Edgar Filing: AETNA INC /PA/ - Form 10-Q

AETNA INC /PA/
Form 10-Q
April 26, 2007

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q

(Mark One)

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

For the quarterly period ended March 31, 2007
or

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

For the transition period from to

Commission file number: 1-16095

Aetna Inc.
(Exact name of registrant as specified in its charter)

Pennsylvania 23-2229683

(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)
151 Farmington Avenue, Hartford, CT 06156

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code (860) 273-0123

Former name, former address and former fiscal year, if changed since last report:
N/A

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13
or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months

(or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.p Yes ™ No



Edgar Filing: AETNA INC /PA/ - Form 10-Q

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer p Accelerated filer ~ Non-accelerated filer ~

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes b No

There were 512.3 million shares of voting common stock with a par value of $.01 per share outstanding at March 31,
2007.




Edgar Filing: AETNA INC /PA/ - Form 10-Q

Aetna Inc.
Form 10-Q
For the Quarterly Period Ended March 31, 2007
Unless the context otherwise requires, references to the terms “we,” “our” or “us” used throughout this Quarterly
Report on Form 10-Q (except the Report of Independent Registered Public Accounting Firm on page 18), refer to
Aetna Inc. (a Pennsylvania corporation) (“Aetna’) and its subsidiaries (collectively, the “Company”).

Table of Contents Page

PartI Financial Information

Item 1. Financial Statements 1
Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations 19
Item 3. Quantitative and Qualitative Disclosures About Market Risk 30
Item 4. Controls and Procedures 31

Part II Other Information

Item 1. Legal Proceedings 31
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 31
Item 5. Other Information 32
Item 6. Exhibits 32
Signatures 33

Index to Exhibits 34




Edgar Filing: AETNA INC /PA/ - Form 10-Q

Part I Financial Information
Item 1. Financial Statements

Consolidated Statements of Income
(Unaudited)

(Millions, except per common share data)
Revenue:

Health care premiums

Other premiums

Fees and other revenue *

Net investment income

Net realized capital (losses) gains
Total revenue
Benefits and expenses:

Health care costs **

Current and future benefits

Operating expenses:

Selling expenses
General and administrative expenses

Total operating expenses

Interest expense

Amortization of other acquired intangible assets
Total benefits and expenses
Income from continuing operations before income taxes
Income taxes (benefits):

Current

Deferred
Total income taxes
Income from continuing operations
Discontinued operations, net of tax (Note 15)
Net income

Earnings per common share:

Basic:
Income from continuing operations
Discontinued operations, net of tax
Net income

Diluted:
Income from continuing operations
Discontinued operations, net of tax
Net income

$
$

For the Three Months
Ended March 31,
2007 2006
5,178.5 $ 4,726.1
495.4 502.1
732.8 690.9
294.5 298.0
(1.2) 17.6
6,700.0 6,234.7
4,177.1 3,786.2
590.4 600.7
269.8 243.5
934.7 953.6
1,204.5 1,197.1
423 33.5
21.8 19.9
6,036.1 5,637.4
663.9 597.3
232.5 227.2
(3.2) (15.5)
229.3 211.7
434.6 385.6
- 16.1
434.6 $ 401.7
.84 $ .68
- .03
.84 $ 71
.81 $ .65
- .03
.81 $ .68

* Fees and other revenue include administrative service contract member co-payment revenue and plan sponsor
reimbursements related to our mail order and specialty pharmacy operations of $11.1 million and $8.2 million (net of
pharmaceutical and processing costs of $350.7 million and $328.7 million) for the three months ended March 31,

2007 and 2006, respectively.
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** Health care costs have been reduced by insured member co-payment revenue related to our mail order and
specialty pharmacy operations of $25.4 million and $22.5 million for the three months ended March 31, 2007 and

2006, respectively.

Refer to accompanying Condensed Notes to Consolidated Financial Statements (Unaudited).
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Consolidated Balance Sheets

(Millions)

Assets:

Current assets:
Cash and cash equivalents
Investment securities
Other investments
Premiums receivable, net
Other receivables, net
Accrued investment income

: AETNA INC /PA/ - Form 10-Q

Collateral received under securities loan agreements

Loaned securities

Deferred income taxes

Other current assets
Total current assets
Long-term investments
Mortgage loans
Reinsurance recoverables
Goodwill
Other acquired intangible assets, net
Property and equipment, net
Deferred income taxes
Other long-term assets
Separate Accounts assets
Total assets

Liabilities and shareholders' equity:
Current liabilities:
Health care costs payable
Future policy benefits
Unpaid claims
Unearned premiums
Policyholders' funds

Collateral payable under securities loan agreements

Short-term debt
Income taxes payable

Accrued expenses and other current liabilities

Total current liabilities
Future policy benefits
Unpaid claims
Policyholders' funds
Long-term debt

Income taxes payable

Other long-term liabilities
Separate Accounts liabilities
Total liabilities

(Unaudited)
At March
31,

2007

$ 1,429.8
13,298.3
93.3
453.6
621.9
189.3
1,033.0
999.5
153.1
553.5
18,825.3
1,928.5
1,442.1
1,114.9
4,603.6
669.8
283.1
371.1
1,116.6
18,281.6
$  48,636.6

$ 2,120.6
784.5
603.5
450.2
594.0

1,033.0
9.8
183.5
1,753.6
7,532.7
7,432.0
1,189.6
1,311.1
2,442.5
154.5
809.2
18,281.6
39,153.2

At December
31,
2006

880.0
13,437.2
2104
363.1
530.1
183.1
1,054.3
1,018.1
120.8
506.7
18,303.8
1,840.6
1,380.8
1,107.4
4,603.6
691.6
283.6
342.4
868.7
18,203.9
47,626.4

1,927.5
786.0
598.3
185.6
567.6

1,054.3

45.0
42.6

1,896.1

7,103.0

7,463.7

1,174.6

1,296.4

2,442.3

797.4
18,203.9
38,481.3

6
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Commitments and contingencies (Note 12)
Shareholders' equity:

Common stock and additional paid-in capital ($.01 par value; 2.8 billion
shares authorized;

512.3 million and 516.0 million shares issued and outstanding in 2007 and

2006, respectively) 159.2
Retained earnings 9,838.2
Accumulated other comprehensive loss (514.0)

Total shareholders' equity 9,483.4

Total liabilities and shareholders' equity $ 48,636.6 $

Refer to accompanying Condensed Notes to Consolidated Financial Statements (Unaudited).

