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(1)

A REVIEW OF THE ADMINISTRATION’S FY2005
HEALTH CARE PRIORITIES

WEDNESDAY, MARCH 10, 2004

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ENERGY AND COMMERCE,

Washington, DC.
The committee met, pursuant to notice, at 2:15 p.m., in room

2123, Rayburn House Office Building, Hon. Joe Barton (chairman)
presiding.

Members present: Representatives Barton, Hall, Bilirakis, Upton,
Gillmor, Greenwood, Cox, Deal, Burr, Whitfield, Norwood, Cubin,
Shimkus, Shadegg, Pickering, Buyer, Bass, Pitts, Bono, Walden,
Terry, Ferguson, Otter, Sullivan, Dingell, Waxman, Towns,
Pallone, Brown, Rush, Stupak, Engel, Wynn, Green, McCarthy,
DeGette, Capps, Allen, Solis, and Gonzalez.

Staff present: Patrick Morrisey, deputy staff director; Nandan
Kenkeremath, majority counsel; Chuck Clapton, majority counsel;
Patrick Ronan, majority counsel; Cheryl Jaeger, majority profes-
sional staff; Jeremy Allen, health policy coordinator; Eugenia Ed-
wards, legislative clerk; Bridgett Taylor, minority professional
staff; Amy Hall, minority professional staff; and John Ford, minor-
ity counsel.

Chairman BARTON. Today we are going to have a hearing on the
priorities of the Bush Administration’s health care policies. Before
we do our opening statements, I want to make a personal an-
nouncement for Chairman Tauzin. He informed myself and other
members of the committee by telephone yesterday that he has been
diagnosed with stomach cancer. He is undergoing a series of tests,
is going to take a leave from the Congress for at least a month, will
be operated no in the very near future, expects a full recovery, ex-
pects to be back in the House late spring.

He asked that I make this announcement, and I ask everyone to
pray for himself and his family and help get them through this.
But he is very optimistic. His doctors are very optimistic, and he
expects a full recovery and to be back his usual active Cajun self
this summer.

So with that I would also like to make an announcement that we
have the Secretary with us until 5 p.m. this afternoon. Every mem-
ber is entitled to make an opening statement. The chairman, rank-
ing member of the subcommittee and full committee each are al-
lowed 5 minutes. All of the members are allowed 3 minutes.

Any member who wishes to defer his or her opening statement
will be given an additional 3 minutes in the question period.
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So with that, the Chair would recognize himself for a 5-minute
opening statement.

I want to welcome you, Secretary Thompson to the full com-
mittee hearing on the administration’s 2005 fiscal year health care
priority budget. Health care is a cornerstone of this committee’s ju-
risdiction and has been for decades.

We have advanced significant health care through the Energy
and Commerce Committee that have improved the quality of life
for millions of Americans. Whether it affected Medicare, Medicaid,
private insurance, FDA drug efficacy, medical device approval, or
basic health care research and public health programs, this com-
mittee has played a pivotal role in the creation or modification of
our most important health care policies.

As the chairman of the committee, I hope to carry on the fine
tradition of my predecessors who have made strong commitments
to increasing consumer’s access to health insurance, to creating an
affordable health care system, and to improving our Nation’s public
health infrastructure. It is my intent, and I am going to make it
my policy to pursue these goals on a bipartisan basis.

We have acted, Republicans and Democrats, on a bipartisan
basis in the recent past and have passed numerous critical health
care bills. The Public Health Security and Bioterrorism Prepared-
ness and Response Act, the creation of the Homeland Security De-
partment, accelerated approval of devices in the FDA, and Project
Bioshield are just a few of the bipartisan bills that this committee
has pass into law.

On a not quite so bipartisan basis, we have also acted recently
to enact comprehensive Medicare legislation that will provide our
Nation’s seniors with better access to prescription drugs and real
relief from the high cost of some of those products.

I am looking forward, Mr. Secretary, today to hear you testify
about how you plan to implement this new law that will benefit
seniors and the specific ways you think it will reduce prescription
drug prices.

There are many innovative, cost containment measures in the
bill that is now law, and those really have not received too much
attention, and so I hope that you will inform this committee of
some of those issues.

The new Medicare law does many good things for our seniors. It
has got a new prescription drug count discount card so that some
seniors can receive an immediate reduction on their drug prices.
You told me that 105 groups had applied to provide that card, and
I am sure you will elaborate on that in your testimony.

We provide very generous low income subsidies for Medicare
beneficiaries who need the most help, and the new bill will begin
to modernize some of the most antiquated parts of the Medicare
program.

Last year’s passage of the Medicare law was not universally pop-
ular with this committee, but beginning today, I hope that friends
on both sides of the aisle, Republicans and Democrats, who had
some concerns about the bill, and I will put myself in that camps—
I had some concerns about the bill, too—can focus on ways to in-
sure that the law, now that it is the law, is fairly implemented in
the way that will help Medicare beneficiaries the most.
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Now is not the time to play politics and to try to reopen old
wounds. I hope that we can work together to implement this on a
bipartisan basis.

Finally, as you know, we are about to go through a new budget
process. I would like to note to my consternation, quite frankly,
many health care programs under this committee’s jurisdiction are
currently being funded without being authorized.

I have been told anecdotally, and I am trying to tie this down
at the staff level, that 80 percent of the health care programs
under the committee’s jurisdiction are currently not authorized. I
do not think that this is a responsible practice, Mr. Secretary, and
I hope that you will work with the committee to begin the
reprioritization process to determine how best use our precious
Federal health care dollars.

It would be my goal over time to reauthorize or authorize all of
the programs under the committee’s jurisdiction. Programs that do
not have an authorization at some point in time should not receive
the same level of funding as they have in the past. Some may see
this as controversial, but I believe it should be an important long-
term goal of our committee.

I do not mind having a disagreement on how a program should
be authorized, but I think that if we are going to spend Federal
dollars, all programs that are spending Federal dollars should be
authorized.

I want to work with you, Mr. Secretary, and the President and
all the other members of the Cabinet and members of this com-
mittee to make progress on the important health care matters be-
fore us. We appreciate the fact that you are here today, and we ap-
preciate the good work that you have done in the past, and we look
forward to working with you in the future. We have a lot of work
to do.

I will now recognize Mr. Dingell an opening statement.
Mr. DINGELL. Mr. Chairman, I thank you for this courtesy.
Mr. Secretary, welcome. I want to begin by expressing my high

personal regard for you and to say to the committee that you are
distinguished and able and a dedicated public servant, and we are
delighted to have you before us.

I am here to speak today to the concerns and the feelings of the
members on this side of the aisle. I confess myself severely dis-
appointed by the President’s proposed budget on health care. Rath-
er than making advances to protect the health and welfare of
Americans young and old, the budget, in fact, undermines key pro-
grams in the area.

Referring first to the issue of Medicare, the President’s budget is
noteworthy not for what is included, but rather what is not in-
cluded. The budget includes no money to fix the gaping holes in the
flawed Medicare prescription drug benefit bill passed last year.
Seniors continue to face the doughnut hole that keeps getting larg-
er. Drug prices keep skyrocketing, loss of existing quality retiree
coverage, steep cuts to physician services over the next 10 years,
and erosion of a program, Medicare, that has served them so well
for better than 40 years.

Medicare will soon no longer be the program for millions of sen-
iors to depend upon. It has changed and in many was not for the
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better. Yet there is not one dollar in the budget to address these
shortcomings, nor does the President’s budget include needed fund-
ing to shore up Medicaid.

This is a program that provides health coverage for 51 million
Americans, and the Children’s Health Insurance Program, CHIP.
The $20 billion in State fiscal relief is set to expire at the end of
June, while the States are still struggling to overcome record budg-
et deficits caused by the downturn in the economy.

And each of my colleagues here in the committee knows what
this means to their own State. There is nothing in the budget to
replace this.

Another $1.1 billion in funding for CHIP is set to expire in Sep-
tember, but there is no money in the budget for that either. Accord-
ing to the Kaiser Commission on Medicaid and the uninsured, the
number of uninsured has increased by more than $3.7 million
under this administration. Yet not only does this administration’s
budget include no money to improve the situation. It fails even to
hold the line on the coverage that people have today.

Worse yet, the budget slashes the Medicaid program by $23.5 bil-
lion. This is done under the guise of eliminating unspecified fraud
and abuse. It is quite possible that there is fraud and abuse in this
situation, but it is equally probable that this will not be found, and
so we will have to find a large amount of money to make this
project whole or else to confront the problem of having States with-
out the means to provide the necessary health care for deserving
and needy Americans.

States are already in a $21 billion hole as a result of the Presi-
dent’s budget under funding Medicaid and CHIP, but the President
proposes slashing another $23 billion. This will leave a shortfall of
better than $43 billion to State insurance programs in the coming
decade.

The President’s budget is similarly problematic with respect to
public health programs. In the word of president for the Coalition
of Health Funding, and I now quote, ‘‘By flat funding, cutting, or
under funding with less than significant increases, the overall pub-
lic health system is being strained to the breaking point. It is akin
to death by 1,000 cuts, a slow dismantling of programs stretched
beyond their limit by increasing demands. The budget misses im-
portant opportunities that public health agencies and programs
provide to address the twin peril of increasing numbers of unin-
sured and unsustainable rising health care costs.’’

The budget also contains gimmicks such as interagency transfer.
For example, the entire budget of the Agency for Health Care Qual-
ity and Research is funded from money transferred from the Na-
tional Institutes of Health. This is the time that the National Insti-
tutes of Health are supposed to be receiving significant increases
in funding to meeting plans announced earlier by the administra-
tion, and the demoralized and wasteful outsourcing programs are
continued.

I hope, Mr. Secretary, that you will consider these hurtful cuts
and remember that these are safety net programs upon which
Americans depend.

We should also be working together to shore up programs to pro-
tect children, pregnant women, those with disabilities, the elderly,
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and working families from seeing their health insurance coverage
and other benefits eroded. But this administration’s determination
to enact tax cuts at any price prevents bipartisan work desperately
needed to protect the health of Americans and the well-being of our
citizens. I greatly regret this is the case.

I thank you, Mr. Chairman.
Chairman BARTON. Thank you, and I would note that both my-

self and Mr. Dingell were right on the 5-minute mark. So that is
a good standard to start the opening statements.

Does the distinguished subcommittee chairman, Mr. Bilirakis
wish to make an opening statement?

Mr. BILIRAKIS. Mr. Chairman, I am going to focus my ques-
tioning on the reimportation issue and would prefer that the Sec-
retary have the excess time for that. So, therefore, I would defer
and ask unanimous consent that my written statement be made
part of the record.

Chairman BARTON. Without objection.
[The prepared statement of Hon. Michael Bilirakis follows:]

PREPARED STATEMENT OF HON. MICHAEL BILIRAKIS, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF FLORIDA

Thank you, Mr. Chairman. I am pleased that today we will be hearing from
Health and Human Services Secretary Tommy Thompson. Secretary Thompson has
appeared before this Committee a number of times in the past, and we welcome him
back today and look forward to his testimony and his views on the Administration’s
fiscal year 2005 budget request for the Department of Health and Human Services.

Mr. Secretary, you have a formidable task ahead of you. While your budget re-
quest contains a number of new policy proposals, I think we both agree that your
biggest job will be to oversee the implementation of the Medicare Modernization Act.
As you are well aware, this new law represents the largest expansion of Medicare
since the program was first created in 1965, and I look forward to working with you
and your department to implement this landmark legislation.

I am particularly interested in hearing your perspective on the implementation
of the Medicare prescription drug discount card and transitional assistance program.
These new discount cards will be the first tangible benefits Medicare beneficiaries
will enjoy as a result of the Medicare Modernization Act, and I know we share a
mutual goal of ensuring that this program is as successful as possible.

I was also pleased to see that the Administration’s request includes an increase
of $219 million for the community health centers program, which as your budget
request notes will result in services for an additional 1.6 million individuals in 330
new and expanded sites. As Congress continues to grapple with the best way to deal
with the problem of the uninsured, I’m glad that we can come together behind this
critical component of our healthcare safety net.

I’m interested in hearing more about the Administration’s bioterrorism prepared-
ness initiatives. While we have been fortunate in that our nation has not fallen vic-
tim to a major bioterrorist attack, the recent discovery of ricin in the Senate office
building complex has highlighted our need to remain vigilant in our efforts to guard
against biological and chemical weapons attacks.

Mr. Secretary, your department’s budget request contains a number of other new
initiatives, covering the spectrum from limiting the use of Medicaid intergovern-
mental transfers to encouraging healthy family development. I’m sure that today’s
hearing will highlight the fact that some of these initiatives are not without con-
troversy. That’s why I’m glad you were able to join us today to shed some further
light on your fiscal year 2005 budget request and the thinking behind it. Thank you
Mr. Chairman, and I yield back the balance of my time.

Chairman BARTON. Does the distinguished ranking member of
the subcommittee, Mr. Brown, wish to make an opening statement?

Mr. BROWN. Yes, I do. Thank you.
Chairman BARTON. The gentleman is recognized for 5 or is it 3

minutes.
Mr. BROWN. Three. You had said 5 a minute ago.
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Chairman BARTON. I thought so.
Mr. BROWN. Okay. I will do 3, and I thank you.
Thank you, Mr. Secretary, for joining us.
The President’s health care budget is representative of his budg-

et as a whole. It simply does not make sense as a response to the
concerns of everyday Americans. The budget only makes sense if
the President prioritizes tax cuts tilted toward the wealthiest
Americans ahead of health care access and every other concern
weighing on American families.

Whether you look at the funding set-aside for health care access,
medical research, public health priorities, this budget treats health
care like the redheaded stepchild. Last year, in his State of the
Union address, the President told us that one of his major goals
was high quality, affordable health care for all American. Keep
that in mind when you look at how this administration treats Med-
icaid, the Nation’s largest health insurer.

Medicaid covers 46 million Americans, and even through Med-
icaid is the only reason the uninsured rate didn’t explode during
the economic downturn, even though Medicaid covers 70 percent of
nursing home care in this country, even though the States des-
perately need help keeping Medicaid afloat, the President’s budget
actually cuts Medicaid funding by $24 billion every 10 years.

Look in the context in a State like mine. One out of six manufac-
turing jobs has disappeared in the last 3 years; 300,000 unem-
ployed. This Congress will not extend unemployment benefits to
the 800,000 Americans who have seen their benefits expire in the
last 3 months.

How exactly does stripping away health care coverage for mil-
lions of Americans contribute to the goal of assuring high quality,
affordable health care for all Americans?

The President’s State of the Union said our goal is to insure that
Americans can choose and afford private health coverage that best
fits their individual needs. I did not notice any funding in the
President’s budget to assure access to private coverage for 44 mil-
lion uninsured Americans, much less the 46 million who rely on
Medicaid. There are associated health plans. There are health sav-
ings account proposals in the Bush budget, but neither of these is
actually paid for, and both of them undercut the broad pooling of
risk that is essential to stable insurance markets.

No matter what mechanism the administration uses to drain dol-
lars from Medicaid, starving the Medicaid program will hurt the
same people: 20 million children, 13 million low income adults, 8
million disabled Americans, 5 million seniors who rely on Medicaid
today, and frankly, every other American because Medicaid serves
as a safety net when people lose their jobs and health care in times
of economic hardship.

I have several questions about the President’s priorities. For in-
stance, I question why the President cited a laundry list of things
the Nation must do, but did not once mention the need to control
spiraling prescription drug costs. Strategies to rein in drug costs
are conspicuously absent from the budget. They were, if you recall,
prohibited strategies to rein in costs, prohibited in the actual Medi-
care bill that passed.
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I question why the Bush Administration spend millions of tax-
payer dollars on educational Medicare ads that don’t actually edu-
cate, especially when you consider the Medicare drug benefit is not
available for2 more years.

But the most important question is how can the President turn
his back on the 46 million Medicare beneficiaries who are enrolled
in that program.

I thank the chairman.
Chairman BARTON. We thank the gentleman.
Does the gentleman from Michigan, Mr. Upton, wish to make an

opening statement?
Mr. UPTON. I am going to defer and take the 3 minutes.
Chairman BARTON. Does the gentleman from California, Mr.

Waxman, wish to make an opening statement?
Mr. WAXMAN. I’m going to defer on an opening statement. I just

want to welcome the Secretary, and I will use additional time for
questions.

Chairman BARTON. The gentleman from Pennsylvania, he wishes
to defer?

Mr. GREENWOOD. I defer.
Chairman BARTON. Okay. The gentleman from New Jersey, Mr.

Pallone.
Mr. PALLONE. I have an opening, Mr. Chairman.
Chairman BARTON. The gentleman is recognized for 3 minutes.
Mr. PALLONE. Thank you, Mr. Chairman.
President Bush’s 2005 budget is proof that health care is not a

priority of this administration. Furthermore, the administration
has taken up the task of single handedly dismantling nearly every
safety net health care program in the United States, while shoring
up exorbitant amounts of money for corporate interest. Unfortu-
nately, without dramatic changes made by Congress during the
budget and appropriations process, more Americans, children,
adults and the elderly will be uninsured and under insured due to
the President’s proposal to overhaul the Medicaid program, to over-
pay HMOs enormous amounts of money under the guise of pro-
viding a prescription drug program, and to provide a health tax
shelter for primarily wealthy Americans.

During these difficult economic times, the President’s budget is
particularly cruel to the uninsured, poor and disabled, children and
adults alike that rely on Medicaid and SCHIP to help with health
care costs. By block granting a large portion of the Medicaid pro-
gram, the Bush Administration simply passes the buck onto hard
pressed States by shifting fiscal responsibility to States. The Bush
proposal encourages States to limit their liability by capping enroll-
ment, cutting benefits, and increasing cost sharing for millions of
low income people.

Mr. Chairman, the amount of money that the President is plan-
ning on committing to Medicaid reform is grossly inadequate in
providing health care to our Nation’s most vulnerable populations.

In addition, any short-term relief that States receipt up front
under the block grant will have to be paid by at the end of the 10-
year budget window, and this is simply unacceptable. This proposal
would not only harm Medicaid and SCHIP recipients, but also ag-
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gravate fiscal problems plaguing most States, including my own
State of New Jersey, which would be forced to pick up the slack.

We need to strengthen, not undermine the Medicaid and SCHIP
programs by providing another direct infusion of money to States
this year in order to insure health insurance for millions of low in-
come Americans.

I am also deeply disappointed with the outcome of the Medicare
bill that the President signed into law. It is painstakingly clear in
the President’s budget that his priority is to provide a rich benefit
to HMOs, not seniors.

During debate on the bill, it was evident that HMOs were to be
paid billions of dollars in order to entice private plans to enter the
market to compete with Medicare. But the budget now reflects $46
billion in overpayments to HMOs, about $30 billion more than pre-
viously estimated.

And last, $70 billion in the budget for tax credits that will cover
less than 5 percent of the uninsured population is a total waste.
Those dollars can certainly be better spent on expanding programs
that work, like expanding SCHIP to cover the parents of children
in the program, strengthening Medicaid and implementing an el-
derly Medicare buy-in program.

Mr. Chairman, the number of uninsured Americans is a record
44 million. Fifteen out of every 100 Americans do not have health
coverage, and the numbers are on the rise, and I think that that
should be addressed, not the kind of money that we are spending
here that is primarily helping wealth people and not doing enough
to help the poor and the uninsured.

Thank you, Mr. Chairman.
Chairman BARTON. We thank the gentleman from New Jersey.
Does the gentleman from Georgia wish to make an opening state-

ment?
Mr. DEAL. No.
Chairman BARTON. Does the gentleman from Michigan, Mr. Stu-

pak, wish to make an opening statement?
Mr. STUPAK. Yes, Mr. Chairman.
Chairman BARTON. The gentleman is recognized for 3 minutes.
Mr. STUPAK. Thanks for holding this hearing, and, Secretary

Thompson, thanks for being here today.
I ask that my full statement be made part of the record.
Chairman BARTON. Without objection.
Mr. STUPAK. Mr. Chairman, the President’s budget cuts Medicaid

by $10 billion over 5 years, and yesterday the Senate Budget Com-
mittee just passed their bill with a $11 billion cut in Medicaid over
5 years.

An $11 billion cut to Michigan means it would be losing approxi-
mately $385 million, or $77 million per year, in critically needed
Federal funding. How does a State whose Medicaid enrollment has
increased 30 percent in the last 4 years fill a $385 million hole?

But I look forward to hearing from the Secretary today about
Michigan’s multi-State prescription drug purchasing pool proposal.
As the Secretary knows, Michigan has joined with Vermont to put
forward an innovative approach to help save the States and the
Federal Government money. They have proposed a multi-State pre-
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scription drug purchasing pool that Michigan estimates will save
them $40 million a year.

Other States like the approach and want to join, including Ne-
vada, Alaska, Minnesota, and New Hampshire.

In the year since Michigan and Vermont made their proposal,
CMS has put up one bureaucratic barrier after another. Michigan
and Vermont repeatedly modified the plan in negotiations with
CMS, but then in February CMS said it was going to deny the pro-
gram.

Michigan’s proposal makes sense to me. It combines the State’s
purchasing power, complies with CMS guidance on supplemental
rebates, will save the States, Federal Government, and taxpayers
money, and is based on a free market bidding using a commercial
model. So I ask: what is the problem?

In a July 1, 2003, national public radio interview, former CMS
Director Tom Scully said, ‘‘States have every right to negotiate and
use their market power to get the best possible prices they can.’’
He continued by saying, ‘‘The drug companies, I mean, obviously
they are worried about their margins. They’re worried about the
States getting too organized and too powerful.’’ So my question
today will be to the Secretary: why is the administration blocking
the Medicare Vermont-Michigan prescription drug pooling pro-
gram?

And so I would look forward to your answering that question
later.

Thank you, Mr. Secretary.
Thank you, Mr. Chairman.
Chairman BARTON. Thank you, Mr. Stupak.
Does the gentleman from Kentucky wish to make an opening

statement?
Mr. WHITFIELD. Defer.
Chairman BARTON. Okay. The gentleman from Texas, Mr. Green,

wish to make an opening statement?
Mr. GREEN. Thank you, Mr. Chairman.
And like my colleagues, Mr. Secretary, I want to welcome you

back before our committee. I appreciate your coming over the last
few years and to also appear before it to defend the budget, the ad-
ministration’s budget, and I hope it is a good defense.

We all know that the red ink is flowing in Washington, and we
need to tighten our belt to get through the economic downturn, but
I remind the members of this committee that our economic predica-
ment is the result of the flawed policies of this administration.

When they arrived in Washington 3 short years ago, the adminis-
tration inherited a strong economy and a $5.6 trillion 10-year sur-
plus. It was squandered and turned into a projected deficit of $2.9
trillion. Now they blame the War on Terrorism or the bad economy,
but in reality the administration’s irresponsible tax cuts have
caused this situation, and now they are trying to solve it by starv-
ing programs that are already under funded.

For example, the Community Access Program, which received
$105 million in fiscal year 2004, was cut in the President’s budget
to $10 million for 2005. The CAP Program helps agencies improve
access for all levels of care for uninsured and under insured, grants
to communities across our country.
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And I know in my own hometown of Houston the CAP grants
have been critical in helping us secure more funding for community
health centers and setting up of a hot line to improve access to
health information and insuring the materials that are appropriate
for Houston’s averse culture.

If this budget is adopted, 193 CAP grantees are going to be out
of luck and be the uninsured individuals, and their communities
will suffer. But that is not the only program.

The Medicaid Program, possibly the most critical component of
our health care safety net, suffers from cuts totaling $23.5 billion.
And while I support efforts to curb waste, fraud, and abuse, I have
a feeling these cuts will do much more damage to the program.

