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DEP TMENTS OF LABOR, HEALTH AND
HUMAN SE VICES, AND EDUCATION, AND
RELATED AGENCIES APP P IATIONS FO
FISCAL YEAR 1996

TUESDAY, MARCH 7, 1995

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,

Washington, DC.
The subcommittee met at 2:12 p.m., in room SD-192, Dirksen

Senate Office Building, Hon. Arlen Specter (chairman) presiding.
Present: Senators Specter, Harkin, Bumpers, and Kohl.

DEPARTMENT OF LABOR

OFFICE OF THE SECRETARY

STATEMENT OF HON. ROBERT R. REICH, SECRETARY OF LABOR

OPENING REMARKS OF SENATOR SPECTER

Senator SPECTER. Good afternoon, ladies and gentlemen. The
Subcommittee on Labor, Health, Human Services, and Education
begins hearings on fiscal year 1996 appropriations requests with
testimony from Secretary of Labor Robert Reich.

Let me first acknowledge the presence of the distinguished rank-
ing member. We have reversed seats. It has always been a pleasure
to work with Senator Harkin in any capacity and it has been a
partnership and it will be a partnership. We have worked very
closely in a bipartisan manner on the very difficult issues which
confront three very, very important Departments: Labor, Health
and Human Services, and Education. And I know that Senator
Harkin and I will continue to do just that.

The Labor Department budget totals almost $12 billion for dis-
cretionary programs, which is a net increase of some $936 million.
The Labor Department also has proposed 2 rescissions amounting
to $5.1 million, which the House has raised to 27 rescissions for a
total of $2.3 billion.

Secretary Reich and I talked briefly on the phone yesterday and
we will be discussing that as well as the budget for fiscal year
1996.

Staff has prepared charts which set the stage. The first bar chart
shows the Federal budget deficit projected by the administration
through the year 2000. As you can see, the deficits stay at nearly
$200 billion annually for the next 5 fiscal years, resulting in a $1

(1)
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trillion increase in deficit spending by the turn of the century. Con-
gress will undoubtedly have a great deal to say about the deficits.

The next bar chart displays the major changes in the Labor De-
partment's discretary budget request, which results in the net in-
creases I've mentioned of $936 million over fiscal year 1995.

The third chart, the line graph, displays the President's budget
projection of Labor Department discretionary spending proposals
from 1994 through the year 2000. It reflects outlays or the actual
spending, which for many Labor Department programs lags a year
behind the Federal appropriations.

PREPARED STATEMENT

I have a very lengthy, erudite statement prepared by very intel-
lectual, extraordinary staff and, in the interest of time and oncom-
ing votes and in deference to my ranking member, I will put the
balance of it in the record and turn at this point to Senator Harkin.

[The statement follows:]

PREPARED STATEMENT OF SENATOR ARLEN SPECTER

This afternoon, the Subcommittee on Labor, Health and Human Services and
Education begins hearings on fiscal year 1996 appropriations requests, with testi-
mony from Secretary of Labor Robert Reich.

The Labor Department budget totals $11.97 billion for discretionary programs.
This is a net increase of $936 million, or 8.5 percent above fiscal year 1995. The
Labor Department also has proposed two small rescissions, amounting to $5.1 mil-
lion, which the House has raised to 27 rescissions saving a total of $2.3 billion. I
look forward to Secretary Reich's comments on the House rescissions.

First, let me set the stage by referring to the charts you see on display. The first
bar chart shows the Federal budget deficits projected by the Administration through
the year 2000. As you can see, the deficits stay at nearly $200 billion annually for
the next five fiscal yearsresulting in a trillion dollar increase in deficit spending
by the turn of the century. Congress will undoubtedly have a lot more to say about
$200 billion deficits as far as the eye can see, and we are likely to see greater rec-
ognition that substantial reductions in the size of government are necessary.

The next bar chart displays the major changes in the Labor Department discre-
tionary budget request, which results in a net increase of $936 million over fiscal
year 1995.

The third chart, a line graph, displays the President's budget projection of Labor
Department discretionary spending proposals, from 1994 through the year 2000. It
reflects outlays, or the actual spending which for many Labor Department programs
lags a year behind the Federal appropriation. Thus, the peak spending of $14.3 bil-
lion in fiscal 1997 would be the result of appropriations increases requested for fis-
cal 1996. As you can see, for fiscal year 1998 through 2000, the Department's outlay
totals decline, reaching $13.3 billion in the year 2000. This means cutbacks are
around the corner. I wrote Secretary Reich about this matter last week, in anticipa-
tion of this hearing, expressing my concern that the rapid build-up of investment
programs in fiscal year 1996 may not be sustainable in the outyears. Even if sus-
tainable, I am concerned about substantially jeopardizing other important Labor De-
partment programs, such as adjudication of claims for Black Lung benefits and
timely processing and payment of unemployment insurance. This is a matter I
would like to discuss with the Secretary, following his opening remarks and state-
ments of Committee members.

The budget of this Subcommittee is extraordinarily difficult and there are many
items which raise my concern. I am concerned that the House action on rescissions
appears to be the meat-axe approach, while my approach is to use a scalpel. We
have an extremely tough job ahead of us, Mr. Secretary, and I know we can count
on your cooperation and you can count on ours; we will work together in the coming
months.

Next I will turn to Senator Harkin, the Subcommittee's ranking member and
former Chairman for the last 6 years, for whatever opening comments he may have.
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OPENING REMARKS OF SENATOR HARKIN

Senator HARKIN. Thank you very much, Mr. Chairman. I will re-
spond in like manner by putting my statement in the record.

I first want to congratulate you, Senator Specter, for chairing
this inaugural budget hearing as the chairman of the Labor,
Health and Human Services, and Education Appropriations Sub-
committee. We have indeed changed chairs and roles, but again I
have enjoyed a very close working relationship with you, both pro-
fessionally and personally. We have been a great team and a part-
nership in this effort. We try to do everything as bipartisan as we
possibly can. I cannot remember one partisan problem that we
have had in the past, and I want to thank you for that.

We have had" a very close and cooperative relationship in the
past and I know that, with you as chair, we will have that same
relationship over the next 2 years.

That was sort of a joke, you see, 2 years; 2 years and I get to
reverse the role. Now, that may not mean exactly what everybody
thinks. It may mean that you may go on to someplace else. You
never know. But it has been a very close friendship and I really
appreciate all the support and help you and your staff gave me
when I was chair. It is also a way of publicly stating that I and
my staff will reciprocate. We will give you every bit of support and
help we possibly can.

Secretary Reich, again thank you for all of your leadership and
stewardship of the Department of Labor. You have just been out-
standing in terms of your leadership in modernizing the American
work force by upgrading the skills, the education, and the opportu-
nities available to workers across the Nation.

What you have set forth as the goals for the work force of Amer-
ica will indeed place us on the right path for the year 2000 and
beyond, and again we just have to try to meet our responsibilities
to make sure we can come up with the necessary funds and fi-
nances to make sure we upgrade the American workplace.

Thank you very, very much, Senator Specter.
Senator SPECTER. Thank you, Senator Harkin.
When Senator Harkin talked about 2 years, we do not deal in

double entendres. That was either a triple or quadruple entendre,
and I will not go into the details.

There has never been any partisanship between Senator Harkin
and me. The only mild disagreement we had was when I put an
amendment regarding Haiti on our appropriations bill last year.
Senator Harkin thought that he was on the wrong committee.

The floor is yours, Mr. Secretary. Welcome.

SUMMARY STATEMENT OF HON. ROBERT REICH

Secretary REICH. Thank you very much, Mr. Chairman. In the
interest of time, with your permission, I will submit my formal
statement for the record and I will talk very briefly, if I may, Mr.
Chairman, and other members of the distinguished committee.

Let me talk first of all about the 1995 rescissions, because I am
very concerned about them, and let me tell you why. The rescis-
sions for the Department of Labor in the House-passed rescission
bill, $2.3 billion from the Department's activities in 1995. That $2.3
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billion, I have got to say, is 6. major whack at young people, par-
ticularly disadvantaged young people.

A big chunk of that, $1.7 billion, is for summer jobs. Now, when
we talk about summer jobs for young people we're talking about
disadvantaged young people on the streets. Their choice is essen-
tially either a job or being on the streets during the summer.

We have had that summer job program evaluated and reevalu-
ated by the inspector general, by GAO, and by consultants who
have come in and looked at it and interviewed employers and em-
ployees and summer people, and we have found that it is a good
program. It provides worthwhile, meaningful job experiences for
those kids.

And because of what the House did, 1.2 million disadvantaged,
poor young people who want jobs will not have jobs in the summer
of 1995 and the summer of 1996. Now, remember these are kids
who want to work. These are not kids who do not want to work.

Last summer, there were two poor kids applying for every single
job that was available, that is public sector and private sector,
money and they match it dollar for dollar with private moneY-. And
for many of these young people there are simply no other alter-
natives. They are at a time in their life when they are hitting a
fork in the road. Due to this program, many will go down the road
toward jobs, employment, and responsibility, recieving for the first
time a paycheck and an opportunity to really hold a job and to see
the world of work, come to work on time, and be responsible.

The other alternative for many of them is unfortunately to get
into mischief.

The unemployment rate among out of school, particularly out of
school minorities is five times greater than the unemployment rate
for young people generally who are seeking work. This is a tremen-
dous problem in this country, and these kids want to play it right.
I just want to urge you, please, to restore as much of this money
as possible.

I am also concerned about $310 million in youth training grants
that are also being cut for 1995. This is the same issue. We have
evaluations, and I am happy to share them with you, which indi-
cate that youth programs work.

Unfortunately, the total decreases in youth programs that have
been proposed by the House of Representatives result in 1.4 million
participants in youth programs not having a chance. And again,
this simply does not make logical sense to me. I urge this sub-
committee to be steadfast in its support for efforts to improve the
productivity and protect the rights of all American workers.

I am concerned also about a proposed rescission for the Wage
and Hour Division of our Department. We have undocumented im-
migrants who are coming in and working in sweatshops. One of the
main ways of rooting out undocumented immigrants is through
making sure that no employer can profit by bringing in workers
who are willing to work at subminimal wages in subminimal work-
ing conditions and are too afraid to complain about it because they
are illegal, undocumented, immigrants. We have got to enforce the
law. We cannot do our job if we are going to have these kinds of
rescissions.
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Finally I want to say that the administration opposes a provision
in the rescission in the House of Representatives that prohibits the
executive branch from using fiscal year 1.995 funds to issue, imple-
ment, administer, or enforce any executive order that prohibits
Federal contracts with companies that hire permanent replace-
ments for striking employees. This provision would impinge upon
the executive branch's ability to ensure a stable supply of quality
goods and services for Government programs.

Turning to the 1996 budget, the amount requested to be appro-
priated by this committee, Mr. Chairman, as you said, is $13.3 bil-
lion. A total of 17,936 full-time equivalent staff is requested. These
funds are necessary for four kinds of missions, and let me just out-
line them very briefly.

First, we must address the fact that the American labor force is
changing dramatically. Military bases are closing. Companies are
downsizing. People need to get skills. In fact, there was a study
done just a couple of weeks ago by the University of Pennsylvania
which went to 3,000 worksites and found that 60 percent of man-
agers need workers with higher skills. There are jobs out there.

Some 2 years ago when I was talking about up-skilling, creating
an improved skill pool for American employers and America over-
all, a lot of people said, well, training for what? The fact of the
matter is there are skilled jobs out there.

You do not have to have a college degree, but unless we provide
people the opportunities, they are not going to be able to go from
the old economy to the new. The old factory jobs are disappearing.
You have got to have the skills for technician jobs. In the plants
and the factories, it is numerically controlled machine tool opera-
tors. You have got to understand statistical process control.

In the service sector you can get good jobs if you know desktop
publishing. You can get good jobs if you know automotive elec-
tronics.

I was in Philadelphia recently and I sat down with a group of
employers who said: We cannot find enough people to be physical
therapists and occupational therapists in Philadelphia. Now, you
do not have to have a college degree for that, but you have got to
have some training. There are good jobs out there, and people who
are facing poverty could get them if they had skills.

So what I am saying to you is we need to do more than we are
even requesting. I mean, ideally our requests for adult disadvan-
taged people touch about 5 to 10 percent of the number of people
who actually need, by our estimates, need training. If we are talk-
ing about dislocated workers, we are touching maybe 20 percent.

The President would like to streamline and consolidate Federal
job training programs. There will be some savings there, but no-
where near adequate to make up for this huge gap that exists, so
that Americans can get the skills and the jobs they need.

I am saying that we are not doing the job for Americans. They
cannot do it on their own. We want people to work. The work ethic
is central to the society. We are not asking anybody to simply sit
on their hands and take handouts. We want people to have the op-
portunity to prosper in this economy.

Also, we are seeking additional resources, as I said

_1 0
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Senator SPECTER. Mr. Secretary, may we interrupt you. We have
4 minutes left on a vote. We have back to back votes, so we will
return in just a few minutes and resume the hearing. So we will
stand in recess for just a few moments.

[A brief recess was taken.]
Senator SPECTER. We will reconvene the hearing.
Pardon the delay, Mr. Secretary. You may resume.
Secretary REICH. Mr. Chairman, I was just winding up. Let me

just make two final points.
One has to do with the Occupational Safety and Health Adminis-

tration. We are seeking a small increase in order to better protect
the health and safety of American workers. Our information dem-
onstrates that in the 3 years following an OSHA inspection and
fine, injuries at inspected worksites decreased by as much as 22
percent. We need more resources based upon the compliance initia-
tives that we are developing that help small and medium-sized
businesses comply with the law without penalties and inspections.
In this way, we will provide greater efforts to avoid workplace inju-
ries and illnesses before they occur, and actually help drive down
worker compensation costs.

This is good for workers. It is good for employers.
I am also equally concerned about proposed rescissions in OSHA

to the tune of approximately $16 million. That means a 5-percent
cut in OSHA's enforcement and compliance activities, resulting in
an estimated 5,000 additional workers suffering injuries that other-
wise could have been avoided.

Let me just very briefly summarize, Mr. Chairman and members
of the committee. I have been talking mostly about the rescissions
because they are fairly substantial. They cut back on training and
development of the workers most vulnerable in our society. By tak-
ing away summer jobs for 1.2 million American kids who are in
disadvantaged areas. We take a major step backward from the goal
of ensuring that all Americans have a chance to work and get a
good job.

PREPARED STATEMENT

The 1996 goals with regard to our budget I think are responsible,
are modest, and take us in the right direction in terms of protect-
ing American workers, and also ensuring that in this changing dy-
namic economy, that all Americans who need them have the skills
to succeed. And that is what we are all about.

Mr. Chairman, I thank you very much.
[The statement followsd

PREPARED STATEMENT OF ROBERT B. REICH

Mr. Chairman and Distinguished Members of the Subcommittee: I am pleased to
have the opportunity to discuss with you the Labor Departments budget proposals
for fiscal year 1996. But before I do so, I would like to express my deep concern
about the recently passed House Rescission Bill, which cut $2.3 billion in funding
from the Department's activities in the current fiscal year.

As I have made clear in testimony before the Congress, as well as in private con-
versations with many of you, I share in the consensus that we must scrutinize the
federal budgetissue by issue, program by program, dollar by dollarto determine
which purposes merit the expenditure of taxpayer's resources. If a program is not
doing the job, and at a reasonable price, that program should either be reformed

11
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or retired. Investing scarce resources in programs that don't deliver cheats workers
who require results and taxpayers who end up financing failure.

We in government, both in the Administration and in Congress, are derelict in
our duty if we allow public resources to be badly managed, or devoted to wasteful
purposes. But we are also derelict in our duty if we ignore urgent needs whose solu-
tions are within our grasp.

Thus I am deeply concerned about the proposed rescission of $2.1 billion from our
efforts to improve the prospects of disadvantaged youth. This amounts to a reduc-
tion in funding for youth programs of nearly sixty percent. There is no economic ra-
tionale, and there is certainly no moral rationale, for denying the opportunity for
a summer job to 1.2 million young Americans in 1995 and 1996. Yet this would be
precisely the effect of the legislation that has now passed the House. This summer
jobs program has a thirty-year history of bipartisan support. Over those three dec-
ades, it has given millions of low-income youth their first vital lesson in the work
ethic. The evidence shows it has been a worthwhile investment which we would be
reckless to renounce.

Similarly, I am concerned about the proposed reduction of $310 million in youth
training grants. This program provides training and related education and employ-
ment services designed to provide young individuals with marketable skills leading
to productive employment. In the past, this program has had a mixed record, with
some approaches yielding excellent returns and others showing disappointing re-
sults. In response to this evidence, we have redoubled our efforts to transfer lessons
from the most successful models to improve the performance of the program overall.
And we have reduced our budget requests, to avoid asking the American people to
put up more resources than we are able to spend wisely. But the rescission the
House Appropriations Committee calls for would short-circuit this process of reform
and improvement.

Total decreases proposed in youth programs, including the elimination of four new
Job Corps centers, will result in a reduction of approximately 1.4 million partici-
pants in youth programs. Meanwhile, the unemployment rate for black teenagers
is nearly five times as high as the overall unemployment rate. Make no mistake:
Preparing disadvantaged youth for the world of work is a difficult task, and not
every approach has worked. But our response has been, and must be, to relentlessly
reform, assess, and experiment in order to get rid of failed approaches and replicate
successes. We cannot in good conscience simply abandon the effort.

The combined reduction of $132.3 million in employment and training programs
for adults and dislocated workers is also painful. These programs were designed to
provide these groups with marketable skills leading to .productive unsubsidized em-
ployment. The reduction of $33 million in adult training grants will decrease the
number of the disadvantaged adult population served by 11,400. This program is
currently funded to serve only a very small percentage of the disadvantaged adult
population. The reduction of $99.3 million will mean that about 52,000 fewer dis-
located workers will be helped in 1995. This program currently serves approxi-
mately 27 percent of the eligible population of 2.5 million dislocated workers. This
reduction comes at the same time when demand for services in this program is like-
ly to increase due to the recently announced military base closings that will cut
34,200 civilian jobs nation-wide, and the impact of Clean Air Act implementation
and trade policies.

Also, proposed reductions in the Occupational Safety and Health Administration
($16 million) and Wage and Hour ($2.5 million) will affect compliance assistance ac-
tivities that ensure worker protection in the areas of safety and health and labor
standards.

The proposed rescission of fiscal year 1995 funds will hinder OSHA's progress on
the very initiatives that many in Congress want the Department to undertake: more
training, better targeting of the most serious hazards, and more assistance for small
businesses. In particular, the proposed rescission will: (1) reduce funding for OSHA's
state partners conducting safety and health programs and consultations to small
businesses; (2) limit efforts to improve compliance and outreach efforts through new
technology; (3) undermine our commitment to target the most dangerous hazards
and worksites, and thus avoid inspecting safe workplaces; and reduce targeted
training grants for non-profit organizations.

In Wage and Hour, the impact of the proposed rescission is magnified because the
cuts exceed previously approved program increases. For example, the proposed re-
scission will reduce staffing and travel which will severely limit educational out-
reach to employers and employees, and thus have a negative impact on voluntary
compliance efforts. Work on the Electronic Data Interchange, which is designed to
facilitate the issuance of wage determinationsin minutes instead of monthswill
cease because of the proposed reduction. Training and equipment needs for employ-

12
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ees intended to increase productivity and enhance compliance assistance activities
under a streamlined organizational structure will be curtailed, if not eliminated.

Again, I agree that we must reduce the size of government and the Department
of Labor is doing its part. However, we must not reduce the deficit by eliminating
programs for youth of America. Rather, we should continue to invest in these pro-
grams and the futures of our nation's youth or our costs as a society will be greater
down the road. I urge this Subcommitteewhen the opportunity is availableto be
steadfast and resolved to maintain the support for the programs that invest in our
nation's workers and particularly our youth.

Let me now turn to the Department of Labor's fiscal year 1996 budget proposals
and major themes in the budget and how they support the President's "New Cov-
enant" between the American people and their government. This new covenant rep-
resents a new set of understandings for how this Administration can equip the
American people to meet the challenges of a new economy, and how we can change
the way government works to fit a different time.

The Department's fiscal year 1996 budget proposals reflect the President's pro-
posal for a Middle Class Bill of Rights. The Department's role is to lead the invest-
ment in our workforce in order to raise income levels through education and train-
ing and to sustain the economic recovery, while continuing to reinvent government
by making it leaner, more responsive and more effective.

Nearly a year ago before this Committee, I emphasized the need for continued in-
vestment in America's workforce. America is now leading a global economic recovenr
that has pulled the world out of a stubborn recession. The annual budget deficit will
shrink for the third consecutive year for the fiSt thlle billUe Harry Truman was
President. We have entered into two historic trade agreementsNAFTA and
GATTso American companies can sell their goods and services in markets across
the globe. Since January 1993, America has created 5.7 million new jobs-93 per-
cent of them in the private sectorand enjoyed the largest one-year increase in
manufacturing jobs since 1987. In recent years, most of the net employment gain
has been in high-wage professional, managerial and technical occupations. The
President has reduced the deficit from $290 billion in 1992 down to $203 billion in
1994, to a projected $193 billion this year. We expect that by 1999, the deficit will
fall to its lowest level as a percentage of GDP since 1979. At the same time, great
progress has been made in reinventing government through the National Pe orm-
ance Review. This Administration has reduced the workforce by 102,000 positions
while streamlining departments and agencies, cutting red tape, and providing better
service. Today, America is now better equipped to prosper in the fast-paced, infor-
mation-based global world economy than it has been for a generation.

Yet, as the economy moves ahead, too many of our workers and young people are
being left behind, and the living standards of many of our families have remained
flat or fallen. Americans with ed.ucation and job skills have earned higher wages at
more rewarding work and have prospered with the expansion of the economy. The
problem is that it is not enough to create more jobs. Americans need higher incomes
iif we are to rebuild our middle class. The solution is to eqtdp all Americans with
the tools to take control of their economic futures. Skills and education are the gate-
ways to the new middle class. Our challenge is to ensure that all Americans can
get the sldlls that will let them earn middle-class living standards for themselves
and their families.

To illustrate my point that skills and training matter. There was a article in the
Washington Post recently that quoted automobile industry executives and dealers
saying that they were having a difficult time finding people who are qualified to op-
erate the high-tech equipment used to diagnose a variety of problems on cars and
trucks. General Motors Chairman John F. Smith Jr., indicated that the problem re-
sults from the education system in this country and not turning out people for the
jobs of the future. Dealerships nationwide are in such a bind for qualified techni-
cians, that they are stealing technicians from one another as much as they are
training new workers. Chairman Smith indicated that the auto industry is going to
have to work more closely with high schools, colleges and other training programs
to eliminate a shortage of trained auto technicians.

Historically, government has helped Americans adapt to change, but we can not
continue to approach problems the way we have done in the past. We can look to
past successes for inspirationbut not for imitation. In this new economya knowl-
edge economyskills matter more. Skills are what allow people to navigate change
successfully. Indeed, each year of education and training beyond high school in-
creases average future income by six to twelve percent. More than ever in America,
what you earn depends on what you learn.

However, some suggest that job training should not be a Federal responsibility
at all. Instead, the separate states should simply be allowed to invest in worker
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skillsor notas they see fit. Of course the states must have a major role in
workforce development. The Administration's proposals recognize, preserve, and in
many cases enhance that role. But there are some significant drawbacks to leaving
job training entirely up to the states. First, America has a highly mobile workforce.
Many people live and work in several states over the course of their careers. In
1993, for example, about two and a half percent of the adult population moved from
one state to another. States who invest solely with their own resources in workforce
skills would inevitably lose some of their investment to other states, which dilutes
the incentive for them to devote scarce resources to job training. This problem is
exacerbated by the fact that more-skilled people are particularly mobilecollege
graduates are about twice as likely as high-school dropouts to move interstate. Simi-
larly, while it is true that states may invest in worker skills in order to lure busi-
nesses to locate within their borders, this may well fail to motivate an inclusive ap-
proach to worker training. Those who can quickly learn the skills sought by mobile
industry would gain a disproportionate share of the training resources, if we rely
on intrastate competition as the main spur to workforce development. And there is
an empirical reason to doubt the wisdom of leaving it all up to the states: Today,
nearly all of the resources spent on job training come from the federal budgeteven
though states administer the bulk of the training. Current resources fall far short
of meeting the nation's needs for workforce development. And states are free to add
their own resources. Yet few choose to do so, to any significant degree.

The Middle Class Bill of Rights will provide today's aspiring workers and job seek-
ers with the opportunity for education and training. It offers every American a fair
chance to learn the skills needed to build a better future and a strong American
economy. It provides education and job training tax deductions to help working
Americans pay for building new skills that lead directly to better jobs and wages.
In addition, tax credits for families will encourage savings, and the proposed GI B:ill
for America's Workers will help unemployed workers and low-income adults and
youth, who will not be able to benefit from the tax incentives, to get the needed as-
sistance to find new and better jobs by learning the necessary skills.

While the Administration struggled to reduce the deficit during its first two years,
it nonetheless laid a foundation for its Lifelong Learning Agenda, a campaign of
building skills for a better future. With strong bipartisan support, the President and
the 103rd Congress enacted: (1) Goals 2000: Educate Amenca Act which provides
new incentives for better schools; (2) The School-to-Work Opportunities Act is trig-
gering nationwide innovations in youth apprenticeships; (3) An expanded Head
Start means more kids begin with a better chance to learn; (4) Streamlined access
to student loans gives all Americans a simple, affordable way to finance learning;
and (5) Transforming the unemployment system into a re-employment system, cen-
tered on One-Stop Career Centers has already begun. These new laws are already
helping Americans improve and expand their opportunities.

The next step to complete the agenda is to replace the unorganized set of post-
secondary education and training and job search assistance activities into an effi-
cient system that helps working Americans get the skills and information they need
to get good jobs and earn higher incomes. The challenge this Administration and
this Congress faces is how to empower Americans with the opportunity to learn new
skills and promote income growth, while at the same time reduce the size and scope
of government to accelerate deficit reduction.

The proposed budget for the Department of Labor in fiscal year 1996 is $38.7 bil-
lion in budget authority and $35.9 billion in outlays the bulk of which ($25 billion)
is for unemployment insurance paid directly from state trust funds. The amount re-
quested to be appropriated by this Committee is $13.3 billion. A total of 17,936 full-
time equivalent (FTE) staff is requested for accounts which provide for employment
and training, worker protection, labor, pensions and employment standards and sta-
tistics programs.

The Department's budget proposals are grouped around four major themes: (1)
G.I. Bill for America's Workers; (2) Compliance Assistance with increased emphasis
on facilitating an understanding of laws and regulations to foster voluntary compli-
ance; (3) Immigration enforcement to curb illegal migration by enforcing worker pro-
tection laws in those industries that historically have subjected workers to sub-mini-
mum wages and dangerous working conditions to eliminate the incentive for em-
ployers to hire illegals; and (4) Reinvention and Streamlining of the Department's
operations to transform the way government operates.

GI BILL FOR AMERICA'S WORKERS

The fiscal year 1996 budget will propose $14.2 billion for the GI Bill for America's
Workers, an increase of $1.0 billion over comparable appropriations in 1995. The GI
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Bill includes $7.8 billion for the Department of Labor and $6.4 billion proposed for
the Department of Education. This proposal seeks to simplify the current patchwork
of Federal programs, which have grown over the past several decades. Each pro-
gram was designed to respond to a specific concern at a specific time but never
brought into alignment with other programs. The results are conflicting rules and
administrative structures that confuse people they are intended to help and waste
taxpayer money. The proposed new system focuses on workers, job seekers, labor
market information, state and local flexibility, private sector partnerships and ac-
countability at all levels. This proposal consoholates about 70 employment and train-
ing programs. The Department's $7.8 billion request includes $6.3 billion for adults
and $1.5 billion for youth.

For adults, Skill Grants of up to $2,620 per year for training would be provided
to dislocated and low income workers up to a total of $3.6 billion. An additional $1.5
billion is proposed for labor market assistance and support for dislocated and dis-
advantaged participants. Services will be provided through One-Stop Career Centers
for which $200 million is requested in fiscal year 1996 for additional seed money
for State development initiatives. One-Stop Career Centers will offer Americans
easy access to reliable, up-to-date information on where the jobs are, what skills are
in demand, and the performance records of training institutions. The $872 million
proposed for the Employment Service in fiscal year 1996 will support the One-Stop

For youth, $1.3 billion is proposed in fiscal year 1996 for the consolidation of
JTPA year-round, summer, and other youth funds. The proposed funding would help
States and localities integrate work-based learning wit'n school-based learning for
high-risk youth. Employers would play a central role in preparing youth for the job
market, and linkages between training and work would be tightly forged through
the "second-chance" system. The Second Chance grant would empower local institu-
tions to manage resources to assist youth likely to have the most difficulties in mak-
ing a successful transition into stable employment and a career path. The program
would serve primarily low income school dropouts, although summer-jobs would still
be available to in-school disadvantaged youth. Further, $30 million is requested for
Youth Innovation grants to test new youth models. An additional $200 million is
requested for School-to-Work, with a like amount for the Department of Education
to build systems integrating academic and vocational education, linking secondary
schools, post-secondary education, and the private sector. Disadvantaged youth are
in more desperate need of practical, effective opportunities than ever. In the late
1970's, half of recent high school dropouts held jobs; by 1992, only a little over a
third did. Real earnings of young high school dropouts have declined by almost 25
percent over the same period. That is why we believe it is critical to shift this stra-
tegic investment in the future of our youth into a learning framework that offers
the prospect of solid returns in the form of jobs and higher earnings.

For the Job Corps, $1.2 billion is requested in fiscal year 1996, which includes
$1.0 billion for operations, $101 million for repair and relocation costs, and $97 mil-
lion to continue the implementation of the Job Corps expansion with four additional
new sites proposed in 1996.

COMPLIANCE ASSISTANCE

The Department has recognized for sometime that it needs to do a better job of
communicating with our customersemployers, workers, and unionsabout the
broad array of labor laws, regulations, judicial decisions, administrative determina-
tions, and agency interpretations of the laws that they face. The Department's fiscal
year 1996 compliance assistance initiative is designed to provide easily accessible
information about the laws under the jurisdiction of the Department so that employ-
ers and workers governed by those laws can voluntarily bnng themselves into com-
pliance.

In fiscal year 1996, we are requesting $36 million for the compliance assistance
initiative. These funds will be used for enhancements in information technology,
training and education, consultation, technical assistance and other special initia-
tives designed to aid voluntary compliance. I would like to take a moment and give
you a few concrete examples of what we plan to do in the compliance assistance
area.

In OSHA, we are implementing program strategies to assist employers and em-
ployees in complying with OSHA standards and preventing hazards and to enable
them to create safe and healthy workplaces. We will review existing rules and revise
or eliminate obsolete and confusing standards with input from agency stakeholders.
Our compliance strategies will recognize employer efforts to develop and implement
on-site safety and health programs. In addition, our focus will be on establishing
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and strengthening partnerships with trade associations and professional organiza-
tions, including employer groups, labor unions, insurers, and other government
agencies to facilitate outreach activities, training, education to leverage compliance
assistance activities. We will create incentives for employers to improve workplace
safety and health with the help of employees, and expand the "Quick Fix" program
that has been successful in New Jersey by reducing penalties for violations abated
immediately.

In MSHA, we will focus on a variety of activities to garner the support and in-
volvement of the mining community. We will continue to conduct seminars across
the nation to advise miners, operators and contractors on how to prevent accidents
particularly at small mines. We will also focus on on-site problem resolution by uti-
lizing MSHA engineers to help operators solve difficult compliance problems
through sophisticated survey and computer analysis techniques.

In the Wage Hour Division and the Office of Federal Contract Compliance Pro-
grams (OFCCP), we will enhance voluntary compliance by providing more effective
technical assistance, education and outreach programs to employers and employees,
especially in areas where noncompliance is most prevalent. Our efforts will include
making improvements in electromc information systems in both programs that will
provide front-line employees with automated tools on-site. These automated tools
will provide access to regulations, opinion letters, Federal statutes, educational ma-
terials, and allow for information sharing and improve responsiveness to requests
from the public, such as providing wage determinations.

In the Pension area, we will conduct education and outreach efforts with the as-
sistance of the employee benefits community to encourage adequate rates of retire-
ment savings among plan participants, and to increase compliance with ERISA
among plan practitioners to protect employees' benefits. Utilizing advances in infor-
mation technology, PWBA will also work to create a more informed plan participant
and practitioner community by facilitating access to interpretive guidance, on-line
access to plan related data, regulations, opinion letters, exemptions and prohibited
transactions.

I will also direct a comprehensive policy review and evaluation of all existing reg-
ulations to assess their impact on both employers and employees, and take the nec-
essary actions to improve the regulatory procedures.

IMMIGRATION ENFORCEMENT

As part of the Administration's initiative to reform the Nation's immigration sys-
tem, the Department is requesting $10.6 million and 202 FIT for enforcement ac-
tivities in areas and industries where employment of unauthorized workers (illegal
immigrants) is most prevalent. The Immigration Reform and Control Act (IRCA) of
1986 targeted employment as the single most important and pervasive incentive for
illegal migration and made employers responsible for the decision to knowingly hire
unauthorized workers. IRCA attempted to reduce the incentive of job opportunities
for potential illegal immigrants and improve conditions for all workers who compete
in the job market with unauthorized workers. The Administration is committed to
strong enforcement of employer sanctions and worksite standards to reduce the
workplace magnet for illegal immigration.

The Department makes a singularly important contribution to reducing incentives
for illegal immigration. Curbing illegal migration and enforcing worker protection
laws have a direct and too seldom noted policy connection. Illegal immigrants are
frequently subjected to sub-minimum wages, dangerous workplaces, long hours, and
other poor working conditions because they are desperate for work and in a weak
position to insist on their rights as workers. Knowingly hiring illegal immigrants
both reveals, and rewards, an employer's willingness to break the law, and under-
mines wages and working conditions for authorized workers.

Our strategy will focus attention and target enforcement resources on repeat vio-
lators and the most serious violations, protect the most vulnerable workers, and
produce results more swiftly and efficiently. The Wage and Hour Administration
will increase the proportion of its compliance activities that are targeted to low-wage
industriessuch as agriculture, garment manufacturing, janitorial services, res-
taurants, the hotel/motel industryand bring a wider variety of enforcement tools
to bear to promote higher levels of compliance and deter violations. To a large ex-
tent, these efforts focus precisely where many immigrant workers concentrate in the
workforce.

REENVENTION/STREAMLINING

Reinvention efforts in the Federal government have focused on four major objec-
tivesimproving customer service, empowering employees, cutting red tape, and
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getting back to basics. The Department's fiscal year 1996 budget request includes
$20.9 million for one-time costs related to streamlining plans for the Department.
These funds will be used to capitalize an Investment in Reinvention Fund; to re-
align inefficient in organizational and office structures; to invest in automated tech-
nologies which will enhance employee productivity and do away with outdated man-
ual systems; and to empower DOL staff with the knowledge needed to operate effec-
tively in a streamlined organization.

With respect to our ongoing reinvention efforts, the focus has been targeted at
getting back to basicsfocusing on what works while simultaneously eliminating
unnecessary burdens on our customers and our staff. An excellent example of this
effort is the Occupational Safety and Health Administration's Maine 200 Program.
Under this program, the 200 most dangerous workplaces in Maine were identified
based on worker compensation claims and each employer was asked to cooperate
with OSHA to improve their workplace safety and health programs. This program
has. enabled OSHA to target a large number of worksites with a history of work-
place injuries and to work with most of the affected employers to control workplace
hazards without conducting inspections.

All of our programs have developed customer service standards and many have
directly surveyed their primary customers, analyzed the responses, and are actively
addressing areas of concern. One example of the commitment to respond to cus-
tomer needs is a significant reduction in the number of days it takes BLS to deliver
the Consumer Price Index (CPI) summary news release and detailed report. Another
nntawnrthv ava nipla invnlvaa an Rinpl nyrnant anti Trainina A ri rni pi atratinn tan n.
which woiked proactively with management and union officals at Boeing to address
the layoff of 19,000 workers. Working together, management, labor and ETA devel-
oped the Boeing Re-employment Project, which included two One-stop centers serv-
ing thousands of dislocated Boeing workers.

Employee empowerment has been the cornerstone of our reinvention efforts.
Front-line employees have identified ways to re-engineer current work processes and
eliminate unnecessary steps. For example, the Pension and Welfare Benefits Admin-
istration reduced the number of summary case ffie reports filed from 4,800 to only
800, an impressive 83 percent reduction. Freeing staff from routine paperwork al-
lows investigators to spend more time conducting investigations and providing cus-
tomers with technical assistance.

A frequent complaint, both inside and outside of government, is of excessive red
tape. The Department's various reinvention teams charged with cutting red tape
have trimmed back unnecessary internal rules and regulations, reduced paperwork,
and simplified reporting requirements. The Office of Workers' Compensation Pro-
grams simplified the cumbersome administrative process in which claimants once
had to ffil out a form reviewed by as many as nine people in 68 separate steps.
Under the re-engineered procedure, all but 18 of the steps have been eliminated and
only two people will need to handle each form.

The Department has also made considerable progress toward implementing the
National Performance Review targets of reducing the overall number of employees
and redirecting resources from overhead to front-line, customer service positions. At
the current staffing level, the Department is ahead of schedule to achieve the 12
percent reduction target, and are committed to maintaining this pace through fiscal
year 1996. While the Department has achieved its portion of the streamlining reduc-
tions, additional resources have been requested for new initiatives such as the Presi-
dent's immigration enforcement initiative.

We are encouraged by our success in the first phase of the National Performance
Review (NPR), and we have now embarked on NPR's second phase. In the first
phase of reinvention DOL cut back to basics. But there is more to be done. We will
renew our effort at eliminating unnecessary operations. The Department's programs
that can be done better by communities and individual citizens themselves will also
be identified. The best example of this is the proposal to turn over decisions on job
training to the customers themselves by providing Skill Grants through the GI Bill
for America's Workers.

Mr. Chairman, we at the Department believe that our budget proposals support
the President's New Covenant with the America's people, and give full weight to the
imperative of economical, responsible government. Our proposals for the GI Bill for
America's Workers and the other priorities contained in our fiscal year 1996 budget
will enable the Department to continue to prepare the American workforce for the
21st Century and strengthen our position in the world economy.

This concludes my prepared statement Mr. Chairman. I would certainly be happy
to answer any questions that you or other members of the Subcommittee may have.
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BIOGRAPHICAL SKETCH OF ROBERT B. REICH

Robert B. Reich is the nation's 22nd Secretary of Labor. Appointed by President
Clinton to "bring forth a revolution in lifetime training and education of our
workforce," Reich has dedicated himself to reinvigorating and reinventing the De-
partment of Labor.

Under his leadership, the Labor Department has moved forward on several path-
breaking initiatives to build the skills of American workers. The School-to-Work Op-
portunities Act, which the President signed into law in May, will ease the transition
from secondary education to the world of work for the 75 percent of America's youth
who do not graduate from college. And earlier this year, Secretary Reich and the
President introduced the Reemployment Act, which will begin to transform Ameri-
ca's unemployment system into a reemployment system that launches workers into
new jobs.

Reich is also committed to creating better jobs. The Labor Department has re-
newed its commitment to enforcing labor lawsand in the 15 months Reich has
been in office, the Department has collected more than $40 million in back pay and
other damages for victims of discrimination. The Department has also cracked down
on sweatshops, on unsafe worksites, and on fraudulent purveyors of health insur-
ance. Under his guidance, legislation has been introduced to reform the pension sys-
tem and ensure full funding of pension plans. And the Family and Medical Leave
Act has been passed and implemented. In addition, Reich has created the Office of
the American Workplace to encourage greater collaboration between workers and
managers, and to promote worker involvement in decisionmaking and on-the-job
training.

Before coming to the Labor Department, Reich was on the faculty of Harvard Uni-
versity's John F. Kennedy School of Government. He served as an assistant to the
Solicitor General in the Ford Administration, and headed the policy planning staff
of the Federal Trade Commission in the Carter Administration. He has written
seven books and more than 200 articles on the global economy and the U.S.
workforce.

Reich graduated from Dartmouth College and Yale Law School, and received a de-
gree from Oxford University, where he studied as a Rhodes Scholar. He lives in
Washington, DC with his wife, Clare Dalton, and their two sons, Adam and Sam.

STUDENTS

Senator SPECTER. Thank you, Mr. Chairman.
En route back I met a group from Kalamazoo and Portage, stu-

dents from the high school, and the instructor with them asked
what was going on. I said: Something very important, that the Sec-
retary of Labor was testifying here.

