are bypassing insurance and simply posting prices for medical
services. They find they can charge patients much less because they save on the administrative overhead of insurance billing.

« Health Advocate, a Pennsylvania-based company, helps consumers find the right doctor for their ailments, work with insurance companies on coverage, and manage other
administrative headaches. This service helps consumers, via call centers, who are being given more responsibility to navigate the world of health care and health coverage.‘"

Innovation in public programs

Medicare Modernization Act

One of the biggest and most visible health policy debates of the Bush presidency involved adding a prescription drug benefit to Medicare. The president, along with the Republican
leadership of Congress, worked hard for passage, even though many conservative members of their party opposed legislation that would add a major new benefit to a program already
trillions of dollars in the red. But the president and Congress were determined to act because there was so much political pressure on both sides of the aisle to add prescription drug
coverage to Medicare.

The structure of the drug benefit created by the Medicare Modernization Act of 2003 (MMA) has been an unusual success, with costs coming in significantly under estimates and with strong
approval among Medicare beneficiaries.*

The MMA created a market-based delivery system for the drug benefit. Many opponents wanted the drug benefit to be delivered like other Medicare benefits, with government deciding
what products would be available and how much suppliers and providers would be paid.

Instead, Congress created a new, private sector model for delivery of this largely publicly-funded benefit. Private drug plans compete for the business of seniors, vying to offer the most
generous benefit packages for the lowest costs. The result has surprised even the most optimistic observers: Average premium costs are $28 a month this year, down from the $44 expected

this year when the legislation was originally passed.43
The competitive model is saving taxpayers hundreds of billions of dollars. The 10-year cost of the prescription drug program, originally estimated at $634 billion, has been revised to about

$395 billion. The Centers for Medicare and Medicaid Services (CMS) credits competition among plan providers and consumers selecting lower-priced drugs. Health and Human Services
Secretary Michael Leavitt also credits the slowing of drug cost trends and higher rebates from drug manufacturers.

In addition, more seniors are benefiting from the program. CMS estimates that the total number of Medicare beneficiaries with drug coverage now is approximately 39.5 million.*4

This experience shows that the forces that work in the private sector to drive down costs and increase choice also can be integrated into public programs.

Satisfaction

News reports were highly critical after the launch of the drug benefit in January of 2006, particularly in switching those dually-eligible for Medicare and Medicaid to MMA drug plans. But
much of the confusion was attributable to the difficulties in synchronizing Medicare and Medicaid databases to track each of the seniors.

Today, the highest satisfaction rates with Part D are among dual-eligible patients. These beneficiaries previously received their drug coverage through Medicaid, and therefore have the
most experience with traditional government-run drug coverage. More than 9 out of 10 dual-eligible enrollees say they are satisfied with their new and less-restrictive Part D coverage, and
95 percent say the coverage is working well for them, according to a study by KRC Research.*®

But the success of the program has not stopped congressional leaders from calling for the government to “negotiate” drug prices with the plans. Yet independent experts at both the Office
of the Actuary at HHS* and the Congressional Budget office?” have said that government involvement in price negotiation would not lead to lower costs for taxpayers. In fact, it could
lead to significant restrictions in access to drugs for seniors. Further, the private plans offering Medicare drug coverage are companies with decades of experience in negotiating prices -
experience the government does not have. 8
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Private plan competition in Medicare Advantage

Another success of the MMA was keeping private plans in Medicare through the Medicare Advantage Program.

Medicare Advantage gives seniors the option of receiving their health coverage through private plans, including health maintenance organizations (HMOs), preferred provider organizations
(PPOs), Medicare medical savings accounts (MSAs), and private fee-for-service (PFFS) plans. In addition, private special needs plans (SNPs) provide comprehensive coordinated care for
beneficiaries with severe and chronic illnesses.

Because Medicare Advantage plans offer more comprehensive benefits, most MA enrollees pay less for full medical coverage than they would under traditional Medicare supplemented with
individual Medigap coverage. MA plans are particularly attractive to those who do not have other sources of supplemental coverage and are more sensitive to price.49 As a result, seniors
with the most limited resources have been most attracted to the broader coverage and more predictable costs of MA plans.