I also am concerned that the program does not help States that
are already grappling with their escalating Medicaid and CHIPs
costs. Last year my home State of Texas was forced to cut CHIP
due to budget downturns. Since the CHIP enrollment has dropped
from 507,000 to 399,000. That is 106,000 children in the last 6
months that have been dropped from CHIP in Texas alone, and
more are adding every day.

Dental, vision, Hospice benefits are being eliminated. Children
must wait 90 days for CHIP coverage to begin, and copays and pre-
miums have increased, and coverage has been reduced from 12
months to 6 months. And our Nation’s low income children cannot
afford anymore sacrifices.

Mr. Chairman, I appreciate the time, and again, Mr. Secretary,
welcome and I look forward to your testimony.

Chairman BARTON. I thank you, and I think, Congressman
Green, you might want to make an introduction. Your county judge
just walked into the room at the back of the room if you would like
to introduce him.

Mr. GREEN. Well, I would. My County Judge Robert Eackles, we
served in the legislature, and he is here not to talk about CHIP,
but to talk about transportation funding.

CHIP is a problem in Harris County. Thank you, Mr. Chairman.
Chairman BARTON. Always glad to have one of our county judges

from Texas before the committee.
Does Mr. Norwood wish to make an opening statement?
Mr. NORWOOD. Mr. Chairman, after a couple of the statements,

I am almost inclined, but out of respect for the Secretary, I will ask
that mine just be submitted for the record.

Chairman BARTON. Without objection.
Does the gentlelady from Missouri wish to make an opening

statement?
Ms. MCCARTHY. No, Mr. Chairman. I am just so glad the Sec-

retary is here and look forward to his testimony.
Chairman BARTON. Does the gentlelady from Wyoming wish to

make an opening statement?
Ms. CUBIN. Mr. Chairman, I will defer mine.
Chairman BARTON. Okay. Does the gentlelady from California

wish to make an opening statement?
Ms. CAPPS. Just to say welcome.
Chairman BARTON. Okay. Does the gentleman from Illinois wish

to make a statement?
Mr. SHIMKUS. Waive.

VerDate 11-MAY-2000 13:40 Sep 29, 2004 Jkt 000000 PO 00000 Frm 00014 Fmt 6633 Sfmt 6602 92539.TXT HCOM1 PsN: HCOM1



11

Chairman BARTON. Okay. Does the gentleman from Texas, Mr.
Gonzalez, wish to make an opening statement?

Mr. GONZALEZ. Waive.
Chairman BARTON. Okay. The gentleman from Arizona?
Mr. SHADEGG. Mr. Chairman, I have less self-discipline than

some of my colleagues, and so I am not going to waive my opening
statement.

I simply cannot sit by——
Chairman BARTON. The gentleman is recognized.
Mr. SHADEGG. Thank you.
Mr. Secretary, thank you for being here. Thank you for all you

are doing for health care.
Mr. Chairman, thank you for holding this hearing.
I simply cannot sit here and watch the political comments that

have been made so far in opening statements and sit silent. It is
not in my nature.

I think, quite frankly, on the issue of prescription drugs you can
debate the merits of that bill. You and I did, in fact, debate them
the night that it passed. I think, quite frankly, one point is true;
this administration saw a need, and after years and years and
years of nothing happening, this administration passed a bill.

Now, as you know, I have some problems with that bill, but it
is now the law of the land, and its critics want to just drag it down.
I think instead we ought to be talking about improving it. And I
think American seniors ought to at least acknowledge that we have
tried to do something.

I know that prescription drugs are a critical part of health care
for everyone in America. Indeed, you cannot have health care if you
do not have access to the prescription drugs which are the marvel
of today’s modern medicine. I myself am on several.

And it seems to me that after failing for year after year after
year after year, those who did not help us pass it just want to carp
at it. I think it is important to say thank you to you and your ad-
ministration for getting a piece of legislation passed.

I would like to see it improved. As you know, I think PPOs
should play a larger part in that particular piece of legislation. I
particularly think non-risk PPOs should be playing a larger part in
that legislation. But at least we have something on the table, and
so I compliment you for that.

I also want to compliment you for the President’s acknowledge-
ment of the importance of tax credits for the uninsured. There have
been comments made here today that we are not spending enough.
We are not doing enough. We are not spending enough for the un-
insured.

But the President said in his State of the Union, if he could get
this Congress to act, he would support tax credits for the unin-
sured, and they are the way to address this problem.

I keep telling my Republican colleagues that right now we are
providing health care to all Americans under EMTALA. You walk
into an emergency room in America today and you get health care,
but you get it in the most expensive and, I would argue, least effi-
cient venue when you walk into an emergency room and you ask
to have a cold treated.
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And yet we have already made the decision as a nation that no
one in this country should go without a basic level of health care.
We can continue to deliver that health care through emergency
rooms the way this Congress is doing under EMTALA and waste
billions of dollars in resources, or we can step up to the plate as
the President has called for us to do and pass tax credits to deal
with the problems of the uninsured. Give every American who is
uninsured a tax credit and tell them that they have got to use that
tax credit to go out and buy health insurance.

And it can be an affirmative tax credit that we actually pay to
them, and it can be an advancable tax credit so that they get the
money in advance and they apply it to their insurance company,
and they get health care coverage so that they quit showing up at
emergency rooms, and they could go to a doctor or a clinic where
they deserve to get health care.

And so I applaud the President for trying to lead in that direc-
tion. The alternative of continuing to having them come to an
emergency room is simply unacceptable.

I hear the discussion of SCHIP. I will tell you the history of
SCHIP. SCHIP is one more government program where it is dif-
ficult to get people to sign up. If we give tax credits, people would
be anxious to come and sign up, and they would be sold those poli-
cies, and we would get coverage, and we would deal with the prob-
lems.

Chairman BARTON. The gentleman’s time has expired.
Mr. SHADEGG. So I applaud the gentleman, and I urge you to

continue in the direction you are going.
Chairman BARTON. We thank the gentleman.
Does the gentlelady from California, Ms. Solis, wish to make an

opening statement?
Ms. SOLIS. Yes. Thank you, Mr. Chairman.
Chairman BARTON. The gentlelady is recognized for 3 minutes.
Ms. SOLIS. Thank you, and good afternoon.
I would also like to submit my statement for the record, but just

make a few comments, if possible.
Chairman BARTON. Without objection, so ordered.
Ms. SOLIS. Thank you, Mr. Chairman.
Welcome, Mr. Secretary. It is good to see you here.
I also have some concerns that have been previously expressed

by some of the members here, especially with respect to the Med-
icaid budget cuts that are being proposed in the President’s budget.

While our economy and our State in California are suffering dra-
matically, I wonder why the administration would choose to punish
a health care program that is designed to particularly help low in-
come and disabled people.

And I know that the administration’s proposal to seek to limit
the use of intergovernmental transfers, IGTs, within the Medicaid
Program would have a dramatic effect in California. We have been
using it efficiently. I know the purpose there is to cut down on
fraud and abuse, but I think California, which is the sixth largest
health care provider in the States who has a large proportion of un-
insured, could truly benefit from a continuance in flexibility and
use of this particular program.
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I also want to mention that I hope that you will talk today about
racial and ethnic health disparities. The landmark 2002 Institute
of Medicine report titled ‘‘Unequal Treatment Confronting Racial
and Ethnic Disparities in Health Care’’ really opened America’s
eyes to health disparities facing communities of color in our coun-
try.

Whether it is the fact that Latinos face diabetes rates twice that
of whites or Asian Americans who have the highest tuberculosis
rates in the country, disparities in health care are one of the most
critical issues in health care today. It is simply unfair that Ameri-
cans face different health care outcomes and diseases simply be-
cause of the color of their skin or their ethnic background.

I encourage the administration to take more active steps in curb-
ing health care disparities.

And one last thing I would like to say is that I hope the adminis-
tration could take a better look to insure that regulations that are
currently pending would actually increase access for limited
English proficient individuals and require that federally funded
health care providers meet the nondiscrimination requirements of
Title VI in the Civil Rights Act.

I know that is something that you have talked about in the past.
I would really like to see more substantive enforcement of those
measures on the books.

And then just last, I would say that in the State of California,
we are very concerned about not only accessing health care for un-
insured, but making available career paths for low income in under
represented communities, and in that vein, I would ask that we
really do as much as we can to provide up front funding so that
Latino health care professionals will, indeed, be able to enter into
the field and become those first responders and providers in our
community.

Cutbacks in those programs are very vital. I had a recent con-
ference that we held, the Hispanic Task Force on Health, in New
York where 200 health care professionals came. That was one of
the most outstanding priorities for the conference, to talk about
how we could increase health care professions in minority commu-
nities.

So with that, I would just submit my statement and hope that
you can answer some of our questions.

Thank you.
Chairman BARTON. We thank the gentlelady.
Does the gentleman from Indiana wish to make an opening state-

ment?
Mr. BUYER. I defer.
Chairman BARTON. Okay. Does the gentleman from Maryland,

Mr. Wynn, wish to make an opening statement?
Mr. WYNN. Thank you, Mr. Chairman.
Let me begin by saying welcome, Mr. Secretary. We are delighted

to have you with us.
I want to open by saying thank you for your support of the con-

solidation of the Food and Drug Administration facility at White
Oak in my district. It is a great facility, and I think when com-
pleted it will do a wonderful job for our Federal employees who will
work there and also a great service to the country.
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I want to mention a couple of items that I am concerned about
and hope that you will also consider. The first has to do with the
issue of health care. I recognize the administration is attempting
to move in this direction with its tax credit proposal.

I believe the proposal is too limited. It would only cover about
a quarter of the 43 million people who are uninsured.

I worked with my Republican colleague, Ms. Kay Grange of
Texas, on a bipartisan bill that uses the tax credit approach, but
has a much more generous benefit package that would cover at
least half of the uninsured, and also provide catastrophic coverage
beyond that which the administration has considered.

So I would say to you that the first step of the administration
is just too limited, and I hope you will consider an option to provide
a much more generous benefit to help more people to make it a
really successful program.

Second, on the issue of malpractice, there seems to be a great
deal of apathy for tort reform as a solution to medical malpractice
premiums. The fact of the matter is even where you have had caps
in States, they have not resulted in a decline in malpractice pre-
miums.

And so I think this approach ought to be reconsidered, and the
so-called panacea of tort reform as the answer to malpractice
should be rejected. It has not, as shown in California where only
some form of price control was able to bring down the medical mal-
practice rates.

I have worked on this issue in this committee and suggested
what we need to do is study insurance company investment prac-
tices because there seems to be a correlation between that and ris-
ing malpractice insurance rates. I think that is an approach that
the administration ought to consider or at least look at rather than
just focus on tort reform.

And finally, on the issue of drug reimportation, I think Congress
has spoken very loudly, as well as many State governments that
they believe that reimportation is a viable approach. Your agency
has basically said that you do not think that this ought to be done
or can be done safely, and I think that that ought to be reconsid-
ered.

I think it can be done safely even if you take a Canada only ap-
proach. There is clearly a demand to bring down the cost of drugs.
It does not do any good to have a program, such as was passed this
past year, if the price of drugs keeps going up.

Even if you give a discount card, even if you have Federal assist-
ance, if the price of the drugs are not brought down, we will not
address that problem.

And, finally, I think you need the jurisdiction to negotiate drug
prices to bring prices down and to benefit seniors. Obviously, the
administration and my Republican colleagues see that issue dif-
ferently, but I have to say in candor that that is something that
I think you ought to be in a position to do.

Chairman BARTON. The gentleman’s time has expired, unfortu-
nately.

Mr. WYNN. And with that I will relinquish the balance of my
nonexisting time.

Thank you, Mr. Chairman.
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Chairman BARTON. Thank you.
The gentlelady from California, Ms. Bono.
Ms. BONO. Thank you, Mr. Chairman. I will pass.
Chairman BARTON. Okay. The gentlelady from Colorado, Ms.

DeGette.
Ms. DEGETTE. Thank you, Mr. Chairman.
I will submit my full opening statement for the record.
Let me just take an opportunity to greet the Secretary and talk

about an issue that we both care a lot about, which is stem cell re-
search.

As we all know, stem cell research is just one of many promising
scientific discoveries made in the last decade. There is a lot of be-
lief in the scientific community that stem cells have the potential
to cure many diseases, like diabetes, Parkinson’s, nerve damage,
and that is just a few, and we are really on the brink of exciting
discoveries in stem cell research.

But despite this important research, President Bush’s 2001 Exec-
utive Order has greatly inhibited its potential. When the President
declared a moratorium on Federal support for stem cell creation in
August 2001, the President restricted the research to only existing
and, as it turned out, minimal numbers of stem cell lines.

The policy has not only had the effect of making people wonder
about what this research is supposed to be. It has also had a
chilling effect on scientists applying for any NIH money to conduct
the research.

After 2 years, what we have found out is instead of the promised
78 embryonic stem cell lines, today we only have 15, and there is
general agreement that these lines which have aged and may be
contaminated with mouse feeder cells maybe unsuitable for thera-
peutic use in humans. Instead of the promised $100 million in
funding for the NIH stem cell research, only $17 million was allo-
cated in 2003.

These unfulfilled promises have forced universities and private
entities to step in. I know the Secretary is aware, as I am, last
week Harvard University announced that it had created 17 new
stem cell lines which now more than doubles the world’s supply.
Harvard is offering these new lines to researchers for free, but no
Federal research can use these lines because of the President’s poli-
cies.

This means that researchers who are committed to finding cures
cannot use these lines, and because of the limited supply nd quality
of the NIH stem cell supply, their research is severely constrained.

In the meantime, scientists around the world are making ad-
vances, and the U.S. is literally relegated to the sidelines.

Well, some people say science should be allowed to proceed with
this research unchecked, and it is great that private entities are
developing the lines. I disagree though. The actions of some sci-
entists may be unethical. There may be corporate greed if this re-
search continues without Federal oversight and Federal support.

And so, Mr. Secretary, I guess I would ask you to continue to join
in the fight to expand stem cell research and not to limit it because
Americans are dying every day, and we can cure diseases for mil-
lions of people in this country and around the world.

Thank you, Mr. Chairman.
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Chairman BARTON. I thank the gentlelady.
Does the gentleman from Oregon wish to make an opening state-

ment?
Mr. WALDEN. Yes, Mr. Chairman, I would.
Chairman BARTON. The gentleman is recognized.
Mr. WALDEN. My colleague from California and I were just dis-

cussing the fact that by the time we get down to us for the round
of questions, the answerer may have to leave. So I decided to go
ahead and pose my questions now so that perhaps they can be ad-
dressed in the future, Mr. Chairman.

Three things really, Mr. Secretary. One is thank you for your
leadership not only on Medicare and implementing the new law,
but also in banning ephedra. it is an issue I raised after the tragic
death of Steve Beckler, the Baltimore Orioles pitcher in our over-
sight investigation subcommittee, and I was pleased to see the
FDA take on that issue.

I do have an issue though about some of the ephedra free supple-
ments that have now flooded the market and are advertised to ac-
complish basically the same things, and I hope that your depart-
ment will watch those closely and take a good look, especially some
of those as well as herbal supplements and anabolic steroid pre-
cursor supplements which ingested sometimes metabolize in the
body into anabolic steroids. So that is certainly an issue we are
concerned about.

Also, Mr. Secretary, the issue of Medicare rural health flexibility
programs which we have briefly discussed, FLEX, is so important
in our rural communities. I recognize that the Medicare Moderniza-
tion Act will provide more than $20 billion in payment adjustments
to rural providers.

However, these adjustments address the longstanding inequities
in the Medicare payment system and serve to bring rural providers
closer to a level playing field with their urban counterparts. So I
have some concerns about the funding levels in FLEX and the rea-
sons behind that reduction.

And finally, Mr. Secretary, if you could give us some sense of
what portion of the $1.8 billion budget recommendation for health
centers will be dedicated to new start applicants versus funding ex-
pansions of current sites, and the reason that is especially impor-
tant to me not only as a co-chair of the Rural Health Care Caucus,
but also representing what is about the seven of the largest con-
gressional district in America, I have one clinic in specific that
serves an area where there are .8 persons per square mile, and so
it is a very remote, rural area, no doctors, no hospitals, a clinic that
is struggling to survive. These funds would obviously be important,
and they are looking at applying for them.

So those are my three questions, Mr. Chairman, at this point,
and I yield back the balance of my time, and I thank the Secretary
for his leadership on a multitude of these issues.

Chairman BARTON. We thank the gentleman from Oregon.
Does the gentleman from Maine wish to make an opening state-

ment?
Mr. ALLEN. I do not.
Chairman BARTON. Okay. Does the gentleman from Nebraska

wish to make an opening statement?
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Mr. TERRY. No, I do not.
Chairman BARTON. The gentleman from Oklahoma wish to make

an opening statement?
Mr. SULLIVAN. Waive.
Chairman BARTON. Seeing no other members present, all mem-

bers not here shall have the requisite number of days to have their
opening statements in the record.

[Additional statements submitted for the record follow:]

PREPARED STATEMENT OF HON. BARBARA CUBIN, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF WYOMING

Thank you, Mr. Chairman. I know everyone is eager to hear from our witness
today, so in the interest of time, I will get right to the point of my statement.

My primary concern in the budget is its overall effect on rural states. For those
of you who may be unfamiliar with my home state of Wyoming, we are very much
a frontier state.

According to the Webster’s dictionary, ‘‘frontier’’ is defined as a region that forms
the margin of settled or developed territory; a new field for developmental activity.
In health care terms, frontier refers to an area with 6 people or less per square mile.

As a region with roughly 100,000 square miles, and 500,000 people, with rugged
mountainous terrain, and an unforgiving climate, Wyoming is perhaps this country’s
last frontier.

So when vital health programs are reduced or cut from the budget, patients in
my district scramble for care, and many health care professionals pack up their desk
and head home for good.

That is not an exaggeration.
I am very pleased with the President’s budget increases for the National Health

Service Corps and Community Health Centers because Wyoming relies a good deal
on these programs. I applaud the Administration for its continued support in these
areas.

I am however concerned about the cuts to a variety of other rural health programs
that directly benefit my state.

Examples include: State Offices of Rural Health, the Health Professions Program,
and Rural Health Outreach and Network Development Grant—to name a few.

While I understand budgetary constraints, we simply cannot cut the legs out from
under rural health communities across this country. The effects could be dev-
astating.

The Medicare bill did provide more than $20 billion in payment adjustments for
rural providers. Again, I applaud the Administration for its support of that. How-
ever, those adjustments in the Medicare bill addressed the long-standing inequities
in the Medicare payment system.

Those provisions serve to bring rural providers closer to a level playing field with
their urban counterparts.

However, we cannot assume the provisions in the Medicare bill eliminate the need
for grant programs that specifically address the health needs of rural communities.

I look forward to having the Secretary address these rural programs and, with
that, I yield back the remainder of my time.

Thank you.

PREPARED STATEMENT OF HON. VITO J. FOSSELLA, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF NEW YORK

Thank you, Secretary Thompson, for appearing before the House Energy and
Commerce Committee to present the priorities of Department of Health and Human
Services. I appreciate your continuing work on implementation of the Medicare Pre-
scription Drug, Improvement, and Modernization Act and look forward to working
with you to ensure a smooth transition to a more efficient and effective Medicare
program and new prescription drug benefit to ensure Medicare beneficiaries have
access to affordable healthcare.

Your assistance to Congress during the formation of this law was invaluable, par-
ticularly your coordination of all relevant agencies with Congress to establish a
meaningful and workable pancreatic islet cell demonstration program. As you know,
Diabetes affects approximately 17 million individuals in the U.S. today, and the
prevalence is rapidly increasing. I share your dedication to fighting this disease
through education, prevention, treatment, and research toward a cure.
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A primary factor in the rising occurrence of Diabetes is unhealthy lifestyle habits
and choices. Sixty-four percent of Americans are overweight or obese, leading to in-
creased health risks including Type II Diabetes, heart disease, stroke, cancer, osteo-
arthritis, and premature death. According to a CDC study released on March 9,
2004, poor diet and inactivity will soon become the leading cause of preventable
death in the United States. Already, there are an estimated 400,000 deaths per year
caused by poor diets and inactivity. In addition to causing premature death, obesity
drastically reduces the quality of living for obese individuals and costs our nation
over $117 billion per year in medical expenses alone.

Because obesity and the deadly and debilitating health risks associated with it are
largely preventable, there is great hope for solutions to these challenges. That hope
rests with individuals whose responsibility it is to change the trend. We in Wash-
ington must provide the necessary tools for Americans to modify their habits and
become healthier and more fit. HHS’ efforts to educate the public on nutrition, exer-
cise, and the health consequences of obesity is the right approach. In the short time
since these initiatives have been established, we have seen promising results. In the
past two years, the Department of Health and Human Services has implemented
several innovative education and prevention programs to urge Americans to improve
their nutrition and physical activity habits, including Steps to a HealthierUS and
the Healthy Lifestyles and Disease Prevention initiative. I am pleased to see those
programs are working. Last month, the CDC reported a 34 percent increase in phys-
ical activity among American youth attributable to the VERB multicultural youth
media campaign. I encourage you to continue this work.

In my District, Brooklyn and Staten Island have the second and third highest
rates of obesity in New York City. These communities are responding with the help
of healthcare providers, businesses, and not-for-profit organizations by establishing
local programs to educate the community and prevent obesity. I look forward to
working with you to coordinate these local efforts with HHS’ healthy-living initia-
tives.

PREPARED STATEMENT OF HON. MARY BONO, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF CALIFORNIA

Mr. Secretary, I would like to take this opportunity to thank you for allowing us
time to speak with you today regarding our nation’s health care. I commend the ef-
forts undertaken by your administration during this critical juncture in health care.
I look forward to hearing your answers to what will inevitably prove to be a wide
array of questions.

Seniors, which comprise nearly 20% of my district, are finally confronted with
more choices and more savings, as the Medicare Bill becomes implemented. I am
most proud that our work in both Congress and the Administration has now guar-
anteed providing all senior citizens prescription drug coverage under Medicare a re-
ality.

While I am looking forward to speaking with you later today regarding your de-
partment’s positions on AIDS funding, the Women’s Initiative, and the need for
healthier living, I do want to express my concerns regarding the stability of the
Medicaid program. As I am sure you are aware, the MediCal program in my state
is in financial despair. One of my greatest fears is that safety net hospitals will not
receive the funding guaranteed them by the Medicare bill due to Medicaid cuts in
this year’s budget. As you know, I feel that it’s of critical importance to ensure the
continued funding for safety net hospitals across the country. These facilities, which
include public hospitals, children’s hospitals and private safety net hospitals, are in-
tegral to the access to care for low-income individuals. With no budget allocation
for IGTs, California’s DSH hospitals are in jeopardy. I intend to work with my col-
leagues on the Energy and Commerce to find a workable solution.

Mr. Secretary, I want to once again thank you for the work you and your staff
put in to focusing on real progress in improving health care not only for seniors,
but for all Americans. Thank you for your time in allowing me to share my thoughts
today.

PREPARED STATEMENT OF HON. JOHN SULLIVAN, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF OKLAHOMA

Thank you Chairman. I would like to thank Secretary Thompson for appearing
before the Committee today to discuss the Administration’s health care funding pri-
orities this year. As a member of the Speaker’s Prescription Drug Task Force, I am
well aware of the Medicare prescription drug plan and I look forward to working
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with your Department to bring the benefits of this landmark plan to the American
people as soon as possible.

I would also like to mention a very important issue to my state, and that is the
uninsured. Oklahoma ranks fourth in the nation for the number of uninsured. Over
150,000 Oklahomans are employed by the health care industry in a variety of fields
and I believe that your Department and this Committee are well-placed to help
change that situation not just in Oklahoma, but across the nation.

Thank you and I look forward to the testimony today.