Page 2
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Consolidated Statements of Shareholders’ Equity
(Unaudited)

Common
Stock
Number of and
Common Additional
Shares Paid-in
(Millions) Outstanding Capital
Three Months Ended March 31,
2007
Balance at December 31, 2006 5160 $ 366.2
Cumulative effect of new
accounting
standards (Note 2) - -
Beginning balance at January 1,
2007,
as adjusted 516.0 366.2
Comprehensive income:
Net income - -
Other comprehensive loss (Note
7).
Net unrealized losses on
securities - -
Net foreign currency gains - -
Net derivative gains - -
Pension and OPEB plans - -
Other comprehensive loss - -
Total comprehensive income
Common shares issued for benefit
plans,
including tax benefits 3.1 95.5
Repurchases of common shares (6.8) (302.5)
Balance at March 31, 2007 5123 $  159.2

Three Months Ended March 31,
2006
Balance at December 31, 2005
Comprehensive income:
Net income - -
Other comprehensive loss (Note
7).
Net unrealized losses on
securities - -
Net foreign currency losses - -
Net derivative gains - -
Other comprehensive loss - -
Total comprehensive income
Common shares issued for benefit
plans,

566.5 $ 24147

Accumulated
Other Total
Retainébmprehensive Shareholder§€ omprehensive
Earnings Loss Equity Income
$ 94046 $ (6257) $ 9,145.1
(1.0) 1139 112.9
9,403.6 (511.8) 9,258.0
434.6 - 4346 $ 434.6
- (8.1) (8.1)
- A 1
- 3 3
- 5.5 55
- (2.2) (2.2) (2.2
$ 4324
- - 95.5
- - (302.5)
$ 98382 § (51400 $ 94834
$ 7,723.7 $ 503 $ 10,188.7
401.7 - 401.7 $ 401.7
- (115.0) (115.0)
- (.3) (.3)
- 10.7 10.7
- (104.6) (104.6) (104.6
$ 297.1
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including tax benefits 3.5 118.1 - - 118.1
Repurchases of common shares 3.0) (150.9) - - (150.9)
Balance at March 31, 2006 567.0 $ 23819 $ 8,1254 $ (543) $ 10,453.0

Refer to accompanying Condensed Notes to Consolidated Financial Statements (Unaudited).

Page 3
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Consolidated Statements of Cash Flows

(Unaudited)
Three Months Ended
March 31,
(Millions) 2007 2006
Cash flows from operating activities:
Net income $ 434.6 $ 401.7
Adjustments to reconcile net income to net cash provided by operating activities:
Discontinued operations - (16.1)
Depreciation and amortization 72.3 65.2
Amortization of net investment premium 6.8 2.8
Equity in earnings of affiliates, net (26.9) (36.4)
Stock-based compensation expense 25.2 38.1
Net realized capital losses (gains) 1.2 (17.6)
Changes in assets and liabilities:
Accrued investment income (6.2) 4.5
Premiums due and other receivables (151.8) (93.6)
Income taxes 174.5 58.7
Other assets and other liabilities (150.5) (358.8)
Health care and insurance liabilities 450.4 274.7
Other, net .9 2
Net cash provided by operating activities of continuing operations 828.7 3144
Discontinued operations (Note 15) - 49.7
Net cash provided by operating activities 828.7 364.1
Cash flows from investing activities:
Proceeds from sales and investment maturities of:
Debt securities available for sale 1,996.6 2,769.4
Other investments 275.6 568.7
Cost of investments in:
Debt securities available for sale (2,020.3) (2,783.9)
Other investments (185.9) (494.1)
Increase in property, equipment and software (79.4) (62.6)
Cash used for acquisitions, net of cash acquired - (157.0)
Net cash used for investing activities (13.4) (159.5)
Cash flows from financing activities:
Net (repayment) issuance of short-term debt (35.2) 460.4
Repayment of long-term debt - (450.0)
Deposits and interest credited for investment contracts 2.6 9.0
Withdrawals of investment contracts (1.2) (5.5
Common shares issued under benefit plans 40.3 37.8
Stock-based compensation tax benefits 30.2 42.8
Common shares repurchased (302.2) (150.9)
Net cash used for financing activities (265.5) (56.4)
Net increase in cash and cash equivalents 549.8 148.2
Cash and cash equivalents, beginning of period 880.0 1,192.6
Cash and cash equivalents, end of period $ 14298 $ 1,340.8

10
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Supplemental cash flow information:
Interest paid $
Income taxes paid

Refer to accompanying Condensed Notes to Consolidated Financial Statements (Unaudited).

