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PRESIDENT’S FISCAL YEAR 2006 BUDGET
FOR THE U.S. DEPARTMENT OF
HEALTH AND HUMAN SERVICES

THURSDAY, FEBRUARY 17, 2005

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, DC.

The Committee met, pursuant to notice, at 11:23 a.m., in room
1100, Longworth House Office Building, Hon. Bill M. Thomas
(Chairman of the Committee) presiding.

[The advisory and revised advisory announcing the hearing fol-
lows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721
February 10, 2005
No. FC-3

Thomas Announces Hearing on
President’s Fiscal Year 2006 Budget for the
U.S. Department of Health and Human Services

Congressman Bill Thomas (R-CA), Chairman of the Committee on Ways and
Means, today announced that the Committee will hold a hearing on the President’s
Fiscal Year 2006 Budget for the U.S. Department of Health and Human Services.
The hearing will take place on Thursday, February 17, 2005, in the main
Committee hearing room, 1100 Longworth House Office Building, begin-
ning at 10:00 a.m.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from the Honorable Michael Leavitt, Secretary, U.S. Department of
Health and Human Services. However, any individual or organization not scheduled
for an oral appearance may submit a written statement for consideration by the
Committee and for inclusion in the printed record of the hearing.

BACKGROUND:

On February 2, 2005, President George W. Bush delivered his State of the Union
address, in which he discussed several legislative initiatives. The President provided
the details of these proposals on February 7, 2005, in his Fiscal Year 2006 Budget,
as submitted to the Congress. The budget for the U.S. Department of Health and
Human Services included initiatives aimed at: strengthening and improving Medi-
care; assisting individuals who lack health insurance; and reauthorizing and im-
proving Temporary Assistance for Needy Families and related welfare reform pro-
grams.

In announcing the hearing, Chairman Thomas stated, “I look forward to working
with Secretary Leavitt as we continue to implement the Medicare Modernization Act
and continue to strengthen and modernize the program that is so vital to our Na-
tion’s seniors.”

“This hearing also provides an opportunity to discuss the President’s plan to im-
prove on the 1996 landmark welfare reform law. Those reforms have led to higher
earnings for low-income parents, historic declines in child poverty, and a sharp re-
duction in the welfare caseload. We have more work to do, and are committed to
changes which will help move more individuals from welfare to work and independ-
ence.”

FOCUS OF THE HEARING:

The focus of the hearing is to review the President’s Fiscal Year 2006 Budget pro-
posals for the U.S. Department of Health and Human Services.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
hitp:/lwaysandmeans.house.gov, select “109th Congress” from the menu entitled,
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“Hearing Archives” (hitp://waysandmeans.house.gov/Hearings.asp?congress=17). Se-
lect the hearing for which you would like to submit, and click on the link entitled,
“Click here to provide a submission for the record.” Once you have followed the on-
line instructions, completing all informational forms and clicking “submit” on the
final page, an email will be sent to the address which you supply confirming your
interest in providing a submission for the record. You MUST REPLY to the email
and ATTACH your submission as a Word or WordPerfect document, in compliance
with the formatting requirements listed below, by close of business Thursday, March
3, 2005. Finally, please note that due to the change in House mail policy, the U.S.
Capitol Police will refuse sealed-package deliveries to all House Office Buildings.
For questions, or if you encounter technical problems, please call (202) 225-1721.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing record. As al-
ways, submissions will be included in the record according to the discretion of the Committee.
The Committee will not alter the content of your submission, but we reserve the right to format
it according to our guidelines. Any submission provided to the Committee by a witness, any sup-
plementary materials submitted for the printed record, and any written comments in response
to a request for written comments must conform to the guidelines listed below. Any submission
or supplementary item not in compliance with these guidelines will not be printed, but will be
maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing the official
hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons, and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone and fax numbers of each witness.

Note: All Committee advisories and news releases are available on the World
Wide Web at Attp://waysandmeans.house.gov.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202-225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

* #* #* NOTICE—CHANGE IN TIME * * *

ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721
February 16, 2005
FC-3-Revised
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Change in Time for Committee Hearing on
President’s Fiscal Year 2006 Budget for the
U.S. Department of Health and Human Services

Congressman Bill Thomas (R-CA), Chairman, Committee on Ways and Means,
today announced that the full Committee hearing on the President’s Fiscal Year
2006 Budget for the U.S. Department of Health and Human Services previously
scheduled for Thursday, February 17, 2005, at 10:00 a.m., in the main Committee
hearing room, 1100 Longworth House Office Building, will now be held at 11:00
a.m.

All other details for the hearing remain the same. (See full Committee Advisory
No. FC-3 dated February 10, 2005.)

Chairman THOMAS. As I mentioned earlier, we welcome for the
first time the new Secretary of the U.S. Department of Health and
Human Services, and the Chair is pleased to indicate that Sec-
retary Leavitt in a previous life was a Governor. The Chair believes
that the most recent Secretary, also, a former Governor, provided
enormous insight, support, and assistance in dealing with one of
the major health programs that the United States has, which is co-
ordinated closely with States, and that is the Medicaid program.
That is not a subject matter within the jurisdiction of this Com-
mittee, but because those measures are so closely linked to the
Committee’s jurisdictional concerns over Medicare, that having
someone who has been there and done that I think is an enormous
advantage for us not to make some of the mistakes that had been
made in the past, not through any concern or direction but simply
because of a failure either of communication or understanding.

The President’s fiscal year 2006 budget outlines a number of pri-
orities to create incentives to reduce health costs, cover more of the
uninsured with affordable health insurance, and make changes in
the Medicare program. During the President’s first term, of course,
concrete steps were taken to advance those goals. A new Medicare
prescription drug benefit, additional preventive and wellness bene-
fits will provide seniors with the beginning of a 21st-century health
care product. In addition, a new vehicle, Health Savings Accounts,
which is designed to offer families broader access to affordable cov-
erage, has been placed in law as well. We know much work needs
to be done. This will be the beginning of a process, working closely
with the administration in overseeing a number of areas, that re-
quires continued administrative adjustment and attention with the
scope of the new legislation. Mr. Secretary, I want to thank you for
coming today. We are very interested in hearing your perspective
on the President’s budget and how to go forward.

The Chair will shortly recognize the gentleman from California,
Mr. Stark, for the minority’s opening statement. The Chair would
acknowledge that the gentleman from New York, Mr. Rangel, is not
able to be with us today because he has the privilege and honor
of recognizing a monument to his predecessor, the first black rep-
resentative from the eastern seaboard since reconstruction, Adam
Clayton Powell, Jr. That event is occurring as we speak in New
York. He had a choice to make, and the Chair believes he made the
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;:prrect one. So, the Chair will recognize the gentleman from Cali-
ornia.

Mr. STARK. Thank you, Mr. Chairman; and welcome, Secretary
Leavitt, to the Ways and Means Committee. We look forward to
working with you the next few years. Your record precedes you.
You did some innovative things as Governor of Utah, and we will
be interested in seeing how that experience serves you here in
Washington. Our own Governor is here, importuning us all for
more money. I don’t think he is going to be very successful, but
that is the Republicans’ fault. They are in charge, and they don’t
want to help a Republican Governor. Well, I don’t know. I can’t
help them. We do face unprecedented cuts in Medicaid. The Presi-
dent’s budget cuts some $50 billion in funding to the State of Cali-
fornia, and I am sure each of us here have similar problems in our
own State. We are here, you are here as Secretary of Health and
Human Services, so, let us get on to that.

There is a moral issue in a budget. When resources are limited,
there is a need to rearrange spending and ensure that the most
vulnerable are taken care of. For those who read the Bible, I think
they could find for me where it says somewhere in the Bible that
we should care for the least among us. Having said that, I would
hate to be touting the President’s budget when I arrive at the
pearly gates, but that is another issue. The budget is notable not
only for omissions but again for gimmicks. We have all heard the
story of the changing prices of the drug benefit that we passed last
year and how its costs have zoomed, at least insofar as the public
knows. Many of us were not surprised that it went from whatever
it was, 400 to 800, but the 400 to 537 could elicit an “I told you
so.”

In your budget—and you didn’t write it. You weren’t here when
this document was created. We just found out last night that there
is an $8.3 billion cost increase in your budget that was not pointed
out. We had to find it on a line item, and I gather that your office
isn’t going to make it public until Friday. It postpones risk adjust-
ment for the managed care plans. We—at last year’s budget, that
was supposed to be implemented this year. Now you kick it out 4
or 5 years. We lose 8.5—almost $8.5 billion, which is another give-
away to the managed care plans which are already costing us 115
percent of what standard Medicare costs us. It is that kind of shell
game where things are hidden from us and/or postponed in their
announcements that make the public hearken back to weapons of
mass destruction and changes in estimates on the costs of drug—
of a drug plan, and I don’t think it serves any of us well. We can
blame the shenanigans on the Republicans, but it ends up they get
blamed by the public just as much as the rest of us for not giving
us the true story.

Your budget also, confirms that there are no savings from the
Medicare Advantage Plan, and in fact they cost more than tradi-
tional Medicare. Now I am willing to bet you—I am not much of
a betting man, but I will bet you a thousand bucks to the charity
of your choice, if you will award me the same opportunity, that
there are never any savings, whether you take it over the budget
window or over the infinite horizon, from the Medicare Advantage
Plan. Your own actuaries, I might suggest, have already confirmed
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that, if you want to turn behind you. So, I don’t think you can find
in HHS or the administration an actuary or an estimator who will
tell you that these managed—these Medicare Advantage Plans do
anything but cost the taxpayers more. Now some might say there
are more benefits for seniors, but those benefits ought to go to
every Medicare beneficiary and not just those as an inducement to
try and dismantle Medicare as we know it. We are going to talk
about TANF later; and I know, based on your record, that you be-
lieve we can do better there.

Then we will probably mention the negotiation on drug prices.
Your predecessor said he should have been allowed or your office
should have been allowed to continue the negotiations. It just
seems a bewilderment to me that we are willing to hamstring you
and not allow you, if you found a way to negotiate better prices for
our seniors under the Medicare drug benefit, to do so. To me, that
is a blatant gift to the pharmaceutical industry and is an irrespon-
sible way for us to manage the taxpayers’ money. So, we are going
to have a lot to work on. My colleagues are going to have a lot of
interest in your ideas for going forth as you administer perhaps the
largest bureaucracy and I think one of the most important in our
government. Thank you for joining us today.

Chairman THOMAS. I thank the gentleman. I will tell the Sec-
retary that any written statement he may have will be made a part
of the record, and he can address the Committee in any way he
sees fit. Mr. Secretary.

STATEMENT OF THE HONORABLE MICHAEL LEAVITT, SEC-
RETARY, U.S. DEPARTMENT OF HEALTH AND HUMAN SERV-
ICES

Secretary LEAVITT. Good morning, Mr. Chairman. Thank you.
Congressman Stark, thank you. Members of the Committee, I want
to express appreciation for having an opportunity to come and to
discuss the President’s fiscal year 2006 budget. The President and
I share what I believe to be an aggressive agenda for the upcoming
year. The agenda takes us closer to a Nation where health insur-
ance is within reach of every American, where we become a nation
with American workers who are competitive and have a compara-
tive advantage in a global marketplace because of the fact that
they are healthy and productive, a nation where health technology
and information technology improve and produce fewer mistakes
and produce better outcomes and lower costs.

To advance that agenda, the President proposes a $642 billion
budget. That is an increase of $58 billion. It is an increase of 10
percent over the previous year. The discretionary portion of that
budget is $67 billion in budget and authority and $71 billion on the
program level. Now $642 billion is a lot of money, and it is my re-
sponsibility as Secretary to ensure that all of those dollars are
spent effectively. The people of this country who pay the taxes and
the people who are served by them should expect no less.

I would like to just take a moment or two and outline some of
the highlights, some you have mentioned. Medicaid, a health insur-
ance program for nearly 46 million Americans. State governments
are struggling, frankly, under the burdensome rules and the bur-
densome regulations and the financing system that exists between
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the Federal government and their own States. The President and
the Department are committed to resolving the growing challenges
that they have. These are challenges that we share. This is a part-
nership. The President’s budget would assure appropriate and eco-
nomically responsible changes. As the President’s budget notes,
taxpayers will save $60 billion over the next 10 years when inap-
propriate Federal spending such as intergovernmental transfers
and other loopholes are eliminated.

If these savings are enacted, State and Federal taxpayers will
save substantially on a $5 trillion budget on Medicaid over the next
10 years. That budget will continue to grow as one of the fastest-
growing segments of the Federal budget. It will grow at more than
7 percent a year for those entire 10 years. When spending on our
most needy populations to ensure the effective use of tax dollars,
we propose to build on the successes of the SCHIP program, the
State Children’s Health Insurance Program, and waiver programs.
These allow States the flexibility to construct targeted benefits, to
coordinate with private insurance, and to extend coverage to unin-
sured individuals and to families not typically covered by Medicaid.

This is just part of the President’s plan. It is a plan to help some
of the 45 million Americans who currently don’t have health insur-
ance. In addition to our efforts to improve Medicaid and SCHIP, we
propose to spend $125.7 billion over the next 10 years to expand
health coverage to millions of Americans. We are working to help
Americans through tax credits, through purchasing pools, through
Health Savings Accounts. We expect 12 to 14 million additional
people to gain health insurance over the next 10 years as a result
of those efforts. We also request $2 billion, a $304 million increase
over 2005, to fund community health centers. This will help us
complete the President’s commitment to create 1,200 new and ex-
panded sites to serve an additional 6.1 million people by 2006. We
also work to help needy children and families. We are committed
to building upon the success of the 1996 reforms that gave people
the resources they needed to move from dependence on a welfare
check to independence in a paycheck.

This Committee played a key role in the reauthorizing of TANF
and in establishing it in the first place and reauthorizing it. I want
to express my appreciation as a Governor at the time and now as
Secretary, I look forward to working with you to reauthorize this
very important program, and we hope to do it this year. All of
these efforts seek basic reforms in the health system, and they will
help us move toward a more personalized patient-centered medi-
cine. To that end, the President’s budget proposes an investment
of $125 million to make electronic health records a reality. Another
challenge I look forward to is the successful implementation of the
Medicare Modernization Act, the prescription drug benefit, and the
Medicare advantage regional plans in 2006. With MMA, we are
helping seniors save money, improving preventative care, and in-
creasing access to doctors and medical care. Between now and Jan-
uary 1 of 2006, we have a lot of work to do, and I want to give
you my commitment that we will not fail.

I know there was a great deal of discussion over the past week
about the cost of the new Medicare drug benefit, and I would like
to address briefly that issue today. Recent press reports have inac-
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curately claimed that our cost estimates have dramatically in-
creased. This is simply not true. The main reason that the 2006
budget shows a higher cost for Medicare than the 2005 budget is
that they reflect different windows. Last year’s projection of the
2004 to 2013 looked at a period with 8 years of prescription drug
benefit. This year’s projection of 2006 through 2015 includes 10
years of that benefit. We shouldn’t be surprised that we see a dif-
ferent part of the landscape when we look out a different part of
the window.

Now some have asserted that the estimate on MMA is now over
$1 trillion. Again, I just want to emphasize this is not true. The
trillion dollar figure is an estimate of the gross. To arrive at the
actual estimate, the net estimate, you subtract out hundreds of bil-
lions of dollars of Federal revenue, such as beneficiary premiums
and State payments. Focusing exclusively on the gross spending
levels without considering the offset savings creates false impres-
sions and does a disservice to the budget process as well as Medi-
care beneficiaries. In a little more than 10 months, almost 43 mil-
lion Americans will be eligible to receive this much-needed assist-
ance with the high cost of prescription drugs. So, I propose today,
Mr. Chairman, that we put aside differences, and work together to-
ward the goal of ensuring that seniors and people with disabilities,
successfully sign up for these new benefits. We owe it to them.

We also, work to protect the homeland. One of the areas that we
have made our greatest achievements in and one of the areas we
face our greatest challenges is in strengthening our public health
infrastructure. Our proposed budget requests %4.3 billion to con-
tinue this work. It is an increase of nearly 1,500 percent over 2001.
Including the 2006 budget request, we will have spent or requested
nearly $19 billion since September 11, 2001, and that investment
is beginning to show tangible results. To support HHS’s responsi-
bility to lead public health and medical services during major dis-
asters and emergencies, we are also, requesting $1.3 billion to sup-
port work at CDC and at the Health Resources and Services Ad-
ministration to improve State and local health centers and hos-
pitals with their preparedness.

We are also, requesting $600 million to strengthen the national
strategic stockpile, which would provide Americans with almost im-
mediate access to needed medicines in the event of a major health
emergency and to ensure that drugs and medical devices that
Americans routinely use are both safe and effective and that they
get to the market as quickly as possible. The budget includes re-
quests for $1.9 billion for the FDA. That is an increase of $81 mil-
lion over 2005. This would also, help us to combat threats to our
food supply, improve our means of detecting contaminated food,
and increase our search in ways to increase our food security.

On Tuesday, I announced the creation of a Drug Safety Over-
sight Board to review the safety and the effectiveness of some of
the drugs that may need further monitoring after they go to mar-
ket and are in use. Because the foundations of society rest upon
healthy moral values, the President has proposed $206 million to
support abstinence education programs. The 2006 budget expands
activities to educate adolescents and their parents about the risks
associated with early sexual activity and to provide them with the
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tools they need to help make healthy choices as young people. We
are also, requesting $150 million to help us assist victims of drug
abuse through access recovery initiatives.

In conclusion, this is a strong, fiscally responsible budget at a
challenging time in the Federal government, and we need to fur-
ther strengthen the economy and continue to protect the homeland.
We look forward to working with Congress and this Committee and
the medical community and all Americans as we implement the
new Medicare law and we carry out initiatives that President Bush
has put forward to propose a healthier, a safer, and a stronger
America. Mr. Chairman, thank you.

[The prepared statement of Secretary Leavitt follows:]

Statement of The Honorable Michael O. Leavitt, Secretary, U.S. Department
of Health and Human Services

Good morning Chairman Thomas, Congressman Rangel, and members of the com-
mittee. I am honored to be here today to present to you the President’s FY 2006
budget for the Department of Health and Human Services (HHS). The President
and I share an aggressive agenda for the upcoming fiscal year, in which HHS ad-
vances a healthier, stronger America while upholding fiscal responsibility and good
stewardship of the People S money

In his February 2nd State of the Union Address, the President underscored the
need to restrain spending in order to sustain our economic prosperity. As part of
this restraint, it is important that total discretionary and non-security spending be
held to levels proposed in the FY 2006 budget. The budget savings and reforms in
the budget are important components of achieving the President’s goal of cutting the
budget deficit in half by 2009 and I urge the Congress to support these reforms.
The FY 2006 budget includes more than 150 reductions, reforms, and terminations
in non-defense discretionary programs, of which 19 affect HHS programs. The De-
partment wants to work with the Congress to achieve these savings.

The President’s health agenda leads us towards a nation of healthier Americans,
where health insurance is within the reach of every American, where American
workers have a comparative advantage in the global economy because they are
healthy and productive, and where health technology allows for a better health care
system that produces fewer mistakes and better outcomes at lower costs. The FY
2006 HHS budget advances this agenda.

The FY 2006 HHS budget funds the transition towards a health care system
where informed consumers will own their personal health records, their health sav-
ings accounts, and their health insurance. It enables seniors and people with dis-
abilities to choose where they receive long-term care and from whom they receive
it. Equally important, it builds on the Department’s Strategic Plan and enables
HHS to foster strong, sustained advances in the sciences underlying medicine, in
public health, and in social services.

To support our goals, President Bush proposes outlays of $642 billion for HHS,
a 10 percent increase over FY 2005 spending, and more than a 50 percent increase
over FY 2001 spending. The discretionary portion of the President’s HHS budget to-
tals $67 billion in budget authority and $71 billion in program level funding.
total, the HHS budget accounts for almost two-thirds of the proposed federal budget
increase in FY 2006,

The Department will direct its resources and efforts in FY 2006 towards:

e Providing access to quality health care, including continued implementation of
the Medicare Prescription Drug, Improvement, and Modernization Act of 2003;

e Enhancing public health and protecting America;

e Supporting a compassionate society; and

e Improving HHS management, including continuing to implement the Presi-
dent’s Management Agenda

Americans enjoy the finest health care in the world. This year’s budget provides
opportunities to make quality health care more affordable and accessible to millions
more Americans.

Medicare

HHS will be working in FY 2006 to successfully implement the Medicare Mod-
ernization Act (MMA), including the Medicare Prescription Drug Benefit and the
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new Medicare Advantage regional health plans. I know there has been a lot of dis-
cussion over the past week about the cost of the new Medicare proposal, and I want
to address that issue today. Recent press reports have inaccurately claimed that our
cost estimates have dramatically increased. This is simply untrue.

The passage of time is the main reason that the FY 2006 budget shows a higher
net federal cost ($723.8 billion) for 2006-2015 than the cost estimate for 2004—2013.
In the original cost estimates, the first two years in the ten-year budget window
were for years before the new drug benefit was implemented (2004 and 2005). The
ten-year budget window reflected in the 2006 budget includes ten full years of ac-
tual drug benefit spending. In effect, the passage of time has dropped two low-cost
dollar year estimates (only transitional assistance spending) from the budget win-
dow and added two high-cost years, due to anticipated increases in average drug
spending and the growth of the Medicare population. People should not be surprised
that the numbers look different as a result of the advance of time.

Some individuals have asserted that the estimate for MMA implementation is
now over a trillion dollars. This assertion is completely unsupported by facts. The
trillion dollar figure is a gross estimate that neglects to subtract out hundreds of
billions of dollars of federal revenue, including beneficiary premiums, state pay-
ments, and other offsetting federal savings. Focusing exclusively on gross spending
levels without considering the offsetting savings creates false impressions and does
a disservice to the budget process and to Medicare beneficiaries.

Moving beyond the subject of funding, I hope we can all begin to focus on the task
at hand—ensuring successful implementation of a strengthened and improved Medi-
care program with the new prescription drug benefit. Between now and January 1,
2006, we have a lot of work to do, and I give you my commitment that we will not
fail. I know not everyone in this committee supported the passage of the Medicare
bill, but it is now law, and in 10 f months, almost 43 million Americans will be
eligible to receive much needed assistance with the high cost of prescription drugs.
Let us put aside our differences and work together towards the goal of ensuring that
seniors and people with disabilities are successfully sign up for their new benefits.
We all owe that to them.

Uninsured

In FY 2006, the President also proposes steps to promote affordable health care
for the approximately 45 million Americans who are currently uninsured. The Presi-
dent proposes to spend more than $125.7 billion over ten years to expand insurance
coverage to millions of Americans through tax credits, purchasing pools, and Health
Savings Accounts. To improve access to care for many uninsured Americans, the
President’s budget requests $2 billion, a $304 million increase from FY 2005, to fund
community health centers. This request does two things. It completes the Presi-
dent’s commitment to create 1,200 new or expanded sites to serve an additional 6.1
million people by 2006. By the end of FY 2006, the Health Centers program will
deliver high quality, affordable health care to over 16 million patients at more than
4,000 sites across the country. In 2006, health centers will serve an estimated 16
percent of the Nation’s population who are at or below 200 percent of the Federal
poverty level. Forty percent of health center patients have no health insurance and
64 percent are racial or ethnic minorities. In addition, the President has established
a new goal of helping every poor county in America that lacks a community health
center and can support one. The budget begins that effort by supporting 40 new
health centers in high poverty counties.

Moreover, the President proposes a budget that would expand access to American
Indian and Alaska Native health care facilities, staff six newly built facilities to
serve the growing eligible population of federally recognized members of Native
American Tribes, and address the rising costs of delivering care. In FY 2006, the
Indian Health Service will provide quality health care through 49 hospitals, more
than 240 outpatient centers, and more than 300 health stations and Alaska village
clinics. In total, the President proposes increasing health support of federally recog-
nized tribes by $72 million in FY 2006, for a total of $3.8 billion.

The President and the Department are also committed to resolving the growing
challenges facing Medicaid. Medicaid provides health insurance for more than 46
million Americans, but as you are all aware, States still complain about overly bur-
densome rules and regulations, and the State-Federal financing system remains
prone to abuse.1This past year, for the first time ever, states spent more on Med-
icaid than they spent on education. Over the next ten years, American taxpayers
will spend nearly $5 trillion dollars on Medicaid in combined state and Federal
spending. The Department proposes to make sure tax dollars are used more effi-
ciently by building on the success of the State Children’s Health Insurance Program
(SCHIP) and waiver programs that allow states the flexibility to construct targeted
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benefit packages, coordinate with private insurance, and extend coverage to unin-
sured individuals and families not typically covered by Medicaid.