Would you have the students stand up so we can identify them.
Senator HARKIN. Where are they from?
Senator SPECTER. From Kalamazoo and Portage, MI.
Would you identify yourself, the gentleman who talked to me on

the subway?
Mr. RUTZIN. Marshall Rutzin, Portage Northern High School.
Senator SPECTER. You are welcome here. We may call you as wit-

nesses on the subject of youth training.
You may all sit down now. Thank you.
Mr. Secretary, I begin with a question on your statement that a

5-percent cut will result in 5,000 workers suffering injuries. There
is some thinking that I subscribe to myself from time to time, that
you could take the 5-percent cut and imaginatively find a way to
do just as good a job.

Let me ask you a two-part question: What do you think about
that as a generalization? And No. 2, how can you specify that there
would be 5,000 more workers suffering more injury from that 5
percent cut on OSHA?

Secretary REICH. No. 1, Senator, Mr. Chairman, the challenges
facing the Occupational Safety and Health Administration are in-



14

creasing for two reasons: because the number of workers out there
is increasing. That is good. We want to have more workers out
there, but

Senator SPECTER. I have got 5 minutes, Mr. Secretary. How do
you come to a conclusion that you are going to have 5,000 more in-
juries?

Secretary REICH. This is based upon analysis of the injury and
illness records we have on the effects of OSHA inspections and
compliance activities on reducing injuries and illnesses in the work-
place.

Senator SPECTER. Would you supply us the details of that for the
record?

Secretary REICH. Yes; I would be happy to.
Senator SPECTER. Because I would like to take a close look at

that.
[The information follows:]

IMPACT OF THE 5-PERCENT REDUCTION TO OSHA's BUDGET

Data from a recent study demonstrates that in the 3 years following an OSHA
inspection and fine, injuries at inspected worksites decrease by as much as 22 per-
cent. Calculations based on this study indicate that a 50-percent cut in OSHA's
budget, leading to a comparable reduction in Federal and State OSHA inspections,
would result in an estimated 50,000 injuries that could have been prevented by
OSHA inspections. Using this model to determine the impact of a 5-percent reduc-
tion to OSHA's budget translates into an estimated 5,000 more workers suffering
injuries that otherwise could have been avoided.

RESCISSIONS

Senator SPECTER. We are obviously in an extraordinarily difficult
budgetary situation. It is occasioned by the economics of deficits
and national debt, and it is certainly front and center on the politi-
cal scene, which we all acknowledge. And we have a staggering re-
scission package.

This subcommittee is being asked to take rescissions of some
$5.9 billion if the House enacts what is on the table at the moment.
I have said repeatedly that my view is to look at it with a scalpel
and not a meat axe as to how we are going to handle it.

But I think it is plain that there are going to have to be some
economies. And I called you shortly after the election and said to
you: "Please take a hard look, let us work cooperatively to see if
we cannot cut with the least possible problem." And I think we are
going to have to do that in a very tough and resolution manner.

Let me turn to the specifics on the 1.2 million jobs and follow-
up on the telephone conversation which you and I had just yester-
day. What is the strongest evidence you have that that summer job
program is effective in terms of training people for permanent jobs,
in terms of lowering the crime rate, or whatever other specific evi-
dence you have as to the value of that particular appropriation?

SUMMER JOB PROGRAM

Secretary REICH. Mr. Chairman, we have three pieces of evi-
dence: one from the inspector general, one from the GAO, one from
Westat, which is a consulting firm that we hired to do an independ-
ent evaluation of those summer job programs.
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And just very briefly and I will submit for the record the details,
but we heard from all of those studies that those were meaningful
work experiences for employers and enrollees.

Also, we have combined the work experience with some edu-
cational experience, making sure that young people in these pro-
grams do not by September unlearn a lot of what they learned by
June. And those learning experiences combined with work experi-
ences, according to those three sources, have been very useful and
very helpful.

I am not suggesting that a summer job is going to miraculously
deliver a young person into the world of work forever or set that
young person straight. It is one small step in the right direction,
and the alternative for many of these young people is simply sitting
around in the summer. They are not in areas where there are a
lot of jobs.

The private sector tries to match, in some cities, dollar for dollar
what the public sector comes up with. They did not do it last sum-
mer. And I want to stress that last summer there were two dis-
advantaged young people who were willing and eager to work for
every one job position that was available to them. We cannot let
these kids down. I think it is irresponsible and it is ultimately
damaging to them and to the economy and to society.

Senator SPECTER. Well, Mr. Secretary, my yellow light is on, and
I appreciate the difficulty and perhaps it is impossible to quantify
any further than you have. But to say that it is meaningful and
they got what they had hoped for, really is not going to be suffi-
cient to carry the day.

We are going to have to find something which is a good deal
more tangible and concrete. What I am looking toward is the con-
ference that we are going to be in beyond what the Senate does as
to how we are going to be able to establish a priority on a summer
jobs program. I happen to believe in it and have seen its good work
when I was district attorney in Philadelphia.

But we are going to have to find a way to quantify more. Penn-
sylvania is going to be very hard-hit. I have got the figures. No rea-
son to put them in the record. The whole country is going to be hit
very hard. Each Senator could go to his own State.

But I would like you to provide for the record something harder
by way of evidence, if you can, which will enable us to make the
case for these programs. And I think we are also going to have to
give some thought to appealing to the private sector, and I have
already initiated some discussions in Pennsylvania's cities to tell
them what is on the horizon.

A lot of the community want budget cuts, less government, less
spending, lower taxes, and the comment is made: Let the private
sector pick it up. And we may be looking right now at an effort to
have the private sector pick up these jobs. We have a lot of jobs
on the line here.

Secretary REICH. Well, Mr. Chairman, as I was responding to
your question one of my assistants gave me details with regard to
evaluations. I will not bother you right now, but we will put them
into the record, and make it much more concrete than I could give
you off the top of my head.

(1 0 ,r..
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Senator SPECTER. Why do you not hand them up to me and I will
read them while the important questioning of Senator Harkin goes
forward.

Senator Harkin.
Senator HARKIN. Thank you very much, Mr. Chairman. Thank

you again, Mr. Chairman.
Again, Mr. Secretary, let me thank you and compliment you on

your leadership of the Department of Labor, especially in the whole
area of upgrading our workforce, something that we had not done
in the past. You have really moved us light-years ahead in just fo-
cusing on that problem, understanding it, and trying to put some
power behind that; just as you have in your support for the sum-
mer youth job programs.

In your written statement you pointed out that the cuts that are
proposed, the rescission, is a 60-percent cut in the summer youth
training programs. I do not know too many other meaningful and
worthwhile programs that are being asked to take that kind of a
cut, a 60-percent cut. As you said, there is no economic nor no
moral rationale for it.

Secretary REICH. Actually, Senator, if I may, the rescissions
eliminate entirely the summer jobs program for 1995-96, 100 per-
cent. This is not a matter of a 60-percent cut. It is 60-percent in
youth programs overall.

Senator HARKIN. Oh, I see.
Secretary REICH. The summer jobs program has been eliminated,

with barely a hearing on it. I did not testify before an authorization
committee over there and it was never brought up in my appropria-
tions subcommittee hearing. But it is complete elimination.

STRIKER REPLACEMENT

Senator HARKIN. Mr. Secretary, let me turn to another subject a
little bit closer to my home, if I might. As you know, the longest
running strike in the country, 8 months, is affecting some 1,000
Bridgestone Firestone workers in my State of Iowa. You have been
active in helping us try to bring some justice to this situation and
Iowans are very appreciative of all that you have done.

But Bridgestone right now has permanently replaced hundreds of
workers for doing nothing more than legally trying to get a fair
shake from this company. Now, I have been indulgent, I guess, for
some time. We kept thinking that the company was going to start
doing things. Both Senator Simon and I spoke on the floor on this
a couple of times. Through Senator Simon's office, Bridgestone de-
cided to sit back down with the employees again.

I said at the time that I hoped that this was not just a show;
I hoped they really meant to get to something. But I am afraid
that, after about 11/2 months, again this was just another ruse on
the part of the Bridgestone Corp.

Bridgestone's behavior I believe has been reprehensible, rep-
rehensibleperhaps one of the worst examples of irresponsible cor-
porate behavior I have ever seen. It clearly shows the need for the
executive order now under consideration that would stop Federal
contracts from going to companies that permanently replace legally
striking workers.
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Mr. Secretary, could you elaborate on how this Executive order
would be implemented? What is the timing of it? How many Fed-
eral contractors might be covered by this? Could you just elaborate
on it a little bit, basically the timing and how we are going to im-
plement this?

Secretary REICH. Yes, Senator. Within a few days the President
will issue an Executive order giving the Secretary of Labor author-
ity to make a finding that a given company has permanently re-
placed its striking workers and on the basis of that finding notify
other Federal Departments and agencies that they must essentially
cease doing business with that Federal contractor.

The Executive order will be available and I will make it, obvi-
ously, available to the committee as soon as issued. But with re-
gard to Bridgestone, it would be inappropriate, for me to comment
on the details there except to say that if there is a finding by the
Secretary of Labor that Bridgestone has indeed permanently re-
placed its striking workers, then Bridgestone would not be entitled
to renewals or new Federal contracts except under extraordinary
circumstances.

Senator HARKIN. Do you know if Bridgestone would be affected?
I understand that Bridgestone has literally millions of dollars in
Federal contracts to supply tires to various agencies of the Federal
Government, perhaps even the military. Do you have any further
knowledge on that?

Secretary REICH. I do not. As soon as the Executive order is is-
sued, I will be making those specific inquiries.

Senator HARKIN. Can you give me any more idea of when that
Executive order will be issued?

Secretary REICH. I believe within the next few days, Senator.
Senator HARKIN. I think that should come as some good news to

some of our workers at Bridgestone. Again, this isfor the fellow
Senators who do not know anything about what has happened out
there, this company just basically refused to even sit down and ne-
gotiate in good faith at all with the workers. They just brought in
replacements, said they were only temporary, then they made them
permanent.

Again, they wanted the workers to work hours in plants in Des
Moines that their own companies in Japan would not do, take cuts
in pay that their own workers in Japan would not take. As I said,
probably one of the worst examples of corporate irresponsibility I
have ever seen.

I am very much encouraged by what President Clinton did. I
think it is an act of courage on his part to stick up for the workers
of this country. I see no reason why the Federal Government ought
to be involved in purchasing in any way any items from any com-
pany that would really almost flaunt the law like they are doing.
I am talking about the Wagner Act and negotiating in good faith
with their workers, sitting down and bargaining with them.

We may not have been able to pass the striker replacement bill,
but I do not think that the people who work at Bridgestone Fire-
stone ought to have their taxes taken by the Federal Government
and then turn around and have the Federal Government buy tires
from the company that basically will not even let them return to
their jobs.
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Secretary REICH. Senator, if I may
Senator HARKIN. I am greatly encouraged by that and I am glad

the President did that.
Secretary REICH. Thank you, Senator. If I may also point out a

very important fact, and that is that the taxpayers should not have
to rely on products that are made with the industrial equivalent of
replacement workers or minor league baseball players who do not
have the experience and the knowledge that workers do who are
working full-time.

Evidence shows that there is a more contentious labor atmos-
phere, and that there are questions raised about the reliability of
products and the quality of products created under these cir-
cumstances. Therefore, under the procurement authority of the
President, it is perfectly appropriate, guarding the taxpayers' inter-
ests and making sure the products and services are of high quality,
that he take this action.

Senator HARKIN. Good, and I compliment him for it and I think
it was a courageous act on his part to do so.
. Thank you, Mr. Secretary. Thank you, Mr. Chairman.

Senator SPECTER. Thank you, Senator Harkin.
Senator Kohl.

JOB CORPS SITES

Senaior KOHL. Thank you very much, Mr. Chairman.
Secretary Reich, I would like to ask you about Job Corps site se-

lection. As you are aware, Milwaukee has actively sought a Job
Corps site and I have discussed it with you on several occasions.
As you also know, the administration has given priority to other
sites because they were located near closing military facilities.

Last year this committee specified that the Department give spe-
cial consideration to States with three things: No. 1, the lowest per-
centage of youth served; No. 2, which can demonstrate a high inci-
dence of minority and other youth unemployment; and No. 3, can
demonstrate a high level of organized community support.

As you know, Milwaukee has high scores in all three criteria.
Can you tell me where the Department is in the process of select-
ing new Job Corps sites? Can you tell me how many sites will be
funded this year and what the specific criteria will be in site selec-
tion?

Secretary REICH. Yes, Senator. The fiscal year 1995 appropria-
tion included appropriations for beginning four additional Job
Corps centers. Applications are due March 13, next week. And at
this point I do not have any idea as to how many applications have
been received, but, if it is like last year or the year before, it is very
competitive.

Selection of sites is currently scheduled for July 25. Now, the
Milwaukee plan last year, I remember, was very competitive, and
it is not that it was not good, it was just that it was beat out by
some that were even better.

But let me also take this opportunity to note for you and for
other members of this panel that the House Appropriations Com-
mittee recently adopted, as part of its rescission package, an elimi-
nation of funding for these four additional centers. If this action is
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not overturned by the Senate, the Department will simply be un-
able to move forward on the selection of these four additional sites.

REINVENTION AND STREAMLINING

Senator KOHL. I have a question on your request for depart-
mental reinvention and streamlining. You are requesting $20.9 mil-
lion, Secretary Reich, as a one-time investment relating to stream-
lining plans. Could you be more specific about how you intend to
spend that money and what it is you are going to achieve? And is
there an offset to that $20.9 million?

Secretary REICH. Senator, much of that money is to be spent, and
I will give you a detailed rundown, on technology, automating,
making it easier and faster to accomplish productivity improve-
ments. These are one-time cost increases so that down the line we
can actually save a great deal of money.

Some $3.9 million is for the establishment of an investment in
reinvention fund, and that allows agencies to come up with propos-
als and other investment or capital acquisition projects that
produce savings later on. They can borrow the money, in effect,
from the fund one time only and then return the money, in effect,
when they achieve those savings.

There is $7 million for one-time costs related to eliminating inef-
ficiencies in the structure of regional and area offices. And I want
to emphasize this because we have, in our efforts to streamline and
reinvent the Department, sought, as any private sector organiza-
tion would, to eliminate unnecessary layers of review, and push
more and more responsibility downward and out to the field and
to the frontline, to consolidate and close offices which have outlived
their usefulness.

Finally, $5.6 million is needed to invest in training employees to
simply make them more versatile so that they can do many more
jobs and they are more flexible, so we do not have to keep them
where they are and hire additional people to do new tasks that
come up.

So these are one-time exnenditures having to do with making a
more dynamic, flexible, technologically driven, and customer-driven
workplace.

IMMIGRATION PROPOSAL

Senator KOHL. Thank you, Secretary Reich, I also want to ask
about your immigration proposal. Your Department is proposing
$16 million and 202 full-time equivalent employees to target em-
ployers that violate immigration laws and hire illegal immigrants.
You were going to pay for this with a border-crossing fee, which the
administration has since withdrawn.

Where are you going to get that $16 million if you do .not get it
from border-crossing fees?

Secretary REICH. The President included that as part of his 1996
budget request, and the deficit reductions that he is also projecting
come from elsewhere in the Federal Government. As I mentioned
before, the importance of increasing enforcement in this area of
wage and -hour and standards of work is because there is a direct
relationship between the magnet that is created by sweatshops in
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certain States around border areas and also in major cities around
the country, of employers willing to run afoul of the immigration
laws because they want to get workers who they treat in illegal
ways because they know that the workers will not complain.

So, if we can shut down those sweatshops, if we can cut off the
magnet, as it were, we reduce the lure to undocumented aliens. We
have already made some progress in this direction and we are
seeking additional funds to do even more.

Senator KOHL. I think the idea is right, but you said you were
going to spend $16 million on the project which would be financed
largely by border-crossing fees. These fees are no longer viable. I
did not catch how you intend to pay for the initiative?

Secretary REICH. Well, again, the President proposed those in-
creases as part of his 1996 budget. They were not specifically tied
or earmarked in the budget to those border-crossing fees. If it turns
out that the border-crossing fees fail and they were part of the rev-
enue stream in that budget that are counted on, then we have to
make up the difference in some way. But it is part of general reve-
nues in any event.

Senator KOHL. Thank you.
Thank you, Mr. Chairman.
Senator SPECTER. Thank you, Senator Kohl.
Senator Bumpers.
Senator BUMPERS. Mr. Chairman, all those youngsters who

joined us, oftentimes they come here and we are always pleased to
have them, but usually about this time they are bored stiff, but
they do not want to be rude by leaving. So, let me say to all of you:
If you want to get up and walk out, feel free to do so and we will
understand.

STRIKER REPLACEMENT AUTHORITY

Mr. Secretary, by what authority would the President issue an
order authorizing you to determine whether or not the strikers at
Bridgestone Firestone had been permanently replaced? And second,
what authority would he have to say that the Federal Government
should not contract with them any more?

Secretary REICH. Senator, this is his procurement authority.
Senator BUMPERS. What if General Motors had a strike? Could

he say that we will not contract with General Motors in the future
because they permanently replaced strikers?

Secretary REICH. The President has the authority under the pro-
curement laws of this country, and to my knowledge this has been
used for decades, to take actions that will ensure the reliability and
the adequacy of any goods and services that are being provided by
the private sector to the Federal Government.

Now, in this instance, yes, the President does have the authority,
unquestionably.

Senator BUMPERS. Could you supply this committee with the
legal documentation for that? I am not quarreling with it, but that
sounds rather draconian to me.

[The information followsl
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MEMORANDUM: OFFICE OF LEGAL COUNSEL, U.S. DEPARTMENT
OF JUSTICE

MEMORANDUM FOR JANET RENO,
ATTORNEY GENERAL

From: Waker,Dellinger144-C4---
Assistant Attorney General

March 9, 1995

Re: Executive Order No. 12954, entitled "Ensuring the Economical and Efficient
Administration and Completion of Federal Government Contracts"

On March 6, 1995, we issued a memorandum approving as to form and legality a
proposed executive order entitled, "Ensuring the Economical and Efficient Administration of
Federal Government Contracts." On March 8, 1995 the President signed the proposed
directive, making it Executive Order No. 12954. This memorandum records the basis for
our prior conclusion that the Federal Property and Administrative Services Act vests the
President with authority to issue Executive Order No. 12954 in light of his finding that it
will promote economy and efficiency in government procurement.

Executive Order No. 12954 establishes a mechanism designed to ensure economy and
efficiency in government procurement involving contractors that permanently replace lawfullY
striking workers. After a preamble that makes and discusses various findings and ultimately
concludes that Executive Order No. 12954 will promote economy and efficiency in
government procurement, the order declares that "Olt is the policy of the Executive branch in
procuring goods and services that, to ensure the economical and efficient administration and
completion of Federal Government contracts, contracting agencies shall not contract with
employers that permanently replace lawfully striking employees." Exec. Order No. 12954.
§ I. The order makes the Secretary of Labor ("Secretary') responsible for its enforcement.
1.0 § 6. Specifically, the Secretary is authorized to investigate and hold hearings to
determine whether 'an organizational unit of a federal contractor" has permanently replaced
lawfully striking employees either on the Secretary's own initiative or upon receiving
"complaints by employees" that allege sueh permanent replacement. IlL § 2.

If the Secretary determines that a contractor has permanently replaced lawfully
striking employees, the Secretary is directed to exercise either or both of two options. First,
the Secretary may make a finding that all contracts between the government and that
contractor should be terminated for convenience. 1st._ § 3. The Secretary's decision whether
to issue such a finding is to be exercised to advance the government's economy and
efficiency interests as set forth in section 1. 14. § 1 ("All discretion.under this Executive
order'shall be exercised consistent with this policy."). The Secretary is then to transmit the
finding to the heads of all departments and agencies that have contracts with the contractor)
Each such agency head is to terminate any contracts that the Secretary has designated for
terrnination, unless the agency head formally and in writing objects to the Secretary's
finding. 4. § 3. An agency head's discretion to object is also limited to promoting the
purpose of economy and efficiency as set forth in the policy articulated in section 1.

The Secretary's second option is debarment. If the Secretary determines that a
contractor has permanently replaced lawfully striking employees, the Secretary is to place the
contractor on the debarment list until the labor dispute has been resolved, unless the
Secretary determines that debarment would impede economy and efficiency in procurement.
The effect of this action is that no agency head may enter into a contract with a contractor on
the debarment list unless the agency head finds compelling reasons for doing so. 11 § 4.

We will refer to this Ch.!, Of officials generically as agency head(s).
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Executive Order No. 12954, taken as a whole, sets forth a mechanism that closely ties
its operative procedures -- termination and debarment -- to the pursuit of economy and
efficiency. The President has made a finding that, as ageneral matter, economy and
efficiency in procurement are advanced by contracting with employers that do not
permanently replace lawfully striking employees. Additionally, the President has provided
for a case-by-case determination that his finding is justified on the peculiar facts and
circumstances of each specific case before any action to effectuate the President's finding is
undertaken.

The Supreme Court has instructed that "(t)he President's power, if any, to issue [an]
order must stem either from an act of Congress or from the Constitution itself."
Younestown Sheet & Tube Co. v. Sawyer, 343 U.S. 579, 585 (1952). The President's
authority to issue Executive Order No. 12954 is statutory; specifically, the Federal Property
and Administrative Services Act of 1949 ("FPASA"). That statute was enacted "to provide
for the Government an economical and efficient system for . . . procurement and supply."
40 U.S.C. § 471. The FPASA expressly grants the President authority to effectuate this
purpose,

The President may prescribe such policies and directives, not inconsistent with
the provisions of this Act, as he shall deem necessary to effectuate the provisions of
said Act, which policies and directives shall govern the Administrator [of General
Services] and executive agencies in carrying out their respective functions hereunder.

§ 486(a). An executive order issued pursuant to this authorization is valid if (a) "the
President acted 'to effectuate the provisions' of the FPASA," and (b) the President's "action
was 'not inconsistent with' any specific provision of the Act." American Fed'n of Gov't
EingIdyees v. Carmen 669 F.2d 815, 820 (D.C. Cir. 1981) (quoting 40 U.S.C. § 486(a)).
We are not aware of any specific provision of the FPASA that is inconsistent with Executive
Order No. 12954. Therefore, we turn to the question whether the President acted to
effectuate the purposes of the FPASA.

Every court to consider the question has concluded that § 486(a) grants the President
a broad scope nf authority. In the leading case on the subject, the United States COUR of
Appeals for the District of Columbia Circuit, sitting en banc, addressed the question of the
scope of the President's authority under the FPASA. and § 486(a) in particular. See AEL,
cal...NAM 618 F.2d 784 (D.C. Cir.) (en banc), cen denied, 443 U.S. 915 (1979). A
plausible argument that the FPASA granted the President only narrowly limited authority was
advanced and rejected. See jel at 799-800 (MacKinnon, J., dissenting). After an extensive
review of the legislative history of that provision, the court held that the FPASA, through
§ 486(a), was intended to give the President "broad-ranging authority" to issue orders
designed to promote "economy" and "efficiency" in government procurement. Id, at 787-89.
The court emphasized that "le]conomy' and 'efficiency' are not narrow terms; they
encompass those factors like price, quality, suitability, and availability of goods or seiVices
that are involved in all acquisition decisions.' IC at 789; sesA152 Peter E. Quint, Ihl
Separation of Powers under Carter 62 Tex. L. Rev. 785, 792-93 (1984) (although § 486(a)
"easily could be read as authorizing the President to do little more than issue relatively
modest housekeeping regulations relating to procurement practice. . . . The Kite court
found congressional authorization of sweeping presidential power. . . . ."); Peter Raven-
Hansen, Makine Agencies Follow Orders:Judicial Review of Agency Violations of
Executive Order 12.291, 1983 Duke L.J. 285, 333 n.266; Jody S. Fink notes cm
Presidential Foreign Poliey Powers (Part 11), 11 Hofstra L., Rev. 773, 790-91 n.I32 (1983)
(characterizing Kahn as reading § 486(a) to pant President "virtually unlimited" authority).

The court then concluded that a presidential directive issued pursuant to § 486(a) is
authortzed as long as there is a "sufficiently close nexus" between the order and the criteria
of economy and efficiency. Kahn, 618 F.2d at 792. Although the opinion does not include
a definitive statement of what constitutes such a nexus, the best reading is that a sufficiently
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close nexus exists when the President's order is "reasonably related" to the ends of economy
and efficiency. le& j at 793 0.49; Harold H. Btuff, Judicial Review and the President's
Statutory Powers 68 Va. L. Rev. 1, 51 (1982) ("in AFL-CIO vKahn, the court stated an
appropriate standard for reviewing the basis of a presidential action -- that it be 'reasonably
related' to statutory policies") (footnote omitted).

As one commentator has asserted, under Kahn, the President need not demonstrate
that an order "would infallibly promote efficiency, merely that it [is] plausible to suppose
this." Alan Hyde, Beyond Collective Bargaining: The Politicization of Labor Relations
under Government Contract, 1982 Wis. L. Rev. 1, 26. In our view a more exacting
standard would invade the "broad-ranging" authority that the court held the statute was
intended to confer upon the President. lee Ka1311, 618 F.2d at 787-89. In addition, a stricter
standard would undermine the great deference that is due presidential factual and policy
determinations that Congress has vested in the President. See. e.g., Henry P. Monaghan,
Stare Decisis and Constitutional Adjudication, 88 Colum. L. Rev. 723, 738 (1988).2

We have no doubt, for example, that § 486(a) grants the President authority to issue a
directive that prohibits executive agencies from entering into contracts with contractors who
use a particular machine that the President has deemed less reliable than others that are
available. Contractors that use the less reliable machines are less likely to deliver quality
goods or to produce their goods in a timely manner. We see no distinction between this
hypothetical order in which the President prohibits procurement from contractors that use
machines that he deems unreliable and the one the President has actually issued, which would
bar procurement with contractors that use labor relations techniques that the Pissident deems
to be generally unreliable, especially when the Secretary of labor and the contracting agency
head each confum the validity of that generalimtion in each specific case.

The preamble of Executive Order No. 12954 sets forth the President's findings that
the state of labor-management relations affects the cost, quality, and timely availability of
goods and services. The order also announces his finding that the government's procurement
interests in cost, quality, and timely availability are best secured by contracting with those
entities that have "stable relationships with their employees" and that "[a]n important aspect
of a stable collective bargaining relationship is the balance between allowing businesses to
operate during a strike and preserving worker rights." The President has concluded that
"(t]his balance is disrupted when permanent replacement employees are hired." In
establishing the policy ordinarily3 to contract with contractors that do not hire permanent
replacement workers, the President has found that he will advance the government's
procurement interests in cost, quality, and timely availability of goods and services by
contracting with those contractors that satisfy what he has found to be an important condition.
for stable labor-management relations.

The order's preamble thcn proceeds to set forth a reasonable relation between the
government's procurement interests in economy and efficiency and the order itself.
Specifically, the order asserts the President's finding that

strikes involving permanent replacement workers are longer in dunition than other
strikes. In addition, the use of permanent replacements can change a limited dispute
into a broader, more contentious stniggle, thereby exacerbating the problems that
initially led to the strike. By.permanently replacing its workers, an employer loses
the accumulated knowledge, experience, skill, and expertise of its incumbent

We do not mean to indicate a belief that Executive Order No. 12954 could not withstand a stricter level
of scrutiny. We simply regard the employment of such a standard to be contrary to the holding of .g&I as
well as the view of the purposes of the FPASA and its legislative history upon which that decision expressly
rests.

.

Again, the order does not categorically bar procurement from contractors that have permanently replaced
lawfully striking workers. The sanctions that the order would authorize would not go into effect if either the
Secretary, with respect to either the termination or the debarment optios. or the contracting agency head, with
respect to the termination option, finds that the option would impede economy and efficiency in procurement.
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employees. These circumstances then adversely affect the businesses and entities,
such as the Federal Government, which rely on that employer to provide high quality
and reliable goods or services.

We believe that these findings state the necessary reasonable relation between the procedures
instituted by the order and achievement of the goal of economy and efficiency.

It may well be that the order will advance other permissible goals in addition to
economy and efficiency. Even if the order were intended to achieve goals other than

economy and efficiency, however, the order would still be authorized under the FPASA as
long as one of the President's goals is the promotion of economy and efficiency in
government procurement. "We cannot agree that an exercise of section 486(a) authority
becomes illegitimate if, in design and operation, the President's prescription, in addition to
promoting economy and efficiency, serves other, not impermissible, ends as well." Carmen,
669 F.2d at 821- sea Rainbow Nay.. Inc. v. Deo't of the Navy, 783 F.2d 1072 (D.C. Cir.
1986); Kimberley A. Egerton, Note Presidential Power_over Fedeial Contracts under the
Pederal Property and Administrative Services Act. The Close Nexus Test of AFL-CIO v.
Kahn, 1980 Duke L.l. 205, 218-20.

Since the adoption of the FPASA, Presidents have consistently regarded orders such
as the one currently under review as being within their authority under that Act. As the
court explained in Kahn, Presidents have relied on the FPASA as authority to issue a wide

range of orders. 618 F.2d at 789-92 (noting the history of such orders since 1941, especially
to institute "buy American" requirements and to prohibit discrimination in employment by
government contractors). Not surprisingly this executive practice has continued since Kau.
For instance, President Bush issued Executive Order No. 12800, which required all
government contractors to post notices declaring that their employees could not "be required

to join'a union or maintain membership in a union in order to retain their jobs." 57 Fed.
Reg. 12985 (April 13, 1992). The order was supported solely by the statement that it was
issued "in order to . . promote harmonious relations in the workplace for purposes of
ensuring the economical and efficient adniinistracion and completion of Government

contracts." Id.' This long history of executive practice provides additional support for the
President's exercise of authority in this casc. Leg Kahn, 618 F.2d at 790.6 This is
especially so where, as here, the President sets.forth the close nexus between thc order and
the statutory goals of economy and efficiency.

It may be that in individual cases, a contractor that maintains,a policy of refusing to
permanently replace lawfully striking workers may nevertheless have an unstable labor-

management relationship while a particular contractor that has permanently replaced lawfully
striking workers may have a more stable relationship. As to such situations, however, the

Secretary and the contracting agency heads retain the discretion to continue to procure goods

and services from conttactors that have permanently replaced lawfully strikingworkers if that
pitcurement wW advance the federal government's economy and efficiency interests as

articulated in section 1 of Executive Order No. 12954.6 We recognize that, even with these

This order is also significant insofar as it demonstrates that Executive Order No. 12954 is not the first in
which a president has found that more stable workplace relalion promote economy and efficiency in
government procurement.

'Of course, the President's view of his own authority under a statute is not controlling, but when that
view has been acted upon over a substantial period of time without eliciting congtessiceal revemal, it is 'entitled
to great respect.' . . . [t]he 'construction of a st/tUte by those charged with its execution should bc followed
unless there are compelling indications that it is wrong." 618 F.2d at 790 (quoting Board_of_Governors

of the Federal Reserve Sus. v. First Lincolnwood Corn 439 U.S. 234 (1978). and Miler v. Youakim 440

U.S. 12$. 144 n.25 (1979)).

' The authority of an agency head is diminished somewhat, though not eliminated entirely, with respect to
procuring from cootractor that the Secretary has debarred. An agency head may ptocure from a debarred

contrict°r only for eaMPelling reasons. Sge Exec. Order No. 12954. § 4. Nevertheless, the Secretary has

authority to refisse to place contractor on the debarment list in the firm instance if the Secretary believes that

debarment would not advance economy and efficiency.
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safeguards, it could happen that a specific decision to terminate a contract for convenience or
to debar a contractor pursuant to the order might not promote economy or efficiency. The
courts have held that it remains well within the President's authority to determine that such
occurrences are more than offset by the economy and efficiency gains associated with
compliance with an order generally. See Kahn, 618 F.2d at 793.7

Similarly, it would be unavailing to contend that Executive Order No. 12954 will
secure no immediate or near-term advancement of the federal government's economy and
efficiency procurement interests. Section 486(a) authorizes the President to employ "a
strategy of seeking the greatest advantage to the Government, both short- and long-term,"
and this is 'entirely consistent with the congressional policies behind the PPASA.'
(emphasis added); el,. Contractors Ass'n v. Secretary of Labor, 442 F.2d 159, 170 (3d Cir.)
(deciding on basis of President's constitutional rather than statutory authority). cert. denied,
404 U.S. 854 (1971).

The FPASA grants the President a direct and active supervisory role in the
administration of that Act and endows him with broad discretion over how best "to achieve a
flexible management system capable of making sophisticated judgments in pursuit of
economy and efficiency." Kgn 618..F.2d at 788-89. As explained above, the President has
set forth a sufficiently close nexus between the program to be established by the proposed
order and the goals of economy and efficiency in government procurement.'

Finally, we do not understand the action of Congress in relation to legislation on the
subject of replacement of lawfully striking workers to bear on the President's authority to
issue Executive Order No. 12954. The question is whether the FPASA authorizes the
President to issue the order. As set forth above, we believe that it does. Recent Congresses
have considered but failed to act on the issue of whether to adopt a national, economy-wide
proscription of the practice applying to gJA employers under the National Labor Relations Act

'ile find Do basis for rejecting the President's conclusion that any higher costs incurred in those
transactions will be mote than offset by the advantages gained in negotiated contracts and In those cases where
the lowest bidder is in compliance with the voluntary standards and his bid is lower than it would have been in
the absence of standerds. Kahn 618 F.2d at 793.

Moreover. we note that under the Supreme Court's roman decision in Dalton v. Specter 114 $. Ct. 1719
(1994). it is unlikely that the President's judgment may be subjected to judicial review. It is clear that 486(a)
gives the President the power to issue orders designed to promote economy and efficiathy in government
procurement. See 40 U.S.C. § 486(a): Carmen. 669 F.2el at 821: Icahn, 618 F.2d at 788-89, 792-93. The
Supreme Court has recently 'distinguished betweeo claims of constitutional violations and claims that an official
has acted in excess of his statutory authority.' j2g.qa. 114 S. Cs at 1726. The Court held that

where a claim "concerns not a want of (presidential) power, but a mere excess or abuse of discretion in
exerting a power given, it is clear that it involves considerations which are beyond the reach of judicial
power. This must be since, as this court has often pointed out, the judicial may not invade the
legislative or executive departments so as to correct alleged mistakes or wrongs arising from asserted
abuse of discretion.'

111,, at 1727 (quoting Dairata Central Toleshone Co. V. South Dakota ex rel. Payne. 250 U.S. 163. 184 (1919));
see 5159 Siithi,..gssigua. 844 F.24 195, 198 (4th Cir.). ISEL-genksl. 488 U.S. 954 (1988); Colon v. Cuter.
633 F.24`964. 966 (la Cir. 1980); a, !tackler v. Chaney, 470 U.S. 821 (1985); Chicago Southern Air Lines

v. Waterman S S Com,, 333 U.S. 103 (1948).

Judicial review is uoavailable for claims that the President had erred in his judgment that the program
established in the order is unlikely to promote economy and efficiency. The.FPASA entrusts this determination
to the President's discretion and, under gam courts may not second-guesa his conclusion. The Court made it
clear that the President does not violate the Constitution simply by acting ultra vises. pee Daltoe. 114 S. Ct. at
1726-27. Judicial review is available only for contentions that the President's decision not only is outside the
scope of the discretion Congress granted the President. but also that the President's action violates some free-
standing provision of the Constitution.
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("NLRA").' This action may not be given thc effect of amending or repealing the
President's statutory authority, for the enactment of such legislation requires passage by both
houses of Congress gig' presentment to the President. leg lvletrogolitan Washinaton Aireons
Authority v. Citizensior the Abatement of Aircraft Noise. Inc, 501 U.S. 252 (1991); INS
v. Chadha, 462 U.S. 919 (1983). To contend that Congross'kinaction on legislation to
prohibit all employers from hiring replacement workers deprived the President of authority
he had possessed is to contend for the validity of the legislative veto.

. -
In Youngstown Sheet & Tube, it was considered relevant that Congress had

considered and rejected granting the President the specific authority he had exercised. 343
U.S. at 586. There, however, the,President did not claim to be acting pursuant to any
statutory power, but rather to inherent constitutional power. In such a case, the scope of the
President's power depends upon congressional action in the field, including an express
decision to deny the President any statutory authority. j Youngstown Sheet & 'Me is
inapposite here because the President does not rely upon inherent constitutional authority, but
rather upon express statutory authority § 486(a) of tbe FPASA. Kflh11, 618 F.2d at

787 & n.13.

Moreover, we note that Congress's action was far from a repudiation of the specific
authority exercised in Executive Order No. 12954. Even if a majority of either house of
Congress had voted to reject the blanket proscriptions on hiring permanent replacements for
lawfully striking workerscontained in H.R. 5 and S. 55, this would denote no more than a
determination that such a broad, inflexible rule applied in every labor dispute subject to the
NLRA would not acl$:,ance the many interests that Congress may consider when assessing
legislation. The order, by contrast, does not apply across the economy, but only in the area
of government procurement. Nor does the order establish an inflexible application, rather it
provides the Secretary of Labor an opportunity to review each case to determine whether
debarring or terminating a contract with a particular contractor will promote economy and
efficiency in government procurement and further permits any contracting agency head to
override a decision to debar if he or shc believes there are compelling circumstances or to
reject a recommendation to terminate a contract if, in his or her independent judgment, it
will not promote economy and efficiency. In sum, the congressional action alluded to above
simply does not implicate the narrow context of government procurement or speak to the
efficacy of a flexible case-by-else regime such as the one set forth in the order.'

In the 102d Congress, The House of Representative* passed a bill to amend the National Labor Relations
Act to make it an unfair labor practice for an employer to hire a permanent replacement for a lawfully striking
employee. Sgg H.R. 5, 102d Cong.. 1st Sess. (1991). The House passed this legislation on a vote of 247-182.
Ug Cong. Rec. H5589 (daily ed. July 17, 1991). The Senate considered legislation to the same effect. leig
S. 55. 102d Cong.. 2d Sess. (1992). The legislation was not brought to the floor for a vote because supporters
of the measure were only able to muster 57 votes to invoke cloture. Sea Cong. Rec. S8237-38 (daily ed. June
16. 1992).

Likewise, legislation to categorize the hiring of permanent replacement workers as an unfair labor
practice was considered in the 103d Congress. The Howe of Representafives'approved the legislation on a vote
of 239-190. 1m Cong. Rae 513568 (daily ed. June 15, 1993). Again, the Senate did not bring the bill to a
vote, because its supporters were unable to attract the supermajority required to invoke cloture. Igg Cong. Ree.
58524 (daily ed. July 12. 1994) (fifty-three senators voting to invoke cloture).

.° We tieve found no indication in the legislative history that those opposing the proposed ameedments to
elle NLRA even considered the specialized contest of government procurement. See. e.g,, S. Rep. No. l W.
103d Cong., 1st Sees. at 35-49 (1993) (stating minority views); H.R. Rep. No. 116, lO3d Coos. 2d Sess.. pt.
I. at 42-62 (1993) (minority views); H.R. Rep. No. 116, 103d Cong.. 2d Sess., pt. 2. at 16-17 (1993)
(minority views): H.R. Rep. No. II& 103d Cong.. 2d Sess., pt. 3, at 11-13 (1993) (minority views).
Moreover, we note that at least some of the opposition to the legislation was based in part on =Kerns
Miatding the breadth of the legislation, go H.R. Rep. No. 116, pt. I. at 45 (minority views) (emphasizing
absence of 'a truly pleasing sgsjsigi need' (emphasis added)), as well as it1 inflexibility, gra jit al 61 (views of
Rep. Roukerna).
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The Kahn opinion fully supports this view. There the President promulgated
voluntary wage and price guidelines that were applicable to the entire economy. Contractors
that failed to certify compliance with.thc guidelines were debarred from most government
contracts. Sm Exec. Order No. 12092, 43 Fed. Reg. 51,375 (1978). The order was issued
in 1978 against the following legislative backdrop: In 1971 Congress passed the Economic
Stabilization Act, which authorized the President to enforce economy-wide wage and price
controls. In 1974, a few-months after the Economic Stabilization Act expired, the Council
on Wage and Price Stability Act ("COWPSA") was enacted. COWPSA expressly provided
that "[niothing in this Act . . authorizes the continuation, imposition, or reimposition of
any mandatory,economic controls with respect to prices rents, wages, salaries, corporate
dividends, or any similar transfers." Pub. L. No. 93-387, § 3(b), 88 Stat. 750 (1974).