In 2008, Medicare Advantage enrollees received basic prescription drug coverage at a lower cost than stand-alone Part D plans. For basic coverage, MA plan drug premiums were, on

average, about $6 less than average prescription drug plan premiums for basic covera\ge.50 Many Medicare beneficiaries have the option of enrolling in MA plans that provide a drug benefit
at no extra cost.

While MMA boosted payments for MA plans, it also provides more than $1,000 a year in added health services to the average beneficiary enrolled, or an average of $96 a month over standard
Medicare coverage.?!

The MMA also offers new incentives for private plans to provide health care to Medicare beneficiaries with serious and chronic illnesses through Special Needs Plans. Special Needs Plans

provide specialized care for patients with severe and chronic illnesses, including diabetes, mental disorders, congestive heart failure, and HIV/AIDS. 2 Many SNP patients are eligible for
both Medicare and Medicaid, and some are institutionalized. Similar to other types of plans, SNPs receive risk-adjusted payments to ensure that the greater health needs of these patients
are met.

Enrollment in all private Medicare health plans has now reached an all-time high of more than 10 million beneficiaries, up from 5.3 million in 2003,53 and the percentage of beneficiaries
who have chosen Medicare Advantage has grown from 12.1 percent of all Medicare beneficiaries in 2004 to 20 percent in 2008.%4

Now, seniors who rely on these plans once again risk losing their source of more comprehensive medical and drug coverage as Congress threatens to cut payments to Medicare Advantage.55

Medicaid and SCHIP

The administration has encouraged states to be innovative with public programs, especially Medicaid. The Deficit Reduction Act, enacted in early 2006, provided new flexibility to the states
in designing their Medicaid program. HHS Secretary Leavitt, a former governor of Utah, subsequently met with nearly all governors to talk with them about ways the federal government
could work with them to help better match the resources of the state with the needs of their citizens.

As a result, governors have been policy entrepreneurs. In Florida, under the leadership of former Gov. Jeb Bush, private companies now are competing to offer coverage to Medicaid
patients, and patients have new incentives to spend that money wisely. In Indiana, Gov. Mitch Daniels has created a new program that allows the uninsured to obtain coverage in a model
that looks like an HSA.%¢ In Oklahoma, Gov. Brad Henry has helped the uninsured and low-income workers to purchase private health coverage with Medicaid dollars.

The administration also has worked to protect the focus of public programs. The president and Congress waged a major battle in 2007 over expansion of SCHIP to cover higher-income
children.

The debate was not over whether to give poor kids health care or whether this program should continue. The president and Democratic leaders in the Congress agreed that it should. The
debate was over who should be covered and whether to extend benefits to middle-income children. Mr. Bush believed the bill expanded taxpayer-funded health coverage too far up the
income ladder. Two-thirds of children who do not have health insurance are eligible for federal help through either SCHIP or Medicaid. The president insisted that Congress's first priority
should be to make sure those poorer, uninsured children are taken care of first. He said states should first enroll 95 percent of the children now eligible for public coverage (those in
families living on wages that are under 200 percent of poverty) before states open the program to children in higher-income families.>”

The president’s veto of the major expansion of SCHIP was upheld. He was convinced that putting millions more children on taxpayer-supported coverage, including many who have private
insurance, was not the right choice or the right expenditure of taxpayer dollars.

One of the quiet accomplishments of the Bush administration has been to double federal financing for community health centers. As a result, 1,297 clinics have been created or expanded in
medically underserved areas over the last eight years.SB These clinics are often the only dependable source of basic medical care for people in poor urban neighborhoods and in isolated
rural areas for people needing prenatal care, childhood immunizations, asthma treatment, cancer screenings, etc. The clinics are a vital part of the nation’s health care safety net and serve
one of every three people who live in poverty and one of every eight without insurance.