Page 4

20.6
24.5

$

50.9
60.3
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Condensed Notes to Consolidated Financial Statements
(Unaudited)

1. Organization
Our operations include three business segments:

e Health Care consists of medical, pharmacy benefits management, dental and vision plans
offered on both an insured basis (where we assume all or a majority of the risk for medical and
dental care costs) and an employer-funded basis (where the plan sponsor under an
administrative services contract (““ASC”) assumes all or a majority of this risk). Medical plans
include point-of-service (“POS”), health maintenance organization (“HMO”), preferred provider
organization (“PPO”) and indemnity benefit products. Medical plans also include health savings
accounts (“HSAs”) and Aetna HealthFufiJ consumer-directed plans that combine traditional
POS or PPO and/or dental coverage, subject to a deductible, with an accumulating benefit
account (which may be funded by the plan sponsor and/or the member in the case of
HSAs). We also offer specialty products, such as medical management and data analytics
services, behavioral health plans and stop loss insurance, as well as products that provide access
to our provider network in select markets.

¢ Group Insurance primarily includes group life insurance products offered on an insured basis,
including basic group term life insurance, group universal life, supplemental or voluntary
programs and accidental death and dismemberment coverage. Group Insurance also includes
(i) group disability products offered to employers on both an insured and an ASC basis, which
consist primarily of short-term and long-term disability insurance (and products which combine
both), (ii) absence management services, including short-term and long-term disability
administration and leave management, to employers and (iii) long-term care products, which
provide benefits offered to cover the cost of care in private home settings, adult day care,
assisted living or nursing facilities, primarily on an insured basis. In 2006, we announced that
we are exiting the long-term care insurance market, and therefore, we are no longer soliciting or
accepting new long-term care customers (this decision did not have a material impact on our
financial position or results of operations). We are working with our customers on an orderly
transition of this product to other carriers.

e Large Case Pensions manages a variety of retirement products (including pension and annuity
products) primarily for tax qualified pension plans. These products provide a variety of funding
and benefit payment distribution options and other services. The Large Case Pensions segment
includes certain discontinued products (refer to Note 14 beginning on page 15 for additional
information).

These interim statements necessarily rely heavily on estimates, including assumptions as to annualized tax rates. In the
opinion of management, all adjustments necessary for a fair statement of results for the interim periods have been
made. All such adjustments are of a normal, recurring nature. The accompanying unaudited consolidated financial
statements and related notes should be read in conjunction with the consolidated financial statements and related notes
presented in our 2006 Annual Report on Form 10-K (the “2006 Annual Report”). Certain financial information that is
normally included in annual financial statements prepared in accordance with U.S. generally accepted accounting
principles (“GAAP”), but that is not required for interim reporting purposes, has been condensed or omitted.

Page 5
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2. Summary of Significant Accounting Policies

Principles of Consolidation

These unaudited consolidated financial statements have been prepared in accordance with GAAP and include the
accounts of Aetna and the subsidiaries that we control. All significant intercompany balances have been eliminated in
consolidation.

New Accounting Standards

Pensions and Other Postretirement Benefit Plans — Measurement Date Change

Effective December 31, 2006, we adopted certain provisions of Statement of Financial Accounting Standards (“FAS”)
No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans” that required the
recognition of an asset or liability for each of our pension and other postretirement (“OPEB”) plans equal to the
difference between the fair value of plan assets and the benefit obligation as of the latest measurement date, which we
refer to as the plan’s funded status. Pursuant to FAS 158, the unrecognized net actuarial gains (losses) and
unrecognized prior service cost of our plans, which represent the difference between the plan’s funded status and its
existing balance sheet position, were recognized, net of tax, as a component of accumulated other comprehensive
income. Refer to our 2006 Annual Report for additional information.

FAS 158 also requires the measurement of the funded status of pension and OPEB plans to occur at the end of our
fiscal year, which is December 31. This represents a change for us as we previously used September 30 as our
measurement date, as permitted under GAAP. This provision of FAS 158 is effective at December 31, 2008; however
early adoption is encouraged. We elected to adopt this provision at December 31, 2007. FAS 158 provides two
approaches to transition to a fiscal year end measurement date. In the first approach, we use the September 30, 2006
measurement date to determine the net periodic benefit cost (income) to be reflected as an adjustment to the opening
balance of retained earnings on January 1, 2007 (referred to herein as the “transition net periodic benefit

income”). Additionally, in the first approach, we must remeasure plan assets and benefit obligations at January 1, 2007
to determine the effect of the measurement date change on 2007 expense. In the second approach, we would continue
to use the measurement at September 30, 2006 to estimate the effects of this change. We applied the first transition
approach provided in FAS 158, resulting in adjustments to the beginning balances of retained earnings and
accumulated other comprehensive income at January 1, 2007.

As discussed below, we also adopted the provisions of the Financial Accounting Standards Board ("FASB")
Interpretation (“FIN) No. 48, “Accounting for Uncertainty in Income Taxes,” on January 1, 2007, recognizing a
cumulative effect adjustment to the beginning balance of retained earnings at January 1, 2007. The effect of adopting
the measurement date provisions of FAS 158 and the cumulative effect of FIN 48 on the opening balances of retained
earnings and accumulated other comprehensive income are illustrated in the table on page 7 under the caption
Cumulative Effect of New Accounting Standards in 2007.

Uncertain Tax Positions

FIN 48 clarifies the accounting for uncertainty in income taxes by defining criteria that a tax position on an individual
matter must meet before that position is recognized in the financial statements. Additionally, FIN 48 provides
guidance on measurement, derecognition, classification, interest and penalties, interim period accounting, disclosures
and transition. At January 1, 2007, we determined that approximately $111 million of tax benefits previously
recognized were considered uncertain tax positions, as the timing of these deductions may not be sustained upon
examination by taxing authorities. However, we believe these tax benefits will ultimately be recognized. As such,
upon the adoption of FIN 48, we recorded additional income taxes payable of approximately $116 million (including
approximately $5 million in estimated interest payments), which was offset by a corresponding deferred tax asset of
$111 million for the tax position that we believe will ultimately be sustained (either through successful appeals or in
future tax years). Recognition of this additional income tax payable resulted in a cumulative effect adjustment to the
opening balance of retained earnings at January 1, 2007 of $5 million (after tax) representing interest and penalties
(refer to Cumulative Effect of New Accounting Standards in 2007 on page 7).