The coutt concluded that "the standards in Executive Order 12092, which cover only
wages and prices, are not as extensive as the list in Section 3(b). Consequently, we do not
think the procurement compliance program falls within the coverage of Section 3(b), but
rather is a halfway measure outside the contemplation of Congress in that enactment."
618 F.2d at 795. Similarly, Executive Order No. 12954 is a measure that operates in a
manner (case-by-case determination) and a realm (government procurement exclusively) that
was outside the contemplation of Congress in its consideration of a broad and inflexible
prohibition on the permanent replacement of lawfully striking workers.

DI

Congress, in the FPASA, established that the President is to play the role of
managing and directing government procurement. Congress designed this role to include
"broad-ranging authority" to issue orders intended to achieve an economical and efficient
procurement system. Executive Order No. 12954, "Ensuring the Economical and Efficient
Administration and Completion of Federal Government Contracts," represents a valid
exercise of this authority.

PERMANENTLY REPLACED STRIKER

Senator BUMPERS. Second, how would you go about determining
whether or not a striker had been permanently replaced? Do you
have guidelines for that?

Secretary REICH. We are developing guidelines right now, Sen-
ator, for determining whether a striker has been permanently re-
placed.

Senator BUMPERS. So this has never been done before?
Secretary REICH. Sir?
Senator BUMPERS. This has never been done before?
Secretary REICH. Not with regard to this particular determina-

tion. But in most cases of which I am aware it is not too difficult
to differentiate between temporary replacements and permanent
replacements.

Senator BUMPERS. What if the company tells you, if we sign a
contract tomorrow every one of these people can come back to their
jobs they had before?

Secretary REICH. If that is a temporary replacement, if people
can come back to the jobs they had before

Senator BUMPERS. I know it is, but if they tell you that, despite
what their intentions might be, if they openly tell you that, you
would be rather bound by that, would you not?

Secretary REICH. We would have to examine the situation. At
this point I cannot tell you what the evidentiary standard is.
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EARNED INCOME TAX CREDIT

Senator BUMPERS. Let me ask you a different question. I am not
quarreling with that. I am just saying that sounds rather drastic.

What, if any, effect would the minimum wage increase to $5 have
on the earned income tax credit? Would we save money from that
or would it be keyed to something else?

Secretary REICH. No; the earned income tax credit would still be
exactly as it is right now.

Senator BUMPERS. But the poverty level, it is keyed to the pov-
erty level, and people who have been making $4.25 an hour are
going to be making $5 an hour, and it seems to me that that puts
them much closer to the poverty level and, therefore, get much less
than they would get under the earned income tax credit.

Secretary REICH. Well, the data we have suggests that there is
still going to be a gap. Let us say you have one earner and you
have three members of the family. If you have an earned income
tax credit of approximately $3,000, probably a little bit higher,
right now you have a minimum wage worker at $8,500. The two
together, even with the equivalent of food stamps, still do not put
that family up to the poverty line.

Senator BUMPERS. I understand that, but it puts them closer
and, therefore, reduces the amount they are entitled to of the
earned income tax credit. If the poverty rate for a family of four
is $15,000 and presently a worker is making $8,000 a year, they
are entitled to an earned income tax credit, we will say, of $3,000,
which I think is about the maximum.

If his income goes up, say, from $8,000 to $11,000, then he would
not be entitled to the same $3,000.

Secretary REICH. You are assuming that the person is still be-
neath the poverty level.

Senator BUMPERS. Oh, yes. I am saying all of these people are
beneath the poverty level. Otherwise I do not think they are eligi-
ble for earned income tax credit.

Secretary REICH. Right. But you are saying in your hypothetical
example that the individual, even with the earned income tax cred-
it and the increase in the minimum wage, is still under the poverty
level.

Senator BUMPERS. Right.
Secretary REICH. I believe that the earned income tax credit

would remain the same, but let me get back to you on that.
Senator BUMPERS. Would you, please.
Secretary REICH. And I will give you the precise notations, the

precise data.
[The information follows:]

MINIMUM WAGE

The Earned Income Tax Credit (EITC) expansion has lifted hundreds of thou-
sands of families out of poverty. The EITC and minimum wage are complimentary
programs. Although extraordinarily helpful, the EITC imposes a 20-percent mar-
ginal tax rate on families whose income falls in the phase-out range. In addition,
the EITC is typically received in a lump sum at the end of the year. By contrast,
a minimum wage increase will make each hour of work pay more.

The Administration's EITC expansion was designed such that a full-time, -year-
round minimum wage worker would be able to lift a family of four out of poverty
when his or her earnings were combined with the EITC an food stamps. The mim-
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mum wage is near its lowest real level in 40 years. At its current level, a full-time
worker earning the minimum wage does not earn enough to lift a family of four out
of poverty even with the EITC and food stamps. An increase in the minimum
wageeven combined with the EITCwill make work a more attractive alternative
to not working.

SUMMER YOUTH JOBS

Senator BUMPERS. One final question. I see my time is about up,
too. I wanted to ask you about the summer jobs. Now, under the
House bill as it presently exists do I understand we are going to.
have 1,200,000 summer youth jobs taken out?

Secretary REICH. For the summers of 1995-96, the entire pro-
gram would be eliminated.

Senator BUMPERS. Are they scrapping the entire program?
Secretary REICH. Well, the authorization still remains on the

books.
Senator BUMPERS. I am talking about the appropriation.
Secretary REICH. The program is gone.
Senator BUMPERS. They are rescinding all the money for summer

youth jobs?
Secretary REICH. Yes.
Senator BUMPERS. Do you have any studies that show what the

impact of summer youth jobs is on the crime rate in this country?
Secretary REICH. On the prime rate?
Senator BUMPERS. Crime rate.
Secretary REICH. On the crime rate. I was wondering if you knew

something I did not know. [Laughter.]
Senator, I will look into it. I shared with the chairman some of

the studies, at least the summaries of some of the studies, but I
will look into it.

[The information follows:]

IMPACT OF THE SUMNER JOBS PROGRAM ON CRIME RATES

The summer jobs program serves over half a million 16- to 21-year-oldsan age
group with particularly Iiigh crime rates. Further, large proportions of these youth
are in inner-city neighborhoods, and such neighborhoods are characterized by high
crime rates.

We do not have direct evidence on the effect of the summer jobs program on crime
rates, but we do have estimates from other youth programs. The evaluation of the
Job Corps completed in 1982 indicated that there was a 9 percent reduction in crime
among males while they were in the program. The more recent evaluation of the
non-residential JOBSTART demonstration found similar, but slightly lower, reduc-
tions in crime for males while they were in the program. The Supported Work dem-
onstration did not find such a reduction in crime for youth while they were enrolled
in the program.

Because the summer jobs program serves so many youth in inner-city neighbor-
hoods, the program most likely has community-wide impacts on crime rather than
simply the individual impacts reported in the evaluations discussed above. That is,
the program not only reduces the likelihood that individual youth commit crime, but
also more broadly reduces the number of youth hanging out on the street and the
influence of youth gangs.

YOUTH UNEMPLOYMENT

Secretary REICH. One of the suggestions that we made when
Congress was debating the crime bills was to do a saturation eper-
iment, bringing down youth unemployment from perhaps 60 or 70
percent for urban out-of-school youth to the range of 20 percent,

87-615 96 2 34
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doing a baseline study of what crime was beforehand and then
doing a follow-up study.

I know of no studies specifically that have looked at the relation-
ship between jobs and crime. I do not think it is too difficult intu-
itively to conclude that there is a relationship, but our literaturesearch

Senator BUMPERS. Obviously we are relegating those youngsters
to spending the summer in the pool hall by replacing these jobs.
Of all the things the House has done, that is the greatest travesty
to me. My time is up. Thank you, Mr. Chairman.

Senator SPECTER. Thank you, Senator Bumpers.
Senator Bumpers italicizes the same point that I made. I think

you might find some statistics, if you take a look at what happened
in the various cities. I do not know how big a statistical part of the
total youth population is and what you are dealing with. But we
really do need some hard evidence if these programs are to be
saved, really if any programs are going to be saved.

Secretary REICH. Yes; Mr. Chairman, again I want to stipulate
that we will get you that evidence. There is evidence, a lot of eval-
uations done in this area. In fact, if you look at all of the areas of
social science, all of the areas of Government programs, there have
been, I venture to say, more controlled experiments in areas of job
training and youth jobs and employment and training than there
has been in almost any other area.

So we will get you everything that we have. I did give you those
summaries just now, but we will get you other studies.

I do not, however, know of a study directly relating the crime
rate to summer job experiences.

Senator SPECTER. Well, Mr. Secretary, I took a look at the stud-
ies and they are really not very helpful. They really do not con-
stitute evidence in support that is really solid or very meaningful.
But let us see what you can produce.

Secretary REICH. OK. And. again, Mr. Chairman, the summaries
that I gave you just then were simply sentences taken out of the
reports. So we will give you the reports specifically.

Senator SPECTER. Well, let us see what the reports say, if they
really are in fact helpful.

[The information follows:]

SUMMER PROGRAM EVALUATIONS

The Office of Inspector General's audit and the Westat Inc.'s, study of the pro-
gram year 1992 JTPA Summer Youth Employment and Training Program will be
submitted under separate cover.

FEDERAL JOB TRAINING PROGRAMS

Senator SPECTER. Mr. Secretary, you talk about Federal job
training programs and consolidating them, and there certainly are
a great many in a great many Departments. And I would like to
see what can be done in that regard. Would you undertake a sur-
vey of those job training programs, tell us which Departments have
them, how many there are, what the functions are, how much
money is being spent, and perhaps that is an area which could lead
to some economies? May we see that at your earliest convenience?

[The information follows:]
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CONSOLIDATION OF JOB TRAINING PROGRAMS

Secretary REICH. Yes; indeed, Mr. Chairman, the President is
recommending a consolidation of more than 70 separate job train-
ing programs that we have been talking about for some years.

Senator SPECTER. So what has happened? Did you know that
there were 70 before he made the recommendation?

Secretary REICH. Well, we helped him prepare the recommenda-
tion.

Senator SPECTER. Did you know that there were 70 before you
helped him prepare the recommendation?

Secretary REICH. When I got to the Department of Labor 2 years
ago, I did not know that there were that many job training pro-
grams. We began to look into the number of job training programs
right away.

Senator SPECTER. How long ago did he make the request?
Secretary REICH. He asked us to look into the question as soon

as he became President and I got to be Secretary of Labor.
Senator SPECTER. Well, that was more than 2 years ago.
Secretary REICH. Yes; in fact, we had a bill last year that started

the consolidation of all dislocated worker programs. Unfortunately,
there were a lot of other issues in front of that bill, so the Senate
cfid.not get a chance to enact that piece of legislation.

I believe that this is an area ripe for strong bipartisan support.
I have talked extensively to Mrs. Kassebaum about it and other
Republicans on the House side, an&there is very strong interest in
doing this.

IMMIGRATION CONTROL

Senator SPECTER. Well, let us see what it discloses. That may be
an item where there is considerable saving, which would offset
what we are being asked to rescind now. Let us see just how fast
you can get that to us, so that we can find an alternative saving.

Let me turn now to the immigration targeted enforcement, $16
million, that Senator Kohl had started to ask you about. Would this
not be better allocated to the principal agency which has respon-
sibility for immigration control, the Department of Justice?

Secretary REICH. Our proposal, Mr. Chairman, is to have an im-
migration program that is mostly allocated to the Immigration and
Naturalization Service [INS]. But there are certain things that the
INS, cannot do, such as enforcement of minimal labor standards,
minimum wage, working conditions, and safety. We have the exper-
tise. We are working in league with the Immigration and Natu-
ralization Service.

Senator SPECTER. But isn't this
Secretary REICH. The plan is toI'm sorry.
Senator SPECTER. No, you go ahead.
Secretary REICH. The plan is for us to enhance our activities to

ensure that minimal workplace standads are maintained, while the
Immigration and Naturalization Service continues its activities to
make sure that undocumented aliens are not being employed.

Now, the two are very complementary in the sense that some of
those undocumented aliens, as I mentioned before to the Senator,
are here because employers know that they are unlikely to corn-
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plain about subminimal working conditions and standards. And
that is why it is necessary for us to demagnetize that kind of mag-
net.

Senator SPECTER. Well, it looks to me, sounds to me, as if it real-
ly is being directed at illegal aliens, and if so would it not be better
under one umbrella instead of adding to your Department?

How manyby the way, let me ask a second question. Bad form
before you answer the first one. But how big is that unit now? How
much money do you spend in that unit at the present time?

Secretary REICH. Right now, Mr. Chairman, with regard to the
Wage and Hour Division, we have about $117 million for the budg-
et request in fiscal year 1996. The employment level for wage and
hour has decreased over the last 15 years even as the number of
workplaces to be patrolled has increased considerably, up beyond
6 million.

Again, let me get back to the first part of your question. We have
created a project in which the Immigration and Naturalization
Service, because they are rooting out illegal aliens, cannot very eas-
ily receive complaints from undocumented aliens about unfair, un-
sanitary, or subminimal working conditions. It stands to reason
that those undocumented aliens are not going to complain to the
INS because they are going to find themselves very quickly shipped
back to wherever they came from.

ILLEGAL IMMIGRATION

We believe that vigorous targeted enforcement of existing em-
ployment standards serves as a meaningful deterrent to illegal mi-
gration by denying some of the business advantages that might be
gained through the employment of highly vulnerable and exploit-
-able workers at substandard wages and working conditions. Labor
law enforcement not only helps ensure fairness and minimally ac-
ceptable employment standards in the workplace, but also helps
foster a level competitive playing field for employers who seek to
comply with the law. Stepped up labor standards enforcement, in
conjunction with enhanced employer sanctions enforcement, con-
tributes to a comprehensive approach to deterring the employment
of illegal immigrants.

Senator SPECTER. Well, that is a very large increase, about 16
percent, 15, 16 percent, from $101 million to $117 million for that
function, important as it is. But I see your theory in tying it into
the illegal immigration approach. That is the lead-in.

Well, the increases are all going to be under quadruple scrutiny,
as you know.

Senator Harkin.
Senator IlekmuN. Sorry, I had to meet with my county super-

visors.
Senator BUMPERS. You missed your turn by leaving.

REPEAL OF DAVIS-BACON

Senator HARKIN. The only thing I had, and I do not know if
somebody brought it up, and if they did maybe I will just read the
record on this: Mr. Secretary, some Members of the House have
proposed repeal of the Davis-Bacon Act requirements on Federal
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contracts. I have been a long-time supporter of Davis-Bacon. I have
seen the good it can do.

I just want to know if you want to comment on the impact on
the labor force and on the quality of the products of Government-
financed contracts, if Davis-Bacon were repealed?

Secretary REICH. Senator, let me start just by briefly stating that
it is the policy of this administration to enforce and fully endorse
the Davis-Bacon Act and the principles upon which it is based. The
Government, coming into a local labor market, can exert heavy in-
fluence because of its bargaining power, on local prevailing wages.
That is not fair to the local labor force or to local employers. And
we intend to do everything we must do to preserve the Davis-Bacon
Act and maintain that fairness.

It is estimated that there are more than one-half million con-
struction workers in the United States who receive prevailing
wages pursuant to the Davis-Bacon Act. Because the Federal Gov-
ernment has to award contracts to the lowest bidder, it would not
be good policy to push contractors to lower wages in order to make
the lowest bid, pull in contractors from outside the region, includ-
ing employees from outside the region, and undermine locally pre-
vailing wages.

That is not good policy.

GI BILL

Senator HARKIN. I agree with you and I hope we can keep it. I
know there is going to be a run made on it this year on the House
side, and we will see what we can do here on the Senate side.

My last question, Mr. Secretary, has to do with the GI bill for
workers rights. What would happen to the proposed consolidations
of employment and training programs if Congress fails to pass the
President's proposal?

Secretary REICH. Senator, if Congress fails to pass the bill, de-
spite a lot of bipartisan support for consolidating and streamlining
job training programs, we still are only dealing with the tip of the
iceberg in terms of the needs of American workers for effective job
training.

I mentioned earlier that, with regard to low wage disadvantaged
workers, the current set of job training programs is only touching
about 5 to 10 percent of the entire group. With regard to dislocated
workers, we are touching about 20 percent of dislocated workers.

There is a lot that we can do and have been doing administra-
tively to make .better use of those dollars, taking money out of
those initiatives that do not work and putting money into initia-
tives that do work, that help people get jobs.

So all I can say to you is that there is still a crying need out
there. I hope and expect that we are going to have new authoriza-
tion and new legislation, but American workers still need help.

Senator HARKIN. Thank you very much, Mr. Secretary. I do not
have anything else.

Senator SPECTER. Thank you, Senator Harkin.
Senator Bumpers.
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SUMMER JOB WORKERS

Senator BUMPERS. Thank you, Mr. Chairman.
Mr. Secretary, how many workers were in summer job programs

last summer?
Secretary REICH. There were about 568,000, participants last

summer.
Senator BUMPERS. Where did the 1,200,000 come from?
Secretary REICH. That is the two summers, the summer of 1995

and the summer of 1996.
Senator BUMPERS. And 1996.
Secretary REICH. Both.
Senator BUMPERS. So they are rescinding this year and next

year?
Secretary REICH. They are rescinding this year and next year.
Senator BUMPERS. You said that a moment ago. I do not think

it really registered on me. I see what yiyu are saying now.
Secretary REICH. $1.7 billion is rescinded, and again I want to

stress to you
Senator BUMPERS. 1.7?
Secretary REICH. $1.7 billion total rescission for the summer jobs

program.
Senator BUMPERS. Mr. Secretary, a second thing. I have three

Job Corps centers in my State and one of them is operated pri-
vately, by a private firm. It is also the one which I get the most
mail on, about drugs and violence and all kinds of things. The
other twothey are all three about the same age and they have
all, I think, performed reasonably well.

The other two, CASS and Ouachita, I do not get any squawks
much at all on those. But as I understand it, the head of the Job
Corps training programs in this country is pretty hot to privatize
these job training centers. And I have a very strong apprehension
about that. You know, everything is trendy now. We are going to
privatize everything. And I belong to the "Wait Just a Minute" club
when you start talking about privatizing.

I am not saying it is bad in every instance, but I can tell you
oftentimes it is not as advertised, it does not turn out as adver-
tised.

What is your own view on that?
Secretary REICH. My own view, Senator, is that I am interested

in results. We have subjected the Job Corps to very detailed eval-
uation and analysis over the last 2 years. We now have a one
strike and you are out policy with regard to violence. In fact, we
just announced it recently. We have had some problems at a couple
of Job Corps centers probably because we are taking these kids
from the most disadvantaged areas of this country, where they are
coming from violent neighborhoods, but we cannot tolerate it. It is
a zero tolerance policy.

If you are asking me whether the private contractors or the pub-
lic contractors are doing better, I say back to you, quite frankly, I
do not care. I am looking at results. If a private contractor or if a
public contractor is not doing what they should do, we are going
to change. And we have already made some changes in contractors
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if they are not producing the results and they are not making sure
that every taxpayer dollar is wisely spent.

PRIVATIZED JOB CORPS CENTERS

Senator BUMPERS. Do you know what percentage of the Job
Corps centers in this country now are privatized?

Secretary REICH. I am told that it is about 80 percent now
privatized.

Senator BUMPERS. About 80 percent?
Secretary REICH. More precisely, 73 percent are privatized.
Senator BUMPERS. How many people are enrolled in these job

centers on any given day, Job Corps centers?
Secretary REICH. About 41,000 students are enrolled in any one

day.
Senator BUMPERS. Is this an isolated case I described in Little

Rock?
Secretary REICH. We have had a couple of incidents. In fact, we

recently had one other Job Corps center in Knoxville where we had
a death, and we moved very quickly to change not only the contrac-
tor, but also actually to close that center and move those young
people to other places.

And again, we are not going to tolerate any violence. We are
going to change contractors. We have already changed on my watch
a number of contractors. We are going to be very vigilant.

All I can say is that, going back to the point that the chairman
made initially, it is my philosophy to support what works. If it is
not working, we are changing direction. Job Corps had a full-scale,
full-blown evaluation 10 years ago. We are doing a new evaluation
right now, but that old evaluation showed that for every dollar that
the public puts into the Job Corps they are getting about $1.46
back in terms of young people who are otherwise avoiding crime
and drugs and teenage pregnancies and becoming taxpaying citi-
zens.

Now, all of the indicators we have since that comprehensive
study was done show that all of the various indicia by which we
judge Job Corps have been doing better and better. I would expect
this new study to show as good a result, if not better results, for
Job Corps than we had before. Remember, this is a terribly difficult
population. These are the hardest kids to train.

Senator BUMPERS. I know.
Secretary REICH. And society cannot turn its back on these kids.

DISLOCATED WORKERS

Senator BUMPERS. Mr. Chairman, with your indulgence I would
just like to make this observation also about these job training pro-
grams. If you look at the base closing chart, my State is not hit
hard, 247 jobs at Fort Chafee. But there are 1,600 Arkansans who
work at the Red River Arsenal just 30 miles over into Texas, so I
am greatly concerned about dislocated worker benefits, dislocated
worker job training programs.

If you could give us, give this committee, any kind of thoughts
that you have, I would like for you to do it in writingI will not
take up the time of the committee nowas to what impact some
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of these cuts are going to have on dislocated workers and your in-
ability to accommodate. I do not know, probably somewhere be-
tween 50 and 100,000 people are going to be dislocated as a result
of these base closings. That would be very helpful to me, and I
would like to be able to impart that information, in case we are not
able to save these places, and I am not optimistic about it. But I
would like to have something from the Labor Department dealing
with how you are going to be capable of or not be capable of help-
ing these people with dislocated worker training programs.

Secretary REICH. I will get that to you, Senator.
[The information follows:]

ASSISTANCE AVAILABLE UNDER DISLOCATED WORKER PROGRAM

JTPA TITLE III

Title III of the Job Training Partnership Act (JTPA) provides funds to States and
local substate grantees to help dislocated workers find and qualify for new jobs.
Workers who have lost their jobs and are unlikely to return to their previous indus-
tries or occupafions are eligible for services. This includes workers who lose their
jobs because of plant closures or mass layoffs; individuals dislocated as a result of
defense down-sizing; long-term unemployed persons with limited job opportunities
in their fields; and farmers, ranchers and other self-employed persons who become
unemployed due to general economic conditions.

Eighty percent of the annual Title III appropriation is distributed in the form of
formula grants to States for services such as on-site assistance to workers and em-
ployers when major layoffs are announced; reemployment services such as career ex-
ploration and job search assistance; retraining in demand occupations; and support-
ive services such as child care so workers can participate in training.

Congress has given the Secretary of Labor the authority and resources with the
remaining 20 percent of the Title III funding (Secretary's national reserve account)
to respond to plant closures and mass layoffs in areas where formula grant funding
is inadequate to meet the unanticipated need; to provide technical assistance to im-
prove the quality of the services; to develop innovative and more effective responses
to layoffs such as those needed to serve workers impacted by defense-downsizing in-
cluding Base Realignment and Closure Commission (BRAC) related closures; and
the unique massive dislocations caused by natural disasters.

DEFENSE-RELATED DISLOCATIONS

Approximately $255 million in Department of Defense and Department of Labor
Title III funds have been used to provide vital assistance to workers in the public
and private sectors of the defense industry. Defense-related layoffs in the private
sector are continuing with up to an additional 25 to 30 percent reduction in defense-
related layoffs in the private sector expected within the next 2 to 3 years:

More than $140 million has been awarded to States and local areas and employ-
ers to provide retraining and reemployment services to about 37,000 defense in-
dustry workers. About $35 million of that amount came from the Secretary's
Title III national reserve account. .

Additional services are provided to workers employed by small and mid-sized
defense contractors (estimated $200$300 million) fium Title III formula funds.

Approximately $115 million in funding, of which over $7 million was from the
Title III national reserve account, has been provided to States and local areas to
serve about 28,000 defense workers in the public sector at 48 military installations
and bases affected by Base Realignment and Closure Commission (BRAC) decisions
in 1991 and 1993. The Department of Defense recommendations to the BRAC sug-
gest that about another 34,000 workers employed on military bases and installa-
tions will be dislocated by the end of the next two years.

About $1.2 million of the $115 million provided to serve defense workers in the
public sector was awarded to the State of-Arkansas to serve individuals dislocated
as a result of BRAC-related realignments at Fort Chaffee.

If the Red River Arsenal remains on the list for closure or realignment and the
State of Texas submits a request for assistance for the impacted workers that can
be considered for funding, the Department will act expeditiously to provide an ap-
propriate level of financial assistance as it has in the past for similar requests.
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Funds appropriated to Defense and transferred to the Department to serve work-
ers impacted by defense-downsizing have been depleted. The only resource available
to assist these workers is the Secretary's Title III national reserve account.

RESCISSION IMPACT

A reduction of $99.3 million to the Title III program reduces the funding increase
from 1994 by more than 50 percent. States and local communities will serve fewer
dislocated workers and those they serve will be provided with a lower level of assist-
ance. Over 52,000 dislocated workers will not get the reemployment and retraining
services they need.

PROPOSED RESCISSION FOR DISLOCATED WORKERS

Secretary REICH. Let me just add that the proposed rescission in
the House for dislocated workers is $99 million at the very time
when military bases are closing, when companies are downsizing,
and when the demand among workers for help in getting new jobs
and getting guidance in how to get new jobs is greater than ever.

It just is a false economy. When you are talking about employ-
ment and job training and job search assistance and other help in
getting jobs, we do not want to cut back at this time. We want peo-
ple to get work as fast and as expeditiously, and efficiently as they
possibly can.

Senator BUMPERS. Thank you, Mr. Chairman.
Senator SPECTER. Thank you, Senator Bumpers.
Mr. Secretary, the projections on the budget for your Department

show a significant decrease, going down to $13.3 billion in the year
2000. And I had written to you on March 1 alerting you to the
question about increasing the high priority investment programs in
light of the projected decreases in your budget, with the obvious
issue of how those new programs could be sustained when your
budget was going to go down.

How can that be done?
Secretary REICH. Mr. Chairman, we are right now engaged in a

reinvention exercise to see if there are not ways in which we can,
by the President's request, reduce still further, by 3 percent in
1997, 5 percent in 1998, 7 percent, in 1999, and 9 percent in 2000
through the better use of technologies and more flexible workforce.
Like any private sector operation, we should be able to get those
savings. We are working on developing them right now.

The increase comes because the President feels very strongly
that we have got to deal with dislocated workers and low-wage
workers and get them the kind of assistance necessary to make
them fully productive so that the economy benefits overall. The
President has been willing in his 1996 budget to take the money
elsewhere out of the Federal budget to provide enough money to
help Americans get the skills they need.

And although we are going to continue to reinvent and look for
every saving possible, that increase you see is a result of the Presi-
dent's desire to increase the funds available to dislocated workers
and to unemployed and low-wage workers to get skills.

ADDITIONAL JOB CORPS CENTERS

Senator SPECTER. Well, that is a fine generalization, but I do not
think it really comes to grips with the specifics. You want the addi-
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tional Job Corps centers. How are you going to be able to fund it
with the budget coming down?

Secretary REICH. Again, let me make two points, and I will make
them even more specifically. The President has asked every De-
partment and agency to undertake an exercise in reducing 3, 5, 7,
9 percent our out-year budgets. This is an exercise to see what we
can save administratively in terms of accomplishing our mission
more efficiently.

That does not mean that the President in 1997 plans to reduce
the Department of Labor's budget by 3 percent. It means that, in
fact, the President may choose, as he has over the past 2 years, to
submit a budget that actually increases the Department of Labor's
budget and take those savings from another place in the Federal
Government.

He has not made those decisions as yet. The point is that we are
engaged in that exercise. Those out-year estimates are estimates
that apply to every Department of the Federal Government and do
not reflect the President's decisions as to how those savings are
going to be allocated. What' you see between 1995 and 1996 is the
President's decision to take money from elsewhere in the Federal
budget where there are savings, where he has cut programs, to put
more money into helping Americans get better jobs.

Now, we are going to continue to be engaged in this exercise to
look for savings. But you should not assume that, merely because
that 3-, 5-, 7-, 9-percent reduction is a goal for every Department,
that necessarily any individual Department is going to have that
budget cut. In fact, if the past 2 years are any guide, given the cen-
trality of human resources in the President's budget, it may very
well be that he decides in 1997 to increase the budget request for
the Department of Labor.

I cannot say at this point because he has not made those deci-
sions.

TEENAGE PREGNANCY

Senator SPECTER. Mr. Secretary, during last year's hearing you
stated that there was a direct correlation between higher levels of
training and education and lower levels of unwanted teenage preg-
nancy. Do you have any sense or perhaps even evidence as to
whether the Labor Department's training programs have reduced
teen pregnancy?

Secretary REICH. Mr. Chairman, again .we will get you that de-
tailed information. Let me just say that the evidence we have with
regard to disadvantaged young people in programs such as Job
Corps and the CET program in San Jose, suggests a correlation be-
tween training and the avoidance of many of the problems that
young people get into, whether it is crime or other forms of social
deviance.

I will get you summaries of all those studies, we will provide it
for the record.

[The information follows:]

STUDY ON TRAINING PROGRAMS REDUCING PREGNANCY

Teen parenthood is strongly related to the educational, and career aspirations of
youth. This is true for both males and females, to the extent that hope is considered
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to be the best contraceptive. Further, young women with poor basic education skills
are two and a half times more likely to become teen parents than young women
with average skills and four times more likely to have more than one child while
in their teens. Certainly, then, early interventions in schools that boost the achieve-
ment levels of youth and their chances of going to college hold the most promise
for preventing teen parenthood.

The evaluation of the Job Corps completed in 1982 showed strong impacts for re-
ducing teen pregnancy among the young women enrolled in the program. The Enti-
tlement demonstration of the late 1970'swhich saturated inner-city areas with
jobs for youthalso apparently reduced teen pregnancy. However, the JOBSTART
non-residential job training demonstration did not reduce pregnancy among the
young women served. Neither did the STEP demonstration, which added remedial
education and life skills components to summer jobs.

Three recent demonstrations aimed at young women who have already had chil-
dren have shown positive impacts in some areas such as increasing school enroll-
ment, but not in reducing subsequent pregnancies. Most recently, a pilot study of
the Ford Foundation's Quantum Opportunity Programwhich provided services to
youth throughout their four years of high schoolfound that only 24 girls and boys
in the treatment group have become teen parents as opposed to 38 youth in the con-
trol group.

Overall, these various results suggest that comprehensive programs such as the
Job Corps and early interventions such as the Quantum Opportunities Program can
reduce teen pregnancy, but that once a young women becomes a teen parent it is
very difficult to reduce subsequent pregnancies.

Senator SPECTER. Mr. Secretary, thank you. I told you yesterday
that I intended to ask you a question about comments which you
had made in a political context, being critical of the new adminis-
tration. And I think we have provided that article to you as of yes-
terday or at least in advance of the hearing today. Have we?

Secretary REICH. I am sorry, Mr. Speaker, excuse me, Mr. Chair-
man, did you say critical of the new administration?

Senator SPECTER. I do not know quite how to take that.
Secretary REICH. Yes; I have this article right here.
Senator SPECTER. OK, fine. My staff tells me that you had been

provided it yesterday. I just want to be sure you have had adequate
notice.

Secretary REICH. I have read the article, yes.
Senator SPECTER. OK. My concern, Mr. Secretary, is about the

working relationship, say, between you and me, or between this
subcommittee and your Department, when you start right off in a
speech which was apparently given on January 5the news article
is on January 6which says:

Labor Secretary Robert B. Reich led the Clinton Administration's first attack on
the newly convened Republican Congress yesterday, defining the choice between
their rival economic programs as a battle for the soul of anxious working Americans.
In a mrkjor speech cleared by the White House that revealed much about President
Clinton's political strategy for the next 2 years, Reich blasted the main GOP eco-
nomic proposals as retread Reaganomics that benefit only the rich. He stressed that
Clinton's proposals, by contrast, were targeted to help low-skilled workers adapt to
unavoidable economic change.

I expressed to you my own concern when I read that, that it
might have been a little premature before we sat down to have the
hearings and try to figure out how we were going to work together.
Certainly I had called you substantially in advance of that speech,
suggesting cooperation, raising the point of looking cooperatively
for ways to have economies, which we all know were coming, and
preserve the best of the programs.

My question is, why start off the new Congress on that line?
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Secretary REICH. Mr. Chairman, let me say a few things. No. 1,
I did not intend to tar with a very broad brush. In fact, I try to
avoid crass generalizations in my most recent speeches. And I have
looked up every time that I have said anything that is even gently
critical of the Republicans. I have said, in fact in the most recent
speech I find here: "I am not describing all Republicans, just the
ones on the outer edge of the orbit."

Senator SPECTER. Did you say that on January 5?
Secretary REICH. Well, I do not have the January speech right

here. But let me say one other thing. The first 2 years
Senator SPECTER. Well, I did not know we were going to get into

a second speech, but let me see the text so we can go through that
as well.

Secretary REICH. Well, I will supply all texts. I do not know what
was quoted.

Senator SPECTER. Well, this was a January 5 speech. Did you not
make a January 5 speech?

Secretary REICH. I made a January 5 speech, yes.
Senator SPECTER. So that is the quotation.
Secretary REICH. Well, was it quoted? That is interesting. My

copy of the paper does not have quotations here. What you read
was a summary.

Senator SPECTER. Well, that is true.
Secretary REICH. If I may
Senator SPECTER. But wait a minute. On the continuing page

there is a quotation: "If the elections of 1994 were in many respects
the result of the anxious class, the next 2 years will be a battle for
the anxious class' soul."

Secretary REICH. Yes; I certainly said that.
Senator SPECTER. OK. So you did say that, and the question then

would be, Is this newspaper summary inaccurate?
Secretary REICH. There are two prevailing philosophies.
Senator SPECTER. Answer my question first, if you can.
Secretary REICH. I think that the report is inaccurate in the

sense that I did not tar all Republicans with the same brush. But
Mr. Chairman, there are different philosophies here. You know as
well as I, that all Republicans do not share the same philosophy.

The first 2 years of this administration I think we had enor-
mously cooperative working relationships. We did a lot in education
and job training. I am hoping that we are going to continue to have
very strong and very positive working relationships.

It is undoubtedly clear, however, that a group of House Repub-
licans, with regard to the Contract With America, have set out a
philosophy of Government in certain respects the administration
agrees with, but in certain respects the administration disagrees
with. And I will continue, as will other administration officials, to
point out the differences.

This is not to be taken personally. This is a matter of public de-
bate and public deliberation, which makes our democracy what it
is. I have nothing against Republicans per se. My grandfather, rest
in peace, was a Republican.

Senator SPECTER. Some of your best relatives were Republicans.
Secretary REICH. My father; before he saw the light, was a Re-

publican as well. I came to work in Washington for the first time
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in 1974 in the Ford administration. My first boss, and here I'm re-
vealing something

Senator SPECTER. We have that in your dossier, Mr. Secretary.
Secretary REICH. I am glad you saved me from what I was about

to reveal. But my point, and it is quite a serious point, is that there
will over the next 2 years be many occasions in which I or other
administration officials point out what we feel to be are deficiencies
in what some Republicans are saying and deficiencies in certain
bills that are being proposed.

I said today that I think the rescissions that are coming out of
the House Appropriations Committee that are supported by Repub-
licans and that are being managed by Republicans, are wrong.
They are dead wrong.

Senator SPECTER. Mr. Secretary, I respect that and understand
that. If you deal specifically with the bills, I think that is your
duty, or if you deal specifically with individuals, when you called
me "Mr. Speaker" before, I could understand that.

But the broad brush attack I just think is worthy of my calling
to your attention and to have this brief discussion. I am not un-
aware that there are certain political overtones, but I am more
aware that you and I have a lot of tough work to do together. And
I have mentioned it and by the time this hearing is over I will have
forgotten about it. But I do think it is worth mentioning.

Secretary REICH. And I take your point. But I hope you also will
understand, if you ever hear a news clip, a sound 1Dite of me that
might be taken somewhat out of context, I hope you understand
that this is part of the deliberative process and I am going to call
it as I see it. I do not tar all Republicans with the same brush and
I try to avoid crass generalizations whenever possible.

Senator SPECTER. Well, if I should see such a clip, observe such
an article, I will save it for next year. We do not have too much
time in between.

Secretary REICH. Thank you.

ADDITIONAL COMMITIME QUESTIONS

Senator SPECTER. Thank you very much, there will be some addi-
tional questions which will be submitted for your response in the
record.

[The following questions were not asked at the hearing, but were
submitted to the Department for response subsequent to the hear-
ing:]
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ADDITIONAL COMMITME QUESTIONS

TEN PERCENT BELOW FY 1995 LEVEL

Question: Provide for the record an impact assessment of 10 percent
across-the-board cuts for all Labor Department programs in fiscal year 1996.

EMPLOYMENT AND TRAINING ADMINISTRATION

Answer: Funding training and employment programs in 1996 at 10 percent
below the 1995 appropriated levels would have the following impacts (only
major programs discussed):

TITLE II-A ADULT TRAINING GRANTS: The 1996 request of $1.055 billion
would be reduced $105.5 million and would result in 36,500 fewer disadvantaged
adults being assisted.

TITLE II-B SUMMER YOUTH: A reduction of $87.2 million below the 1995
level of $871.5 million would result in a funding level of $784.4 million,
$174.1 million less than the 1996 request of $958.5 million. This would
result in approximately 97,300 fewer disadvantaged youth being able to work
during the summer.

TITLE II-C YOUTH TRAINING GRANTS: A reduction of $59.9 million to the
1995 funding level of $598.7 million result in a funding level of $538.8
million, an increase of $249.8 million over the 1996 request of $289 million.
The Administration would not propose to fund this program above its request
level.

TITLE III DISLOCATED WORKER ASSISTANCE: A reduction of $129.6 million
would reduce the program to $1.166 billion, slightly above the 1994
appropriation and $230 million below the 1996 request of $1.396 billion. This
would result in approximately 120,400 fewer workers participating in program
than projected under the President's 1996 request.

Native Americans: A reduction of $6.4 million would reduce the program
to $57.7 million, $4.2 million below the 1996 request of $61.9 million. This
would result in approximately 1,700 fewer participants receiving services
under this the program than projected under the President's 1996 request.

Migrants and Seasonal Farmworkers: A reduction of $8.6 million to the
1995 funding level would reduce the 1996 funding level to $77 million, $1.2
million below the 1996 regLast of $78.3 million. If this program is funded at
103 below the 1995 level, 55,100 people would receive training and employment
assistance.

Older Americans: A reduction of $41.1 million to the 1995 funding level
would reduce the 1996 funding level to $369 million resulting in 9,500 fewer
participants receiving services under this program than projected under the

. President's 1996 request.

JOB CORPS: Job Corps would be reduced by $110 million below the 1995
appropriation to $989.5 million, $240 million below the 1996 reqiiest of $1.227
billion. The impact would be as follows:

o PY 1996 funding reduced to 10% below PY 1995 level or
($989,514,000).

o Work proceeds at 8 "5050" centers initiated under 1993 and 1994
Appropriations.

4 of these centers are activated in PY 1996.

- Construction at the 4 remaining sites proceeds in PY 1996 with
activation scheduled for PY 1997.

o It is assumed that the 4 new centers authorized in the 1995
Appropriations are cancelled.

o 1996 funding reduction below current request is $238,201,000.
Absorbed as follows:
- $149,485,000 in operating funds for existing centers,
necessitating the closing of 15 to 19 existing Job Corps Centers
having combined capacity of 6,640 training slots.
- $30,000,000 in CRA - "Backlog Reduction" funds for existing
centers.
- $10,667,000 in CRA "Keep Pace" funds for existing centers.
- $31,250,000 in CRA funds that had been,requested to proceed with
the 4 new centers that had been authorized for initiation under
the 1995 Appropriation.
- $16,799,000 in CRA funds that had been requested to start 4 new
centers in 1996.
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School-to-Work. The FY 1996 request of $400 mdllion provides a $150
million increase over the 1995 level of $250 million. The impact of a 10%
reduction below the 1995 appropriated level to $225 million would be similar
to that at the $250 million 1995 level. However, continuation awards to the
eight FY 1994 implementation states, the estimated twenty FY 1995 states and
the estimated 41 Local Partnership grants would have to be reduced by more
than one-fourth.

Unemployment Insurance Program. The impact of funding the Unemployment
Insurance program at a 10 percent reduction from the FY 1995 appropriated
level would be to reduce the FY 1996 President's request of $2,469 billion
(excluding $67.8 million for the contingency reserve fund) by $369 million to
$2.100 billion. Aside from the 10 percent reduction, the States would also
not be funded for the requested increases for: costs of inflation, workload
growth in number of subject employers, and the increase in workload for number
of UI claims. These factors would have a disabling effect on the Unemployment
Insurance program. State programs would be affected in the following ways:

o approximately 7,000 State staff would be laid off (currently about
46,700 are funded);

o a significant number of local offices would be closed (currently
about 1,800);

o service to the claimants would decline because o'f delays in
processing benefits; and

o a loss of program integrity due to overpayment of benefits and
under-collection of taxes.