International efforts

The president was celebrated during his trip to Africa in 2008 for his work helping to raise awareness and provide new treatment opportunities for AIDS.
According to The Washington Post:?

The Africa trip provides a rare opportunity to showcase a part of his record that draws wide praise from across the ideological spectrum. By all accounts, Bush has done more
to combat the AIDS pandemic that has devastated Africa than any other president, and even his harshest critics usually credit him for paying attention to a region often
neglected by Washington. Much of the world has soured on the United States, but surveys by the Pew Global Attitudes Project show that Africa is one place where it is held in
high regard.

Many liberals who disagree with Bush on other issues said he has reason to highlight his Africa record. “There have really been several achievements he can be proud of,” said
Rep. Donald M. Payne (D-N.J.), chairman of the Congressional Black Caucus. “This is a legacy. It's real, and it's recognized.” And yet, because of the Iraq war, Payne noted,
“it will be overshadowed at the end of the day.”

White House officials reject the notion that the trip is about legacy, but they do characterize it as an attempt to focus attention on what Bush has done in Africa. “The trip
will highlight how the United States has partnered closely with the people of Africa to address the challenges of disease, poverty and security and how, together, we've really
made remarkable progress,” said national security adviser Stephen J. Hadley.

Bush overcame resistance within his own White House in his first term to launch a five-year, $15 billion war on HIV in Africa and elsewhere known as the President's
Emergency Plan for AIDS Relief, or PEPFAR. About 1.3 million people in Africa have received life-saving anti-retroviral medication as part of what experts call the largest
international health initiative dedicated to one disease in history.

“His administration is really the first one to put the AIDS global pandemic on the policy map,” said Josh Ruxin, a Columbia University professor who runs health programs in

Rwanda. “There was a lot of talk in the Clinton administration, but there wasn't so much doing. It was the Bush administration that got out of talking about millions for AIDS
and instead talking about billions.”

Unfinished agendas

While the Bush administration has had successes on the health care front, other proposals that stayed on the drawing board could provide an important road map for the future.

President Bush offered proposals early in his administration to expand access to private health coverage for the uninsured through refundable tax credits. Later, in his 2007 State of the
Union speech, he offered a bold plan for modernizing the tax treatment of health insurance with his transformative idea to move toward a system of deductions and credits designed to give

individuals more control over their coveragfs.60 It, too, stalled in Congress. A small program of refundable tax credits was enacted, directed at workers displaced by trade as part of the
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Trade Adjustment Assistance Act of 2002. This program shows the folly of overregulation and government micromanagement.

Other unfinished agendas involve putting Medicare on a sustainable path for the future by introducing a premium support model for private coverage. Medicare and Medicaid still are largely
rule-driven programs, rife with fraud, waste, and inefficiency. And the Food and Drug Administration is in desperate need of modernization. The Critical Path Initiative, developed under the
leadership of former FDA commissioner Mark McClellan, points the way. The White House and HHS also convened a Medicaid Commission in 2005 that proposed a number of reforms to

modernize and sustain this progl,ram.61 But the proposals were not pursued after the change in party control of Congress in 2006, and significant problems remain.

The path forward

No one in Washington, no matter how brilliant he or she may be, can possibly be smart enough to devise a centrally-controlled system that can meet the health care needs of 300 million
Americans. Only the genius of a dynamic market can respond to the demands of consumers for better quality at more affordable prices through efficiency and innovation. As this paper
demonstrates, there is ample opportunity in the health sector to continue this momentum.

Many problems will await the next president. CMS recently announced that health costs are expected to double by 2017.53 The costs of public programs threaten to squeeze out other
public services provided by federal and state governments. Millions of Baby Boomers are aging into Medicare, putting new pressures on the system. Millions of people continue to lose their
health insurance when they lose or change jobs. There is a growing need for electronic medical records, better chronic care management, and more incentives for people to purchase long-
term care coverage. These are all huge challenges for the next president to tackle.