The President proposes to give states more flexibility in the Medicaid program in
order to enable states to increase coverage using the same Federal dollars. The tools
we have at our disposal today were not available when Medicaid was created. States
largely agree that current Medicaid rules and regulations are barriers to effective
and efficient management. Over the past ten years, Medicaid spending doubled. At
its current rate of growth (7.4%), the Federal share of Medicaid spending would dou-
ble again in another ten years.

The growth in Medicaid spending is unsustainable. I intend to enter into a serious
discussion with Governors and Congress to decide the best way to provide states the
flexibility they need to better meet the health care needs of their citizens.

The President plans to expand coverage for the key populations served in Med-
icaid and SCHIP by spending $15.5 billion on targeted activities over ten years. The
Budget includes several proposals to provide coverage, including the Cover the Kids’
campaign to enroll more eligible uninsured children in Medicaid and SCHIP. In ad-
dition, the extension of the Qualified Individual (QI) and transitional medical assist-
ance programs will ensure coverage is available to continue full payment (subject
to a spending limit) of Medicare Part B premiums for qualified individuals, and pro-
vide coverage for families that lose eligibility for Medicaid due to earnings from em-
ployment. Also, community-based care options for people with disabilities will be ex-
panded through the President’s New Freedom Initiative, including authorizing $1.75
billion over five years for the Money Follows the Person Rebalancing demonstration.

Overall, these efforts to expand health insurance coverage, as well as those in
other Departments, work together to extend health care coverage and health care
services to millions of people. Thanks to the comprehensive nature of this agenda,
workers are already investing money tax-free for medical expenses through Health
Savings Accounts, Americans have increasing flexibility to accumulate savings and
to change jobs when they wish, and more Americans are accessing high-quality
health care. We estimate that 8 to 10 million additional people will gain health in-
surance over the next ten years. Together, these efforts to expand insurance cov-
erage and improve the Medicaid and SCHIP programs will cost approximately $140
billion over the same period.

At the same time, we are taking steps to ensure states can use their Medicaid
funds to the fullest potential to reach more individuals in need of health care. The
budget includes proposals that will assure an appropriate partnership between the
Federal and state governments. We would like to work cooperatively with the states
to respond to the challenges in Medicaid. We must eliminate the vulnerabilities that
threaten Medicaid’s viability. In our budget, we have proposed a series of legislative
changes that will ensure Medicaid dollars are used appropriately to fulfill the pro-
gram’s purpose to provide health care coverage for low income families and elderly
and disabled individuals with low incomes. Under this proposal, inappropriate fed-
eral spending on Medicaid intergovernmental transfers and spending resulting from
other current loopholes in Medicaid law will decrease by $60 billion over 10 years.

As a former Governor, I understand the pressure on states in developing their
budgets, particularly given the lack of flexibility in the current Medicaid law. How-
ever, some state officials have resorted to a variety of inappropriate loopholes and
accounting gimmicks that shift their Medicaid costs to the taxpayers of other states.
Obviously, states that are not engaging in these activities will not be affected by
the proposals in the same manner as states that are. Collectively, the overall impact
of the $60 billion ten-year decrease in federal Medicaid spending on states will in
reality be about $40 billion, because by changing the calculation of prescription drug
payments to be based on the average sales price and by tightening asset transfer
rules, approximately $20 billion in state spending will be saved. And it should be
notezld that two-thirds of the savings will occur beyond the initial five-year budget
window.

Preparedness

The HHS FY 2006 budget will also build on the Department’s achievements in
strengthening our ability to detect, respond, treat, and prevent potential disease
outbreaks due to bioterrorist acts.

It will enable the National Institutes of Health (NIH) to increase research efforts
in developing bioterrorism countermeasures and to fund biomedical research at cur-
rent levels, it will allow the Centers for Disease Control and Prevention (CDC) to
expand the Strategic National Stockpile, and it will support the Food and Drug Ad-
ministration’s efforts to defend the nation’s food supply. This proposal requests $4.2
billion to continue this work, an increase of almost 1500% over 2001. This request
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raises to $19 billion the cumulative amount invested since September 11, 2001 on
public health preparedness, and that investment is showing tangible results.

Let me mention just a few of the highlights and also note that HHS works in close
cooperation with DHS on many of these activities, including the medical surge ini-
tiative and food node threats and vulnerability assessments:

e HHS has a responsibility to lead public health and medical services during
major disasters and emergencies. To support this, we are requesting $70 million
for the Federal Mass Casualty Initiative to improve our medical surge capacity.
We are also investing $1.3 billion to support work at CDC and the Health Re-
sources and Services Administration (HRSA) to improve state and local public
health and hospital preparedness.

e In the event of a major health emergency, one posed by either nature or
through the intentional use of a weapon of mass destruction, the Strategic Na-
tional Stockpile would provide Americans with almost immediate access to an
adequate supply of needed medicines. In order to ensure the effectiveness of the
Stockpile, we're requesting $600 million to buy additional medicines, replace old
ones, provide specialized storage, and get any needed medicines and supplies to
any location in the United States within 12 hours. $50 million of this will go
to procure portable mass casualty treatment units.

o We're requesting $1.9 billion for the Food and Drug Administration (FDA)—an
increase of $81 million over 2005. $30 million of this request would be directed
to improving the agency’s national network of food contamination analysis lab-
oratories and to supporting vital research on technologies that could prevent
threats to our food supply. HHS also proposes to dedicate $6.5 million more
than in FY 2005 to evaluating and communicating drug safety risks to the pub-
lic and applying scientific expertise to explore the risks of medical products al-
ready on the market.

We now have a heightened awareness that the nation’s critical food safety infra-
structure must be better protected. FDA quickly learned that pursuing more field
exams, alone, is not the most effective strategy for providing this protection. The
new Prior Notice requirement on the shipment of foods allows FDA to conduct inten-
sive security reviews on products that pose the greatest potential bioterrorism risk
to consumers in the United States. We intend to compliment these inspection efforts
with further improvements to the national network of food contamination analysis
laboratories, and to provide support for vital research on technologies that could
prevent threats to food supply. Investments like these will allow FDA to work
smarter in the future.

The Food and Drug Administration is an integral component in our efforts to pro-
mote and protect the health of the United States public. Its mission is broad, and
the agency’s decisions affect virtually every American on a daily basis. In addition
to food defense, the proposed $81 million increase will be focused on achieving spe-
cific improvements in drug safety and medical devices.

The budget includes a total of $747 million for human drugs and biologics, an in-
crease of $26 million. With these funds, we propose to strengthen FDA’s Office of
Drug Safety with an increase of $6.5 million, for a total of $33 million. This increase
will better equip the Office to carry out Center-wide responsibilities for drug safety
analysis and decision-making. Critical staff expertise will be augmented in such
areas as risk management, communication and epidemiology. Increased access to a
wide range of clinical, pharmacy and administrative databases to monitor adverse
drug events will be obtained. Also, external experts will also be used to a greater
degree to evaluate safety issues.

Medical device products regulated by FDA must be safe and effective. The budget
requests $289 million, an increase of $12 million, to improve timely performance in
the review of applications, as well as, maintaining consistent high standards of safe-
ty and quality. Additional funds will also be directed towards medical device post-
market safety activities.

Vaccines

The FY 2006 budget also includes targeted efforts to ensure a stable supply of an-
nual influenza vaccine, to develop the surge capacity that would be needed in a pan-
demic, to improve the response to emerging infectious diseases before they reach the
United States, and to improve low-income children’s access to routine immuniza-
tions.

HHS plans to invest $439 million in targeted influenza activities in FY 2006, in
addition to insurance reimbursement payments through Medicare. The budget in-
cludes a two-part $70 million approach to ensure industry manufactures an ade-
quate supply of annual influenza vaccine. The Vaccines for Children (VFC) program



13

will again set aside $40 million in new resources to ensure an adequate supply of
finished pediatric influenza vaccine. The discretionary Section 317 program will use
$30 million to get manufacturers to make additional bulk monovalent vaccine that
can be turned into finished vaccine if other producers experience problems, or un-
usually high demand is anticipated.

To improve low-income children’s access to routine immunizations, the budget in-
cludes legislative proposals in VFC that I believe should be strongly supported by
the members of this Committee. This legislation would enable any child who is cur-
rently entitled to receive VFC vaccines 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 HRSA-funded health centers and other Fed-
erally Qualified Health Centers. When these children go to a State or local public
health clinic, they are unable to receive vaccines through the VFC program. This
legislation will expand access to routine immunizations by eliminating this barrier
to coverage and will help States meet the rising costs of new and better vaccines.
As modern technology and research has generated new and better vaccines, that
cost has risen dramatically. For example, when the pneumococcal conjugate vaccine
became available, it increased the cost of vaccines to fully-immunize a child by
about 80 percent. FDA has recently approved a new meningococcal vaccine that will
further raise the cost to fully-immunize a child—making this legislation even more
important.

To improve our Nation’s long-term preparedness, NIH will invest approximately
$119 million in influenza-related research—nearly six times the FY 2001 level. The
budget also increases the Department’s investment to develop the year-round do-
mestic surge vaccine production capacity that would be needed in a pandemic, in-
cluding new cell culture vaccine manufacturing processes, to $120 million. These re-
search and advanced development efforts will be complemented by expanding CDC’s
Global Disease Detection initiatives from $22 million to $34 million to improve our
ability to prevent and control outbreaks before they reach the U.S.

WELFARE REFORM

It has been three years since President Bush first proposed his strategy for reau-
thorizing TANF and the other critical programs included in welfare reform. During
this time, the issues have been debated thoroughly but the work has not been com-
pleted and States have been left to wonder how they should proceed. We believe it
1s extremely important to finish this work as soon as possible and set a strong, posi-
tive course for helping America’s families.

Building on the successes of the 1996 law, President Bush laid out a clear path
for the next phase of welfare reform. The proposal is guided by four critical goals
that will transform the lives of low-income families: strengthen work, promote
healthy families, give States greater flexibility, and demonstrate compassion to
those in need. These are the guideposts that shaped the Administration’s proposal
for TANF, child support, child care and abstinence education. This framework has
not changed.

In FY 2003, States reported that only 31 percent of families with an adult recipi-
ent participated in the required 30 hours of TANF work activities. We need to re-
verse this trend so that all TANF recipients are given the opportunity to become
self-sufficient. States also have been less effective in placing clients with multiple
barriers (such as mental health issues, addiction, learning disabilities, and limited
English proficiency) in work. We need to ensure that these barriers are addressed
and that every family is given work opportunities leading to self-sufficiency. But our
efforts cannot stop there. We also need to develop more effective models of post-em-
ployment supports that lead to career development and wage progression, programs
that sustain and keep families together, and programs that enable low-income, non-
custodial fathers to help their families both financially and in non-financial ways.

In addition, given what the research literature tells us about the benefits healthy
marriages confer on both children and adults, we need to promote policies that sup-
port the formation and stability of healthy marriage, and provide a strong and nur-
turing environment for raising children. The President’s budget includes $200 mil-
lion annually to promote healthy marriage through demonstrations, research and a
matching grant program. Further, the budget also requests $40 million for the Pro-
motion and Support of Responsible Fatherhood as mandatory funding.

The child support enforcement proposals being considered as part of welfare re-
form reauthorization build on our success by focusing on increasing child support
collections and directing more of the support collected to families. This focus on fam-
ilies represents a major shift away from the historic purpose of the child support
enforcement program which was heretofore aimed at recouping Federal and State
welfare outlays. In addition, we request proposals originally offered in the FY 2005
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budget aimed at improving and increasing the collection of medical child support,
as well as several proposals to improve automation tools, strengthen existing en-
forcement tools, and assist families in gaining self-sufficiency. The totality of these
proposals offer an impressive $3.4 billion in increased collections to families for a
net Federal cost of just $52 million over five years.

The Administration remains committed to preserving the key aspects of the child
care program: parental choice, administrative flexibility for States and Tribes, inclu-
sion of faith-based and community-based organizations, and development of literacy,
numeracy, and other early learning skills for children in care; while maintaining the
underlying structure and financing of these essential child care programs.

Our proposal supports maintaining the historically high level of funding for child
care, including $2.1 billion for the Child Care and Development Block Grant and
$2.7 billion for Child Care Entitlement—a total of $4.8 billion for what is referred
to as the Child Care and Development Fund or CCDF. In addition, States continue
to have the flexibility to use TANF funds for child care both by transferring up to
30 percent of TANF funds to CCDF, and by spending additional TANF money di-
rectly for child care. When TANF funds are considered, as well as Head Start and
other State and Federal funding sources, over $18 billion currently is available for
child care and related services for children.

The final piece of our welfare reform strategy supports reauthorization of the
State Abstinence Education Program. Expanding abstinence education programs is
also part of a comprehensive and continuing effort of the Administration, because
they help adolescents avoid behaviors that could jeopardize their futures. Last year,
HHS integrated abstinence education activities with the youth development efforts
at the Administration for Children and Families (ACF), by transferring the Commu-
nity-Based Abstinence Education program and the Abstinence Education Grants to
States to ACF. The FY 2006 budget expands activities to educate adolescents and
parents about the health risks associated with early sexual activity and provide
them with the tools needed to help adolescents make healthy choices. The programs
focus on educating adolescents ages 12 through 18, and create a positive environ-
ment within communities to support adolescents’ decisions to postpone sexual activ-
ity. A total of $206 million, an increase of $39 million, is requested for these activi-
ties.

CHILD WELFARE

The FY 2006 President’s Budget includes three legislative proposals for Foster
Care and related programs. First, the alternative funding proposal, which would
allow states the option to receive their foster care funding as a flexible grant over
five years to support a continuum of services to families in crisis and children at
risk. This proposal will increase budget authority by $36 million in FY 2006, and
it is budget neutral over five years. The second proposal brings the Foster Care and
Adoption Assistance matching rate for the District of Columbia in line with the Dis-
trict’s matching rate in Medicaid and SCHIP. This would increase the Federal
matching rate for the District from 50 percent to 70 percent. The cost in FY 2006
is $8 and $40 million over five years. The final proposal would clarify the process
for determining Title IV-E eligibility in the program. On March 3, 2003, the Court
of Appeals for the 9th Circuit held in Rosales v. Thompson that a child living with
an interim caregiver may be eligible for Title IV-E foster care even though the child
would not have been eligible in the home from which the child was legally removed.
The Rosales decision contravenes the Department’s long-standing interpretation of
the Social Security Act that eligibility is based upon the home from which the child
is removed, not the home of the interim caretaker. This proposal would amend the
statute in accord with the Department’s long-standing policy. It would save $84 mil-
lion in FY 2006 and $399 million over five years.

The budget includes $1.8 billion for the Adoption Assistance program, which sup-
ports families that adopt special-needs children. This is an increase of $26.9 million
over the FY 2005 request. This level of funding will support approximately 369,500
children each month. States will use these funds to provide maintenance payments
to adoptive families, absorb administrative costs associated with placing a child in
an adoptive home, and provide training for professionals and adoptive parents.

The budget also includes a continuation of $140 million for the Independent Liv-
ing program to fund a variety of services to ease the transition from foster care for
youth who will likely remain in foster care until they turn 18 and former foster chil-
dren between the ages of 18 and 21. And, the budget includes $305 million in man-
datory funds under the Promoting Safe and Stable Families program to provide for-
mula based funds to states to assist them in coordinating services related to child
abuse prevention and family preservation.
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Other Budget Initiatives

The toll of drug abuse on the individual, family, and community is both significant
and cumulative. Abuse may lead to lost productivity and educational opportunity,
lost lives, and to costly social and public health problems. HHS will assist states
in FY 2006 through the Access to Recovery program to expand access to clinical
treatment and recovery support services, and to allow individuals to exercise choice
among qualified community provider organizations, including those that are faith-
based. This program recognizes that there are many pathways of recovery from ad-
diction. Fourteen states and one tribal organization were awarded Access to Recov-
ery funding in FY 2004, the first year of funding for the initiative. This budget in-
creases support for the Access to Recovery initiative by 50 percent, for a total of
$150 million.

Our request also includes approximately $18 billion for domestic AIDS research,
care, prevention and treatment. We are committed to the reauthorization of the
Ryan White CARE Act treatment programs and request a total of $2.1 billion for
these activities, including $798 million for lifesaving medications through the AIDS
Drug Assistance Program.

Finally, we constructed the FY 2006 budget with the knowledge that health infor-
mation technology will improve the practice of medicine. For example, the rapid im-
plementation of secure and interoperable electronic health records will significantly
improve the safety, quality, and cost-effectiveness of health care. To implement this
vision, we are requesting an investment of $125 million. $75 million will go to the
Office of the National Coordinator for Health Information Technology, to provide
strategic direction for development of a national interoperable health care system.
$50 million will go to the Agency for Health Care Research and Quality to accel-
erate the development, adoption, and diffusion of interoperable information tech-
nology in a range of health care settings.

Program Performance

The President and the Department considered a number of factors in constructing
the FY 2006 budget, including the need for spending discipline and program effec-
tiveness to help cut the deficit in half over four years. Specifically, the budget de-
creases funding for lower-priority programs and one-time projects, consolidates or
eliminates programs with duplicative missions, reduces administrative costs, and
makes government more efficient. For example, the budget requests no funding for
a number of smaller, duplicative community services programs and the Community
Services Block Grant, which was unable to demonstrate results in Program Assess-
ment Rating Tool evaluation. The Administration proposes to focus economic and
community development activities through a more targeted and unified program to
be administered by the Department of Commerce. It is due to this focused effort to
direct resources to programs that produce results that I am certain our targeted in-
creases in spending will enable the Department to continue to provide for the
health, safety, and well-being of our People.

Over the past four years, this Department has worked to make America and the
world healthier. I am proud to build on the HHS record of achievements. For the
upcoming fiscal year, the President and I share an aggressive agenda for HHS that
advances a healthier, stronger America while upholding fiscal responsibility and
good stewardship of the People’s money. I look forward to working with Congress
ﬂs we move forward in this direction. I am happy to answer any questions you may

ave.

Chairman THOMAS. Thank you, Mr. Secretary. The Chair would
like to thank the Members in the previous meeting in adhering to
the 5-minute rule, and the Chair will indicate that there are going
to be a series of votes somewhere between 12:30 and 1:00. It will
consist of a 15-minute vote on a substitute. There is expected to be
then a motion to recommit, with 10 minutes of debate and a 15-
minute vote, and then a series of 5-minute votes. The Secretary has
a time schedule in which he has to go to the Senate. The Chair
will, therefore, not use his customary time, and the Chair would
urge those Members who are not strongly motivated in asking
questions to consider the possibility of allowing other colleagues.
The Chair will indicate that during the roll call vote those Mem-
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bers who anticipate asking questions who are near the next Mem-
ber to be called should go over and vote at the beginning of that
15 minutes and come back. Because the Chair intends to continue
the hearing during the 15-minute substitute vote, the 10-minute
motion to debate on the motion to recommit, and most of the 15-
minute vote on the motion to recommit. At the end of that period
of time, we will no longer be able to proceed, given the time con-
straints of the Secretary. So, with that, the Chair would recognize
the gentleman from Florida, Mr. Shaw, for the initial round of
questioning.

Mr. SHAW. Thank you. I thank you, Mr. Chairman; and I appre-
ciate your recognizing me at this particular point. Mr. Secretary,
you and I go back, back to the mid-nineties when this Committee
formed a partnership with some of the better Governors, some of
the more progressive, forward-thinking Governors in this country,
and together we did welfare reform. I am very pleased to see you
back and filling Tommy Thompson’s shoes, to continue his fine
work, as I was privileged to work with him also, in welfare reform
along with Johnny Engler, Tom Carper, and my own Governor
Chiles of Florida. You certainly were one of the leaders in that
area. I have a particular interest that is of great concern to me.
Twenty-5 percent of the deaths in this country are caused by can-
cer. One in three women will suffer from cancer during their life-
time, and one in two men will suffer from cancer. With this in
mind, and knowing and having talked to the people out at NIH,
NCI, and Andy Von Eschenbach and others, it is my firm belief
that we can conquer cancer by the year of 2015. In fact, we have
formed—Collin Peterson and I, both being cancer survivors, have
formed a group of Members of Congress dedicated to that purpose.

There is no more frightening words that anybody can hear that
I can tell you than when they say, “you have cancer.” Mine was
lung cancer. I am 2 years out. Very fortunately, I am cancer free
at this point. That doesn’t in any way change the fact that we need
to go forward and find a cure for cancer. It is within our grasp. I
am going to be asking the Budget Committee to include extra
money within the congressional budget for that specific purpose
and to continue that process until we do find a cure for cancer. I
would—I do not find the funds that I am speaking of in the Presi-
dent’s budget, and I understand that your job is, of course, to follow
the President’s budget. I want to let you know that some of us will
be working very diligently and very hard in order to find those
funds so, that we can go forward with the appropriation process
and that we can be the lead in the world in this endeavor. I do
also, have a question regarding the Medicare prescription drug
benefit which goes into effect January 1 of next year. The rollout
of the prescription drug discount card didn’t go as smoothly as
some of us had hoped it would. It was confusing, and I think some
of our seniors had problems in navigating the Internet site or did
not get their questions fully answered on the 800—-Medicare phone
line. How will we ensure that the drug benefit rollout will go more
smoothly? If you would explain how an average senior can sign up
for that benefit. Mr. Secretary.

Secretary LEAVITT. Thank you. Mr. Shaw, may I reciprocate the
pleasure I have in being able to work with you again. Those were
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remarkable days back in, say, 1995, 1996; and I believe we pro-
duced a great milestone in the history of the delivery of human
services, one that has benefited many and I hope will continue.

Mr. SHAW. The foundation of welfare reform was belief in the
human spirit, and we were right.

Secretary LEAVITT. Indeed we were. May I also, acknowledge
your successful recovery from cancer and, understandably, the new
insight that you have into the difficulty, the trauma and the dis-
ruption that that disease brings into the lives of so, many. Your
willingness to champion it is something that I not only espouse but
want to be supportive of as well. As you indicated, this is a commit-
ment that we have made as a country. NIH estimates that it will
spend $5.76 billion during the current fiscal year for cancer re-
search. That is an increase from $5.6 billion from the previous
year. For the National Cancer Institute alone, that would be $4.8
billion. We want to make a considerable coordinated commitment,
not just in resources but assuring that the 60 cancer centers
around this country are coordinating their activities so, that we
have a focused objective to cure cancer as a country; and I believe,
in fact, as you do, that we can do so.

With respect to the Medicare rollout, it is clear to me that this
is the main event in 2005 for the Department of Health and
Human Services. This is another milestone opportunity on the road
of human service delivery, and we have an opportunity to deliver
into the hands of literally millions the capacity to have prescription
drugs. We are committed to doing it well. We have all of the re-
sources of the Department focused on it. I have recently begun to
meet with leadership of Congress to ask that they engage with us
in a partnership. I would hope that, as the Members of this Com-
mittee and the Members of Congress generally go out to their dis-
tricts at every recess, that we are able to put into your hands infor-
mation that in fact will help you as Members of this Committee
help us and that together we can provide the information to each
senior. Now, in terms of specifics, may I suggest

Chairman THOMAS. Mr. Secretary, might I indicate to you that
each Member has 5 minutes in which the question and the answer
is to be contained. The question that the gentleman from Florida
asked is one that is important to the House. When a question is
asked that can’t be adequately answered in the timeframe, we
would urge that a written response be made to the Committee; and
I will make it available to all Members. Because, frankly, the de-
tails of the administration’s plan to roll out the prescription drug
program is one that concerns all Members, and I would prefer not
to shrink it to the timeframe which has already expired but rather
to get it on paper so, that we can examine it and then have an ad-
ditional correspondence.

Mr. SHAW. Thank you, Mr. Secretary.

Chairman THOMAS. Thank you. The Chair recognizes the gen-
tleman from California, Mr. Stark.

Mr. STARK. Mr. Secretary, you suggest that you are going to cut
or you are going to spend $50-odd billion in new tax preferences
to help individuals purchase insurance, which is where I imagine
you—part of where you will get this 8 to 10 million people who
gain health insurance. We have been unable, however, to get from
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your staff an estimate State by State of the $60 billion you intend
to cut out of Medicaid, is going to knock a lot of poor people out
of health insurance. My guess is that if you are going to spend 50
to give more well-to-do people Health Savings Accounts, if you cut
60 from poor people, you may be cutting 8 to 10 million people out
or putting that burden on the Governors. So, I would ask if you
could provide to us after these hearings, or have your staff provide
to us, your own estimates, which you must have had to get to the
$60 billion, of how many people will lose their Medicaid coverage
in each State. I think it will be of interest to all of us to see what
your Department estimates. Now, understanding that States will
have some flexibility, but, as I say, I am sure that your staff has
been smart enough to anticipate that some States may be con-
cerned about that, and I wonder if you would be good enough to
share that information with the Members, and we could then make
plans to how we answer to our own constituencies.
[The written response from Secretary Leavitt follows:]

Along with the President’s proposals to spend over $125.7 billion over ten years
to expand insurance coverage to millions of Americans through tax credits, pur-
chasing pools, and Health Savings Accounts, we must restore fiscal responsibility
to the Medicaid program while providing greater flexibility for states.