Given the mandatory nature of paying unemployment insurance benefits,
the States might view a reduction of this magnitude as'the imposition of an
unfunded mandate. The States must still pay the benefits and collect the
taxes, but would not have adequate resources to do so. In addition, the.
States would not be able to make the necessary investments in their programs
which might result in cost savings over time. The impact would be to create a
system that is inefficient and increasingly unproductive compared to the
current technology.

Employment Service: A 10 percent reduction below the 1995 appropriated
level for Employment Service Allotment to States would provide a funding level
for 1996 of $761.3 million. The $761.3 million funding level for 1996 would
be $44.6 million below the Administration's 1996 request level of $805.9
million and $84.6 million below the 1995 appropriated level. The
Administration's 1996 request level proposes a $40 million reduction below the
1995 appropriated level of $845.9 million. The effects of the $40 million
reduction in 1996 will be mitigated by the conversion of States to One-Stop

systems. The One-Stop seed money will facilitate the integration of programs
and services that will reduce duplication of effort. However, the reduction
of an additional $44.6 million will have a damaging effect on the Employment
Service. This additional adjustment would cause services to both individuals
and employers to be reduced significantly. Additionally, States would need to
layoff staff and in many instances close local offices.

One Stop Career Centers: A reduction of $12 million below the 1995
appropriated level of $120 million to $108 mdllion, $92 million below the 1996
request of $200 million, would significantly reduce the pace and breadth of
One-Stop system-building. In 1996, the six initial Implementation States are
entering the third and final year of implementation; the next round of funded
States are entering their second year of implementation. The majority of
these resources under this level would be directed to this continuing
financial support (at levels likely reduced from State request) and the
continued implementation of America's Labor Market Information system. With a
three year investment path of $50 million, $120 million, and $108 million, it
is likely the Department would sustain the first-year and second-year States
with the ability to make only make small investments in new grantees -- e.g.,
2 - 3 new States.

The Department's partnership with the States to rebuild and expand the
capacity of the State LMI systems to deliver quality products to our customers
is off to an excellent start. A reduced ALMIS share of $108 million in FY
1996 One-Stop system-building funds would have serious consequences for the
multi-year, Federal-State workplan for the improvement of LMI products, the
training of LMI professionals and user/consumers, as well as on-line access to
LMI in the States. Promising Federal-State technology investments (including
backbone or wide area networks) supporting these ALMIS objectives would be
scaled back or abandoned. The ability to begin and sustain the standard wage
information program would be compromised, and the system's capacity for short-
term, training-focused forecasts of growth occupations would be curtailed.
With One-Stop/ALMIS funding providing capital in the development consumer
reports for those seeking first jobs, next jobs, and better jobs would be
delayed in One-Stop States and potentially postponed in other States.
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Program Operations: Funding ETA S.SE at 10 percent below the FY 1995
appropriation will result a funding level of $125.8 million, $13.5 million
below the 1995 appropriation. This level will finance 1,293 FTE compared to
the 1995 ceiling of 1,529, a 17 percent reduction. Additionally, nonpersonnel
services would be cut severely. Such a reduction will most certainly impact
on the ability of the agency to adequately oversee its programs and oversee
the implementation of the new workforce development strategy.

OFFICE OF THE AMERICAN WORKPLACE

Answer: OWP - A reduction in OWP's FY 1996 budget to a level 10% below
FY 1995 levels would render OWP incapable of fulfilling its mission, achieving
its program goals or meeting its performance agreement commitments as they are
presently constituted. As stated above, OWP was funded at the FY 1994
comparable level in FY 1995% OWP's FY 1995 appropriation, therefore, does not
provide for any mandatory or program increases for this activity. As 'a

result, funding OWP at 10% below the FY 1995 level in FY 1996 would be
comparable to funding OWP at 10% below the FY 1994 level. In addition to
taking the actions identified in the responses above, OWP would be forced to
eliminate all workplace agenda activities, severely curtail its commitment to
statutory programs, and impose mandatory employee furloughs.

OLMS - A 10% reduction ($2,400,000) would be achieved by (1) cutting
discretionary spending (primarily equipment and travel) by 91,635,000, (2)
additional FTE attrition reductions of $280,000, and (3) approximately 8 staff
furlough days for each of the approximately 300 OLMS employees ($485,000).

An 8-day staff furlough and travel reductions would require OLMS to
reduce its enforcement activities (primarily the number of lower priority
criminal investigations and compliance audits of labor organizations) and
compliance assistance. In addition, most planned technology improvements
would be eliminated by significant reductions in the discretionary equipment
account. OLMS would be forced to (1) continue its current PC/manual system of
processing union financial reports for public disclosure rather than implement
more efficient optical scanning technology, and (2) cease publication of
certain pamphlets and other materials designed to help union officials
voluntarily comply with the LMRDA.

Please not that this scenario assumes Ehat OLMS would not be required to
absorb the $5,600,000 Teamsters election budget "pass-through" to DOJ
requested in the FY 96 budget. If such is not the case, OLMS cannot absorb
the $5,600,000 without severe reductions in virtually every program activity
and very lengthy furloughs for all staff.

Lengthy across-the-board staff furlough would be extremely disruptive to
all OLMS activities and require OLMS to stop or delay many of its criminal and
civil enforcement programs, including active embezzlement investigations and
compliance audits. Planned compliance assistance activities would also be
canceled, public disclosure responsibilities negatively affected, and program-
related reinvention projects delayed. Only the most critical, statutorily
required enforcement work would continue, such as election investigations,
court-ordered supervised elections (such as the massive Carpenters case now in
progress), and court appearances for criminal prosecutions.

PENSION AND WELFARE BENEFITS ADMINISTRATION

Answer: A reduction of ten percent below PWBA's FY 1995 appropriated
level equates to a cut of about $18.8 million below the agency's FY 1996
budget request. Such a reduction would have a devastating effect on the
agency's ability to carry out an effective compliance, regulatory and
enforcement program.

In addition to elimination of all proposed funding increases for
electronic filing and the long term associated savings, compliance assistance,
customer support initiatives, enforcement automation enhancements, and funds
requested to cover the agency's increasing expert witness costs associated
with investigations and litigation, a reduction of this magnitude would
effectively translate into the loss of approximately 160 FTE (or a cut of
nearly 27 percent) from the proposed FY 1996 level of 608 FTE. Nearly 97
percent of PWBA's FTE comprise the agency's regulatory and enforcement
efforts.. Consequently, a reduction of this magnitude would virtually leave an
ERISA enforcement and regulatory program in name only.

Additionally, PWBA requested a program increase of $3 million to fund
the agency's Electronic Filing Initiative a recommendation by the National
Performance Review which involves a revamping of the Form 5500 processing
system. This requested funding would be utilized in designing computer
software that would enable filers to submit Form 5500 data in electronic
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format rather than through paper filings. When fully implemented, the proposed
electronic filing initiative will improve the quality of filings, shorten the

processing time and streamline the process for converting Form 5500 data into

electronic format and reduce the Government's costs associated with capturing

and processing the data.

Timely and accurate Form 5500 data used for detecting prohibited
transactions and'other signs of financial irregularities are critical to

effective enforcement of ERISA. Without the requested 83 million for the
electronic filing initiative, PWBA's ability to protect the pension funds of

America's private sector workers will be'diminished.

Maintaining an adequate level of resources is critical if PWBA
enforcement is to remain an effective deterrent to pension and health plan

fraud and abuse. If the public is to continue to support a private system,
then we must demonstrate that we can ensure its integrity. A massive cut such

as this would paralyze PWBA's enforcement capability and, as a consequence,

one can logically expect that health and pension plan fraud and abusive

practices would likely skyrocket.

In sum, a reduction of anything even close to this proposal would
threaten the retirement and benefit security of millions of American workers
and retirees. Further, it would substantially increase the Pension Benefit
Guaranty Corporation's (PBGC) potential liability, and erode public confidence

in private pension and health systems.

PENSION BENEFIT GUARANTY CORPORATION

Answer: A 10% cut in the Corporation's limitation budget would prevent
the full implementation of the Premium Accounting System. This would affect

the collection, processing, and accurate accounting of over a billion dollars

in annual premium payments. A 101 cut would also delay PBGC's computer
systems initiative designed to address problems in the Corporation's financial

management program cited by GAO.

EMPLOYMENT STANDARDS ADMINISTRATION

Answer: An FY 1996 funding level which is 10% (or $52,978 million below

the FY 1996 Request Level) below the FY 1995 Enacted Level would result in the

following:

Wage and Hour would not be able to effectively maintain a targeted
enforcement program aimed at egregious and willful violators. Complaint

inventories would become virtually unmanageable. Employers who voluntarily
comply with the laws enforced by Wage and Hour would be put at a distinct
competitive disadvantage with firms that do not comply. Wage and Hour would

have little or no impact on improving the level.of compliance. Wage and Hour

would also have to eliminate its immigration, compliance assistance,

enforcement, streamlining initiatives.

A further reduction of $11.823 million and 219 FTE would be necessary
after the elimination of the four initiatives. Wage and Hour could finance

only 1,085 FTE (689 investigators) which represents a total FTE reduction of

405 (309 investigators) from the FY 1996 Request level. With such a large

portion of Wage Hour's budget devoted to employee compensation, a hiring
freeze would need to be implemented for all of FY 1996 and approximately 45

furlough days would be required. This would result in a reduction of 22,600
compliance actions and $59.3 million in agreements to pay for more than

130,700 employees from the Request level (including results associated with

the immigration initiative).

The Office of Federal Contract Compliance Programs (OFCCP) would suffer

an approximate 123 reduction in FTE (from 808 to 714), resulting in 846 fewer
compliance reviews and 188 fewer complaint investigations being conducted.

All enforcement, general and training travel funding would be eliminated. As

a result, OFCCP would be forced to conduct desk audit only reviews of
contractors not located within commuting distances of an OFCCP field office.

OFCCP would also be required to eliminate regional director and managers'
meetings, short circuiting the dialogue among managers and adversely impacting

on the decision making process and information dissemination. Additionally,
OFCCP would have to forego its plans for development of an Affirmative Action

Program Summary Report, which when implemented would dramatically reduce the

paperwork burden on Federal contractors.

In the Office of Workers' Compensation Programs (OWCP), FECA would be
required to cancel expansion of the Periodic Roll Management Project and lose
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approximately $73 million in potential FECA compensation benefit savings
through FY 2000 and continuing annual savings beyond FY 2000 of $13 million;
terminate the current nine-office PRM Project with 94 term FTE, losing
approximately $40 million in potential compensation benefit savings through FY
2000 and $5.7 million in continuing annual savings beyond FY 2000; and
terminate 102 permanent FTE or furlough all permanent and PPM staff for 47
days (approximately one day per week per person) . Staff reductions or
furloughs of this magnitude would produce over 46,000 lost production days,
stretch staff even further to address the already large and time-consuming
FECA workloads, and result in serious deterioration in claims processing and
customer service. Time delays would increase dramatically and workload
inventories would grow.

Successive cuts in personnel and other resources during the past several
years have reduced available resources in the Longshore program to a bare
minimum. Consequently, a reduction at 10% below the FY 1995 enacted level
would require an elimination of 35 FTE (or 30 percent of the 116 authorized)
or furloughing each staff member 43 days each in FY 1996. Such reductions,
with the attendant disruption of offices, would have an extremely severe
impact on all aspects of customer service.

Reductions under each of the above scenarios would require possible
terminations and furlough days in all ESA programs and would all but eliminate
funding for training (e.g., compliance officer, investigator, claims examiner,
and managerial training), ADP equipment and enhancements, and Permanent Change
of station (PCS) moves. This would severely hamper ESA's reinvention and
downsizing initiatives, organizational streamlining, and the programs'
reengineering and other major work processing initiatives, which rely heavily
on the programs being able to shift staff to balance attrition as downsizing
occurs and to retrain rersonnel as offices implement improved technology and
new approaches to accomplislling the agency's mission. The lack of sufficient
funding for relocations would also affect the agency's ability to fill
critical managerial and front-line staff vacancies with the most qualified
candidates.

OCCUPATIONAL SAFETY AND HEALTH ADMINISTRATION

At this level, OSHA's FY 1996 level would be $281.2 million; a funding
level less than that appropriated five years ago. The agency would be forced
to institute significant reductions in force, resulting in less inspections,
training and education, and compliance and technical assistance. Programs for
our state partners, including grants and consultation, would be reduced by
over $17.0 million. The impact on workplace injuries and illnesses would be
dramatic. A reduction of over $65.0 million from our FY 1996 request would
seriously undermine OSHA's ability to fulfill its mission to protect workers.
OSHA would reexamine its objectives and current organizational structure to
align available resources with the basic programmatic requirements of the OSH
Act.

At this level, OSHA will attempt to maintain a plausible presence in the
workplace that at least provides minimal Government commitment to safety and
health. Unsafe workplaces are costly to society, and increases in workers'
compensation payments indicate that the problem is severe. OSHA can make a
difference, but not without basic funding to maintain a credible program
presence in the workplace and the financial and staff resources necessary to
provide employers and employees with the assistance required to achieve safetk
and health in the workplace.

MINE SAFETY AND HEALTH ADMINISTRATION

Answer. A 10 percent cut from the FY 1995 appropriated level represents
a $31.5 million funding reduction and a 396 FTE employment reduction from the
fiscal year 1996 request. The impact of a cut of this magnitude would
undermine all our past efforts to achieve mine safety and health.

Each year approximately 100 miners die in job related accidents and
approximately 10,000 are seriously injured. One miner dies for every five
million hours worked. While these numbers make America's mines among the
safest in the world, they are unnecessarily and unacceptably high. There is
no reason why we cannot achieve the twin goals of improved health and
increased safety so that this country's miners do not need to face the risk of
death and disease as a routine part of their jobs.

With this reduced funding level, no funds would be provided for the
program increases I proposed in our fiscal year 1996 request. We would not be
able to address the concerns in the health program, safety in small and
contractor-operated coal mines, and outdated inspection equipment. We would
suffer all of the negative impacts listed above for a scenario freezing
funding at FY 1995 levels plus the impacts of an additional $20 million
reduction.
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Cuts of this magnitude require slashing enforcement resources directed at
the completion of the mandatory inspections or eliminating resources for
compliance assistance, education and training and technical support provided
to the mining community to eliminate known hazards. Regardless of the

-decision, the.ultimate loser would be the miner.

Because of the hazardous nature of mining, Congress in enacting the
Federal Mine Safety and Health Act of 1977 required at least four annual
inspections of every underground mine in its entirety and at least two
inspections of every surface mine. The facts continue to support the
underlying premise of the Federal Mine Safety and Health Act of 1977 that
regular inspections are an essential ingredient in an effective safety and
health program.

Since 1980, MSHA has reduced staffing by more than 30 percent while
continuing to maintain its core inspection personnel so that mandated
inspection requirements can be met. Over the past five years, MSHA'has
completed over 95 percent of its mandated inspections. With these
reductions, the completion rate would drop to around 75 percent, and a large
number of mines and miners would not receive the protection or proven benefits
of the mandated inspections.

Elimination of MSHA's important compliance assistance efforts would be
equally problematic. MSHA would not be able to focus its efforts to provide
compliance assistance to mine operators through better accident analysis,
along with dissemination of informational and educational materials, followed
by enforcement activities. We would not be able to undertake model programs
like the Agency's current emphasis on surface haulage accidents. MSHA's data
show that accidents involving mobile haulage equipment comprise about 20
percent of the fatalities at surface mines during the past 5 years. MSHA's
analysis of the accidents reveal that many were preventable if compliance with
existing regulations had occurred. Having identified the issue, MSHA provided
educational materials to the industry, followed by a series of focused
inspections of surface haulage equipment at mine sites. The Agency also
conducted seminars on surface haulage equipment maintenance and compliance at
sites near mining communities across the nation. Just since January 1995,
more than 1,000 miners and mine operators have attended these seminars. This
is just one example of MSHA's efforts to work cooperatively with labor and
management to solve serious health and safety problems at the mines that would
be eliminated by these cuts.

Additionally, at this level of funding Coal and Metal/Nonmetal program
areas would have to eliminate accident prevention inspections, technical
investigations and other compliance assistance visits; the State Grants
program would be eliminated or drastically reduced; training provided to the
industry at the MSHA Academy in Beckley, WV would be eliminated; and techniCal
assistant to the mining industry would be virtually eliminated.

To meet the demands of this 10 percent cut, a combination of one or two
furlough days per month and the reduction-in-force (RIF) of several hundred
employees with large costs related to severance pay and dislocation of workers
will be required. The reductions are simply too large to be taken through
attrition.

Prevention of accidents is best achieved when we attack the hazards and
risks from several directions -- including enforcement, education, training
and commitment from the top management of the industry to the miner. Cuts of
this magnitude will halt the steady progress that has been made over the years
and result in needless pain and suffering, financial loss to our economy and
increased deaths in the mining industry.

BUREAU OF LABOR STATISTICS

Answer: Given that BLS has implemented budget reductions totaling more
than $130 million in the recent past, an additional ten percent reduction
would require BLS to prioritize its remaining core programs. Statistical
programs required by law and economic indicators required to track the overall
course of the economy would receive the highest priority, with the result that
cuts of the magnitude of ten percent would focus on local area data programs,
such as local area unemployment statistics and locality wage surveys.

A ten percent reduction from 1995 levels is approximately $60 million
below the pending request ahd would require a 13% reduction in base programs,
as well as the elimination of funding for the Consumer Price Index (CPI)
revision. Even if the BLS attempted to continue the revision of the CPI while
other BLS programs were being reduced, a reduction of this magnitude would
compromise the timely completion of the revision. Programs that BLS would
consider reducing or eliminating, in addition to the local area data programs
already mentioned, include: Occupational Employment Statistics, International
Prices, Occupational Safety and Health Statistics, and Industry Productivity
measures.
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To the extent possible, BLS would supplement program cuts with
-streamlining activities, but the BLS budget submissions for 1993, 1994 and
1995 already have proposed streamlining initiatives amounting to $10,559,000
and 99 FTE. Although the BLS continues to search for additional large scale
program efficiency opportunities, no significant streamlining options beyond
those already proposed have been identified.

BLS would like to call the Subcommittee's attention to the fact that,
beginning in 1995, the BLS budget includes temporary funding and positions to
carry out the work involved in revising the Consumer Price Index. All funds
and positions requested for this activity will be phased out once this
critical effort is completed. In addition, it should be noted that the CPI
revision plans include a proposal to incorporate computer assisted data
collection in the revamped CPI program. If funded, this project will enable
BLS to reduce significantly the FTE required .to produce the CPI on an ongoing
basis.

It needs to be emphasized that a reduction of this magnitude would make
a reduction-in-force and/or furloughs of employees a very real possibility.

DEPARTMENTAL MANAGEMENT

Answer; Summarized below is a table outlining the impact
cutting funding 10% below the appropriated level for FY 1995 --

Budget Activity Re uest Level Reduction

in FY 1996 of

Revised Level
Program Direction and Support $ 6,232,000 -$7,301,400 $18,930,600
Legal Services $75,827,000 -$12,601,100 $63,225,900
International Labor Affairs $12,950,000 -$1,905,200 $11,044,800
Administration and Management $15,503,000 -$1,975,100 $13,527,900
Adjudication $38,295,000 -$4,667,400 $33,627,600
Employment of People w/ Disabilities $4,772,000 -$825,500 $3,946,500
Women's Bureau $8,973,000 -$1,439,100 $7,533,900
Civil Rights $5,038,000 -$625,300 $4,412,700
Chief Financial Officer $5,120,000 -$845,000 $4,275,000
Total - Departmental Management S&E $192,710,000 -$32,185,100 $160,524,900

A reduction of $7,301,400 in the Program Direction and Support activity,
27.8% of the FY 1996 budget request, would eliminate funding for four
important facets of his activity the program increase of $4,300,000 in
support of the Department's compliance assistance initiative will be
eliminated; the program increase to provide $222,000 to upgrade computer
technology in the DOL Office of Public Affairs will be eliminated; the total
of $1,860,000 included in this budget request to support the Department's
workplace substance abuse control program will be eliminated, and one position
and associated costs dedicated to support this program will be eliminated; and
$770,000 to fund the on-going farmworker surveys will be eliminated.

-- Eliminating funding in this activity for the Department's compliance
assistance initiative will delay the Department's ability to make meaningful
changes in its enforcement strategy because studies will be deferred on ways
in which the Department can reinvent and restructure its enforcement programs
to overcome the gap which exists currently and because implementation of
alternative enforcement approaches will be deferred. As a result of this
reduction, no funds can be provided for customer surveys which will be used to
determine the most effective method of communicating with DOL 'enforcement'
clients on an on-going basis; no funds will be provided to evaluate existing
regulations, concentrating on how they have affected businesses and workers,
and on how DOL's current enforcement strategies are working; no funds will be
provided to implement and possibly expand the Department's alternative dispute
resolution (ADR) program; and no funds will be provided to establish uniform
protocols and standards for regulatory information to be stored and
transmitted in electronic form.

- Eliminating funding in this activity to upgrade computer technology
in the DOL Office of Public Affairs will severely hamper the efforts of this
office to perform effectively. The introduction of personal computers and
local area network (LAN) software has revolutionized the operations of public
affairs activities. LAN connections can give staff members access to the
latest software, to virus protection and to technical maintenance and support.
LAN access enables the Department's public affairs staff to distribute press
releases via fax boards, cutting delivery time from hours or even days down to
minutes. Desktop publishing capabilities have enabled the Department to
produce quality graphics for use in a wide range of public affairs and
briefing documents. All of these capabilities will be lost if this office is
not able to upgrade its existing ADP equipment to maintain access to the
Department's local area network.

- Eliminating funding for the Department's.workplace substance abuse
control program would mean that the Department would have no presence in
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addressing one of the most significant workplace problems that has a clear and
significant impact on a wide range of DOL programs. The cost of illegal drug
and alcohol abuse in the workplace is estimated at approximately
$166,000,000,000 annually. This compares to the estimated costs of all
occupational deaths and injuries at $112,000,000,000 annually.

There is strong evidence that this problem of workplace substance abuse
can effectively be addressed through the establishment of comprehensive
workplace substance abuse control programs. Nearly all large companies have
instituted such programs. Medium and smaller establishments, however, often
have not instituted such programs. The following key reasons are cited by
companies for not instituting such programs: (1) the failure to recognize that
such problems exist in their workplace; (2) the lack of formation on how
workplace substance abuse control programs can be instituted; and (3) the
perceived high cost of developing such programs. In one study by the State of
Ohio, the impact of identifying and treating employees with substance abuse
problems resulted in a 97% decrease in on-the-job injuries, a 95% decrease in
incomplete work, a 93% decrease in mistakes in work, a 91% decrease in
absenteeism, and an 88% decrease in problems with supervisors.

The Department has been funding a modest initiative of approximately
$2,000,000 annually to address workplace substance abuse. A careful design
was developed that would effectively reach the approximately 6,000,000 small-
and medium-sized business establishments and provide them with information and
tools needed to address this problem in their workplace. The core of the
program consists of the following three parts: (1) the Substance Abuse
Information Database (SAID) a user-friendly electronic database providing
turn-key information on the problem and how to establish a program tailored to
the individual workplace; (2) the "Working Partners" initiative launched by
the Secretary in February 1994 where the Department works through trade
organizations to distribute DOL substance abuse information to their members
and urge them to institute programs; and (3) establishing a "Substance Abuse
Institute" through a grant to the George Meany Center to develop materials,
provide technical assistance and promote ways to address the problem of
substance abuse among union members and their families.

Currently, the Substance Abuse Database (SAID) is completely operational
and over 20,000 copies have been shipped. The "Working Partners" initiative,
with roughly one year of operation, has established working relationships with
257 trade associations with over 7,000,000 members. These members have the
potential of reaching over 100,000,000 U.S. workers. The George Meany
Substance Abuse Institute has begun its work, and will be working with 82
unions with a membership of approximately 13,300,000 workers.

This program is extremely highly leveraged to accomplish its broad goal
of addressing workplace substance abuse. As outlined above, eliminating
funding for this program would mean that the Department would have no presence
in addressing one of the most significant workplace problems confronting our
nation.

Eliminating funding for the on-going farmworker surveys in FY 1996 will
eliminate the only reliable source of data on the national demographic
characteristics of farmworkers. The farmworker population is greatly
undercounted in the Census, and the Census Bureau agrees that the National
Agricultural Workers Survey (NAWS) is the only accurate source of information
on this particular population. The elimination of the NAWS would eliminate
the data needed to plan and evaluate $550,000,00 worth of Federal farmworker
programs. Further, elimination of the survey would restrict DOL's ability to
understand Latin American immigration. The NAWS provides valuable information
not only on employment and working conditions encountered by Latin American
immigrants, but also on immigration status, migration patterns, English
language ability, family composition, health, education levels and utilization
of social services.

A reduction of $12,601,400 in the Legal Services activity, 16.6% of the
FY 1996 budget request, would result in a decrease of 130 FTE from the
requested level of 760 FTE and would result in reduced support for all program
areas. In total, approximately 5,600 fewer cases would be concluded, and the
pending workload would increase by approximately 14% from approximately 39,000
cases to approximately 45,000 cases. All program increases requested for the
Office of the Solicitor for FY 1996 would be eliminated. At this level, only
50 out of 475 front-line staff could be connected to the local area network
(LAN) for the Office of the Solicitor, a decrease of 90% from the planned
level. Since the SOL workload involves legal actions undertaken in accordance
with statutorily mandated requirements, a cut of this magnitude would mean
that SOL would be unable to meet its statutory requirements (the precise
impact would be delayed until SOL reviewed the impact of these reductions on
its client agencies). Under these reductions, because necessary litigation
costs (including travel costs, the costs of depositions and the purchase of
transcripts) would be underfunded, SOL would have to dismiss meritorious cases
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because of a lack of funds to prosecute them. The program enhancements
unfunded at this level include the following:

(1) $1,000,000 for installation of the SOL local area network, which
would preclude SOL from taking maximum advantage of increased ADP
capabilities now available to private sector legal staff;

(2) $1,008,000 and 16 FTE for the increased immigration workload,
which would eliminate SOL's ability to provide enhanced
enforcement in this area through the filing of law suits and
judgements which would have promoted voluntary compliance and
reduced the economic incentive for the employment of illegal
workers;

(3) $600,000 for training, which would totally eliminate all funds for
training of SOL staff to enable them to keep abreast of the most
recent developments and techniques in the rapidly changing areas
of case law which are the responsibilities of the Department; and

(4) $1,064,000 and 15 FTE to support the increased litigation workload
in the areas of occupational safety and health and mine safety and
health - additional backlogs of approximately 850 cases will
develop in these areas, including backlogs involving the new mine
health air quality standards.

A reduction of $1,905,200, 14.7% of the FY 1996 budget request, in the
International Labor Affairs activity will essentially eliminate funding for
the grant to the International Labor Organization's (ILO) International
Program on the Elimination of Child Labor (IPEC). No on-going support would
be provided for the full range of programs designed to eliminate child labor
abuses throughout the world, including bonded labor and hazardous forms of
child labor. No funds would be provided for thematic studies of practices in
specific countries which have agreed in principal to work with the ILO to end

child labor. This cut would severely restrict the Department's leverage in
working with the ILO to develop initiatives to combat child labor and provide

for the health, safety, well-being and education of child workers.

A reduction of $1,975,100 in the Administration and Management activity,

12.7% of the FY 1996 budget request, would result in a loss of funding for 17

FTE, which would have the following impact -- backlogs would increase in
personnel security actions; merit staffing reviews of servicing personnel
offices would be eliminated; response times for grievances and unfair labor

practice charges in the Department would increase; the average time required
to provide corrective service to disrupted local area networks (LANs) would
increase by approximately 400% - from roughly four hours presently to two days

in the national office, and from one day presently in the DOL regional offices
to four days; Departmental coordination of the human resource planning process
would be eliminated; the ability to develop new personnel systems and to
assist in the implementation of new personnel systems within the Department
would be decreased; and the preparation of the annual human resource planning
report summarizing key human resource indicators would be eliminated.

A reduction of $4,667,400 in the Adjudication activity would mean that

the financing change proposed to shift funds from the Black Lung Disability
Trust Fund to eliminate the backlog of Longshore cases in the Benefits Review
Board would be disapproved and that backlogs will not be eliminated in the

Black Lung program at the Benefits Review Board (BRB) . Under funding the
financing change will mean that BRB dispositions in the Longshore program will

be cut by 931 cases, with the following impact - with this cut, the backlog in
this program would increase to 1,802 pending cases, equivalent to a 34-month
case processing timeframe - backlogs of this magnitude would approach

unacceptable levels. Funding this financing change wold mean that only 871
Longshore cases would be pending at the end of FY 1996, and that the backlog

in this area would be eliminated. Further, this reduction would result in a
reduction of approximately 200 Black Lung dispositions at the Benefits
Review Board. The pending caseload in this area would increase from the
optimal level of approximately 450 cases to approximately 650 cases,
,equivalent to six-month case processing timeframe.

A reduction of $825,500 in the President's Committee on Employment of

People with Disabilities (PCEPD) would reduce funding for the Job
Accommodation Network (JAN) by 50% of its current level (rolling back the

funding level to that provided in FY 1990) and would mean that the proposal to
establish a "Business Leadership Network" to support implementation of the

Americans with Disabilities (ADA) Act would be unfunded.
The reductioh in JAN would occur at a time when the Network is

experiencing a dramatic increase in calls (an increase of over 18% in calls

from the last fiscal year). The resulting consequences of this reduction
would mean that the Network could only handle approximately 30,000 of the

60,000 inquires which it receives every month. A sampling of 200 cases last
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quarter revealed that each actual accommodation case handled by JAN realized a
savings of $87,450 per caller (this represents the amount identified by those
counseled by this service) . The resulting impact of such a diminution in
service to employers as well as to workers with disabilities approaches
millions of dollars annually. The JAN program puts people with disabilities
back to work by delivering timely information on how to adapt existing
workplaces to accommodate workers with disabilities.

- Eliminating support for "Business Leadership Network" would mean that
assistance in compliance with ADA would not be extended to businesses not
previously covered by ADA, and employer-to-employer communication would be
restricted. This approach has repeatedly proven to be a valuable technique to
achieve better understanding of the ADA, people with disabilities and the role
of business in ADA implementation.

A reduction of $1,439,000 in Women's Bureau, 16% of the FY 1996 budget
request, will have a three-pronged impact -- (1) $400,000 to develop
informational materials and training programs to business owners and their
employees will be eliminated; (2) approximately $500,000 provided for the
support of the Commission on Leave will be eliminated; and (3) funding for
"Women Work! The National Network for Women's Employment" (formerly the
National Displaced Homemakers Network) would be eliminated.

- - Eliminating the total of $400,000 will curtail support for small
business owners eager to comply with Departmental compliance requirements.
These funds would have been used to educate both employers and employees about
the full range of compliance issues involving Departmental programs.

- - Cutting funding for the Commission on Leave by approximately $500;000
in FY 1996 will essentially terminate all work performed by staff assigned to
the Commission soon after the beginning of FY 1996.

- - Eliminating funding for "Women Work! The National Network for Women's
Employment" will eliminate the training and technical assistance services
which "Women Work!" provides, making it possible for thousands of low income
women to participate and succeed in vocational training by reducing barriers
and providing these women with specialized outreach, support and counseling
that this population desperately needs to move towards economic self-
sufficiency. The role of the Women's Bureau is to promote the welfare of
working women and to improve their wage-earning opportunities. Displaced
homemakers nationwide look to the Bureau to help them achieve this goal.
Without the strong Federal presence of the Women's Bureau, long-term economic
self-sufficiency, especially for displaced homemakers, would remain out of
reach. Existing training programs recognize that multiple barriers make these
women expensive to serve and therefore, provide minimal services to this
population. The "Women Work!" grant provides direct services in this area.
The goals of "Women Work!" are to prevent women from turning to welfare,
and/or to move them off of welfare by providing the preparatory and vocational
services needed to gain employment.

A reduction of $625,000 in the Civil Rights activity, 12.4% of the
budget request for FY 1996, will translate into the loss of six (6) FTE. The
impact of this reduction will be to reduce the number of Title VI compliance
reviews by approximately 75%, from 22 to eight (8), to reduce the number of
Title VI complaints closed by roughly 20%, from 1,600 to 1,300; and to reduce
the number of Title VII complaints closed by 25%, from 160 in FY 1996 to
approximately 120.

A reduction of $845,000 in the activity for the Office of the Chief
Financial Officer would result in the following impact: (1) contract funds
for the for the preparation of DOL financial statements would be reduced by
$250,000, which would mean that the Department would not be able to compile
quality financial statements in accordance with OMB time schedules; (2) the
ability to respond to OMB and Congressional inquiries in the budget area would
be diminished; (3) financial management activities would be compromised
because the CFO would not have the staff necessary to work with program
agencies to produce required financial data, to integrate Departmental
accounting data with program performance data, to improve ledger control
within the Department and to oversee the integrity of financial data; (4) the
Office of the Chief Financial Officer would not have the ability to respond to
audit findings from the General Accounting Office and the Office of Inspector
General, and to implement recommendations; (5) the Office of the Chief
Financial Officer would not have the ability to engage in developing program
performance measures; develop full cost accounting principles and procedures,
especially those addressing the distribution of overhead and administrative
costs; link performance measures to full costs at the program level; develop
approaches and accounting policies and procedures that facilitate quality
assurance and the reconciliation of agency and departmental controls (which

have differing levels of specificity and maturity) ; and improve implementation
of internal controls, system security measures and quality assurance of

financial transactions at the operating level, especially in areas

identified as weak by OIG audit.
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A reduction of $600,000 for the National Occupational Information
Coordinating Committeetwould mean that NOICC would scale back career
development training efforts that the Congress had requested be funded. While
NOICC would still operate a significant career development program, training
would only be provided to approximately half the number of State/local
personnel intended - this training would be provided to one-stop career
centers, school-to-work transition centers, and to counselors, educators and
others in schools and other settings.

VETERANS' EMPLOYMENT AND TRAINING SERVICE

Answer: Summarized below is a table outlining the impact in FY 1996 of
cutting funding 10% below the appropriated level for FY 1995.

Budget Activity Requested Level Reduction Revised Level
DVOP $83,643,000 -$8,402,000 $75,241,000
LVER $77,632,000 -$7,798,000 $69,834,000
Administration $23,017,000 -$4,020,000 $18,997,000
NVTI , $2,822,000 -$208,000 $2,614,000
Total ASVET $187,114,000 -$20,428,000 $166,686,000

JTPA IV-C $8,880,000 -$888,000 $7,992,000
HVRP $5,011,000 -$501,000 $4,510,000

For the Disabled Veterans Outreach Program (DVOP), a 10 percent cut from
the $83.601 million FY 1995 appropriations level would result in 96,000 fewer
veterans served and 18,500 fewer veteran registrants getting jobs.

For the Local Veterans Employment Representative program (LVER), a 10
percent cut from the FY 1995 appropriations level of $77.593 million would
result in 120,000 fewer veterans served, and 17,000 fewer veteran registrants
getting jobs than at the FY 1996 planned service level.

For the Job Training Partnership Act Title IV, Part C (JTPA IV-C), a 10
percent reduction from the FY 1995 appropriation level of $8.88 million would
result in 261 fewer veterans being placed into jobs and 523 fewer hard to
serve veterans being trained.

For the Homeless Veterans Reintegration Projects, a 10 percent reduction
from the $5.011 million appropriation level would result in 835 fewer homeless
veterans being served and 418 fewer homeleSs veterans being placed into jobs.

For the Administration activity, a 10 percent reduction from our FY 1995
appropriations level would result in the cancellation of the DOL Transition
Assistance Program. This reduction would prevent both the'printing of TAP
workbooks for participants and their shipment to TAP sites. Also, this
reduction would preclude VETS from contracting for TAP facilitators to support
DVOP and LVER staff efforts. Also, the reduction in the number of DVOP and
LVER staff funded would obviate the feasibility of using DVOP/LVER staff to
handle TAP workshops.

Similarly, for Veterans Reemployment Rights, the reduction in the
Administration activity will increase processing times due to reduced funding
for travel. This would require delaying on-site investigations or mediation
meetings until multiple tasks could be accomplished in one trip. Also, VETS
expects some reduction in the number of claims filed because veterans may not
get proper information about their reemployment rights.

DVOP and LVER staff are linked to TAP, SMOCTA, NVRP and JTPA programs,
and get veterans referred or accept referrals from other programs to ensure
veterans get adequate assistance. There would also be additional reductions
in overall services to veterans by the government, because these linkages
between VETS programs and programs in other agencies would be weakened.

OFFICE OF INSPECTOR GENERAL

Answer: A 10 percent reduction for the OIG would equate to
$5,224,600. The impact of this reduction for each of the OIG programs is as
follows:

Office of Audit: To achieve this reduction, furloughs or reductions-in-
force would be necessary. Such a reduction could not be met through attrition
alone. The major impacts would be in the following accounts: .personnel
compensation and related expenses would be reduced by $1,799,900 which would
result in a 22 or 23 FTE reduction; travel funding would be reduced by
$189,000; and, audit contracts with CPA firms would be_reduced by $440,000.
Such a reduction would have a significant adverse affect on our ability to
fully execute our audit responsibilities under both the Inspector General and
the Chief Financial Officer Acts.
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For example, DIG would not be able to provide comprehensive, effective
audit coverage for one or more of the following: 1) Financial
management/program performance measures/program outcomes in the department's
Agencies and programs; 2) Job Corps initiatives such as the Mathematica, Inc.
policy research contract and demand occupations; 3) other employment and
training system activities such as Job Training Partnership Act Title II-A
(Barriers to Basic Education), alien labor certification and attestation
processes, and unemployment insurance benefit payment controls and internal
security; and/or, 4) the myriad of DOL grants and contracts and management
thereof.

Office of Investigations: In Program Fraud, a 10 percent reduction
below the 1995 level would equate to $1,200,400 below the proposed FY 1996
level. This reduction would require a corresponding reduction of 15 FrE.
Currently, the FY 1995 level totals 99 FTE, and the proposed FY 1996 FTE
level totals 97. This 10 percent reduction would reduce the FTE to 82. This
reduction would drastically impede Program Fraud's ability to conduct its
mission and severely undermine its ability to handle significant
investigations in the employee integrity, JTPA, and health care area,
especially in situations where significant travel is required. Investigations
requiring significant manpower and travel resources would need to be put on
hold. Cases involving danger to life and safety, as in the MSHA area, where
significant employee corruption has been found, would be Program Fraud's top
priority cases. All other cases would be placed in a holding status, until
sufficient resources are available.

Administratively, the 15 FTE reduction would require Program Fraud
management staff to seriously consider closing smaller offices as positions
are vacated. With limited resources, it would not be feasible to relocate
individuals from small offices to larger offices because of the high costs of
PCS moves. This places Program Fraud management staff in a catch-22
situation. Management will need to place the limited resources where the need
is greatest. However, unless positions are vacated in smaller offices, there
is not sufficient resources to close smaller offices and move the staff to
larger offices. In FY 1996, if positions are not vacated, the possibility of
imposing furloughs and/or reduction-in-force procedures would need to be
considered.

For Labor Racketeering, a 10 percent reduction below the FY 1995 level
would.equate to $2,344,700 below the proposed FY 1996 level. This reduction
would require a corresponding reduction of 25 FTE. Currently, the FY 1995
level totals 115 FTE, and the proposed FY 1996 totals 113. This additional 10
percent reduction below the FY 1995 level would reduce the FTE to 88. This
reduction would severely impede Labor Racketeering's ability to conduct its
mission and severely undermine its ability to handle not only the significant
investigations in the employee benefit, labor management relations, and
internal union areas, but also to forgo conducting large-scale industry
probes, which uncover the core of the criminal conspiracy. Specific health
care related initiatives, high priority initiatives undertaken and
coordination with Department of Justice Organized Crime and Racketeering
Section, as well as specific investigations into emerging nontraditional
organized crime groups would be severely impeded, and may, due to limited
resources, be placed in a holding status.

Similar to Program Fraud, the 25 FTE reduction would require Labor
Racketeering management staff to seriously consider closing smaller offices as
positions are vacated. In FY 1996, if positions are not vacated, the strong
possibility of imposing furloughs or reductions-in-force would need to be
seriously considered.