But it is important to look at the successes of the Bush presidency in showing new ways to think about solutions. Competition can work in public programs. People will respond to new
incentives and tools to seek more affordable health insurance. Competition works, even in health care.

Grace-Marie Turner is president of the Galen Institute, a non-profit research organization focusing on free market ideas for health reform. She can be reached at gracemarie@galen.org.
She gratefully acknowledges the assistance of Research Director Tara Persico in preparing this report.

The hard work and leadership of the Bush administration’s health policy advisors, in the White House and at HHS and the Treasury Department, have been vital to the progress described
in this report.
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7> 1N— KNI TRAX S5 <a href="http://www.mongolianexperience.com/dining/jp/">0Z > N—RNILLARNZ > </a>H 4 RAFRIZALSB
E K S-

E>AIATTL % 5 <a href="http://www.mongolianexperience.com/travel/jp/">E> T EH</a>H 4 N THEHBEAFTEET,

<a href="http://www.mugenlink.com">M>3433/11MIAH TEXHONOTMU</a>WH TIPryyNary KOMNaHu.

<a href="http://www.mugenlink.com/japanese.html'>BZ- E>JILAHEHt</a>,

<a href="http://www.mugenlink.com/english.html">Mongolia</a> n IT company.
Byx TepauiH "http://www.mugenlink.com/services/web-development.html">B36</a> Nporpamyyapir XM rynusTraH3.
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AnbaH GairyynnarbiH <a href="http://www.mugenlink.com/services/web-development.htm(">SEO wuitgan, Be6 caiT</a>bir TypraH Wwyypxain
XUIK YHIUMNHD.
<a href="http://www.mugenlink.com/services/web-development/japanese.html"_blank">E> J)IL A 7> 3 T</a>BHL T\ 3 &tt,

We are doing various <a href="http://www.mugenlink.com/services/web-development/english.html">web design in mongolia </a>.
Mugen Link is <a href="http://www.mugenlink.com/services/web-development/english.html">Mongolia Web solution</a> company.
<a href="http://www.mugenlink.com/services/translate.html">AnoH MOHIroa X3/HWI opyyyara</a> XMMA3r KOMNaHu.

<a href="http://www.mugenlink.com/services/translate/japanese.html">E > L FZEBR</a>D Z £ x SMugen  Link~\,

anonymous at 07/21/2009 11:05:02

we supply piercing needles, tattoo needles and etc.
coach leather handbags, coach purses, coach handbags, coach bags