PREPARED STATEMENT OF HON. EDWARD J. MARKEY, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF MASSACHUSETTS

Thank you Mr. Chairman.
Secretary Thompson, when you testified before the Committee a year ago, I asked

for your support for my efforts to exempt homebound beneficiaries—with permanent
and severe disabilities—like late-stage Alzheimer’s, Parkinson’s and ALS—from re-
strictions on their departures from the home. Patients with these debilitating condi-
tions are not trying to exploit or cheat the home health program rather, they and
their loved ones depend on it to provide a measure of comfort in the face of ex-
tremely difficult circumstances. Last year, I succeeded in attaching an amendment
to the Medicare bill to create a two-year demonstration project that exempts this
vulnerable Medicare population from restrictions on their departures from the
home. The demonstration will begin by June of this year. I greatly appreciate your
support for this initiative and look forward to continuing to work with you and the
CMS staff to ensure the success of this demonstration and secure ultimate repeal
of the outdated homebound restrictions.

I encourage CMS to continue to build on the work it has begun designing the
demonstration project. CMS staff members have been working closely with my staff
and Committee staff, and I am confident that this good work will continue while
the confirmation process moves forward.

In addition to helping the homebound, there are a number of other important
health care priorities that I look forward to discussing with you at today’s hearing.

A generation has passed, 39 years since President Lyndon Johnson signed the
Medicare bill into law. On that day, President Johnson told the American people:
‘‘No longer will this nation refuse the hand of justice to those who have given a life-
time of service and wisdom and labor to the progress of this country.’’

While the Medicare program has done much to improve the health of our nation’s
seniors, today they face new injustices in seeking access to affordable health care.
Current policy tells the elderly that they cannot buy prescription drugs from Can-
ada where such drugs are accessible and affordable. It allows the pharmaceutical
companies to place an embargos on vital medication so they can protect their profit.
It bans the Federal Government from using its massive purchasing power to nego-
tiate lower of prescription drug prices for our senior citizens, the disabled and others
who are most in need of affordable prescription drugs.

Because of our healthcare policies hard working low- and middle income families
either uninsured or underinsured are put in a position were their financial stability
is undermined by any medical expense. The Bush Administration’s budget would
allow the Children’s Health Insurance Program funds to expire, a $1.1 billion cut
that shows that some in the Administration still do not recognize that it is cheaper
to maintain childhood health than to pay for chronic care resulting from childhood
disease.

Another area of great concern to me is inadequate funding for medical research.
Over the last 5 years the NIH funding has doubled. This has allowed great advances
to be realized, including treatments for such ruinous conditions such as Alzheimer’s
disease. However a 2.6% increase in NIH funding for 2005 will not allow us build
on the tremendous advances now being made. Just a few days ago, the Congres-
sional Alzheimer’s Task Force heard from researchers and families about the dam-
age that will be done to ongoing research if we fail to continue to provide a higher
level of funding.

American citizens also must be concerned about who has access to their private
health and concurrent private financial information.

Doctor/patient confidentiality today is no longer what it used to be. In the world
of integrated health systems anywhere from 80-100 employees may legitimately
have access to a patient’s medical records.

If patients perceive that they no longer can trust in medical confidentiality, pa-
tients are likely to withhold vital information or avoid seeking health care services
all together. When we OFFSHORE our medical information to countries that do not
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recognize the sanctity of private information, how can we have faith that our private
information will remain confidential. The Department of justice has recently stated,
federal law ‘‘does not recognize a physician-patient privilege.’’ DOJ has said that pa-
tients ‘‘no longer possess a reasonable expectation that their histories will remain
completely confidential.’’ I would like to know if the Secretary agrees with such
statements. If so, aren’t we risking destruction of the fundamental trust that pa-
tients relay on for peace of mind? Will we not undermine the quality of medical care
by destroying the doctor patient communication that has existed before Hippocrates?

I look forward to hearing the testimony of the Secretary this afternoon, and I
yield back the balance of my time.

PREPARED STATEMENT OF HON. ANNA G. ESHOO, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF CALIFORNIA

Thank you Mr. Chairman for holding this hearing, and thank you Secretary
Thompson for coming to talk with us today.

Mr. Secretary, while there is much to be concerned about in this budget, I’m very
pleased that it included an increase of $26 million to ensure medical devices are
safe, effective and available to Americans as quickly as possible.

I encourage you to remain steadfast in ensuring public health and safety is not
jeopardized. I look forward to working with you to ensure that patients continue to
have safe access to the lifesaving treatments they need, and deserve.

Having said that, I’m very discouraged with this year’s budget proposal and its
health care program. I’m especially disheartened to see that the President wants to
block grant Medicaid.

The President is once again advancing an agenda that includes capped allotments
for state Medicaid programs.

Mr. Secretary, I support giving states more flexibility to use the funds we provide
them with. However, caps on Medicaid spending will reduce the flexibility of the
program, not increase it. It’s this flexibility that permits states to respond to eco-
nomic recessions and uninsurance.

Specifically, Mr. Secretary, I’m most troubled with the President’s proposal to put
limits on the intergovernmental transfers (IGTs). IGTs are legitimate funding mech-
anisms for the states—approved by both Democrats and Republicans. To change this
program overnight at a time when states are in a fiscal crisis, when there is a rising
number of Medicaid beneficiaries and uninsured, is reckless.

IGTs are the funding mechanism for the Disproportionate Share Hospital (DSH)
Program in my state of California. These DSH funds are essential for California’s
safety net hospitals to be able to provide health care services.

Restriction of the IGTs would have a severe impact on the state of California.
There has got to be a better way and I’m committed to working with you and my

colleagues on both sides of the aisle to develop it. I hope you’re willing to work with
us.

I’m also deeply concerned about the President’s funding for the NIH. I was so dis-
appointed to see that the President has increased the NIH budget by a mere 2.7
percent.

Not only do discoveries supported by the NIH help patients, but the funding that
NIH provides for research is so often the catalyst for future innovation that stimu-
lates our economy and increases investment in burgeoning industries such as bio-
technology.

I’m also concerned about the President’s limits on federal financing for embryonic
stem cell research. Scientists will soon need a wider variety of cell lines for research
and clinical applications—I hope the Administration is supportive. We cannot and
must not restrict advances in the promising future of human biology.

Lastly, Santa Cruz County, California is experiencing a severe drain of physicians
to neighboring counties due to disparity in physician payment rates. Several other
large California counties are affected by the same conditions.

Congress delegated the responsibility to CMS to manage physician payment local-
ities. I’ve encouraged CMS to work to ensure that practice costs are properly linked
to Santa Cruz County reimbursements. I met with then CMS Administrator Scully
in July 2003 but CMS has failed to address this issue since then. We need a resolu-
tion to this now.

I intend to follow-up on this issue during my question time.
Thank you and I look forward to your testimony Secretary Thompson.
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PREPARED STATEMENT OF HON. ELIOT ENGEL, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF NEW YORK

Mr. Chairman, thank you for having this hearing today, and thank you Mr. Sec-
retary for taking the time to come before us today to discuss the President’s budget.

In looking over the President’s budget I was disappointed to see that there is little
in the way of bolstering health care for the uninsured, aside from a modest increase
for community health centers. Further, the budget highlights priorities aimed at re-
ducing a state’s ability to care for the uninsured, such as further restrictions on the
use of intergovernmental transfers. The budget calls for almost $10 billion in sav-
ings over 5 years by ‘‘curbing’’ the use of intergovernmental transfers.

Mr. Chairman, I and other Members of this Committee fought hard to reach an
agreement a few years ago that allowed some intergovernmental transfers to remain
in place if the money was used for health care purposes. New York has always used
money generated from intergovernmental transfers to plug holes in the very fragile
health care safety net in the state. At a time of soaring unemployment, fiscal crisis
in states, and record numbers of uninsured Americans, I think it is highly irrespon-
sible to cut $2 billion per year in vital health care funding that states have come
to rely upon. Mr. Secretary, I would like to hear some details of this proposal and
hope to work with you to ensure that New York, and other states, are not adversely
affected by the additional restrictions in the President’s budget. When I hear that
President Bush is trying to save money by cutting health care funding, it boggles
my mind because in the end we will either pay now or we will pay a much heavier
price later. In this case, with a floundering economy and those without jobs and in-
surance on the rise, we will pay a very heavy price by saving money on the backs
of those most in need.

Mr. Chairman, in my limited time I could not begin to talk about all the problems
within the President’s budget proposal but I believe that the move to cut $10 billion
in Medicaid funding exemplifies what this budget stands for: an attack on the poor
and uninsured and a lack of vision in regards to what our countries needs are. The
budget does not adequately address problems with Medicare, Medicaid, hospital
payments, disaster preparedness, AIDS program funding, NIH and health research
funding and many, many more important health initiatives that are simply strug-
gling to survive due to lack of funding. Mr. Chairman, I hope that my colleagues
on this Committee recognize that the initiatives in this budget need vast improve-
ment and I look forward to working with you to achieve that goal.

Thank you for your time Mr. Secretary and I yield back.

PREPARED STATEMENT OF HON. KAREN MCCARTHY, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF MISSOURI

Thank you Chairman Barton and Ranking Member Dingell for convening this
hearing to discuss the HHS budget and our nation’s health care priorities. I also
want to thank Secretary Thompson for taking the time to discuss national health
concerns with the committee.

Health care remains a critically important priority in my district in Kansas City
and across the nation. Last September, the nonpartisan Kaiser Family Foundation
released a survey which revealed that employer based health care premiums soared
13.9 percent in 2003, the largest single year increase since 1990 and the third
straight year that insurance premiums have increased by double digit percentages.
According to a recent US Census report, Almost 11 percent of Missouri’s citizens
were without any form of health insurance in 2002. That represents a full percent-
age point increase since 2001, equivalent to roughly 56,000 individuals without care
in my state. Often the last resort for the uninsured, Kansas City clinics and commu-
nity health centers which offer assistance to the uninsured have seen their re-
sources stretched to the limit. As record numbers of Americans struggle to afford
health care, national leadership is needed to address health care access and afford-
ability issues.

Secretary Thompson, you and I continue to be steadfast supporters of efforts to
maintain fitness and to ensure that Americans have access to exercise as preventive
care. Americans spend billions each year on prescription drugs to fight diabetes and
cholesterol. Encouraging good health habits and preventive measures can easily
yield greater benefits for a fraction of the cost. I want to commend your efforts to
encourage healthier lifestyles and for your recently announced public education
campaign encouraging Americans to take steps to improve their overall physical fit-
ness.

I am lead sponsor of H Con Res 34, bipartisan legislation to recognize the efforts
of employers and insurers who are taking steps to promote healthy lifestyles
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through exercise, thus reducing health care costs. I appreciate your support of that
effort and look forward to working with our new Committee Chairman to advance
this cost effective legislation through our committee and the House this year.

I also look forward to hearing the Secretary’s explanation of the Administration’s
decision to cut funding from both the CDC’s bioterrorism training account and the
Health Resources and Services Administration. Both of these programs help fund
bioterrorism prevention efforts in my district and across the nation. I recently vis-
ited two impressive Truman Medical Center (TMC) facilities. Last year, TMC re-
ceived $18,000 to help purchase equipment and train staff to handle a bioterrorist
incident. The proposed cuts could endanger this important source of funding and put
citizens in my district at risk. I hope you will address this important issue.

PREPARED STATEMENT OF HON. HILDA L. SOLIS, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF CALIFORNIA

Good morning. I am pleased that the committee is holding today’s hearing and
I welcome Secretary Thompson.

To begin, I would like to express my concerns with the Medicaid budget cuts con-
tained in the President’s budget. With the troubling economy and state budgets
nearing the breaking point, I am surprised that the Administration would choose
to punish a health care program designed to assist low-income and disabled people.
These are our most vulnerable populations, and it is unfair to put their health care
at risk by scaling back services. I know that the Administration’s proposal seeks to
limit the use of intergovernmental transfers (IGT) within the Medicaid program.
However, the state of California has appropriately used IGTs to fund safety net hos-
pitals, emergency room services, and other vital programs. It would be unfair to
punish California, which has the sixth largest proportion of uninsured residents in
the country.

Another issue facing California—and the entire country—is that of racial and eth-
nic health disparities. The landmark 2002 Institute of Medicine report Unequal
Treatment: Confronting Racial and Ethnic Disparities in Healthcare really opened
America’s eyes to the health disparities facing communities of color in this country.
Whether it’s the fact that Latinos face a diabetes rate twice that of whites, or that
Asian Americans have the highest tuberculosis rates in the country, disparities in
healthcare are one of the most critical issues in health care today. It is simply un-
fair that Americans face different health outcomes and diseases simply because of
the color of their skin or their ethnic background. I encourage the Administration
to take a more active role in curbing health disparities.

One important step the Administration could take right now concerning dispari-
ties would be to ensure that your pending regulations concerning access for limited
English proficient individuals require federally-funded health care providers to meet
the nondiscrimination requirements of Title VI of the Civil Rights Act. The Congres-
sional Hispanic Caucus and Congressional Asian Pacific American Caucus have ex-
pressed our strong support for strengthening the proposed guidelines you issued last
year to ensure that limited English proficient individuals enjoy the meaningful ac-
cess to federally-funded health care services they are guaranteed under the law.

With respect to the shortage of health professionals in medically underserved
communities, I was extremely disappointed to see that the Bush budget slashes
funding for health professions training programs by 96%—from $294 million last
year to just $11 million this year. As you know, these programs are a key source
of doctors and nurses in medically underserved areas. The Congressional Hispanic
Caucus recently held a forum in New York City to talk to Latino health profes-
sionals about the need to recruit more doctors and nurses into underserved areas.
Time and again, these health professionals told us that federal programs that help
with loan repayment and training costs are key to attracting more health care per-
sonnel into underserved areas.

Finally, I want to express my strong support for the work done by the Centers
for Disease Control and Prevention’s National Center for Environmental Health.
The community I represent has many environmental problems that are impacting
the community’s health. Whether it’s gravel pits impacting asthma rates or ground-
water contamination forcing families to buy bottled water for fear of their health,
environmental health is an issue that is key to the San Gabriel Valley and East
Los Angeles area I represent. The prevention and research being done by the CDC
is extremely important to the families I represent, and I encourage the Administra-
tion’s strongest support for the agency.

Thank you, I look forward to the Secretary’s testimony.
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Chairman BARTON. Mr. Secretary, we welcome you to the com-
mittee, and we recognize you for such time as you may consume
to elaborate on your formal statement.

STATEMENT OF HON. TOMMY G. THOMPSON, SECRETARY, U.S.
DEPARTMENT OF HEALTH AND HUMAN SERVICES

Mr. THOMPSON. Thank you very much, Mr. Chairman. It is a
pleasure for me to address you in that capacity.

Mr. Dingell, who is not here but is a friend, and Congressman
Bilirakis and members on both sides whom I have gotten to know
over the 3 years and truly respect and appreciate this opportunity.

Thank you, Mr. Chairman, for inviting me to discuss the Presi-
dent’s fiscal year 2005 budget for the Department of Health and
Human Services.

In my first 3 years at the department, we have made tremendous
progress in improving the health, the safety, and the independence
of the American people. We continue to advance in providing health
care to seniors and to lower income Americans and improving the
well-being of children and strengthening families and in protecting
the homeland.

We have reenergized the fight against AIDS at home and abroad.
We increased access to quality health care especially for minorities,
the uninsured, and the under insured.

We are helping smokers free themselves of their debilitating
habit through a national quit line which I requested the depart-
ment to fund internally, and we now have done that and set it up.

And with your help, 3 months ago President signed the most
comprehensive improvements to Medicare since it was created
nearly four decades ago.

To expand on our achievements, the President proposes $580 bil-
lion for HHS for fiscal year 2005, an increase of $32 billion, or 6
percent, over fiscal year 2004. Our discretionary budget authority
is $67 billion, an increase of $819 million or 1.2 percent over fiscal
year 2004, but an increase of 26 percent since 2001.

Before this committee, this includes a broad range of activities,
such as Medicaid, Medicare, and the Public Health Service. Inter-
nally, we have improved the efficiency of the department and have
improved programs’ outcomes. We have consolidated information
technology contracts for the eight major operating divisions down
to one, and we have consolidated the HHS E-mail system.

HHS is the managing partner of grants, DOTGOV. It provides a
single, unified, and streamlined interface for citizens to find and
apply for Federal grants from all Federal agencies.

In order to strengthen our bioterrorism preparedness and public
health system, we have requested $4.1 billion, up from $300 mil-
lion in 2001.

Community health centers increase access to health care for the
uninsured. We are proposing $1.8 billion for health centers to pro-
vide health care services to 15 million Americans. As you all know,
I am a big proponent of information technology. That is why we
provided a computer language called SNOMED to providers at no
charge.

We are leading the way in developing standards for electronic
medical records, and last month I announced and FDA ruled to
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prevent medication errors by requiring bar codes on medicines and
blood products.

Last September, my department announced 12 steps to a
healthier U.S., grants totaling more than $13 million to support
community initiatives to promote better health and prevent dis-
ease. These included 23 communities, including one tribal organiza-
tion, 15 small cities and rural communities, and seven large cities.

The department will expand the program this year with an addi-
tional $44 million, and we have requested $125 million for these
programs in 2005.

Through our new Freedom initiative, we are working to help the
elderly and the disabled by promoting home and community based
care.

We look forward to working with all of you, especially with this
committee and Governors to improve and modernize Medicaid and
SCHIP by giving State governments greater flexibility to use con-
sumer directed services and to coordinate with free market pro-
viders.

And I am pleased to announce this afternoon that we are award-
ing $21 million this year and another $32 million next year to
State and local governments that counsel Medicare beneficiaries.
These funds will help beneficiaries understand the new benefits
that have been provided by the Medicare Modernization Act.

This year funding represents a 69 percent increase above the fis-
cal year 2003 total and reflects the increased need for one on one
advice and counseling for Medicare beneficiaries which are pro-
vided by the staff and the volunteers and State health insurance
assistance programs, or SHIPS.

So, ladies and gentlemen, we look forward to working with this
committee, the medical community and all Americans as we
buildupon our past accomplishments, implement the new Medicare
law, and carry out the initiatives that President Bush is proposing
to build a healthier, safer, and stronger America.

[The prepared statement of Hon. Tommy G. Thompson follows:]

PREPARED STATEMENT OF HON. TOMMY G. THOMPSON, SECRETARY, DEPARTMENT OF
HEALTH AND HUMAN SERVICES

Good morning, Mr. Chairman and members of the Committee. I am pleased to
present to you the President’s FY 2005 budget for the Department of Health and
Human Services (HHS). I am confident you will find our budget to be an equitable
proposal to improve the health and well-being of our Nation’s citizens.

This year’s budget proposal builds upon HHS accomplishments in meeting several
of the health and safety goals established at the beginning of the current Adminis-
tration. Last year, Congress passed the comprehensive Medicare reform legislation,
adding prescription drug coverage for seniors and modernizing the Medicare pro-
gram.
• Since 2001, with the support of Congress, the Administration has funded 614 new

and expanded health centers that target low-income individuals, effectively in-
creasing access to health care for an additional three (3) million people, a 29
percent increase.

• The Department established the Access to Recovery State Vouchers program, pro-
viding 50,000 individuals with needed treatment and recovery services.

• To support the President’s faith-based initiative, HHS has created the Compas-
sion Capital Fund for public/private partnerships to support charitable groups
in expanding model social services programs. We awarded 81 new and con-
tinuing grants in 2003.

• HHS initiated a new Mentoring Children of Prisoners program to provide one-to-
one mentoring for over 30,000 children with an incarcerated parent in FY 2004.
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The Department also created education and training vouchers for foster care
youth, providing $5,000 vouchers to 17,400 eligible youth.

• In August 2001, the President and I invited States to participate in the Health
Insurance Flexibility and Accountability (HIFA) demonstration initiative. States
use HIFA demonstrations to expand health care coverage. As of January 2004,
HIFA demonstrations had expanded coverage to 175,000 people, and another
646,000 were approved for enrollment.

I could go on listing our achievements to you and the Committee, Mr. Chairman,
but instead I have chosen to highlight a few that we are most proud of.

For FY 2005, the President proposes an HHS budget of $580 billion in outlays
to enable the Department to continue working with our State and local government
partners, as well as with the private and volunteer sectors, to ensure the health,
well-being, and safety of our Nation. Through the programs and services presented
in the budget plan of HHS, Americans will receive new health benefits and services,
be better protected from the threat of bioterrorism, benefit from enhanced disease
detection and prevention, have greater access to health care, and will see improved
social services through the work of faith- and community-based organizations and
a focus on healthy family development. This proposal is a $32 billion increase in
outlays over the comparable FY 2004 budget, or an increase of about 5.9 percent.
The discretionary programs in the HHS budget total $67 billion in budget authority,
a 1.2 percent increase. In addition, the budget identifies approximately $500 million
in mandatory program savings.

Allow me to draw your attention to several key factors of the HHS budget so that
we may continue to work together to address the needs of our Nation.

MEDICARE AND MEDICAID REFORM/MODERNIZATION

I am proud to remind the Committee of the Medicare Prescription Drug, Improve-
ment, and Modernization Act of 2003 (MMA), which President Bush signed into law
December 8, 2003. With the implementation of MMA, the Department faces many
challenges in the coming fiscal year. As the most significant reform of Medicare
since its inception in 1965, the law expands health plan choices for beneficiaries and
adds a prescription drug benefit. MMA will strengthen and improve the Medicare
program, while providing beneficiaries with new benefits and the option of retaining
their traditional coverage. The HHS FY 2005 budget request includes about $482
billion in net outlays to finance Medicare, Medicaid, the State’s Children’s Health
Insurance Program, the Health Care Fraud and Abuse Control Program, state in-
surance enforcement, and the Agency’s operating costs.
Drug Discount Card

MMA establishes a new, exciting Medicare approved prescription drug discount
card program, providing immediate relief to those beneficiaries who have been bur-
dened by their drug costs. From June 2004 through 2005, all Medicare beneficiaries,
except those with Medicaid drug coverage, will have the choice of enrolling in a
Medicare-endorsed drug discount card program. With the discount card, bene-
ficiaries will save an estimated 10 to 15 percent off the retail cost of their drugs.
For some, savings may reach up to 25 percent on individual prescriptions. A typical
senior with $1,285 in yearly drug expenses could save as much as $300 annually.
To enroll, beneficiaries will pay no more than $30 annually. Most with low in-
comes—below 135 percent of the Federal poverty level—will qualify for a $600 per
year subsidy to purchase drugs unless they have health insurance that includes
drug coverage. Medicare also will cover the enrollment fees for low-income seniors
who are eligible for the $600 subsidy.
Voluntary Prescription Drug Benefit

Responding to President Bush’s pledge to add meaningful drug coverage to Medi-
care, MMA establishes a new voluntary prescription drug benefit under a new Medi-
care Part D. Starting in 2006, Medicare beneficiaries who are entitled to Part A,
or enrolled in Part B, can choose prescription drug coverage under the new Part D.
Under Part D, beneficiaries can choose to enroll in stand-alone, prescription drug
plans (PDPs) or Medicare Advantage prescription drug plans (MA-PDs), and will be
able to choose between at least two plans to receive their benefit. The law contains
important beneficiary protections. For example, while the plans are permitted to use
formularies, they must include drugs within each therapeutic category and class of
covered Part D drugs, allowing beneficiaries to have a choice of drugs. In instances
in which a drug is not covered, beneficiaries can appeal to have the drug included
in the formulary. To reduce the number of prescribing errors that occur each year,
HHS will develop an electronic prescription program for Part D covered drugs.
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Medicare Advantage
MMA replaces the Medicare+Choice program with a new program called Medicare

Advantage, which will operate under Part C of Medicare. In response to the increas-
ing costs of caring for Medicare beneficiaries, the law increases payments to man-
aged care plans by $14.2 billion over 10 years. These enhanced payments will allow
private plans to provide more generous coverage, including benefits that traditional
Medicare may not offer. Specifically in 2004, plans must use these funds to provide
additional benefits, to lower premiums and/or cost-sharing, or to improve provider
access in their network. This increased compensation will also encourage more pri-
vate plans to enter the Medicare market, improving beneficiaries’ overall access to
care.