We modeled anticipated changes to state programs based on the new flexibility
in Medicaid to arrive at the estimates in the President’s Budget. These changes will
enable states to increase coverage for children and other populations for the same
Federal dollars. In fact, the budget proposes $60 billion in savings over ten years
for Medicaid and SCHIP. The net savings for these two programs, however, is $44.5
billion because the budget also includes $16.5 billion in proposed new spending.

The President plans to expand coverage for the key populations, primarily chil-
dren, served in Medicaid and SCHIP by spending $16.5 billion over ten years. The
Budget includes several proposals to provide coverage, including the Cover the Kids
campaign to enroll more children in Medicaid and SCHIP. In addition, the extension
of the Qualified Individual (QI) and transitional medical assistance programs will
ensure coverage is available to continue full payment (subject to a spending limit)
of Medicare Part B premiums for qualified individuals, and provide coverage for
families who lose eligibility for Medicaid due to earnings from employment. Also,
community based care options for individuals with disabilities would be expanded
through the President’s New Freedom Initiative, including authorizing $1.75 billion
over five years for the Money Follows the Person demonstration.

The budget also includes proposals that will assure an appropriate partnership
between the Federal and state governments as well as improve the longer term via-
bility of the program. Over ten years, inappropriate federal spending on Medicaid
intergovernmental transfers—which deprive providers the funds to which they are
entitled, Medicaid drug pricing, loopholes on asset transfers for long-term care eligi-
bility, and spending resulting from other current loopholes in Medicaid law will de-
crease by $60 billion.

Medicaid was created in an era when the tools we have at our disposal today were
not available. Today, there are ways to better serve the Medicaid population that
make better use of the taxpayers’ dollars. For example, a tremendous amount of
state evidence exists in the area of long-term care that shows serving these individ-
uals in the community leads to more beneficiaries served at a lower cost and a high-
er level of satisfaction.

The President’s Budget provides goals to modernize Medicaid and bring the pro-
gram into an era that is characterized by creative, innovative and adaptive solu-
tions. Both the President and I want to work with Congress and the states to re-
spond to the challenges in Medicaid and to remove the vulnerabilities that threaten
Medicaid’s long-term viability.

——

Mr. STARK. Second, when you were sworn in, the President an-
nounced that—he basically issued a veto threat if there were any
changes in the Medicare legislation dealing with the prescription
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drug plan. Many of us would like to give you the authority or the
option to negotiate; and I would, of course, renew my bet with you
and give you a chance to double or nothing on that thousand bucks
to charity that you just lost—unless you want to accept that bet.
You haven’t asked your staff yet. That is, a thousand dollar charity
contribution in Utah might help. It sure would help in my district,
if I am right.

I also, am willing to bet you that, like Secretary Thompson, you
would find some areas in which you could save money for my con-
stituents and your program if you were given that authority. If you
couldn’t save it, I don’t know what we have lost by giving you that
authority. In other words, if we give you the option to see if you
could save money, I am not sure what harm you could possibly do;
and you might save us some money. Now, my question is, do you
suspect that the President therefore would have to veto any bill
that we introduced giving you the discretionary authority to bar-
gain to save some money for the taxpayers? Is it your under-
standing that that would pull a Presidential veto?

Secretary LEAVITT. Congressman Stark, the President made
very clear his commitment to the Medicare drug benefit and I
think made equally clear any effort to take that away from seniors
would meet his veto. Now I would also, like to make clear that the
President believes, as do I, that we should achieve the most com-
petitive, least expensive opportunity for seniors to receive those
drugs. He believes, as do I, that that is achieved with a robust mar-
ket with a choice of alternatives, not just improved prices but im-
proved service, with a capacity for not only drugs, and multiple
drugs, but multiple providers and that history has demonstrated,
and I believe this will as well, will provide the best possible oppor-
tunity for seniors to have both access and low prices.

Mr. STARK. That is a very nice statement. I am sure, Mr. Sec-
retary, you are aware that the Veterans’ Administration buys phar-
maceuticals at about 50 percent of what the seniors are going to
be paying for it and you will be paying under this Medicare drug
benefit and that we can all go to Canada, if you would let us, and
buy our drugs there at a much lower price. I think that it is not
being very creative in not taking advantage of the free market op-
portunities, and I hope you would reconsider. Thank you.

Chairman THOMAS. The Chair thanks the gentleman from Cali-
fornia and asks unanimous consent to place in the record a letter
from the Office of the Actuary of the Centers for Medicare and
Medicaid Services—Richard Foster is the name that we are famil-
iar with—in front of this Committee and the Committee’s strong
desire for him to speak from a professional position. The letter that
will be placed in the record concludes briefly, quote: We believe
that direct price negotiation by the Secretary would be unlikely to
achieve prescription drug discounts of a greater magnitude than
those negotiated by Medicare prescription drug plans responding to
competitive forces. We look forward to a continued dialog with the
Chief Actuary at CMS and his independent professional analysis of
the law as we move forward.

[The information follows:]
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DEPARTMENT OF HEALTH & HUMAN SERVICES
Centers for Medicare & Medicaid Services

DATE: February 11, 2005

FROM: Richard S. Foster, Chief Actuary

TO: Mark B. McClellan, M.D., Ph.D., Administrator

SUBJECT: Effectiveness of Drug Price Negotiations by the Federal Govern-
ment versus Medicare Prescription Drug Plans

Under the Medicare Modernization Act (P.L. 108-173), the new Medicare pre-
scription drug benefit will be provided through private health insurance organiza-
tions. In general, health plans that can negotiate favorable retail drug price dis-
counts and drug manufacturer rebates, and take other steps to manage utilization
and costs effectively, will be able to offer lower premiums to beneficiaries. Prescrip-
tion drug plans that are effective in these efforts can gain a competitive advantage
over other plans.

We have estimated that Medicare prescription drug plans can initially achieve an
average cost reduction of 15 percent (compared to retail-level, unmanaged prescrip-
tion drug costs), with this reduction increasing to 25 percent over a 5-year period.!
The ultimate savings level of 25 percent has frequently been achieved in practice
by pharmacy benefit managers on behalf of large drug insurance plans. These sav-
ings assumptions were reviewed in 2004 by an independent panel of expert health
actuaries and economists. The panel found the assumptions to be reasonable and
did not recommend any changes to them.

Under section 1860D-11 (i) of the Social Security Act, as added by the Medicare
Modernization Act, the Secretary of Health and Human Services is prohibited from
participating in the drug price negotiations conducted by Medicare prescription drug
plans with drug manufacturers and pharmacies. Similarly, the Secretary cannot es-
tablish a price structure for reimbursing covered Part D drugs. The question has
arisen as to whether allowing such a role for the Secretary could produce greater
cost reductions than the negotiations of individual Medicare prescription drug plans.

My staff and I have not prepared a formal estimate of the impact of eliminating
section 1860D-11 (i). We have informally considered the issue and have reached the
following tentative conclusions:

e As noted above, Medicare prescription drug plans will have a strong incentive
to negotiate effective price reductions. Pharmacy benefit managers have had
substantial experience with such efforts and have demonstrated their effective-
ness for many years.

e The Secretary’s ability to achieve price reductions would depend on the Federal
government’s willingness to use its large-purchaser power in a forceful way. At
one extreme, the Secretary could virtually dictate price levels to manufacturers
and retail pharmacies. In theory, such a practice could result in very large dis-
counts, well in excess of our expected levels under the MMA. In practice, how-
ever, it is not clear that manufacturers and pharmacies would be willing to sell
prescription drugs at very low prices mandated in this fashion. Moreover, we
do not believe that the current Administration or future ones would be willing
and able to impose price concessions that significantly exceed those that can be
achieved in a competitive market.

e Establishment of drug price levels for Medicare by the Federal government
would eliminate the largest factor that prescription drug plans could otherwise
use to compete against each other. This change would have implications for the
degree of competition in the Medicare prescription drug plan market, by reduc-
ing the premium differentials among plans. Lower premium differentials would
reduce beneficiaries’ incentives to select a lower-cost drug plan.

e The past experience of Congress and the Medicare program in regulating drug
prices has not been reassuring. A well-known example is the part B covered
drugs. Prior to the MMA, these drugs were reimbursed at rates that, in many
instances, were substantially greater than prevailing price levels.

In considering these issues, we believe that direct price negotiation by the Sec-
retary would be unlikely to achieve prescription drug discounts of greater mag-
nitude than those negotiated by Medicare prescription drug plans responding to

1These estimated cost reductions reflect the combined effect of retail price discounts, manufac-
turer rebates, and utilization-management programs.
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competitive forces. Please let us know if you have any questions about this informa-
tion.

Richard S. Foster, F.S.A. Chief Actuary

Chairman THOMAS. The Chair would——

Mr. STARK. Mr. Chairman, unanimous consent request to ask at
that point a Congressional Budget Office letter to Senator Wyden
which says there is potential for some savings if the Secretary were
to have the authority to negotiate prices and did not—from thera-
peutic—with drugs that didn’t face competition from therapeutic al-
ternatives and so, forth. I would ask that this letter also, be added
with that.

Chairman THOMAS. Without objection, the Chair would also,
like to place in the record an additional letter from the Congres-
sional Budget Office analyzing not to a particular Member but
rather to the leader of the Senate his determination on exactly that
same subject matter.

[The information follows:]

CONGRESSIONAL BUDGET OFFICE
Douglas Holtz-Eakin, Director

February 9, 2005

Honorable William “Bill” M. Thomas
Chairman Committee on Ways and Means
U.S. House of Representatives
Washington, DC 20515

Dear Mr. Chairman:

At your request, this letter discusses the Congressional Budget Office’s (CBO’s)
current projection of spending for the Medicare Part D benefit. That estimate, which
was published in the January 2005 Budget and Economic Outlook, is nearly iden-
tical to the cost estimate for Part D that we prepared in 2003 (see attached table).

In November 2003, CBO estimated that the Medicare Modernization Act (Public
Law 108-173) would result in additional direct spending totaling about $395 billion
over the 2004-2013 period. That amount was the net of a number of different types
of expenditures and receipts that would result from the legislation. It included an
estimated $552 billion in mandatory spending for Medicare Part D—consisting of
$771 billion in payments for benefits and mandatory administrative costs, offset by
$219 billion in premiums paid by beneficiaries and payments by states. (Those pay-
ments by states represent part of their share of the savings from shifting some Med-
icaid spending for prescription drugs to Medicare.) Those costs were further offset
by net savings of almost $13 billion from changes to Parts A and B of Medicare and
estimated savings of $145 billion in Medicaid and other federal programs because
the Part D benefit would reduce spending in those federal programs (largely by
shifting some spending for prescription drugs from those programs to Medicare).

CBO recently updated its baseline projections for all Federal programs. As part
of that exercise, we modified our estimate of the Part D benefits slightly, mostly to
reflect the slightly higher inflation rate in CBO’ s most recent economic assump-
tions. That change added about $6 billion to the projected cost of the Part D pro-
gram over the 2004-2013 period, raising it from $552 billion to $558 billion. The
estimated savings to Medicaid and other Federal programs are incorporated in our
baseline projections for those programs and are not separately identifiable.

The 10-year projection period that CBO uses for its baseline has changed since
the MMA was enacted; it now extends through 2015, thus encompassing two more
years of prescription drug benefits. Adding more years to the period covered by the
estimate for any program will, of course, add to the total cost being discussed, even
when the estimate has not changed at all. By CBO’s estimate, net mandatory spend-
ing for Medicare Part D will total about $240 billion during those two additional
years.

CBO is currently preparing another update of its baseline projections. As part of
the update process, we are reviewing the recently published final rules for the Part
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D and Medicare Advantage programs and refining our projection methodologies. The
new projections, which will be released in March, will reflect those updated analyses
and new information in the final rules.
Sincerely,
Douglas Holtz-Eakin Director

———

Chairman THOMAS. Any additional dueling letters? With that,
the Chair would recognize the Chairwoman of the Health Sub-
Committee, the gentlewoman from Connecticut, Mrs. Johnson.

Mrs. JOHNSON. Thank you very much. Welcome, Secretary
Leavitt. It is really a pleasure to have you here. I appreciate your
comprehensive testimony, and we look forward to working with you
in much greater detail on the plethora of health initiatives that the
President has included in his budget, which will, without question,
if implemented in an integrated fashion, begin to forcefully address
the problem of the uninsured. I also, appreciate your acknowl-
edging the problem with foster care children. With the Pew Foun-
dation report out there, honestly, it would be irresponsible for this
body not to move ahead on a foster care reform initiative that
would improve our support for children, many of whom bounce
around their whole childhoods from home to home and are thereby
literally disabled in moving into adult life. So, I appreciate that. I
want to put two questions on the record. I hope you will have time
to comment, but they are very important to me.

Let me, though, mention as we move into those questions that
your dedication to health information technology is remarkable;
and because of the leadership of this President and the Department
of Health and Human Services, we are going to have electronic pre-
scribing in place by the time we bring the gift of prescription drugs
to our seniors, which will reduce adverse interactions and many,
many errors, saving lots of many, saving many, many health prob-
lems, including deaths, amongst our seniors. So, let me just put
two questions—sorry, one other thing I must mention. When you
move dual eligibles, we have to find a special way to deal with the
dual eligibles with mental health problems. We can’t put them into
a plan that requires them to go through a series of medications
that they have either already tried or that would not interact well
with the complex of drugs they are already taking. That is so, im-
portant to me, the unique problem of the mentally disabled, that
I think we need to make some special attention there.

My two questions have to do with costs and physician payment.
I don’t understand why your estimates, your re-estimates of this
bill didn’t show savings. Your estimates reduced the number that
we are going to take of Part D. That should have saved money. It
shows more retirees are going to be able to stay with their employ-
ers. That should save money. Then it shows that the movement
into the advantage plans will be slower. That should save money.
In addition, your own disease management pilots you put out
there—now, it is only 300,000 out of the 40 million seniors, but
only 20 percent of those seniors have five or more chronic diseases.
These pilots focus exactly on that kind of senior, and, by agree-
ment, they must save 5 percent. So, those pilots can be rolled out
at simply your authority as they prove their success. So, surely
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over a 5- to 10-year budget window they are going to have a signifi-
cant impact on Medicare’s cost. Because, for the first time, we are
going to focus preventive care on the people who are using the ma-
jority of Medicare dollars. Yet that isn’t reflected.

So, between your leadership on technology issues, which isn’t re-
flected, and your leadership on disease management, which isn’t re-
flected, and some of the technical changes in the estimate, I do
hope that you will take another look. Because I believe we have put
in place a program structurally that will reduce Medicare costs as
well as improve Medicare quality. On the same line, your budget
doesn’t provide any indication of your concern about the law that
governs physician payment. Indeed, if we let that law go into effect,
physician payments will be cut 5 percent for 7 years, for a total of
almost a third and overall a swing of 50 percent. I mean, to imag-
ine that that will not have any impact on seniors’ access to physi-
cians is to be paying very little attention. I know that nobody in
the administration is paying little attention. We need your help in
addressing that.

Even CMS has suggested that drugs are an inappropriate compo-
nent in the SGR formula. Just taking drugs out of that formula
would be a huge step forward, and we had excellent testimony lay-
ing out the legal rationale for doing that. So, those two issues are
pressing immediately on us, but I also, look forward to sitting down
with you and, hopefully, with the whole subCommittee and looking
at all of the different pieces you have put in place to help us move
forward on the issue of the uninsured.

[The written response from Secretary Leavitt follows:]

Estimates of the impact of our disease management programs and the new pre-
ventive services need to be based on solid studies of the kind of patients that make
up the Medicare population. To this point important studies of disease management
programs include individuals covered in the private sector, not in Medicare. How-
ever, these studies showed enough positive results for Medicare to begin pilot pro-
grams in disease management. We expect that the Medicare pilot and demonstra-
tion programs will need at least a year to begin yielding any sort of useful data.
It should also be borne in mind that several of our disease management pilots/
demos are specifically structured to yield a particular level of savings. Whether ex-
panding these programs nationwide could be done in such a way to encourage a
similar level of savings is yet to be seen. Until these studies are complete, however,
we do not have the data needed to begin making estimates as to how such modifica-
tions to the program might affect overall spending.

The new preventive services provided for under the MMA should improve the
quality of care beneficiaries receive. We expect that early detection of disease condi-
tions could result in higher short-term costs as the new services are utilized and
paid for, but may also result in better management and possibly lower costs in the
long run. However, as with the disease management programs, we need to have ex-
perience with how these services affect the Medicare population before we can come
to definitive conclusions.

With regard to physician payments, CMS is very aware of the problems posed by
the current statutory requirements. Some have suggested that CMS could act to al-
leviate some of this strain by retrospectively removing drugs covered under Part B
from the definition of physicians’ services. However, as we have indicated in the
past, retrospective removal of drugs from the SGR is statutorily difficult. For exam-
ple, the statute requires the estimated SGR be refined twice based on actual data.
We do not see a legal basis to re-estimate the SGR and allowed expenditures for
a year after they have been estimated and revised twice. Further, our current esti-
mate is that removing drugs retroactively from the SGR would not result in a posi-
tive update for several years. Consequently, CMS believes that statutory change is
needed to improve the physician payments. Moreover, such changes should do more
than simply add substantial taxpayer and beneficiary payments to the current pay-
ment system.
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It is also important to note that our estimates of the impact of prospective re-
moval of drugs from the SGR formula would not provide relief to the negative up-
dates projected for 2006 and the succeeding several years. OACT estimates remov-
ing drugs prospectively would cost an additional $36 billion over 10 years. These
changes would also have significant impacts on beneficiary premiums. Con-
sequently, while we have carefully reviewed our authority to make this administra-
tive change, we also have been working with the Congress and health professional
organizations on payment reforms that would improve the effectiveness of the pay-
ment methodology for physicians without increasing overall Medicare costs.

CMS agrees with you that we need to improve the quality of care delivered to
Medicare beneficiaries. As an important first step relating to the quality of services
delivered by physicians, in 2006 CMS is implementing a voluntary reporting system
to gather information on quality of physician services using a set of key consensus
measures. We expect to build on this system in the future.

———

Mrs. JOHNSON. So, I thank you for your presence. I am sorry
I used up all my time, but you really have raised so, many health
issues in your budget and so, constructively. I congratulate you on
that, and I look forward to moving ahead with you on these specific
issues.

Chairman THOMAS. The Chairman looks forward to the gentle-
men’s written response to the Chairwoman’s question. The Chair
recognizes the gentleman from Louisiana, Mr. McCrery will in-
quire.

Mr. MCCRERY. Thank you Mr. Chairman, I will be brief, but I
want the Secretary to address the issue of child care funding as it
relates to welfare reform. Child care expenditures, Mr. Secretary,
have quadrupled since welfare reform was enacted, rising from $3
billion in 1995 to $12 billion in 2003. House Resolution 240 adds
another $4 billion in Federal child care money over the next 5
years. It also, increases a share of TANF funds that can be used
for child care and allows $2 billion in so-called carryover TANF
funds to be immediately spent on child care. Plus, as you know, we
now provide about $75 billion per year in various tax credits,
earned income credit, child care credit, tax child credits to families
with children, part of which they could spend on child care directly
if they chose. What is the administration proposing on child care
funding in the welfare system?

Secretary LEAVITT. Congressman, as reflected in my earlier dis-
cussion with Mr. Shaw, we have seen in this country a dramatic
improvement in our welfare system, and with it have come dra-
matic reductions in our caseloads. As a Governor, I want to ac-
knowledge the fact that child care and its availability have been an
enormous help and, in fact, could not have been done without the
capacity to provide adequately for children whose parents are ei-
ther working or making other kinds of preparations. With the re-
duction in caseload, we believe that the budget, as we have pro-
posed it, provides substantial and sufficient funds for that to con-
tinue. $4.8 billion of total funding. Plus, we would like to see added
flexibility provided for the States in using existing funds. We be-
lieve, with reduced caseloads, with this additional funding, that it
is sufficient and that we can continue this remarkable performance
that the American people have seen in the transformation of wel-
fare.
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Mr. MCCRERY. So, in your view, the funding level for child care
in your budget is adequate to take care of the needs of child care
in the Nation’s welfare system?

Secretary LEAVITT. In our view, it is adequate. I would add to
that, that if we were to take all of the children of every low-income
qualifying person in the country, we will have seen a 27 percent
increase in the amount available since 2001.

Mr. MCCRERY. Exactly. Thank you, Mr. Secretary. I thank the
gentleman.

Chairman THOMAS. I thank the gentleman. The Chair would
inquire if the gentleman from Michigan wishes to.

Mr. LEVIN. Yes, I want to take up—and I think Mr. McDermott
and others will follow up on child care—and welcome, Mr. Sec-
retary.

Secretary LEAVITT. Thank you.

Mr. LEVIN. You know you talked about the additional people
who would gain health insurance over the next 8 to 10 years. Your
estimate, 8 to 10 million, as he pointed out doesn’t point out those
who would lose health coverage because of Medicaid cuts. I just
want to say to you, or ask you, do you think when there are 45 mil-
lion uninsured in this country, it is an adequate goal that 8 to 10
million would be added over the next 10 years, even if you don’t
subtract those who lose it? Is that an adequate goal?

Secretary LEAVITT. Congressman, no.

Mr. LEVIN. Okay.

Secretary LEAVITT. Our goal is 12 to 14 million.

Mr. LEVIN. Of the 45 million?

Secretary LEAVITT. I recognize that there are too many people
in this country without health insurance. The numbers I hear are
between 35 and 45, and there is a great debate as to what it should
be. It is too many, we know that. It would be a constructive and
frankly historic step forward for us to be able to improve the lives
of 12 to 14 million people by putting health insurance with in their
reach.

Mr. LEVIN. It is about 1 million a year. That is 1 quarter of
those who are uninsured, not taking into account those who lose
it. All right. Well, let me go on to child care. I don’t think that is
an adequate target for the people of the United States. I don’t
think it is historic. I think it is shameful. Let me ask you about
childcare. Has child care funding been essentially kept at the same
level since 20027

Secretary LEAVITT. Since 2001, if you were to divide the
amount of child care dollars by the number of children who would
be in low-income qualifying homes, it will have gone up by 27 per-
cent.

Mr. LEVIN. Hasn’t the funding been flat since 2002?

Secretary LEAVITT. If we look at the per capita amount of
money available per child for all qualifying families, who are in
low-income categories, it will have gone up by 27 percent per cap-
ita.

Mr. LEVIN. The funding, the funding has been flat, no?

Secretary LEAVITT. I can speak to the 2006 budget, but I am
not able to reflect on the previous ones.
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Mr. LEVIN. I ask because I remember being on the welfare Com-
mittee on child reform, and we struggled over child care—according
to our calculation with this funding, the number of slots of dimin-
ish over the next year’s by 300,000. These are the administration’s
calculations. You mentioned about the transfer from TANF. Right
now TANF moneys can be used for child care, no?

Secretary LEAVITT. I am sorry, I missed your question.

Mr. LEVIN. TANF funds can now be used for child care, right,
there doesn’t have to be a transfer to any other.

Secretary LEAVITT. We looked for more flexibility.

Mr. LEVIN. Okay.

Secretary LEAVITT. One of the things to reconcile—your under-
standing, with what I have suggested, the caseloads have been cut
in half during that same period of time. So, if you look at the per
capita amount available for those that are eligible to be served, the
amount has gone up 27 percent, and we are seeking $4.8 billion in
increase this year, and we are also, looking to see more flexibility,
so, that States have the capacity to serve those who have needs.

Mr. LEVIN. All right. I will ask my colleagues to continue. I
want to say a word or ask you about the proposal that has been
delayed. You said for a number of years. I want to read you the
Utah response to the administration’s proposal. Yes, if a major re-
direction of resources in policy were to occur, Utah would have like-
ly had to have abandoned the universal participation approach
based on individualized employment planning. Employment coun-
selors would become worksite developers and monitors instead of
negotiating individualized employment plans tailored to meet the
customer’s needs to be employed. That was the response from, I
think, your welfare director, I think while you were Governor.
Would you be willing to sit down with us in a bipartisan basis,
which has never happened in this Committee or the subCommittee,
and talk about further welfare changes and welfare reform too?
Would you be willing to sit down on a bipartisan basis with us?