Executive Direction and Management: A 10 percent reduction of $736,900
below the existing FY 1995 funding level coupled with the increased cost of
pay raises and inflation would equate to approximately a 12 to 14 percent
reduction. In order to operate within this resource level it would be
necessary to conduct a furlough since all employees are full-time permanent
and could not easily be removed from the rolls without conducting a reduction-
in-force. The turnover rate within this program office is minimal therefore,
savings from attrition is not likely and a reduction-in-force is our last
resort to acquire savings.

However, the cost savings would then have to come from a reduction in
our ADP program support. The immediate impact of any reduction to the ADP
budget is the curtailment of needed hardware overhaul, as well as network
operating system and system support software upgrades. Without adequate
funding, the current nation-wide DIG network, which is run by several
generations old software and hardware, will be faced with possible shutdown,
with a return to a stand-alone PC environment. This could continue for a
limited and relatively short-term period, based on the life-span of the
current PCs. Ultimately, without routine maintenance and overhaul, the
hardware will fail, adversely affecting the mission of all organizations.
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BUDGET FREEZE AT 1995 LEVEL

Question: What would be the impact of freezing all programa at fiscal
1995 appropriation levels?

EMPLOYMENT AND TRAINING ADMINISTRATION

Answer: Funding training and employment programs in 1996 at the 1995
appropriated levels would have the following impacts (only major programs
discussed):

TITLE II-A ADULT TRAINING GRANTS: The 1996 request of $1.055 billion is
the same as the 1995 appropriated level. Therefore, maintaining funding at
the 1995 appropriated level would have no effect on the program.
Approximately 457,600 would be served under this program.

TITLE II-B SUMMER YOUTH: Funding this program in 1996 at the 1995 level
of $871.5 million is $87 million less than the 1996 request of $958.5 million.
This would result in approximately 49,300 fewer disadvantaged youth being able
to work during the summer (from 615,000 to 565,700).

TITLE II-C YOUTH TRAINING GRANTS: Funding this program in 1996 at the
1995 funding level of $598.7 million is an increase of $310 million over the
1996 request of $289 million. It is assumed that the program will not be
funded at the 19995 level and would be maintained at the 1996 request level.

TITLE III DISLOCATED WORKER ASSISTANCE: Funding this program in 1996 at
the 1995 appropriation level of $1.296 billion is $100 million below the 1996
request of $1.396 billion. This would result in approximately 52,500 fewer
workers participating in program than projected under the President's 1996
request.

NATIVE AMERICANS: Funding this program in 1996 at the 1995
appropriation level of $64 million is $2.2 million above the 1996 request of
$61.9 million. This would result in approximately 1,000 more participants
receiving services under this program than projected under the President's
1996 request.

MIGRANTS AND SEASONAL FARMWORKERS: Funding this program in 1996 at the
1995 appropriation level of $85.7 million is $7.4 million above the 1996
request of $78.3 million. This would result in 7,000 more participants
receiving services under this program than projected under the President's
1996 request.

OLDER AMERICANS: The 1996 request of $410 million is the same as the
1995 appropriated level. Therefore, maintaining funding at the 1995
appropriated level would have no effect on the program. In 1996, 94,600
people would be served under this program.

JOB CORPS: Funding Job Corps in 1996 at the 1995 appropriated level of
$1.099 billion is $129 million below the 1996 request of $1.228 billion. The

impact would be as follows:

o PY 1996 funding frozen at PY 1995 Level ($1,099,460,000).
o Work proceeds at 8 "5050" Centers initiated under 1993 and 1994

Appropriations.
- 4 of these centers are activated in PY 1996
- Construction at the 4 remaining sites proceeds in PY 1996 with

activation scheduled for PY 1997.

It is assumed that the 4 new centers authorized in the 1995
Appropriation are cancelled.

o 1996 funding reduction below current request is $128,254,000.
Absorbed as follows:

- $46,861,000 in operating funds for existing centers,
necessitating the closing of 4 to 6 existing Job Corps Centers
having a combined capacity of 2,082 training slots.

- $30,000,000 in CRA-"Backlog Reduction" funds for existing
centers.

- $3,344,000 in CRA-"Keep Pace" funds for existing centers.

- $31,250,000 in CRA funds that had been requested to proceed with
the 4 new centers that had been authorized for initiation under
the 1995 Appropriation.

- $16,799,000 in CRA funds that had been requested to start 4'new
centers in 1996.
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SCHOOL-TO-WORK is a community-driven initiative to provide American
youth with the knowledge and skills they need to make an effective transition
from school to a first job in a high-skill, high-wage career. It offers a
learning and earning strategy that joins world-class academics with business-
defined skills by integrating classroom content with on-the-job experience.

Under the School-to-Work legislation, the federal government provides seed
money to States and local partnerships to develop and implement statewide
school-to-work systems. These venture capital funds, competitively awarded in
annual "waves," leverage other resources (State, local, federal, and private)
to fully implement and maintain the system. By June 30, 1995, $90 million in
venture capital will have been invested in State and local School-to-Work
systems building. Activities are underway in every State (and the District of
Columbia and Puerto Rico) to develop comprehensive systems.

States and many local communities have launched education reforms under the
School-to-Work framework, and they have done so with in partnership the
private sector, schools, and community organizations. These reforms build on
what works and create coherent systems to prepare young people for careers and
further learning. Bipartisan agreement about the importance of School-to-Work
concepts is evident from their inclusion in key proposals to consolidate and
to improve career preparation services for America's youth.

The completion of multi-year venture capital gains is key to allowing each
State to put in place a collaborative process to develop its School-to-Work
system and fully benefit from lessons learned both within the State and from
other States. If these grants are abruptly terminated, the national
investment in the development of these systems will be severely jeopardized.
Freezing FY 1996 funds at FY 1995 levels of $250 million would mean:

Awarding four less State implementation grants down from an
estimated 20 to 16.

o Awarding 16 fewer local partnership and urban and rural
opportunities grants

o Cancelling State or local competitions in 1996 and using all
remaining funds to continue progress with current investments.
(Competitions may resume in 1997.)

o Possibly extending the initiative two years with the last States
beginning School-to-Work implementation in 1999 with funding
levels similar to the first wave of States.

o Withdrawing federal "developmental" funds to those States that are
committed to implementing .School-to-Work systems but that need
more time to implement.
Run no new State or local competitions. This includes planned
competitions for State Implementation grants, Local Partnership
Grants, Urban/Rural Opportunities Grants in high poverty areas,
Indian and Territorial grants. As a result, no new States or
Local Partnerships would be added to the other States and
communities that have begun program implementation.

o Reduce continuation awards to the eight FY 1994 implementation
states, the estimated 20 FY 1995 states and the estimated 41 Local
Partnership grants by almost twenty percent from levels previously
announced.

o Terminate Federal support of development grants provided to the
estimated 24 other states not yet awarded implementation grants
This will discontinue Federal support for STW in these States.

o National Activities would be reduced from $30 million to $18.75
million. Thus, activities to support State and local efforts,
including technical assistance and information exchange will be
curtailed.

UNEMPLOYMENT INSURANCE PROGRAM. The UI program is priced each year
based on projected workload requirements and annual inflation to finance State
operations. The projected FY 1996 funding requirements is $2.54 billion, or
$163.7 million above the FY 1995 appropriated level. Without maintaining the
program at its funding requirements level, the following could occur:

o ApprOximately 3,000 of the required staff could not be funded.
(46,900 staff required)

o A loss of program integrity from overpayment of benefits and under-
collection of taxes. The benefit overpayment rate in States would
increase from 8.8 percent to 11 percent, causing $2 billion to be
lost to the trust fund. Additionally, the undercollection of UI
taxes is estimated at over $0.1 billion which would also be lost
revenue to the trust fund.

o Service to claimants would decline due to delays in processing
benefits, causing an increase in the benefit payment backlog, which
is currently less than 14 days. .This risks violating the "payment
when due" provision of the Social Security Act.
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o About 100 local offices may be closed (currently about 1,800); the
reduced number of local offices would adversely affect some claimants
who would have to travel longer distances to file claims.

o Delays in nonmonetary determinations and appeals activities would
increase - resulting in about 60 percent (compared to the current 70
percent) of the appeals being processed within 30 days.

o It is also possible that with revised economic assumptions that UI
workloads might increase above the level in the FY 1996 President's
budget request. -

Given the mandatory nature of paying unemployment insurance benefits, the
States would view a reduction of this magnitude as the imposition of an
unfunded mandate. The States must still pay the benefits and collect the
taxes, but would not have adequate resources to do so. In addition, the
States would not be able to make the necessary investments in their programs
which might result in cost savings over time. The impact would be to create a
system that is inefficient and increasingly unproductive compared to the
current technology.

EMPLOYMENT SERVICE: The 1996 Administration's request for the
Employment Service Allotment to States is $805,912,000 which is $40,000,000 -
below the 1995 appropriated level of $845,912,000. The Administration would
not propose to increase this program to the 1995 level,

ONE STOP CAREER CENTERS: A level of FY 1996 funding of $120 million --
representing a "hard freeze" of the FY 1995 appropriations level -- would
represent a 40 percent reduction of the Department's original FY 1996 requei.t-
($200 million) .

Through the "forecast scenarios" for potential reductions in FY 1995 and FY
1996, the Department has attempted to bring as many States as possible into .

One-Stop status (i.e., implementation or planning for implementation). This
preservation strategy is congruent with the likely legislative mandate for the
States to establish a One-Stop system. This. strategy,-however, also
recognizes that a reasonable equilibrium must remain between our programmatic
and LMI investments: the Federal-State employment and training system-building
effort is not well-served if there are disproportional reductions in the
customer-oriented products, services, and applications associated with
America's Labor Market Information System (ALMIS).

With $120 million availability in FY 1996 (following a $104 million level in
FY 1995 and a $50 million level in FY 1994):

o The Department would maintain funding support for the 16 States
receiving grants in FY 1994 and FY 1995. The original six One-Stop
Implementation States, however, would receive somewhat reduced funding
in FY 1995 and FY 1996 (the second and third year, respectively, of
their grants) . Indiana, Ohio, Minnesota and the other seven States-
selected for funding in FY 1995 would also have their second-year
funding level pared. This reducPion in funding would impede execution
of the original State system design, and may be viewed by the
(satisfactorily performing) States as a Federal failure to fully
financially deliver on the terms of the grant agreement.

o The opportunity for the Federal partner to fund additional new States
is significantly reduced. The Department projects a total of up to-5
new States could be funded at the $120 million level in 1996. This
would bring the total of One-Stop Implementation States to 19 21, -well

below the 32 34 which could be financed under the original One-Stop
investment and trajectory plan.

o Under the original plan, the Department planned to award the last
round of implementation grants in 1997. The States receiving the grants
during this year would be fully operational by the third year of the -

grant (i.e., 2000). This plan relied on an investment of $200 million
in 1996, and dependable (and proportionately larger) funding streams of
$200 million in 1997 1999 to accelerate and complete the One-Stop
system-building and the development of AIMIS products and services. The
hard freeze (with $120 million availability in 1996 and the outyears)
would not permit the Department to complete One-Stop funding in all
States by the close of the century since the last States will not start
receiving resources until 1999 or 2000.

-

o No "learning laboratory" awards to local jurisdictions would be
granted in FY 1996. The original plan had reserved $5 million of funds-
in FY 1996 to involve the local communities in the building of the One-
Stop system from the "bottom-up," utilizing their frontrline leadership,-
innovation and initiative.
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o Investments in better data and better information systems thrOugh
America's Labor Market Information System would be seriously stalled.
The $80 million (or 40 percent) reduction in One-Stop funding
availability would postpone or scale back Federal-State cooperative
efforts durzng 1996 in:

- Electronic labor exchange -- Job bank, Talent bank, and
electronic want ads.

- better production of occupational data at the local level making
it harder to know what jobs, careers, and skills are growing.

- development and installation of the common systems for intake,
eligibility determination, career exploration, and other
standardized applications that improve the delivery of all
employment and training services.

PROGRAM ADMINISTRATION: As the Congress proceeds to make decisions regarding
FY 1996 program consolidation and spending reductions, it is important to
consider ETA program operation needs in their proper context.

NEW LEGISLATION/CONSOLIDATION

o Program consolidation would begin in FY 1997 under the House proposal
- and in FY 1998 under the Senate proposal. FYs 1996, 1997, and 1998 will

be transition years where there will be more work as the old employment
and training system grants are closed out and the new consolidated
grants are launched. As Chairman Goodling stated, the new program is
-not revenue sharing. There is a substantial federal role.

o ETA already operates the majority of its programs on a block grant
basis, thus there are few efficiencies to be achieved due to further
program consolidation and block granting of program funds to States.

o ETA will be heavily involved in restructuring the training and
employment system, as it has been over the past few years while
undergoing downsizing. Further downsizing would make it very difficult

: to help States implement the new program consolidations and oversee
implementation of key system-building initiatives of the new
reemployment system: School-to-Work and One-Stop Career Centers.

o ETA's new mission requires new competencies. ETA staff have an average
length of service of 23 years and since we cannot intake significant
numbers in new talent, we must retrain our current workforce, which
requires training funds as requested in the FY 1996 budget.

STREAMLINING/REINVENTING GOVERNMENT

The government-wide staff reductions in the President's streamlining
plan have already reduced ETA's positions from 1,664 in 1993 to 1,613 by
1996, and to 1,513 by FY 1999, a nine percent reduction. Dollar cuts
have reduced ETA's financeable FTE to a level below authorized FTE:
_Since FY 1981, ETA has gone from 3,126 FTE to its current FTE level of
1,520, a 51 percent reduction. These levels create a potential staffing
shortage which threatens program integrity.

o While experiencing such cuts, ETA has implemented new initiatives, such
.as School-to-Work, One-Stop, Worker Profiling, Skills Standards, Job
Corps expansion, increased dislocated worker grants, with no additional
resources or staff, and has had to absorb these additional costs.

INTEGRITY

o ETA's Program Operations funds are only a little more than one percent
of the total program funds it oversees, a small administrative
investment given the size of the program investment.

o For example:

The Unemployment Insurance Service, which has responsibility for
the UI trust fund with total budget authority of $30.6 billion,
was reduced from 224 (Washington-based) FTE in 1981 to 104 FTE
today. At the same time, UIS staff have assumed new and increased
program responsibilities.

Similarly, Job Corps staffing levels have decreased from 288 (inc.
Regions) ih 1981 to'172 in 1995, at the same time that the number
of Centers has increased, inefficient Centers are being turned
around or closed, and OIG has identified the need for increased
oversight and program improvements.
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There have been large increases in JTPA Title III funding over the
past several years going from $651.3 million in PY 1993 to $1.118
billion in PY 1994 and $1.296 billion in PY 1995 resulting in a
large increase in the number of discretionary grants awarded under

the Secretary's Reserve Account. There has never been an
accompanying increase in FTE for these additional funds; in fact
the staff available to provide technical assistance and oversight
for these grants has decreased as overall ETA FTE levels have
decreased. /n addition, in this same time period, over $225
million in defense grants were provided to States and staff will

be required to continue providing technical assistance and
oversight for these grants for several years.

o There has been and will cbntinue to be significant workload associated

with integrity functions. ETA has received an average of 380 audits for
resolution in each of the last three years. Many of these audits
contain serious management and questioned cost findings. This workload
will increase significantly during and after the transition from JTPA as

closeout audits and other end-of-program reviews are done. Based on ETA
experience with the prior federal job training program (the
Comprehensive Employment and Training Act), it took more than three

years, and much Regional and National Office staff effort to close the

program. Yet the staff levels for these activities have declined even
more than the overall decline in ETA staffing.

o The demand by States and SDAs for technical assistance in traditional
"integrity" areas such as financial management and procurement is at_ an
all time high and continues to increase.

ETA has continuing fiduciary and oversight responsibilities with respect
to the expenditure of Federal funds which cannot be met with a further

reduction in resources.

Special GAO and DIG reviews will continue and must be resolved.

During the transition from JTPA, ETA will need to work with States and
local governments to develop and put into place integrity and oversight

systems for the new program. This will require considerable staff
resources.

OFFICE OF THE AMERICAN WORKPLACE

Answer: OWP - In FY 1995, OWP was funded at the FY 1994 comparable -

level. OWP's FY 1995 appropriation, therefore, does not provide for any
mandatory or program increases for this activity. As a result, funding OWP at
the FY 1995 level in FY 1996 would be comparable to funding OWP at the FY 1994

level. At this resource level, OWP would cover on-board staff costs by
curtailing or cancelling all spending in controllable areas such as travel,

printing, direct and indirect employee training, contracts, supplies,
subscriptions and equipment. OWP would freeze hiring and promotions,
terminate temporary employees, and eliminate all types of employee
recognition. Actions of this magnitude would severely hinder OWP's ability to
accomplish its mission and performance agreement commitments. OWP would be
forced to curtail virtually all of its workplace agenda activities and reduce
efforts currently underway to improve the processing time for employee
protection certifications filed under 13(c) of the Federal Transit Act.

OLMS - By freezing FY 96 budget authority at the FY 95 level of
$23,638,000, planned FY 96 activities based on requested increases (primarily
for new technology for OLMS reports processing/public disclosure functions, .

publication replenishment, and outside staff training) would be eliminated.
OLMS would be forced to (1) continue its current PC/manual system of
processing union financial reports for public disclosure rather than implement
more efficient optical scanning technology, and (2) cease publication of
certain pamphlets and other materials designed to help union officials
voluntarily comply with the LMRDA.

Please note the this scenario assumes that OLMS would not be required to
absorb the $5,600,000 Teamsters election budget "pass-through" to DOJ
requested in the FY 96 budget. If such is not the case, OLMS cannot absorb
the $5,600,000 without severe reductions in virtually every program activity

and very lengthy furloughs for all staff.

Lengthy across-the-board staff furloughs would be extremely disruptive
to all OLMS activities and require OLMS to stop or delay many of its criminal
and civil enforcement programs, including active embezzlement investigations

and compliance audits. Planned compliance assistance activities would also be
canceled, public disclosure responsibilities negatively affected, and program-
related reinvention projects delayed. Only the most critical, statutorily
required enforcement work would continue, such as election investigations,
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..
court-ordered supervised elections (such as the massive Carpenters case now in
progress), and court appearances for criminal prosecutions.

PENSION AND WELFARE BENEFITS ADMINISTRATION

Answer: Over the years, the Pension and Welfare Benefits
Administration (PWBA) has witnessed phenomenal growth in the value of plan
assets, a proliferation of different types of pension and welfare arrangements
as- well as of investment vehicles, including the advent of derivatives.
PWBA's responsibilities include regulation and enforcement of approximately
700,000 private sector pension plans and 4.5 million private sector welfare
benefit plans covering an estimated 200 million participants and controlling
more than $3.0 trillion in assets.

In addition to elimination of all proposed funding increases for
electronic filing-, compliance assistance, customer support initiatives,
enforcement automation enhancements, and funds requested to cover the agency's
increasing expert witness costs associated with investigations and litigation,
an FY 1996 budget freeze at the fiscal year 1995 level would require a
reduction of approximately 40 FTE from an already significantly reduced
employment ceiling. Since FY 1993, PWBA has lost a total of 42 FTE from what

. otherwise would have been its FY 1996 employment ceiling level; a very
significant cut for an agency this size. The loss of an additional 40 FTE,
which would be very likely with a budget freeze at the FY 1995 level, would
seriously impair the agency's ability to carry out an effective ERISA
compliance, enforcement and regulatory program.

Additionally, PWBA requested a program increase of $3 million to fund
the agency's Electronic Filing Initiative -- a recommendation by the National
Performance Review -- which involves a revamping of the Form 5500 processing
system. This requested funding would be utilized in designing computer
software that would enable filers to submit Form 5500 data in electronic
format rather than through paper filings. When fully implemented, the proposed
electronic filing initiative will improve the quality of filings, shorten the
processing time and streamline the process for converting Form 5500 data into
electronic format and reduce the Government's costs associated with capturing
and processing the data.

Timely and accurate Form 5500 data used for detecting prohibited
transactions and other signs of financial irregularities are critical to
effective enforcement of ERISA. Without the requested $3 million for the
electronic filing initiative, PWBA's ability to protect the pension funds of
America's private sector workers will be diminished.

Maintaining an adequate level of resources is critical if PWBA
enforcement of ERISA is to remain an effective deterrent to pension and health
plan fraud and abuse. The proliferation of novel investment practices and
benefit arrangements such as derivatives, MEWA provides a continual challenge.
If Ihe public is to continue to support a private system, then we must
demonstrate that we can ensure its integrity. Because the proposed freeze
.would weaken our enforcement presence, one can logically expect an increase in
pension and health plan fraud and abusive practices not to mention an
undesirable decrease in the level of customer assistance that PWBA is

-currently able to provide to plan participants.

- In sum, a budget freeze could seriously handicap the agency and increase
the threat to the retirement security of American workers, retirees and their
beneficiaries.

kNSION BENEFIT GUARANTY CORPORATION

Answer: Freezing PBGC's FY 1996 limitation budget at the FY 1995
enacted levels would prevent the full implementation of the Premium Accounting
System. This would affect the collection, processing, and accurate accounting
of over a billion dollars in annual premium payments. Operating at FY 1995
levels would also delay PBGC's computer systems initiative designed to address
problems in the Corporation's financial management program cited by GAO.

EMPLOYMENT STANDARDS ADMINISTRATION

Answer: Freezing ESA's FY 1996 funding at the FY 1995 Enacted Level
would amount to a reduction of $28,078 million from the FY 1996 Request Level.
The impact on ESA's programs would be as follows:

For the Wage and Hour Division, a freeze at the FY 1995 enacted level
would result in a loss of all funding for Wage and Hour's immigration,
compliance assistance, enforcement, and streamlining initiatives. A reduction
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of 32 FTE would be necessary. An FTE level of 1,272, including 808
investigators, would result in a combined reduction of 15,400 compliance
actions and $45.6 million in agreements to pay for more than 104,000
employees. Wage and Hour would also have to scale back efforts associated
with the reinvention of its information-system. This would directly impact on
efforts to develop a computer network that connects all levels of the
organization, allowing for the flow of information to and from enforcement
staff and managers across the program. While one-third or more of Wage and
Hour investigators will already have the tools of automation needed to access
these networks, Wage and Hour will not be able to provide computers to the
remaining front-line staff.

In addition to staffing reductions and reductions in the number of
compliance reviews and complaint investigations conducted, training for the
Office of Federal Contract Compliance Programs' (OFCCP) compliance officers
would be reduced by 71 percent. Reductions of this magnitude would adversely
impact on OFCCP's ability to conduct quality compliance reviews and complaint
investigations.

If frozen at the FY 1995 funding level, the Office of Workers'
Compensation Programs (OWUP) would have to cancel its plans to complete
expansion of the Periodic Roll Management (PRM) project to all 12 FECA
district offices as well as terminate 42 of the existing PRM Project staff.
Cancellation of the planned expansion of the PPM project and a reduction in
existing project staff would result in FECA not being able to put the last of
approximately 50,000 long-term disability cases under intensive review
nationwide or produce additional benefit adjustments, terminations or'
rehabilitations. This would amount to a loss of approximately $79.5 million
in potential FECA compensation benefit savings through FY 2000 and additional
millions in outyear savings. In addition, difficulties in being able to shift
personnel to compensate for workload-to-staff imbalances as attrition occurs
would impact adversely on timeliness, quality, and customer service.

OCCUPATIONAL SAFETY AND HEALTH ADMINISTRATION

If frozen at the FY 1995 appropriation, OSHA would be faced with a ten
percent reduction from the FY 1996 request. This would have a major impact on
the agency's ability to reinvent OSHA and the way it conducts business.
Reducing funding for OSHA programs would impede our planned progress in
addressing workplace fatalities, injuries and illnesses through better data,
better regulations, and better cooperation with employers in meeting the many
challenges of workplace safety and health.

Data from a recent study demonstrate that in the three years following
an OSHA inspection and fine, injuries at inspected worksites decrease by as
much as 22 percent. Reducing OSHA's budget by 10 percent would require the
agency to scale back on staff and several innovations designed to enhance our
inspection and employer outreach activity. With less inspection and less
focused activity, the number of workplace injuries that will occur that could
have been avoided will undoubtedly rise.

This level of reduction affects OSHA's efforts to improve compliance and
outreach through new technology, improved targeting of inspections and
regulatory activity to address the most dangerous hazards and worksites, and
utilize training and education grants to advance health and safety in the
workplace. These same types of reductions would be required for our state
partners operating their own safety and health plans and providing
consultation to small businesses. In addition, funds for inflationary
increases such as the Federal pay raise would not be provided. This would
force the agency to reduce Federal staff via employee furloughs and reductions
in force, in addition to normal attrition.

MINE SAFETY AND HEALTH ADMINISTRATION

Answer. Freezing MSHA's program at the fiscal year 1995 appropriation
level would result in an $11.5 million reduction and a 87 Full Time Equivalent
(FTE) employment reduction in fiscal year 1996. The impact of this reduction
would weaken our efforts in eliminating accidents, illnesses, injuries and
deaths in the Nation's mines. It would eliminate the $9 million and 52 FTE
requested as program increases in our 1996 request, and require an additional
cut of 35 FTE.

I believe that these program increases are critical in achieving the
purpose of the Mine Act. Certainly, the health program initiatives to reduce
the risks of illness from exposure to the array of hazards present at mines
are crucial to further advancements in miners' health. Today's complex mining
environment has made it increasingly difficult for inspectors to recognize and
evaluate a multitude of health hazards resulting from miners' exposure to
dust, noise, diesel exhaust, chemicals, ergonomic hazards, and other dangers.
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Some of these are ever-present hazards, such as coal mine dust and silica.
Others are newly emerging hazards, such as hazardous waste burned at cement
kilns on mine property. As the hazards are becoming more complex, information
is surfacing which indicates miners may be at even greater risk of lung
disease, cancer, and other disorders as a result of their workplace exposures
than previously thought.

I also proposed an increase to address the persistent and well documented
safety problems at small coal mines and contractor-operated mines. Most mine
operatbrs today accept their basic safety and health responsibilities. But a
significant minority continue to show less than full commitment to workers'
safety.and health, and a few still prefer to put their energy into resistance
or evasion. This problem is most profound at small coal mines and contractor-
operated mines. Coal miners are dying because these operators ignore safety.

The program increase for the replacement of obsolete inspection equipment
is essential to an effective health and safety program. MSNA is regarded as
the leading authority in mine safety and health. This position of leadership
cannot be maintained if our inspectors are using clearly outdated equipment.

'Finally, there would be no funding for the current programs I have
initiated in the last year to eradicate known hazards by special focused
inspections directed to specific problem areas, and there would be significant
reductions in other compliance assistance, education and training, and
technical support activities. In my first year at the Agency, I established
an aggressive program to involve the entire mining community in addressing
persistent safety and health problems using such mechanisms as conferences,
seminars and other education and training and compliance assistance materials.
These important outreach activities which provide compliance assistance would
have to be reduced.

BUREAU OF LABOR STATISTICS

Answer: Although the impact of this reduction would not be as severe as
the across-the-board reduction cited above, it nonetheless would be a cut of
grave proportions, as it eliminates $25.4 million from the requested funding
level. The reduction would curtail the CPI revision, eliminate other 1996
initiatives (SIC and SOC revision and new surveys on emerging labor markets),
and force reductions in several base programs such as local area unemployment
statistics and locality wage surveys.

DEPARTMENTAL MANAGEMENT

Answer: Summarized below is a table outlining the impact of
freezing funding in FY 1996 at the FY 1995 appropriated level.

Budget Activity Request Level Reduction Revised Level
Program Direction and Support $26,232,000 -$5,198,000 $21,034,000
Legal Services $75,827,000 -$5,576,000 $70,251,000
International Labor Affairs $12,950,000 -$678,000 $12,272,000

.Administration and Management $15,503,000 -$472,000 $15,031,000
Adjudication $38,295,000 -$931,000 $37,364,000
Employment of People w/ Disabilities $4,772,000 -$387,000 $4,385,000
Women's Bureau $8,973,000 -$602,000 $8,371,000
Civil Rights $5,038,000 -$135,000 $4,903,000
Chief Financial Officer $5,120,000 -$370,000 $4,750,000
Total - Departmental Management S&E 519-27710T00r0 r Z178,361,000

A reduction of $5,198,000 in the Program Direction and Support activity
Would significantly impact three facets of this activity -- the program
increase of $4,300,000 in support of the Department's compliance assistance
initiative will be eliminated; the program increase to provide $222,000 to
upgrade computer technology in the DOL Office of Public Affairs will be
-eliminated; and the funding for the Department's workplace substance abuse
control program will be reduced by $676,000.
-- Eliminating funding in this activity for the Department's compliance
assistance initiative will delay the Department's ability to make meaningful
-changes in its enforcement strategy because studies will be deferred on ways
in which the Department can reinvent and restructure its enforcement programs
to overcome the gap which exists currently and because implementation of
alternative enforcement approaches will be deferred. As a result of this
reduction, no funds would be provided for customer surveys which will be used
to determine the most effective method of communicating with DOL 'enforcement'
clients on an on-going basis; no funds will be provided to evaluate existing
regulations, concentrating on how they have affected businesses and workers,
and on how DOL's current enforcement strategies are working; no funds will be
provided to implement and possibly expand the Department's alternative dispute
resolution (ADR) program; and no funds will be provided to establish uniform
protocols and standards for regulatory information to be stored and
transmitted in electronic form.
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-- Eliminating funding in this activity to upgrade computer technology
in the DOL Office of Public Affairs will severely hamper the efforts of this
office to perform effectively. The introduction of personal computers and
local area network (LAN) software has revolutionized the operations of public
affairs activities. LAN connections can give staff members access to the
latest software, to virus protection and to technical maintenance and support.
LAN access enables the Department's public affairs staff to distribute press
releases via fax boards, cutting delivery time from hours or even days down to
minutes. Desktop publishing capabilities have enabled the Department to
produce quality graphics for use in a wide range of public affairs and
briefing documents. All of these capabilities will be lost if this office is
not able to upgrade its existing ADP equipment to maintain access to the
Department's local area network.

-- Reducing funding by $676,000 in the Department's workplace substance
abuse control program would cut funding for this program by approximately one
third. Substance abuse is a major problem affecting the workplace; has a
direct impact on many DOL programs including its employment and training
programs, safety and health programs; and involving workplace violence, AIDS,

health care costs and other issues. The cost of illegal drug and alcohol
abuse in the workplace is estimated at approximately $166,000,000,000 per
year. This compares to the estimated costs of all occupational deaths and
injuries at $112,000,000,000 annually.

There is strong evidence that this problem of workplace substance abuse
can effectively be addressed through the establishment of comprehensive
workplace substance abuse control programs. Nearly all large companies have
instituted such programs. Medium and smaller establishments, however, often
have not instituted such programs. The following key reasons are cited by
companies for not instituting such programs: (1) the failure to recognize that
such problems exist in their workplace; (2) the lack of information on how
workplace substance abuse control programs can be instituted; and (3) the
perceived high cost of developing such programs. In one study by the State of
Ohio, the impact of identifying and treating employees with substance abuse
problems resulted in a 97% decrease in on-the-job injuries, a 95% decrease in
incomplete work, a 93% decrease in mistakes in work, a 91% decrease in
absenteeism, and an 88% decrease in problems with supervisors.

The Department has been funding a modest initiative of approximately
$2,000,000 annually to address workplace substance abuse. A careful design
was developed that would effectively reach the approximately 6,000,000 small-
and medium-sized business establishments and provide them with information and
tools needed to address this problem in their workplace. The core of the
program consists of the following three parts: (1) the Substance Abuse
Information Database (SAID) - a user-friendly electronic database providing
turn-key information on the problem and how to establish a program tailored to
the individual workplace; (2) the "Working Partners" initiative launched by
the Secretary in February 1994 where the Department works through trade
organizations to distribute DOL substance abuse information to their members
and urge them to institute programs; and (3) establishing a "Substance Abuse
Institute" through a grant to the George Meany Center to develop materials,
provide technical assistance and promote ways to address the problem of
substance abuse among union members and their families.

Currently, the Substance Abuse Database (SAID) is completely operational
and over 20,000 copies have been shipped. The "Working Partners" initiative,
with roughly one year of operation, has established working relationships with
257 trade associations with over 7,000,000 members. These members have the
potential of reaching over 100,000,000 U.S. workers. The George Meany
Substance Abuse Institute has begun its work, and will be working with 82
unions with a membership of approximately 13,300,000 workers.

This program is extremely highly leveraged to accomplish its broad goal
of addressing workplace substance abuse. Reducing funding by one third would
effectively loose a substantial amount of investment already in place. Since
all three elements above are interdependent and critical to the program, each
would be scaled back. A "user fee" would have to be instituted for the SAID,
which coul0 result in decreased access to this material. No new materials
would be developed for the SAID, nor for use by trade associations, which
would eventually lead to the obsolescence of this database.

A reduction of $5,576,000 in the Legal Services activity would result in
a decrease of 72 FTE from the requested level of 760 FTE and would result in
reduced support for all program areas. In total, approximately 3,400 fewer
cases would be concluded, and the pending workload would increase by
approximately 9% from approximately 39,000 cases to approximately 42,500
cases. All program increases requested for the Office of the Solicitor for FY
1996 would be eliminated. At this level, only 350 out of 475 front-line staff
could be connected to the local area network (LAN) for the Office of the
Solicitor (SOL), a decrease of approximately 25% from the planned level.
Since the SOL workload involves legal actions undertaken in accordance with
statutorily mandated requirements, a cut of this magnitude would mean that SOL
would be unable to meet all of its statutory mandates (the precise impact
would be delayed until SOL reviewed the impact of these reductions on its
client agencies) . Under these reductions, because necessary litigation costs
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would be underfunded, SOL would have to dismiss meritorious cases becauge of a
lack of funds to prosecute them. The program enhancements unfunded at this
level include the following:

(1) $1,000,000 for installation Ofthe SOL local area network, which
would preclude SOL from taking maximum advantage of increased ADP
capabilities now available to private sector legal staff;

(2) $1,008,000 and 16 FTE for the increased immigration workload,
which would eliminate SOL's ability to provide enhanced
enforcement in this area through the filing of law suits and
judgements which would have promoted voluntary compliance and
reduced the economic incentive for the employment of illegal
workers;

(3) $600,000 for training, which would totally eliminate all funds for
training of SOL staff to enable them to keep abreast of the most
recent developments and techniques in the rapidly changing areas
of case law which are the responsibilities of the Department; and

(4) $1,064,000 and 15 FTE to support the increased litigation workload
in the areas of occupational safety and health and mine safety and
health - additional backlogs of approximately 850 cases will
develop in these areas, including backlogs involving the new mine
health air quality standards.

A reduction of $678,000 in the International Labor Affairs activity will
decrease the grant to the International Labor Organizatiob's (ILO)
International Program on the Elimination of Child Labor (IPEC) by
approximately 32%. Absorbing this reduction would make it difficult to
continue to support the full range of programs designed to eliminate child.
labor abuses throughout the world, including bonded labor and hazardous forms
of child labor. The decrease would cut by 50% thematic studies of practices
in specific countries which have agreed in principal to work with the ILO to .

end child labor. This reduction would limit the Department's ability to work
with the ILO to develop initiatives to combat child labor and provide for the
health, safety, well-being and education of child workers.

A reduction of $472,000 in the Administration and Management activity
would result in a loss of funding for five (5) FTE, which would have the
following impact -- eliminating merit staffing reviews of servicing personnel
offices within the Department, and increasing the average time required to
provide corrective service to disrupted local area networks (LAN) in the DOL
national office and regional offices by 1008.

A reduction of $931,000 in the Adjudication activity would mean a cut of
25% in the financing change proposed to shift funds from the Black Lung
Disability Trust Fund to eliminate the backlog of Longshore cases at the
Benefits Review Board (BRB). This reduction would mean that dispositions in
the BRB Longshore program would be cut by approximately 230 cases, with the
following impact with the cut, the backlog in this program would increase
to approximately 1,100 cases, equivalent to a ten-month case processing
timeframe and meaning that approximately 500 Longshore cases would be pending
at the Benefits Review Board for more than year at the BRB without
disposition. With full funding for the proposed financing change, only 871
Longshore cases would be pending at the end of FY 1996, and the backlog of
cases in this area would be essentially eliminated at the end of FY 1996.

A reduction of $387,000 in the President's Committee on Employment of
People with Disabilities (PCEPD) would mean that the proposal to establish a
"Business Leadership Network" to support implementation of the Americans with
Disabilities Act (ADA) would be unfunded, and that support for the "Disability
Leadership Network" would be somewhat reduced. Eliminating support for the
"Business Leadership Network" would mean that assistance in compliance with
ADA would not be extended to businesses not previously covered by ADAi and
employer-to-employer communication would be restricted. This approach has

repeatedly proven to be a valuable technique to achieve better understanding
of the ADA, people with disabilities and the role of business in ADA
implementation.

A reduction of $602,000 in the Women's Bureau will result in a two-
pronged cut -- (1) $400,000 to develop informational materials and training
programs to business owners and their employees will be eliminated; and (2)
approximately $200,000 provided for the support of the Commission on Leave
will be eliminated. Eliminating the total of $400,000 will curtail support
for small business owners eager to comply with Departmental compliance
requirements. These funds would have been used to educate both employers and
employees about the full range of compliance issues involving Departmental
programs. Funds for the Commission on Leave will be reduced by approximately
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one third in FY 1996, which will limit the amount of follow-up work that can
be done by the Commission after its report is issued in November 1995.

A reduction of $135,000 in the Civil Rights activity will translate into
the loss of two (2) FTE. The impact of this reduction will be to reduce the
number of Title VI compliance reviews by approximately one third, from 22 to
15, and to reduce the number of Title VI complaints closed by approximately
6%, from 1,600 to 1,500.

Finally, a reduction of $370,000 in the activity for the Office of the
Chief Financial Officer would result in the following impact: (1) contract
funds for the preparation of DOL financial statements would be reduced by
$250,000, which would mean that the Department would not be able to compile
quality financial statements in accordance with OMB time schedules; and (2)
financial management activities would be compromised because the CFO would not
have the staff necessary to work with program agencies to produce required
financial data, to integrate Departmental accounting data with program
performance data, nor to improve ledger control within the Department and to
oversee the integrity of financial data.

VETERANS EMPLOYMENT AND TRAINING SERVICE

Answer: Summarized below is a table outlining the impact of
freezing funding at the FY 1995 appropriation level.

Budget Activity Requested Level Reduction Revised Level
DVOP $83,643,000 -$42,000 $83,601,000
LVER $77,632,000 -$39,000 $77,593,000
Administration $23,017,000 -$1,909,000 $21,108,000
NVTI $2,822,000 +$82,000 $2,904,000
Total - ASVET $187,114,000 -$1,908,000 T18-572-06T000

JTPA IV-C $8,880,000
NVIIP $5,011,000

$0 --$878-80-,000
$0 $5,011,000

For the Disabled Veterans Outreach Program (DVOP), maintaining the DVOP
funding at the FY 1995 appropriation level of $83.601 million results in one
fewer DVOP specialist. As a result, DVOP staff will serve 500 fewer veterans
and 100 fewer veteran registrants will get jobs.

For the Local Veterans Employment Representative program (LVER),
maintaining the FY 1995 appropriation level of $77.593 million would result ih
one fewer LVER. This will result in 850 fewer veterans being served, and 100
fewer veteran registrants getting jobs.

For the Job Training Partnership Act Title IV, Part C (JTPA IV-C), there
would be no change (there is no increase in funding for this program in the FY
1996 request).

For the Homeless Veterans Reintegration Projects, there would be no
change (there is no increase in funding for this program in the FY 1996
request). If the FY 1995 rescission bill is enacted, the 8,400 homeless
veterans that VETS is planning to serve, and the 4,200 homeless veterans VETS
is planning to place in jobs, would not receive such services and placement
assistance.

For the ASVET Administration activity, maintaining funding at the FY
1995 appropriation level of $21.108 million would not provide sufficient
funding to continue the TAP facilitator contract. Therefore, 103,000 fewer
service members and their spouses will receive training, a reduction of 75,000
from the FY 1996 planned level. At this funding level, it would not be
feasible to support a contract for workshop facilitators to handle surges in
separation activity or serving those military bases that cannot be cost-
effectively served by DVOP or LVER staff.