Starting in 2006, the new law changes how private plans will be paid. Under
Medicare Advantage, local managed care plans will continue to operate on a county-
by-county basis. Beginning in 2006, Medicare Advantage also will offer regional
plans, which will cover both in-network and out-of-network services in a model very
similar to what we in the Federal Government enjoy through the Federal Employee
Health Benefits Program. There will be at least 10 regions, but no more than 50.
The regional plans must use a unified deductible and offer catastrophic protection,
such as capping out-of-pocket expenses.

The changes in the Medicare advantage program will provide seniors with more
choices, improved benefits, and provide beneficiaries a choice for integrated care—
combining medical and prescription drug coverage. We project that 32 percent of
Medicare beneficiaries will enroll in Medicare Advantage plans by 2010.
Providers and Rural Health

Recognizing geographic disparities in Medicare payments, MMA provides much
needed relief to rural providers by equalizing the standardized amounts paid to both
urban and rural hospitals. Along with standardizing the base payment amounts to
both urban and rural hospitals, MMA reduces the labor share of the standardized
payment amount. In addition, Mr. Chairman, MMA increases payments for Dis-
proportionate Share Hospitals (DSH) and provides greater flexibility to Graduate
Medical Education (GME) residencies. The new law also increases flexibility for hos-
pitals seeking Sole Community Hospital (SCH) status and reduces the requirements
for achieving Critical Access Hospital (CAH) status. Critical Access Hospital status
will receive increased payments under MMA, as the payment rate will be increased
to 101 percent of allowable costs.

Other providers will also see increased reimbursements under MMA. Physicians
practicing in defined shortage areas will receive an additional 5 percent payment
bonus. Home Health Agencies in rural areas also will receive a 5 percent bonus. In
a change for rural hospice providers, more freedom will be given to utilize nurse
practitioners. The law also creates an Office of Rural Health Policy Improvements
and requires demonstration projects involving telehealth, frontier services, rural
hospitals, and safe harbors.
Preventive Benefits

MMA expands the number of preventive benefits covered by Medicare beginning
in 2005. Through a particularly important provision, an initial preventive physical
examination will be offered within six months of enrollment for those beneficiaries
whose Medicare Part B coverage begins January 1, 2005 or later. The examination,
as appropriate, will include an electrocardiogram and education, counseling, and re-
ferral for screenings and preventive services already covered by Medicare, such as
pneumococcal, influenza and hepatitis B vaccines; prostate, colorectal, breast, and
cervical cancers screenings, in addition to screening for glaucoma and diabetes. Dia-
betes and cardiovascular screening blood tests do not have any deductible or co-pay-
ments, as Medicare pays for 100 percent of these clinical laboratory tests.
Regulatory Reform/Contracting Reform

MMA includes a number of administrative and operational reforms, as well. For
example, reform provisions require the establishment of overpayment recovery plans
in case of hardship; prohibit contractors from using extrapolation to determine over-
payment amounts except under specific circumstances; describe the rights of pro-
viders when under audit by Medicare contractors; require the establishment of
standard methodology to use when selecting a probe sample of claims for review;
and prohibit a supplier or provider from paying a penalty resulting from adherence
to guidelines. In addition, MMA allows physicians to reassign payment for Medicare
services to entities with which the physicians have an independent contractor ar-
rangement. Under the new law, final regulations are to be published within three
years of enactment.
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Also under the law, as Secretary, I will be permitted to introduce greater competi-
tiveness and flexibility to the Medicare contracting process by removing the distinc-
tion between Part A and Part B contractors, allowing the renewal of contracts annu-
ally for up to five years, limiting contractor liability, and providing incentive pay-
ments to improve contractor performance. These changes will enhance HHS effi-
ciency and effectiveness in program operations.

Regarding Medicare appeals, MMA changes the process for fee-for-service Medi-
care by requiring the Social Security Administration and HHS to develop a plan by
April 1, 2004 and implement this plan by October 1, 2005 for shifting the appeals
function from SSA to HHS. MMA also changes the requirements for the presen-
tation of evidence. This also will enhance the efficiency and effectiveness of the oper-
ation of the Medicare program.
Medicare and Medicaid Estimates

Historically, HHS and the Congressional Budget Office (CBO) have provided dif-
fering estimates of Medicare and Medicaid spending. It is not uncommon for dif-
ferent assumptions underlying the respective estimates to produce differences in
cost projections. This year’s new estimates include the changes resulting from enact-
ment of MMA.

When Congress considered this act, Mr. Chairman, CBO estimated the cost of the
bill at $395 billion from 2004 to 2013. The HHS actuaries have recently estimated
the cost of the law as $534 billion from 2004 to 2013. The CBO Director has told
the House and Senate Budget Committees that CBO has not changed its estimate
and that they continue to believe that the cost of the bill is $395 billion. Because
the Medicare legislation makes far-reaching changes to a complex entitlement pro-
gram with many new private-sector elements, there is even larger uncertainty in
these estimates than usual.

The two sets of estimates provide a reasonable range of possible future cost sce-
narios for Medicare spending. The tremendous uncertainty surrounding estimates of
the newly enacted Medicare law has resulted in a plausible range of estimates of
future cost scenarios for Medicare spending, from the $395 billion estimate from
CBO to the $534 billion estimate from the Medicare actuaries. It should be noted
that this difference of $139 billion is approximately two (2) percent of the projected
$7 trillion in total Federal Medicare and Medicaid spending over the same period,
as projected by HHS.
Additional MMA Changes

MMA addresses other issues facing the Medicare program including the program’s
long-term, financial security. The law requires the Medicare Trustees, beginning in
the 2005 annual report, to assess whether Medicare’s ‘‘excess general revenue Medi-
care funding’’ exceeds 45 percent. As defined in the law, excess general revenue
Medicare funding is equal to Medicare’s total outlays minus dedicated revenues. The
Medicare Trustees shall issue a ‘‘warning’’ if excess general revenues Medicare fund-
ing is projected to exceed 45 percent of Medicare spending in a year within the next
seven years. If the Trustees issue such a warning in two consecutive years, the law
provides special legislative conditions for the consideration of proposed legislation
submitted by the President to address the warning.

In addition to implementing MMA, the HHS budget request includes provisions
for the State Children’s Health Insurance Program, the New Freedom Initiative,
and Medicaid.
State Children’s Health Insurance Program (SCHIP)

As you know, Mr. Chairman, SCHIP was created with a funding mechanism that
required States to spend their allotments within a three-year window, after which
any unused funds would be redistributed among States that had spent all of their
allotted funds. These redistributed funds would be available for one additional year,
after which any unused funds would be returned to the Treasury.

On August 15, 2003, President Bush signed Public Law 108-74. The law restores
$1.2 billion in FY 1998 and FY 1999 SCHIP funds, and makes them available to
States until September 30, 2004. The law also extends $2.2 billion in FYs 2000 and
2001 SCHIP funds, and revises the rule for the redistribution of the unspent funds
from these allotments. For FYs 2000 and 2001 allotments, the law allows States
that do not spend their entire allotment within the three-year period to keep half
of those respective year’s unspent amounts. The other half would be redistributed
to States that have spent their entire amount of the respective year’s allotments.
The law also extends the availability of funds from the FY 2000 allotments through
September 30, 2004, and the availability of FY 2001 allotment through September
30, 2005. The law gives some relief to States that expanded their Medicaid pro-
grams to cover additional low-income children prior to the enactment of SCHIP.
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New Freedom Initiative
The Administration is committed to ensuring that people with disabilities and/or

long-term care needs receive the supports necessary to remain in (or return to) the
community as opposed to remaining in an institutional setting. One of the Adminis-
tration’s priorities is relying more on home- and community-based care, rather than
costly and confining institutional care, for the elderly and people with disabilities.
The New Freedom Initiative signifies the President’s commitment to promoting at-
home and community-based care. There are several components to this initiative,
Mr. Chairman, which I would like to bring to your attention.

Under the ‘‘Money Follows the Individual Re-Balancing Demonstration’’ States
could participate in a $1.75 billion, five-year demonstration that finances services
for individuals who transition from institutions to the community. Federal grant
funds would pay for the home- and community-based waiver services of an indi-
vidual for one year at an enhanced Federal match rate of 100 percent. As a condi-
tion of receiving the enhanced match, the participating State would agree to con-
tinue care at the regular Medicaid matching rate after the end of the one-year pe-
riod and to reduce institutional long-term care spending.

The New Freedom Initiative is very important to me and to the President, and
we would like to work closely with Congress to secure its passage this year. The
Administration recognizes the success of consumer directed programs that give peo-
ple the opportunity to manage their own long-term care, as delineated by the devel-
opment of its Independence Plus Waivers. Thus, we propose allowing individuals
who self-direct all of their community-based, long-term care services to accumulate
savings and still retain eligibility for Medicaid and Supplemental Security Income.
Under current law, beneficiaries are discouraged from accumulating savings because
it could jeopardize their eligibility for Medicaid and SSI. Under the Living with
Independence, Freedom, and Equality (LIFE) Accounts Program, individuals who
self-direct all of their Medicaid, community-based, long term supports will be able
to retain up to 50 percent of savings from their self-directed Medicaid community-
based service budget at year end, contribute savings from employment, and accept
limited contributions from others. Ultimately, LIFE Accounts would enable individ-
uals to save money to reach long-term goals (for example, to purchase expensive
equipment or attain higher education) and to obtain greater independence.

The Administration looks forward to working with Congress to pass legislation
authorizing me, as Secretary, to administer demonstrations to assist caregivers and
children with serious emotional disturbances. Two demonstrations will provide res-
pite services to caregivers of adults with disabilities and to children with severe dis-
abilities. A third demonstration will offer home and community-based services for
children currently residing in psychiatric facilities. The fourth demonstration will
address shortages of community, direct-care workers by providing grants to States
to identify best practices and develop models. Direct-care workers play an important
role in providing care to individuals living with disabilities in the community and
this demonstration should help address these workforce challenges.
Medicaid and SCHIP Modernization

This Committee is well aware that Medicaid spending continues to rise each year.
Total Federal and State Medicaid spending for 2004 is projected to be $301 billion,
nearly a tripling in spending over 10 years. Medicaid—not Medicare—is currently
the largest government health program in the United States. Since Medicaid ex-
penditures are a large and growing proportion of most State budgets, the Medicaid
program is an area to which States turn to reduce costs including dropping optional
Medicaid benefits or limiting optional groups from enrolling.

These concerns have fostered a dialogue between the Federal government and the
States regarding ways to improve and modernize Medicaid and SCHIP. Building on
this dialogue, the Administration will continue to work with Congress and other
stakeholders to seek new ways to strengthen and improve the Medicaid and SCHIP
programs. In addition to structural reform, improving the fiscal integrity of the
Medicaid program will continue to be a priority for the Administration and HHS.
Among these efforts, the Administration proposes capping the reimbursement level
to individual State and local government providers to no more than the cost of pro-
viding services to Medicaid recipients and restricting the use of certain types of
intergovernmental transfers. The proposal would deem as ‘‘unallowable’’ certain
Medicaid expenditures that result in Federal Medicaid payments returned by a gov-
ernment provider to the State. The proposal would not affect legitimate intergovern-
mental transfers that are used to help raise funds for the state share of Medicaid
costs. Rather, this proposal would only apply to intergovernmental transfers that
are used to recycle Medicaid payments through government providers.
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Other Medicaid Legislation
Extension of the Qualified Individual (QI) Program

The Administration is committed to helping low-income seniors afford not only
prescription drugs, but also health coverage through Medicare. Under current law,
as authorized by MMA, Medicaid programs will pay Medicare Part B Premiums for
qualifying individuals (QIs) through September 30, 2004. QIs are defined as Medi-
care beneficiaries with incomes of 120% to 135% of the Federal Poverty Level and
minimal assets. The HHS budget would continue this premium assistance for one
additional year.
Extension of Transitional Medical Assistance

As families make the transition from welfare to work, health coverage is an im-
portant component to ensure their success in contributing to, and remaining in, the
work place. Transitional medical assistance (TMA) was created to provide health
coverage for former welfare recipients after they entered the workforce. TMA ex-
tends up to one year of health coverage to families who lose eligibility for Medicaid
due to earnings from employment. This provision will expire March 31, 2004. The
Administration proposes a five-year extension of TMA with statutory modifications
to simplify administration of the program for States. States would have the option
to eliminate TMA reporting requirements; provide twelve months of continuous eli-
gibility; and to request a waiver from providing the mandatory TMA program in
their Medicaid program if their eligibility income level for families is set at 185 per-
cent of the Federal Poverty Level or higher.
Partnership for long-Term Care

The budget request, Mr. Chairman, includes a proposal to eliminate the legisla-
tive prohibition on developing more partnership programs for long-term care (LTC).
The partnership for LTC was formulated to explore alternatives to current LTC fi-
nancing by blending public and private insurance. Four states currently have these
partnerships in which private insurance is used to cover the initial cost of LTC.
Consumers who purchase partnership-approved insurance policies can become eligi-
ble for Medicaid services after their private insurance is utilized, without divesting
all their assets as is typically required to meet Medicaid eligibility criteria.
Refugee Exemption Extension

Under current law, most legal immigrants who entered the country on or after
August 22, 1996, and some who entered prior to that date, are not eligible for SSI
until they have obtained citizenship. Individuals eligible for SSI automatically are
eligible for Medicaid. Refugees and asylees are currently exempted from this ban on
SSI for the first seven years they reside in the United States. To ensure refugees
and asylees have ample time to complete the citizenship process, the President’s
budget proposes extending the current seven-year exemption to eight years.
Special Enrollment Period in the Group Market for Medicaid/SCHIP Eligibles

This legislative proposal would make it easier for Medicaid and SCHIP bene-
ficiaries to enroll in private health insurance by making eligibility for Medicaid and
SCHIP a trigger for private health insurance enrollment outside of the plan’s open
season. This proposal will help States implement premium assistance programs in
Medicaid and SCHIP.

ADMINISTRATION FOR CHILDREN AND FAMILIES

I would like to congratulate the House on passing the Temporary Assistance to
Needy Families (TANF) reauthorization. Building on the considerable success of
welfare reform in this great Nation, the President’s FY 2005 Budget maintains the
framework of the Administration’s welfare authorization proposal. Mr. Chairman,
we are committed to working with the Congress in the coming months to ensure
the legislation moves quickly and is consistent with the President’s Budget

As the Committee may remember, President Bush announced in his State of the
Union address an expanded initiative to educate teens and parents about the health
risks associated with early sexual activity and to provide the tools needed to help
teens make responsible choices. To do this, the President proposes to double funding
for abstinence education activities for a total of $273 million, including a request
of $186 million, an increase of $112 million, for grants to develop and implement
abstinence educations programs for adolescents aged 12 through 18 in communities
across the country; the reauthorization of state abstinence education grants for five
years at $50 million per year as part of the welfare reform reauthorization; another
$26 million for abstinence activities within the Adolescent Family Life program; and

VerDate 11-MAY-2000 13:40 Sep 29, 2004 Jkt 000000 PO 00000 Frm 00033 Fmt 6633 Sfmt 6621 92539.TXT HCOM1 PsN: HCOM1



30

a new public awareness campaign to help parents communicate with their children
about the health risks associated with early sexual activity.

EXPANDING ACCESS TO HEALTH CARE FOR AMERICANS

One of the most important issues on which we can continue to work together, is
expanding access to quality health care for all Americans. In 2001, the President
launched an initiative to expand access to health care by creating 1,200 new or ex-
panded health care sites and serving an additional 6 million people by 2006. Since
the initiative inception in 2002, the Health Centers program has significantly im-
pacted more than 600 communities, serving over 13 million patients, 3 million more
than in 2001, 40 percent of whom have no health insurance coverage, and many oth-
ers for whom coverage is inadequate. States also use Health Insurance Flexibility
and Accountability (HIFA) demonstrations to expand health care coverage. As of
January 2004, HIFA demonstrations expanded coverage to 175,000 people and an-
other 646,000 were approved for enrollment. While we have made significant strides
in this endeavor, there is still much work to be done.

In FY 2005, the President’s budget request will continue to expand resources for
Health Centers to a level of $1.8 billion, an increase of $219 million over FY 2004.
This increase will result in increased services for an additional 1.6 million people
in approximately 330 new and expanded sites. At this level, almost 15 million unin-
sured and underserved individuals, nearly 7 million from rural areas, will have ac-
cess to comprehensive preventative and primary care services at over 3,800 health
sites across the country.

ACCESS TO RECOVERY

Mr. Chairman, the FY 2005 budget represents the fourth year of the President’s
strong commitment toward leading our nation’s battle against addiction. Current
use of illicit drugs among students has declined by 11 percent between 2001 and
2003. However, there continues to be an unmet need for drug treatment services.
The FY 2005 budget will provide 100,000 individuals with drug and alcohol treat-
ment benefits by doubling the funding to $200 million for the Access to Recovery
State Voucher Program. This initiative will allow individuals seeking clinical treat-
ment and recovery support services to exercise choice among qualified community
provider organizations, including those that are faith-based. The program’s empha-
sis is on objective results and is measured by outcomes, including decreased or no
substance use, no involvement with the criminal justice system, attainment of em-
ployment or enrollment in school, family and living conditions, and social support.

DISEASE DETECTION AND BIOTERRORISM PREPAREDNESS

The FY 2005 request for HHS bioterrorism activities is $4.1 billion, an increase
of $155 million above FY 2004, and $3.8 billion above the FY 2001 level. Funds will
be redirected to carry out a new interagency bio-surveillance initiative to prepare
against a potential bio-terrorist attack. The Centers for Disease Control and Preven-
tion (CDC), in coordination with the Food and Drug Administration (FDA), the De-
partment of Homeland Security, and the Department of Agriculture, will be working
to improve the response to bioterrorism through early detection with the Bio-Sur-
veillance Initiative. The goal of this program will be to develop new tools and proce-
dures, which will allow us to identify potential disease outbreaks more rapidly.

We also continue our work in building the Strategic National Stockpile of drugs,
vaccines and medical supplies that can be shipped anywhere in the country on short
notice with a request for $400 million in FY 2005. The FY 2005 budget includes a
three-year financing plan to expand our antibiotic stockpile to be able to provide
post-exposure anthrax treatment from 13 million to 60 million people. In FY 2005,
we have included a contingency provision that will allow us to transfer up to $70
million to the Stockpile from funds available for State and local preparedness should
the added funds be needed.

Our nation’s ability to detect and counter bioterrorism ultimately depends on the
state of biomedical science, and the National Institutes of Health (NIH) will con-
tinue to ensure full coordination of research activities with other Federal agencies
in this battle. The FY 2005 budget includes $1.74 billion for NIH biodefense re-
search efforts, an increase of $120 million, or 7.4%. Included with this biodefense
total is $150 million to support the construction of extramural BioSafety labora-
tories to help develop medical protection from pathogens that could be used in bio-
terrorist attacks, and to create highly sophisticated laboratories that can aid federal
and state authorities in the event of a public health emergency, such as a bioterror
attack, or the emergence or re-emergence of a dangerous and infectious disease like
SARS. Prior to FY 2002, only a few laboratories in the United States were capable
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of conducting research on potential bio-terrorism agents. The $150 million invest-
ment in FY 2005 will fund an additional 20 Biosafety Level 3 laboratories in loca-
tions throughout the country.

The ability to mitigate the health effects of radiation exposure in the event of the
use of a limited nuclear or radiological device in a terrorist attack presents a critical
challenge for which little progress has been made in the last forty years. For FY
2005, $47 million is requested in the budget for the Public Health and Social Serv-
ices Emergency Fund, to be coordinated and managed by NIH. This new initiative
will support targeted research activities needed to develop medical countermeasures
to more rapidly and effectively treat nuclear or radiological injuries.
Influenza Vaccine

Throughout my time as Secretary, many steps have been taken to allow for im-
proved access to vaccines for those in need and better methods to combat the spread
of influenza viruses. The Medicare re-imbursement rate to physicians for the admin-
istration of the flu vaccine increased from $3.98 per dose in CY 2002, to $7.72 in
CY 2003, an increase of +94 percent. In each of FY 2004 and FY2005, $40 million
will be used for creating a stockpile of children’s influenza vaccine to ensure this
past year’s shortages do not reoccur. While these previous measures have improved
access to vaccines, we must also look toward future improvements. In an effort to
further develop the capacity to respond swiftly to pandemic flu, the FY 2005 budget
doubles our investment in pandemic flu preparedness to $100 million.
Childhood Vaccines

A significant goal toward improving the health of the nation is ensuring that at
least 90 percent of all two-year olds receive the full series of vaccines to help meet
their basic health needs. In an effort to improve immunization rates across the na-
tion, the FY 2005 budget requests $1.9 billion for childhood immunization.

The Budget includes two legislative proposals in Vaccines for Children that I be-
lieve should be strongly supported by the members of this Committee. This legisla-
tion would enable any child who is entitled to receive vaccines under the Vaccines
for Children (VFC) program to receive them at State and local public health clinics.
There are hundreds of thousands of children who are entitled to VFC vaccines, but
can receive them only at Community Health Centers and other Federally Qualified
Health Centers. In the past, when these children went to a State or local public
health clinic, they received vaccines financed through discretionary appropriations
to the CDC. However, as modern technology and research has generated new and
better vaccines, that cost has risen dramatically. For example, when the pneumo-
coccal conjugate vaccine became available, it increased the cost of vaccines to fully-
immunize a child by about 80 percent. The most recent information indicates that
19 States are limiting access to this important vaccine; this legislation would help
solve this access problem.

Legislation is also needed to restore tetanus and diphtheria vaccines to the VFC
program. The VFC authorization caps prices at such a low level that no manufac-
turer will bid on a VFC contract. As a result, the vaccines that are provided to VFC
program children through the public health system have to be financed with scarce
discretionary resources.

CDC will continue to build a six-month, vendor-managed stockpile of all routinely
recommended childhood vaccines. Between FY 2004 and FY 2006, CDC plans to in-
vest an additional $583 million to meet the target quantities needed for a six-month
stockpile. Vaccines from the stockpile can be distributed in the event of a disease
outbreak and will mitigate the effect of any potential manufacturing supply disrup-
tion.

COMPLETION OF THE DOUBLING OF NIH

Building on the momentum generated by the fulfillment of the President’s com-
mitment to complete the five-year doubling of the NIH budget, the FY 2005 request
provides $28.8 billion for NIH. This is an increase of $764 million, or 2.7 percent,
over the FY 2004 level. In FY 2005, over $24 billion of the funds requested for NIH
will flow out to the extramural community, which supports work by more than
212,000 research personnel affiliated with 2,000 university, hospital, and other re-
search facilities across our great nation. These funds will support a record total of
nearly 40,000 research project grants in FY 2005, including an estimated 10,393
new and competing awards.

NIH remains the world’s largest and most distinguished organization dedicated
to maintaining and improving health through the use of medical science. Major ad-
vances in scientific knowledge, including the sequencing of the human genome, are
opening dramatic new opportunities for biomedical research and providing the foun-

VerDate 11-MAY-2000 13:40 Sep 29, 2004 Jkt 000000 PO 00000 Frm 00035 Fmt 6633 Sfmt 6621 92539.TXT HCOM1 PsN: HCOM1



32

dation for un-imagined results in preventing, treating, and curing disease and dis-
ability. Investment in biomedical research by NIH has driven these advances in
health care and the quality of life for all Americans, and the FY 2005 budget re-
quest seeks to capitalize on the resulting opportunities to improve the health of the
nation. In an effort to target research gaps and opportunities that no single NIH
institute could solve alone, The FY 2005 budget allocates $237 million for the Road-
map for Medical Research initiative, an increase of $109 million or 85 percent over
FY 2004. This initiative is set up in three core themes of establishing new pathways
to discovery, inventing the research teams of the future, and re-engineering the clin-
ical research enterprise.