Secretary LEAVITT. Congressman, I would be delighted to do so.
It was with bipartisanship that we produced what I think an ex-
traordinary result in the State of Utah.

Mr. LEVIN. Okay. We will take you up on that. Thank you.

Chairman THOMAS. I thank the gentleman. The gentleman
from Michigan, Mr. Camp, wish to inquire?

Mr. CAMP. Would. Thank you, Mr. Chairman. Thank you, Mr.
Secretary. I just wanted to talk a little bit about the administra-
tion’s estimates of the Medicare prescription drug benefit and the
cost there. A number of news organizations erroneously reported
that the spending for Medicare, the drug benefit, would increase
significantly from what we had heard before. Is it not the case that
those estimates did not take into account the savings on what I
would call the acute side of Medicare, that even though seniors
would have the benefit of cholesterol-lowering drugs that would
help them manage their cholesterol, that that would not nec-
essarily reduce later hospitalizations due to heart attacks? Were
those kinds of factors taken into account?

Secretary LEAVITT. The reports did. Those reports that esti-
mated the number to be about 1 trillion, which was absolutely not
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true, did not take into account premium receipts, receipts from
States or net Federal Medicaid costs.

Mr. CAMP. It is reasonable to assume, is it not, that the pre-
scription drug coverage would help offset other costs in Medicare?

Secretary LEAVITT. Indeed it is. We expect that there would be
other cost savings of about $188 billion over the period of time
being discussed.

Mr. CAMP. This Medicare legislation also, took a different ap-
proach to Medicare. There were—and I wonder if you could enu-
merate some of those—some preventive provisions put in, certainly
the first time physical and others, that would help identify prob-
lems before they became serious or acute, and so, that ultimately
would reduce the long-term costs that Medicare would have to
incur. Obviously seniors would be healthier and receive those bene-
fits, most importantly. Were there some of those items in that leg-
islation as well?

Secretary LEAVITT. Actually, Mr. Camp, many. Perhaps the
most profound is a requirement that if at any point in time, gen-
eral revenues of the government would go to support or would need
to support at some point in the future more than 45 percent of the
total cost, it would trigger an action or a requirement on the part
of the administration to make a proposal to remedy it. That has not
been done before and is, in my judgment, responsible and an im-
portant provision of the bill.

Mr. CAMP. Thank you. Thank you, Mr. Secretary.

Chairman THOMAS. The gentleman from Maryland wish to in-
quire?

Mr. CARDIN. Thank you very much, Mr. Chairman. Mr. Sec-
retary, welcome to the Committee.

Secretary LEAVITT. Thank you.

Mr. CARDIN. We look forward to working on you. I want to fol-
low up on one of the comments made by Mr. Stark and also, Mr.
Camp and in regard to the cost of Medicare in the prescription
drug bill. Again, I guess I am concerned that the actuary is point-
ing out that we can expect to get a savings of 15 percent on the
prescription drugs, maybe as high as 25 percent, which would still
mean that Americans, the government, would be paying for the
same medicines for American seniors and disabled, almost twice as
much as what the Canadians pay for the drugs, and, in some cases,
three times more than our European friends pay for the exact same
medicines that are manufactured here in the United States.

So, my question to you is, I would hope that you would make a
priority that the Federal taxpayer is not going to continue to sub-
sidize the international communities use of medicines that are
manufactured in the United States with help from U.S. taxpayers
on research, and that we will fight for a competitive price here in
America and tell us what you need in order to bring down the costs
to the taxpayers and citizens of our Nation, because that is unac-
ceptable to me. I want to also, move on to the welfare issues, and
I want to quote a statement that you made back in 1996 that I
agree with. That is, States can better administer programs de-
signed to get people back on their feet, because they understand
that people have individual needs and circumstances that are only
implicated by the mounds of regulation.
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Good statement. I agree with it. I want to encourage you to
please look at the welfare reform TANF bill that has been before
this Congress in the last two Congresses, that increased the num-
ber of welfare recipients in federally-defined work activities that in-
creased the number of work hours required of welfare recipients.
Let me remind you that you, as Governor, could have set whatever
standards you thought were right for the people of your State.
Now, if this becomes law, it will micromanage what your Governor
will be doing in Utah and around the Nation, reduce the State’s
discretion to count training toward work requirements, reduce the
State’s discretion to count work search toward work requirements.
It goes on and on and on. If we are sincere in trusting our States,
doesn’t this run counter to that flexibility that you and I think is
important for a State to assume responsibility to get its citizens to
work?

Secretary LEAVITT. Congressman, it heartens me to have a con-
tinued discussion of federalism on this subject. I do believe, in fact,
that we have seen a remarkable thing occur in this country. My
own State is a good example. We were able to take the Welfare Re-
form Act and provide a dramatic reduction in those that were
served by welfare and dramatically increase those that are on pay-
rolls. I believe that what is being proposed does provide flexibility
for the States and as a Governor, I would be proud to work under
it.

Mr. CARDIN. Well, I appreciate that answer. I served on Presi-
dent Reagan’s federalism Commission when I was a State legis-
lator, and I do support federalism. I think it is important. I just
don’t understand why you would support a proposal that takes
away the discretion from the States to define what is important for
a person to get off of welfare. I mean, ultimately, they have to live
up to a certain standard of getting people to work and off of the
welfare roles. There are time limits and law that I support. It
seems to me we should trust the States to come up with the best
plans to do that and give them the discretion that they need. The
language that you are using, I hope that the axle back up the lan-
guage, so, that we can preserve federalism in the appropriate sense
of the word. Let me just last mention provider issues. I have filed
with Congressman English today a bill that removed the therapy
cap on Medicare for providers, which I think makes no sense at all,
and only hurts those people who have serious needs for rehabilita-
tion services. I do think we need a game plan to deal with the pro-
vider issues in Medicare. We know the position reimbursement
structure is outdated. I look forward to working with Mrs. Johnson,
the Chairman of the Committee, Mr. Stark, Ranking Member, and
I do hope that we can come up with a package to provide sensible
changes in some of the provider issues been that have been really
around since 1996, I guess, or 1997, since 1997, that we have yet
to fully correct.

Mr. LEVIN. I look forward to working with you on those and oth-
ers.

Mr. CARDIN. Thank you. Thank you, Mr. Chairman.

Chairman THOMAS. I thank the gentleman. Does the gentleman
from Texas, Mr. Johnson, wish to inquire?
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Mr. JOHNSON. Thank you, Mr. Chairman. You are a refreshing
addition to the administration. I appreciate your answers in spite
of all the harassment you are getting. In the Medicare Moderniza-
tion Act, we created health savings accounts, probably one of the
most important law that is Congress has passed in a long time. A
few of my colleagues and I were working on the President’s SAO
proposals to expand and strengthen them. However, in order for
consumer-driven plans to work, there has to be accurate and com-
prehensible quality data available. Otherwise, you know, you are
driving blind in respects. In my district, a private not-for-profit
group called The Patient Safety Institute, you may be aware of it,
has developed a clinical information network that requires only an
Internet connection to access it. The benefits of their system are al-
most too good to be true.

Rather than costing billions of dollars, their system functions off
of a user fee much like the ATM system, and they have enjoyed
huge success in every pilot city that they are up and running in.
In fact, you may recall that the Western Governors Association
supported their efforts along the way. Ideas like this have the po-
tential to offer health consumers a huge advantage, and with mini-
mal use of taxpayer money. I see that the President has made
health information technology a priority in his budget. I wonder if
you could tell me what efforts are being made to work with the pri-
vate sector on this issue.

Secretary LEAVITT. Congressman, may I say that my instinct
leads me to precisely the same place that you have enumerated,
and that is to transform healthcare in this country, we must pro-
vide for the benefits of technology to transform medicine. For its
delivery. The President has made a proposal for $125 million this
year. More importantly than that, we need to turn to the power of
every agency in government, every State government. We need to
harness a collaborative effort between private organizations like
the ones you have referenced and large payers, and we need to de-
velop a system that will deliver healthcare in ways that will pre-
vent mistakes, lower costs and provide better care, and we are ca-
pable of doing it. This is a country that can perform on this, and
this is one that we have to perform on. We are now at the point
where 15 percent of the gross domestic product is being devoted to
healthcare. Many of those whom we compete with around the globe
are doing it more efficiently than we are. Ultimately, that will
come home to roost. We have to do this better than we are doing
it, and the kinds of initiatives you have spoken of in my judgment
are primary to that effort.

Mr. JOHNSON. I appreciate it. Free enterprise does work,
doesn’t it. Thank you, Mr. Chairman. I yield back.

Chairman THOMAS. I thank the gentleman. The gentleman
from Ohio, Mr. Portman, wished to inquire, and prior to recog-
nizing the gentleman from Ohio, I have been informed that there
is a birthday card in the Democratic cloak room for those who re-
member or wish to sign the 80th birthday card from the former
gentleman from Ohio, Mr. Louis Stokes.

Mr. PORTMAN. Thank you, Mr. Chairman, and Mr. Secretary,
welcome aboard. We are delighted to have you in this critical posi-
tion during what will be a challenging year for all of us, dealing
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with Medicare and Medicaid costs. I just left the Budget Committee
where we talked about the fact that if we don’t do something to re-
strain the growth in healthcare spending that by the year 2040,
Medicare and Medicaid alone will have costs that will exceed the
current budget as a percentage of the GDP. So, clearly, we need to
think smarter and, Mr. Johnson talked about some ways to do that
which you talked about as well in information technology, and add-
ing competition and transparency, and flexibility to the system.
One of the issues that has come up in my State, and I know around
the country, is the relationship between Medicare and Medicaid on
so-called dual eligibles. Those are low income senior citizens, many
of whom get long-term care from Medicaid. Although technically
Medicaid isn’t supposed to provide long-term care it does through
home health and skilled nursing facilities, but also, gets the pre-
scription drugs through Medicaid. If you could talk a little bit
about how it would be helpful to the Committee, how you think the
proposed reforms in this budget to Medicaid, for instance, might
impact the long-term care service for dual eligibles, and specifi-
cally, how Medicare and Medicaid should interact with regard to
dual eligibles. If you like to follow up with a letter, that would be
fine. I wondered if you had any thoughts on that for us today.

Secretary LEAVITT. I would like to address, Congressman, the
topic generally on long-term care, because I believe it is among the
more challenging topics we have to deal with. There has been some
discussion in this Committee this morning about Social Security.
That is a demanding issue that needs to be dealt with. Long-term
care is every bit as critical as Social Security and being able to deal
with it over the long term. There is a point in the life of every prob-
lem, when it is big enough that you can see it, but small enough
that you can still solve it. That is where we are on long-term care.
The President has proposed in his budget $3.7 billion over the next
10 years, to begin a transition for those who are served as elderly
or disabled to be able to be served in their home or in their commu-
nity as opposed to being essentially required to be served in an in-
stitution. That is just one of many reforms that I believe we can
make in both our Medicaid and our Medicare system to allow us
to cope properly with that.

While I am on the subject of dual eligibles, may I make a ref-
erence on the Medicare rollout. A subject that has been of some
concern, of grave concern to many, is how we will transfer those
who are currently served by Medicaid onto Medicare to assure that
there is no loss in their coverage or their capacity to reach prescrip-
tion drugs. Because many of those seniors will be required to make
a decision early, we have taken the action to ensure that no one
drops through the cracks by ensuring that all of those seniors will
have a decision made for them, if not by them. That shortly in the
periods that ensue afterward, we will be highly flexible in working
with each one of them to ensure that, in fact, it has been made in
a way that suits their interest. No seniors, transitioning from Med-
icaid to Medicare will lose their coverage because of lack of action.

Mr. PORTMAN. That is very helpful. I know, again, there is a
concern, certainly, in my State and around the country on that,
and that is very helpful, in particular, with regard to our dual eligi-
ble seniors. We also, appreciate, though, your willingness to better
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communicate, perhaps than we did, even with the prescription drug
card to our seniors, what benefit will be available on January 1st
of next year, and you and I have talked about this separately. I
know the Committee is going to be eager to work with you on that
rollout more generally as well. Thank you, Mr. Chairman.

Chairman THOMAS. I thank the gentleman. Does the gentleman
from Washington, Mr. McDermott, wish to inquire?

Mr. MCDERMOTT. Thank you, Mr. Chairman. Mr. Secretary,
we welcome you. Here you are up and playing a new game. You
were a Governor and when the Republicans sent out the new wel-
fare program, the new TANF bill, you said resources will have to
be diverted from current services such as pregnancy prevention,
training programs, marriage initiatives, fatherhood programs and
other child well-being initiatives in order to meet the cost of pro-
viding work sites to meet the Bush-proposed work requirements.
Now, it sounds like, in fact, I know that you are one of the few
States that counted 24 months of going to school as being work re-
quirements. The President’s budget, as presented that you are now
here defending and going to try to implement, says you can only
count 3 months.

Now, I would like to hear you explain to me why you think the
present Governor of Utah should have to cut that flexibility to see
kids go or young women go through school for 2 years and have
that count, instead of cut it back to 3 months. Where is the policy
judgment? Where is the proof that this new work requirement
makes it better? Because Ron Haskins, who was our former staff
guy and worked in the White House, says there is no evidence for
that. I wonder why, or how you feel about pushing that on your
successor back in Utah?

Secretary LEAVITT. Well, Congressman, we worked very suc-
cessfully, as you have enumerated, in being able to transform the
lives, not just the system, but the lives of those who were served.
It ultimately resulted in a complete reordering of the way we ap-
proach it. We began to make our system, rather than a welfare sys-
tem, into a system that helps people get back on their feet. You
were part of that, most on this Committee was, and we worked
very successfully under it. I have every confidence that the existing
Governor of Utah will take the construct that I helped reauthorize
and will responsibly balance those to do the same thing.

Mr. MCDERMOTT. The system that you are implementing takes
away his flexibility. Is it your intention to sort of ignore what is
in the law and use your waiverability to let every Governor do
what they want?

Secretary LEAVITT. Congressman, we will keep the law.

Mr. MCDERMOTT. Well, it is following the law. You are just ig-
noring the requirements of the law and give a waiver to a State
to do something else. You are saying that you are sure you will be
able to do it, because you will give them that power; correct?

Secretary LEAVITT. In 1995 and 1996, when I appeared many
times before Congress as a Governor to discuss this, it was an issue
then. What we concluded, and I was in complete agreement, then
and now, is that work is an ennobling virtue, that people need a
plan to move foward in order to have their lives transformed.
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Mr. MCDERMOTT. I don’t think anybody disagrees with that
Governor, no one disagrees with that. The question is how rigid
you make it and what you are willing to count. If education doesn’t
count anymore, then the question is it just getting people off wel-
fare or is it trying to get them up the economic ladder, get them
out into poverty, another kind of poverty, or do you want to give
them the way to get out. I just want to call your attention to this
chart over here. Because this is the chart that has to do with child
care. Now the bottom part—the top part of it is the 8.3 billion in
costs, that part right there, that comes from the new work require-
ments. This is from CBOE. This isn’t made up by Democrats. That
is their requirement, and this part down here is what is mainte-
nance of effort, right now. Your—this budget creates that much
more capacity, and you leave yourself with $10 billion hole to fill.
Now, I know you say we are going to fill it from money that is left
in States. So, I went and got the list.

The first 13 States at the end of 2003 had not one single dime
of unobligated money, California, Colorado, Connecticut, Illinois,
Indiana, Louisiana, Massachusetts, Oregon, South Carolina, Ten-
nessee, Vermont, Washington and Missouri. None of those States
had a single unobligated dollar and you are saying well, they will
just move these dollars that they have been holding back over into
this program. They don’t exist. How are those governors going to
raise this money? How are they going to provide the ability to fill
that hole? I mean, that is a hole in every State legislature today.
How are they going to do that?

Secretary LEAVITT. Congressman, I have wrestled with these
problems.

Mr. MCDERMOTT. I know you did.

Secretary LEAVITT. I know, in fact, it can be done and I know
we were better off as a result. There are a number of areas, welfare
being only one of them, where with additional flexibility Medicaid
would allow States to be able to deal with these problems in a way
that meets high national standards, expectations that we set for
ourselves and at the same time be able to do just what is called
for, and that is a continued movement of people off welfare and
onto work.

Mr. MCDERMOTT. I like what you say, but it doesn’t follow the
bill. The bill limits flexibility. That is the problem.

Chairman THOMAS. The gentleman from Pennsylvania, Mr.
English, wish to inquire?

Mr. ENGLISH. Thank you, Mr. Secretary. Again, welcome. As
we have seen from the hearing, from this hearing, that over the
years, since we implemented the 1996 law, there are far more ad-
vocates of flexibility that when we started. On the point of the 1996
reform, sanctions for failure to work and time limits on benefits
have been directly correlated with higher income gains among wel-
fare recipients, which is exactly the opposite of what the critics
have predicted. Unfortunately, in FY 2003, States reported that
only 31 percent of families with an adult recipient, participated in
the required 30 hours of TANF work activities. Given that work
rates have fallen among welfare recipients, in 3 of the last 4 years,
is the administration proposing any changes to its work require-
ments or check sanctioning in this year’s TANF proposal?
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Secretary LEAVITT. Congressman, I am going to tell you, I don’t
know specifically what has been proposed to prior in to the last
couple of months, so, I am not able to respond specifically to what
the proposals in the negotiations have been.

Mr. ENGLISH. Then may I specifically ask, is the administration
now receptive to the notion of full check sanction, something that
studies have demonstrated has the potential to engage welfare re-
cipients and ultimately make more of them aware, in some cases,
that they aren’t meeting the standards?

Secretary LEAVITT. I am being quickly briefed on just what the
State of the discussions have been.

Mr. ENGLISH. I understand.

Secretary LEAVITT. I will say to you and other Members, I have
been on the job now 20 days.

Mr. ENGLISH. I fully understand.

Secretary LEAVITT. Thank you. Congressman, let me just say,
I am delighted to be working on this subject. This is a subject that
is near and dear to me. I will work with you and other Members
of the Congress. I believe strongly in the virtue, in the ennobling
ability of work to transform people’s lives. I recognize that that’s
the standard we are after. It has the capacity to balance the need
between people to improve and continue to be self-reliant. I am not
able to conduct a conversation on this point right now, but I would
be delighted to do it either in writing or in person.

[The written response from Secretary Leavitt follows:]

The Administration continues to support State flexibility in use of the full check
sanction as currently allowed under the TANF program. However, we recognize that
there is a substantial body of research demonstrating the advantages of the full
check sanction.

The purpose of sanctions is to encourage compliance with work requirements lead-
ing to self-sufficiency. A critical benefit of strong work expectations and activities
is the ability to acclimate recipients to a working lifestyle—not simply learning how
to do a specific job, but to learn through experience what it takes to be employed
and remain employed. A weak sanctioning policy could undercut these expectations
and do serious damage to a family’s prospects to achieve self-sufficiency. When wel-
fare-to-work participants who refuse to comply with requirements continue to re-
ceive partial benefits, they and their families also can be placed at considerable risk
as their time-limited months of assistance are used.

The frequency and severity of sanctions, including “full-family” or case closure,
has increased under welfare reform. In some States, nearly half of all recipients ex-
perience a sanction over time. Most people are sanctioned because they fail to show
up for appointments. Under current law, if an adult refuses to engage in required
work, a State has the option to either reduce pro-rata or terminate the amount of
assistance payable to the family, subject to good cause. In the first instance of non-
compliance, 36 States impose a partial-grant reduction, 14 States impose a 100%
grant reduction, and one State gives a written warning. All States increase the du-
ration or the amount of the sanction for repeated noncompliance. Ultimately, 36
States impose a full-family sanction or 100% grant reduction, and 15 States con-
tinue a partial-grant reduction.

——

Mr. ENGLISH. We will certainly do that. As a follow-up, Mr.
Secretary, I have been—and this may also, be something we want
to correspond on. I have noticed that the administration’s budget
proposes $1.5 billion in cuts to specifically Medicare funding for
nursing home care. One of the ideas that I have had is that per-
haps a better way to encourage quality is to expand the pay for
performance concept to SNF's. Last year I introduced legislation on
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this subject and I intend to do it again. This legislation would for
the first time link the amount of Medicare reimbursement received
by a skilled nursing care provider to a qualified provider of that fa-
cility. I think this is the way to go to incentivize skilled nursing
facilities to continue making quality improvement a top priority. In
my view, this is maybe a better alternative than the scale of cuts
that we have been contemplating, and I would welcome an oppor-
tunity to work with you on this issue.
[The written response from Secretary Leavitt follows:]

To clarify, the budget did not propose $1.5 billion in cuts, but rather it anticipated
that CMS would implement SNF case-mix refinements, which under statute would
result in the elimination of the add-ons. The add-ons were costing Medicare $1.5 bil-
lion per year, for every year that we did not implement the refinements.

In the final SNF PPS update regulation for FY 2006, CMS implemented these re-
finements, which will result in more accurate payments. The refinements become
effective on January 1, 2006, effectively extending the add-on payments for an addi-
tional calendar quarter. We made other adjustments to the payment system, result-
ing in retaining one-half of the amount of the add-on in the payment system. Fi-
nally, SNF's also received the full market basket update for FY 2006. The cumu-
lative effect of these adjustments means that in FY 2006, total Medicare payments
to SNF's will be about $20 million greater than payments made in FY 2005, which
is an increase over the level payments we had predicted in the proposed rule.

Linking quality performance to payment is where health care is heading in the
future. Quality of care is a top priority for this Administration and linking payment
to performance is a proven way to improve and promote quality care.

Further, the Medicare Modernization Act of 2003 (MMA) propelled pay-for-per-
formance forward by linking Medicare’s annual update for inpatient hospital serv-
ices to the submission of quality data. Nearly all of the nation’s eligible hospitals
have begun reporting data on the quality of care they deliver, which is a vital step
in improving patient care.

While we do not have a formal position on your proposed legislation, we strongly
support the development of pay-for-performance programs for SNFs as well as for
other care settings. In fact, we are actively exploring SNF pay-for-performance de-
sign options, and have identified several basic criteria that we think will lead to suc-
cess.

During the September 20, 2005 special Open Door Forum, CMS discussed the re-
cent development of an initiative called Nursing Home Pay for Performance. Under
this demonstration, financial incentives would be provided to nursing homes that
meet certain standards for providing high quality care. As this demonstration is cur-
rently underway, we have been including stakeholders in the development process
to ensure that this demonstration is a successful one.

Secretary LEAVITT. Thank you.

Mr. ENGLISH. Thank you, Mr. Chairman.

Chairman THOMAS. Would the gentleman yield briefly?

Mr. ENGLISH. I would be delighted.

Chairman THOMAS. In a partial response to the gentleman from
Washington’s chart from the Congressional Budget Office, which
we are, of course, by law, required to follow up, I think it is inter-
esting, because obviously these are based on methodologies which
may or may not be substantiated by looking at previous estimates
and what occurred with the previous estimates. In 1996, when the
program began, the estimate by the Congressional Budget Office
was that by the year 2002 there would be a $14 billion shortfall.
What occurred, of course, in 2002, was a $6 billion-plus amount in
State coffers that had yet to be spent. So, whenever someone tells
me about a continuing pattern based upon assumptions that have
proven in the past not to be accurate, you anticipate some modifica-
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tion and estimate as basically the caseload question whether or not
the caseloads would be modified. I thank the gentlemen.

Mr. MCDERMOTT. Mr. Chairman, following the regular order,
may I comment on your response?

Chairman THOMAS. I borrowed the time from the gentleman
from Pennsylvania because his time had not expired, and he yield-
ed me the portion of his time, which has now expired. The Chair
recognizes the gentleman from Missouri, Mr. Hulshof.

Mr. HULSHOF. Thank you, Mr. Chairman. I would say to my
friend from Pennsylvania, it appears that we not only have new
converts to flexibility, but new converts to welfare reform generally.
Mr. Secretary, welcome. I think your appointment and confirma-
tion, excuse me, has demonstrated yet again the President’s ex-
traordinary ability to appoint highly qualified individuals to impor-
tant cabinet positions, and we look forward to working with you
during your tenure, recognizing that the short time you have had
on the job, I don’t want to greet you with a high and tight fast ball,
but I do want to express a concern, and it is a concern not just lim-
ited to Missouri, but a letter that we sent back in July of 2004, and
it relates specifically to an interpretation by the Center for Medi-
care and Medicaid services that I think could compromise the use
of volunteer faculty in graduate medical education programs.