13
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At January 1, 2007, we had approximately $144 million of income taxes payable related to uncertain tax positions
(reflecting amounts previously accrued for uncertain tax positions together with the $116 million recorded upon the
adoption of FIN 48 as discussed above), and approximately $19 million of income taxes payable related to estimated
interest and penalty payments. We classify interest and penalties as a component of our income tax provision. We do
not believe any of our uncertain tax positions will affect our effective tax rate in future periods, as such amounts
primarily relate to timing differences.

We file U.S. federal income tax returns and income tax returns in various state jurisdictions. Our 2004 and 2005 U.S.
federal tax years and various state tax years from 1996 through 2005 remain subject to income tax examinations by
tax authorities.

Cumulative Effect of New Accounting Standards in 2007
As described above, effective January 1, 2007, we adopted the measurement date provisions of FAS 158 and the
provisions of FIN 48, which resulted in a cumulative effect on our shareholders’ equity, as illustrated below:

Accumulated
Other
Retained Comprehensive
(Millions, after tax) Earnings Loss
Balance at December 31, 2006 $ 94046 $ (625.7)
Effect of changing measurement date of pension and OPEB plans pursuant to FAS
158:
Transition net periodic benefit income, net of tax:
Amortization of net actuarial losses 9.0) 9.0
Amortization of prior service cost (.2) 2
Other components of net periodic benefit income 13.6 -
Unrecognized actuarial gains arising due to change in measurement date - 104.7
Net effect of changing measurement date of pension and OPEB plans 4.4 113.9
Cumulative effect of FIN 48 5.4 -
Cumulative effect of new accounting standards in 2007 (1.0) 113.9
Beginning balance at January 1, 2007, as adjusted $ 94036 $ (511.8)

Certain Financial Instruments

In February 2006, the FASB issued FAS 155, “Accounting for Certain Hybrid Financial Instruments,” which clarifies
when certain financial instruments and features of financial instruments must be treated as derivatives and reported on
the balance sheet at fair value with changes in fair value reported in net income. Also, in January 2007, the FASB
released Statement 133 Implementation Issue B40, “Embedded Derivatives: Application of Paragraph 13(b) to
Securitized Interests In Prepayable Financial Assets” (“DIG B40”). DIG B40 provides a narrow exception to the
provisions of FAS 155 specific to financial instruments that contain embedded derivatives related to underlying
prepayable financial assets. The adoption of FAS 155 on January 1, 2007 did not affect our financial position or
results of operations.

Future Application of Accounting Standards

Fair Value Measurements

In September 2006, the FASB issued FAS 157 “Fair Value Measurements.” FAS 157 defines fair value, establishes a
framework for measuring fair value and expands disclosures about fair value measurements. FAS 157 does not
require new fair value measurements. We will adopt FAS 157 on its effective date, January 1, 2008. We do not expect
the adoption of FAS 157 to have a material impact on our financial position or results of operations.

15
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Fair Value Option

In February 2007, the FASB issued FAS 159 “The Fair Value Option for Financial Assets and Liabilities.” FAS 159
allows us the option to report selected financial assets and liabilities at fair value at our discretion. FAS 159 also
establishes presentation and disclosure requirements designed to facilitate comparisons between companies that
choose different measurement attributes for similar types of assets and liabilities. We will adopt FAS 159 on its
effective date, January 1, 2008. We do not expect the adoption of FAS 159 to have a material impact, if any, on our
financial position or results of operations.

Page 7
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3. Earnings Per Common Share

Basic earnings per share (“EPS”) is computed by dividing income available to common shareholders (i.e., the
numerator) by the weighted average number of common shares outstanding (i.e., the denominator) during the
quarter. Diluted EPS is computed in a manner similar to basic EPS, except that the weighted average number of
common shares outstanding are adjusted for the dilutive effects of stock options, stock appreciation rights and other
dilutive financial instruments, but only in the quarters in which such effect is dilutive.

The computations for basic and diluted EPS from continuing operations for the three months ended March 31, 2007
and 2006 is as follows:

(Millions, except per common share data) 2007 2006
Income from continuing operations $ 4346 $ 3856
Weighted average shares used to compute basic EPS 516.1 567.4
Dilutive effect of stock options, stock appreciation rights and other () 20.3 25.7
Weighted average shares used to compute diluted EPS 536.4 593.1
Basic EPS $ 84 3 .68
Diluted EPS $ 81§ .65

() Approximately 5.4 million stock appreciation rights (“SARs”) (with exercise prices ranging from
$44.22 to $52.11) and 5.3 million SARs (with exercise prices ranging from $49.71 to $52.11)
were not included in the calculation of diluted EPS for the three months ended March 31, 2007
and 2006, respectively, as their exercise prices were greater than the average market price of
common shares during such period.

4. Operating Expenses
For the three months ended March 31, 2007 and 2006, selling expenses (which include broker commissions, the

variable component of our internal sales force compensation and premium taxes) and general and administrative
expenses were as follows:

(Millions) 2007 2006
Selling expenses $ 269.8 $ 243.5
General and administrative expenses:
Salaries and related benefits 5579 597.2
Other general and administrative expenses 376.8 356.4
Total general and administrative expenses 934.7 953.6
Total operating expenses $ 12045 $ 1,197.1

5. Goodwill and Other Acquired Intangible Assets

Changes in the carrying amount of goodwill for the three months ended March 31, 2007 and 2006 were as follows:

(Millions) 2007 2006
Balance, beginning of period $ 4,603.6 $ 4,5232
Goodwill acquired:
Broadspire Disability - 87.1
Other - 1
Balance, end of the period () $ 4,603.6 $ 46104

€]
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$4.5 billion of goodwill was assigned to the Health Care segment at both March 31, 2007 and
2006 and $99.0 million and $87.1 million of goodwill was assigned to the Group Insurance
segment at March 31, 2007 and 2006, respectively.