PREVENTION INITIATIVES

More than 1.7 million Americans die of chronic diseases—such as heart disease,
cancer, and diabetes—each year, accounting for 79 percent of all U.S. deaths. Al-
though chronic diseases are among the most common and costly health problems,
they are also among the most preventable. The budget includes $915 million for
Chronic Disease Prevention and Health Promotion, an increase of $62 million.

The FY 2005 budget includes $125 million, an increase of $81 million, for the
Steps To A Healthier US Initiative. This increase will fund the State and commu-
nity grant program initiated this past September to reduce the prevalence of diabe-
tes, obesity, and asthma-related complications, targeting those at high risk. Last
year these funds reached 23 communities including seven large cities, one Tribal
consortium, and 15 smaller cities and rural areas, and more areas will benefit dur-
ing the upcoming year. Also a total of $10 million will be used to expand the Diabe-
tes Detection Initiative, which targets at-risk populations. The aim of this initiative
is to reach these populations where they live, work, and play through a customized,
tailored approach with the aim of identifying undiagnosed diabetes.

The FY 2005 budget request for the National Breast and Cervical Cancer Early
Detection Program (NBCCEDP) is $220 million, an increase of $10 million over FY
2004. NBCCEDP has helped to increase mammography use by women aged 50 and
older by 18 percent since the program’s inception in 1991. NBCCEDP targets low-
income women with little or no health insurance and has helped to reduce dispari-
ties in screening for women from racial and ethnic minorities. With the requested
increase, the NBCCEDP will provide an additional 32,000 diagnostic and screening
services to women who are hard-to-reach and have never been screened for these
cancers.

MENTAL HEALTH TREATMENT

In meeting the President’s goal of transforming the mental health system and in-
creasing access to mental health services for some of our most vulnerable citizens,
the FY 2005 budget includes $913 million for mental health services, a increase of
$51 million over FY 2004, or +6 percent. As an important step in reshaping this
delivery system, the budget proposes $44 million for State Incentive Grants for
Transformation. These new grants will support the development of comprehensive
State mental health plans to reduce system fragmentation and increase the level of
services available to people living with mental illness.

Recent studies have found that 20 percent of individuals experiencing chronic
homelessness also have a serious mental illness. This request proposes $10—million
for the Samaritan Initiative, an Administration-wide initiative to reduce chronic
homelessness, jointly administered with the Departments of Housing and Urban De-
velopment and Veterans Affairs. Through this initiative, States and localities will
develop processes to better enable access to the full range of services that chron-
ically homeless people need, including housing, outreach, and support services such
as mental health services, substance abuse treatment, and primary health care.

FIGHTING HIV/AIDS

HIV is one of the most serious and destructive challenges facing humanity in our
world today. No country, whether large or small, rich or poor, can escape the devas-
tation it brings. All have citizens whose lives have been destroyed by this horrible
disease, and our commitment to ending this pandemic is both strong and unwaver-
ing. No nation in history has ever committed the time, energy, and fiscal resources
that the United States has invested in this effort. The FY 2005 HHS total budget
will continue this emphasis with the request for HIV/AIDS funding of $15 billion,
a 31 percent increase over FY 2001 for both domestic and global HIV/AIDS preven-
tion, care, treatment and research activities.

Specifically, the FY 2005 budget includes $784 million for States to purchase
medications for persons living with HIV/AIDS. At this level, monthly AIDS Drug As-
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sistance Programs will increase from 93,800 clients in FY 2004 to 100,000 clients
in FY 2005. Also included is $53 million for the HIV/AIDS in Minority Communities
activities funded under my office, which reflects the first time the budget proposes
an increase, to support innovative approaches to HIV/AIDS prevention and treat-
ment in minority communities.

FOOD AND DRUG ADMINISTRATION

The FY 2005 request for the Food and Drug Administration (FDA) is $1.8 billion.
Within this total, there are program increases of $179 million, partially offset by
$30 million in management and other savings. The FY 2005 budget requests signifi-
cant increases to ensure the safety and protection of our food supply; and accelerate
the availability of new, safe and effective drugs and medical technologies, including
biodefense medical countermeasures.

FDA has already dramatically expanded its work to prevent intentionally con-
taminated foods from entering the U.S. The budget requests a $65 million major ex-
pansion for a total of $181 million dedicated to FDA’s efforts to protect Americans
from risks of deliberate food contamination. The FY 2005 budget takes the next
step, making the investments needed to accelerate Federal and State ability to de-
tect contamination. FDA will work with the USDA Food Safety Investigation Service
to substantially expand the laboratory capacity of their State partners, and will
work to find faster and better tests to detect contamination, including ones that
could be used on-site at ports, processing plants, and other food facilities.

Over the past three years, FDA has bolstered the nation’s food defense through
increase in port security, food import inspections, and additional food security per-
sonnel. Specifically, the Agency hired more that 655 additional food security per-
sonnel, and as a result, achieved a fivefold increase in field import examinations be-
tween FY 2001 and FY 2003.

The Animal Drugs and Feeds program protects the health and safety of all food
producing, companion, or other non-food animals; and, assures that food from ani-
mals is safe for human consumption. This program is responsible for ensuring the
availability of safe effective veterinary drugs and has a role in the prevention of Bo-
vine Spongiform Encephalopathy (BSE) or ‘‘Mad Cow Disease’’ from being trans-
mitted through animal feeds. The FY 2005 budget requests $30 million, an $8 mil-
lion increase, to expand efforts to prevent BSE or ‘‘Mad Cow Disease.’’ FDA will in-
tensify its efforts to keep forbidden animal proteins out of cattle feed.

The budget seeks a $26 million increase in budget authority for FDA’s Medical
Devices program to ensure medical technologies are safe, effective, and available to
Americans as quickly as possible. The requested increase is consistent with the in-
tent of the Medical Devices User Fee and Modernization Act (MDUFMA) and meets
the agreement communicated in an October 29th letter from OMB to the Congres-
sional leadership. The increase will support the necessary investments, including
hiring 50 FTE, to accomplish review goals that become increasingly aggressive
through FY 2007. In FY 2005, FDA expects to meet goals related to the review of
applications for improvements to existing devices and certain new devices that man-
ufacturers claim are as safe and effective as ones currently in the marketplace. FDA
will review 75% of applications for each of these application types within 180 and
90 days respectively. This percentage of applications reviewed will become more
challenging each year through FY 2007. For breakthrough technologies and other
new, innovative devices, ambitious review goals take effect in FY 2006, and in FY
2007 when decisions will be made on 90 percent of applications within 320 days.
FDA has committed to meeting these performance goals—the original goals agreed
upon in MDUFMA, as stated in the October 29th letter. Also, the Administration
is willing to request similar funding levels in FY 2006 and FY 2007 and ensure the
user fee program continues beyond FY 2005 by working with Congress to modify
MDUFMA to preclude the requirement that funding amounts below the FY 2003
and FY 2004 intended levels must be made up in FY 2005.

Our budget also includes $499 million, an increase of $23 million for the Human
Drugs program, and $173 million, an increase of $4 million in Biologics. Of the total
spending on these activities, $253 million will be from industry specific user fees.
These funds will ensure the safety and efficacy of new and existing human drugs
and biologics—helping to make medicines safer, more affordable, and more avail-
able.

MANAGEMENT IMPROVEMENTS

Finally, I would like to update the Committee on the Department’s efforts to use
our resources in the most efficient manner. To this end, HHS remains committed
to setting measurable performance goals for all HHS programs and holding man-
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agers accountable for achieving results. I am pleased to report that HHS is making
steady progress. We have made strides to streamline and make performance report-
ing more relevant to decision makers and citizens. As a result, the Department is
better able to use performance results to manage and to improve programs. By rais-
ing our standards of success, we improve our efficiency and increase our capability
to improve the health of every American citizen.

IMPROVING THE HEALTH, SAFETY, AND WELL-BEING OF OUR NATION

Mr. Chairman and members of the Committee, the budget I bring before you con-
tains many different elements of a single proposal. The common thread running
through these policies is the desire to improve the lives of the American people. Our
FY 2005 HHS budget proposal builds upon our past successes to improve the Na-
tion’s health; to focus on improved health outcomes for those most in need; to pro-
mote the economic and social well-being of children, youth, families, and commu-
nities; and to protect us against biologic and other threats through preparedness at
both the domestic and global levels. It is with the single, simple goal of ensuring
a safe and healthy America that I have presented the President’s FY 2005 budget
today. I know this is a goal we all share, and with your support, we at the Depart-
ment of Health and Human Services are committed to achieving it.

Chairman BARTON. Thank you, Mr. Secretary.
And the Chair would recognize himself for the first 5 minutes of

questions.
The agency that you are responsible for has got a budget of all

the programs under its jurisdiction of $580 billion. Four hundred
and eighty-two billion of that is the Medicare-Medicaid Program. I
have had my staff prepare a very preliminary list, and we show
that there are 93 specific line item programs on your jurisdiction
that are currently not authorized.

What, if anything, should this committee and your agency do
about generically the programs that are not authorized, but yet
funds are still being requested to be expended upon.

Mr. THOMPSON. I think we should do it in a systematic fashion,
Mr. Chairman. I agree with you. I think they should be reauthor-
ized. We have several programs right now that are currently in
front of the Congress, the reauthorization of Head Start, the reau-
thorization of TANF and several other particular programs that
have not been approved by this Congress.

But when you look at it, there are several programs in Health
Resource and Service, HRSA, Centers for Disease Control and Pre-
vention. Most of the programs at NIH have not been reauthorized,
some of them going clear back to 1996. Substance abuse, SAMHSA
are all programs that need to be reauthorized, and I would hope
that we can work with you, find out which ones are the easiest in
a systematic fashion being able to get them reauthorized through
this committee and then hopefully through Congress.

Chairman BARTON. One of the programs that you just mentioned,
the National Institutes of Health, we have doubled their budget
over the last 5 years. We now have an appropriation of approxi-
mately $28 billion.

Mr. THOMPSON. That is correct.
Chairman BARTON. But of the 60 specific line item programs in

the NIH’s budget, only 16 are authorized. That means that 44 are
unauthorized.

I am also told that you as Secretary have no direct control over
any of the NIH budget initiatives. What should we do, and again,
I am not asking for specific prescriptions, but what should we do
about that program where we have doubled the budget and yet
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most of the programs are not authorized, and there does not appear
to be much accountability in the entire program.

Mr. THOMPSON. Well, I think that Congress has got definitely a
responsibility on oversight, as I do as Secretary, and I think we
need to work together to find ways in which we can improve that
oversight, and find ways, Mr. Chairman, how we can get these pro-
grams reauthorized.

I think it would do a world of good for this committee and Con-
gress to have myself and the Director, Elliot Zerhouni, come up
with a program on how we could reauthorize these on a systematic
basis.

I think it would be good for this committee to get a chance to
look at what NIH is doing. I think you will be quite impressed, as
I am. And I think if you had a chance to reauthorize them, it would
give you better information, a better expertise, and as well as being
able to put in some further oversight and some other kinds of con-
trols that may be necessary.

Chairman BARTON. Well, I am not opposed to obviously the NIH,
and I am not opposed to increasing their budget. I do not want to
leave the wrong impression, but I do believe we should have ac-
countability, and I do believe that we should take our role as over-
sight seriously on this committee, and NIH is certainly an area
where we need to do that.

I have got about a minute left. Let me ask you a little bit dif-
ferent kind of a question. I was one of the members on this com-
mittee that pushed for a prescription drug benefit card. I had asked
that it be the alternative to the insurance program that is in the
Medicare reform bill, but while the basic insurance package is
being put together, the prescription drug card is the short-term
benefit for seniors that need prescription drugs.

That program is supposed to kick in, I believe, in June of this
year for low income seniors. They will get a cash subsidy of $600
for all income seniors. I think for a cost of $30 they can get this
card and should make available to them quite a number of pre-
scription drug discounts.

Could you elaborate on that briefly and the timetable?
Mr. THOMPSON. Absolutely, Mr. Chairman. We had receive 105

application. Two of those have now either withdrawn or consoli-
dated. We will be making a decision before March 23 of what appli-
cations are going to be improve. It is going to be able to issue the
Medicare card.

And then in April, they are going to be able to publicize their in-
formation, get the information necessary, their drug discounts, and
then in May they will be able to start enrolling individuals.

We will be putting up a transparent Web site as well as informa-
tional line 1-800-MEDICARE. You will be able to call with your
prescriptions. We will be able to tell you exactly what this par-
ticular card will give you as a credit, a reduction in your drugs.
You are a senior citizen. You put in the prescriptions that you have
to take, and we can tell you where the closest pharmacy will be
and also what the cost savings will be.

And since it is going to be increased and improved and updated
every single week, it is going to have a tremendous tendency to
drive down drug costs because everybody is going to be able to look
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at it, every Member of Congress, every senior, every employer, and
so it is going to be a very good deal.

And we are already working on the transparency of it, and I just
announced in my opening statement that we were going to put in
some additional money, almost 50 percent more for the SHIPS. So
those are the individuals in the districts that are going to be able
to go into the homes, as well as to senior centers, and be able to
explain it.

Chairman BARTON. Do you expect to have it available by June
of this year?

Mr. THOMPSON. We are going to have it by June 1.
Chairman BARTON. Okay.
Mr. THOMPSON. In fact, we are ahead of all of our projections.
Chairman BARTON. Very good. I will now recognize Mr. Dingell

for 5 minutes for questions.
Mr. DINGELL. Mr. Chairman, I thank you.
Mr. Secretary, I begin by expressing my great affection and re-

spect for you.
Mr. Secretary, I have a question here which you can answer, I

believe, true or false. Mr. Secretary for the past 13 years Part B
deductible has been $100. That amount will grow to $110 next
year, and according to CBO estimates by $166 by 2013. Is that true
or false?

Mr. THOMPSON. I would say that is true.
Mr. DINGELL. Now, is this statement true or false? Every Medi-

care beneficiary who elects Part B coverage during their initial en-
rollment period pays the same premium, but under the new law be-
ginning in 2006, about 1.2 million Medicare beneficiaries who have
higher incomes will pay higher premiums than others for the same
benefits.

Mr. THOMPSON. That is income averaged, yes, and it will make
over 8,000.

Mr. DINGELL. That is true.
Now, is this true or false? Medicare beneficiaries will have to join

a private drug plan, HMO or PPO in order to receive prescription
drug coverage, and that they cannot get coverage under a fee-for-
service plan like they get it with hospital or other coverage at this
time. Is that true or false?

Mr. THOMPSON. Well, it takes a little bit more than true and
false. They still will have their current program.

Mr. DINGELL. They will have the current plan, but to get a
drug——

Mr. THOMPSON. The current program, but the drugs will be by
either a PPM or a PPO or an HMO.

Mr. DINGELL. So they have got to make that change and will not
have that coverage.

Now, Mr. Secretary, beneficiaries living in six different areas
designated as pilot projects will be forced to pay much higher pre-
miums for their traditional fee-for-service carrier as a result of
Medicare’s experiments with a voucher program, sometimes called
premium support or privatization.

Is that statement true or false?
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Mr. THOMPSON. That starts in 2010, and that presupposes that
Congress does not change it or that there have not been modifica-
tion.

Mr. DINGELL. So it is true if Congress does not change that?
Mr. THOMPSON. If Congress does not.
Mr. DINGELL. They could charge whatever they want and give

whatever level of——
Mr. THOMPSON. And it also depends upon how competitive it is

going to be.
Mr. DINGELL. All right. Now, Mr. Secretary——
Mr. THOMPSON. It does not necessarily mean there will be higher

rates.
Mr. DINGELL. Can you assure me that it will be the same or

lower?
Mr. THOMPSON. I think it is going to be, but I am not going to

be here in 2010. So I can say yes, but you will not any recourse
because I am not going to be here in 2010.

Mr. DINGELL. I probably am not either.
Mr. THOMPSON. I hope you are.
Mr. DINGELL. I would observe that we are looking to the future

together, you and I.
Mr. THOMPSON. Yes.
Mr. DINGELL. And I am asking your assurances, and you are tell-

ing me you cannot give me the assurances.
Mr. THOMPSON. I cannot give you the assurances, but I certainly

think that it is going to be much lower. The competition is going
to drive it down.

Mr. DINGELL. Let us pray, Mr. Secretary.
Mr. THOMPSON. Okay.
Mr. DINGELL. I am darkly suspicious.
Mr. THOMPSON. I’m a good prayer with you, Congressman.
Mr. DINGELL. Now, Mr. Secretary, I am going to make the fol-

lowing statements. It is important that the seniors know the sched-
ule of benefits and the monthly premium that they are going to
hear from the drug coverage that they are going to get, but the law
does not specify what either the schedule of benefits, the cost there-
of are going to be under the new Medicare proposal; is that correct?

Mr. THOMPSON. I do not think that is correct.
Mr. DINGELL. There is nothing in the statute that confirms——
Mr. THOMPSON. There is nothing in the statute, but we are going

to have rules and regulations on——
Mr. DINGELL. Under what authority will you issue those rules

and regulations?
Mr. THOMPSON. Under the Medicare Modernization Act, I have

the authority.
Mr. DINGELL. Where? Would you please cite us the authority to

issue regulations?
Mr. THOMPSON. I cannot do it off the top of my head. It is 1,200

pages long, but I can find it for you.
Mr. DINGELL. Okay. Would you then submit that to us for the

record?
Mr. THOMPSON. Sure.
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Mr. DINGELL. And, Mr. Secretary, if you would, please, would
you also tell us what the level that you are going to fix those pre-
miums at and the schedule of benefits? What will that be?

Mr. THOMPSON. I cannot tell you at this point in time.
Mr. DINGELL. Again, Mr. Secretary, you are putting your finger

on why I have dark suspicions on this matter.
Mr. THOMPSON. Trust me, Congressman.
Mr. DINGELL. Mr. Secretary, I trust you, but I do not trust any-

body else in the department, and you will understand as my old
daddy said, ‘‘Trust everybody, Mr. Secretary, but cut the cards.’’

Now, having said this, Mr. Secretary, is it true or false that the
seniors do not need to be informed that private insurers will be
able to decide how much seniors will pay for the different drugs?

Mr. THOMPSON. Could you say that again, please?
Mr. DINGELL. I will repeat it. Is it true or false that the seniors

under these programs do not need to be informed that the private
insurance will be free to decide how much seniors will pay for the
different drugs that they will be receiving in these programs? True
or false?

Mr. THOMPSON. I think that is true.
Mr. DINGELL. True. Now, Mr. Secretary, under the drug card, I

heard much about this. I note that the Medicare beneficiaries can-
not change for a year after the choice.

Mr. THOMPSON. yes.
Mr. DINGELL. In other words, the beneficiary can choose the card

and he is stuck with that card for a year, but the issuer can change
the covered drugs or the amount charged for those drugs weekly.
Is that not so?

Mr. THOMPSON. Well, once they lock it in for the enrollment, they
are not going to be able to change, but the——

Mr. DINGELL. No, no.
Mr. THOMPSON. We are going to update what it costs every par-

ticular card on every week.
Mr. DINGELL. The beneficiary, Mr. Secretary, is locked in.
Mr. THOMPSON. Yes, that is true for 1 year. He is locked in for

1 year.
Mr. DINGELL. The issuer of the card can change those numbers

with regard to the amount that the beneficiary pays or the drugs
that are covered weekly, and he can change them either up or
down.

Mr. THOMPSON. That is true.
Mr. DINGELL. That is true, and that, Mr. Secretary, is regret-

table.
Mr. BILIRAKIS [presiding]. The gentleman’s time has expired.
Mr. DINGELL. I thank you, Mr. Chairman.
Mr. BILIRAKIS. You are welcome, sir.
Mr. DINGELL. And, Mr. Secretary, thank you.
Mr. BILIRAKIS. The Chair will recognize himself for 8 minutes if

I can get this thing.
Anyhow, Mr. Secretary.
Mr. THOMPSON. Yes, Mr. Chairman.
Mr. BILIRAKIS. Regarding the reimportation question, as you cer-

tainly know, a lot of the opposition, I like to think virtually all of
the opposition to the so-called reimportation of prescription medica-
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tion stems from the safety concerns that could arise if the importa-
tion of drugs from foreign countries was liberalized.

An argument I often hear in response to these safety concerns,
and quite frankly, it makes our position that much more difficult
to expound on, is that since there have not been any widespread
reports of people becoming ill or dying from taking these drugs,
they must, therefore, be safe.

I am aware that under your leadership the FDA has been col-
lecting a great deal of information on the kinds of drugs that are
being sent to American consumers from other countries. For exam-
ple, the FDA or the U.S. Bureau of Customs and CVP, the Board
of Protection people have conducted two blitz examinations, as I
understand it, on mail shipments at a number of locations last year
and found, among other things, that of the 1,153 shipments, 1,153
shipments examined during the first blitz, the overwhelming ma-
jority, 1,019 packages or 88 percent, contained unapproved drugs.

And going to the second blitz, of the 3,375 products examined
during that second blitz, 2, 256, or 69 percent, were in violation of
current law, and an overwhelming majority of the illegal products
contained unapproved drugs, but the FDA also found recalled
drugs, drugs requiring special storage conditions and controlled
substances.

I wonder, Mr. Secretary, can you expand upon the term ‘‘con-
tained unapproved drugs’’? Can you expand on the recalled drugs,
drugs requiring special storage conditions?

Can you tell us roughly, you know, in an approximation sense,
of course, of where these drugs might have initiated? Were these
Canadian drugs? Were these drugs that were manufactured in
Canada?

Mr. THOMPSON. I can answer several of those questions, Mr.
Chairman.

These drugs that we had the targeted inspection came from
India, came from Thailand, came from Korea, came from South Af-
rica, came——

Mr. BILIRAKIS. Would you say that most of them came from——
Mr. THOMPSON. I would say that the bulk of them came from—

the bulk of them came from Canada.
Mr. BILIRAKIS. The bulk of them, they were manufactured in

Canada?
Mr. THOMPSON. No, they were not manufactured.
Mr. BILIRAKIS. They were not manufactured.
Mr. THOMPSON. They came from Canada and were——
Mr. BILIRAKIS. Okay. From Canada, but they were manufactured

elsewhere Secretary THOMPSON. Right. Unapproved drugs, there
was a foreign version of blood thinner, warfarin, which could cause
serious bleeding problems; a foreign immunosuppressant,
asthenoprene that could cause kidney failure, was one of them.
Human growth hormones, which can elevate pressure in the brain
were some other ones.

There were controlled substances with high abuse, such as co-
deine and valium were discovered, and prescription drug abuse in
some other categories. There were some animal drugs that were al-
legedly going to be used for human consumption were also found
in a couple of packages. There were several packages that were
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mislabeled and several packages that were in a foreign language
which were coming into America.

And based upon that it’s obvious that I could not certify that
these drugs were safe.

Mr. BILIRAKIS. Going to Canada now, and you know, I hate to
make it sound like we’re picking on the Canadians, and we aren’t
because they have been great friends over the years; but do they
make any efforts to prevent drugs coming from these other coun-
tries, manufactured in these other countries from coming into the
country, into Canada?

Mr. THOMPSON. I can’t speak for Canada. I can only, you know,
make speculation that it’s probably doubtful. I’m sure that Canada
is using their resources effectively, but Canada is such a large
country I’m sure it’s impossible, just like it’s impossible for America
to be able to control drugs coming in from all over the world.

We don’t have the resources in FDA, and since we don’t have the
resource in FDA, I doubt very much if Canada does as well. And
I don’t know for sure, but that’s just speculation based upon our
experience shared in the United States, Mr. Chairman.