A scenario, Mr. Secretary, in rural parts of my district and really
across the country, it is not uncommon for residents to train in a
physician’s office, in a clinic or in some other nonhospital sites. A
recent Office of Inspector General report, in fact, illustrates that in
many of these cases, the supervising physician is working on a vol-
unteer basis. What doctors have told me and others is that gives
them a sense of pride to really give back to the profession the abil-
ity to pass on their knowledge and their expertise to this younger
generation of physicians. Last year, as I mentioned in this letter,
there were, I think, 116 signatories from both political parties,
some on this Committee, some not, that expressed our concern with
then CMS’s policy, and let me say even arbitrary policy, dis-
allowing hospitals the ability to claim for payment purposes from
GME payment purposes, the time that residents spent in these
nonhospital settings.

In fact, further concern is that in 2002, CMS began denying and
sometimes retroactively through audits, payments for the time that
residents spent in these nonhospital settings and where super-
visory faculty volunteered their services. Again, those of us who
sent the letter back in July of 2004 thought that this was really
not Congressional intent. Along that line, when we passed the
Modernization, the Medicare Prescription Drug and Modernization
Act of 2003, we put in there a temporary moratorium on CMS’s
ability to have payment denial. So, again, I just set that up for you.
What I would ask, because we never got a response to our letter,
would be we would resubmit the letter to you, as we did back in
July of 2004, please take a look at it. Again, this is just a concern,
in light of this, the volunteer basis, and especially in these rural
settings, and, again, I welcome you here. You don’t need to com-
ment necessarily, because this is kind of a specific point. I would
welcome your response to that point as soon as you can make it.
Thank you, sir. I yield back, Mr. Chairman.
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Secretary LEAVITT. I will do my best to respond in a written
way.
[The information follows:]

Thank you for your continued interest regarding Medicare graduate medical edu-
cation (GME) payments to hospitals for training residents in non-hospital sites. On
April 12th of this year we sent you a letter discussing this issue. Specifically, we
addressed your concerns regarding the Centers for Medicare & Medicaid Services’
(CMS’) policy requiring hospitals to pay for the cost of the teaching physicians that
are volunteering their time to teach residents in the non-hospital setting.

As we discussed in that letter, volunteerism is certainly encouraged under the
Medicare Program and we are doing everything we can under the statute to facili-
tate the use of such volunteer faculty. As you know, the Social Security Act allows
a hospital to include the time a resident spends in non-hospital settings in its indi-
rect medical education (IME) and direct GME full time equivalent (FTE) count, ifthe
resident is spending his/her time in patient care activities, and the hospital incurs
“all or substantially all” of the costs of training the resident(s) in the non-hospital
site. The response we sent to your letter detailed the specifics of the statute and
our regulations that form the basis for our policies regarding reimbursement for
graduate medical education rendered in a non-hospital setting.

CMS recognizes the value of training more residents in non-hospital sites and we
intend to make sure our rules are clear in order to encourage this activity. Since
our response letter was sent to you we have posted on our website a list of fre-
quently asked questions and answers on volunteerism and Medicare graduate med-
ical education payments to clarify our policy for hospitals, non-hospital sites, and
physicians. These FAQs can be found at the following web address:

http://www.cms.hhs.gov/providers/hipps/nonhospQA.pdf

In response to some additional questions and concerns that we have received on
this issue, CMS has also had a number of formal and informal discussions with
Members of the public and hospital industry to discuss how we could better clarify
and convey our policies. These discussions are ongoing and we hope to emerge from
them with a better understanding of volunteer training and the extent of potential
reimbursement possible under the law.

Thank you for your continuing interest and concern on this topic. I greatly appre-
ciate all of the efforts you have made to ensure a full and fair payment system for
the graduate medical education program. If you have any additional questions, or
if I can be of any assistance, please do not hesitate to let me know.

——

Hon. Kenny Hulshof
House of Representatives
Washington, DC 20515

Dear Mr. Hulshof:

Thank you for your letter regarding Medicare graduate medical education (GME)
payments to hospitals for training residents in non-hospital sites. Specifically, you
are concerned with the Centers for Medicare & Medicaid Services’ (CMS) policy re-
quiring hospitals to pay for the cost of the teaching physicians who are volunteering
their time to teach residents in the non-hospital setting. Volunteerism is certainly
encouraged under the Medicare Program and we are doing everything we can to fa-
cilitate the use of such volunteer faculty.

The Social Security Act allows a hospital to include the time a resident spends
in non-hospital settings in its indirect medical education IME) and direct GME full
time equivalent count, if the resident is spending his/her time in patient care activi-
ties, and the hospital incurs “all or substantially all” of the costs of training the resi-
dent(s) in the non-hospital site. “All or substantially all” is defined in regulations
as the residents’ salaries and fringe benefits (including travel and lodging expenses
where applicable) and the portion of teaching physicians’ salaries and fringe benefits
attributable to training residents.

In the case of volunteer physicians, many hospitals have written agreements with
the teaching physicians that state the physician is volunteering his or her time and,
therefore, the hospital is not providing any compensation to the non-hospital site for
the teaching physicians’ time. However, this may conflict with the requirement that
iIfl‘ Oﬁ"der to be reimbursed for GME the hospital must incur “all or substantially all”
of the costs.
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In order for the hospital to incur “all or substantially all” of the costs, the actual
costs of the time spent by teaching physicians in supervising residents in the non-
hospital setting must first be determined. As long as there are teaching costs associ-
ated with the non-hospital training, the hospital must identify and reimburse the
non-hospital site for those costs in order to count the residents training at that site
for purposes of direct GME and IME payments. For example, in instances where
the teaching physician receives a predetermined salary, the costs of training resi-
dents are included in the salary, and the hospital must reimburse the site for an
amount based on the percentage of time the teaching physician spends training the
resident(s). Determination of the teaching GME costs would be dependent upon the
teaching physician’s salary and the percentage of time he or she devotes to activities
related to the residency program at the non-hospital site. Accordingly, the fact that
the non-hospital site is incurring a cost (i.e., the salaries) for the physicians’ time
which includes teaching time, indicates there are teaching physician costs of train-
ing the residents, even if the physician states that he/she is “volunteering” his or
her time to supervise the training of residents.

In other cases, there may truly be no supervisory teaching costs associated with
the non-hospital training. For example, where the teaching physician is a solo prac-
titioner, since the physician’s compensation is based solely on the bills the physician
submits for the patients he/she treats, there is no compensation, and therefore no
cost, for the time the physician spends on GME activities. Accordingly, in that case
it would be appropriate for the written agreement to state there are no teaching
physician costs at that site to be reimbursed by the hospital. Before residents train-
ing at a non-hospital site can be counted by a hospital for GME purposes, the hos-
pital must first determine, based on the specific arrangements at that site, whether
there are teaching physician costs.

Section 713 of the Medicare Prescription Drug, Improvement, and Modernization
Act of 2003 (MMA) provided for a time-limited exception to the requirement to incur
“all or substantially all” of the costs of training. Pursuant to this section, during the
1-year period from January 1, 2004, though December 31, 2004, CMS is to allow
hospitals to count allopathic or osteopathic family practice (no other specialty) resi-
dents training in non-hospital settings for IME and direct GME purposes, without
regard to the financial arrangement between the hospital and the teaching physi-
cian practicing in the non-hospital setting to which the resident is assigned. CMS
implemented this provision in a one-time notification issued on March 12,2004, and
solicited and responded to public comments in the fiscal year 2005 Hospital Inpa-
tient Prospective Payment System proposed and final rules.

In accordance with section 713(b) of the MMA, the Office of the Inspector General
(OIG) conducted a study of the appropriateness of alternative cost methodologies for
costs of residency training in non-hospital settings. The OIG issued a report in De-
cember 2004 that detailed the results of the study and made recommendations re-
garding Medicare payment for residents training in non-hospital settings. I have en-
closed a copy of the OIG report and a copy of CMS’ response to the report’s rec-
ommendations.

We appreciate the value of training of residents in non-hospital sites and want
to facilitate further development of this practice in accord with the statute. Con-
sequently, we intend to make sure our rules and our methods of implementing them
are as clear as possible. In particular, we will be posting on our Web site a new
set of frequently asked questions on volunteerism and Medicare GME payments.

In addition, we are conducting a review of our audit procedures to determine
whether we should update our guidance to our fiscal intermediaries. Given the rate
of change in the practice of medicine, we want to make sure our rules and audit
procedures are kept current. We also want to make sure we are meeting our pri-
mary objective of providing high quality, cost-effective care to Medicare bene-
ficiaries.

I appreciate your interest in this important issue. I will also provide this response
to the cosigners of your letter.

Sincerely,
Mark B. McClellan, M.D., Ph.D.

———

Chairman THOMAS. I thank the gentleman. The gentleman
from Georgia, Mr. Lewis.
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Mr. LEWIS OF GEORGIA. Thank you very much, Mr. Chair-
man. Mr. Chairman, I would like to yield a minute to my friend
and colleague from Washington, Mr. McDermott.

Mr. MCDERMOTT. Thank you. Thank you very much. Mr.
Chairman, your argument was that 1996 the child care estimates
made by CBO were far off. Because they didn’t take into account
the caseload reduction, but what you didn’t say was that in 1996
we put in $4 billion. If you look at that chart now, you see we are
putting in 1. If you put in 4 more, well, you would cut this down
in half, and that’s the real issue. You are only covering 10 percent
of it now.

Chairman THOMAS. Would the gentleman yield?

Mr. LEWIS OF GEORGIA. Thank you, Mr. Chairman, Mr. Sec-
retary. Welcome. Mr. Secretary, this budget is about our values.
Our priorities, as a nation and as a people. Do you think, or do you
really believe that this budget is friendly to the basic needs of the
American people. If I might continue, is there anything in this
budget that will close the growing and unbelievable disparity gap
between the minority population and the majority population, Afri-
can-American, Hispanic, native American, low-income groups and
others. If you can elaborate.

Secretary LEAVITT. Congressman, I do believe it is a budget
that deals with the values of this Nation. Let me just use a couple
of examples, community health centers. The President made a com-
mitment that we would see 1,200 new and expanded community
health centers. This budget not only helps meet that, but adds an
additional 40 that will go to the poorest counties in America, and
will serve some 6.1 million additional people over the course of the
next year. Another example, Medicaid. Much has been said already
about the fact that the President has proposed some changes in
Medicaid. I would like to explain what those changes are. One of
the changes is a clear statement that we are paying too much for
prescription drugs in Medicaid, and that if we were to make a
change in the way we do so, we could save $15 billion in the next
10 years. That money in large measure could be used to care for
children. In fact, he has proposed an additional $10 billion to go
for the care of children. He has also, proposed that we allow for
families to be able to care for the elderly and the disabled in their
home if they choose to, as opposed to institutions. I think that
speaks to the values of this country, that we believe in caring for
our parents and being supportive of them and being able to support
those who care for—so, Congressman, yes. I believe that there are
many provisions of this, that speak directly to our values.

Mr. LEWIS OF GEORGIA. Let me just ask you, have health cen-
ters substituted for coverage and disparities that exist?

Secretary LEAVITT. Congressman, it would be my aspiration
that health insurance would be within the reach of every American.
Sadly today, somewhere between 35 million and 45 million have
not yet achieved that. Among those, however, are a large popu-
lation of people who have not yet accessed health insurance but do
receive healthcare.

Mr. LEWIS OF GEORGIA. Mr. Secretary, I don’t want to inter-
rupt you but I travel a great deal. I have been to Provo, I have
been to Park City and I have been to other places in Utah, and I
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have been all across America, and in the heart of the American
south, and the southwest and Appalachia. You may have some
health centers in some and they are doing good work. The gap in
disparity is unbelievable when you come to the question of hyper-
tension, diabetes, prostate cancer, HIV and AIDS. As a nation and
a people, we should be able to do much better.

Secretary LEAVITT. Congressman, that is the American aspira-
tion, and this budget is directed to that. The President sees a na-
tion where, in fact, we do have the capacity to someday, ensure
that every American has health insurance within their reach. He
sees the capacity for us to do away with cancer and diabetes as dis-
eases and has appropriated billions of dollars toward that end. To
better manage those dollars he suggested and proposed changes in
the way we go about it to ensure that we can. That is a dream we
share.

Mr. LEWIS OF GEORGIA. My time is about to run out, but
there is a recent study on medical bankruptcy that found about 50
percent of all bankruptcies were filed because of high medical bills.
Are you concerned about that at all?

Secretary LEAVITT. Deeply concerned.

Mr. LEWIS OF GEORGIA. Well, why is the administration push-
ing these high deductibles?

Secretary LEAVITT. Because we would like to see health insur-
ance within the reach of every American, and we are dealing with
a system that is fundamentally not efficient, that is a way for us
to make it more efficient and to put it into the hands of more peo-
ple. Congressman, I have recently changed my own medical insur-
ance to a health savings account. I see it as a great opportunity.
While I was Governor, I worked to create health plans that would
allow us to provide could have acknowledge, some coverage to more
people, as opposed to a limited number having all coverage. Those
are the kinds of value judgments I believe we need to make, all
reaching to the same goal, and that is for health insurance to be
within the reach of every American.

Mr. LEWIS OF GEORGIA. Thank you, Mr. Secretary.

Chairman THOMAS. The gentleman from Florida, Mr. Foley.

Mr. FOLEY. Thank you, Mr. Chairman, and I welcome you, Mr.
Leavitt, to our hearing and thank you for your emphasis and the
President’s on community health-based solutions. I represent some
of the poorest counties in America and the richest. So, I have a di-
chotomy of population, Glades County, Hendry County and I vis-
ited personally the community health centers delivering quality
care in an atmosphere of compassion for those who have meager
incomes, don’t feel as if they are charity, they feel they are getting
good quality health care. Medicaid—and you will be receiving from
Florida’s Governor Jeb Bush, I believe, the President’s favorite gov-
ernor, maybe second to you, some interesting revamping of Med-
icaid in our State from a top to bottom State-run system to a more
market-based, citing community health centers as one of the ways
to triage. I hope you will be favorable to some of the request of
waivers he may make of your department. Second, I think we all
agree that there have been some horrific cases in the news regard-
ing child care in Florida, in New Jersey, in the foster care system.
I am one who generally likes to see the States handle their own
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work product. I feel there’s an urgent need for us as a nation to
look at the quilt of laws that apply to child welfare and look at
ways in which we can either streamline or better protect the chil-
dren in the custody of foster parents. We track library books better
than we do our children, and we have seen too many cases of
abuse.

I would like to urge you, as Secretary, to undertake a thorough
look see at how the States operate and how we may be able to work
as partners, if you will, sharing information across State lines and
the fitness of people. People move. They leave States. We can’t go
after their backgrounds and find out if they have prior criminal
convictions or child abuse convictions. So, a lot of things I think
could be helped by your agencies efforts in that direction. Finally,
again, on the health centers, just to underscore the importance the
President placed at the State of the Union and, of course, followed
up with real dollars. I also, wanted to take a moment in that same
line of thinking, because the pharmaceutical industry does come
under attack by almost everyone, both Republican and Democrat.
They have provided some valuable resources to some of the poorest
in my community through the sharing programs, taking care of
those who have no eastbound come to provide drugs, provide oppor-
tunity for them. So, I think while we can lambaste them for a num-
ber of things, I do think we also, have to acknowledge some of the
significant role they play in delivery of drugs to those who cannot
afford any type of coverage.

Secretary LEAVITT. Congressman, just two quick responses. The
first is that there is now a spirit of innovation that I believe is oc-
curring in States with respect to providing access to health care to
more people through Medicaid. There is great concern on the part
of Governors, for example, that they are being forced to release
from coverage optional groups that they badly want to cover. Gov-
ernor Bush, I look forward to hearing more about his waiver re-
quest. With respect to child welfare, may I tell you that this was
among the most difficult problem that I dealt with as Governor,
and I believe any Governor. I have knocked on the doors of families
and said with a caseworker to a mother, I need to speak with you
privately or your children privately. I know the anguish that they
face every day. This is among the most difficult things that a gov-
ernment deals with. We need high national standards that States
can meet. We also, need to give States the capacity to meet them
with the levels of flexibility and the means by which they can find
the best way to do so.

Mr. FOLEY. I would love to work with your legislative staff to
develop some proposals.

Secretary LEAVITT. Thank you.

Mr. FOLEY. I yield to the Chairman if he wishes inquire.

Chairman THOMAS. I thank the gentleman. Would the gen-
tleman from Connecticut wish to inquire?

Mr. LARSON. Thank you Mr. Chairman and Mr. Secretary, and
thank you for your distinguished service as Governor.

Secretary LEAVITT. Thank you.

Mr. LARSON. From everything I have heard about you, your
reputation precedes you and from this dialog this morning is sug-
gestive of your commitment. I think the President has chosen well.
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Secretary LEAVITT. Thank you.

Mr. LARSON. My concern is a direct one for the constituents in
my district, especially as it relates to prescription drugs. Quite
frankly, they feel like they are refugees from their own healthcare
system. Having to travel to Canada, in order to afford prescription
drugs, while their neighbor next door goes to the local VA and gets
a deep discount, or the person next door who works for Wal-Mart
who has their corporation negotiate directly on their behalf. I am
all for market forces. As Mr. Cardin points out, when we end up
having the more than 40 million elderly in our country, in essence,
subsidize the rest of the world, why they continue to pay exorbitant
prices for prescription drugs, is it the moral responsibility of gov-
ernment to step in at this point and negotiate directly? My ques-
tion is, if we were able to give you the authority to do that, would
you encourage the President not to veto that in a proposal that
would change the current law?

Secretary LEAVITT. Congressman, we have an opportunity, I be-
lieve, in the next year, that is historic, and that is to put into the
hands of our seniors and those who will be otherwise eligible, a
powerful new tool and benefit, not only to receive prescription drug,
but to receive them at the lowest possible price. That tool is a ro-
bust market with choices, not just of plans but of medicines. There
is no power on Earth greater than a market to find that place, and
I believe that we will. In fact, seniors

Mr. LARSON. Should the market fail to produce the robust kind
of discount, would you be willing to negotiate directly on behalf of
the more than 40 million people for the discounts, the same kinds
of discounts that are enjoyed by the VA or by people in the cor-
porate sector who negotiate directly for those same kinds of dis-
counts, but not nearly with the kind of leverage that you could
have with more than 40 million people.

Secretary LEAVITT. Congressman, as recently as day before yes-
terday, we received the good news that one marriage company will
be offering a national plan. Others, I believe, will follow. We will
have, in fact, robust competition in every significant or insignifi-
cant market in this country. Seniors will have choices. They will
have people competing for their business, and they will not only
have better prices, but better service as a result.

Mr. LARSON. Unfortunately, the choices that they face currently
are between heating and cooling their homes and the food that they
have to put on the table and the expensive cost of prescription
drugs. Let us hope that you are correct. Because for them, it is a
God-awful decision.

Secretary LEAVITT. This is a great moment in history for us to
be able to take that choice and put it into the past for many sen-
iors.

Mr. LARSON. I hope you are correct.

Chairman THOMAS. I thank the gentleman. The gentleman
from Colorado, Mr. Beauprez, wish to inquire?

Mr. BEAUPREZ. Thank you, Mr. Chairman, and thank you, Mr.
Secretary, for coming before us today. I would like to continue
down the path my colleague just established a little bit, perhaps in
a little different venue, but this Committee, and this Congress is
wrestling with the rather weighty issue of Social Security, and if




42

we reform, how we reform, concern about the growing unfunded li-
ability out in front of us, and as large as that is, as some of us look
at the complexity of the rest of government, and specifically
healthcare, it somewhat pales by comparison to the looming cost in
front of us to challenges in front of us as to how in the world do
we deal with at least the path of escalation that we have estab-
lished for escalation of cost. From your perspective, which I would
acknowledge is a reasonably powerful perspective, a well informed
perspective, especially having been a Governor, how do we get our
arms around that? What are the opportunities that exist in front
of us to not only reach the edge of the cliff, but total off of it, which
we would, of course, like to avoid?

Secretary LEAVITT. Congressman, that is a complex subject, but
I would offer 2 points as a beginning. The first is the foundation,
which is the use of information technology to transform the health
sector. It is behind woefully, and it is beginning to challenge or to
be a weight on our competitiveness as a nation. Once that is back
in place, I see us moving toward a system that is focused on the
consumer as opposed to organized to the convenience of the system
itself. We need a system that will begin to respond to the consumer
and allow direct access to the consumer, and then the capacity to
tie it together with technology to where we have a system, very
shortly, I believe, that can eliminate the inefficiency, for example,
of a written prescription, where a person takes a piece of paper
that they may or may not be able to read and takes it to a drug-
store and waits for it to be filled.

I see a day very shortly where a doctor will be able to with a
PDA write a prescription that will have been coordinated to the
electronic health record of a patient, that before the patient leaves
the physician’s office, it will be being filled by a neighborhood phar-
macy and deliverable either at their home or at their reach. That
is the kind of inefficiency—and we have all experienced this. We
don’t have to explain this to each other. We all know that it is fun-
damentally inefficient, and that we have got to transform it, not
simply tinker around the edges.

Mr. BEAUPREZ. It is my observation that if anywhere that old
adage “time is money” is true, it is certainly true in healthcare. It
has been called to my attention that as much as—in the most ex-
pensive point of delivery in healthcare in our entire system, emer-
gency rooms, for an hour of patient time, we, and I use that very
collectively, we, but a lot of it, the government, have burdened our
healthcare providers with an hour of paperwork. It seems to me
that maybe we have overdone what was probably a very good idea
with excessive regulation.

I would offer you more as an observation than really a question,
that perhaps we should be aggressively looking there as well, to try
to wring some of the escalating costs, again assuming that time is
money, the costs out of health care and let docs and nurses take
care of patients. Last, in what little time I have—and maybe you
have to respond in writing—you had mentioned that there is con-
siderable savings with Medicare, and I believe I wrote it down cor-
rectly, intergovernmental transfers and other inappropriate ac-
tions. Can you respond with what exactly you meant by that?
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Secretary LEAVITT. The President has indicated his belief that
we should wrestle with three problems with Medicaid this year. In
26 seconds I will just tell you. The first is we are overpaying on
prescription drugs. There is general agreement among the States
and the Federal government on that point. The second is that there
are loopholes in our law that have provided a means by which peo-
ple could give their assets to their children and qualify for Med-
icaid. That needs to be changed. The third is that there are some
honest disputes between States and the Federal government about
who should pay what share. Those are called intergovernmental
transfers. It would take a while to describe it. It is time to fix it.

Mr. BEAUPREZ. 1 thank the Secretary, and I yield back, Mr.
Chairman.

Chairman THOMAS. I thank the gentleman. Does the gentle-
woman from Pennsylvania, Ms. Hart, wish to inquire?

Ms. HART. I do, Mr. Chairman. Thank you. First, Mr. Secretary,
I want to thank you for the work you did in your prior position,
especially with regard to the reason with which you approached a
lot of questions that we work with you, and I expect the same

Secretary LEAVITT. Thank you.

Ms. HART. In this position, although it is probably going to be
a little more trying, I would imagine. also, I am interested in a lot
of the same things that Congresswoman Johnson is interested in.
She had mentioned something earlier about mental health clients.
We actually identified some concerns at home for mental health cli-
ents moving from Medicaid to Medicare and some of the unique
problems that they have and they face. I commend that to your De-
partment, and I hope to work with you along with a couple of the
national organizations that are advocates for people with mental
health issues. I don’t have a particular question about it right now,
but I look forward to working with you.

Secretary LEAVITT. May I say that the conversation we have
had today about mental health and this transition has raised ques-
tions in my mind that I want to further investigate, and 1 appre-
ciate having the conversation. It has been stimulating to me in that
respect.

Ms. HART. We will share some of the concerns that were
brought up. I just had a meeting in the district on Monday about
it. My main question, though, is regarding the Medicare Mod-
ernization Act, some of the things that I think are really wonderful
as part of it. I know that as those who are getting their health care
through Medicare will learn, that it is going to be really helpful to
them, especially the preventative solutions to health care issues.
Many experts believe, obviously, this is going to be helpful to the
quality of life and therefore, obviously, the quality of their health
for seniors and for others on Medicare. If we are proactive like this,
as all the private plans really are becoming, health care costs could
be confronted and reduced like never before. I know there has been
a number of issues that have been identified by your agency about
that. I would like it if you would spend a little bit of time speaking
to those issues specifically as you view them as we begin to imple-
ment the new Medicare Modernization Act (P.L. 108-173).