OFFICE OF INSPECTOR GENERAL

Answer: A funding freeze at FY 1995 appropriation levels
would have less impact than a 10 percent across-the-board cut would in FY
1996. However, it should be noted that the OIG would have to absorb all pay
raise costs in addition to the increases caused by inflation. The following
is a brief impact statement on each of the OIG programs:

Office of Audit: A reduction would result in about $500,000 from our
proposed FY 1996 budget. Overall audit coverage of the Employment and
Training System would be reduced. For example, a Job Training Partnership Act
service delivery area, a Job Corps center and/or a state's internal controls
over their unemployment benefit system would not be audited.
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Office of Investigations: For Program Fraud, the $9,024,000 FY 1995
level (a $298,000 reduction over the FY 1996 level) would limit Program
Fraud's ability to conduct significant investigations requiring extensive
travel, manpower, and investigative expenditures such as in the JTPA area and
OWCP medical provider fraud cases, areas in which Program Fraud has had
significant impact of late. Investigations requiring significant travel and
manpower resources would not be opened, and those cases currently in inventory
would need to be put on hold until sufficient resources are available.

For Labor Racketeering, the $11,847,000 FY 1995 level (a $1,160,000
reduction over the FY 1996 level) would severely limit Labor Racketeering's
ability to conduct significant nationwide investigations requiring extensive
travel, manpower, and investigative expenditures. Extensive industry probes
would be eliminated due to insufficient funding in travel and investigative
expenditures. This reduction would also require Labor Racketeering not to
staff positions when vacancies occur in FY 1996.

Specific health care related initiatives, high priority initiatives
undertaken and coordination with Department of Justice Organized Crime and
Racketeering Section, as well as specific investigations into emerging
nontraditional organized crime groups would be severely impeded.

Executive Direction and Management: In order to absorb the costs of
routine pay raises, ADP contracts, and other non-discretionary increases, non-
pay elements such as ADP would have to be reduced. ADP represents the only
discretionary expense which could be tapped to offset freezing programs at the
FY 1995 levels.

The current Information Resources Management Strategic Plan calls for a
critical upgrade to the network operating system (NOS) to replace the obsolete
3+Open NOS with a currently supported platform. Additionally, it calls for
the initiation of our migration to a Windows based environment in order to
maintain a viable operating environment. The immediate impact would be a
further degradation of our several generations old network operating system as
well as our applications operating systems. Additionally, the plan calls for
a routine, three year overhaul and upgrade cycle for our hardware so that the
large hardware investments, typical of past years will be spread over three
years.

Our current network is no longer supported by the manufacturer and is
unable to integrate adequately with upgraded versions of current software.
The DIG front line auditors and investigators have a mission critical need for
the automation tools that are currently being provided, and which will be even
more critically needed to audit and investigate into the 21st century. Any
reductions in ADP will directly effect their operations, not only in FY 1996,
but for many years'ahead.

STRIKER REPLACEMENT REGULATIONS

Question. What is the rationale for proceeding administratively
to accomplish legislation that has failed to pass Congress?

Answer. This executive order is only one of a line of executive
orders that set important national policies dating back to executive
orders issued by President Roosevelt and Truman desegregating the armed
forces.

This executive order is the latest in a line of presidential
actions on labor-management relations issues affecting federal
contractors. Under Presidents Reagan and Bush, three executive actions
were taken that related directly to labor-management relations policy:

I. "Pre-Hire Agreements": Most recently, President Bush
issued Executive Order No. 12818 in late October 1992
prohibiting federal contractors from entering into "pre-hire
agreements" (i.e collective bargaining agreements common
to the construction industry and lawful under the National
Labor Relations Act that establish labor standards for
construction work prior to the hiring of workers) for work
on federal construction contracts.

II. Beck Decision: President Bush also issued an executive
order in 1992 to implement the Beck decision even though a
very closely related legislative proposal was pending before
Congress:
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* In 1991, a coalition of Mouse Republicans, including
the current Speaker Newt Gingrich, the current Republican
leader Richard Armey, the current Republican whip Tom Delay,
and Representatives Archer, Ballenger, and Livingston
introduced the so-called Workers Political Rights Act of
1991. This proposed legislation would have required that
employeeS be notified in writing that they could not be
required to join a union.

* This bill was never passed by the Congress. But on
April 13, 1992, President Bush issued Executive Order No.
12800 which required all unionized federal contractors to
post a notice in their workplaces informing all employees
that they could not be required to join a union.

* On the day President Bush issued that executive
order, presidential Press Secretary Marlin Fitzwater
explained that the administration had hoped that Congress
would pass a bill that addressed this concern or that the
NLRB would issue a decision preventing unions from using
fees collected from dissenting employees for political
purposes. "That has not occurred," said Fitzwater. "[W]e
thought it most important to go forward with this piece of
it, which is aL1 we could do." The current Republican whip,
Rep. Tom DeLay, explained even more simply at the time:

"This is an effort by the president to do something through
executive order that he cannot get Congress to do."

III. PATCO: In 1981, President Reagan issued a memorandum to
the Director of the Office of Personnel Management directing
him to impose a life-time prohibition on reemployment of the
striking members of the Professional Air Traffic Controllers
Organization (PATCO) by the Federal Aviation Administration.

The Committee should also note that this Executive Order would not
establish the same policy that would have been enacted had the Workplace
Fairness Act passed. The Workplace Fairness Act would have amended the
National Labor Relations Act to prohibit all employers from using
permanent replacement workers in all circumstances. The Executive Order
applies only to federal contractors with contracts worth in excess of
$100,000. Further, the Executive Order does not mandate termination for
convenience of every contract nor debarment of every contractor.

This executive order is good procurement policy. The use or the
threat to use permanent replacement workers destroys any opportunity for
cooperative and stable labor-management relations. Since the economical
and efficient administration and completion of federal government
contracts requires a stable and productive labor-management environment,
the federal government has a strong interest in its role as a purchaser
of goods and services in prohibiting the use of permanent replacements.
This rationale is quite different from those advanced to support the
Workplace Fairness Act.

Question. Will you recommend that the President veto a rescission
bill that bans the Administration from implementing a striker-
replacement executive order?

Answer. The recommendation of a veto would depend on how the
rescission bill was written with respect to the provision placing a ban
on implementation of a striker-replacement executive order. I would

want an opportunity to read and consider the legislation before
committing to a veto recommendation.

t.
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RESCISSION IN SUMMER JOBS

The House has voted to eliminate the summer youth jobs program,
which currently provides employment for 615,000 disadvantaged youth.
Although your budget proposes to maintain this program at current
enrollment levels, it is not on the Administration's list of high-
priority "investment" programs.

Question. What would be the impact of eliminating the summer youth
program?

Answer. The proposed cut means that over the next two years, over
1.2 million poor youth will not have summer jobs nor learning
opportunities to better their basic reading and math skills. Many youth
in the summer program have never worked before in their lives, and many
have parents who are not working or do not have a strong attachment to
the labor force. This is how these youth learn how to work and are
instilled with the work ethic.

The Summer Youth Program is included as an integral part of the
Second Chance component of the President's G.I. Bill for America's
Workers.

We cannot ignore disadvantaged youth. The ages of 14 through 21,
the age range served by Title II-B, is a critical time when young people
should be completing their educations and entering careers. Forty
percent of enrollees in the program are 14 or 15 years old, and another
forty percent are 16 or 17. For many in this age group, it can be a
time of criminal and violent behavior and a time when many single-parent
families are started that become long-term welfare dependent. It is

penny-wise and pound foolish to eliminate the summer JTPA program.

Eliminating the summer program would have a serious impact on local
communities. The rescission of resources for the summer of 1995 would
effectively put most communities in a deficit situation. At the local
level, many communities have already made financial agreements with
schools and community organizations to provide summer jobs and learning
services, and these communities will find themselves in serious
financial trouble. More importantly, local schools and other community
organizations are already taking applications from poor kids who expect
to find good jobs through the program and now will have their hopes

dashed.

Research shows that the summer program is successful in increasing
the total summer job opportunities available to poor minority youth.
Public summer jobs do not simply attract kids who would have found other

employment. By providing income that will generate spending, often in
impoverished neighborhoods, the program helps generate economic growth.

For each thousand kids employed, the program brings between $1 million
and $1.4 million to the community.

Question. What type of work experience and training are provided
by this program, or are these primarily "make work" jobs, as its critics
say?

Answer. Recent evaluations by both DOL's Inspector General and
Westat, Inc. indicate that the summer program is run very tightly. The
work projects are worthwhile; they are not "make work". Summer youth
participants work in a number of occupational areas, such as clerical
(25%) ; building maintenance, custodial and repair positions (15%);
recreation, camps and playgrounds (11%); landscaping and conservation
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(9t); and classroom aide positions (9t). They may also work in day care
centers, libraries, museums, food service organizations and
laboratories. The supervisors are strict with the youth, and if the
youth do not fulfill their responsibilities, they are let go. These
young people respond to this by working hard. They want summer jobs.
Many of these kids depend upon their earnings to buy the clothes and
supplies that they need to return to school in the fall.

The program's academic components vary greatly adross the nation,
including reading, mathematics, writing, vocational exploration,
specialized vocational training, pre-employment work maturity
instruction, and life skills training. Instructional settings include
computer labs at vocational-technical schools and community colleges,
university campuses, libraries, JTPA worksites, and individual tutoring
arrangements, not just traditional classrooms. Despite the wide
variation in academic content and format, a common theme is that the
academic programs are designed to provide key aspects that are unlike

regular school. This means small classes, more individual attention,
and more autonomy on the part of teachers to select curricula and try
new.methods tailored to students' needs. The average student/teacher
ratio in academic programs is about 11 to 1, considerably less than the
ratio found in most secondary schools.

SUMMER YOUTH JOBS

You are requesting a 10 percent increase for the Summer Youth Jobs
program for the 1997 advance over the 1996 program level, yet your
budget documents show this will only maintain the current level of
615,000 participants. (Background: The President's request for the
1997 summer youth advance appropriation is $958,540,000, an increase of
$87,000,000 over the 1996 level of $871,540,000. This advance funding
is authorized by the Job Training Partnership Act.)

Question. Why do you need an increase of more than three times the
rate of inflation in the Summer Youth Jobs program?

Answer. Since the summer of 1993, the Administration has placed a
high priority on expanding and enriching the education component of the

Summer Youth Employment and Training Program. The requested increase

will provide for increased unit costs associated with academic
enrichment activities while maintaining the number of participants
served at prior year levels.

The President and Secretaries Reich and Riley have stressed the
inseparability of work and learning, both on the job and in the
classroom. The emphasis on enhanced assessment of youth's needs and the
provision of educational assistance was codified into law via the Goals
2000: Educate America Act, which amended JTPA Title II-B. The

Administration enthusiastically supported this expanded program
requirement. Formal program guidance issued by DOL and follow-up
discussion with the employment and training community expanded on this

theme.

For the past two summers, formalized training on designing and
operating an enriched education component has been provided to States,
localities, and program operators. Program models have been developed
and disseminated, and specialized technical assistance has also been
provided. The scope and quality of educational services and their
relevance to work skills have been the major focus of oversight of the
summer program by DOL Regional Offices. Our target for the upcoming
1995 program is to assure that two-thirds of the kids who participate
receive enriched education services linked to work.

S 0
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Question. Why do we need to fund the program at all in the fiscal
year 1996 appropriation bill, when we could just as well wait until
fiscal year 1997 to fund the 1997 summer youth program?

Answer. The effectiveness of the summer program relies on a
planning cycle, generally beginning with the issuance of planning
allocations in December before the program's start. The planning
process is comprised of contracting with teachers who will provide
instruction in the academic enrichment component of the program,
incorporating in the program the foundation skills recommended by the
Secretary's Commission on Achieving Necessary Skills, and developing
increased private sector involvement.

JTPA programs are funded on a program year basis, July 1 to June
30. Appropriations effective October 1 of a given fiscal year (FY) may
not be Federally obligated until the following July 1 start date of the
program year. Since July 1 falls in the middle of the school summer
vacation period, the Summer Youth Employment and Training Program has
historically been forward funded. That is, funds for a given fiscal
year appropriation are obligated during the following fiscal year. For
example, FY 1996 funds will be used to fund the FY 1997 (calendar year
1997) summer program.

JOB CORPS EXPANSION

Your budget justification material includes a chart that shows by
the year 2000, the Job Corps expansion will cost an additional $316
million annually. Yet an OMB chart projects the Job Corps budget
through the year 2000 provides for only an $18 million increase over the
current fiscal year 1995 appropriation, which is $111 million less than
the amount you are requesting for fiscal 1996.

Question. What sense does it make to open new Job Corps centers if
we are not going to have the funds to sustain their operations?

Answer. The outyear table in the President's budget is intended
only as an illustrative tool. The table is not intended to reflect or
anticipate specific policy decisions concerning individual programs,
such as the Job Corps. It simply demonstrates what the future funding
levels would be for individual DOI, programs under one particular
assumption i.e., that the reductions reflected in the overall domestic
spending caps would be applied to programs on an across the board basis.

The Administration remains committed to the graduated, long-term
expansion of the Job Corps program as outlined in the 1996 request.
This expansion continues to make good sense from a dollars and cents
perspective. A highly respected evaluation study found that Job Corps
participation significantly increased earnings and educational
attainment, while reducing welfare dependency and the incidence of
serious crime among graduates. The study determined that there was a
return to society of $1.46 for every $1.00 spent, including increased
economic output of Job Corps students and lower public expenditures from
reductions in welfare dependency and involvement in serious criminal
activity.

The Job Corps expansion should not be regarded as a generator of
increased future expenditures. It must instead be viewed as a sound
investment in the Nation's disadvantaged youth that will yield a sure
and generous profit to society as a whole.

Question. In view of the fact that the Job Corps program is
currently undergoing a major re-evaluation and corrective actions to
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address problems identified in audit reports by the Inspector General,
shouldn't we concentrate on improving existing operations before we
further expand Job Corps?

Answer. A number of operational issues have been brought to light
in recent months by the Department's Office of Inspector General (OIG).
However, all of the problems that have been raised by the Inspector
General can be corrected through vigorous management action and, as you
will see, we are committed to taking such actions and have already begun
to do so. However, as we take steps to improve the quality of the
existing program, we also need to move forward with the program
expansion. We do not at all see the two initiatives as being mutually
exclusive.

OIG testimony at earlier hearings indicated that their audit of
Program Year 1990 Job Corps costs and outcomes revealed a number of
areas that needed to be reviewed and assessed by the Department. These

included:

o Failure of some students to obtain measurable learning or
job placement gains.

o Failure to determine the post-program placement status of
all Job Corps terminees.

o A low percentage of training-related job placements by
graduates and terminees, even though nearly 70% of all
students did obtain jobs.or go on to further education.

o The fact that certain centers consistently performed below
the national average and continued to operate with no
significant improvement.

Plans have been completed by the Employment and Training
Administration (ETA) and actions have been taken or are underway to deal
with each of these deficiencies. Indeed, practical corrective measures
on most of the OIG concerns have been underway for many months. These
measures included revisions in the Job Corps performance measurement
system for PY 1994 as well as issuance of our "zero tolerance" policy
against violence at Job Corps centers in June 1994.

We think it is especially important to note that the Department has
moved forcefully to address problems at Job Corps centers where poor
performance has been especially severe or persistent. In September
1994, after following up on complaints received by parents of students,
we suspended new student enrollment at the Oconaluftee (NC) Job Corps
center until improvements are made in the center environment. In

December 1994, after an in-depth review triggered by disturbing TV
reports about the McKinney Job Corps Center in Texas, we took action to
terminate the existing contractOr and install a new one.

Also in December of 1994, we undertook a series of special onsite
reviews to determine how effectively our "zero tolerance" policies were
being implemented. The first wave of reviews was completed at 28
centers, including all centers where the potential for violence-related
problems was thought to be highest. All remaining centers will be
reviewed by no later than the end of March 1995.

This first wave of "zero tolerance" reviews resulted in: 1) formal

notification to the current Cleveland (OH) Job Corps center contractor
that, based on persistent performance problems and an assessment that
the living and learning environment is not safe enough, the contract
will be terminated and a new contractor installed; 2) transmittal of a

82



78

letter to the National Park Service citing chronically poor performance
at all four of their Job Corps centers, asking them to "show cause"
promptly why the interagency agreement for operation of these centers
should not be terminated; and 3) temporary suspension of operations at
the Joliet (IL) and Cassadaga (NY) Job Corps centers to implement
corrective action before the students returned from the winter break.

We have also developed a joint OIG-ETA action plan tO methodically
address and remedy problems at our poorest performing centers. This

plan will be implemented in the early months of 1995 and includes: 1)
.stronger emphasis on past performance when competitive contracting
decisions are made; 2) conducting an in-depth analysis of the poorest
performing centers by OIG teams to identify common factors contributing
to poor performance; 3) development of a technical assistance guide that
will help center contractors and managers make more effective use of
data reports to identify and remediate performance problems; 4)
provision of special training to key management staff at 10 of the
poorest performing centers; 5) intensive onsite technical assistance at
3 of the poorest performing centers; 6) establishment of procedures that
will allow for accelerated termination and replacement of poor
performing center contractors; and 7) development of a legislative
proposal to permit contracting out the management and operation of the
30 federally administered Civilian Conservation Centers to private
contractors where the agency has failed to perform adequately.

ETA is also embarking on a set of far-reaching policy and
programmatic initiatives that will strengthen Job Corps student outcomes
and improve the cost effectiveness of the program. These measures
include:

1) Establishing an initial 30-day probationary or trial
enrollment period for new enrollees during which a student
would be expected to demonstrate a personal commitment to
succeeding in Job Corps and the labor market, or leave the
program. Corps participants would be expected to sign a
written pledge to that effect. Job Corps provides students
with an opportunity to change their lives. It is up to each
student to take advantage of the opportunity Job Corps
provides.

2) Adopting a new requirement that new students be drug-free as
a condition for enrollment in Job Corps. This is based on
the premise that a student's commitment to succeed at Job
Corps is an empty promise unless the student is drug free
upon arrival at the Job Corps center.

3) Restricting enrollment of younger students. In our
discussions with the OIG, it was agreed that Job Corps
should be viewed primarily as an avenue for disadvantaged
young adults to move successfully into the labor market. It

was further agreed that, with high school age youth (17
year-olds and particularly 16 year-olds) , it was more
difficult to obtain a realistic commitment for labor market
entry upon completion of the program. Therefore, ETA
proposes to eliminate enrollment of 16 year-olds altogether
and to impose a 15% cap on the enrollment of 17 year-olds.

4) Reallocating existing resources to strengthen job placement
and follow-up services. Currently services terminate with a
student's initial job placement (which is defined as
employment obtained within 6 months after leaving the Job
Corps) . We plan to conduct follow up in the 13th week after
the initial placement and to provide any additional
placement services and support needed up to the maximum
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period of 6 months. Our ultimate goal is that the entrance
into the labor market for Job Corps graduates is permanent.

5) Seeking legislative authority to ease access to social
security and unemployment insurance data to improve our
ability to evaluate longer term results of program
participation. This will aid our ability to measure the Job
Corps return on taxpayer investment without relying
exclusively on impact evaluations.

WORKER PROFILING

Your budget reflects a $9 million decrease for worker profiling
activities by the Unemployment Insurance Service.

Question. Is there a budget request or anticipated discretionary
fund set aside anywhere else in the Labor Department's budget for worker
profiling or related activities?

Answer. The $9 million in Unemployment Insurance funds requested
each year for FYs 1994 and 1995 was the necessary investment in worker
profiling and reemployment services systems design and implementation.
Now that all States have established such systems, there is no need for
this budget item, and there are no.requests or anticipated set-asides
for further design or implementation.

The Department also allotted $20 million from the JTPA Title III
National Reserve Account to State dislocated worker programs for one-
time investments to increase the quality and level of re-employment
services that would be available for profiled dislocated workers who
were served under the Title III program.

Question. Identify the sources of funds and total amount committed
for worker profiling and related activities with fiscal year 1995
funding.

Answer. States operate their worker profiling and reemployment
services systems using available UI administrative funds, and State and
federal programs that provide reemployment services. Aside from the $9
million for implementation of UI worker profiling, no additional funds
have been requested or set-aside in the Department's budget for these or
related activities.

The Department has worked with the States to ensure that they each
have an effective system oE reemployment services for dislocated
workers, such as those individuals identified through profiling. We

expect that States will expend a considerable portion of their regular
Wagner-Peyser and JTPA Title III allotments to provide reemployment
services so that workers who have been identified through the UI
profiling process will be able to find a new job or appropriate
retraining as quickly as possible.

MIGRANT AND SEASONAL FARMWORKERS

Your budget proposes a reduction in funding of $7,407,000 for
migrant and seasonal farmworker training under Section 402 of the Job
Training Partnership Act.

Question. What is the justification for this reduction?

8 4
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. Answer. The FY 1996 reduced request of $78,303,000 is due to
budgetary constraints, and is approximately 10% less than the current
level.

We believe that this reduction is reasonable because of our
strategy of creating nationwide One-Stop Career Centers which will
provide services to every applicant accessing those centers, including
seasonal farmworkers.

Nonetheless, we do propose that the Section 402 program be
continued, and that it not be consolidated within the President's Middle
Class Bill of Rights. We propose this because the program aids a very
hard-to-serve population due to the migratory nature of the work as well
as the very low skill level of such individuals. In addition,
organizations which we have funded to serve this population tend to
receive funds from a variety of sources and thus create their own
'specialized "One-Stop Centers" which provide extensive services in one
location to migrants and seasonal farmworkers e.g., legal aid, health
care, day care, emergency food and housing as well as employment and
training activities.

Question. Has there been a reduction in the eligible population
served by this program?

Answer. No. In fact, the eligible population has increased by
approximately 1,300,000 because of those newly eligible for the Section
402 program as a result of the Immigration Reform Control Act.

FISCAL 1995 RESCISSIONS

The House is recommending rescissions totaling $2.3 billion in
Labor Department programs, including the proposed elimination of summer
youth jobs, both for this summer as well as the 1996 advance
appropriation. These rescissions include a number of programs you are
recommending for block grant consolidation in fiscal 1996.

Question. Is it fair to say both the Administration and the House
support elimination of a number categorical job training programs, but
the House wants to use the savings for other purposes than new job
training systems?

Answer. The President's proposal would consolidate 70 different
federal programs into four simple workforce development systems for
youth and adults. Some legislative proposals being discussed in the
House have similar objectives, and contain features that are like the
Administration's proposal. However, the rescissions approved by the
House would eliminate a significant portion of the funding that would be
used to fund either the Administration's proposal or an alternative
proposals. It is our hope that these funds will be available to support
education and training, since now more than ever, this is the ladder
into the middle class and the best insurance that workers have against
economic change.

Question. What is the impact of these rescissions?

Answer. The rescissions' impacts by program are:

TITLE II-A ADULT TRAINING GRANTS PROGRAM: The reduction is $33 million
to a level of $1.022 billion from $1.055 billion appropriated. This is
a 50 percent reduction of the increase from the FY 1994 level of $988
million. It is estimated that 11,400 fewer adults will be able to
receive assistance during PY 1995, from 453,500 to 442,100.
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TITLE II-H SUMMER YOUTH: The reductions for this program in CY 1995 and
CY 1996 is $867 million and $871.5 million, respectively. It is
estimated that 615,000 young people would have been served in each year.
ETA has already obligated $682.3 million of the CY 1995 funds ($867
million) and it is reasonable to assume that some States have begun
spending those funds and more States will spend these funds until final
congressional action. Should a rescission take back these funds, States
will have to finance already incurred costs with State funds, and
federal funds carried over from last summer.

TITLE II-C YOUTH TRAINING GRANTS PROGRAM: The reduction is $309.7
million to $289 million, the level requested in the Administration's FY
1996 budget request. The Administration's proposal, however, was based
on creating a single block grant combining Title II-C, Summer Youth and
Youth Fair Chance funds. This single grant would have provided much
more flexibility to States and localities in serving disadvantaged
youth. We believe that Title II-C has not been as effective as wished
because the services offered have not been comprehensive enough to turn
around the lives of disadvantaged youth. The Department of Labor is
working towards making Title II-C programs much more comprehensive and
effective. We are working towards basing the program on models that
have proven to be cost-effective--job training linked much more strongly
to the private sector for out-of-school youth and longer-term programs
aimed at keeping in-school youth from dropping out. We would like to
see the program improved, not gutted. This immediate reduction,
combined with the elimination of funding for the Summer Youth program
and Youth Fair Chance, is simply an abdication of Federal responsibility
for helping disadvantaged youth to move up in our society. The
reduction to Youth Training Grants would result in 132,700 fewer
disadvantaged young people being served in PY 1995, from 318,000 to
185,300.

DISLOCATED WORKER ASSISTANCE: The reduction of $99.3 million to this
program reduces the funding increase from 1994 by about 50 percent to
$1.197 billion. This reduction means that about 52,000 fewer dislocat:ed
workers will be helped in 1995. This reduction comes at the same time
that demand for services in this program continues to increase due to
defense downsizing and impact of Clean Air Act implementation and trade
policies.

JOH CORPS: The reduction to Job Corps is $10 million and represents the
elimination of funding to initiate four new centers that were planned
for PY 1995. Funding is maintained for operating costs of existing Job
Corps centers, continuation of funding of new Job Corps centers approved
in prior years' appropriations, and for construction and repair funds
needed for existing Job Corps centers. The four new centers would have
created 1,600 new slots.

NATIVE AMERICANS: The reduction to the Native Americans program is $6.4
million and will result in about 2,200 fewer Native Amerieans being
served by this program.

MIGRANT AND SEASONAL FARMWORKERS: The reduction to this program is $8.6
million and results in about 5,000 fewer people receiving assistance
than would have been served.

TECHNICAL ASSISTANCE/CAPACITY BUILDING: The reduction in funding for
this activity is $6 million. These funds would assist the States and
service delivery providers provide higher quality services to their
customers - disadvantaged people seeking new and better skills, and to
dislocated workers seeking to transition from obsolete jobs and skills
to high-wage, high Skill jobs. These funds would have also been used to
help establish an electronic information network providing good
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information on what training assistance techniques work for whom and
other data to the employment and training community.

RESEARCH AND EVALUATION: The reduction is $3 million or about 25% of
the total appropriated for this activity - $12.2 million. This
reduction will severely restrict our efforts to do continuing research
and evaluations of training and employment programs identifying what
works and what doesn't. The budget has $4 million devoted to the
evaluation of the Job Corps program, thus leaving only limited funds for
on-going evaluation activities. Important new research related to
emerging workforce issues and program effectiveness cannot be pursued.
It is a matter of both good government and good business to use research
and evaluation to monitor and improve programs. If we spend several

billion dollars on training and employment programs, it only makes good
sense to spend funds on research that shows whether the programs are
effective and if not, how they can be improved or eliminated.

PILOTS AND DEMONSTRATIONS: The reduction is $10.5 million from the
$35.5 million appropriated for this activity. Funding will have to be
eliminated for the partnership grants and be reduced for programs that
assist the handicapped and disabled. The base level will be sufficient

only to maintain essential ongoing activities.

YOUTH FAIR CHANCE PROGRAM: Funding for this activity is eliminated.
Our four year funding commitment to 17 high poverty communities will
have to be terminated. To rescind funding for the third year of this
initiative means that there will be no discernable return on a
substantial investment. The benefits gained from planning, start up and
implementation will be lost. There will be a lack of follow through for
a program that received full support from Federal, State and local
officials, and more importantly, from residents of local communities in
which they operate. YFC will be another example of unkept government
promises and a further source of disillusionment about government-
sponsored programs for those communities adversely impacted. Because of
its-uniqueness, there are no programs currently operating or planned
that would be able to replace, supplement or defray the loss.
Approximately 2,000 at-risk youth per site will no longer be able to
receive employment and training assistance to move into productive
employment.

NATIONAL SKILL STANDARDS BOARD: Funding for the Skill Standards Board
is reduced by one-fourth to $4.5 million. This reduction will force the
Board to severely limit the scope of its activities. While it will
still be able to effect positive change and mark the beginning of a new
era of accountability, consequences of the proposed rescission would not

be negliaible. For example:

o Fewer private sector partnerships would receive seed money
for standards development;

o Research of substantive areas such as assessment would be
scaled back;

Implementation of standards would be delayed;

o Coordination with School-to-Work programs would be impeded;

and

o State-based education reform initiatives would be hindered.

NATIONAL COMMISSION FOR EMPLOYMENT POLICY: Flanding for the Commission

is eliminated. Activities under this program, primarily to perform

research to review current labor market conditions and policies and to

study technology and the labor market, will be eliminated.

8 7
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RURAL CONCENTRATED EMPLOYMENT PROGRAMS: Funding for this activity was
eliminated. Funding is provided to four States: Montana, Minnesota,
Kentucky, Wisconsin. Approximately 1,700 participants would no longer
receive assistance.

AMERICAN SAMOANS: Funding for this activity is eliminated. Funding is
provided to Hawaii, California and Washington. Approximately 2,200
participants would no longer receive assistance.

MICROENTERPRISE GRANTS: Funding is eliminated for this activity. The
President's FY 1996 budget also eliminates funding.

SCHOOL-TO-WORK: The funding is reduced by 10t, or $12.5 million each
for the Department of Labor and Education. By zeroing out the national

activities for School-to-Work, the Subcommittee has eliminated the
possibility for learning on a national scale. We can provide no
technical assistance to States, the most efficient way to share best
practices. There also can be no evaluation of the initiative, and
therefore no ability to systematically determine what works and what
does not work.

COMMUNITY SERVICE EMPLOYMENT FOR OLDER AMERICANS: Funding is reduced by
$14 million to the President's FY 1995 budget request of $396.5 million.
This reduction results in 3,300 fewer elderly persons being provided
employment opportunities in PY 1995. These older workers will no longer
provide community services such as delivery of meals to the housebound,
taking care of children, recreation services for seniors will be
cancelled, and other activities will be curtailed.

UNEMPLOYMENT INSURANCE PROGRAM: A reduction of $9 million is applied
against budgeted postage resources. No impact, since more efficient
mail management practices by States has resulted in postage savings.
Also, $31.7 million of UI contingency funds was reduced. No impact,
since December, 1994 projected economic assumptions improved causing
lower estimated claims workload.

EMPLOYMENT SERVICE: A reduction of $7 million is included for the
Allotments to States activity. This reduction would reduce State staff
by approximately 130, but would not significantly affect services. The
President's FY 1996 budget request reduces funding by $40 million.

ONE-STOP CAREER CENTERS: Funding is reduced by $12 million. This would
result in the awarding of eight rather than 10 implementation grants;
there would be some reduction in the second year funding of the original
six implementation States; there would be some postponement in the
production of labor market information products and services under the
current plan.

Question. What would be the impact of rescinding the 1996 advance
appropriation for summer youth jobs, and considering that, funding in
the fiscal 1996 regular Labor-HHS bill?

Answer. The reduction for the Summer Youth employment and Training
program in CY 1995 and CY 1996 is $867 million and $871.5 million,
respectively. It is estimated that 615,000 young people would have been
served in each year. ETA has already obligated nearly all of the
available CY 1995 funds, and it is reasonable to assume that some States
have begun spending those funds and more States will spend these funds
until final Congressional action.

8 8
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DISPARITY BETWEEN UNEMPLOYMENT AND EMPLOYMENT SERVICES

Your budget includes an increase of $163 million for State
Unemployment Insurance operations, and a cutback of $40 million in State
Employment Service operations. This would bring funding for State
Unemployment Offices to more than $2.5 billion, while Employment
Services Offices would get only $805 million.

Question. Why do we spend more than three times as much money
processing unemployment claims as we do providing job services? Is the
Employment Service ineffective?

Answer. UI - ES SEN 27 The Unemployment Insurance benefits
program is an entitlement, that is, any eligible claimant is entitled to
receive benefits in a timely manner. In addition, States must collect
taxes from the covered employer community. Therefore, the budget
requests sufficient administrative resources to accommodate the total
workload, which is driven to a large extent by economic conditions.

The Employment Service program provides labor exchange and other
services up to the limits of available funds. Unlike Unemployment
Insurance benefits, the Employment Service is not the only source of
jobs and reemployment services, and many unemployed workers find jobs on
their own. The Employment Service is far from an ineffective program.
In recent performance periods, the number of job vacancies shared by
employers, the number of placements, and the percent of job seekers who
secure employment have all increased. Studies have also shown that
long-term unemployed who use the Employment Service find jobs faster
than those who do not.

Question. Why does the cost of operating the Unemployment
Insurance Service go up $163 million, when the level of insured
unemployment is projected to stay at the current level of 2.4 percent?

Answer. Although the insured unemployment rate does not increase
appreciably from FY 1995 to 1996, there are the following to consider:

The cost of inflation - $61 million is needed to fund the
States' increased salary, benefits, and non-personal
services costs resulting from inflation, based on the Gross
National Product (GNP) deflator.

o Increase in employer activity workload - The'size of the
workforce and number of subject employers usually increases
each year. $13 million is needed in FY 1996 so that the
States can gather the increased number of wage records and
collect taxes from the larger employer community.

o Increase in claims activity workload - Although the insured
unemployment rate does not increase appreciably, there was a
slight increase in the average weekly insured unemployment
rate. $22 million is needed to fund the increase in UI
claims workload resulting from changes in economic
assumptions.

Contingency reserve - The requested appropriations language
releases additional resources if workload increases over
that projected in the President's request. $67 million is
needed to fund the projected amount that may be needed above
the workload estimate for UI claims activity, and thus might
trigger the contingency reserve funding mechanism in the
appropriation. This contingency reserve amount is not
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actually being requested, but represents a possible claim
against budget authority. This is the OMB methodology which
is not consistent with CBO scoring.

Question. What would be the impact of freezing State Unemployment
Offices at the fiscal 1995 funding level?

Answer. The impact of funding the unemployment insurance program
at the FY 1995 appropriated level of $2,333 million would be to require
the States to absorb a $137 million reduction, since the FY 1996
President's request is $2,469 million (excluding $67.9 million for the
contingency reserve fund) . This reduction in their grants would
eliminate funding for the costs of inflation, growth in the size of the
.workforce and the number of subject employers, and the increase in the \
number of UI claims.

This reduction could result in:

o closing of some local offices;

o layoffs of approximately 2,600 State UI staff;

o a decline in service to the claimants because of delays in
processing benefits;

loss of program integrity due to overpayment of benefits and
under-collection of taxes;

In addition, because the States are required by the provisions of
the GATT Act to implement voluntary tax withholding, failure to provide
the $8 million requested in the President's budget would constitute an
unfunded mandate.

Finally, the Department would not be able to provide $9 million to .

the States for implementation of telephone claimstaking systems. This
money would have been used to invest in technology that would provide
long-term savings in program costs..

YOUTH "SECOND CHANCE. PROGRAMS

You are proposing nearly a 50 percent cutback in Youth Training
Grants for fiscal year 1996, citing "unsatisfactory program performance
and outcomes." Yet you are proposing new legislation to create a
"second chance" Youth Workforce Development block grant, to be funded at
$1.3 billion in fiscal 1996.

Question. What will be different about this new block grant that
will make it more successful than youth training programs under the
existing block grants?

Answer. The President's proposal supports .the reform of education
and workforce preparation for youth that was launched under the School-
to-Work Opportunities Act. About 30 different programs and $2.9 billion
would be combined to finance school-to-work systems for both in-school
youngsters as well as a second-chance system for dropouts. These
systems build on what works. They integrate academic and vocational
education, link secondary and post-secondary education, provide work-
site learning opportunities, and fully involve the private sector.

There is clear evidence based on random assignment evaluation
studies that programs can be designed to effectively serve youth, and

90
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which return much higher benefits to society than their costs. For
example, the Center for Employment Training (CET) has been shown to
produce a large increase in earnings of out-of-school youth, primarily
high school dropouts. CET is characterized by strong ties to the
private sector, both in terms of its instructors and job placement.
Also, the Ford Foundation has recently released a report showing that we
can dramatically cut the dropout rate and increase the college
enrollment of inner-city youth through programs for these youth that are
sustained throughout their period in high school.

Also, through our capacity-building and technical assistance
activities, we are making available to States and localities information
about what works and good ideas that can be used to improve the outcomes
and quality of services for dropouts and youth at-risk of dropping out
of school.

Question. Will the new program require longer-term job training,
since it appears a major cri.,ticism of the existing programs is short-
term training of three-to-six months has been ineffective?

Answer. The new'program will not require training courses of a
prescribed length, although we anticipate that it will facilitate the
use and replication of successful models which employ longer-term
training.

Most job training programs for disadvantaged youth have been short-
term and not particularly intensive. However, we know that longer-term
services are important, and that training combined with work is
particularly important. Interventions that are multi-year and include
adult mentors have shown promise. For example, research on the Quantum

Opportunities Program indicates that keeping supportive adults
consistently available to students beginning in the 9th grade resulted
in a positive impact.

Research shows that CET, which provides a highly intensive 3-6
months of vocational training, has had success with disadvantaged youth.
Average earnings gains of over $3,000 for youth enrollees were produced
during the third and fourth years after graduation. CET is known for
integrating academic basic skills instruction into vocational training,
and strong links to the private sector. We would also build in a long
follow-up period.

Another example of successful longer-term training for
disadvantaged youth is the Job Corps. Job Corps training can last up to
2 years and the average length of stay is 7 1/2 months. An evaluation
of the Job Corps estimates average earnings gains of about 15 percent.

CRIMINAL OFFENDERS JOB TRAINING AND ASSISTANCE PROGRAMS

It is my belief that criminal offenders, especially juveniles and
first and second offenders, should be given a chance at rehabilitation
and gainful employment. (Background: The bonding program is free of
charge to employees for up to one year; over a fifteen year period, it
has been 98.5 percent successful.)

Question. What can be done to strengthen Labor Department job
training and employment services for ex-offenders?

Answer. Each year the Department serves about 50,000 ex-offenders
in job training programs. Most prisoners are high-school dropouts, and
thus have limited labor market skills. Moreover, large proportions of ,

9 .1
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prisoners come from high-poverty neighborhoods. If they return to their
home community upon release, they will be living in neighborhoods with
limited job opportunities.

some options for strengthening job training and employment services
for ex-offenders include:

o Including many elements of Job Corps programming into new
boot camps being developed.

o Increasing the emphasis in State and local prisons on
providing high school diplomas and job training to inmates.

o Placing a much greater emphasis on placing ex-offenders in
jobs when they are released from prison.

Question. Would you support an expansion of your bonding program,
which I understand now serves 1,500 persons each year, at a cost of
$250,000?

Answer. No. Since we are proposing a multi-program consolidation,
the G.I. Bill for America's Workers which envisions broad State
flexibility, we are not proposing expansion of small efforts such as the
bonding program.

INVESTMENT INCREASES

Your budget proposes $384 million of current law increases for job
training "investment programs" consisting of dislocated worker
assistance, the Job Corps, School-to-Work Opportunities, and One-Stop
Centers. These are all programs that received substantial increases
last year.

Question. Given the fact that you are proposing a major
restructuring of job training programs this year, wouldn't it be prudent
to forego further expansion of existing programs until we see what
happens with new authorizing legislation?

Answer. No. These investments are essential and complementary to
our consolidation proposal, the G.I. Bill for America's Workers. Let me
provide you with several examples.

We are proposing additional federal investments to leverage system
building through One-Stop Career Center Grants and School-to-Work
Grants, both of which are integral parts of the G.I. Bill for America's
Workers, and both of which have received widespread bipartisan support.
We are requesting $200 million in incentives to state and local
governments to integrate $2.4 billion in Employment Service and JTPA
funds for job placement, counseling, assessment, and training-related
and support services, as well as billions more in federal, state and
local education, welfare and job training resources, into customer-
driven One-Stop Career Centers. This limited amount of One-Stop
investment is already transforming the employment and training landscape
across America, and it is doing so by devolving authority for the design
and operation of these new systems to the state and local level where
customized.solutions to local circumstances are possible.

A second system-building investment that relies on leveraging large
amounts of state and local dollars with a relatively small amount of
federal resources is the School-to-Work competitive grant. The

President's request for $200 million for School-to-Work in FY63996,

9 kJ
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matched by a similar request. for $200 million in Lhe Department of
Education budget, will continue a process already well underway in a
majority of states to build a new learning system for young people that
connects classroom learning to real occupational opportunities in the
local economy. Like One-Stop, School-to-Work is a system-building
investment that is already leveraging enormous change in our children's
future prospects by relying on the judgement of state and local
officials as well as the private sector. One-Stop and School-to-Work

earn their return as catalysts. They are not programs.

The President is also proposing an increased investment of $128
million for Job Corps for FY 1996. Job Corps, which would remain a
separate program outside the G.I. Bill for America's Workers, has
demonstrated an ability to offer more than 60,000 disadvantaged young
people each year an opportunity to turn their lives around, to abandon a
path of poverty, drugs, and often prison for a place as a successful and
productive citizen. No other program in America over the past third-of-
a-century comes close to matching its track record. Nor is any
residential program as cost effective. We believe it is very important
to make this additional investment.