Mr. BILIRAKIS. Well, Mr. Secretary, just sort of playing devil’s ad-
vocate here, if we don’t have any more capacity, if you will to be
able to control these drugs from coming from other countries into
the United States because we say if we don’t here, apparently the
Canadians probably don’t either, I guess I’m wondering why are we
more concerned about these drugs coming in through Canada. I
mean, are we concerned about them coming into the United States
directly?

I know there have been reports with a growing threat caused by
counterfeit drugs within our own domestic supplies; is that correct?

Mr. THOMPSON. That is correct. We are concerned because of the
safety matter, Mr. Chairman. FDA is responsible for the safety of
drugs, and since we do not have the resources in order to have an
inspector in these factories, and they are not inspected by FDA in-
spectors and the drugs are not manufactured maybe by FDA stand-
ards, we cannot certify that they are safe, and therefore, the law
does not allow these drugs to come into the United States until the
Secretary can certify that they’re safe.

Based upon our experience, I cannot make that certification.
Mr. BILIRAKIS. All right, but again playing the devil’s advocate,

and as you probably know, I did not support the reimportation pro-
visions of the legislation.

Mr. THOMPSON. Right.
Mr. BILIRAKIS. But if that is the case, then we do not have much

of a level of confidence regarding our own drugs here; isn’t that cor-
rect?

Mr. THOMPSON. No. We feel very good about the drugs that are
manufactured under FDA standards and FDA approved factories
with FDA inspectors. We feel very comfortable about them. That is
what FDA does and does it well.

Canada has told us that they cannot certify and will not certify
on the safety of drugs leaving their country, and the Canadian offi-
cials have told the Commissioner of FDA that.

Mr. BILIRAKIS. Well, but we apparently know that there has been
counterfeit drugs within our own domestic supply.
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Mr. THOMPSON. That is true.
Mr. BILIRAKIS. We apparently know based on what you have said

that a lot of these foreign drugs manufactured in foreign places
come in through our borders, not through Canada necessarily.
Many come through Canada, but we also know some of them, we
say that we cannot protect our borders adequately to catch those.

So I guess what I am wondering is why are we as concerned as
we are about them coming in from Canada when, in fact, we know
that many of them, and I do not know to what degree, come di-
rectly here and not necessarily through Canada.

Mr. THOMPSON. We are concerned about all drugs coming in to
make sure that they are safe. The law says that the Secretary is
supposed to certify that drugs that are imported into the United
States are safe. Based upon our inspections, we cannot certify that
they are safe. Therefore, we cannot comply with the law.

If I would certify that these drugs were safe and somebody died,
the Federal Government would be held liable, and based upon our
information, the safety questions are paramount to us, and we just
cannot, you know, set back and do nothing.

So we are trying to tell people if we are going to do it, you have
got to give us the resources so that we can inspect the factories
that manufacture the drugs and that we have to have FDA re-
sources in order to do so.

Currently, Mr. Chairman, we only have 1,300 individuals in all
of FDA to inspect over 56,000 plants and over 200 airports and all
of the borders. It is an impossible task for us now to inspect drugs
coming into the United States based upon the resources we have.

Mr. BILIRAKIS. Thank you, Mr. Chairman. My time has long ex-
pired. Thank you very much.

Mr. THOMPSON. Thank you.
Mr. BILIRAKIS. Let’s see. Mr. Waxman would be next, and he has

8 minutes because he deferred. Our problem is, as I understand it,
that we have as many as four votes; is that correct?

Well, all right. We will recognize Mr. Waxman for 8 minutes, but
in all probably will just cut right after that to go to cast our votes.

Mr. Waxman, proceed.
Mr. WAXMAN. One second, Mr. Chairman. There are going to be

five bills.
Mr. Secretary, we know in this country we have 45 to 47 million

people running short. We have got a problem that is even getting
worse as time goes by, and if we did not have the Medicaid and
the child health programs at the State level, we would have far
more uninsured than we already have. So these are important pro-
grams.

And given the severe budget pressures at the State level because
of the economic downturn more than anything else, the States are
straining to deal with their own budgets.

Now, what the Federal Government did on a temporary basis
was provide extra funding to the States to help pay for their Med-
icaid programs on a temporary basis. Now, that is going to expire
in June. They are still facing those same problems, but the admin-
istration did not propose to continue that effort. The administration
proposes to let it end and instead in the budget we are asked to
figure out a way to cut $10 to $11 billion over 5 years in the Med-

VerDate 11-MAY-2000 13:40 Sep 29, 2004 Jkt 000000 PO 00000 Frm 00045 Fmt 6633 Sfmt 6602 92539.TXT HCOM1 PsN: HCOM1



42

icaid programs, and we have not had a lot of detail as to how we
expect this to be done.

We are usually told to eliminate upper payment, limit abuses, in-
appropriate use of intergovernmental transfers to get these sav-
ings, and I want to make a couple of points and then ask you a
specific question.

First, this administration and the Clinton Administration put
policies in place to eliminate the loopholes in the DSH program, in
the upper payment rule limits, and these rules that we put in place
had a transition period. They were endorsed by the Congress. They
explicitly did not propose to limit intergovernmental transfers
which have long been recognized as an important way for the
States to be able to fund their program.

The upper payment limit rule was put in place, clearly seen as
having adequate protections without interfering in this legitimate
and longstanding and long recognized funding source for the pro-
gram.

Second point. Suddenly the administration has decided to change
the rules on the States. You testified before the Senate that you
thought 34 States were inappropriately using intergovernmental
transfers. Well, that is two thirds of the States of this country, and
we are going to tell them now they have got to find some new way
to finance their Medicaid programs.

Third point. As you know, intergovernmental transfers, the
upper payment limit program, the DSH programs have all been a
critical course of funding for the safety net institutions: children’s
hospitals, the public hospitals, the hospitals that serve a lot of un-
insured patients. So if we cut back ten to $11 billion on those rec-
ognized ways of helping the States to meet their budget, we are
going to cut back on the money for critical health dollars for those
institutions.

And fourth, when you came back from Iraq, you’ve made what
has now become an infamous statement that even if you don’t have
health insurance in America, you get taken care of. Well, that
sounds a lot like we would have universal health care in this coun-
try, but we do not.

And the truth of the matter is that it has been well documented
that there are a lot of adverse health consequences for all of the
uninsured people that we have in this Nation.

But I think what you were thinking and a lot of other people,
like when the President said he was going to allow more immi-
grants to come in the Nation in the guest worker program, that
somehow these safety net institutions will pick up the slack and
provide health care to the uninsured. Yet the proposals that are
now recommended to us would absolutely devastate the ability of
these health care providers to function.

And finally, I can’t help but make this one comment as well.
When you were Governor of Wisconsin, you used a combination of
upper payment limit rules and intergovernmental transfers. I think
it was for nursing home care.

Mr. THOMPSON. I did.
Mr. WAXMAN. And that was to access Federal dollars to help fi-

nance your Medicaid program. I say this in no way to be critical
because I think it was perfectly legitimate for you to do as for other
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States to do, but now it seems like you may be determined to
change the rules on the States, and I want to know is it because
if you cause continuous disruption for the States in financing their
programs they are going to come and give into a Medicaid block
grant or is it because you are oblivious to the effect these cuts
would have on vulnerable people and the safety net institutions? Is
it because this provides you an opportunity to renege on the deal
that we had with the States that they were going to get a transi-
tion to cope with the reductions in upper payment limit levels, or
is it because when you made your own deal when you were Gov-
ernor of Wisconsin, you think you ripped off the Federal Govern-
ment?

I do not think you did, but maybe you think you did, and since
it takes one to know one, maybe you think you want to make sure
that nobody else did what you did when you were Governor of Wis-
consin.

Well, this has been a long question, and I have got limited time,
but what I really want to know is will you assure the committee
that you will provide detailed legislative specifications on the
changes you are proposing and an analysis of the impact on each
State before we are asked to take any legislative action? Will you
do that for us so that the States will know that we have got clearly
in mind what the impact is going to be, not the amorphous state-
ment just cut out inappropriate upper payment limits and intergov-
ernmental transfers because we want to know what that means?

Mr. THOMPSON. Congressman, you have made a lot of accusa-
tions, and none of them are true, and I would like to be able to re-
spond to them.

Mr. WAXMAN. But first answer my question.
Mr. THOMPSON. Well, I would like to be able to respond.
Mr. WAXMAN. No, first answer my——
Mr. THOMPSON. You made some accusations. I think I have a

right.
Mr. WAXMAN. Well, I think you should be able——
Mr. THOMPSON. I think I have a right to respond.
Mr. WAXMAN. I think you do, but first I only——
Mr. THOMPSON. First, I think I have a right——
Mr. WAXMAN. Mr. Chairman, I have——
Mr. THOMPSON. [continuing] to respond.
Mr. WAXMAN. [continuing] the time, and my question is very spe-

cific. I want a yes or no.
Mr. THOMPSON. Am I allowed to respond?
Mr. WAXMAN. Give me an——
Mr. BILIRAKIS. Let’s give the gentleman the time to respond.
Mr. THOMPSON. There were several personal accusations, and I

would like to be able to respond.
Mr. WAXMAN. I want you to, but I want a yes or no. Will you give

us detailed legislative proposals?
Mr. THOMPSON. I always give you details. You have requested 31

pages in the last year, 31 different requests. My department has
given you 21 answers. We are working on the——

Mr. WAXMAN. I am not talking about me personally. All of the
members ought to be able to have it.
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Mr. THOMPSON. I would like to be able to respond to you accusa-
tions because——

Mr. WAXMAN. So please proceed.
Mr. THOMPSON. [continuing] they are false.
Mr. WAXMAN. Please proceed.
Mr. THOMPSON. They are absolutely false.
Mr. BILIRAKIS. All right. Let’s do what we can here, but the fact

of the matter is we are——
Mr. THOMPSON. Intergovernmental——
Mr. BILIRAKIS. [continuing] going to have to break to go for a se-

ries of votes. Go ahead, sir.
Mr. THOMPSON. Intergovernmental transfers are legal if they are

done legal. There is a law that says that when the Federal Govern-
ment gives a proportionate share, the State has got to participate.

The State plans that are coming in have got differences. The
State plans are not paying their share, and I do not think that is
fair. When I used the intergovernmental transfer, I paid the State
of Wisconsin’s share to get the Federal share.

Here are some examples. A State made upper payment limits,
quarterly payments via electronic transfer to a nursing home bank
account. The State then immediately withdrew the amount of the
payment from the provider’s account less a $2,500 participation fee.

If they would have left it to the nursing homes, that would have
been legal, but it did not go to the nursing homes. That money
went back to the State. Therefore, it is illegal, and I think that is
not fair.

Therefore, the Federal Government is paying more to that State
than the State share.

Second example. Made supplemental payments to all nursing fa-
cilities upon receipt of the payments, the nursing facilities are re-
quired to return 99.5 percent of the payment back to the State. If
the payments would have stayed with the nursing homes, it would
have been legal. They came back to the State to be used for other
things.

I don’t think you would approve of that because you, like myself,
want to make sure that money goes to take care of poor people.

The third State. Made supplemental payments to county nursing
facilities. As a condition of receiving these payments, the nursing
homes must sign a participation agreement in which the nursing
home agrees to return all but $10,000 of the payment. Nursing
homes are allowed to keep the $10,000 as a participation.

Mr. BILIRAKIS. mr. Secretary, would you hold up? Listen, we
have got to catch this vote. I am not sure whether Henry cares, but
I do. I do not want to miss the vote.

So I am just going to recess until approximately 4 p.m., four
o’clock, maybe five after four, something of that nature, and then
you can continue, sir.

Mr. THOMPSON. Thank you.
Mr. BILIRAKIS. Thank you.
[Brief recess.]
Mr. NORWOOD [presiding]. The committee will come to order,

please.
Mr. Secretary I apologize for the delay. You are very kind to re-

main with us.
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And now I recognize Mr. Whitfield for questioning for 8 minutes.
Mr. WHITFIELD. Mr. Chairman, thank you very much. I appre-

ciate that.
Mr. Secretary, we appreciate your patience.
Last year, around September or so, Dr. Teresa Mullen, who is

the Associate Commissioner in the Office of Planning and Evalua-
tion for FDA testified before our committee, and also Dr. Anna
Barker from the NCI similarly testified, and they talked about a
task force between the National Cancer Institute and the FDA on-
cology group of the task force, the purpose of which is to improve
communications between the two agencies to expedite bringing new
technology and drug therapies to patients and physicians for treat-
ment.

And they were quite optimistic about the process that this task
force was making, and they were particularly keen on the fact that
it would simplify that entire process.

But I have been involved with one particular company from a
standpoint that I have a dog that has been receiving therapy that
is experimental, and they are getting ready now to go for human
trials, and we are concerned, and we do hear from small and me-
dium sized biotechnology companies that the lack of effective com-
munication and coordination between the FDA and the National
Cancer Institute impedes the transfer of new, innovative therapies
out of the laboratories and into the hands of treating physicians.

For example, in this instance, FDA is requesting certain toxi-
cological studies that have already been conducted in another type
of experiment, and the whole process is slowing down what appears
to be even by surgeons at NCI, at the National Cancer Institute,
a really promising therapy to address cancerous tumors.

And I was wondering if you would have any comments at all
about what your view is on how effective this task force has been
in trying to break down some of the obstacles in bringing these
treatments to the marketplace.

Mr. THOMPSON. Well, Congressman, we can always improve and
we need to improve. The problem has always been that the efficacy
of the drugs plus the safety, and to try and get the efficacy requires
a great deal of time, and then you want to make sure that the
drugs are safe.

The coordinating committee is working, and the nice things that
we have been able to do with FDA and NIH is to look at ways in
which we can get these drugs to the market faster, and we are try-
ing to work on that.

We are already improving, but I am still not satisfied, and Dr.
McCullen is not satisfied, and neither Elliot Zerhouni. So we con-
tinue to meet. We continue to collaborate, and I am confident that
we are going to see some improvements, some vast improvements
in the future, and I appreciate the question.

Mr. WHITFIELD. And on March 5, I wrote you a letter spelling out
a specific incident in more detail, and I do look forward to getting
a reply. I know you receive many, many letters, but that will even
address it more. So I would appreciate your consideration of that.

Mr. THOMPSON. Congressman, we try to answer all of the letters.
Mr. WHITFIELD. thank you.
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Mr. THOMPSON. Nobody has been quite as prolific as Congress-
man Waxman, but we try to comply very much with every request,
and we will get your answer as soon as possible.

Mr. WHITFIELD. Thank you.
Mr. Secretary, this committee had a hearing or one of our sub-

committees had a hearing recently on prescription drug monitoring
programs, and the first prescription drug monitoring program in
the country was established in 1940 in California.

And since that time we only have about 17, 16, 17 programs op-
erating in the country right now, and all of the witnesses testified
to the significant problems that this is causing our country, the im-
proper use of prescription drugs.

And the request I would ask you is because in the 64 years that
we have tried to get this program, it is still not in every State, not
close to being in every State. Would you, from your perspective,
consider a Federal approach to establishing a prescription drug
monitoring program?

Mr. THOMPSON. Yes, buy let me quantify that. Right now we are
so completely overburdened with getting the Medicare Moderniza-
tion Act implemented that it would be pretty difficult to take on
another program like that at this time, but if Congress saw fit to
pass it, we certainly would be more than willing to do it.

But right now, with FDA, with looking at the investigatory com-
mittee on importation of drugs, we are setting up a new commis-
sion to take a look at that.

Second, the implementation of the Medicare, getting the drug
card out, all of these things are just straining us to the nth degree.

So I would say yes. I think it is the right direction, but at this
particular point in time I don’t think we could do it.

Mr. WHITFIELD. Mr. Secretary, thank you.
And I yield back the balance of my time.
Mr. NORWOOD. Thank you very much.
Mr. WAXMAN. Mr. Chairman, I do not think it would be fair to

Secretary Thompson not to be able to fully respond to me. So if he
wants to respond further for the record——

Mr. THOMPSON. I would love to.
Mr. WAXMAN. [continuing] I would welcome it.
Mr. NORWOOD. Unanimous consent.
Mr. WAXMAN. And second, I would hope he would also be very

specific and answer my question, which is whether we are going to
get a detailed analysis of any legislative proposals.

So if we could keep the record open for a response to my question
and get further comments on areas where he thinks he——

Mr. NORWOOD. Mr. Waxman, would 2 minutes be sufficient do
you think?

Mr. WAXMAN. Well, we can do it for the record.
Mr. THOMPSON. Congressman, I would like to be as quick as pos-

sible. You made several what I consider accusations that were not
correct. I think you and I agree that the money that goes from the
Federal Government should go to the providers so that they can
provide to the people that need the service, not back to the State.

I believe that there is a correct way to do IGTs, and that is to
continue to provide for those local units of government, local hos-
pitals, local institutions to pay the State’s share, provided the
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money then goes to those individuals for the care of the poor peo-
ple. That is not happening, and that is the big problem, and that
is what we are trying to stop. And those are the questions.

It is exacerbating, and that is why I am bringing it to the atten-
tion to you and to the members of the committee, and I gave you
several examples of that, and I am not going to mention States be-
cause I do not want to go into individual States because I do not
think it is fair.

We are trying to negotiate with the States, and hopefully we can
reach an agreement. All of the States that I have talked to have
said, yes, it is not the way to do it, but we have done it this way
before. Other States are doing it. Now we want to be able to get
into this particular program, even though we know it is not correct.

And so a lot of the money is being sent to the State. The State
sent it down to the counties, and then the counties have to remit
the money back to the State, and the State puts it in the Treasury.

Mr. WAXMAN. Mr. Secretary, with the last 30 seconds, the exam-
ples you gave I thought were good examples of what we do not
want to permit.

Mr. THOMPSON. That is true.
Mr. WAXMAN. They also are examples of upper payment limit

abuses that I thought we had taken care of in the regs. We want
to work with you, of course, to stop any improper actions.

Mr. THOMPSON. Thank you.
Mr. WAXMAN. But we are being asked to cut $10 to $11 million

out of the Medicaid Program, and before we do that, I would like
you to assure not me but the committee that you will provide de-
tailed legislative specifications on the changes that you are pro-
posing and an analysis of its effect on each State. I think that is
fair to ask, and I hope that you will comply with that.

Mr. THOMPSON. We will do it to the best of our ability, Congress-
man, as we always try to do. I just think that a more fair way
would be if this committee and Congress wants to give the States
more money, put it into the FMAP so that every State is treated
equitably instead of trying to use a dodge in order to get more
money from the Federal Government and the money goes to the
State, and it does not go to the people that we——

Mr. WAXMAN. Would you support an increase.
Mr. NORWOOD. Thank you, Mr. Waxman.
Mr. Waxman, if you will submit that for the record, the Secretary

has to leave at five o’clock.
Mr. WAXMAN. I understand.
Mr. NORWOOD. And a lot of members want to ask question, and

with that in mind, I am going to keep us right at 5 minutes.
Chairman BARTON. Mr. Chairman, can I briefly comment on

that, too, before we go on?
Mr. Secretary, we are going to work with you on that. Mr. Wax-

man raises a valid point, but there are some of us in the majority
that feel like the point that you’re raising are issues that need to
be addressed, and we want the money spent the most wisely, and
we do not think it is fair that some of these games have been
played.

Mr. THOMPSON. thank you.
Chairman BARTON. And so we will work with you.
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Mr. THOMPSON. thank you very much.
Mr. NORWOOD. Just a reminder. We will keep you right at 5 or

8 minutes according to what you have coming, and with that, Mr.
Brown, you are recognized for 3 minutes for questioning, plus 2
minutes for going over, for a total of 5 minutes.

Mr. BROWN. Three plus 2. Okay. Got it.
Thank you.
And I was intrigued, Mr. Secretary, by your and Mr. Bilirakis’

back-and-forth on the safety of reimportation. I also appreciated
Mr. Dingell’s method today of true/false. I have one true/false ques-
tion, and then I would like to get into more substantive.

True or false, no drug imported into this country is FDA ap-
proved unless it is imported by the manufacturer, correct? No drug
imported into the United States is FDA approved unless it is actu-
ally imported by the manufacturer, correct?

Mr. THOMPSON. True.
Mr. BROWN. Okay. That is my understanding, too.
Earlier when you said the administration’s view of imported

drugs found that most of the drugs you audited were not FDA ap-
proved and were, therefore, unsafe, it is a bit of a Catch-22. So if
a drug is not FDA approved, it cannot be used as a proxy for safe-
ty. So my question goes more to this, that Mr. Bilirakis and you
talked about how important or, I mean, whether your contention
seems to be many, many of these FDAs and many of these drugs
have been unsafe.

Our contention, by many people on my side of the aisle, but
many Republicans, too, is that these——

Mr. THOMPSON. That is true.
Mr. BROWN. [continuing] drugs that are coming from other coun-

tries are, in fact, safe. As Mr. Bilirakis said, we are not seeing peo-
ple dropping dead in Canada, France, Israel, Germany and Japan
that are using a good safety process.

Now, if the drugs are as dangerous as you say they are, that in-
formation is so very, very important for Americans to know. If
drugs are as safe as we think they are, based on the high cost of
drugs, the fact I have bus loads of people that I have taken to Can-
ada, that many others in my community are doing the same thing;
if they are as safe as we think they are and the demand is so high
for people to save money, if that is the case, both of those state-
ments, then the American people deserve to know sooner rather
than later what, in fact, your conclusion is.

It is pretty clear that, you know, reimportation has already
passed the House. The other body may be considering legislation.
We need information here. It is obvious from your testimony that
the Bush Administration has done considerable work on this issue.
Otherwise I am sure the administration would not have felt com-
fortable vocally opposing the reimportation bill as he did last year.

So my point is, Mr. Secretary, we need you to finish this work
sooner rather than later. The requirement in the bill is December
for you to complete your work. Can you commit to us an earlier
date so that Congress can move on this issue by the summer?

Mr. THOMPSON. I think you are absolutely correct, Congressman,
and I am going to try and get it done a lot sooner. I would like to
get it done as soon as possible. We are going to have our first meet-
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ing next Friday, and we are having—I have got the list of the peo-
ple that were invited.

We have invited most of the people that are pro reimportation.
Individuals that are for it are going to be testifying, and the first
public hearing is going to be next Friday, and we have already sent
out notices, and we will be.

And I also wanted to point out that I am not going to designate
Mark McClellan as chairman. The last hearing I was at several
people on your side of the aisle decided or indicated that that was
not fair, would not be considered, a very unbiased conference. So
we are putting somebody else in as chairman. I will be making that
known some time tomorrow or the next day.

Mr. BROWN. Can you commit to an earlier date or at least sug-
gest can we have it by July 1? Can we have it by June 15? Can
we move this more quickly so that on the one side we——

Mr. THOMPSON. I hate to give you a date, but I can commit that
we are going to push to get it done before December 1, Congress-
man.

Mr. BROWN. Will it be several months? I mean, I do not want to
push too much, but will it be several months before December 1?

Mr. THOMPSON. I would like to see it done some time this sum-
mer.

Mr. BROWN. Okay. Another real quick question. The administra-
tion and Congressional Budget Office have varying estimates of the
cost of Medicare law, as we know. Could you tell me how much
your actuaries estimate that reimportation saves? Do you have a
figure for us?

Mr. THOMPSON. I do not have a figure on that. I do not think my
actuaries have made any assumptions on that, but if they have, I
can get that information.

Mr. BROWN. I would request that they do. That is pretty impor-
tant information in judging the whole point of reimportation, if you
will.

Last point, Mr. Chairman. I have about 20 seconds. The Presi-
dent’s total request for the HIV/AIDS, TB and malaria bilateral
spending for 2005 went from $1.8 billion in 2004 to $2.6 billion in
2005. The President’s request, as you know, would cut the U.S.
contribution to the Global Fund from $550 to $200 million next
year.

As chairman of the Global Fund, what are you telling the Presi-
dent?