Page 8
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Other acquired intangible assets at March 31, 2007 and December 31, 2006 consisted of the following:

(Millions)
March 31, 2007
Other acquired intangible assets:
Provider networks
Customer lists
Technology
Other
Trademarks
Total other acquired intangible assets

December 31, 2006
Other acquired intangible assets:
Provider networks
Customer lists
Technology
Other
Trademarks
Total other acquired intangible assets

Accumulated

Cost Amortization

$ 6962
250.6

56.5

314

22.3

$ 1,057.0

$ 6962
250.6

56.5

314

22.3

$ 1,057.0

$ 289.2
60.0
25.2
12.8

$ 387.2

$ 282.0
51.3
21.3
10.8

$ 365.4

Net
Balance

$ 407.0
190.6

31.3

18.6

22.3

$ 6698

$ 4142
199.3

35.2

20.6

22.3

$ 6916

Amortization

Period
(Years)

12-25
4-10

3-5
3-12
Indefinite

12-25
4-10

3-5
3-12
Indefinite

We estimate annual pretax amortization for other acquired intangible assets over the next five calendar years to be as

follows:

(Millions)
2008
2009
2010
2011
2012

6. Investments

Total investments at March 31, 2007 and December 31, 2006 were as follows:

March 31, 2007

(Millions) Current
Debt securities
available for sale:

Available for use in

current operations $ 13,176.0 ()

Loaned securities 999.5
On deposit, as
required by regulatory
authorities -
Debt securities
available for sale 14,175.5
31.3 @D

Long-term

558.3 (3

558.3
38.3 3

Total

999.5

558.3

14,733.8
69.6

Current

December 31, 2006

$ 13,176.0 $ 13,293.8 (1)
1,018.1

14,311.9

328 @

Long-term

$ -

555.0 )

555.0

383 @

$ 79.8
68.8
65.0
60.3
51.7

Total

$ 13,293.8
1,018.1
555.0

14,866.9
71.1
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Equity securities
available for sale

Short-term

investments 91.0 - 91.0 110.6 @ -
Mortgage loans 91.1 1,442.1 1,533.2 2074 1,380.8
Other investments 2.2 @ 1,331.9 3 1,334.1 3.0 (@ 1,247.3 3)
Total investments $ 14,391.1 $ 3,370.6 $ 17,7617 $ 14,665.7 $ 32214

() Included in investment securities on the Consolidated Balance Sheets totaling $13.3 billion and
$13.4 billion at March 31, 2007 and December 31, 2006, respectively.

2 Included in other investments on the Consolidated Balance Sheets totaling $93.3 million and
$210.4 million at March 31, 2007 and December 31, 2006, respectively.

) Included in long-term investments on the Consolidated Balance Sheets totaling $1.9 billion and
$1.8 billion at March 31, 2007 and December 31, 2006, respectively.

Page 9

110.6
1,588.2
1,250.3

$ 17,887.1
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Sources of net investment income for the three months ended March 31, 2007 and 2006 were as follows:

(Millions) 2007 2006
Debt securities $ 211.1 $ 2077
Mortgage loans 29.0 29.5
Cash equivalents and other short-term investments 27.2 23.1
Other 36.2 46.4
Gross investment income 303.5 306.7
Less: investment expenses (9.0) (8.7)
Net investment income (1) $ 2945 $ 298.0

(DIncludes amounts related to experience-rated contract holders of $31.3 million and $34.7 million
during the three months ended March 31, 2007 and 2006, respectively. Interest credited to
experience-rated contract holders is included in current and future benefits in our Consolidated
Statements of Income.

Net realized capital (losses) gains on investments for the three months ended March 31, 2007 and 2006, excluding
amounts related to experience-rated contract holders and discontinued products, were as follows:

(Millions) 2007 2006
Debt securities (1) $ (D $ 7.7
Equity securities - 3.7
Derivatives .1 7.8
Other (1.2) (1.6)
Pretax net realized capital (losses) gains $ 1.2) $ 17.6

(D Included in net realized capital losses on debt securities for the three months ended March 31,
2007 were $16.9 million of other-than-temporary impairment charges for securities that were in
an unrealized loss position due to interest rate increases and not unfavorable changes in the credit
quality of such securities. Since we could not positively assert our intention to hold such
securities until recovery in value, these securities were written down to fair value in accordance
with our accounting policy. Refer to Critical Accounting Estimates — Other-Than-Temporary
Impairments of Investment Securities in our 2006 Annual Report for additional information.

Net realized capital gains related to experience-rated contract holders of $4 million and $7 million for the three
months ended March 31, 2007 and 2006, respectively, were deducted from net realized capital gains and an offsetting
amount was reflected in policyholders’ funds. Net realized capital gains related to discontinued products of $5 million
and $16 million for the three months ended March 31, 2007 and 2006, respectively, were deducted from net realized
capital gains and an offsetting amount was reflected in the reserve for anticipated future losses on discontinued
products (refer to Note 14 beginning on page 15).

Page 10
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7. Other Comprehensive (Loss) Income

Shareholders’ equity included the following activity in accumulated other comprehensive income (loss) (excluding
amounts related to experience-rated contract holders and discontinued products) for the three months ended March 31,
2007.