trade at 07/20/2009 21:18:57

http://www.ghdtrade.com
SGD at 07/20/2009 06:21:54

msn life love Simple life love99’s blog Dream beautiful flash life life and sports 3G life fashion 3G my world love my home Love oneself PK life music life mapo's personal blog sport life
Different sky Different life china people my 3G mobile Life in the works like reading note my god my china heart White cloud Happy words show fashion home flower life blue ear big ear
good work Lost mood Sweet life of acid Human world of July Ideal country Red green life love your forever cool life fashion club love99's Journal Cup life showlife Scenery there like
minibear Life symbol Walk on the way show her life gold life Remote aspiration life and water Welcome Enter 3G life . Original oriental cherry Happy ferris wheel That had already passed at
that time that year How many friends do you have on earth Does Wang Lihong know in Gay the whole U.S.A.? How it is that the heart is strong Love and friendship So-called love Marriage
certificate Difference that thinks In any case Life titbit Happy very simple Know how to give up Weariness far away from soul Feeling of four seasons The tangerine is sour or sweet
Lifesaving anecdote Let one's own zero clearing regularly Watch the destiny of a star attentively Arcane truth loved My dream Good-looking philosophic theory Sorrow of the little trumpeter
Please hold my hands Treat the human nature with leniency The lily on the heart is in bloom Reason of getting a trashing and realizing That one’s own bottle All one's life of undeserved
kindness Treat oneself kindly and treasure life Why are eyes white Summer blowing Build one's own romance Float in the fallen leaves above water Friendship that suitable for The Fructus
Gardeniae flower is in bloom Brush past Salute, my life You are injured by me We are not so good as children Eternal memory Aftertaste romance It is hopeful that there are lives Don’t lose
oneself 24 things that don't lie in in life Supreme realm relented in life Level that determines oneself to accomplish Two things which the woman should learn Ten years later, remember
marrying me Two teenaged girls should have some following thoughts!Wind chasing Curve of life Play among soul Thought chip The South of the misty rain Three kinds of mood of three
periods of times Love and friendship A woman's most romantic thing Grief of the peacock A woman is so old and feeble Satisfied, will be happy Don't untie the third button Carrot, egg and
coffee Late reason Used to a person | like setting out . Look for father's lover The life is beautiful because of gathering around Get up another conduct There is one kind ” Clean ” Do of
alkali to fluffy Do not belong to the way Who is that yours is important, others To wanting naturally naturally About happy Realize in life Life among the cracks of stone This feeling can be
treated into the palimnesis Write the love on hand on the left The marriage needs to go for care diligently Give marriage kind reason The man has only a drop of tears Philosophic theory
seen from the broken bucket There is no bypath in the love Lock of the heart In the man Chisel and carve the world in child's eyes Mood of saying good-bye The once firework is so beautiful
Learning to change the mood Accept for the last time and is loved Unwilling to be old The keeping watch of the leaf Glittering day Life is a chess game While only breathing in life The
doctrine of the golden mean of life Philosophic theory of the thermos flask Think carefully before Like parting and remembering Select the university .

anonymous at 07/20/2009 05:33:47

UGG Shoes 2009 will lead the UGG Classic Tall tide. As a pursuer for the most stylish , you have no excuse anymore if you don't have a pair of UGG Classic Short. Through our site you can
purchase high quality Sheepskin UGG Ultra Short in low price, many of which are hand made by UGG Classic Mini craftspeople. We offer a wide range of UK UGG Boots in different color and
styles. Believe us, we have the best products you want UGG Sundance 2, and we are sure that you will become an Paul Smith Flip Flop. Browse our website Paul Smith Scarves, we are sure
you will find Paul Smith Shirts to tempt you!

anonymous at 07/20/2009 05:32:47

<a href="http://www.uggdiscount.co.uk/">UGG Shoes</a> 2009 will lead the <a href="http://www.uggdiscount.co.uk/ugg-classic-tall-c-

3.html">UGG Classic Tall</a> tide. As a pursuer for the most stylish , you have no excuse anymore if you don't have a pair of
<a href="http://www.uggdiscount.co.uk/ugg-classic-short-c-2.html">UGG Classic Short</a>. Through our site you can purchase high quality

Sheepskin <a href="http://www.uggdiscount.co.uk/ugg-ultra-short-c-14.html">UGG Ultra Short</a> in low price, many of which are hand made

by <a href="http://www.uggdiscount.co.uk/ugg-classic-mini-c-15.htm(">UGG Classic Mini</a> craftspeople. We offer a wide range of

<a href="http://www.uggdiscount.co.uk/">UK UGG Boots</a> in different color and styles. Believe us, we have the best products you want
<a href="http://www.uggdiscount.co.uk/ugg-sundance-2-c-16.html">UGG Sundance 2</a>, and we are sure that you will become an
ttp://www.paulsmithdesigner.co.uk/paul-smith-flip-flop-c-5.html">Paul Smith Flip Flop</a>. Browse our website
ttp://www.paulsmithdesigner.co.uk/paul-smith-scarves-c-11.html">Paul Smith Scarves</a>, we are sure you will find
ttp://www.paulsmithdesigner.co.uk/paul-smith-shirts-c-6.html">Paul Smith Shirts</a> to tempt you!