Mr. THOMPSON. Right now that is all we can give, Congressman
because the law passed by you puts a limit as to how much the
United States government can give. It is limited to 33 percent.

The cash on hand right now is about 39 percent that the United
States has given. So we cannot even given the $200 million right
now unless more countries come in and contribute to the Global
Fund.

But I can tell you that the Global Fund is doing well. We are in
121 countries, have got 225 projects going, and I am going to Gene-
va next week to chair the——

Mr. BROWN. So that means if we can get private money, philan-
thropist money, and other governments’ money our number will go
up? Is that as assertion you are making?

VerDate 11-MAY-2000 13:40 Sep 29, 2004 Jkt 000000 PO 00000 Frm 00053 Fmt 6633 Sfmt 6602 92539.TXT HCOM1 PsN: HCOM1



50

Mr. THOMPSON. Well, right now we cannot contribute anything
because we are above the statutory limits.

Mr. BROWN. Right. I am saying if they can do more we can do
more? We will do more?

Mr. THOMPSON. I think that there is a strong possibility, Con-
gressman.

Mr. NORWOOD. Thank you very much. The gentleman’s time has
expired.

Mr. Upton, you are recognized now for 8 minutes requested.
Mr. UPTON. Thank you. Thank you, Mr. Chairman.
Mr. Secretary, welcome. I do not know if you have had a chance

to see the ‘‘Families USA’’ movie. Some of us have been able to see
it, Walter Cronkite, some other folks. In my estimation they do a
very good job of trashing the prescription drug bill.

Have you had a chance to see this? It is about a 17 minute clip,
and I understand that they are sending it all across the country.

Mr. THOMPSON. I have not seen it. I have heard about it, Con-
gressman, but I personally have not seen it.

Mr. UPTON. When I saw it, there was a part there where they
talk about the discount card that will be available a little bit later
this spring, and in essence they make the point that it is a bait
and switch program; that a senior signing up for this will get the
card, and every 7 days the provider of that card can change it.
They can change the prescriptions. They can change the discount.

So if you have whatever particular ailment one might have, and
maybe pick a specific plan because of the benefits from there, it can
change literally every single week. Is that going to be something
that the department is going to allow to happen?

Mr. THOMPSON. No, it is not, and I am glad you asked me. I
could not explain that to Congressman Dingell because he only al-
lowed me to have a true or false. And it is partially true, but——

Mr. UPTON. Well, I have got my 8 minutes.
Mr. THOMPSON. [continuing] it is more false because we have al-

ready passed a rule and have indicated that we will revoke cards
that are issued if they are bait and switch. It is already in our rule.
It is also going out into our contractual arrangements with the card
companies.

Mr. UPTON. Well, that is very good to hear because I can tell
you——

Mr. THOMPSON. That is already. We have already proposed that.
Mr. UPTON. [continuing] as I sat down and watched this, I was

just shaking my head, and I was hoping that you would have an
answer like that.

This weekend when I was back in Michigan, I went to a pancake
breakfast, and I met a wonderful lady who sadly has lupus, and
she now has to spend she told me $700 a month in added costs that
she is going to have to pay, and she asked me specifically about
whether the prescription drug bill the President signed, is that
going to help her.

Mr. THOMPSON. It is going to help her a lot.
Mr. UPTON. And that is what I told her. And, again, looking at

this ‘‘Families USA’’ film clip was a very biased report. It talked
about all of the cost. It did not say a single thing about a benefit.
It is almost like it is a new tax, and the thousands of dollars that
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they are going to benefit from that they are going to be able to be
charged and not receive a single benefit as I saw with this par-
ticular woman this weekend.

One of the things that I liked in the prescription drug benefit bill
was the benefit that is going to be provided to companies that pro-
vide prescription drugs to Medicare eligible seniors, the subsidy
that those companies are going to receive. The statistic that I saw
was that the percentage of large firms having more than 200 work-
ers that offer retiree health benefits has declined from 66 percent
in 1988 to 34 percent in 2002.

My sense is that with the adoption of the prescription drug ben-
efit bill, that we will stop that decline that we have seen over the
last 12 years.

Mr. THOMPSON. We certainly believe that it is going to be a tre-
mendous help in either stopping or slowing down completely those
companies that drop drug coverage for their retired employees. We
think it is a very good provision, 28 percent subsidy for those com-
panies that give drug coverage to their retirees.

Mr. UPTON. Have you heard about any report since the enact-
ment of the bill where companies have indicated that they are
going to drop their prescription drug benefit for their retirees and
maybe pay the doughnut hole or just shift everybody into the new
plan and perhaps pay the out-of-pocket costs that the beneficiaries
would receive as a saving perhaps to them? Have you heard about
any companies that would do that?

Mr. THOMPSON. Companies right now, I think, are still making
up their minds.

Mr. UPTON. I know it does not kick in until 2006.
Mr. THOMPSON. I think they are still making up their minds as

to what they are going to do, but I have heard good responses back
from companies who have indicated that this subsidy that you
passed and the President signed into law is going to help them to
be able to continue drug coverage for their retirees.

Mr. UPTON. You know, one of the arguments coming from a Mid-
west State like you do, we have seen a lot of jobs outsourced for
lots of reasons, one of them being the high benefits perhaps that
U.S. firms have to pay versus what is paid in other countries, and
as I talk to the auto sector, one in seven jobs being auto related,
I believe that one of the Big Three indicated that they spend $1.1
billion in prescription drug benefits to their Medicare eligible retir-
ees each year.

Now, my sense is that when this bill kicks in for seniors, that
in fact that company will be able to get a check tax free for what
was it, 25 percent?

Mr. THOMPSON. Twenty-eight percent.
Mr. UPTON. Twenty-eight percent of what they pay? So, in es-

sence, nearly, you know, hundreds of millions of dollars that they
will be able to use for the benefit costs here and thus, have a better
chance of retaining those jobs in America versus sending those jobs
overseas.

Would you agree with that?
Mr. THOMPSON. I would agree with that, and I also would agree

further and even more plausible is that that company will more
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than likely keep that drug coverage for the retirees, and without
these subsidies would not.

Mr. UPTON. That is exactly right, and you know, as I read and
sign all of my mail, I heard from a whole number of folks who were
scared that this plan passed and enacted now by the Congress, that
they would be forced to go into an HMO. I remember we had that
debate early.

You made the point in our first hearing, I think, 2 years ago,
saying that that was not going to be part of the package. That was
not agreed to, and that it would be a positive benefit for those
workers.

Mr. THOMPSON. That is correct. It is positive. It is a very good
bill. It is not perfect, but it is a very good bill.

Mr. UPTON. When is the date that you are anticipating getting
the discount card available for seniors and how exactly is that
going to proceed?

Mr. THOMPSON. People are going to start being able to enroll in
a discount card on May 1 through the whole month of May, and
we are going to start the program starting June 1. The companies
are going to be able to get out information, and with their dis-
counts.

We are going to put it up on our Web page, and it is going to
be a transparent page so that everybody can find out exactly what
this company is going to be charging for their drugs. Every senior
citizen can call in.

A senior citizen like this woman with lupus could call into 1-800-
MEDICARE and be able to say, ‘‘These are the drugs I am talking.
Please tell me which drug companies are going to give me the best
deal,’’ and we will be able to give her that information. We will
have all of that information on line, and we will be able to tell her
exactly where she should go.

Mr. UPTON. And will she be able to go to a Walgreen’s or I mean
a whole variety of different pharmacies to have her prescription
filled?

Mr. THOMPSON. Well, it depends upon the——
Mr. UPTON. Medco? I mean how exactly will that work in terms

of where she would go.
Mr. THOMPSON. Well, the companies that have got to issue the

cards have got to sign up the pharmacist, but we are going to have
that information. So we can tell her, this individual that has lupus;
we will be able to tell her which of these drug card companies are
going to give her the best deal for her drug charges, plus where the
closest drug stores are to her.

And they have to be, if she is in an urban area, have to be within
two miles of her residence, or if she is a suburb, it has to be within
five miles of her residence. So we are going to have all of this infor-
mation, and we are going to also have a lot of information into the
community by the SHIPS program to be able to help advise, plus
this individual can call us and give this information right away.

Mr. UPTON. Thank you.
Mr. NORWOOD. Thank you, Mr. Upton.
Mr. Pallone, you are now recognized for 5 minutes for questions.
Mr. PALLONE. Thank you, Mr. Chairman.
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Mr. Secretary, my questions are about the Indian Health Service,
and let me just say by way of background that I think that the
amount of money that is being allocated to the Indian Health Serv-
ice is woefully inadequate. I mean, the number of American Indi-
ans that need health care and do not have access to it, you know,
continues to go up.

Frankly, when you look at some of the recommendations that
were made by the tribes in terms of the amount of money that they
think is necessary, it would be four or five times what is actually
allocated.

But I had specific questions. I am going to try not to have them
be true/false, but I have four questions I am going to try to get
through if I can.

First of all, in the budget the budget request is $2.97 billion for
the Indian Health Service, an increase of only 1.65 percent, or $45
million, over the last fiscal year. I mean, my understanding is that
inflation is running like 3 percent or more right now. So when you
are talking about, you know, less than half or half of the cost of
inflation, obviously you are going to have to do less, not more, even
though the need is great.

So I basically wanted to know if you would support additional
funding if, you know, somehow the appropriators could find it and,
you know, how the administration justifies this effective decrease
in funding for the Indian Health Service.

Mr. THOMPSON. Congressman, as a department, we were given
the amount of dollars that we had. You will notice that Indian
Health Service got a higher percentage than most of the other oper-
ating divisions in my department, which indicates my desire to put
more money there, but still, if you could find more money, we cer-
tainly could use it, especially in a program that I think is very im-
portant. It would improve the quality of health, and that is in the
water and sewer systems in Indian Health.

I go to Alaska every year, and I know that there is a tremendous
need.

Mr. PALLONE. Okay. I appreciate that. I am just trying to get
through these four questions.

Mr. THOMPSON. Okay. I am sorry.
Mr. PALLONE. That is all right. I appreciate it.
The second this is the contract support. As you know, many of

the tribes have taken over their own health services.
Mr. THOMPSON. That is true.
Mr. PALLONE. And I know that this administration has encour-

aged that, you know, I guess in part for ideological reasons, be-
cause it means that the government is somewhat out of the busi-
ness.

But if you look at the budget, it is basically flat. In other words,
there is $267 million, the same as last year, to support, you know,
these contract support, which probably means that no additional
tribes would be able to do it.

So, again, you know, the question is if we were able to find fund-
ing, would you support an increase for that and why the adminis-
tration just flat funded that.
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Mr. THOMPSON. Well, I do not know where you are getting that.
It is my understanding the contract health service went up $18
million, about 4 percent increase.

Mr. PALLONE. Okay. Well, I see it is 267, the same as last year.
So, you know, I am not going to disagree with you. I have to go
back and look at the facts again.

Mr. THOMPSON. Okay.
Mr. PALLONE. But obviously, is that something——
Mr. THOMPSON. So will I.
Mr. PALLONE. Is that something that you would be willing to see

if we could find some additional funds that we would increase that
as well?

Mr. THOMPSON. Yes, we could use the money.
Mr. PALLONE. Okay. Then the third thing is, you know, the tribes

are concerned about homeland security and the fact that they do
not seem to be designated for specific homeland security funds, and
there is, I guess, $476 million, you know, for your department re-
lated to homeland security I guess for bioterrorism attacks through
the Health Resources and Service Administration, but there is
nothing specifically earmarked for the tribes, and that has been the
case with homeland security funds in general.

So I do not know if you can tell me, but if not, maybe you could
get back to me about whether any of these funds would be allo-
cated to tribal governments.

Mr. THOMPSON. I know that they are eligible for them, and I
know they are eligible for bioterrorism funds, the tribes, and I will
take a look at it and give you a direct response as to what portion
are going to Indian——

Mr. PALLONE. But, I mean, obviously you would support some
portion of it going to them.

Mr. THOMPSON. Yes.
Mr. PALLONE. Okay. And the last thing, it is my understanding

that the Resources Committee, Representative Pombo, has re-
quested the administration’s policy position on the Indian Health
Care Improvement Act, the reauthorization, and you know, this is
very important. It is before this committee as well as Resources. It
is within the jurisdiction of this committee as well.

And I just was wondering if you could tell me when we can ex-
pect to hear back from the administration or if you wanted to com-
ment on your position on that reauthorization because we are try-
ing to get it passed this year.

Mr. THOMPSON. I cannot respond right now because it is some-
thing I am——

Mr. PALLONE. Well, if you could get back to me.
Mr. THOMPSON. I will get back to you.
Mr. PALLONE. With the permission of the chairman, if you could

respond to me in writing or if you have something there about
when we could hear back.

Mr. THOMPSON. I just received a note from my legislative assist-
ant who has told me that she is working very closely with the Hill,
and she expects that very soon.

Mr. PALLONE. Okay. Within a month, a few weeks?
Mr. THOMPSON. She says a month.
Mr. PALLONE. Okay. I appreciate it. Thank you.
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Mr. THOMPSON. Thank you.
Mr. PALLONE. Thank you, Mr. Secretary.
Mr. THOMPSON. I will get you that information, Congressman. I

appreciate it.
Mr. PALLONE. Okay.
Mr. NORWOOD. Thank you, Mr. Pallone. Your time has expired.
I recognize myself now for 8 minutes.
Mr. Secretary, when we first went around, I did not have time

to say to you how much I appreciate you spending the amount of
time that you are here in this great committee and also how much
I appreciate the job you have done at HHS over the last 31⁄2 years.

Mr. THOMPSON. Thank you.
Mr. NORWOOD. You have, I think, probably the most customer

friendly agency out there, and that has everything in the world to
do with who the boss is, and I am grateful for the work you have
done and not happy you are leaving at the end of the year.

I was not going to ask about prescription drug monitoring, but
it came up, and I think we need to talk about it just for a second.

Mr. THOMPSON. Sure.
Mr. NORWOOD. The problem in this country is more acute today,

obviously, than it was 50 years ago, though there was a problem
40, 50 years ago, and there is movement up on this Hill to let’s try
to get hold of this problem and see if we cannot do something about
it.

The States obviously have not done anything about it over the
years, which is not an indication that they do not want to or can-
not. It is probably an indication of the cost, and I have observed,
as some appropriators have found a few funds here and there, some
States are getting better at it.

My personal believe is that that program would be best run by
State governments, grants from the Federal Government with a
floor, basic standards of what a drug monitoring program should
be, and let States not have the one size fit all situation. I know as
a Governor I would guess you would sort of be inclined to think
that way.

The Director of the Office of Drug Control Policy, they recently
had a press conference about this, and he said that their goal is
to expand the number of States who have drug monitoring pro-
grams up to 30. My goal would be to get it up to 50 and where they
could cross lines.

As a former Governor, would you care to comment on whether
you think practically you might do this best at the State level rath-
er than the Federal Government, one size fits all?

Mr. THOMPSON. Well, Mr. Chairman, you are always on the cut-
ting edge with your philosophy and your ideas, and I certainly
think it is the best way. I always think that if you can get the deci-
sionmaking back to the States you are going to be better off and
you are going to be able to have a better and a more efficient pro-
gram. It just makes sense.

In this case, I think you are absolutely correct.
Mr. NORWOOD. Well, thank you.
We need to get this done, and we do not need to fight too long

over whether it is State or Federal, but I believe we would have
a country-wide better program being State.
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I think maybe the first time you and I had discussions, it was
right after you came into office, and we were looking at HIPAA and
the medical privacy regulations left us by the former administra-
tion, and I do not know a lot, but I had enough sense to know that
thing was going to waste a lot of money in health care if it had
not been altered, which you did some, and it was better.

But still there were problems in medical privacy, and you have
been working on those, I understand over the last months, and I
would like for you just very quickly to bring us up to speed a little
bit about some of the changes that have been made and, second,
how are we educating the people that are involved with those
changes.

Mr. THOMPSON. Well, let me answer the second part first. We are
putting out as much information as we possibly can, and when we
see a complaint, we call those individuals, that hospital, those law-
yers, or we set out a delegation to go out into that community or
that State and set up informational hearings. We are doing that all
over the country.

Most of the problems with HIPAA right now are mis-
communications and not understanding what we have done to
make the changes. As soon as we hear a complaint, we imme-
diately go out there and talk to them and find out what we can do
to alleviate that problem, and usually just by educating and talking
to them, we have been able to quell the kind of concerns that they
have.

I would have to say to you I have spoken to the Hospital Associa-
tion, Medical Association. Hardly any questions at all any more
about HIPAA, which indicates to me that it is working the way we
thought it would, but if you have some other complaints, I wish you
would give it to me.

Mr. NORWOOD. No.
Mr. THOMPSON. And I would be more than happy to continue to

work on it.
Mr. NORWOOD. I only mean our difficulties in coming down on

that, too, but I want to make sure that the people that are involved
in this, the people that are treating patients have enough informa-
tion to know the good changes you made.

Mr. THOMPSON. Thank you.
Mr. NORWOOD. Now, one last, quick question. I know this will

probably be a real surprise to you that I did not vote for the Medi-
care prescription drug bill, but I did not, and I did not vote for the
bill for the opposite reasons some of my other friends did not vote
for the bill. Some people did not vote for it because they think it
did not spend a trillion dollars. I did not vote for it because I know
it is going to spend a trillion dollars.

And so where I am in the thing is it is probably the best pre-
scription drug bill I have seen sine we have been up here. We have
not had a lot to choose from. It is the law of the land, and I am
going to do everything I can do on a personal basis at home to
make sure that my constituents understand.

This bill may not be great for taxpayers, but it is pretty bloody
good for the patient.

Mr. THOMPSON. It is very good for low income Americans.
Mr. NORWOOD. Well, it is also good for sick Americans.
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Mr. THOMPSON. Right.
Mr. NORWOOD. Very sick Americans.
Just in my last 2 minutes, the prescription drug card that is

coming out, that is the first card we are going to use, $30 for the
thing, $600 credit on it for low income. You said you had 151 hit
son that?

Mr. THOMPSON. No, we had 150 different entities want to issue
the card.

Mr. NORWOOD. That is what I mean. That is what I meant by
that.

Mr. THOMPSON. Yeah, 105.
Mr. NORWOOD. So that is 151 companies out there who have

called you up and said, ‘‘Mr. Secretary, I can furnish that card’’?
Mr. THOMPSON. That is correct. One hundred and five.
Mr. NORWOOD. One hundred and five. How many will you boil

it down to?
Mr. THOMPSON. We are working on that right now. In fact, I told

my staff I want to get it down by Friday. We are looking some-
where in the neighborhood of 40 to 50. You have got to break it
down because some are national, some are regional, and some are
for Medicare Advantage Plans. Some people just want to enroll
their own members, and for those that want to just enroll their
members that are HMOs or Medicare Advantage or Medicare Plus,
we are going to allow them to do it provided they have the solvency
in order to do so.

Mr. NORWOOD. So you at HHS are actually going to help people
to determine under your circumstances this is the best card per-
haps.

Mr. THOMPSON. Absolutely. It is going to be completely trans-
parent, and we are going to allow individuals to call in with their
prescriptions and tell them which one of these cards is going to
give them the best deal and where the closest drugstore that this
particular card company has enrolled for that individual.

Mr. NORWOOD. So every card, let’s say there ended up there are
40. Every card will not have the same savings factor in it.

Mr. THOMPSON. Not all of them will be because some will make
better deals with the companies, and we are going to have those
listed, and we are going to be able to advise every applicant that
wants to enroll which is the best card for that particular person
compared to the prescriptions they are taking.

Mr. NORWOOD. Well, people should not say this prescription drug
bill absolutely does not help anybody. That is really a false state-
ment.

Mr. THOMPSON. It is.
Mr. NORWOOD. And there are some very, very good things in it

that I am glad are in it, though I am still concerned about it, there-
fore voted no. But all of us ought to be out there at home trying
to help our seniors understand what the law of the land is and
then trying to improve that anywhere we can over the next few
years.

Again, Mr. Secretary, my time is up, but I cannot thank you
enough for your services.
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Mr. THOMPSON. if I could just quickly say that one of my staff
people briefed you last fall about the simplified fact sheets, and you
requested that they be simplified further.

Mr. NORWOOD. Yes.
Mr. THOMPSON. They are on the Web page right now pursuant

to your instructions.
Mr. NORWOOD. Thank you, sir.
And I want to make sure everybody in American who uses that

knows it.
Mr. THOMPSON. It came from you.
Mr. NORWOOD. Well, you fixed it though. I may have asked you

to, but you fixed it.
Mr. THOMPSON. We fixed it.
Mr. NORWOOD. Ms. Capps, you are now recognized for 8 minutes.
Ms. CAPPS. Thank you, Mr. Chairman, and thank you, Mr. Sec-

retary.
It is not every day that morning news leads with a health topic.

Tragically this morning, I think ominously, the CNN led morning
news with the statement and the fact that within a very short time
obesity will be the No. 1 underlying cause of death in this country,
and I want to compliment you for getting out early on that topic.

This is not what I am going to use my 8 minutes on, but I just
want to make a statement.

Mr. THOMPSON. Thank you.
Ms. CAPPS. You saw this coming, and it is a huge challenge.
Mr. THOMPSON. Huge.
Ms. CAPPS. And I think your ads, I have seen two of the ads, and

they are great.
Mr. THOMPSON. Thank you.
Ms. CAPPS. I know that is not going to solve the problem by

itself, but it is a good statement to get out there.
Mr. THOMPSON. Thank you.
Ms. CAPPS. It is getting people talking about it.
Mr. THOMPSON. I am glad you saw the ads.
Ms. CAPPS. I would like to get back to revisit, since you offered

to be here, the newly enacted Medicare program, and according to
MEDPAC, Medicare is in this new plan paying private plans 9 per-
cent more than the amount it would cost to cover the same mix of
enrollees under Medicare’s traditional fee-for-service system.

Now, CMS through regulation has implemented a risk adjuster
and budget neutrality provision that increases payments by 16 per-
cent. It is expected that CMS will be changing this risk adjustment
factor to 8 percent, and that means that plans will be paid a total
of 117 percent of what it would cost to cover the same mix of en-
rollees under Medicare’s traditional fee-for-service system.

I noticed that you acknowledged this fact that Medicare pays
HMOs more than it would cost to serve those beneficiaries in fee
for service when you testify to Ways and Means on February 10.
So that I could get it really clear, I am going to quote now from
the transcript.

Mr. Kleczka asked, ‘‘Do you agree that currently we are reim-
bursing HMOs and PPOs who administer to Medicare patients
higher than under the Medicare fee-for-service program?’’ And you
did acknowledge yes. My question is: if plans are so efficient and
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we are choosing the private sector because of their efficiency—I
have heard that—why do we need to pay them 17 percent more to
provide the same services under a private plan? Why should we
pay private plans more to provide services that would be cheaper,
demonstrably cheaper, in traditional Medicare?

Mr. THOMPSON. I do not believe we are paying them 17 percent,
but we had put together a plan, Congresswoman, that asked Con-
gress to pass so that the lowest three individual bidders would be
the ones who would be accepted, and our actuaries believed that
would have driven down the price below the fee for service, and
that was what we did.

Congress made a decision that said, no, we should not limit it to
the three lowest bidders. It should be wide open, and as a result
of that, there is not the pressure to drive down the prices. As a re-
sult of that, there is the possibility based upon our actuary that we
will be paying more for HMOs.

Ms. CAPPS. In addition, the administration estimates that $46
billion, CBO estimates $14 billion, will be pumped into HMOs
under the new Medicare law over the next 10 years. In your testi-
mony you state that this money is going to be used by Medicare
Advantage to provide more generous coverage, including benefits
that traditional Medicare may not offer.

Accordingly, we have seen that HMOs have been courting seniors
in different areas. For example, the New York Times article
showed Humana according the same seniors that they had left
hanging in Florida in 2000 when the very same plan pulled out.