Net Unrealized Gains (Losses) Pension and OPEB Plans
Unrecognized
Net Unrecognized Total Other
Actuarial Pridfomprehensive
Foreign (Loss) Service (Loss)
(Millions) Securities Currency Derivatives Gain Cost Income

Balance at December 31, 2006 $ 665 $ 116 $ 76 $ (733.7) $ 223 $ (625.7)
Effect of changing measurement
date of pension and OPEB plans

pursuant to FAS 158 () - - - 113.7 2 113.9
Balance at January 1, 2007, as
adjusted 66.5 11.6 7.6 (620.0) 22.5 (511.8)
Unrealized net (losses) gains arising

during the period ($(18.3) pretax) (12.7) .1 7 - - (11.9)
Reclassification to earnings

($14.9 pretax) 4.6 - (4) 5.3 2 9.7
Other comprehensive (loss) income

during the period 8.1 .1 3 53 2 2.2)
Balance at March 31, 2007 $ 584 $ 117 % 79 $ (©147) $ 227 $  (514.0)

(DWe elected to adopt the measurement date provisions of FAS 158 at December 31,
2007. Pursuant to the transition provisions of FAS 158, the effects of this change must be
recognized as an adjustment to the opening balance of accumulated other comprehensive income
on January 1, 2007. Refer to Note 2 beginning on page 6 for additional details.

Shareholders’ equity included the following activity in accumulated other comprehensive income (loss) (excluding
amounts related to experience-rated contract holders and discontinued products) for the three months ended March 31,

2006.

Net Unrealized Gains (Losses)

Total Other
MinimumComprehensive
Foreign Pension (Loss)
(Millions) Securities  Currency Derivatives Liability ® Income
Balance at December 31, 2005 $ 104.1 $ 120 $ 1.1$ 647 $ 50.3
Unrealized net (losses) gains arising during the
period ($(144.8) pretax) (109.4) (.3) 15.6 - 94.1)
Reclassification to earnings ($16.2 pretax) (5.6) - 4.9 - (10.5)
Other comprehensive (loss) income during the
period (115.0) (.3) 10.7 - (104.6)
Balance at March 31, 2006 $ @109 $ 117 $ 96 $ (647 $ (54.3)

(D Prior to the adoption of FAS 158 at December 31, 2006, we were required to recognize a
minimum pension liability adjustment for our supplemental pension plan in accordance with the
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provisions of FAS 87, “Employers' Accounting for Pensions.”

Page 11
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8. Employee Benefit Plans

Defined Benefit Retirement Plans
Components of the net periodic benefit (income) cost of our noncontributory defined benefit pension plans and OPEB
plans for the three months ended March 31, 2007 and 2006 were as follows:

Pension Plans OPEB Plans
(Millions) 2007 2006 2007 2006
Service cost $ 10.8 $ 245 % A $ 1
Interest cost 74.8 70.8 54 6.3
Expected return on plan assets (116.4) (102.7) (1.0) (1.0)
Amortization of prior service costs 1.2 1.4 (.9) (.5
Recognized net actuarial loss 6.9 19.3 1.4 1.8
Net periodic benefit (income) cost $ 2277 $ 133 $ 5.0 $ 6.7

9. Debt
The carrying value of our long-term debt at March 31, 2007 and December 31, 2006 was as follows:

March 31, December 31,

(Millions) 2007 2006
Senior notes, 5.75%, due 2011 $ 4496 $ 449.6
Senior notes, 7.875%, due 2011 448.5 448 4
Senior notes, 6.0%, due 2016 745.9 745.8
Senior notes, 6.625%, due 2036 798.5 798.5
Total long-term debt $ 24425 $ 24423

At March 31, 2007, we had an unsecured $1 billion, five-year revolving credit agreement (the “Facility”) with several
financial institutions which terminates in January 2012, which may be expanded to a maximum of $1.35 billion upon
our agreement with one or more financial institutions. The Facility contains a financial covenant that requires us to
maintain a ratio of total debt to consolidated capitalization as of the end of each fiscal quarter ending on or after
December 31, 2005 at or below .4 to 1.0. For this purpose, consolidated capitalization equals the sum of shareholders’
equity (excluding any overfunded or underfunded status of our pension and OPEB plans in accordance with FAS 158
and any net unrealized capital gains and losses) and total debt (as defined in the Facility). We met this requirement at
March 31, 2007.

At March 31, 2007, there was $10 million outstanding under a short-term credit program that is secured by assets of
certain of our subsidiaries.

10. Capital Stock

On September 29, 2006, the Board authorized a share repurchase program for the repurchase of up to $750 million of
common stock. During the first quarter of 2007, we repurchased approximately 7 million shares of common stock at a
cost of approximately $303 million (approximately $27 million of these repurchases were settled in early April). At
March 31, 2007, we may repurchase up to $268 million of common stock under the remaining Board authorization.

On February 9, 2007, approximately 4.8 million SARs and approximately .7 million restricted stock units (“RSUs”)
were granted to certain employees. The SARs will be settled in stock, net of taxes, based on the appreciation of our
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stock price over $42.57 per share. For each RSU granted, employees receive one share of common stock, net of taxes,
at the end of the vesting period. The SARs and RSUs will become 100% vested three years from the grant date, with
one-third of the SARs and RSUs vesting each year.

Page 12
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11. Dividend Restrictions and Statutory Surplus

Under regulatory requirements at March 31, 2007, the amount of dividends that may be paid to Aetna through the end
of 2007 by our insurance and HMO subsidiaries without prior approval by regulatory authorities is approximately
$941 million in the aggregate. There are no such restrictions on distributions from Aetna to its shareholders.

At March 31, 2007, the combined statutory capital and surplus of our insurance and HMO subsidiaries was $4.6
billion. At December 31, 2006, such capital and surplus was $4.7 billion.