<a href="http://www.shoesfeast.com/eclipse">2009 total solar eclipse</a>.

anonymous at 07/20/2009 05:32:17

[url=http://www.uggdiscount.co.uk]UGG Shoes[/url] 2009 will lead the [url=http://www.uggdiscount.co.uk/ugg-classic-tall-c-3.htmlJUGG Classic Tall[/url] tide. As a pursuer for the most
stylish , you have no excuse anymore if you don't have a pair of

[url=http://www.uggdiscount.co.uk/ugg-classic-short-c-2.htmlJUGG Classic Short[/url]. Through our site you can purchase high quality Sheepskin [url=http://www.uggdiscount.co.uk/ugg-
ultra-short-c-14.htmlJUGG Ultra Short[/url] in low price, many of which are hand made by [url=http://www.uggdiscount.co.uk/ugg-classic-mini-c-15.htmlJUGG Classic Mini[/url]
craftspeople. We offer a wide range of

[url=http://www.uggdiscount.co.uk]UK UGG Boots[/url] in different color and styles. Believe us, we have the best products you want
[url=http://www.uggdiscount.co.uk/ugg-sundance-2-c-16.htmlJUGG Sundance 2[/url], and we are sure that you will become an
[url=http://www.paulsmithdesigner.co.uk/paul-smith-flip-flop-c-5.html]Paul Smith Flip Flop[/url]. Browse our website
[url=http://www.paulsmithdesigner.co.uk/paul-smith-scarves-c-11.html]Paul Smith Scarves[/url], we are sure you will find
[url=http://www.paulsmithdesigner.co.uk/paul-smith-shirts-c-6.html]Paul Smith Shirts[/url] to tempt you!

anonymous at 07/18/2009 06:15:04
runescape money

anonymous at 07/17/2009 03:35:36
dog training

dog training

dog training

dog training
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dog training

dog training

dog training

wholesale oil paintings
is

wholesale oil paintings
wholesale oil paintings
is

wholesale oil paintings
wholesale oil paintings
is

wholesale oil paintings
wholesale oil paintings
dddd at 07/16/2009 14:35:09

<A title="" href="http://www.pickmysize.com/">Cheap Jordan shoes</A>,<A title="" href="http://www.pickjordans.com/">Retro Jordan</A>,<A title="" href="http://www.airyeezyshoe.com">Air Yeezy
Shoes</A>,<A title="" href="http://www.suprashoeshop.com/">Supra shoes</A><A title="" href="http://www.pickmysize.com/products/Kanye-West-x-Louis-Vuitton-s238_p1.htm]">Kanye West Shoes</A><A
title="" href="http://www.pickmysize.com/">Jordan shoes</A>,<A title="" href="http://www.pickmysize.com/">New Jordans</A>,<A title="" href="http://www.pickmysize.com/">Air Yeezy</A><A title=""
href="http://www.pickmysize.com/">Air Force Ones</A>,<A title="" href="http://www.pickmysize.com/">Nike Dunks</A>,<A title="" href="http://www.pickjordans.com/">Retro Jordan</A>, <A title=""
href="http://www.pickjordans.com/">Cheap Jordan Shoes</A> <A title="" href="http://www.pickjordans.com/">Nike Dunk High</A>,<A title="" href="http://www.pickjordans.com/">True Religion
Jeans</A>,<A title="" href="http://www.pickjordans.com/">New Air Force Ones</A><A title="" href="http://www.airyeezyshoe.com">Air Yeezy Shoe</A>,<A title=""
href="http://www.airyeezyshoe.com">Supra Shoes</A>,<A title="" href="http://www.airyeezyshoe.com">Retro Jordan</A>,<A title="" href="http://www.airyeezyshoe.com">Creative Recreation</A><A
title="" href="http://www.airyeezyshoe.com/">Nike Dunks</A><A title="" href="www.airyeezyshoe.com">,</A><A title="" href="http://www.airyeezyshoe.com/">True Religion</A><A title=""
href="http://www.suprasheoshop.com/">Air Jordan Shoes</A>,<A title="" href="http://www.suprasheoshop.com/">Air Shox</A>,<A title="" href="http://www.suprasheoshop.com/">Air Max,</A><A title=""
href="http://www.suprasheoshop.com/">Dunk Shoes</A>
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