CONTRACT COMPLIANCE

Question: With President Clinton's pledge to cut executive branch
staff by 12 percent, how is the Office of Federal Contract Compliance
Programs responding to the current pressures to downsize? What measures
is the Office of Federal Contract Compliance Programs taking to
strengthen available enforcement tools in order to maintain the Office
of Federal Contract Compliance Programs' effectiveness in carrying out
its mission with reduced resources? For example, how have the full
range of sanctions available been used to enforce'violations of federal
equal opportunity regulations.

Answer: In light of the Office of Federal Contract Compliance
Program's (OFCCP) need to reduce staff resources by 12%, it is
imperative that we maximize the potential of the remaining compliance
resources by strengthening the enforcement program. OFCCP has already
eliminated paperwork burdens on the compliance officer staff in order to
spend additional time on developing more and better quality enforcement
cases, and is examining the delegation of greater authority to the
District Offices so that issues may be expeditiously resolved. OFCCP
has increased its coordination with the Solicitor's staff to make better
use of litigation resources and has recently begun using fixed term
debarments which have a deterrent effect within the Federal contractor
community. Efforts are underway to strengthen enforcement through such
tools as the comprehensive staff training program and issuance of prompt
policy guidance to the field when issues arise. Compliance assistance
is also an important component of the agency's approach. A technical
assistance manual for contractors is being developed and plans are
underway for expanding workshops and seminars so that contractors can
better understand program requirements.

In fiscal year 1994, OFCCP began to fully use its sanctions
authority by debarring five Federal contractors, obtaining monetary
relief of a near record $40 million for 15,000 victims of
discrimination.

Question: In what responsibilities does the Office of Federal
Contract Compliance Programs overlap with those of the Equal Employment
Opportunity Commission (EE0C)? How does the Office of Federal Contract
Compliance Programs coordinate with EEOC in order to ensure efforts are
not duplicated? There have been several proposals to merge EEOC and the
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Office of Federal Contract Compliance Programs. In your opinion, what
are the pros and cons of this?

Answer: The Office of Federal Contract Compliance Programs and the
Equal Employment Opportunity Commission serve different purposes and
therefore do not perform duplicative functions. Although both agencies
are concerned with employment discrimination against minorities, women,
and the disabled, OFCCP and EEOC play complementary roles. Pursuant to
Executive Order 11246, OFCCP acts as the Equal Employment administrator
in the Federal government's procurement system by requiring contractors
to comply with their contractual equal opportunity obligations. These
obligations include the development of affirmative action plans that
expand employment opportunities through increased recruitment of members
of the protected groups. OFCCP promotes fulfillment of these
obligations by conducting compliance reviews of Federal contractors'
employment practices. In addition, OFCCP brings enforcement actions
based on findings of failure to make a good faith effort to implement an
affirmative action plan or based on allegations of discrimination by
Federal contractors. In contrast, the EEOC is an enforcement agency
that principally focuses on investigating and processing individual
charges of discrimination against employers, including individual
charges referred by OFCCP.

EEOC's massive backlog constitutes a major obstacle to an efficient
and effective merger with OFCCP. EEOC's leadership is concentrating the
agency's limited resources on management of a backlog that now totals
approximately 100,000 pending charges. This is at a time when EEOC
projects that it will receive over 93,000 new charges in 1995. In the
future, EEOC is not expected to receive any significant budget
increases. In contrast, OFCCP, operating within the established
structure at the Department of Labor (DOL), has largely eliminated its
backlog in handling its annual complaint inventory. Combining the
agencies would necessarily affect OFCCP's operations adversely, and
OFCCP's progress in improving management would be subordinated to EEOC's
efforts to overcome its existing backlog morass.

Transfer of OFCCP to EEOC would cause widespread and protracted
disruption of OFCCP's ability to function for reasons independent of
EEOC's backlog problem. OFCCP is located within DOL offices nationwide.
In addition, EEOC and OFCCP have fundamentally different headquarters
and field management structures. Accordingly, a merger would require
that many of OFCCP's approximately 800 employees and supporting legal
staff would have to be relocated or reorganized -- all at government
expense.

Given the magnitude and complexity of the consolidation of OFCCP
and EEOC, no cost savings would result in the short run. Indeed,
operational and transition costs, in the aggregate, might well be higher
in the near term than current DOL operational costs for OFCCP. More-
over, long-term cost savings (as distinguished from cutbacks in
maintenance of effort) are highly speculative since no major overlaps
exist in the missions and functions of the two agencies.

Transfer would thwart OFCCP's current efforts to continue to
revitalize the agency as an effective and efficient procurement presence
in the Federal government. Notwithstanding the managerial and
reinvention progress that has been made by OFCCP in recent months
(customer service bill of rights, reengineering National Office to
eliminate backlog, partnership consultations with contractors, etc.),
the logistical task of relocating and reorganizing OFCCP into EEOC would
necessarily curtail and weaken OFCCP's ability to carry out its mission
for a period of years.
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The civil rights advocacy organizations that represent the
principal groups that OFCCP and EEOC serve (i.e. minorities, women, and
the disabled) vociferously oppose consolidation of the two agencies.
These advocacy groups are knowledgeable about the problems described
above and would view such a consolidation plan as a thinly disguised
effort to weaken and undermine the capabilities of OFCCP and EEOC to
carry out their distinctive missions. Such a plan would generate active
public opposition by these groups. In addition, it is also likely that
significant segments of the contractor community (e.g., the Business
Roundtable) would object to consolidation because of the business
community's previously expressed concern that EEOC would gain the
authority, in combination with its enforcement authority under Title VII
and the Americans with Disability Act, to impose debarments, a sanction
that is presently only available to OFCCP.

Question: With compliance reviews covering a small percentage of
Faderal contractors each year, how does the Office of Federal Contract
Compliance Programs target its reviews and investigations to ensure
companies are complying with Federal affirmative action laws?

Answer: The Office of Federal Contract Compliance Programs has
developed a contractor selection system based on the EEO-1 Employer
Information Report. The EEO-1 report contains demographic information
for all employees in nine broad occupational categories. The contractor
selection system employs two analyses to describe the employment
patterns at a contractor's establishment. The first of these compares
the employment patterns at the contractor's establishment with
contractors in the same industry and geographic area. The second
compares the participation rates of minorities and women in each of the
occupational areas and computes an index number. Contractors are then
ranked based on these two comparisons with priority for selection for
review given to those with the "lowest" indicators.

STRIKER REPLACEMENT REGULATIONS

Question: The press has reported that the Administration plans to
go ahead with issuing an executive order sanctioning federal contractors
that hire permanent replacements for striking workers, despite the House
ban included in a fiscal 1995 rescission bill.

How does this square with the Administration's support for a ban
against Davis-Bacon "helper" regulations, which prevents the Executive
Branch from by-passing Congressional consideration of this matter?

Answer: The Administration's support for the Congressional ban
from enforcing the regulations for semi-skilled "helpers" on Davis-Bacon
construction projects is not an attempt to prevent the Executive Branch
from bypassing Congressional consideration. It is to allow the
Department of Labor time to determine the extent to which semi-skilled
helpers should be permitted on Davis-Bacon projects. In fact, the
Administration is committed to making every effort toward resolving the
"helper" issue through the regulatory process.

PROPOSED OSHA REGULATIONS

Question: The Occupational Safety and Health Administration has been
holding "indoor air quality" hearings, a necessary first step before
developing regulations on smoking. What plans do you have to issue new OSHA
air quality regulations?

Answer: On April 5, 1994, OSHA published its Indoor Air Quality
proposal. PUblic hearings on the proposal be9an on SepteMber 21 of that year
and concluded on March 13, 1995. A post-hearin9 comment was established by
the Adhinistrative Law Judge. The Judge determined that the first part of the
post -hearing comment period, in which data and other additional information
are provided to OSHA, will run 100 days, ending on July 3, 1995. The second
part of the period, for briefs, will run 70 days ending on September 11, 1995.
The total post-hearing comment period is 180 days, or 6 months. After all the
docket material is reviewed and analyzed, OSHA will make a determination about
what steps, if any, the agency will pursue next.
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Question: What is your timetable for other OSHA regulations, including
ergonomics?

Answer: The timetable for OSHA rulemaking actions are outlined in the
President's Regulatory Agenda, published semi-annually. I have enclosed a
copy of the most recent edition of this document,.dated October 1994. We are
currently making revisions to the schedule, which will be reflected in the
April publication of the President's Agenda. -We will inform you of the
revised dates, including changes to the ergonomics schedule, as soon as they
are finalized.

[Clerks' note.--Due to its volume, the submitted material was
retained in subcommittee files.]

.

NATIONAL MINE HEALTH AND SAFETY ACADEMY

Question. Provide the amount of revenues received by the Academy
for the use of its facilities and for classes for FY 1993, FY 1994, FY
1995, and the projected amounts for FY 1996.

Answer. The revenues for the use of Academy facilities (lodging)
and classes (tuition) are provided below.

FY 1993 Lodging $149,087
Tuition 15.630
Total 164,717

FY 1994 Lodging $134,680
Tuition 9.73Z
Total 144,412

FY 1995 estimate Lodging $138,600
Tuition 18.000
Total 156,600

FY 1996 estimate Lodging $142,600
Tuition 18.500
Total 161,100

Question. Provide the staffing levels at the Academy for those
same years.

Answer. The Academy's staffing level (actual FTE) was 67 for FY
1993 and 69 for FY 1994. The budgeted FTE is 63 for FY 1995 and FY
1996.

Question. Please advise how many requests have been made for the
use of the Academy, how many were granted, and how many were turned down
for FY 1993, FY 1994 and the numbers that are available for FY 1995.

Answer. MSHA has accommodated all mission-related requests for the
use of the Academy. Occasionally, this requires alternative scheduling.
In FY 1993, there were 293 requests for mission-related courses, and 293
were granted. In FY 1994 there were 379 requests for mission-related
use of the facility and 379 were granted. To date, in FY 1995 there
have been 314 requests for mission-related use of the facility through
the end of the fiscal year and 314 were granted.

Question. Does the use of the Academy by other Federal agencies
result in expanded benefits and cost savings to the taxpayers?

Answer. The Academy provides classroom/meeting room space free on
a space available basis to Federal agencies which results in savings to
the taxpayers. These rooms are furnished with all audio visual
equipment required by the user also at no cost. In this area,

.commercial space is limited and would cost a minimum of $100 to $200 per
day. Local agencies using the Academy do not have to incur travel costs
which is another savings to the taxpayers.
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In FY 1994 the Academy provided space to 27 different Federal
Departments and Agencies on 211 occasions. Based on prevailing local
commercial rates, this service saved the taxpayers approximately $59,000
'in rental costs.

MSHA APPROVAL AND CERTIFICATION CENTER

Question. Please provide the number of Full Time EguIvalents at
this facility for FY 1993, FY 1994, FY 1995 and the number of FTE
projected for FY 1996.

Answer. The actual FTE for the Approval and Certification Center
was 85 in FY 1993 and 81 in FY 1994. The projected FTE for FY 1995 and
FY 1996 is 80.

Consumer Price Index

Question: What are the major problems in the current Consumer Price Index measurement?

Answer: In current discussions, four areas of concern about measurement problems in the
Consumer Price Index (CPI) usually are cited. Three of the four -- the substitution effect, sample
rotation effect and outlet substitution effect -- are associated with small upward biases in the CPI as a
cost-of-living proxy, but the effect of the fourth -- the quality adjustment effect -- cannot be quantified
with confidence.

The substitution effect in the CPI arises because the CPI measures the cost of purchasing a fixed market
basket of goods and services, and thus does not allow for the substitution of cheaper for more expensive
products when relative prices change. The current CPI market basket reflects the 1982-84 pattem of
consumer expenditures. As part of the CPI revision currently underway, the index from January 1998
forward will be based on a 1993-95 market basket. In part, because the CP1 is based on a fixed market
basket, the BLS makes extensive efforts to let users know that the CPI is not a measure of the change in
the cost of living.

The sample rotation effect arises because procedures for systematically introducing new outlets and
items into the CPI tend to give high weight to prices that are temporarily low in the month the new
samples are introduced and low weight to prices that are temporarily high. Thus, these procedures can
cause an overstatement of price change in the period immediately following sample replacement. The
BLS has taken steps to address the sample rotation problem for the food at home component effective
Nvith the data for January 1995. If further corrective measures can be identified, they will be
incorporated as part of the ongoing CPI revision.

The outlet substitution effect can arise because consumers are free to substitute where they buy goods
and services as well as what they buy. For example, if consumers don't consider thc lower level of
custoMer service provided by a discount store to be of any consequence, they may shift to such stores.
Current CPI procedures would not capture any price decline associated with such a shift. Although it is
unclear whether and to what extent there is a bias associated with the CPI's treatment of discount
outlets, further research on this issue would be valuable.

Question: Does Bureau of Labor Statistics believe the Consumer Price Index under or
overestimates inflation rates? Does the over/understatement vary depending upon thc item?

Answer: Sonic have estimated that the overstatement in the CPI is as large as 1.5 percentage
points per year. Estimates of this size require that there be a large quality-adjustment bias; arising as a
consequence of substantial improvements in the quality of the goods and services consumers purchase
that are not reflected in the construction of the index. The BLS currently makes a considerable effort to
properly account for changes in the quality of the items it prices. Although many believe that the CPI is
substantially biased upward because quality improvements are not fully accounted for, there is little
direct evidence to support this view. Indeed, some, admittedly a minority, have even suggested that
quality adjustment problems lead to a downward, not an upward, bias in the CPI.

Adjusting for changes in the quality of goods and services remains one of the most challenging tasks in
constructing any price index. Solutions to the problem, it is widely agreed, are not obvious. A
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..........
promising strategy for improving the (1'1's accounting for changas in thc quality of goods and services
would he to expand the collection of information on items' characteristics, which would allow BLS to
estimate thc value of particular features and explicitly adjust items' prices for changes in those features.
This approach is currently used in several components of the index and its extension to other areas is
being explored.

Assessments of the total bias in the CPI as a cost-of-living proxy vary considerably. Federal Reserve
Board research staff have concluded that the CPI may overstate the change in the cost-of living by 0.4
to 1.5 percent per year, though they also say that "these estimates are by necessity extremely rough."
Another review done recently by researchers at the Congressional Budget Office concludes that the bias
in the index is probably much smaller, in the range from 0.2 to 0.8 percent. Researchers at the Dallas
Federal Reserve Bank conclude that "a figure of less than 1 percent ... strikes us as a plausible estimate
of the overall [upward] bias" in the CPI, but add "the true figure may be a lot larger or a lot smaller; at
present we simply do not know."

'The Bureau of Libor Statistics (BLS), has been active in its efforts to identify and correct problems with
the index. Much of the most important research that underlies recent assessments of measurement
problems in the CPI has been carried out, in fact, by BLS researchers. We will continue these research
efforts to identify potential measures that more accurately assess the cost-of-living for American
consumers. We will also continue to present our findings in an open and objective manner so that these_
results can be evaluated and discussed by all interested parties.

Question: How much more accurate will the new Consumer Price Index be than the current
one?

Answer: Quantifying the differences between a revised and unrevised CPI in advance is not
possible. BLS routinely publishes in parallel both revised and unrevised indexes for six months
follcming the introduction of a revised.CP1, so that we will have better infomiation about how the two
differ once the new index has been released. The experience of previous CPI revisions, as well as
evidence from our empirical research, leads us to expect that.the revised index most likely will rise a bit
more slowly than the unrevised index would have risen.

Question: Will a different methodology be used in the. new Consumer Price Index that will
better measure the effects of quality change and substitution?

Answer: During the current CPI Revision, BLS plans to evaluate at least two major new
improvements to existing quality adjustment methods. First, thc basic approach to the measurement of
price change for medical care will be examined. Building on work currently undemay in the BLS
Producer Price Index program, the Bureau will detennine the feasibility of tracking complete treatments
rather than individual items or services as a method of measuring price change for the medical care
purchased by consumers. TIns would provide a framemprk for taking into account the ongoing, rapid
advances in both medical technolou and treatments. Although the medical care component of the CPI
poses extremely difficult measurement problems, the work underway at I3LS appears to offer at least a
partial answer to thc veiy complex difficulties that need to be resolved.

A second major change, which would help to address the problems posed by the introduction of new
goods and services into the market place, involves the possible redesign of the BLS approach to outlet
sample updating. At present; BLS updates the sample of outlets in twenty percent of the CPI
geographic area sample each year. Prospective changes in the manner by which BLS obtains
infomiation on where consumers make their purchases may allow a fundamentally different approach
whereby specific components of the index are updated across all areas of the country at roughly the
same time. l'Ins change would enable 13LS to focus on components of the index where introduction of
new products is occurring more rapidly, and allow such products to enter into the CPI on a more timely
basis than is currently thc case.

11w technical issues to be confronted in the arca of quality adjustment present extremely difficult
conceptual and measurement problems, which in some cases extend beyond the current state of the art in
the economics and statistics professions. Nonetheless, BLS will continue to address these issues, and
pursue, to the extent it is possible to do so with our existing resources, all promising approaches,
%%nether developed lw 13LS or by other researchers.

98
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Among the critical differences between a cost of living index and a fixed-vmight, Laspeyres index such
as the CPI, the one most susceptible to measurement relates to the well-founded theoretical principle that
consumers will respond to changes in relative prices. BLS researchers have done some of the major
studies to measure this effect, which has become known as the "substitution bias". Although
substitution effects are a limitation of fixed weight indexes such as the CPI, no one presently has the
capability to produce a true cost of living index, and thus indexes such as the CPI are invaluable,
practical alternatives to what in theory would be the most desirable measure.

Measures of the substitution effect arc produced with a lag, as they require information that is not
available on a monthly, real time basis. In theory, substitution bias may arise any time the relative
prices of goods and services change. Given the dynamic, continuously changing nature of the markets
for many goods and services, measures that completely account for substitution bias thus are simply
impossible to produce. BLS experience suggests that there is a component of the overall substitution
bias attributable to long term trends in relative prices, and periodic updates of the CPI weights, as
proposed in thc CPI Revision now undemay, deal with this aspect of thc overall substitution bias issue.

I3LS is investigating the properties of a family of experimental indexes that would provide some
practical, empirically based evidence as to how indexes that handle substitution differently than does the
current index perform. Possible experimental indexes now under consideration include more frequently
reweighted Laspeyres indexes, an index based on geometric means, and a class of priccs measures
known as superlative price indexes. These latter indexes appear to offer the best approximations to a
cost of living measure, in the sense of accounting for substitution possibilities, but can now only be
produced retrospectively as infonnation on changes in consumer spending patterns becomes available. It
is possible that the production of a family of indexes which, in fact, answer different questions and
respond to different needs, %vould provide an important supplement to the valuable information on price
trends that the CPI presently provides.

Question: In general tenns, %rnat skill be the financial impact of the Consumer Price Index
revision on poverty thresholds, wage rates for collective bargaining employees, and other individuals
%%hose income paynients arc adjusted by the Consumer Price Index.

Answer: It is not possible to determine in advance how a revised index will differ from an
unrevised index. As akeady noted, hm%ever, the experience of previous CPI revisions, as well as
evidence from our empirical research, indicates that the revised index tends to rise more slowly than thc
unrevised index. Differences in movement between the old and new indexes result largely from the
differences in the expenditure weights used in each index. Therefore, for contracts or programs adjusted
by the C1'1, it is likely that they will increase less rapidly after the release of a revised index than they
would have using thc "old" index.

REDUCTION OF BLACK LUNG BACKLOGS AT THE BENEFITS REVIEW BOARD

Question: I was pleased to learn from your April 1994 report that
the backlog of Black Lung claims at the appeal level has improved. Last
year, you advised me that the Benefits Review Board would have fewer
than 1,600 appeals pending at the Board at the end of FY 1994 and
anticipated elimination of backlogs by the end of FY 1995. Was the FY
1994 goal met, and what is being done to meet your backlog elimination
objective for FY 1995?

Answer: At the end of FY 1994, the Benefits Review Board had 1,740
pending Black Lung appeals, which was slightly higher than the target of
1,569 pending cases which we had set. However, the total of 1,740
pending appeals was a reduction of almost 1,100 pending appeals,
slightly more than 38%, from the number of appeals pending at the end of
FY 1993. While we did not reach our target, we came very close, and
during FY 1994 we significantly reduced the number of Black Lung cases
pending at the Board.

During the first five months of FY 1995, the number of pending
Black Lung appeals has been reduced even further, dropping by an
additional 326 cases, approximately 19%, to 1,414 pending appeals. We
project continuing improvements during the remainder of this fiscal
year. Based upon our current pattern of case intake and dispositions,
we project that the Board will have fewer than 1,000 Black Lung cases
pending at the end of FY 1995, which would mean that the backlog of
pending Black Lung cases at the Board would be eliminated. At that
time, the Board will be reviewing current appeals as they become

9 9
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processable. Unless a case is blocked or otherwise held in abeyance, no
Black Lung cases should be pending before the Board at the end of FY
1995 which were received prior to the beginning of the fiscal year. We
estimate that the average case processing timeframe for Black Lung cases
will have been reduced to a level of nine months by the end of the
fiscal year, and we project further improvements in this area during FY
1996.

PENDING BLACK LUNG CASES AWAITING OALJ HEARING

Question: Please provide a list of the number of claims pending
assignment to be heard by the Office of the Administrative Law Judge, by
state, as of March 1, 1995. Also provide the age of the case from the
date of receipt to assignment. Please provide information on when you
expect those cases to be assigned for hearing.

Answer: Summarized below is the information which is requested
regarding the number of pending Black Lung cases in the Office of
Administrative Law Judge (OALJ) as of March 1, 1995. This summary has
been divided into two reports based on the age of the case since being
docketed at the OALJ. The most relevant report is the report that
contains cases that are over 150 days old. The information shown for
these cases includes the claimant's residence (County and State); the
case number; the claimant's name; the date received; the age of the case
as of March 1, 1995; the scheduled hearing date; and whether the case__
involves "Lukman" issues. Also, the cases noted with an asteric (.) are
cases where continuances have been.granted at the request of the parties
on one or more occasions, and/or where there are requests for change of
venue.

- -

All cases over 150-days old (274) have been assigned to an
administrative law judge for hearing. Each of these cases will have a
hearing held by July 31, 1995. Some known hearing dates have been
listed, but the judges are still slotting the majority of the cases into
specific dates. Of the 274 cases pending for more than 150 days, 29
(11%) involve 'Lukman' issues.

The second listing of cases are those cases that were received in the
-

Office of Administrative Law Judges since the beginning of FY 1995
(October 1, 1994) . These are those that represent the typical pending
workload for the Black Lung area. These cases are routinely docketed
and combined into hearing itineraries as they are received. These cases
are sorted by State, as requested, and then by County. Of the 639 cases
that were pending for less than 150 days as of March 1, 1995, 34 (5%).
involved 'Lukman' issues.

CLAIMANT
COUNTY

JEFFERSO
MARION
WALKER
WALKER
FRANKLIN
JOHNSON
LOGAN
SEBASTIA
COCONINO
MARICOPA
MOHAVE
FRESNO
DELTA
LAS ANIM

BLACK LUNG CASES PENDING MORE THAN 150 DAYS

CASE
ST NUMBER

AL 9330.0.01388

AL 94B1,A01849

AL 940LA01526
AL 9401.5.00952

AR 9201.5,00291

AR 94BLA01258
AR 9401.5.00580

AR 92BLA01554
AZ 91BLA02496
AZ 9401.5,01467

AZ 94BLA00360
CA 9400.5.00892

CO 9401.5,00756

CO 945LA01030

CLAIMANT
NAME

PROJECTED
DATE AGE AS HEARING LUKMAN

RECEIVED OF 3/1/95 DATE CASE

GARDNER MELVIN,S 28JUN93 0611 05JUN95 -

FRANKS JOHN K. 25AUG94 0188

WALLACE L.D. 16JUN94 0258 05JUN95 Y

MORRIS LETSON 15MAR94 0351 05JUN95 Y

ELLETT ROBERT 22NOV91 1195

ROGERS WOODROW 16MAY94 0209

DOVE GRADY E. 11JAN94 0414

VARDO JOHN 28JUL92 0946 Y

JONES GRANT 25JUL91 1315

BAUGHMAN CALVIN 20JUN94 0254

MOORE HARRY E. 30NOV93 0456

MOORE VASKO C. 11MAR94 0355 06JUL95

GOMEZ GERALD 0. 15FEB94 0379

FERNANDEZ ALEX 05APR94 0330

1 00



>a).>. ). ).

A

0 00 0 VIVI 00 00

RRFORW.0 ... . 0 .... m
0 0

0 0 0 OS el 0 0 0 yo el ti r 01. tY rt IV 0 0 0bFP10".100,e4n.tnn.r.s.ri.nbnnein.I.Irsrla nra yr- ..... ,,,,,,,,000000.0.000.00000000000.0000000000000000.0.00.00.00.0.00.000.000.000000..00

et Ot 0, 0, at 0 e: 0, at 0 0..) 0 0, 0 et 0 OS 0 0, 0 ON 0, 0, 0.1 et et 0, Ot et On et 0,0,000,00,000,000100100.0,0100 OtOtOtet0,0000,0t 0000 0 0.

a I g000nnr40 g g 74' `.1 fllOflO.dOfl r,

1.
eft h

/2 r'4.:1W410,E6L1804Et4,7J1z§6E2tv.:13Egr2,,4m2i",6.,1g8:;....,

(#)
1703MOMMUMY MESUava

.0. ,,,,,
'""'M""'''gr/1::gcalVal.V.,gr.fg72grVAkTI:2:g:.:'.;:fnal:rOZZ,T2g:;.7Es 2 F.,00,0rnr aay000 yr y yap fin ea y000unoy.reartyratar moy0Ormunatavtmert NM n01010 ODe "sr enYr
0000000000000gOggggggSO'ggggEggggSgggg08ggggggggSggggggg88gOgg8gggggP2g3g

81 !!!!!!iii:1?nl!!!Ll!!:2:!!!!Hiiillg'!:!iiieli'ldic!HI!PanHit'I'lg'f]'57:Pli?n'iell'Hiic!



0

..- - - .TE:

wg08 0 M 44M4M
gx t t t t'c;

4 4ro o

tn,

?"6......00000000.42002gg2220gOg2g2:0gggg::2:2g:g22g:2:4r4OC1OVO:2:g:O:Vgggg2
vvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvv ,,e1.1erg.onan,nrOnsanannm.....

'12'712R.ssAgME.541,1MAillIMO*2?Ag9n4M1H0:1,THViMA?ilh2
2,'r,2gg2g

4 cc .1 cc u a 14,.: Owia >. .-o' a

'6.1 to";cjoff L. 'E ,- r,...,- 2 ''. . ,1 7,- R.9. .i6LIL. i; g62.2.A., 0E ar422; A
5.-5,..3 gd.5qgEi t,.-vA, 2,.2 to'2.,,.52.S.,02 ;1,40«og§2g1,-3222'q:it 00

M7gg2.9,82328.,y,AR.2q4:E.;p>.;'V'FRJRAng§B.E:p.g42.
1-2-4-'--Cg""W"'80 0"7,'W.'V".6",1:5"gi:t;* :s.nt:',9,9-2 l'V.1'20 Wg2
Lra','=8-"210--""E.V:E;]Fr..--2 0vp.AnWEL~....g502v-q.;:wo-pAnoq%Es. :
8,1mHINIIiiia-SHM8IiiHEadhEHMO,E8HH.PMEIElhdifiti;1?eglEtgEFA8

vvvvvvvvvv vvvvvv .....
F. F. 2 F. r. ° ".,.....00g0.0.....ggSgc.....000....eoggz,';"g;'';'gggggggggz:gggggggg:,'SgggOggz4g000p.o.

(111nnInnnn15.nnnnsnnnnnnnnnnnnsnnnnnnfIJJnnnnnn5snJn5nn5n1nJnnnnlJnnnnnnnlnn.....--.....--,..,...............mcocococcoaccocomococoracorocncomcocococoacocclacpcpcicpc9ZggZZW,VO-4,71ggV.gg;g:gii444,Agir.OTme.o.mmmmgel;;Vci=olgg'o=s;IVo417m;;c7.

:).0-0-0-0-:::.:0-0-0-0-,0-,0-0-0-0-0-0-0-0-0-0-0-0-0-0-0-0-0-,0-0-0-,0-40 ....,.022-2-n0000000002FEEEEEEEF,EEgg



5,6
a.
U4.
jag

.g.gtng4444 iM5 f".42

S6'

ern

ma. -natoesrn.na.coo-.1.-0.rviT0,..rea.co,e4..n.rra2.,raner.-ort.Onr.apOsDwra:,-ormenkorco......a, .....r-Ocomr........mtvw....nnonoano..,0.0.0..0...cornaoinatr...ocomr-r.......rgmetelOC.op00.14,nomnever4r...a,...tous...... NN.4,..r.annen- WM...In.-Inn el N N IV ..... ........... (NI ri .0 el.41.1bN WICONNIN, n0000000000000000,40000000000000000000000,00000000000.n00000000.000,1000000,0000
!it

291. ?5.1 g4. 6q:

t4m8giggit.-688gggggg.g.ggg,,f.ggggg.ggggaarrssg>gg>>>>>>>>ggggg>



O MN NIA. 1414014

L! M. fin PA°g. IA

.. ';'4'.Tag'.4.:gc.',[gg.',..22..ggil..1r.n0:.g1:4'gf2IT'42 V.:7 0rInLaNnwn40 01.-rica olftw co.7 el r10 wean wi.ni elmono w to trt.7En

..... W .7177.7 a...Nr..7 wa w nu,. w w7.7,e4.-levne.3.7n1.0tAINer.in W n 0000000.70.700,100.0000000.70.70,..70.70000Wet 00000000000000000000000 000.700000 Eic,.. 00000000000000000000000000000000000
PCIL. 4 0

O 0

'6.,";r4:4FU"13.Voi S'.'1'V5,5A '32.1410 LL'I Ilr.1 8.';1`i,2§,Lit28,`-2,O,'?,t1,`AK,282t-;'0O,T,Ter.Hf.
l'-','7; 9,.;.,----`,;'..'4,0v-.1:15'.112.-.;=,-gr.t,-.:2,ci.'', gd ,'-'.,e,",t,'2..'--';',9,:..",',,9`..,-',9,`.:Fs.,',tP.,'A.2.92:.'.'-',e.70.7 wielOn.1.40elwin.7.7.-470r4.70.70 .w10...01,1e4 11,1 .7eleleine.10.-Inflei000nnelfieltle4000000.7win0e1e1.fl

>. . >. >. >1

MUMMNIANNIAVINNONO00000000000
MUM" HPVIONONIANNIAN0000000000

1,.2

14

Fl

W .00 1t' .142, "8 ;.. .;'."4 O>''''. . 2 61:: 0.1 zo a '.12'.1.-pQ.i ' )9'..:.Lt,
..z 0 . W .-.

1 W ., ``'Iltl'7":'-'''
I ! ' il us : '4 i r .i=1 71'5 ,,'''' ,2b.! ,t '7. 4f2 ' ' ' tl' r.'732 .,,: 2411 .'' !4 !I ...,"1 ; ,T,'''i . . .V41 5_, ,' 'N ; 1 :fi ..i. 1 r,..R :1

-_,...... ...0 , w,...-.......,____,.

11FAHrF:HPa'LIP..8,41.6-HP!i,t,q5:11in nu ;2-0,Eir,Fcl,:6:,,-?AA,.>A,Enn1-,-21-,....e.8,-.
i

1 elamme.M.001.1N,W00,40,ww,c1.00,7w00rve.w....wer.
;0 0 N 0 el. , 1, 0 0 a. r. VI N 0 I, 41 N 61 0 N . 0 OD al 0 .d. a w 7 IN N 61 40 NrITON N IN 01,0 V ONION a. 0 vInula3 er ram ootto -40 .7 coma37

M.0.-.1...0,...10N...i...............4,00f.......0.414.4P14.4.-40.-1. M 0000.000000000,400.00000000000000000WW00000000000000000000000000000000 W14 00000000000000000000000000000000000
',,EF-.....i.1.1.1J:inn5.nnnn:Inn:55.n.1.11nnlJnnnnn3e) nnnnnlnnnnnnnnnnnnnnninnnninlnnnnu .......................mmmmmmmmm 28::

0808000088 14 Z En

.E Eil.2,i22:T.4:1P2'38HnI`5.:1'j'OF 'q,.:.H
8

1 r ,T..,'?,,'-,-,.-8!:::= '4' '4' !'.' '4' '..4 !g f.1000- 244 - P. P. P. P.P.F...!it,
..n 9>.26,T,t1V.
18 g'.7.42.t.e.,.:5!';'.`i";'.';'.';_'?.`,-_'`'.5'.22.'S'.8,1A 11.8Th1
0



76
, v

g
,P

;
u.

1
rq

ui
 n

i1
11

11
1

g 
vu

u,
F;

,

.F
E

:E
zr

-

"2
2-

9-
9

- 
4

4 
I 3

5

W
W

W
W

W
W

W
W

 0
:1

C
O

 W
IF

3W
00

:1
 0

11
:1

3 
C

O
W

 ID
 L

O
C

O
T

W
O

30
3 

01
0,

 C
O

W
 0

30
3 

W
W

W
W

 W
w

w
. W

W
W

W
W

W
W

W
W

W
W

W
W

W
cc

c 
cc

 c
c 

cc
c

cc
 c

c 
cc

 c
cc

cc
cc

cc
c 

cc
 c

cc
c 

cc
c 

cc
 c

 c
c 

cc
cc

gg
00

00
00

00
00

00
 0

00
00

00
00

00
00

00
00

00
0 

c0
00

00
00

00
00

00
00

00
00

00
00

00
00

00
00

00
00

0
gc

c?
5:

3.
,?

,..
3g

23
2g

2
oo

,o
.g

oo
22

g2
23

33
33

2g
tg

o 
00

00
00

00
00

00
00

00
00

00
O

00
00

00
00

00
00

00
00

1+
1

gy
,

,p
p

cp
,

C
ID

tr
.

.c
ot

a 
va

ki
co

co

.!
/g

,
;°

g 
I g

gg
gg

': 
gl

gg
ig

gi
g

.1
2

g 
P

L
gg

gg
 g

gg
g

E

Le
i

g2
g



""g555-.F.F.:,Iggiggglgggg
EEE'EEEEEE"1-74:4-4Aggoog5$55Av.......rrrrrrrrrr
mmmcnrqmmmmmmmm 22VEIPPPVVE2t-

mm

slgr'd65,9IIIIEEEHEEEE.HEERPRVH.ggVgg

nUHHHHUMMUUMMUHUHUMHUMUMUMMUMMMM0 0 00 0 0 00 0000000000 000 0 0 0 0 00 0 00 0 0 00 0 0 00 00 0 0 0 0 0 0 0 0000 0 0 00000 000 00000 00 00 000 Vim000000000000000000000000000000000000000000000000000000000000000000000000000I. 02 0 LCI 0, <A ,0 V, 0, LA La 1- 0 Ln VI Us ON LO 10 t41 1- 0 01 J OS Lel 0 VI LA . LI3 0, CA a. LP ,0 N yp 0 VI 17, ta VI 01

1!!!Ill'w";1='47.!%!a"WiEWi;:i0'4;47,502ETAi%qE;91!iVOT91:0:1Ega.5108.2,0 c

8.E E E-15EIREF0 !IcIvQ-p%LytOpl'4:=N F,!gra
2 A 4 mr ;°'" E

fio

NiiiHnraEinVHIVAVgliWHMHMWMHIW"MiinilVIUWaiMkln "

eesee9999ess..00gepogo.......00.00.00.00.0.00000.00.00.0.0.000.00.0.00.0.0. "
0000

0 0
nr

Y
111



11
Pitatri In J1 al 1/1 tel00

Nig m ON 0, 0, IT

g

..... 0.400.0..MON.M.U100rvw.ylomor-m...40MN,..n..11.4........0.4000.40.00000000000000000.0000.4000000000000g:88:ggggggoggggggggggegggggggg:Sgg 000000000000000000000000000000000000000000000

.e.'"g:gg'S.,g.g1,1r,g;;;;;;;;,";',;;Lc2:::.:Vc2g:;Vgggg:girlgr,gVgrgall;g:=4rIg
fliHnUPPTIMAMIMM000iNMPITMEAMAHPAHIMIMMMPF10.",,,,,o,_..,,4,.4..coNmoom0N0m.m.m0014.4.-onnmomonopme.4.m0..n.mn0Non

Fli_,,ii;!1.24.4;C:A;;:fg'SZOO'ggOgggfgggtigg:SAZw...""""g""...o.00vo.youuy..-----------00000000000000000000000n0000000000e2MSSISSSSgSSWin5JnJJnnn55nnnn1J515n5n555J515315111J1155Jnnnnn3151n.inln1311511comsame0WmalmmwmfamcoommalmMalwalmalwaleamaialo303.030000MWO)Wo3[003WWWWWM113M000GIMMOWIMM¢1030000,0200100111
tn En in 01 1I1 1/1 111 VI L.-. VI N N N N N N N N N N N N N N N N N 1/1 1/1 1.,1 1/1 Ul 1,1 6/1

OS 0, 01 OS 01 01 01 0, (A OS 0, OS 01 0, 0, 0, 0, 0, ON 01 0, OS 0% 0, 0, OS IT 0, 0i 01 LPL IT 01 IT 01 01 N N N 0% OS ON IT 01 IT 01 01 N 01 01 N (A N 0, 01 IT 0, IT OS 01 OS 0, 01 IT IT 01 0,

zzzzz WWWD163wwwEIZEIVAltnntlr,tElnItrAtzzzzzzzzzAhOtT

r,t'nn:V:,2n1r,ntnnntltnr,Zttr,Mr,nnZtThnnnnnnt'



W4RU

fg"r'2"agggg".°*".gc°"°""="00.0.00.00.00.0.0. g22g22Z8Z2.ggg2w

39 3g Ng ug f g ug yg 2:4 3°' v t.1 CO 01 5 U > 7, > > 7, 14. C 0 r, 1,3 043 t ; 8f2ww ,c;
4Oqi'" `,2 wi 6 OOOO C13:3Z.,00..073..00 6 1. h. Z 0
CO

OlVEHILI"Vnrelf.9,334nrel?AnInrriiiig;747.00222g4T1224tOZ277.74274r42g74gOOgO

wf.1 g2gggggg g2ggggggEggE:EgEEggEZggggSggg22g:3ggggggf3gggggg:gggggg'gggggggSggggggOgg115111J'i 51J51111J11111J55151115115551155J51511111nJ15nJ513JJnnn1J511n5n1lnn
03 03 03 CO CP 03 03 c3 03 CO GO CO CO CO CO CO CO CO CO CO 03 03 CO 133 CO 03 03 CO CO CO 0 CO CO CO CO 03 CO 03 CO CO 03 CO CO CO CO GI CO 05 CO VI IQ CO CO CO 03 CO 03 0 CO CO 03 03 0 co 0 0 03 o3 03 0 0 0 0 . .



I
l
f
L
o
l

m
m
m

gz,

m
m

m
m

,.
N

000 O
N

O
0

..
1/1

.11
M

M
 M

 M
M

in
M

M
 M

M
al

g
gg

grA
ggggelg;4;

0
0
0
0
 
.
.
.
.
.

M
r

0
ft 01,10 V

I
1.1

.4
r
1
 
0
 
0
 
0
2
 
m

M
 O

N
M

01414 O
M

 M
O

W
0
0
°
.
.
1
.
4
0
0
0
0
.
.
0
0
,
4
,
4
0
0
0
0
.
.
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
 
2
2

2
.
.
0
0
0
0
0
o
0
4
4
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
g
g
:
 
0
0
0
,
w
v
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

0O
 
M

pm
om

 01.m
 m

m
 m

 0.. m
m

m
m

.. om
m

m
 0, 0, m

m
 .0m

0,
M

V
I N

O
 4.111.111A

N
O

N
vim

s
l
A
N
N
O
M
I
A
M
 
m
 
m

m
m
m
m
O
m
 
0
1
/
1
.
1
.
m

O
i
i
i
i
i
E
U
M
I
E
U
H
R
M
i
i
R
M
I
U
M
W
M
I
E
U
I
M
M
U
R
U
M
M
E
H
M
M
U

.
.
.
.
.
.
.
.
.
f
t
w
.
m
.
m
m
o
m
o
n
c
a
m
m
.
4
0
.
4
0
,
0
0
0
0
4
.
a
m
M
,
,
,
,
M
n
r
4
1
,
M
N
0
0
 
.
.
.
.
.