12. Commitments and Contingencies

Litigation

Managed Care Class Action Litigation

From 1999 through early 2003, we were involved in purported class action lawsuits as part of a wave of similar
actions targeting the health care payor industry and, in particular, the conduct of business by managed care
companies. These cases, brought on behalf of health care providers (the “Provider Cases”), alleged generally that we
and other defendant managed care organizations engaged in coercive behavior or a variety of improper business
practices in dealing with health care providers and conspired with one another regarding this purported wrongful
conduct.

Effective May 21, 2003, we and representatives of over 900,000 physicians, state and other medical societies entered
into an agreement (the “Physician Settlement Agreement”) settling the lead physician Provider Case, which was pending
in the United States District Court for the Southern District of Florida (the “Florida Federal Court””). We believe that the
Physician Settlement Agreement, which has received final court approval, resolved all then pending Provider Cases
filed on behalf of physicians that did not opt out of the settlement. During the second quarter of 2003, we recorded a
charge of $75 million ($115 million pretax) (included in other operating expenses) in connection with the Physician
Settlement Agreement, net of an estimated insurance receivable of $72 million pretax. We believe our insurance
policies with third party insurers apply to this matter and have been vigorously pursuing recovery from those insurers

in Pennsylvania state court (the “Coverage Litigation”). During the second quarter of 2006, the Philadelphia,
Pennsylvania state trial court issued a summary judgment ruling dismissing all of our claims in the Coverage

Litigation. We have appealed that ruling and intend to continue to vigorously pursue recovery from our third party
insurers. However, as a result of that ruling, we concluded that the estimated insurance receivable of $72 million

pretax that was recorded in connection with the Physician Settlement Agreement is no longer probable of collection

for accounting purposes, and therefore, during the second quarter of 2006, we wrote-off that recoverable. We

continue to work with plaintiffs’ representatives in implementing the Physician Settlement Agreement and the issues
that may arise under that agreement.

Several Provider Cases filed in 2003 on behalf of purported classes of chiropractors and/or all non-physician health
care providers also make factual and legal allegations similar to those contained in the other Provider Cases, including
allegations of violations of the Racketeer Influenced and Corrupt Organizations Act. These Provider Cases seek
various forms of relief, including unspecified damages, treble damages, punitive damages and injunctive relief. These
Provider Cases have been transferred to the Florida Federal Court for consolidated pretrial proceedings. We intend to
defend each of these cases vigorously.

Insurance Industry Brokerage Practices Matters

We have received subpoenas and other requests for information from the New York Attorney General, the
Connecticut Attorney General, other attorneys general and various insurance and other regulators with respect to an
industry wide investigation into certain insurance brokerage practices, including broker compensation arrangements,
bid quoting practices and potential antitrust violations. We may receive additional subpoenas and requests for
information from these attorneys general and regulators. We are cooperating with these inquiries.
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In connection with this industry wide review, we have received, and may receive, additional subpoenas and requests
for information from other attorneys general and other regulators.

Page 13
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Other Litigation and Regulatory Proceedings

We are involved in numerous other lawsuits arising, for the most part, in the ordinary course of our business
operations, including employment litigation and claims of bad faith, medical malpractice, non-compliance with state
regulatory regimes, marketing misconduct, failure to timely pay medical claims, investment activities, patent
infringement and other intellectual property litigation and other litigation in our Health Care and Group Insurance
businesses. Some of these other lawsuits are or are purported to be class actions. We intend to defend these matters
vigorously.

In addition, our current and past business practices are subject to review by, and from time to time we receive
subpoenas and other requests for information from, various state insurance and health care regulatory authorities and
other state and federal authorities. There also continues to be heightened review by regulatory authorities of the
managed health care industry’s business practices, including utilization management, complaint and grievance
processing, information privacy, delegated arrangements and claim payment practices. As a leading national managed
care organization, we regularly are the subject of such reviews. These reviews may result, and have resulted, in
changes to or clarifications of our business practices, as well as fines, penalties or other sanctions.

We are unable to predict at this time the ultimate outcome of the remaining Provider Cases, the insurance industry
brokerage practices matters or other litigation and regulatory proceedings, and it is reasonably possible that their
outcome could be material to us.

13. Segment Information

Summarized financial information of our segments for the three months ended March 31, 2007 and 2006 were as
follows:

Large

Health Group Case Corporate Total
(Millions) Care Insurance Pensions Interest Company
2007
Revenue from external customers $ 58820 $ 4657 $ 590 $ - $ 6,406.7
Operating earnings (loss) () 422.7 31.1 9.1 (27.5) 435.4
2006
Revenue from external customers $ 54066 $ 4555 $ 57.0 $ - $ 5919.1
Operating earnings (loss) () 360.6 322 9.3 (21.8) 380.3

(D Operating earnings (loss) excludes net realized capital gains or losses and the other item
described in the reconciliation below.

A reconciliation of operating earnings to income from continuing operations in the Consolidated Statements of
Income for the three months ended March 31, 2007 and 2006 was as follows:

(Millions) 2007 2006
Operating earnings $4354 $ 3803
Net realized capital (losses) gains (.8) 11.5
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Acquisition-related software charge (1) - (6.2)
Income from continuing operations $4346 $ 385.6
() As a result of the acquisition of Broadspire Disability in the first quarter of 2006, we acquired

certain software which eliminated the need for similar software that we had been developing

internally. As a result, we ceased our own software development and impaired amounts

previously capitalized, resulting in a $6.2 million ($8.3 million pretax) charge to net income,

reflected in general and administrative expenses in the first quarter of 2006. This charge does

not reflect the underlying business performance of Group Insurance, and therefore, we have

excluded it from operating earnings in the first quarter of 2006.