Now, I agree with you that seniors should receive more and bet-
ter services, and I would be more than happy that these services
would also be provided under traditional Medicare, but I think it
is only fair that it be on a level playing field.

Again, we are going to be paying private plans more—we can
quibble about how much more, but estimates state 17 percent—to
provide the same mix of services that it costs under traditional fee
for service. The ad keeps haunting me of the same Medicare, only
better, but it even states in the ad people who choose fee for service
can continue to have the same benefits, but they are going to be
discriminated against because seniors in the traditional fee for
service are not going to be getting these expanded services.

Mr. THOMPSON. Well, right now the law says, Congresswoman,
that the additional money going to Medicare Plus Choice or Medi-
care Advantage, whichever you call it right now, the extra money
has got to go either for decreasing the beneficiary’s premiums or
have reduction in the beneficiary cost sharing or enhance benefits.

And we have seen the enrollments so far, and they have been
complying with that. They have to file their rates, as well sa their
expanded benefits and their premiums, and they have been doing
that. The premiums have been going down and benefits have been
increasing. So it has been good.

Ms. CAPPS. Let me just raise a question. I want to give a minute
to my colleague who will not get a chance to, Mr. Allen. So I am
going to watch the clock.

I will say basically the same thing again. The private insurance
market has been touted by the administration and the House Re-
publicans as the answer to Medicare’s future financial challenges.
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We have seen in my district Medicare Plus Choice. The HMOs
leave by the droves after raising their premiums.

So you are going against the history that my seniors know. This
notion that plans are going to complete to serve an older, sicker,
poorer population is hard for me unless they are vastly overpaid to
do so.

Now my question. What is the basis for which you are stating,
and I want to give you a minute to answer and let my colleague
take the last minute? Are you suggesting that private markets are
really more reliable even though they are in competition with each
other and that their CEOs have to be paid handsomely? And then
traditional Medicare, which has provided low cost, reliable coverage
for seniors——

Mr. THOMPSON. We think that it is going to allow for choice, and
we think the choice is going to make more efficiencies in the mar-
ket, and we think the costs will go down.

And we have been seeing that the Medicare Plus Choice, Medi-
care Advantage are coming back into the market. There is a lot of
indication they are coming back into the market, and we see that
there is going to be——

Ms. CAPPS. They are coming back in the market because they are
being paid handsomely to do that.

Mr. THOMPSON. Well, they are coming back into the market, and
they are coming back with better benefits, too.

Ms. CAPPS. And there is no reason that they have to stay. There
is no fixed coverage that they have to stay.

Mr. THOMPSON. No, that is true.
Ms. CAPPS. And so they can go up with inflation, as everything

else in health care has been going up. Again, the seniors in my dis-
trict that I have talked to, choice is not what they are asking for.
Reliability, the Medicare they have always known and trusted.
That is why you are having to run the ads, because there is a huge
amount of lack of trust of this program in the community.

Mr. THOMPSON. Well, I think we have to run the ads because the
Congress and the law tells us we have to.

Ms. CAPPS. No.
Mr. THOMPSON. We have to inform it, and we have to do it, and

I am confident that your people want choice as much as the people
that I——

Ms. CAPPS. Not what they tell me.
I will turn now to my colleague, Mr. Allen.
Mr. THOMPSON. Thank you.
Mr. NORWOOD. Mr. Allen, watch the clock.
Mr. ALLEN. I thank the gentlelady for yielding.
In Maine my seniors are very unhappy with this law for the rea-

sons that Ms. Capps expressed. I just wanted to ask you quickly.
I have co-sponsored a bipartisan bill to fund studies of the com-
parative effectiveness and cost effectiveness of prescription drugs,
a bipartisan bill. The Medicare law contains a similar authority for
AHRQ, but the President’s budget contains no funding.

There are in the law a set of requirements, a set of time lines,
and I am wondering today if you can commit to meeting those time
lines that are set forth for this particular initiative.
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Mr. THOMPSON. In fiscal year 2004, AHRQ invested $12 million
for the related activities on the conduct of research, and I can as-
sure you that we are going to meet the time lines.

Mr. ALLEN. I thank you.
Mr. NORWOOD. I thank you, Mr. Allen.
Mr. Secretary, there are a number of people who wish to put

some questions in writing, and we would appreciate it if you would
answer them. Mr. Pickering, I believe.

Mr. PICKERING. Yes, Mr. Chairman.
Mr. Secretary, I have some questions on the self-injectable

issue——
Mr. THOMPSON. Right.
Mr. PICKERING. [continuing] that I would like to be addressed. I

will submit those for the record. I know your time is short, and my
colleague from California——

Mr. NORWOOD. We are all very grateful for you spending 3 hours
with us.

The Secretary has agreed to take one more set of questions, and
that will be the end of the hearing, and with that, I recognize Ms.
Bono for 8 minutes.

Ms. BONO. Thank you, Mr. Chairman, and thank you, Mr. Sec-
retary, for being here.

My questioning is of a completely separate matter than that of
my colleagues.

Mr. THOMPSON. Congressman Pickering, just get them. We will
get you a response to your questions.

Sorry.
Ms. BONO. I would like to speak about the Ryan White Care Act.

In my district, I have a community clinic that is really exemplary,
the Deserts AIDS Project. The fiscal year 2005 budget flat funds
and actually decreases Titles I and III in the Ryan White Care Act.
The combination of that, along with the crisis California is facing
with our budget, I am concerned my clinic is going to suffer, and
I was wondering if you could tell me what you think this might
mean to the grantees of the Ryan White Care Act.

Mr. THOMPSON. We decided, Congresswoman, that the money,
since we were limited in the amount of resources we had in putting
together the budget, that it would be better to put the Ryan White
money into ADAP, into drugs, and that is where the increased
money went.

Ms. BONO. However, California is cutting its ADAP funding so
this will continue to be a major issue, and I am concerned because
we have made tremendous progress with AIDS and HIV. We were
able to keep people who are HIV positive from developing full
blown AIDS, and I am concerned that we are going to suffer a set-
back if this is the trend that we are going to be following here.

Mr. THOMPSON. I would love to sit down and talk to you about
how we might be able to help California in this, but most of the
people that have some in to see me—I am very active in the AIDS
fight. As you probably know, I am chairman of the Global Fund,
and I have put a lot of effort into meeting with AIDS groups all
over the country, and they advise me that they would much rather
see the money we have put into ADAP for the use of medicine to
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get to individuals that are HIV positive, and so that is where we
put the money.

Ms. BONO. Well, I would really like to sit down and work with
you further on this, and I will take this opportunity to invite you
to my district to visit this clinic.

As well, you and I have spoken before along with Senator Frist
about the IMPACT bill in trying to address the issue of childhood
obesity, and I am glad to see that this issue has been elevated.

You also have the STEPS to a Healthier U.S. initiative, and I be-
lieve you doubled the funding.

Mr. THOMPSON. Yes.
Ms. BONO. Can you explain to me? I have some concerns with my

own legislation. Even though my name is on it, I do not know how
you legislate health or how you legislate fitness. I would love to
hear about the success that you have already made and what we
can look forward to in the near future with this new initiative you
have.

Mr. THOMPSON. I happen to be extremely passionate about this
subject. We rolled out yesterday at a press conference with the Ad
Council five new ads that are very funny, and they really point out.

We are also teaming up with Sesame Street in order to get to
children. We are putting out the VERB Program through CDC. We
have spent $289 million over the last 5 years in developing this
program. This is called VERB.

We are getting information out all over the country. The Surgeon
General, I have requested him to go to schools in every one of the
50 States, and which he intends to do. I speak on the subject all
over, and we have got this Healthier Steps for U.S., and what we
are trying to do there is we are trying to get cities to compete
against each other across America to improve their quality of
health in several areas: reduction in diabetes, reduction in asthma,
and reduction in obesity, especially with children; and putting some
dollars in to developing good walking paths and being able to set
up programs.

So far we had 150 applications for $13 million, which would indi-
cate that there is a real desire out there. We have $44 million this
year. We are going to put that into some other programs to help
cities. We are hoping to be able to get a lot of competition. We
think that is the best way to do it, just the way we fought cigarette
about 25 to 30 years ago. We want to now bring the whole force
of the Nation in trying to develop programs to get people to start
looking at themselves and say, you know, chunky is good, but slim
is better.

Ms. BONO. Well, I appreciate your leadership on this.
Mr. THOMPSON. Thank you.
Ms. BONO. Senator Frist and I have worked on it for quite some

time. I definitely appreciate all you have done.
But one last topic that I do not hear much coming from you on

is the Women’s Health Initiative. I would like this issue to be ele-
vated.

Mr. THOMPSON. I was just given the Women’s Health Advocate
of the Year Award. So I don’t know.

Ms. BONO. I am sorry. I did not know that. I will follow your
awards more closely from now on, Mr. Secretary.
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Seriously though, the Women’s Health Initiative on hormone re-
placement therapy is something that women are as concerned as
confused about. I hope you will continue to focus efforts on this as
well.

And I am going to yield my time, if I can, to Mr. Towns if the
Secretary could just briefly comment on Women’s Health Initiative.

Mr. THOMPSON. Our budget includes $8 billion for discretionary
activities which are targeted directly toward women’s health. This
is an increase of $380 million, or 5 percent, and when you take a
look at the overall discretionary budget of 1.2 percent for the total
budget, you can see we really put the emphasis on women’s health,
and we are doing a lot of things.

I wish I had time to go through all of the things we are doing,
but it is quite remarkable. It is never enough, but we are going in
the right direction.

Ms. BONO. You are definitely doing that. Just pinpointing one
specific area on hormone replacement therapy for women, I think
it is a topic that is very confusing right now to the public.

Mr. THOMPSON. NIH, you know, is doing a study on that right
now as we speak.

Ms. BONO. Yes, and that is what I am referring to. So I just want
to thank you for that, and make sure that you keep emphasis on
it as well.

And I am happy to yield to my colleague with that.
Thank you.
Mr. THOMPSON. I have got a wife and two daughters that are in

the women’s health movement, and they talk to me about this
every single day.

Ms. BONO. They are good people.
Thank you, Mr. Secretary.
Mr. TOWNS. Thank you very much for yielding.
Mr. Secretary, first of all, let me join my colleagues in saying

that I really appreciate your involvement in terms of obesity.
Mr. THOMPSON. Thank you.
Mr. TOWNS. You know, I read the article in the Washington Post,

and I watched CNN last night, and I think that is a giant step in
the right direction.

You know, what I would like to ask of you, I have a bill 2024
which would address the issue, and actually this ban will assist
those which really do not fall into the regular category and that
they will need additional help.

In that vein, I would ask you to seriously consider supporting ef-
forts that I will be making later in the year to remove the current
restrictions in Medicaid law which bans reimbursement for the use
of any weight loss drug.

I do not want you to answer me today. I really want you to think
about this and maybe have your staff to sit down with my——

Mr. THOMPSON. What is the number of your bill?
Mr. TOWNS. Twenty, twenty-four.
Mr. THOMPSON. Twenty, twenty-four. I will look at it.
Mr. TOWNS. Right, and I think that this would make it possible,

you know, for many others to benefit from it, you know, those that
might not be able to just benefit from exercising and all of the
other kind of things, but the point is that I think that we need to
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do as much as we can because, as you indicated, 40,000 prevent-
able deaths, you know, attributed to the disease of obesity. So I
think that when you look at that that anything that we can do, I
think we need to try and do it.

So if you could just ask your staff to——
Mr. THOMPSON. And it is extremely serious in the minority com-

munities, and I would appreciate any suggestions you might have
on how we can do a better job to get information out to the African
American community. I really would like that.

Mr. TOWNS. Well, thank you very much. I am anxious and eager
to work with you on that——

Mr. THOMPSON. Thank you very much.
Mr. TOWNS. [continuing] as I have done on many issues in the

past.
Mr. THOMPSON. Thank you.
Mr. NORWOOD. I will ask unanimous consent to keep the record

open for 14 days, Mr. Secretary, so that members can submit ques-
tions and have additional materials for the record.

With that, again, a large thank you very much for being here.
You have been absolutely great, and the hearing is adjourned.

Mr. THOMPSON. You are a wonderful Chairman.
Mr. NORWOOD. Thank you.
[Whereupon, at 5:09 p.m., the hearing was adjourned.]
[Additional material submitted for the record follows:]

PREPARED STATEMENT OF THE AMERICAN COLLEGE OF SURGEONS

The American College of Surgeons is pleased to comment on the Administration’s
FY2005 Health Care Priorities. We thank Chairman Barton and the other distin-
guished Members of the Committee on Energy and Commerce who worked diligently
to pass the Medicare Prescription Drug, Improvement, and Modernization Act
(MMA). This legislation guaranteed a 1.5 percent increase in physician payments
in 2004 and 2005, averting a 4.5 percent cut. Surgeons historically have had par-
ticularly high Medicare participation rates. That legislation took an important first
step in guaranteeing the profession’s continued participation in the program.

CMS has performed exemplary work in implementing the MMA. We applaud Sec-
retary Thompson and the agency for completing the sizeable amount of work it had
to accomplish in the limited time it had to do so. Due to the recognition of CMS’
constraints in developing policies in many of these areas, we have we have limited
our comments to those areas over which CMS has some degree of latitude. It is
within that context that we offer the following comments.

THE SUSTAINABLE GROWTH RATE

The SGR includes not only physicians’ services, but also services and supplies fur-
nished incident to physicians’ services, such as drugs. According the final rule for
the Medicare Fee Schedule published in the November 11, 2003 Federal Register,
drugs make up 12.3 percent of allowed charges included in calculating the SGR for
2002, which is a 41 percent increase over two years. It is worth noting that in 2002,
the last year for which data is available, 20 drugs are in the 100 fastest growing
services. This growth was greater than the other two categories of SGR spending—
laboratory services and physician services. Furthermore, spending for major proce-
dures has remained constant.

The growth in drug utilization has been largely a result of the introduction of new
and generally very expensive drugs. New drugs are going to continue to be intro-
duced and with life expectancy continuing to grow, people will use drugs for chronic
conditions for a longer period of time. With all of these factors combined, we believe
spending on drugs will continue to escalate for many years.

Finally, the use of drugs varies significantly by specialty. According to CMS, small
specialties received more than 40 percent of their Medicare income from drugs. Six-
teen specialties, including the large specialties of internal medicine, family practice,
general practice, obstetrics-gynecology, and general surgery, had five percent or less
of their Medicare income from drugs. Thus, the administration of drugs by a few
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specialties of small size has the unintended consequence of reducing payments for
all specialties.

CMS clearly has the authority to remove drugs from the SGR calculation. At one
time, two different definitions of ‘‘physicians’ services’’ appeared in statute—one that
applied generally to the fee schedule and one that only applied to computing the
SGR. The one that applied generally to the fee schedule permitted the Secretary
some discretion to define in regulation what to include. In the final fee schedule reg-
ulation for 1992, drugs were excluded from the definition of ‘‘physicians’ services’’.
The other definition, the one that applied to computing the SGR, did include drugs.
However, the Deficit Reduction Act of 1997 deleted the section containing that ref-
erence. Consequently, we would argue that CMS must remove drugs from the SGR
calculation.

Our second concern with the SGR involves the MMA which contained a provision
giving physicians a positive update of 1.5 percent in 2004 and 2005. Ironically, the
law went on to say this modification is not to be reflected in the SGR calculation
as a change in law. No rationale is offered in the report language. This sabotages
the point of the SGR by keeping it from rising to reflect legitimate increases in
spending originating in the law.

By not adjusting the SGR to account for this increase in spending, expenditures
will far exceed the SGR and the result will be years of negative updates. On the
other hand, if fundamental changes in the update can be agreed to, the cost of mak-
ing the changes will be artificially inflated by not including the updates in 2004 and
2005 in SGR. It is entirely possible that this ‘‘cliff’’ will be so great that it will cause
the defeat of a proposal which is otherwise acceptable. We urge CMS to support leg-
islation that would include in the SGR the increases in spending resulting from use
of the new MMA benefits, as well as any additional services that are triggered by
these benefits.

SUPPLEMENTAL PRACTICE EXPENSE SURVEYS

CMS established a process in its May 3, 2000 rule on Criteria for Submitting Sup-
plemental Practice Expense Survey Data under which it will accept and use data
collected or developed by entities and organizations to supplement the data it nor-
mally collects in determining the practice expense component of the physician fee
schedule. This rule was developed for data submitted for use in computing the prac-
tice expense RVUs for the 2001 and 2002 physician fee schedules and has been used
by CMS to evaluate subsequent supplemental data submitted to them by medical
specialty societies. The College believes there has been and likely will be in the fu-
ture a legitimate need for specialties to submit supplemental data for various rea-
sons, the most common being a sample size from the SMS survey that is too small.
A prime example of this is in the case of thoracic surgery and vascular surgery
where sample size from SMS data were considered to be too small to provide valid
data.

The May 2000 rule states that CMS would use a weighted average (based on the
number of survey responses) of the supplemental data submitted to them by spe-
cialty societies and existing data from the American Medical Association’s Socio-
economic Monitoring Survey (SMS) for those specialties that are already rep-
resented in the SMS data. CMS has in the past blended specialties’ supplemental
survey data with prior survey data from the SMS. The College believes that CMS
should develop and hold to a consistent policy in regards to whether or not to use
a weighted average of supplemental data and the existing SMS data already being
used. While we believe there could be isolated cases in which exceptions need to be
made, a strong and compelling rationale should be provided to CMS by specialty so-
cieties. In addition, for any future supplemental survey data CMS is considering
using without blending with existing SMS data, the agency should include its ra-
tionale for doing so in a proposed notice that would be subject to public comment.

PROFESSIONAL LIABILITY INSURANCE GEOGRAPHIC PRACTICE COST INDEXES

As a result of the most recent escalation in the costs of Professional Liability In-
surance (PLI) premiums nationwide, CMS updated the Geographic Practice Cost In-
dexes (GPCIs) based upon actual 2001 and 2002 premium data and forecasted 2003
premiums using a mean rate of change. We thank CMS for its methodological
change in using forecasted data for 2003. However, as we outlined in our comments
on the proposed 2004 physician fee schedule rule, we believe that CMS should pre-
dict 2004 premiums based on the rate of growth in the PLI premiums from 2001
to 2003, but not blend the predicted 2004 data with data from as far back as 2001.
Using 2004 projected data would more accurately capture the PLI premium in-
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creases that have recently occurred, rather than diluting these increases with data
from previous years

The College appreciates CMS sharing with the AMA/Specialty Society Relative
Value Update Committee (RUC) for review at its February 2004 meeting the profes-
sional liability insurance premium data utilized in establishing the PLI GPCIs. We
also appreciate CMS providing the list of CPT codes with their assigned category
of risk (i.e., surgical or non-surgical). During this meeting, the RUC held a lengthy
discussion concerning the disparity between the data provided and the actual PLI
costs currently incurred by physicians. The RUC concluded that the process of aver-
aging the data which is highly variable state by state and even among regions with-
in a state do not provide an appropriate reflection of costs incurred by practitioners
in high-risk states.

We are encouraged that CMS has indicated an interest in working closely with
the RUC on additional data collections that would provide more reliable and recent
data, both for the use of the GPCIs and the establishment of the Medicare Economic
Index (MEI) weights for the malpractice component of the fee schedule. The College
looks forward to participating in this effort.

ADJUSTING RELATIVE VALUE UNITS TO MATCH NEW MEI WEIGHTS

As CMS’ impact analysis shows, adjusting the Relative Value Units (RVUs) to
match the new MEI weights increased the malpractice RVUs by more than 20 per-
cent which, in turn, increases the payment for those specialties that perform serv-
ices with high malpractice RVUs including anesthesiology, cardiac surgery, emer-
gency medicine, neurosurgery, orthopedic surgery, thoracic surgery and vascular
surgery, all which increase by approximately one percent.

We understand that CMS believes that by matching the aggregate pools of RVUs
to the rebased MEI weights, Medicare’s payments for physician work, practice ex-
pense and malpractice will more closely match the proportion of expenses incurred
by physicians in these categories. We support the reweighting of the PLI component
to increase the proportion of Medicare payments that go towards professional liabil-
ity premiums. However, as we stated in our comments to the final rule published
in the November 7 2003 Federal Register, altering work and practice expense to
maintain budget neutrality compromises the integrity of the work and practice ex-
pense relative values currently assigned to codes.

Due to the mandates of the MMA, which exempt some of the changes to work and
practice expense RVUs from budget neutrality, the number of work and practice ex-
pense RVUs have been increased. As a result, the adjustments to the work and
practice expense RVUs are less than those published in the November final rule.
The revised adjustments are 0.15 percent (0.9985) for physician work, -1.320 percent
(0.9868) for practice expense, and 20.61 percent (1.2061) for malpractice. Although
we continue to disagree with any adjustments to work and practice expense as a
means of achieving budget neutrality, we are pleased that the alterations made to
these values are considerably less than originally announced.

FIVE-YEAR REVIEW OF PLI

While we appreciate the adjustments CMS has made to the PLI component of the
2004 fee schedule, these modifications are minor and because they are budget neu-
tral, the impact on most surgeons will be minimal. As the cost of insurance con-
tinues to mount, the number of physicians experiencing a crisis in obtaining and
affording professional liability insurance in this country is growing rapidly. With 19
states in crisis and insurers in state after state raising their rates or ceasing to offer
certain kinds of insurance, the need for CMS and Congress to act has never been
greater.

We were encouraged to hear CMS officials announce at the February 25, 2004
Practicing Physicians Advisory Commission meeting that CMS will include in the
Spring proposed notice for the 2005 Medicare Physician Fee Schedule a discussion
of the Five-Year Review of malpractice RVUs. The College believes it is critical that
CMS and the specialty societies invest a great deal of effort into the 5-Year Review
of malpractice RVUs. We urge CMS to consider whether the current method of allo-
cating RVUs is appropriate or whether some alternative would better meet physi-
cians’ needs.

Additionally, the College has previously asked CMS to ‘‘model’’ an approach that
would calculate PLI RVUs using the PLI premium of the specialty that performs
the procedure most frequently. We believe this proposed methodology would more
accurately reflect the expense and risk of various services in calculating the mal-
practice RVUs by accounting for the specialty most commonly performing each pro-
cedure. In its comment letter to the 2004 proposed rule, the RUC also recommended
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that CMS consider the use of the dominant specialty rather than a weighted aver-
age of all specialties that perform the service. We urge CMS in the strongest terms
possible to review these proposals and include them as an option for public comment
in the 2005 proposed fee schedule, along with other alternatives that are being con-
sidered for development of malpractice RVUs.

While an improved methodology is needed to redistribute PLI reimbursement to
those specialties that are most impacted by the rising costs, unless Medicare pay-
ments are increased to offset the increased expenses of PLI, patients’ access to care
will continue to be endangered and the problem will only intensify over time. We
reiterate our support of the Help Efficient, Accessible, Low-Cost, Timely Healthcare
(HEALTH) Act of 2003, H.R.5. In addition, Congress needs to provide new money
for addressing this crisis before more physicians are forced to leave their patients
and move to states where liability is more affordable, limit their services, or aban-
don their practices altogether.

CONCLUSION

One of the greatest achievements of the Medicare program is the access to high-
quality care it has brought to our nation’s senior and disabled patients. This level
of access cannot be expected to continue uninterrupted in the face of continued cuts
and growing liability premiums. We cannot emphasize enough how important it is
for Congress and the Administration to take steps ensuring that physician pay-
ments adequately reflect the cost of doing business.

Thank you for your consideration of Medicare payment policies as you review the
Administration’s FY2005 Health Care Priorities. The College appreciates this oppor-
tunity to present its views and looks forward to working with you to ensure contin-
ued access to Medicare.

[At the time of printing the Department of Health and
Human Services had failed to respond to additional ques-
tions.]

Æ
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