Secretary LEAVITT. It would seem that many of those issues
might be best responded to in writing so, that I can give you a con-




44

sidered response. As I understand your question, you would like to
know how I basically feel with respect to mental health issues.

Ms. HART. No, not mental health. Just in general health issues
for people on Medicare as a result of this preventative focus that
Medicare will take as a result of the modernization.

Secretary LEAVITT. I think one of the great opportunities that
has come about from the Medicare Modernization Act is the Wel-
come to Medicare physical. Not only will that provide a foundation
for us to begin to treat those things that need to be healed, but it
can also, provide us with a foundation of wellness. The trans-
formation that needs to occur in our country is not simply pro-
viding technology for our records; it is a mindset. It is about not
simply looking for ways to heal but for ways to keep us well. I envi-
sion a society where we have fewer people who are sick because
more people have done things to prevent themselves from becoming
ill. That is the opportunity that I think the Medicare Moderniza-
tion Act sets forward for every senior as they enter, to have a
wellness physical, a benchmark so, that we can begin not just to
treat what ails them, but prevent those things that could ulti-
mately shorten their life. I view the job the President has given me
as the Secretary of Health and Human Services to fundamentally
help people live longer and healthier lives, and to do it in a way
that will help us maintain economic competitiveness as a nation.
I think this is fundamental to that purpose.

Ms. HART. Aside from being a life-fulfilling sort of idea, as far
as seniors being healthier as they age, do you also, see it as a cost-
saving measure?

Secretary LEAVITT. No question about it. Not only will it be cost
saving as we prevent it, but it also, provides great benefit to those
who ultimately have longer lives and live better.

Ms. HART. Are there any estimates that the Department might
have that might help us to discuss that when we are in our dis-
tricts?

Secretary LEAVITT. I feel confident that there are. I am not able
to articulate them, but I would be pleased to respond in writing.

[The written response from Secretary Leavitt follows:]

We understand your questions to be addressing potential health benefits and cost
savings related to the new Medicare preventive benefits enacted in the Medicare
Prescription Drug, Improvement, and Modernization Act of 2003 (MMA). As of Jan-
uary 1, 2005, all newly enrolled Medicare beneficiaries are covered for an initial pre-
ventive physical examination, all beneficiaries are covered for cardiovascular screen-
ing blood tests, and those at risk for diabetes are covered for diabetes screening
tests.

These new benefits can be used to screen Medicare beneficiaries for many ill-
nesses and conditions that, if caught early, can be treated and managed, and can
result in far fewer serious health consequences. Such conditions as obesity, diabetes,
heart disease, and asthma could be made far less severe for millions of Medicare
beneficiaries.

For example, approximately 129 million U.S. adults are overweight or obese,
which costs between $69 billion to $117 billion per year. Obesity also has a signifi-
cant impact on Medicare beneficiaries’ quality of life and on Medicare spending. For
the period between 1996 and 1998, a 15 percent increase in annual per capita Medi-
care spending is attributable to being overweight, and a 37 percent increase is at-
tributed to being obese (Finkelstein EA, Fiebelkorn IA, Wang G. “National medical
spending attributable to overweight and obesity: how much, and who’s paying?”
Health Affairs-Web Exclusive. 2003 Project Hope).
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e Additionally, in 2002, an estimated 20.8 million people (7.0 percent of the popu-
lation) had diabetes, costing the U.S. approximately $132 billion.

e Heart disease and stroke are the first and third leading causes of death in the
United States. Cardiovascular diseases cost the U.S. more than $300 billion
each year.

e Approximately 23 million adults and 9 million children have been diagnosed
with asthma at some point within their lifetime, with costs near $14 billion per
year.

By providing an initial physician examination for all newly enrolled Medicare
beneficiaries, seniors and disabled Americans will have the opportunity to discuss
with their physician the importance of preventive care and living a healthy lifestyle.

Smaller amounts might be spent preventing these conditions, given accumulating
evidence that much of the morbidity and mortality associated with these chronic dis-
eases may be preventable. Combined with other screening and preventive services
already covered by Medicare, the MMA’s new preventive benefits could result in
Medicare spending less overall to treat beneficiaries with these conditions.

————

Ms. HART. I would be pleased to receive that. I think it is part
of the measure that has been underdiscussed, and I do now know,
as people are starting to understand, that there is this Welcome to
Medicare physical. They are pretty excited about it, I know, people
that are approaching that age. The other issue, of course, for them
is just the opportunity to know up front, early, and not really seek
treatment when they are really sick. Thank you. I yield back.

Chairman THOMAS. The Secretary, as a welcome to Washington
informational piece, needs to know that the $1 billion cost of the
physical provided no savings under the cockamamie scoring struc-
ture under which we operate here. He will find that there are a
number of issues that, as you settle in, you will realize that getting
this place to focus more real world in terms of cause and effect will
produce savings. I am pleased to say this Committee and this Con-
gress accepted the cost, after 6 years, of getting the physical in
place anyway because we know, even if it doesn’t produce any real
savings, quality of life will go up significantly, whatever price tag
you may place on that. Does the gentleman from Illinois, Mr.
Emanuel, wish to inquire? We go back and forth between the
Democrats and the Republicans; and if there were another Demo-
crat, I would call on them, but you are the only one here.

Mr. EMANUEL. I feel like a Member of the Agatha Christie
novel, “And Then There Were None.” So, I am here. Is
cockamamie—can you find that in the dictionary?

Chairman THOMAS. Actually, that is HHS jargon.

Mr. EMANUEL. I would hate to break it up into separate—
maybe we should give it to Mr. Safire, he has some free time.
Thank you, Mr. Chairman. Thank you, Mr. Secretary, for being
here, working with you at EPA. You know, I know I missed my col-
league from Connecticut’s question about obviously the issue of di-
rect negotiation. I think one of the unfortunate—talked about a
couple issues. One is on Medicare; second is on health care for chil-
dren; and then on welfare. Hopefully I can get it in in short order.
As your answers to periodic questions about the prescription drug
bill and letting the market forces detail in that area and deal with
price, the biggest issue as relates to seniors are prescription
drugs—where it represents now 6 out of every 10 cents of dollars,
or 60 cents out of every dollar that they spend is on prescription
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drugs, where it used to be 10 cents—was the issue of affordability
and price. I think the prescription drug bill missed dealing with
that issue both in the areas of direct negotiation, reimportation, or
moving generics to market quicker to compete against name drugs.

In every one of those areas you could use market forces correctly
and tools from the marketplace to get lower prices. Every pur-
chasing agent for any corporation uses bulk negotiation. That is
how Sam’s Clubs does it; that is how Lowe’s does it. They force the
competitors to make—and then because of purchasing power, use
their bulk purchasing to drive down prices. Everybody on this side
says, why doesn’t the government copy the private sector? Here is
one example we want to copy the private sector and we rule it out,
and yet we could get savings for taxpayers and for senior citizens.
Second is, you know about my passion for reimportation because
here in the United States we pay 40 percent more than anybody
else in the world. It may not be the cure-all, but it would be one
way to dent and bring competition to bear in the marketplace. The
third would be bringing generics to the market faster, not allowing
frivolous lawsuits by pharmaceutical companies to keep generics off
the market for a long period of time. Every one of those are proven
marketplace tools to bring prices down.

Now, your predecessor—and you know, you have been asked here
by others—would have liked to have that negotiating authority.
You had it. Just in the prior question to my colleague from Colo-
rado, you mentioned Medicaid pays too much for prescription drugs
is one of the dictates by the President to deal with that. Medicaid
can do certain things, Veterans Administration can do certain
things, the purchasing agent at Sam’s Clubs can do certain things,
all leading to lower prices and getting the best price. We are pre-
venting that from happening. I would hope at some point in your
period of time here, rather than hiding behind the issue of safety—
or we allow the insurance companies to do it—you can negotiate.
I have full faith and credit that you can negotiate on behalf of 41
million purchasers of pharmaceutical products. So, I want to make
that statement, because I don’t think we are using the market cor-
rectly.

Second is, there was an article the other day, I think it was on
Monday, in the Wall Street Journal about how many middle-class
families have been letting their kids—rather than purchase the
health care through their company because it is too expensive—to
go into basically the SCHIP program. They are middle-class fami-
lies. Have you ever looked at basically a consumption tax, a nickel,
4 cents, as a way to pay for universal health care for kids zero to
18, and make the commitment that for every kid zero to 18 we
would pay for their health care? How much would that cost, and
could we do a financing mechanism? I mean, I would be open to
using a consumption tax on that basis to pay for health care for
kids. Have you ever seen what would it cost to have universal
health care up to 18 years old in this country? Do you have a cost
estimate?

Secretary LEAVITT. I do not.

Mr. EMANUEL. Could it be something that the Department
could look at?

[The written response from Secretary Leavitt follows:]
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The MMA prohibits the federal government from interfering in the price negotia-
tions between Part D plans and drug manufacturers and pharmacies. While the
MMA does not allow government price negotiation, this does not mean that aggres-
sive price negotiation will not take place. The MMA relies on private sector price
negotiation and other cost management efforts to deliver substantial savings for
beneficiaries. While some have called for the government to become directly involved
in drug price negotiation under Medicare Part D, doing so would not save money
and would have unintended adverse consequences.

Both CBO and the CMS Actuaries have concluded that allowing the government
to negotiate drug prices would not generate additional savings under Medicare Part
D. The MMA relies on health plans and their related PBMs to negotiate deep dis-
counts with manufacturers and to manage costs through proven techniques. Both
CBO and the CMS Actuaries believe these plans will be able to achieve 25 percent
cost management savings over time and that beneficiaries will save in a competitive
market by migrating to more cost-efficient plans with lower premiums.

Private sector price negotiation and other cost management activities have deliv-
ered substantial cost savings for other federal programs like the Federal Employees
Health Benefits program (FEHBP). FEHBP leaves price negotiations up to the pri-
vate plans that provide coverage for federal retirees. It has worked well for these
plans, and we believe it will for Medicare as well. Enrollees in FEHBP plans have
benefited from the favorable prices negotiated by these plans, likely resulting in
lower out of pocket costs for copays and premiums.

In addition, price setting by a program as large as Medicare could be disruptive
to the health care market. Medicare beneficiaries account for about 40 percent of
the dollars spent on prescription drugs in the U.S. If Medicare undertakes a heavy-
handed government approach to drug prices, the implications for the market could
be large. While some government programs have had some success with mandated
pricing, these programs are much smaller than Medicare, and their pricing strate-
gies do not have as great an impact on the health care market. Price setting by a
program as large as Medicare may not permit adequate investment in research and
development that we need for the future.

We do not believe that Medicaid’s approach to determining drug prices would gen-
erate larger savings than private sector efforts under the Medicare Part D program.
While CMS data suggest that the Medicaid program receives rebates equal to about
22 percent of expenditures, the Medicaid program generally pays higher prices for
brand drugs at the retail pharmacy than private insurers, which means that the ul-
timate prices paid by Medicaid are not as low as 22 percent rebates would suggest.
The overall savings experienced by the FEHBP program from discounts, rebates,
and cost management activities and the overall savings projected by CBO and CMS
Actuaries under private Medicare Part D plans compares favorably to the Medicaid
experience.

Due to differences in the circumstances under which the Department of Veteran’s
Affairs and Medicare provide drug coverage, we believe that the VA model would
not generate additional savings for Medicare. The VA directly purchases and deliv-
ers drugs to many individuals, whereas the Medicare program offers beneficiaries
a choice of private plans and pharmacies. Many of the prices for VA drugs are deter-
mined not by price negotiation, but instead by statutory requirements related to the
federal supply schedule.

Experience with the Medicare Drug Discount Card Program suggests that private
sector price negotiations have the potential to yield substantial cost savings for
beneficiaries. The Medicare Drug Discount Card program has delivered substan-
tially lower price for beneficiaries, and has done so without the leverage that an in-
sured benefit will have. CMS estimates that the Medicare drug discount card pro-
gram offers prices for brand name drugs that are about 12 to 22 percent lower than
national retail cash prices, based on analysis of prices offered by card programs for
6 illustrative baskets of drugs. A private plan that administers a drug benefit is
likely to have substantially more leverage in negotiating discounts and rebates than
a discount card program. Thus, the success of the Medicare drug discount card spon-
sors in negotiating substantial discounts and rebates bodes well for the potential of
Part D plans to meet our expectations of substantial cost savings for beneficiaries.

——

Secretary LEAVITT. I am sure that between the able budgeteers
at CBO and with technical assistance from HHS we could perhaps
assist——
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Mr. EMANUEL. Get a price? Okay. To the issue of welfare re-
form, and having worked on it and worked with you when I was
in the administration, one of the things that, besides child care,
you know the Medicaid health care 1-year transition ends after the
first year, and then a parent—as you ably show, one of the best
benefits of welfare is to that child. Welfare reform that is. Because
the person now working, that child is part of a culture of work. Yet,
when that parent loses their health care, you are making them
choose between work and being a good parent, and many times, as
you know, the data shows people slip off of work and independence
back into welfare, because that is the only way they can be a good
parent and get the health care. I would hope that we look at in the
proposal, of getting a second year of Medicaid transitional health
care for people who leave welfare and go to work rather than just
1 year. It gives them a longer time in the workplace.

Chairman THOMAS. Does the gentleman from Ohio, Mr.
Chocola, wish to inquire?

Mr. CHOCOLA. Indiana, Mr. Chairman. I would be happy to in-
quire. Thank you.

Chairman THOMAS. Would the gentleman yield just very brief-
ly?

Mr. CHOCOLA. Sure.

Chairman THOMAS. Because, as new Members to the Com-
mittee, I would just tell the gentleman from Illinois that, as he
knows, that the question of moving from patent drugs to generics
is in fact in the jurisdiction of the Energy and Commerce Com-
mittee and not in this Committee’s jurisdiction. In addition to that,
in requesting CBO analysis of the Medicare modernization bill
prior to its passage, the question was, were we to follow the Med-
icaid procedure of best price for drugs, that would cost us $18 bil-
lion. The “to market” strategy employed in the Medicare mod-
ernization bill saved $18 billion. The very point the Secretary made
about saving money on Medicaid is, in fact, the use of best price,
and their leaving money on the table that could be available
through the market price structure. I thank the gentleman for
yielding.

Mr. CHOCOLA. Thank you, Mr. Chairman. Thank you, Mr. Sec-
retary, for being here, and thanks for your service. You might be
able to surmise from where I am sitting in the Committee here and
the order of the questioning here, I am new to the Committee. In
fact, I am relatively new to Congress. Not long ago I was in the
private sector. Unfortunately, I just caught the tail end of my col-
league from Colorado’s question, but I think he was asking you
about information technology and the value of that. Certainly I
would encourage you, having seen the magic of implementing infor-
mation technology on productivity gains and lowering costs—im-
proving quality, serving our customers better in the health care
field I think could truly be magical if we can utilize that. So, I am
glad to hear that you support that.

Part of my goal as a Member of Congress is to bring some busi-
ness practices and procedures to Washington. One of the things
that certainly perplexes me and disturbs me is OMB has reported,
I think last year, up to $45 billion of payments were made improp-
erly and about 40 billion of that was in programs under the juris-
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diction of this Committee. Certainly information technology can
help us identify and prevent those. We talk about how much we
spend on programs, and unfortunately our only measurement of
success is how much we spend but not how well we spend. If we
can identify those things and prevent those things, certainly we
can spend much better. Do you have any thoughts now, or could
you provide them later, on ways we could work together to make
sure we prevent those improper payments in the future?

Secretary LEAVITT. Every morning when I wake up, health in-
formation technology implementation is on my mind for that very
reason. I believe it is the transforming power to allow us to have
a more efficient system, to maintain our competitiveness as a na-
tion, to deliver health care to more, to reduce the number of mis-
takes that are made in health care, to provide lower costs and bet-
ter care.

Mr. CHOCOLA. Well, I look forward to working with you and
seeing ways we can accomplish that, because certainly I think it is
very important. Just one quick other point. We have heard about
questions about reimportation from places like Canada. One of the
things that I never hear the other side of is the fact that the
United States has about 50 percent of the drug market in the
world; Canada has about 2 percent of the drug market in the
world. It strikes me that we could reimport essentially every pill
in Canada, and we could not really address the problems that we
have here in the United States. It sounds like a good solution, but
in fact it is not a very practical solution, because Canada simply
does not have the supply. I think some of the leading pharmacies
have come out and pointed that out, that they cannot fulfill Amer-
ica’s drug needs. Do you have any thoughts on that?

Secretary LEAVITT. We have spent most of our time today in
the brief interchanges we have had on this subject focused on the
cost. I will just acknowledge the fact that there is a lot of dispute
on the economics of that subject, and I won’t further that discus-
sion today. What we have not talked about is safety. Drug counter-
feiting is real and it is serious and dangerous. We have no idea at
times whether a drug is a counterfeit drug or whether it is a real
drug. There could be substantial differences in the quality of that
product. My predecessors have very clearly indicated that they did
not believe we had the capacity to guarantee the safety of those
pharmaceuticals. I am new at this job. I am only forming my own
opinion, but I am very quickly coming to the realization that drug
counterfeiting is real and dangerous.

Mr. CHOCOLA. Thank you, Mr. Secretary. Thank you, Mr.
Chairman. I yield back.

Chairman THOMAS. I thank the gentleman. The Chair, for a
very brief round of questioning, will recognize the gentleman from
Washington, Mr. McDermott.

Mr. MCDERMOTT. Thank you, Mr. Chairman. I appreciate that.
One of the issues that we talked about briefly earlier was health
care coverage in this country. You were talking about the tax cred-
its. In the past, the administration has estimated that 60 percent
of the people who participate in the tax-credit program would have
been previously insured. In other words, they already have cov-
erage, and for one reason or another they now start taking the



50

credit. Is that—does that really add to the—I mean, are you biting
into the 44 million that don’t have health insurance if what is hap-
pening is that 60 percent of the people who come into the—you say
there 1s going to be 6 to 12 million, something like that. If you ex-
pect that 7 or 8 million of those are going to be people who already
have insurance and just are simply taking advantage of the credit,
or their employer is saying we are going to raise the cost because
you can now get a credit, I mean, I can see the manipulations that
will go on. Are you anticipating that will come out of the individual
market people are buying for themselves or people who are in com-
pany-sponsored things?

Secretary LEAVITT. Congressman, I have spent considerable
time in recent days working to reconcile what the number of unin-
sured individuals actually is, and I have discovered a rigorous de-
bate that exists. You can hear numbers between 32 and 48 million,
and you can hear them larger than that or smaller than that if you
choose to understand their arguments. One thing I have concluded
is that there are broad groups of that population who are receiving
care, but we don’t call them insured because they don’t have a pol-
icy. The community health center system is a part of that. The In-
dian Health Service is also, an example of that.

It is equally difficult then to begin to estimate what the impact
of one program or another will be on the permanent capacity for
people who have health insurance. There are people who receive it,
who give it up for various reasons at different times, and it is hard
to come up with an exact number. What I have concluded through
the advice of extraordinarily gifted people, economists, is that over
the course of the next 10 years we can assist 12 to 14 million peo-
ple to be among the rolls of those who are insured. [——

Mr. MCDERMOTT. Presently uninsured people?

Secretary LEAVITT. That is correct.

Mr. MCDERMOTT. With the indulgence of the Chairman, if you
would give us the best of your analysis, because I think this issue
will come up in this Committee.

Chairman THOMAS. It is an important question, and I think the
Secretary should submit an analysis, especially focusing on—the
gentleman’s time has expired—focusing on the way in which people
define the uninsured; because there are a number of people who
are, for want of a better term, periodically uninsured, there are
those who are chronically uninsured, and there are those who tech-
nically are uninsured, but, as the Secretary said, receive significant
health care.

[The written response of Secretary Leavitt follows:]

The health insurance tax credit proposal will benefit up to 4.6 million Americans
who would otherwise not have coverage. The health insurance tax credit proposal

rovides a subsidy for low-income individuals with modified income of less than
530,000 and families with modified income of less than $60,000. These eligible indi-
viduals and families have the option of using their tax credits to purchase a high
deductible health plan (HDHP) and contribute to an HSA or to use their tax credits
to purchase non-HSA eligible health coverage. The health care tax credit is only for
lower-income individuals and families, who are unlikely to be eligible for subsidized
employer-sponsored health insurance.

Additional information to respond to Chairman Thomas’ question.:

How the uninsured are measured is an important issue to consider. People can
be uninsured for various reasons, such as being between jobs, out of school and no
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longer covered by a parent’s plan, not offered or ineligible for coverage through an
employer, or not able to afford the coverage that is offered or available. In addition,
a person can be covered for a relatively short time (between jobs) or for extended
periods (unable to afford any coverage). The Agency for Health Care Research and
Quality (AHRQ) has conducted analyses on data from the Medical Expenditure
Panel Survey (MEPS) that provides some insight into some of these measures of the
uninsured.

AHRAQ indicates that 79.8 million people under age 65 were uninsured for at least
one month during the two year period between 2001 and 2002, the most recent
MEPS data available. Of this group, approximately 31% (24.6 million) were unin-
sured for at least two years (long-term uninsured).! But another 30% (24.0 million)
of this group was uninsured for 6 months or less, while about 19% (15.0 million)
were uninsured for 7 to 12 months and about 20% (16.1 million) were uninsured
for 13 to 23 months.

While the Administration seeks to expand access to coverage for all those who are
uninsured, clearly those who are chronically uninsured for the long term (two years
or more) are of the greatest concern. These long-term uninsured are disproportion-
ately older, poorer, and more likely to be Hispanic than those who are uninsured
for shorter lengths of time.

Among all individuals, those between the ages of 18 and 24 have the highest rates
of uninsurance and the highest rates of long-term uninsurance. Despite the high
rates among younger individuals, older individuals make up a disproportionate
share of the long-term uninsured, even with their low overall rates of uninsurance,
with 40% of the uninsured between 55 and 64 years of age remaining uninsured
for two years or more.

AHRQ analyses have shown that individuals below 200% of poverty are dispropor-
tionately represented among the long-term uninsured, even more so than among the
total uninsured population. The poor (individuals below 200% of poverty), while
comprising 12% of the total population, make up 19% of the total uninsured popu-
lation and 21% of the long-term uninsured. Conversely, while high-income individ-
uals make up 38% of the population, they make up 20% of the total uninsured and
16% of the long-term uninsured.

Hispanics have the highest overall rate of uninsurance and the highest probability
of being uninsured long-term. Hispanics make up 15% of the population, but 24%
of the total uninsured population and 36% of the long-term uninsured. Of the 53%
of Hispanics that lacked health insurance at some point during the two-year period,
almost half (24%) were uninsured for two years or more.

———

Chairman THOMAS. It is necessary for the Chair to note that,
on the other side of the coin the gentleman just described, there
are 40 percent of people who were not otherwise insured prior to
the program who are now insured. The old adage of one size
doesn’t fit all is, I think, exactly right in this case. We are going
to have to look at a number of not only legislative responses but,
frankly, outreach programs to identify those folks to begin to bring
them in. The Chair appreciates the concern of the gentleman from
Washington and, frankly, wants to work with him in examining the
current programs, how we can maximize the effectiveness of those,
and look for some alternative programs; because, frankly, any num-
ber short of a technically correct 100 percent coverage isn’t good
enough.

Mr. MCDERMOTT. I think, Mr. Chairman, the reason I raise
this issue, and I think the Governor knows and you know, that
many States have tried to maximize their Medicaid coverage and
they have played all kinds of interesting games to do that. What
I am wondering about is the kind of shifting that will go on when
we put a tax credit out there, what will be the effects of all that?

1AHRQ defines the long-term uninsured as those survey respondents without health insur-
ance for the entire two-year period they were surveyed. This population is compared against in-
dividuals who were uninsured for any length of time.
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Anything you can do to give us an analysis of that would be very
helpful.

Chairman THOMAS. Not just an analysis of the consequence,
but some gaming as to how we can anticipate and therefore be
ahead of the curve.

Secretary LEAVITT. Mr. Chairman, just a reminder, and I am
sure all of you are aware of this. Those are administered through
the Department of Treasury. We look forward to that kind of co-
ordination and would be delighted to be part of a collaborative ef-
fort, but it is not specifically something within the mission or budg-
et at HHS.

Chairman THOMAS. I would tell the gentleman how fortunate
he is in appearing before the Committee that has direct jurisdiction
and responsibility for the Department of the Treasury, and we look
forward to inviting you to a coordinated effort in that regard.

Secretary LEAVITT. Thank you.

Chairman THOMAS. Without any additional questions, the
Chair thanks his colleagues, the Committee stands adjourned.

[Whereupon, at 1:24 p.m., the hearing was adjourned.]