Page 14
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14. Discontinued Products

We discontinued the sale of our fully guaranteed large case pension products (single-premium annuities (“SPAs”) and
guaranteed investment contracts (“GICs”)) in 1993. Under our accounting for these discontinued products, a reserve for
anticipated future losses from these products was established, and we review it quarterly. As long as the reserve
continues to represent our then best estimate of expected future losses, results of operations of the discontinued
products, including net realized capital gains and losses, are credited/charged to the reserve and do not affect our

results of operations. Our results of operations would be adversely affected to the extent that future losses on the
products are greater than anticipated and favorably affected to the extent that future losses are less than anticipated.

The current reserve reflects our best estimate of anticipated future losses.

The factors contributing to changes in the reserve for anticipated future losses are: operating income or loss (including
mortality and retirement gains or losses) and realized capital gains or losses. Operating income or loss is equal to
revenue less expenses. Realized capital gains or losses reflect the excess (deficit) of sales price over (below) the
carrying value of assets sold and any other-than-temporary impairments. Mortality and retirement gains or losses
reflect our experience related to SPAs. A mortality gain (loss) occurs when an annuitant or a beneficiary dies sooner
(later) than expected. A retirement gain (loss) occurs when an annuitant retires later (earlier) than expected.

At the time of discontinuance, a receivable from Large Case Pensions’ continuing products equivalent to the net
present value of the anticipated cash flow shortfalls was established for the discontinued products. Interest on the
receivable is accrued at the discount rate that was used to calculate the reserve. The offsetting payable, on which
interest is similarly accrued, is reflected in continuing products. Interest on the payable generally offsets the
investment income on the assets available to fund the shortfall. At March 31, 2007, the receivable from continuing
products, net of related deferred taxes payable of $140 million on accrued interest income, was $320 million. At
December 31, 2006, the receivable from continuing products, net of related deferred taxes payable of $138 million on
accrued interest income, was $315 million. These amounts were eliminated in consolidation.

Results of discontinued products for the three months ended March 31, 2007 and 2006 were as follows (pretax):

Charged
(Credited)
to Reserve
for
Future
(Millions) Results Losses Net @
Three months ended March 31, 2007
Net investment income $ 8.0 $ - % 85.0
Net realized capital gains 49 4.9 -
Interest earned on receivable from continuing products 6.9 - 6.9
Other revenue 6.8 - 6.8
Total revenue 103.6 4.9) 98.7
Current and future benefits 80.8 15.3 96.1
Operating expenses 2.6 - 2.6
Total benefits and expenses 83.4 15.3 98.7
Results of discontinued products $ 202 % (20.2) $ -
Three months ended March 31, 2006
Net investment income $ 887 $ - % 88.7
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Net realized capital gains
Interest earned on receivable from continuing products
Other revenue
Total revenue
Current and future benefits
Operating expenses
Total benefits and expenses
Results of discontinued products $

15.7
7.6
7.8

119.8

83.6
3.1

86.7

33.1

$

1s5.7)

1s5.7)
17.4

17.4
(33.1) $

() Amounts are reflected in the Consolidated Statements of Income, except for interest earned on the

receivable from continuing products, which was eliminated in consolidation.
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Assets and liabilities supporting discontinued products at March 31, 2007 and December 31, 2006 were as follows: (1)

March 31, December 31,

(Millions) 2007
Assets:
Debt securities available for sale $ 28261 $
Equity securities available for sale 54.6
Mortgage loans 589.4
Investment real estate 90.6
Loaned securities 246.2
Other investments ) 650.8
Total investments 4,457.7
Collateral received under securities loan agreements 253.7
Current and deferred income taxes 120.9
Receivable from continuing products ) 459.6
Total assets $ 52919 $
Liabilities:
Future policy benefits $ 37276 $
Policyholders' funds 239
Reserve for anticipated future losses on discontinued products 1,083.8
Collateral payable under securities loan agreements 253.7
Other liabilities 202.9
Total liabilities $ 52919 $

(1) Assets supporting the discontinued products are distinguished from assets supporting
continuing products.

(@ Includes debt securities on deposit as required by regulatory authorities of $22.4 million and
$22.0 million at March 31, 2007 and December 31, 2006, respectively. These securities are
considered restricted assets and were included in long-term investments on the Consolidated
Balance Sheets.

() The receivable from continuing products is eliminated in consolidation.

2006

2,857.4
54.9
650.6
77.8
228.2
6254
4,494.3
236.4
110.3
452.7
5,293.7

3,771.1
234
1,061.1
236.4
201.7
5,293.7

At March 31, 2007 and December 31, 2006, net unrealized capital gains on debt securities available for sale are

included above in other liabilities and are not reflected in consolidated shareholders’ equity. The reserve for
anticipated future losses is included in future policy benefits on the Consolidated Balance Sheets.

The reserve for anticipated future losses on discontinued products represents the present value (at the risk-free rate of
return at the time of discontinuance, consistent with the duration of the liabilities) of the difference between the
expected cash flows from the assets supporting discontinued products and the cash flows expected to be required to
meet the obligations of the outstanding contracts. Calculation of the reserve for anticipated future losses requires

projection of both the amount and the timing of cash flows over approximately the next 30 years, including

consideration of, among other things, future investment results, participant withdrawal and mortality rates and the cost
of asset management and customer service. Since 1993, there have been no significant changes to the assumptions
underlying the calculation of the reserve related to the projection of the amount and timing of cash flows, except as

noted below.

The projection of future investment results considers assumptions for interest rates, bond discount rates and

performance of mortgage loans and real estate. Mortgage loan cash flow assumptions represent management’s best
estimate of current and future levels of rent growth, vacancy and expenses based upon market conditions at each
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reporting date. The performance of real estate assets has been consistently estimated using the most recent forecasts
available. Since 1997, a bond default assumption has been included to reflect historical default experience, since the
bond portfolio increased as a percentage of the overall investment portfolio and reflected more bond credit risk,
concurrent with the declines in the co