[Questions submitted by The Honorable Jerry Weller to Sec-
retary Leavitt and his responses follow:]

Questions Submitted by Representative Weller

Question: Last year I engaged then HHS Secretary Thompson in a dialogue
about rates of reimbursement for Federally Qualified Health Centers
(FQHC) within the Medicare program. Specifically I had a concern that the
per visit payment limit might be negatively impacting access to care, par-
ticularly among low income beneficiaries. In May of 2004 I received a letter
from Secretary Thompson in which he shared my concern for ensuring ac-
cess to care, although he believed the rates for FQHCs to be adequate. To
his credit and because of the importance the President has placed on utili-
zation of health centers, the Secretary did direct the Centers for Medicaid
and Medicare Services (CMS) and the Health Resources and Services Ad-
ministration (HRSA) to look into the FQHC payment limit, specifically how
that limit was derived and whether it was appropriate to recalculate the
limit.

Almost a year later, I am now getting word from health centers inside my
district and my state that this issue is a “dead issue” within CMS and that
there is no intent to pursue the issue any further. I am obviously dismayed;
particularly since I had the word of the previous Secretary to look into this
matter.

Secretary Leavitt may I have a commitment from you that you will pick
up where your predecessor left off and direct CMS and HRSA to evaluate
the FQHC payment limit and respond to my concern in writing to you?

Answer: As you know, the Federally Qualified Health Centers (FQHCs) are paid for
their reasonable costs to treat Medicare beneficiaries, subject to a limit on a per-
visit payment. For calendar year 2005, the per-visit payment limit is $109.88 for
FQHCs located in urban centers and $94.48 for FQHCs in rural areas. The FQHCs
can also bill separately for certain other services that are not included in the per-
visit limit, such as x-rays, electrocardiograms, and clinical lab services. The FQHC
per-visit limits have continued to be updated for increases in medical practice costs.

Expanding access to health care for medically underserved Americans continues
to be an important priority for this Administration. The FQHCs serve a very impor-
tant role in providing health care in rural and other underserved areas. I strongly
share your concerns in ensuring accessible care in these areas. Federally Qualified
Health Centers (FQHCs) provide primary care services and the current Medicare
payment amount adequately reimburses for this care. Although we believe the pay-
ment cap is appropriate and reasonable, we will continue to monitor FQHC payment
amounts to ensure that FQHCs are paid appropriately.
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Question: One of the rarely discussed improvements coming out of the
Medicare Modernization Act was the adjustments made to the Medicare
FQHC program. It is my hope that changes made to the program will in-
crease access to care for low income seniors at community health centers.
In Illinois, only 4% of health center revenue is derived from Medicare and
I think the adjustments will help improve that percentage in my state.

Relative to the adjustments made in the law:

Is CMS on target to implement the FQHC “wrap around” payment for
services provided under the Medicare Advantage (MA) program? My under-
standing is that CMS plans on implementation in 2006.

I also understand that CMS is near completion of the regulations gov-
ernin?g the FQHC Medicare program. When will they be available for com-
ment?

Relative to Medicare Advantage, I am concerned that low income bene-
ficiaries living in very poor rural and urban communities may not have ac-
cess to services provided at health centers, particularly those low income
beneficiaries who choose an MA plan. I understand there is little support
for requiring MA plans to contract with FQHCs, but how does CMS intend
to assure access to FQHC services through the MA program?

Answer: Medicare Advantage (MA) organizations must provide adequate access to
services for enrollees and, before contracting with MA organizations, CMS conducts
reviews to ensure that the network of providers is adequate to meet the health care
needs of expected plan enrollees. MA organizations are free to contract with FQHCs
but they are not required to do so. The Medicare law explicitly prevents CMS from
mandating the entities with which MA organizations contract to provide services.
In order to ensure that requirements for enrollee access to needed services are met,
MA organizations are also able to request capacity limits on their enrollment if their
network is not large enough to care for additional enrollees. Also note that changes
to the Medicare law made in 2003 address certain financial considerations related
to payment for services provided by FQHCs under contract with an MA organiza-
tion. Specifically, the law established a wrap-around payment beginning in calendar
year 2006 to make up for any shortfall between what an MA plan pays an FQHC
under contract and the payments the FQHC would receive from the Medicare fee-
for-service program for similar services. Note that the MA plan must pay the FQHC
the same amount it pays other contracted providers for similar services. We believe
this change in the law may help facilitate contracts between MA plans and FQHCs.

Question: In a recent paper released to explain the upward revision in the
Medicare Part D cost estimate, the Centers for Medicare and Medicaid
Services (CMS) referenced the implementation of competitive bidding for
services as a step they are taking which will “provide a stronger founda-
tion to keep Medicare sustainable.”

Assuming that access in rural areas and quality standards are protected,
does the Administration support extending competitive bidding to addi-
tional items and services paid for by Medicare?

Answer: CMS is in the process of implementing a Competitive Bidding Program for
Durable Medical Equipment, Prosthetics, Orthotics, and Supplies (DMEPOS), as
mandated by section 302 of the Medicare Modernization Act (MMA). This program
is based in large part on a prior Medicare demonstration project, which obtained sig-
nificant savings on DMEPOS items at the two demonstration sites.

MMA section 302 also requires a competitive bidding demonstration for clinical
laboratory services. The CMS Office of Research, Development, and Information is
now working on a clinical laboratory bidding implementation plan.

We expect the current DMEPOS bidding program and the clinical laboratory dem-
onstration to offer insights into whether additional items may be good candidates
for competitive bidding. Thus, we will look to the results of those programs to in-
form any future competitive bidding initiatives.

———

[Submissions for the record follow:]

Statement of Marlena Roberta Bryson, Canyon Country, California

Our 15yr old daughter went to a party without our permission and her father and
I found out about it. She refused to let us know where she was, refused to come
home because she knew she would be grounded and we had taken her computer
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away. So we called the police and reported her as a runaway on December 17, 2004.
We didn’t hear from her for over 2 weeks. When we were finally notified of her
whereabouts, it was by DCFS. Martin Tillinger notifies us that our daughter has
been with her maternal grandmother (who we haven’t spoken to in 6 months due
to a family dispute, has made allegations of abuse by us and she is too afraid to
come home. The next day, Martin comes to our home, does an investigation, inter-
views me and my three younger children, checks out our home and decides that our
15yr old daughter hasn’t proven her allegations to be substantial and she was re-
leased back to us. Unfortunately, she was extremely mad and hit me with her fist
in my left eye right in front of the DCFS office. I sustained a deep gash next to
my eye that required stitches. At that time, Martin sent her to stay with her pater-
nal grandparents. I did not press charges against my daughter. Martin proceeded
to close the case on. On 1/13/2005, a different CSW Manjit Walia re-opened the case
and on 1/14/2005 my three younger children were detained and taken out of school
by DCFS. We were told that we were in violation of a previous dissolution custody
order, which was in fact dismissed because my husband and I reconciled. Manjit as-
sumed the order was still in affect. That same day, we meet with Manjit and Mar-
tin. We provide them with the notice of entry dismissal and proof of service that
was filed in Ventura County. Then she says well 10 years ago there was a domestic
violence issue and the all three younger children said that we were going to lock
our 15 yr old daughter in her room, mind you, she has a bedroom window or bath-
room window to sneak out of. So right away we knew Manjit wasn’t being honest
with us. These are bogus and false statements. She never once has come over to
see our home. Our children were sent to live in a 2bdrm home with senior citizens
(paternal grandparents), they sleep on the floor, they have been told that they are
not wanted there, that only there 15yr old sister was the one they wanted to stay
with them, they are threatened to get whipped with a belt and split up in different
foster homes. Their paternal grandparents tried to tell us how to raise and rep-
rimand our 15yr old and when we disagreed with them, they felt disrespected. That
is when, I feel, they collaborated with the maternal grandmother( who has given
them money during this time) get the kids away from us, because we haven't let
her visit our children in over 6 months due to our dispute). Now, as of 1/20/2005,
all 4 children were court ordered to temporarily stay with their paternal grand-
parents while the hearing was continued for further investigation. My 3 youngest
cried out loud, as well as my husband and myself, in court. They want to come home
with us. They told Manjit they wanted to come home. Even Martin told Manjit to
let them go home to their parents. She refused. On 1/21/2005, my husband is noti-
fied that our 3 youngest children have run away from their grandparents. We even-
tually find them hiding in our back yard. On Monday 1/24/2005, reluctantly I had
to return them to the Santa Clarita Sheriffs. At that time, I was arrested on felony
parental abduction charges. I was booked and incarcerated for approx 23 hours. I
wasn’t read my rights until about an hour before I was released because the D.A.
rejected my case. My children were sent to a foster home in Palmdale. I almost
didn’t make it to the emergency hearing on 1/27/2005. I was never notified by DCFS
about the hearing or that I had a right to attend. It was only when the foster moth-
er informed me of the hearing and that I had a right to be there. I attended that
hearing and was given a monitored visit with my three youngest children. Even
though the foster mother is very nice, my children are not happy there. My son was
on a basketball team and has since been kicked off. My two girls are in Girl Scouts
and are missing troop meetings and cookie sales. My youngest daughter was sup-
posed to perform in a school play. Our family has goals in life. We are on a mission
to do things in life. We have had our problems in the past. We are not perfect. We
love our family very very much. My husband and I have been together for over 21
years and married approximately 16 years. Unfortunately, neither one of us had a
good childhood upbringing. Therefore, we don’t have a solid background of how nor-
mal families should be. So we are learning day by day. I do believe that has hin-
dered us in living life on our own. I now understand the deep impact that has had
on our family’s lifestyle. We are not trying to make excuses for our actions—we are
just acknowledging the facts that lead us to where we are today. Our kids know
we love them as we know they love us. We are very involved in daily activities with
them. My whole world surrounds my family. I am determined to do whatever it
takes to get us back to the way we were. No matter what the paper trail appears
to be, we are focused on our family. It is our family. We aren’t cruel people. We
are only human. We are open to suggestions for help with situations that we cannot
maintain. We know we deserve an opportunity to help our family succeed and stay
together. We don’t deserve to be separated, without a chance to repair what has
gone wrong. No one has given us chance to heal our problems. No one has stopped
to even ask us if there’s a problem or to offer advice. We're sorry for our wrong do-
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ings. We are aware of our actions. We also are learning from them. Don’t punish
our family without at least giving us a chance to improve.

I have written a letter to several politicians, local, national and state agencies re-
questing information as well as help. Approximately 80% have replied with offers
to help. Assemblyman Keith Richman’s office is investigating DCFS on my behalf.
I recently heard from Governor Schwarzenegger’s office and they too are concerned
with DCFS’s actions against my family. I am so grateful to receive help from these
officials. Now, that DCFS became aware of their involvement, they have change
their position and have recommended our children be returned to us immediately.

I still believe that CPS/DCFS needs to be completely reformed. The CPS/DCFS
agencies have been given too much authority/control over family’s daily lifestyles.
They have continued to violate civil rights and pass judgment without thorough in-
vestigations. Unfortunately, monetary incentives seem to be at the root of their in-
tentions. They manipulate and sabotage every family they come in contact with.
These agencies are staffed with the most corrupt rogue workers there are.

———

Statement of Molly K. Olson, Center for Parental Responsibility,
Roseville, Minnesota

Title IV-D—Welfare Reform—Budget Savings Idea

Clarify that IV-D is Intended for the NEEDY not any Private Domestic
Relations Action

State Agencies are Misusing Title IV-D to Obtain Federal Funding

Is this a State Issue or a Federal Issue? State Legislators Need
Clarification.

This written testimony is a BUDGET SAVINGS IDEA applicable to federal Title
IV welfare reform, with a potential to save taxpayers nationwide as much as $88
billion a year.

The Title IV-D program is unnecessarily costing taxpayers (federal, state, local)
as much as $88 billion in direct and indirect costs because of the misapplication of
federal law resulting in an overreach of authority by the state’s IV-D agency, under
the direction of the Federal Office of Child Support Enforcement (OCSE), a division
of the U.S. Department of Health and Human Services (DHHS), which take their
instruction from Congress and the President.

Title IV-D of the Social Security Act is a federal program that states are man-
dated to implement if they voluntarily participate in and want federal funding for
Title IV-A (TANF). Title IV-D is a federal program that is administered by the
state or a local agency within the state. All Title IV programs are meant for the
needy and most vulnerable families. We need to continue to protect this class and
promote independence from government.

My concerns are particular to Minnesota, but the issues are identical in all other
states that implement their IV-D program void of any eligibility standards and
means testing.

ISSUE: The OCSE has directed the state IV-D agencies to exceed their authority
through their unwarranted practices, which are contrary to congressional intent,
defying the purpose of the Title IV program, and unnecessarily costing taxpayers
billions. This program must be restrained to protect the public purse and
protect the privacy and independence of our families. The program has be-
come over-inclusive because of the misapplication of the law, creating an excessive
burden to the taxpayers. The program is violating individual rights because of
an unlawful overreach of IV-D authority into private domestic relations matters,
which are reserved to the states. Absent a determination of financial need prior to
approval of the IV-D application, there is no pecuniary or protectable interest for
the government to provide Title IV-D services.

LAW/RULE: A change or clarification of the law or regulation, or a clarification
to the states from the OSCE are needed to restore the program to its intended pur-
pose and stop unwarranted government intrusion of the Title IV-D program into
non-needy families nationwide. According to the congressional record Title IV-D re-
quires:

1. First, Title IV as a whole, is limited to “needy” families who have become “de-
pendent” on the government for financial support.

2. Title IV-D requires an “absent parent” and a “needy” family. The congres-
sional record indicates the definition of the term “absent parent,” for the pur-
pose of Title IV, includes those parents who were not at all involved with their
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children, who abandoned the family to public assistance, and who are not ful-

?lllnlg their responsibility to raise the children, thereby resultlng in a “needy”

amily.

3. The congressional intent of Title IV-D clearly limits the class of IV-D recipi-
ents to two:

a. those on welfare, then IV-D becomes a cost recovery program, to save tax-
payer money by collecting money through IV-D to reimburse the IV-A
agency, and

b. those at risk of falling on welfare (former and never welfare recipients), to
protect those who would become “needy” if they don’t receive their support
payment privately, to ensure payments as a cost avoidance measure.

Currently, loving, involved, responsible, regular paying non-custodial parents
(good parents) are unnecessarily falling under the control of the government IV-D
program even when their children are fully taken care of and at no risk of becoming
part of a “needy” deprived family. Private domestic relations family matters are
being unnecessarily drawn into the IV-D program even when: 1) there is no support
problem and the non custodial parent has a history of consistently paying, and 2)
the custodial parent (IV-D applicant) is financially well off (earning as much as
$100,000 a year) and has never been on public assistance, is not likely to ever need
pubhc assistance, and could afford to take care of all collection privately—so in ef-
fect, self-sufficient and even affluent people are using IV-D services because they
get the services free or substantially subsidized by the taxpayer. State and local
agencies encourage ALL divorced people to participate in the IV-D program regard-
less of need or circumstance, because the MORE people that are in the program,
the MORE federal funding the state/local agency receives. The IV-D agency is grow-
ing on the backs of good people who have no need for the government program, but
who are encouraged (even erroneously ordered) to use it, just because it is available.
Larger IV-D agencies may be good for the agency, but it is not good for our
families, and it does not promote efficient government.

Unfortunately, nationwide, the practices under IV-D have exceeded the law and
defeat the purpose of the program, using scare public resources to provide services
to a class Congress did not intend to serve. Testimony, as far back as 1997, has
warned of this problem created by perverse incentives to the states.

Responsible Public Servants Warned Congress of the Problem
Ms. Frye, Chief, Office of Child Support in CA
For the Welfare Reform Bill
3/20/97

She states:

“As we understand it, the proposal goes far beyond the Congressional intent to de-
velop an incentive system that rewards good outcomes and in fact encourages states
to recruit middle class families, never dependent on public assistance and never
likely to be so, into their programs in order to maximize federal child support
incentives”. She goes on to say, “And my colleagues across the country have already
informed me how I can win at this system; recruit the middle class, bring those
higher orders into your system and that way you will be able to benefit like some
of the other states from the cap removal on the never-welfare population™.

As an “agent” of the federal government, for the purpose of delivering IV-D serv-
ices, the Minnesota State Department of Human Services shows their misunder-
standing of the program, as they falsely inform our state legislators and judicial offi-
cers that IV-D is an “entitlement” program. The MN DHS has also declared to the
other branches of government that: 1) IV-D is a stand alone program, and 2) that
the federal government requires the state to provide all the IV-D services to anyone
and everyone who applies. The U.S. Supreme Court decision, Blessing v Freestone,
made it clear that IV-D is NOT an “entitlement” program.

Title IV-D is NOT an “entitlement” Program
U.S. Supreme Court
Blessing v Freestone, 520 U.S. 329 (1997)

“Title IV-D was not intended to benefit individual children and custodial parents,
and therefore it does not constitute a federal right. Far from creating an indi-
vidual entitlement to services, the standard is simply a yardstick for the Secretary
to measure the system-wide performance of the State’s Title IV-D program. Thus, the
Secretary must look to the aggregate services provided by the State, not whether the
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need of any particular person have been satisfied. . . . As such, it does not give
rise to individual rights.”

The intended beneficiary of the IV-D program is not an individual, it is the
government.

TITLE IV-D PROGRAM IMPLEMENTATION: The state and federal OCSE is
mis-interpreting 42 USC 654 (4)(A)(ii), and using the phrase “any other child” to
swallow up every child in the country, when an IV-D application is filled out. Be-
cause of the federal incentives to the state, the local IV-D agencies are encouraging
everyone to apply. Currently, there are only two criteria for an applicant to enter
the IV-D program and receive IV-D services. In Minnesota and other states, the
two step need determination assessment process for IV-D services is limited to: 1)
did one parent fill out an application and sign it, and 2) are the two parents living
in different households. Subsequently, even the upper middle class are being added
to the program, absent a finding of financial need. There is nothing on the congres-
sional record to support this over-inclusive eligibility standard—or lack thereof.
Serving the affluent is contrary to congressional intent of Title IV and outside the
scope of Title IV-D, which is to provide services to financially “needy” families only,
which is clear limitation of all Title IV programs. This over-inclusive practice leads
to a violation of many individual rights because the loving, involved, responsible,
regular paying non-applicant parent is not provided an opportunity to object to the
delivery of IV-D services in their private domestic relations case.

The IV-D program was designed to recapture money from legal “deadbeats,” not
dads who involuntarily moved out, but relocated down the block so they could stay
involved and see the children 3—4 days a week and maintain a strong record of reg-
ular support. However, once under the snares of the administrative IV-D agency,
all non custodial parents find they have no individual rights and are assumed to
be deadbeats, which increases conflict between the parents, which negatively im-
pacts the children. The stated goal of the state IV-D system is to “maximize federal
funding.” It’s not about the children. The system doesn’t have the best interest of
children in mind, because the state is primarily after their own financial interest—
that is, the federal funding. Loving, involved, responsible, regular paying dads do
have their children’s best interest in mind, and these efforts are often thwarted and
discounted by the IV-D agency. Many non-needy middle-class custodial parents ig-
norantly sign up for full IV-D services just for the wage-withholding service, be-
cause they are misled to do so by the local IV-D agency and told “IV-D is the easi-
est form of wage-withholding.” With modern technology, private domestic relations
cases have many private banking options for wage-withholding and direct deposit,
and all divorced people do not need the IV-D program.

The state IV-D agency and the federal OCSE are misinterpreting 42 USC
654(4)(A)3ii), 45 CFR 302.33, and 45 CFR 303.2 to mean the federal government re-
quires the states to “provide” full IV-D services to anyone and everyone who applies
regardless of need or circumstance. On its face, the regulation merely states the
services “must be made available.” Clearly “made available” is very different than
“provide.” A ballpark is “made available” to everyone, but that doesn’t mean every-
one is “provided” entry on the day of a game or a seat of their choice, unless they
meet certain requirements.

By allowing everyone and anyone into the IV-D program, when they simply fill
out an application, we are creating a welfare program for the affluent. The
IV-D program is making self-sufficient people dependent on the government,
contrary to our welfare program objectives. This defies logic and common sense, and
is unsupported by the record. (see attachment, with statement from GAO report).

Wade Horn, Assistant Secretary, Administration for Children and Families, U.S.
DHHS provided testimony to the U.S. House Ways and Means Committee on Feb-
ruary 10, 2005 (before the subcommittee on Human Resources). In his testimony,
he indicated that the purpose of “these programs” (referring to Title IV programs)
is “to improve the lives of families who otherwise would become dependent on
welfare.” As many as 40-60% of all current IV-D cases nationwide would not be
eligible for services using the congressional purpose to limit the program to appli-
cants: 1) on welfare, and 2) at risk of falling on welfare. Mr. Horn further testified
that the next steps are to make “economic independence within the reach of
America’s neediest families.” People earning $80,000—$100,000 a year do not fit
that focus or achieve the goals established by Congress for the IV-D program. Pro-
viding services to this class of people must stop or the whole system will eventually
crash and go bankrupt (see attachment, with statement by former Secretary

DHHS).
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Congress may not be opposed to providing IV-D welfare service funding
to the wealthy. However, if the states are opposed to this practice and want to
limit IV-D services to the “needy,” consistent with congressional intent, it seems
that Congress should make it clear that the states are allowed to limit IV-D serv-
ices based on an assessment of “need” and be assured they can do this without being
in violation of any federal law, regulation, or the State Plan.

Is this a federal question or a state question? The Minnesota Department of
Human Services claims the authority to determine who is provided IV-D services
is “a federal issue” further claiming “the feds make us do it” (i.e. provide IV-D to
the wealthy families who are receiving their support with no problem, but apply for
IV-D). If providing IV-D services to the non-needy and even affluent families is not
a federal requirement, but rather, a choice the state can make or not make, and
still be in compliance with IV-D, this must be made clear throughout the entire IV—
D system nationwide.

CONCLUSION/SOLUTION/WHAT CONGRESS CAN DO: Minnesota citizens
and state legislators want to change state law to clarify that IV-D services are lim-
ited to those “needy” families Congress intended to serve: 1) those on welfare, and
2) those at risk of falling on welfare if they don’t receive their private support pay-
ments. State taxpayers nationwide need to know the delivery of IV-D services must
be limited to “needy” families. The MN DHS claims the Federal government
WILL NOT ALLOW MINNESOTA to limit IV-D services to needy families,
and that the state must provide services to everyone and anyone who applies. This
means Minnesota (and all other states) are providing IV-D welfare services to the
non-needy, who have never been on public assistance, display no evidence they are
ever likely to need public assistance, and have never experienced a support collec-
tion problem. To provide clarity to the states, if this is not the position of Congress,
please dispel the notion that the Secretary of DHHS can require that the states
“must provide” services to the non-needy who are outside the scope of the purpose
of the Title IV-D program and beyond the stated intent of Congress.

BOTTOM LINE: Minnesota has wide bi-partisan support for a deficit reduc-
ing measure that would limit the non-public assistance IV-D services to the
“needy.” We are assured other states would follow. The Minnesota state legislative
body is seeking documentation from the federal government that would ensure:

1) Minnesota will not be out of compliance with the Title IV-D State Plan or fed-
eral law, if we enacted a state law that would limit IV-D services as Congress in-
tended to: 1) those on welfare, and 2) those at risk of falling on welfare if they didn’t
receive their support privately.

Please help solve this problem of the over-reach of authority by the IV-D agency,
resulting in unwarrated intrusion by the government, impacting the privacy rights
of non-needy families, and causing an excess burden to taxpayers at all levels:
federal, state, and local. I represent a 100% volunteer organization, and we have
no paid lobbyists, and “we the people” need your help. We have been seeking an
answer from Congress on this issue for more than two years; 201 Minnnesota legis-
lators are waiting for a response. The awareness of this misapplication of the IV—
D program is spreading over the internet and emails are being forwarded nation-
wide to expose the problem.

WE WANT OUR FAMILY ATONOMY BACK. We expect fiscal responsibility
with our tax dollars. Congress and federal and state agencies are charged with the
task of allocating limited funds across a range of needy families. Private domestic
relations matters should remain private absent a compelling state interest. When
there is no pecuniary interest for the government, nor a need to invoke parens
patriae powers to protect the child, the government should not be involved in the
family. Putting loving, involved, responsible, regular paying non-custodial parents
and high earning custodial parents into the Title IV-D program unnecessarily in-
creases conflict, destroys what little is left of the fractured family, thereby harming
children, and is nothing short of a fraud upon the taxpayer. We have 7 people on
our research team with 38 years of cumulative experience researching Title IV-D.
We would appreciate the opportunity to share more of our research with you, and
answer any questions at anytime.
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The GAO has already figured out this problem.
Why has this report has been largely ignored?
June 13, 1995 “Opportunity to Reduce Federal and State Costs”
Report # GAO/T-HEHS-95-181
By Jane L. Ross, Director, Income Security Issues

«

. many non-AFDC clients may not be within the population the Congress envi-
sioned serving.” p. 6

According to the Bureau of Census 1991 data, “about 65% of these reported in-
comes, excluding any child support received, exceeding 150% of the federal poverty
level.” p. 6

“. . . about 45 percent reported incomes exceeding 200 percent of the poverty level
and 27% reported incomes exceeding 300 percent.” p. 6

“. . . the rate at which child support services are being subsidized appear inappro-
priate for a population that Congress may not have originally envisioned serving.”

“The non-AFDC child support program—many are not within the low-income pop-
ulation to which Congress envisioned providing child support enforcement services.”

p.3

The US DHHS has made a strong policy statement

Why has OSCE policy changed to require that a full range of services be provided
to all applicants?

U.S. Supreme Court Case—Blessing v Freestone, 520 U.S. 329 (1997)
Silver’s Reply Brief (page 5) to the Eleventh Circuit Court

Pohcy Statement From Donna Shalala, US Secretary DHHS:
. . a guarantee . . . of the full range of . . . child support enforcement serv-
ices—for all individual cases—would bankrupt IV-D agencies across the country.”

——

Submission of Tammy Lee O’Dell, Mesa, Arizona

I am writing on behalf of my sister and her problems with CPS. I feel that CPS
is wrong in so many ways. After telling my sister she must come up with clean UA’s
she would get her baby (2months) back and they wouldn’t come get her other 2 chil-
dren whom are 3 and 5 yrs. old. After doing UA’s for 3 months they showed up at
her door with an officer and forcefully took her 3 yr. old little girl from her arms
claiming they already picked up her 5 yr. son from school. They reason they gave
was because she was living at a house they told her she couldn’t stay at. If that
was the case why did they go where she actually was. At the next mediation they
said that they were not going to give the baby back because he has been in the care
of the grandmother and is use to her. They would schedule supervised visits and
them not bring her children for 3 months. Her 5yr. old son thinks his mom doesn’t
want him. CPS want to know why her son has so much anger built up not remem-
bering they could be that reason. For the 3 months my sister did not see her chil-
dren they told her it was because she never called her parent aide the day before
and my sister said she hasn’t been able to get ahold of her. It just so happened on
the same day my sister shows up to see her children which they weren’t there, CPS
tells my sister that they haven’t been able to get ahold of her parent aide for 2
weeks. Cps has made up stories in her file that are not true. Things like she had
a baby die in California which she has never lived or been in California. I remember
the very first mediation she had with all the CPS workers and her lawyer and we
told her lawyer that she wanted to fight the grandmother who took the baby from
her. We tried to explain that the grandmother has been after my sister since the
day she refused to not do the abortion in which the grandmother was gonna pay
for. She even wrote a letter to my sister begging to adopt the baby and continued
until after he was born. My sister refused. When she told her lawyer that she want-
ed to fight the grandmother he said ok. But when we got into the court room that
is not what happened. He told the judge that she agreed to do the parent assess-
ment program. And since you cant say anything in court to the judge and that fact
that we really didn’t know what was going on until afterwards and he explained
it to us and thought that would be for the best we were very angry.
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I tried writing to the ombudsman office but all I get from them is we will look
into it and that’s as far as it goes. My sister may loose her parental right to her
baby and other children if something isn’t done. And that would be what ever game
CPS would like to play and by their rules. Either way I fear she may loose. I have
tried myself to take care of the children and they once told my other sister that they
(CPS) would do what ever it takes to see that these children do not go to any mem-
ber of this family. I really don’t know how these so called child protectors can go
into a happy home remove children and wonder why these children are so mentally
and emotionally a wreck. They should look into the mirror and quit blaming the
parents. I really hope that if nothing else I can care for these children, they can
grow up with their own family members and not be bounced from one home to an-
other. I leave you with this to think about, what if it was your own child taken from
you, not knowing where he or she was cause they wont tell you. Wondering is he
being taken care of. I pray for all of those parents whom are innocent.

——

Statement of Chris P. Nelling, Mercersburg, Pennsylvania

We have read with interest about The Committee on Ways and Means Hearing
on President’s Fiscal Year 2006 Budget for the U.S. Department of Health and
Human Services and would like to add our point of view. We are joining the growing
community which believes our tax funds would be put to better use helping preserve
families rather than tearing them apart. Although organizations like Child Protec-
tive Services and U.S. Department of Health and Human Services claim they are
protecting children by removing them from abusive homes, a recent study suggested
that over 85% of children in foster care have not been abused by their biological
family. (See Shell, Susanne. 2001. Profane Justice. Sage Wisdom Press). In most in-
stances the children are taken from their families without a trial, hearing or even
due process because if any of these rights (which are supposed to be guaranteed by
our Constitution) had been granted to the family then the state would surely lost
their bid to remove the children. We would like to share with you our case.

Cumberland County Children and Youth took four of our five children in May of
2004 (they first started trying in Spring of 2003), based on accusations that they
completely made up. They placed two of the children with their biological father
“Mark” and two in a foster home. At the first hearing (where they took the children)
we did not have documentation to contradict what they testified to since we had not
been informed of the accusations at that time. Children and Youth’s lawyer had sev-
eral months to prepare their case against us, we met our lawyer about 10 minutes
before the hearing. After the first hearing, when we learned about the accusations
we knew we could get physical documentation (medical and court records) to dis-
prove the allegations. During the time we were preparing our case against CCCY,
the case worker told us that Mark no longer wanted the two children placed with
him, but he did not want them to go back to Charolette either. Mark and CCCY
told us that if Charolette agreed to let four children get adopted, they would drop
the case against our youngest daughter. We were having trouble with our court ap-
pointed lawyer at the time (he was supposed to a court appointed “free” lawyer for
those who can not afford one, but he kept implying that we should be giving him
money, so we agreed.

During one visit in August, one of the children “Gabby” told Charolette that Jeff
was hurting her and Jeff was touching her. Charolette asked the caseworker who
Jeff is and he turned out to be the foster mother’s biological son. The case worker
also informed Charolette that Gabby had killed Jeff’s cat (she has never harmed
animals before). Charolette asked for this to be investigated but CCCY denied the
need for an investigation. Gabby repeated her accusations at the next visit,
Charolette again asked for an investigation and was again denied. After the second
consecutive visit where Gabby informed her mother that someone at the foster home
was hurting her, CCCY started cancelling visits with the biological mother (once be-
cause the phone system there supposedly quit working, once because the children
supposedly had the flu and once for an undetermined reason). After the third can-
celled visit we received a family service plan to revue and it contained a line that
said “no further visits to be scheduled with the biological mother.” Charolette con-
tinued asking CCCY to investigate the accusations against Jeff.

Charolette did not sign the adoption papers because she was unsure that the chil-
dren were going to a safe place. We then started working on our case again because
CCCY decided to try to terminate Charolette’s parental rights. At the second and
third hearings we had the documentation (outlined below) to show that their allega-
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tions against us were false, but the master of the hearing would not allow us to
read or show them because CCCY did not think it was appropriate.

ALLEGATION.

1 Charolette denied medical treatment to Ashley (old-
est daughter) on 04/30/04 and 05/05/05

2 Charolette has a history of child abuse and Mark
does not

3 Charolette was apathetic towards Ashley’s disability
(she has Tourette’s Syndrom)

4 CCCY has had previous founded cases against
Charolette in which she admitted guilt.

5 Charolette was uncooperative towards Family Based
Services (one of Ashley’s treatment/care organiza-
tions) and did not attempt to meet the FBS goals.

DOCUMENT.

Hospital records from not only those two dates
but a third as well that clearly state Biological
mother wants treatment, biological father denies.

Charolette passed child abuse clearance Search
that same year. Police record of Mark’s arrest
for abuse (in 1997). Report from Meadows
Psychiatric Treatment Center stating Mark has
abused wife and children.

Charolette fought for safety belts on Ashley’s
bus at school. Charolette initiating The
treatment at The Meadows and at
Chambersburg and Carlisle Hospitals (see
References above). Mark was not present At any
of the safety belt hearings and opposed the
hospital treatments.

Letter from previous case stating “assessment
complete, unfounded, no services required”.
Report from FBS dated 4/1/04 (one month before
children were taken) listing 7 long term goals, 4
were completed, 2 approaching Completion and

one in progress.

Again, we had these physical documents there and were not allowed to show them
or read from them. After the hearings, we were congratulated for “winning” the case
because they failed to terminate Charolette’s parental rights. We did not feel like
we had won, however, because we still did not have our children back.

Less than a week after the last hearing (Nov 10), we received a letter stating that
after play therapy, Gabby has decided it was not Jeff who hurt her, but rather it
was Chris. So after three and a half months of living with Jeff's mother and without
any contact with us, when the child changes the name from Jeff (who was never
investigated) to Chris, Chris had to undergo an investigation including police ques-
tioning. When the questioning began the officer started out using the term molested
and on one occasion, rape. When Chris told them that “Gabby” had been seen by
a doctor just a few weeks before she was taken from us and that he would testify
that there were no signs of abuse then . . . the officer looked at the CCY case-
worker, she nodded her head and the officer turned back to Chris and said “We have
decided to reduce the accusation from molestation to inappropriate touching” or in
other words from something that we could prove Chris didn’t do to something that
is impossible to prove either way. Chris requested a lie detector test which they said
he could take by the third week of December and when they failed to make an ap-
pointment for that and I again requested the chance to take one they avoided the
question and changed the subject. It is now almost March and Chris still has not
had a chance to do this. In the second week of February, we received a letter in-
forming us that the case against Chris is founded and his name is being added to
the sexual predators list. This has been done without a trial, without a hearing or
even without a chance to present his case with a lawyer present.

We know this is not an isolated incident. When we were in the waiting room be-
fore one of the hearings, a girl “Julie” came up to Chris. She recognized him from
the store he owned at the time and started talking. Eventually she said she wished
she could see her mom and step-dad and Chris asked if they had done something
to her and if that was why she couldn’t see them. She replied that she told them
over and over that her step-dad “Mike” didn’t do what they were asking but they
kept asking so finally she said yes so that they would just stop. An older woman
that was with the girl (we aren’t sure if she was a caseworker or foster parent) just
sat there smiling, like she was pretending not to hear.

We agree with the need to stop child abuse, but we do not believe U.S. Depart-
ment of Health and Human Services actually contributes to stopping abuse. In
many cases, such as ours, they even contribute to the abuse done to children. We
believe that funds should be used to protect families, not destroy them. Children
and Youth investigations concentrate on the poorer populations in society because
the organization knows that these families can not afford a lawyer on their own and
the court appointed lawyer will have no chance after being familiar with the case
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for only a few minutes. In most cases, the parents are not even made aware of who
the representing attorney will be or even what the actual charges are until just be-
fore the hearing. How can a family defend itself this way? Funds would be better
appropriated in such a way as to give innocent families a chance to defend them-
selves against false accusations. Use funds to make sure the court appointed family
lawyer has time to prepare a case. Use funds to help families provide day care for
their children so they can get better educated or find jobs. Do not use funds to sup-
port the taking of children from innocent families and handing them over to true
abusers. The recent election showed that America’s top priority now is the preserva-
ti?n of fzilmily rights and values; lets not fund organizations that are trying to erode
those values.

———

Statement of Roberta Lynn Reightley, Tehachapi, California

I am writing this on behalf of my granddaughters Evinee and Desiree Romero,
who are twins. They were born on 9/15/04. They were born premature by emergency
c-section to my daughter Virginia Romero. Her toxicology report was positive for
meth and marijuana. Needless to say C.P.S. got involved. My daughter stated that
she would like either myself or my oldest son and his wife to gain custody, while
speaking with the hospital social worker, and I am a witness to this matter because
I was in the hospital room visiting with her when the hospital social worker came
in to interview her. Yet this is not what happened. They didn’t fully investigate the
family before they made their decision to place them in the home of pre-approved
foster adopt parents.

The twins were in the hospital for almost two months, and the foster parents were
visiting with the twins before they even left the hospital. The youngest twin Desiree
left the hospital the day before our first court date, and the oldest twin Evinee left
about a week and a half later.

I was about to take my very first vacation, yet the twins birth changed my plans
and I stayed in the valley, I reside in Tehachapi, which is about an hour and 45min
away.

For about the first month and a half, I was at the hospital participating in their
lives, bathing, changing, and feeding them, I would hold them, talk to them, pray
for them, I went out and bought them clothes and blankets. After I returned to work
I visited as often as possible. My daughter had a set of bands and I had the other
which would allowus to visit with the twins, I would take the family so they would
be able to visit.

Our first day in court we addressed the court with letters of recommendation that
I obtained from Law Enforcement Officers, Prison Officials, and others in the com-
munity, in which I reside, and we also offered my oldest son and his wife as an al-
ternative for placement of my granddaughters. The attorney that I have spent over
seven thousand dollars on then file a defacto parent application, and I also received
a call from a supervisor at social services who had received the letters of rec-
ommendation, Nancy Patt who apologized and said that she was going to let me
have the twins. I don’t know the date of the call, yet for the next court date she
wrote a excellent report on my behalf and told me to take the car seats with me,
the date 11/8/04,the judge ordered a home assessment, that came back with a triple
a rating. I didn’t have parents who cared to raise me and I was put in the streets
at 11, I was almost12 years old and I went through so much and I didn’t have a
good background, yet who I am today should have made the difference, the courts
were coming against me for things I was never convicted of and then they hade me
jumping hoops stating you have three felonies and two would be acceptable so I had
one expunged, I did everything they asked me to do. And for the next hearing which
was the defacto parent application Nancy Patt wrote another good report in hopes
that I would obtain custody of my granddaughters. Minors counsel who was a social
worker turned attorney stated that the letters I had obtained were letters from my
druggy friends I did not catch this comment my attorney did, I had a full drug
screen that was witnessed that I paid for done it came back clean to all drugs yet,
minors counsel stated that the stress of raising my granddaughters would put me
back on drugs. I was clean for eight year and went through a situation with my
oldest son, I lapsed for a period of three months and I have been clean and serving
the Lord ever since, my son and his family is doing the same. The defacto parent
application was denied at this present time but the doors were left open as my at-
torney stated that we would file for a pardon. Visits had been ordered from the first
day in court and I have been driving 147 miles one way every week. I called my
daughter in-law and I stated I am tired of playing their games, and asked her and



63

my son to go down and get live scanned my daughter in-law has made numerous
calls to social services before this, they went down to the social services office and
were live scanned. When the results of the life scan came back they were told they
could be approved in twenty minutes because my son only had misdemeanors on his
record and they were almost 8 years old. Yet they got a call back stating that family
preference had been closed and I know for a fact it had not been closed. My daugh-
ter in-law called the fifth district and spoke with a person named Rene Quinn and
she was then referred to a woman named Shirley Logan, my daughter-in-law Pam
Romero explained the situation to Shirley who in return stated that something was
not right and she would have this investigated, and they would get back to her
within 10 days. Pam had to call her back because they had not returned her call
within the ten days, Pam then received a call from a supervisor named Alberto
Marro who stated that he looked through the court minutes and that family pref-
erence was never ruled on and that something was not right, and he could not un-
derstand why this had happened but that he would further investigate the situation
and get back to her. He called her back and stated he had no answers for us, Pam
then called Shirley Logan back who stated that It was out of their hands because
it was already in the court system.

We appeared in court, myself my daughter my son and my daughter in-law on
1/25/05 in dept 114 and my attorney had prepared a document pertaining to my son
Eloy and my daughter in-law Pam the Judge stated the she was not going to reopen
family preference, yet this had never been closed, they were going off of Rod
Louden’s report to the courts who is against the family getting the twins. The judge
did order that we all were able to visit each of us were granted one hour a week,
and my daughter was granted two hour visits, the judge was informed that we had
already been denied one visit so she ordered a make up visit. Which still has not
been granted in fact I was denied two more visits. I called Rod Louden pertaining
to the first visit that was denied, he leaves the foster mom in charge of all visits,
and when I called him this first time after court he stated, you are calling me why,
I spoke to him in regards to the visit that was denied and he stated that if it were
up to him family preference would have already been taken away and that we
wouldn’t have any visits at all. And he told me that there was nothing he could do
about it. My daughter in-law Pam and I went and spoke to another Attorney who
we retained, and he suggested that since my last visit was denied to call the
socialworker directly to set up the visit, I did call Rod Louden to try and set up
the next visit I first called and left a message and he did not call me back, so I
called again and he answered the phone, I said hi Rod this is Roberta he very sar-
castically replied Roberta, Roberta who, I replied Roberta Reightley his reply was
oh well you didn’t leave your last name or a phone number when you left your mes-
sage so I didn’t know who you were and that is why I didn’t call you back, I deal
with 200 people a day, yet he knew who I was without stating I had left a message.
I asked if he could set up my visit for this week, he asked did you call the foster
mom, I replied no I am calling you because my last visit was denied and I would
like to see the twins this week, he said he would call the foster mom and call me
back, and he stated by the way the higher ups the people you called are inves-
tigating the case, he was very sarcastic with me almost to the point of being rude.
He called me back and he said the foster mom told you that you and your family
were supposed to get together and all visit on the same day for one hour, and I told
him we had discussed this and it would be impossible, due to our different schedules
and I had already change my days off at work to accommodate the foster mom’s
original requested days which were Mon. or Tues. and that I have been visiting on
Tues. since we started the court ordered visits. He told me call the foster mom and
discuss this with her. I did so and was denied this visit as well. We did set up a
visit for the following Tues. I called Rod back and told him that this visit was also
denied and that I won’t be able to see them until next Tues. his reply was, well
it will just have to be next Tues. then.

My attorney called and spoke with Ms. Johnson the day of court 1/25/05 due to
the first missed visit and she assured my attorney that Rod would now set up the
visits and that the foster parents would no longer be the monitors when it came
to the visits. Ms. Johnson also stated that my daughter would be the only way we
would be able to get the twins back into the family. The foster mom is still in charge
of the visits they are also not in compliance with the court orders, and the foster
mom has made false accusations against us stating that we have intimidated her,
this same day we had previously had set up the visit for this day and the foster
parents were in court with us this day, the social worker Rod Louden had told them
to go to court because, he was hoping and had told my daughter in-law that after
this court date that all visits for the family would stop. The foster mom was in the
courtroom when the judge made her ruling about the visits and that we were owed
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a visit for the missed visit, yet when we met for our visit that day my daughter
was with us and the foster mom would not allow a two hour visit.

We have continued to fight this matter any way we know how we’ve made more
phone calls to Los Angeles county, we've called human resources who referred us
to social services, who referred us to child services and they have told us that this
does not sound right and that they would investigate the situation, I feel that there
is something very wrong about this whole situation, they are keeping things under
lock and key. They would not allow my daughter to look at her file, I took her to
the court house to look at her file, they told her that the file was confidential and
that she would have to write to the judge in order to be able to get any information
from her file. We then called her attorney who didn’t return the call until a week
later, the attorney stated that if she had I.D. she should have been able to view
her file, and asked why did she want her file that she had already told her what
she needed to do.

I feel there is something very wrong about this whole situation, we have spent
almost 15 thousand dollars on attorney fees and furniture because they told us we
had to have everything prepared in our homes. I feel that there have been games
played throughout this whole situation, and there are two precious lives at stake
here who deserve to be raised in the house of the Lord and raised in the ways of
the Lord.

——

Statement of Bob Moore, The Oklahoma Taxpayer, Lawton, Oklahoma

Freedom from Federal Personal Income Tax

President Bush’s Inaugural Speech was about FREEDOM. Below are some ways
the federal government can create more freedom for the American people.

I was telling a small group of friends about my Eight Year Plan when one lady
spoke up to say, “Bob, you do not understand, the Federal Government is not into
SIMPLE”. I had to agree. I am into SIMPLE. I use the “KIS Theory” Keep It Sim-
ple.

First example of SIMPLE is the federal income tax on interest earned on bank
accounts. Why have income tax laws for 300 million people when the federal govern-
ment should have the financial institutions (appr. 10,000) pay a monthly tax being
a percentage of the total dollars paid as interest to clients. No tax due from the citi-
zens, the bank pays the tax, SIMPLE.

Same is true with stock dividends, have the corporations pay the government a
percentage of the dollar amount paid to the stockholders. No tax due from the citi-
zens, the corporations pay the tax, SIMPLE.

Second example, most taxpayers believe there is at least 2% waste in the federal
government. If the President reduced the size of government by only 1.25% each
year. That would be 8 X 1.25 = 10% totally reduction in the size of government at
the end of eight years. That is a huge 10% savings, just that SIMPLE.

Third example of SIMPLE is the 40-40 Tax on Gasoline. As a child, I asked where
does the .9 of a cent go? Years later, I still don’t really know. Keep the tax simple
and honest such as:

eliminate the .9 cent;

this tax shall not be amended for forty (40) years;

a total tax of forty (40) cents a gallon tax according to the following:
twenty (20) cents shall go to the federal government and

twenty (20) cents shall go to the originating State government
gasoline tax to ONLY go toward roads and bridges.

Fourth example of SIMPLE: Toll Roads, Sales Tax and Income Tax

Can you image driving up to the toll booth to pay the toll and the person starts
asking you financial questions such as how much money do you make; how many
children do you have; how many cars do you own. Then says according to your cred-
its and deductions; the toll will be X dollars.

Next event, you visit Wal-Mart, when you check out, the Cashier starts asking
you financial questions to figure out the amount of sales tax you will be charged.

Does this sound silly? Can you image how many people this type of tax system
would require? How much un-necessary work this would cause?

Now look at the Federal Income Tax System with all the forms, credits and deduc-
tions, etc.

See the comparison? How simple the Federal Income Tax System could be with
a flat tax. Our citizens live in fear of the IRS and hate April 15th.

HO e TP
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There is a better simpler system available if people will demand it. With the fol-
low system, we could eliminate the dreaded April 15th deadline.

Simple Tax System: Use the right formula then adjust spending to the amount
of money collected. Truthful Tax Reform—Federal Tax Payroll Deduction Program.

1. “TOTALLY” Eliminate the Personal Income Tax “TOTALLY”.

2. Fact: FICA tax is over 15% of the employees’ paycheck. Federal Courts have
ruled the FICA is a tax not a retirement fund. The Federal Government
needs to be honest and declare that FICA tax goes to the general fund to
pay for government spending programs. Re-name FICA tax to Federal Tax
Payroll Deduction Program.

3. Government taxes should be on commission, just like all private businesses
and private business’ employees. The government spending can only grow
if more people make more money.

4. Payroll deduction is the most efficient way to collect taxes. The Federal Tax
Payroll Deduction Program will be the only federal tax that wage-earning
Americans will pay. Never a personal income tax form to file with the IRS.

5. Keep the system simple, one rate for all taxpayers. Ten (10%) Percent is
good enough for GOD, then Ten (10%) Percent should be good enough for
the government. However the federal government is not as efficient as GOD
so lets put the maximum rate at twenty (20%) percent. The Federal Tax
Payroll Deduction Program shall be 20% “Maximum” of which Ten (10%)
Percent to be withheld from the wage-earners’ pay to be matched by Ten
(10%) Percent from the Employer. Rate shall not be raised for Fifty (50)
years.

6. Earmark how the money shall be allocated, such as:

a. 2% to Citizens Retirement Fund, a 401K type program—private social
security fund for each person;

4% to Social Security Fund for Senior Citizens retirement only;

1% Senior Citizens Medical Fund;

1% Disability Fund,;

1% Family Dependent Fund,;

1% National Defense; and

10% for the other spending programs.

R m® 20 T

A total of 20% of the wage-earners’ salary to go to the Federal government.

**Would be great if each State Government would “totally” eliminate State Per-
sonal Income Tax to be replaced by receiving one (1%) percent of this 20% total.

This type of system would result in no forms, no worry and a much smaller I.LR.S.
No tax forms to file each year. No tax credits to be given or taken away by the Fed-
eral government. No increase or decrease in the tax rate.

This would get the Federal Government out of micro-managing the daily life of
the taxpayers. It is called FREEDOM!

Social Security; at this point, the government should just pay everyone the same
amount each month once the person has reached age 62 or 65. Yes I would increase
the monthly check for everyone.

An advantage given by the government to one person means an unfair dis-advan-
tage to all other Americans. Our Founding Fathers believed that small government
and less taxes means more freedom.

O
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