,
4
0
0
,
"
 
7
 
r
.

r
4
r
4
r
a
l
4
r
4
,
4
0
1
4
 
.
4

.
4
0
.
4
1
N
N
.
4
0
.
4
 
.
0
4
.
4
0
0
r
4
0
0
.
4
 
.
0

n
o
m
 
.
.
.
.
.
.
.
.
 
m
O
m
m
,
e
l
y
r
.
O
m
m
,
M
m
w
r
m
.
1
,
0
0
m
m
0
0
m
m
,
b
r
I
0
e
m
e
.
4
.
0
r
M
W
,
.
.
0
0
m
w
M
V
4
.
0
0
,
0
0
m
0
M
O
m
0

0
0
.
e
f
s
n
,
W
m
m
.
m
,
O
N
W
 
w
w
w
w
w
 
0
.
0
.
4
a
m
.
M
O
m
m
.
m
a
.
r
v
m
m
o
v
e
r
s
m
m
y
0
0
0
0
.
0
0
m
.
m
.
m
m
e
r
m
0
m
,
.
4
0
m
e
-
.
0
.

,
,
,
,
g
g
g
g
.
t
.
t
.
.
Z
g
g
g
.
g
g
g
u
-
g
r
,
M
v
b
0
M
y
W
r
M
o
m
r
-
c
o
r
4
,
m
m
m
0
:
:
:
;
g
:
;
M
g
O
g
g
.
t
2
t
.
g
g
.
S
=
O
u
g
g
l

M
.
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
8
0
:
g
g
g
g
g
g
O
g
g
g
g
g
g
g
g
g
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
g
0
0
0
0
0
0

9
1
3
5
1
1
1
1
1
1
3
J
5
1
1
5
J
1
1
1
1
J
1
1
5
5
1
5
1
J
J
5
J
1
5
J
5
n
1
1
J
J
1
J
J
1
1
1
1
J
1
5
1
3
1
1
J
n
1
1
5
J
1
1
1
1
3
J
1
5

u
m
m
m
o
m
m
m
m
m
.
.
m
m
o
m
m
m
m
m
m
m
o
m
m
m
m
m
.
m
.
.
.
.
.
.
m
m
.
.
.
m
m
o
m
m
m
m
o
m
m
m
m
.
.
.
m
.
m
.
m
.
.
.
.
.
.
.
.
.

7.ggggg
E

`c

S
33

0
0
0
0
0
0

C
O
M
M
M
O

l
a
i
i
6
4
4
4
4
4
4
4
4
4

w
w
w
w
w
n
w
w
.
.
2
4
4
4
n
i
i
i
i
i
i
i
W
W
W
W
W
W
 
Z
X
X
X
X
X
.
,
X
X
.
g
>
4

m
rr.E

nountoogga804,p,m
m

E
m

iggnA
gm

l
,18t-lannm

A
flnm

68n.n?..nhum
m

unnnngs.9.9.9.922E
-pau,,,vp,g,d,

1
,
.
.
4
t
8
t
,
8
8
g
.
g
.
g
.
g
.
g
.
g
g
g
.
g
g
.
g
g
g
g
g
g
g
g
g
g
g
g
g
g
g
g
g
g
.
g
g
g
g
g
g
2
g
.
g
g
g
g
.
g
.
g
g
g
g
g
g
.
g
g
g
g
g
g
g
g
g
g
g
.
g
.
g
g
.
g
g
g
g
g
A
g
g
g
g



nultr un.nulnonvunintnulust4t1
i

olcnmos::.

WViih
rsr,:vg:r4,iMM MUMM

f.P.7..Lcgt .:17.r, .T.:ggggn

v),4.1".1.nrI000 co.r4corvelannraincnnu-nenrtn00 ton..0000 .o00 ,4100,N0rg.-.00 -i,r-no..r.ossascr,Lnn,m.ococnsnra.-or.to,cn."...rnnentoveNvanupravaownwinr....n.toro...co.-toosnamor-....004.-..-Drtnv,trirvon.arl.,ouln.rarv.r-nvelvinev ........1,,o000000000000000000000000000000000o0000000000000000.0000000000000000.000000000000000000000000000000000000000000000000.0000000000000000000000000000000000
0

LIPMPAMPA200PAHTHEIMMBUITOPMTHiMPAHHRWAMPHIM

t.IFIEHEHHEgggggg2Z288O2282.3gggggg82'f,2g2g22SEgggEggggggSgggagggg2SE:gggSgg
12enjn1J151nnnjInnl1J511J1nSlJn5n555nn1511111n5nnnn151n5115111.15nnJ1J11n1J11111mmomm...),,,,,,,,,,,neacocotocoolcatomolcaratomcomearameogaromcomalrotneocomenenalrnir carototomenommrotncotogarnalencommoavagnioco

11011=111111011111nRIOMARB>Angill1111111111111111111111111111
(18m4h,v,,",,o4v,,g0Aiii'i?i,q8gggMAHMEMEEYAHHEUEilfillEanleAhEla
V.ggggggAggg44gggg4444444a4gr006'55,jg04:5>4>"5;:5>44g4440*4



80 ,Au.tvIvlultno.v....r.m.nu, .no.mulirluntntr.
tablmmmmm.mmmm.mmf; .mm.
WAEENE5NEii5Eii EENEiEUENLIEiEEEkE k wEEE E E EEEEEEEEEU1

gg;47. g ".;" r,'SuOrt.'"gr.

..... ovt,o,,Ln,ro...n.or-snutent-rvenrefororro..r.ranson.nni.n.-In ...... ..o.o0nr4ocrsolso.nr-ul.orenn

hi

0 MO 01.111Nr 4,111.11 NNI.1[000U1NrI.NON01NNONONna .N,V1ON.,,O,N4,... 41 .109000NPINNYINr1 OttNr.r.41,1 0000000000.100.4 000000000000000000000000,4 000000 0000000000000000000.000000000.0
0 0000000000000000000000000000000000000000000000000000000000000000000000000000
416.

0UAnOmm0m00mAw.r0m.ovelrorvro.rnm...mrrnmulowy.mmulow.0001,wrnmeo.ram.mm.ww.m.moryvw-ina,......... r+0.44., .0141,40..e..0n.-40r4r4 fargra0000.0n.. N r.s ..4.-40ra evomry ryn0.0000r4 .0Nen .nOn

hi

vAlnnnJ1nnnnllnnsssssgsssssmnssMINNNINNNINVINNNHANNINNHANNUM;h1M01288M888888882880203888010800707018038M88888228W88888M200380301018888012888882

1,..4112§§21
1111111111111115 11

188hrq ?-ggt;tvp4OAEMEHEIHM.......... "it."41"rd"'6".n

,%***.>gc>>>»*>>»>.»*gg.§>=1>g>,.5>'5'>ggg>gg*.>>>">1*1.1nn.=



Ec'e.-..p2,4744".mchT crozooso.mToosommoomo,o,m.o.mmtcnooyuchoo,zma.2:m4Aosoo mc4,0mo.ammo.a mmc,'agRUM ME4UmUEUEUEMMUMMEOM544r,'",2'g:
fr:

oo.o.,....oescoonnr 0% 0st0 .o.n..,,tnno.r.r.0% 0% .....(0 0.0.,,01(0 0....0 0n0% w0 0r:0gg,Argt.g.t.,4A.z:z0 Igt,P.

-0
wy
1.i.L1UW.A.,0,JET;g2221d18UMMU2417411M8UUMUCAl'OHMEUIMFIEHI,g2gggT,gr,gR222ggE'OgT4gg:4;:g:1221Lg'gr.:1,24FAF4F4r;71Fan

et....nnotercn.lor o co, o..ocont.no vapcocor..r.r.wooopc, corso,rker4,p 0 0 0, 0 gy p, 0 0 p MMMMM V1 IV CD (V el VD 0 ID 0 a a CO 0 n VI 0 0 VI VI a CO 0 0 0 0 0 0 001,1,r ON 0 0 0 CO CO 0 CI 0 01 0 0 0 01 monoror r mor r coor,r rcomosom
H '0° oe' oew '0° oem "oe e.o." oe. SI woe oew :e oew 'oe '0° oew woe -1 "2. 2 g g g g 2 2 2 2 g 2. 2 2. g S'g'S'ggggggggggggggggggggg

Z :1-1nnnnninnnnnn5ninJnnnJnJnnJ1nnnnnilnnnninlnnnnnilnnnlnninlnnn.isn15nnnJ



108

PROJECTED .

CLAIMANT CASE CLAIMANT DATE AGE AS HEARING LUKMAN
ST COUNTY NUMBER NAME RECEIVED OF 3/1/95 DATE CASE

WV WYOMING 95BLA00740 WEIS JIMMIE R. 2IJAN95 0029 25MAY95
WY SHERIDAN 95BLA00575 LINDBERG CHARLES 04JAN95 0056
WY SWEETWAT 9591,000014 SHIFLAR ANDREW 29FEB95 0002

QUESTIONS SUBMITTED BY SENATOR MARK HATFIELD

APPLICATION OF FAIR-LABOR STANDARDS ACT TO STUDENTS

Question: School-to-Work: Recently, representatives of the
business community shared concerns with you about the application of the
Fair Labor Standards Act (FLSA) to students participating in training
programs such as those under the School-to-Work Opportunities Act.
Specifically, they were concerned about participating in the program
because of the confusion about when the FLSA applies. You shared this
concern with the Secretary and the DOL has responded to the concerns by
providing a letter of clarification and guidance to the business
community. You should note that you believe that paid work experience
is a vital component of the program, yet you are concerned that business
participation is essential to the success of the program and may create
problems in light of the budget request that would increase funding for
the program by $150 million.

1) At the out-set, I want to commend the work of the Director of
the School-to-Work Opportunities Office, Ms. J.D. Hoye who also happens
to be an Oregonian and to thank you for providing some guidance to
the business community with regard to the minimum wage provisions
of the FLSA and its applicability to the School-to-Work program.
Mr. Secretary, would the guidelines provided by your Department permit
paid work experience?

Answer: The guidelines accommodate paid work experience. In most
cases, the paid work experience would be subject to the requirements of
the FLSA. An employer has complete discretion to convert an unpaid
training experience into a paid work experience.

As noted in the letter of clarification, student participants may
be paid stipends for expenses such as books or tools without affecting
their status under the FLSA. A stipend, however, may not be used as an
alternative form of wage payment.

Question: 2) The applicability of the FLSA has also raised
questions about the safety and health protection standards of student-
learners. I trust that these protections are not going to be
jeopardized. Is your Department working to clarify this matter as well?

Answer: If the work experience is subject to the FLSA, then the
child labor provisions of the FLSA would apply to address the safety and
health concerns for minors employed in the program. However, the
Departments of Labor and Education along with the newly formed Student-
to-Work Office, are exploring ways to protect our children even when the
FLSA does not apply. The Student-to-Work Office, with the concurrences
of the Departments, has prepared and distributed an advisory letter that
reminds School-to-Work participants of the importance of ensuring that
our children are training in safe environments that do not jeopardize
their health or wellbeing. The letter also encourages employers to
adhere to child labor laws with regard to hazardous working conditions
even when Federal and State child labor laws do not apply. (See
attachment).
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ADVISORY LETTER FROM U.S. DEPARTMENT OF LABOR
SCHOOL TO WORK OPPORTUNITIES

March 6. 1995

[Grantee Contact Person(
(Address1
[City, State, Zip(

Re: Health and Safety of Students Participating In
School-to-Work Opportunities

Dear Grantee:

Please find attached two articles reprinted from the American Journal of Public Health regarding
occupational injuries among youth. The articles underscore the critical need to build a strong health
and safety component into the design of your School-to-Work system.

The writers estimate that 5,000 youth (aged 14 through. 17) arc being treated per month in hospital
emergency rooms for occupational injuries. Lacerations, especially of the hand or finger, were the
most common type of injury incurred. Employment in retail trade accountcd for more than half of all
injuries and had the highest occupational injury rate among adolescent workers.

Moreover, despite federal and state child labor laws, the average annual rate of occupational injury
death for 16- and I7-year olds is not significantly lower than the rate for adults 18 years of age and
older (5.11 per 100.000 full-time equivalent workers compared to 6.09 per 100.000). Workers 16
and 17 years old appear to be at greater risk than adults for occupational death by electrocution.
suffocation, drowning. poisoning, and natural and environmental factors (cg; s,ruck by lightning).

In the implementation of School-to-Work programs, priority should be given to safeguarding the
holth and s'aferv of youth.

Schools should be encouraged to provide students with general awareness training in occupational
safety and health as part of the school-based learning component of School-to-Work. Students
receiving general awareness training should be sufficiently informed as to bc able to:

111 Describe the general nature and types of work-rclated health problems.

Describe thc risk factors associated with the most common jobs held by young workers.

Describe the concept of hazard control strategics and give examples

List the jobs prohibited to young workers by applicable local, state, and federal laws.

Describe ,he procedures and policies reizarding the reporting of work-related diseases and
injuries at both the state and federal levels.

In addition to the awareness training described above, employers should provide additional risk
specific training to studentsparticipating in learning experiences at the employer's work site. At a
minimum, the training should enable the student to demonstrate an understanding of the:

Specific tasks or operations associated with their learning experience which pose risks.

Proper use of tool, devices, and equipment provided to control identified risks.

Procedures for responding to any potential haza:cls the youth identifies.

Procedures for reporting illness and injury.
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Even the most effective training program does not ensure that the skills and practices learned will be
applied in the workplace. A host of factors influence the performance of workplace safety practices.
For this reason the training program must be seen a.s but one clement in a comprehensive School-to-
Work system designed to safeguard the safety and health of the students. In designing your system
you should address the following issues:,

V How will potential risks to students be identified? Who will be responsible and what
qualifications or experience will be adequate?

What information will be provided up-front to students and parcnts or guardians about
potential risks? Who will determine what is "too risky"?

V Does your written agreement between the school and employer address health and safety
issues and clearly definerhe roles and responsibilities for ensuring the safcty of thc student?

When federal or state law does not apply to a particular employer or learning experience. will
you allow a student to participate in a hazardous activity that would be prohibited if the law
applied?

Even when federal or state law does not apply, we strongly recommend that you adhere to child labor
laws with regard to hazardous working conditions. Exceptions should be permitted only under tightly
controlled situations in which safety and health of the youth arc paramount. As with exemptions from
Hazardous Orders under "student-learner" cenificates, we advise that a written agreement between the
school and employer verify that the hazardous activity is "intermittent and for short periods of time.'
In addition, the written agreement should require that the activity will be performed under the direct
and close supervision of a competent person as defined by OSHA. OSHA defines a competent person
a_s one who is capable of identifying existing and predictable hazards in surroundings or working
conditions which arc unsanitary, hazardous, or dangerous to employees, and who has authorization to
take prompt corrective measures to eliminate them.

The goal of this leiter is not to prescribe what you must do Is the design of your School-to-Work
systems. but it is intended to raise your awareness and sensitivity to (hese issues, In addressing health
and safety of students, it is our hope that the response of the School-to-Work community will be more
than the "legalistic" objective of complying with applicable laws. It is our vision that the School-to-
Work system will create exemplary models of student work experience and youth employment which
will lead to a lower rate of occupational injury for youth. We have to explore better ways of
protecting thc health and safety of working youth than merely "regulating" the work environment.

Safety and health of the student is both a challenge and an opportunity for School-to-Work to
"reinvent the system" and demonstrate a better way of doing business. We hope that you will accept
this challenge.

Sincerely,

JD Hoye. Director
Office of School-to-Work

DISLOCATED WORKER ASSISTANCE

For years you have been concerned that the primary program for
dislocated workers who are enrolled in long-term retraining receive
insufficient assistance to enable them to complete their training.
Because of this concern, you have introduced S.90, the Worker Retraining
Flexibility Act which would make the current dislocated worker program
under JTPA more flexible in providing needs-based assistance to those
whose unemployment insurance has run out after the normal 26 weeks. This
language was included in the FY '95 appropriations bill for DOL but is
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only valid for one program year. Additionally, in the Administration's
proposed G.I. Bill for America's Workers, dislocated workers would
receive a "skill grant" in the amount of $2,620 a year.

Question. Mr. Secretary, I was pleased to note that the FY '96
budget reserves $12 million from within your Title III discretionary
reserve to assist dislocated timber workers in the Pacific Northwest. I

also appreciated your support of my language last year which granted
more flexibility to states in providing needs-based assistance to
workers in training. Would you support including this language again

this year?

Answer. On July 1, 1993, the Department of Labor reserved $12
million of JTPA Title III, Secretary's National Reserve Account (NRA)
funds for timber and timber-related dislocated worker projects. An

additional $12 million has been reserved for Program Years 1994 and
1995, as well. The Department expects to continue to support programs
to assist dislocated timber workers as an ongoing responsibility under ,

the Title III National Reserve Account.

The FY 1995 Appropriations legislation which provides funds for the
Department of Labor (P.L. 103-333) contained a number of provisions
which added flexibility to the legislative requirements for Title III of

JTPA. These changes, which will take effect in PY 1995 (beginning July
1, 1995) , will provide more flexibility in designing individual
strategies to meet the needs of dislocated workers and will enable more
workers affected by plant closures or mass layoffs to receive longer-
term education or retraining due to increased access to needs-related
payments. This is consistent with Administration proposals for a
comprehensive dislocated worker system, and we would support including
this language again this year to continue the reduction in restrictions
and 'provide for greater decision-making authority at the State level.

Question. In your proposed G.I. Bill, beyond the skill grant, does
the Department propose any needs-based or income assistance to those in

long-term retraining?

Answer. Yes. States would have the flexibility to offer needs-
based payments to low-income adults, just as they do now under JTPA. In

addition, income support would be available to dislocated workers who
lose their jobs while they are participating in longer-term training.

ERISA PREEMPTION

-

Question. As you know, Mr. Secretary, a number of states have recently
passed comprehensive health care reform proposals in order to begin addressing
the goal of providing universal access to health care to their citizens.
Unfortunately, a number of states, including my own state of Oregon, have been
unable to fully implement these reforms due to the federal preemption
provisions of the Employee Retirement Income Security Act (ERISA) . While this
is a problem that will have to be addressed by Congress, what are your views
on the concerns about ERISA preemption raised by the states, and would you
support changes in ERISA that would set standards for health benefits like
those currently enforced by the Department of Labor under ERISA for pension
plans?

Answer: Sinee health reform has not been enacted at the federal level,
the states clearly have a critical role. We recognize that states that have
already adopted comprehensive health reform legislation cannot fully implement
some of their laws because ER/SA preempts state laws related to employee
benefits. At the same time, multistate bUsinesses are concerned about being
subjsect to a variety of state laws.

As you may know, the governors recently released their health policy
statement in which they stated their great desire that Congress modify ERISA
to enable states to move forward in the absence of federal reform. It seems
ironic in this climate generally favoring less federal authority and greater
state flexibility that the one exception to this trend appears to be health
care reform related issues.
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During the debate in the last Congress, the Administration plan provided
flexibility for the states, so long as they would be providing coverage for
all their citizens. We are currently evaluating our position in the new
environment and remain committed to reforms that will guarantee insurance
coverage to every American and will contain health care costs. We look
forward to working with Congress on a bipartisan basis to take the first steps
toward reaching these goals.

QUESTIONS SUBMITTED BY SENATOR ROBERT BYRD

JOB CORPS CENTER

Secretary Reich, for the record, would you please respond to the
following questions about the below-mentioned projects:

Question. Now that the construction contract for the Job Corps
Center has been awarded, please provide me with an updated report about
the scope of the new Job Corps Center, including significant milestone

-events leading to the full implementation of the project. In addition,
I would like to know how many employees will be working at the facility
initially and when the facility is complete, and what is the expected
total annual economic impact on the area, including salaries and other
purchases. Please also advise me how many students the new facility can
accommodate and how many students will be enrolled?

Answer. The construction contract for the new Charleston, West
Virginia facility calls for ground up construction of the following
buildings that will total approximately 162,000 gross square feet (GSF).

1. Admin/Medical/Dental---11,000
2. Education 10,500
3. Vocational 22,000
4. Dining/Culinary Arts 14,000
5. Physical Fitness 24,000
6. 0 & M/Warehouse 13,500
7. Reception/Security 600
8. Male Dorm 33,000
9. Female Dorm 33,000

10. Site improvements 14 Acres -- Consisting of a
mountaintop which includes: parking, roads, ballfields,
outdoor recreation, fencing, sidewalks and general
landscaping.

Design work has been completed and the construction contract has
been issued. The last significant remaining milestone is the completion
of construction in December 1996.

The construction project will employ over 100 construction workers.
Over the full course of the project, more than 250,000 person-hours of
labor will be utilized, equating to approximately $10 million in salary
and benefits.

Upon completion, the new facility will operate at the same level as
the current facility. There will be 430 training slots, approximately
140 staff. The operating contract, which excludes such expenses as
transportation, recruitment and eligibility screening, post termination
job placement, MIS operations, national level program development, and
settlement support services, will cost in the vicinity of $7.5 million
per year. An additional $500 thousand per year in cash allowances will
be paid to students while attending the center.

Question. May I have your assurances that you will continue to
keep me fully informed in a timely manner of any developments relating
to the project?

Answer. We will be pleased to keep you updated as major
developments occur.
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JOB CORPS SITE SELECTION CRITERIA

Question. I appreciate your commenting on the status of the Job
Corps program and site selection process. Can you tell us what specific
criteria you will use in this year's selections?

Answer. Congress has directed the Department to give priority to
those localities having a high level of organized community support for
a center and which are:

In States with less than 2 percent of eligible youth currently
served by the Job Corps program;

o In states which can demonstrate a high incidence of minority or
other youth unemployment;

In States that currently have two or fewer Job Corps centers and
have not recently been selected for a new center in the
Department's selection process; and

o In States with high percentages of non-urban youth.

Congress also directed the Department to give consideration to
proposed sites that will serve individuals with limited English
proficiency.

The Department will assess the facilities at proposed sites. The
assessmcint will be in terms of property acquisition costs, the cost and
suitability of existing structures and the need for, and cost of, new
construction and renovation.

Further, the Department will assess each jurisdiction's plan to use
State and local resources, both public and private, that will reduce the
Federal cost of operating a Job Corps center.

Finally, additional points will be awarded for proposed sites
located in empowerment zones and enterprise communities.

Eligible applicants for proposing sites are units of State and/or
local governments. A Federal agency may propose sites provided they are
located on public land under the agency's jurisdiction, and are
supported by State and local governments.

The following space and facilities are required for a Job Corps
center: Residential, Academic Education, Vocational Training, Food
Services, Health Care, Recreation, Administration, Storage/Support, and
Parking.

HEALTH INSURANCE SCAMS

Question: Mr. Secretary, the Department's Office of Inspector General
has reported on several instances of "fly-by-night" health insurance scams
known as fraudulent Multiple Employer Welfare Arrangements, or MEWAs.
According to the Inspector General, these schemes affect thousands of people
leaving them with millions in unpaid claims. With health care costs
continuing to rise, do you see a growing trend of small employers having no
alternative but to turn to these types of arrangements in order to keep health
insurance costs down?

Answer: Rising health care costs certainly have created conditions that
would encourage small businesses to join MEWAs to obtain affordable coverage.
Today, small employers face the highest group insurance costs. Small
businesses can face premiums that vary in price as much as 3501 from those
available to large businesses. Administrative costs eat up as much as 40
cents of every dollar that small businesses spend on health insurance
premiums, up to eight times as much as large companies. Despite these
problems, most small businesses want to provide health care coverage to their
employees. Consequently, small businesses may turn to MEWAs for such
coverage.
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However, a significant number of MEWAs have, over the past several
years, created tremendous problems for participants, employers, state
regulators and the Department of Labor. A March 1992 General Accounting
Office Report to Congress estimated that from 1988 to 1991, unpaid claims by
MEWAs totalled over $123 million and affected almost 400,000 enrollees. Since
the Department began its nationwide criminal MEWA effort in the late 1980s, it
has obtained 77 indictments and 70 convictions. During the past 3 years, the
Department has filed 18 civil MEWA cases, in an effort to recover more than
$57 million in ERISA plan losses. The Department is currently investigating
approximately 70 MEWA civil cases and 37 criminal MEWA cases.

The growth in fraudulent MEWAs has been reflected in our allocation,
over time, of additional enforcement resources to this area. We anticipate a
growing need to allocate our enforcement resources to prosecuting unscrupulous
MEWA promoters for health fraud until there is meaningful reform of our health
care system.

QUESTIONS SUBMITTED BY SENATOR HERB KOHL

Immigration Funding

Question. To follow up on my question about the immigration
initiative for the Department of Labor's Wage and Hour Division, I
understand that the border crossing fee was intended to help defray the
cost of the Administration's overall immigration efforts. It is still
unclear how the $16 million will be offset. Would you recommend that
other DOL programs be cut in order to fund immigration spending? If so,
what programs would you cut? If not, can you suggest to the
Subcommittee other offsets?

Answer. The $10.6 million requested for the Department's
immigration initiative are already counted within the totals of the
President's budget. With regard to offsets within the Department of
Labor, let me assure you that we left no stone unturned in our search
for savings. Due to our reinvention and streamlining efforts, we will
have saved 1,037 FTE and $77.8 million by FY 1996. We took these cuts
in part, to provide offsets for the high priority requests in the
President's budget proposals.

INVESTMENT IN REINVENTION FUND

Question. Thank you for responding to my question on the
reinvention and streamlining investment with a broad breakdown of the
spending for the proposal. You mention that part of the funding will be
set aside for agencies to borrow from for streamlining activities, then
paid back when savings are realized. Are you referring to agencies
outside or within the Department of Labor? Again, how would this work?

Answer. The proposal is to invest $3.9 million to capitalize an
Investment in Reinvention Fund (IRF) within the Labor Department's
Working Capital Fund. The purpose of the Investment in Reinvention Fund
is to provide a self-sustaining source of financing for DOL agencies to
invest in projects designed to produce measurable improvements in agency
efficiency and to achieve significant taxpayer savings. Amounts
available in this fund may be borrowed by any DOL agency to support
National Performance Review recommendations and for other reinvention
projects. These projects would be approved by the Secretary of Labor,
and appropriate funding provided, if it could be demonstrated that
savings would be achieved. Use of this fund would be limited to
projects which would otherwise not be funded due to budgetary
constraints. For each project, amounts borrowed would be repaid to the
fund in the fiscal year following the fiscal year in which the project
is completed. As repayments are made, new loans will be made for new
projects, achieving new savings and continually replenishing the fund.

Because of long lead times necessary for agencies to secure
funding for investment projects, they are often discouraged from making
the effort to implement new procedures and processes which would result
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in future savings. The IRF would provide a mechanism to allow agencies
to make prudent investments which would yield long-term savings.

For example, if it could be demonstrated that significant savings
could be achieved in a consolidation of functions, agencies could
request funds for "permanent change of station" (PCS) moves with
repayment to be made from future savings in office space rental costs,
with the DOL agency realizing long-term savings from the initiative.

REQUESTS FOR REINVENTION

Question. Could you provide the Subcommittee with a year-by-year
projection of the savings the $20.9 million investment would bring over
the next five years?

Answer. The investment of $20.9 million that the Department of
Labor is requesting for streamlining represents a small down-payment to
help us achieve the streamlining goals that have been identified in the
Department's streamlining plan. We are proposing the following:

$3.9 million to capitalize an Investment in Reinvention Fund to

finance agency reinvention projects in order to streamline work
processes and achieve long-term savings. Loans would be repaid from
savings to replenish the fund for additional projects.

$7.0 million to realign inefficiencies in office and organizational
structures. This money would finance one-time costs related to de-
layering organizations and eliminating inefficiencies in the structure
of Departmental regional and area offices.i

$5.6 million for additional training of1DOL staff. This represents

an investment in training to make DOL staff more versatile and empower
them with the knowledge to carry out their responsibilities in a de-
layered organizational structure.

$4.4 million for automated technologies that will allow the
Department to dispense with outdated manual systems and channel staff
time to customer service.

The President's FY 1996 Budget includes reductions of 3%, 5%, 7%
and 9% from the FY 1996 request for fiscal years 1997 through 2000. To

meet these reductions, the Labor Department will have to reduce
budgetary resources for its Worker Protection, Safety and Health and
Statistics accounts (i.e.. not including DOL's grants programs) by
$167.4 million from the FY 1996 request level by FY 2000. When one

considers that this requires DOL to absorb the effects of inflation over
this time period, the real effect is a reduction of approximately $366.9
million by FY 2000 to its Worker Protection, Safety and Health and
Statistics accounts. Meeting these reductions while improving the
quality of services offered by the Department is a daunting task. We

are re-examining our entire operation to continue to look for obsolete

programs that can be eliminated or for ways in which existing programs
can be run more efficiently or consolidated with other operations to

achieve the savings needed.

The kinds of investments in streamlining that we are requesting
will aflow us to downsize in a thoughtful, strategic manner. It is

extremely difficult to specify exactly how much money will be saved by

financing these proposals. However, we believe that these efforts will
help us continue to improve service delivery even as our budgetary

resources continue to diminish.
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SUBCOMMITTEE RECESS

Senator SPECTER. The subcommittee will stand in recess until 2
p.m., Thursday, March 9, when we will hear from the Secretary of
Health and Human Services, Secretary Shalala. Thank you.

[Whereupon, at 3:58 p.m., Tuesday, March 7, the subcommittee
was recessed, to reconvene at 2 p.m., Thursday, March 9.]
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DEPARTMENTS OF LABOR, HEALTH AND
HUMAN SERVICES, AND EDUCATION, AND
RELATED AGENCIES APPROPRIATIONS FOR
FISCAL YEAR 1996

THURSDAY, MARCH 9, 1995

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,

Washington, DC.
The subcommittee met at 2:05 p.m., in room SD-138, Dirksen

Senate Office Building, Hon. Arlen Specter (chairman) presiding.
Present: Senators Specter, Mack, Jeffords, Harkin, Bumpers, and

Kohl.

DEPARTMENT OF HEALTH AND HUMAN SERVICES

OFFICE OF THE SECRETARY

STATEMENT OF HON. DONNA SHALALA, SECRETARY

OPENING REMARKS OF SENATOR ARLEN SPECTER

Senator SPECTER. Ladies and gentlemen, the Appropriations Sub-
committee on Labor, Health and Human Services, and Education,
will now proceed.

We are honored today to have the distinguished Secretary of
Health and Human Services, Ms. Donna Shalala, here to testify.

The fiscal year 1996 budget for the Department of Health and
Human Services totals over $34 billion in budget authority for dis-
cretionary programs, which is a net increase of $2 billion, or 5.8
percent above fiscal year 1995.

The Department of Health and Human Services has also pro-
posed fiscal year 1995 rescissions totaling $51 million. Last week,
the House recommended over $1.7 billion in fiscal year 1995 rescis-
sions for this department, including a rescission of $1.3 billion for
LIHEAP.

Let me refer to the charts, which you see on display, which will
set the parameters prepared by our excellent staff, Craig Higgins,
Bettilou Taylor, and others.

The first bar chart shows the Federal budget deficits projected by
the administration through the year 2000.

As you can see, the deficits stay at nearly $200 billion annually
for the next 5 fiscal years, resulting in a $1 trillion increase in defi-
cit spending by the turn of the century.
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The next bar chart displays the major changes in the HHS dis-
cretionary budget request. HHS has requested $1.7 billion in in-
creases for the investment programs and $579 million in other in-
creases while proposing $211 million in program reductions or
eliminations.

The third chart, a line graph, displays the President's budget
projections for HHS discretionary spending proposals through the
year 2000. As you can see, the fiscal years 1997 through 2000, the
Department's outlay totals decline to $32.4 billion in the year 2000.

Now, this means that cutbacks are around the corner under the
President's program, which raises questions about the rapid build-
up in investment programs in fiscal year 1996.

The budget is, obviously, difficult. And I would repeat what I
said when we had Secretary Reich in for the Department of Labor
earlier this week, that we have a very, very difficult job ahead of
us.

I think thata mandate of the American people is to move to-
ward a balanced budget, hopefully by the year 2002.

But we are looking at very, very major proposed cuts by the
House which target your Department, Madam Chairman, at more
than a pro rata share.

I think what we have to do is find a way to target reductions.
I think the prevailing sentiment is going to be to meet a balanced
budget by the year 2002and I'll ask you for your opinion when
we come to thatbut to try to do it in accordance with what we're
going to have as majority rule here in the way which is least pain-
ful to the American people, really assessing the priorities as care-
fully as we can, not with a meat ax, but with a scalpel.

And with your talent, Secretary Shalala, I think it will be no big
deal. So we are anxious to hear from you.

SUMMARY STATEMENT OF HON. DONNA E. SHALALA

Secretary SHALALA. Thank you very much, Mr. Chairman, Sen-
ator Mack. Thank you for the opportunity to discuss the President's
1996 budget for the Department of Health and Human Services.

Our budget for fiscal year 1996 actually achieves reduetions in
spending by slowing the projected growth of Medicare and Medic-
aidand consolidating discretionary activities by cutting programs
and by streamlining the administrative structure of the Depart-
ment.

At the same time, we believe this budget wisely and selectively
invests in the future health and well being of all Americans.

Our 1996 budget requests a total of $231 billion in spending for
programs that fall under the jurisdiction of this subcommittee. Our
request for discretionary spending totals $34 billion.

Mr. Chairman, to be responsive to the demands of American citi-
zens for a government that is smaller and more efficient, we are
changing the way we do business. Let us start with Medicare and
Medicaid.

Under the Clinton administration, estimates for projected 5-year
spending on these programs have dropped $212 billion for the pe-
riod 1994 to 1998. This change marks a significant contribution to
lowering the deficit.
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This extraordinary drop is due in large part to the President's
historic deficit reduction measure and a strong economy with low
inflation, and, of course, the 1991 bipartisan legislation limiting the
use of Medicaid taxes and donations.

We have also improved program efficiency and choice for Medic-
aid and Medicare beneficiaries. And one way we have done this is
by working with Governors on Medicaid State waivers. With these
waivers, more and more States are taking advantage of opportuni-
ties to offer managed care programs under Medicaid.

Last year, Medicaid had a 63-percent increase in the number of
people enrolled in managed care, from 4.8 million in 1993 to 7.8
million in 1994. The number of older Americans choosing managed
care through the Medicare programs also grew by 16 percent, from
2.7 million people in 1993 to more than 3.1 million in 1994.

And we expect that the current rate of growth in the number of
elderly moving to managed care will continue quite rapidly this
year.

On the discretionary side of the budget, we plan to do more with
less by consolidating certain activities into performance partner-
ships.

Most notably, in the Public Health Service, we are proposing
combining 107 activities, saving an estimated $218 million in ad-
ministrative costs and more than 700 FTE over the next 5 years.

In other efforts to hold the line on spending, we are proposing
reductions in funding for 69 programs, taking them below the lev-
els approved by Congress in last year's appropriations, and we plan
to freeze an additional 57 activities at 1995 levels.

We are also reexamining the administrative structure of the De-
partment in the field eliminating some of our regional overhead
functions and returning administrative responsibilities to the agen-
cies.

Mr. Chairman, while Americans want a leaner, more efficient
Government, they will continue to expect us to promote economic
opportunity and security and to help protect their health and the
health of their children.

That is why the President's budget targets increases in a few key
investment areas that have shown significant payoffs. One of these
is Head Start. In 1990, we are requesting an additional $400 mil-
lion to improve the program quality and increase the number of
children served.

This spending is consistent with the recommendations of the bi-
partisan Head Start Advisory Committee and the requirements of
the Head Start Reauthorization Act of 1994.

With these resources, we will create nearly 7,000 slots to serve
a total of more than 25,000 children under the age of 3 in the Early
Head Start initiative.

We will also create more than 25,000 new slots for current part-
day programs. And to respond fully to the needs of working fami-
lies, we intend to expand 22,000 current part-day slots into full-
day, full-year services.

We are continuing to make strides in improving the quality of
local Head Start programs.

This budget reflects the President's commitment to children and
families in other ways as well.
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In 1996, we are requesting an additional $100 million to help
States provide safe, affordable, and high quality child care for even
more working families. These are goals we all share, and we are
making certain that our children are immunized.

In 1996, we are requesting $843 million for our childhood immu-
nization initiative, which has taken dramatic strides in building
public-private partnerships with thousands of private doctors in
this country to make sure that no child fails to be immunized be-
cause of cost or lack of access to a health care provider.

The 1996 budget also continues this administration's commit-
ment to the elderly and the disabled. Investments in the Social Se-
curity Administration and the Health Care Financing Administra-
tion will allow these agencies to do their work better, and more im-
portantly, faster.

SSA will be able to greatly improve the time it takes to process
disability claims; and additional funds will move us one step closer
to having the technology we need to handle the workload increases
projected for the turn of the century.

For those who receive assistance or Medicare or Medicaid, we are
reissuing the Medicare handbook. And we are beginning to develop
a new communications tool known as HCFA online to help them
make informed choices about their health care.

New resources directed to the Administration on Aging will go to
States to enhance home and community-based long-term care serv-
ices.

One of the most important ways, though, that we fulfill our mis-
sions to promote the health of all Americans is by committing an
additional $468 million, a 4-percent increase, to biomedical re-
search at the National Institutes of Health.

Our NIH budget balances specifically targeted research with in-
vestments in basic biomedical and behavioral research.

We have witnessed many impressive gains because of our bipar-
tisan commitment to excellence in biomedical research. Major
breakthroughs in breast cancer research include the discovery of
the BRCA-1 gene.

We recently announced the NIH-funded discovery of the first
drug treatment for severe cases of sickle cell anemia. And last year,
an NIH-sponsored clinical trial demonstrated that, when adminis-
tered during pregnancy, AZT can reduce by 67 percent the risk of
HIV transmission from mother to infant.

And HIV research involving the blood/brain barrier has led to a
better understanding of the mechanism by which infectious agents
spread into the nervous system.

These discoveries go beyond HIV though. They offer important
insights into other diseases such as Alzheimer's, multiple sclerosis,
and meningitis.

Mr. Chairman, we believe that biomedical research is ultimately
the key to winning the war against AIDS. That is why the Presi-
dent's budget includes $1.4 billion for AIDS research at the Na-
tional Institutes of Health.

But until we find an AIDS vaccine and a cure, we must also
make strong investments in the Ryan White Program which pro-
vides vital services for people living with AIDS. In 1996, we are
proposing an increase of $91 million.
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This is a critical national investment. The funds we are request-
ing for Ryan White will assure that all eligible communities receive
vital resources to help them treat people living with AIDS and HIV
infection.

Mr. Chairman, we believe these are all smart investments. They
are crucial to the future of this country, and they will achieve de-
monstrable results. That is why we are very concerned with some
of the 1995 rescission proposals, because they threaten some of our
most important efforts.

For example, over 35 percent of the proposed 1995 rescission for
the Department, $135 million, will come from programs that offer
children the chance to grow up healthy and safe, programs such as
foster care and community schools.

Then there is the $60 million rescission in rural health pro-
grams, like the National Health Service Corps and rural health re-
search, which takes us backward in our efforts to bring quality
health care to rural areas.

I am also deeply concerned about the proposed welfare legislation
that undermines values to which we are all committed, work, pa-
rental responsibility, the protection of children, and State flexibil-
ity.

We will not emphasize work without practical and effective work
requirements. We will not move people into jobs if families do not
have access to child care.

We will not have real change unless we hold both parents re-
sponsible for supporting their children; and we cannot reform wel-
fare in this country by punishing poor children for their parent's
mistakes.

We need a bold plan to end the welfare status quo and to make
sure that everybod.y who can work does so. We look forward to
working with Congress to end welfare as we know it.

What I have just described is more than a budget. It is a new
way of honoring our commitment to work for the public good. We
have made some tough choices. We feel that our choices will
produce measurable results.

PREPARED STATEMENT

We look forward to working with the committee, Mr. Chairman,
and you, and I greatly appreciate the opportunity to testify before
you this morning.

I should point out I have a lengthier testimony which I have sub-
mitted for the record.

Senator SPECTER. Thank you, Madam Secretary. It will be in-
cluded in the record.

[The statement follows:]

PREPARED STATEMENT OF DONNA E. SHALALA

Good afternoon, Mr. Chairman and members of the committee. Thank you for the
opportunity to discuss President Clinton's 1996 Budget for the Department of
Health and Human Services.

Our budget for fiscal year 1996 achieves reductions in spending by slowing the
projected growth of Medicare, consolidating discretionary activities, cutting pro-
grams, and streamlining the administrative structure of the Department. At the
same time, this budget wisely invests in the future health and well-being of all
Americans.
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Our 1996 budget requests a total of $231 billion in spending for programs that
fall under the jurisdiction of this subcommittee. Our request for discretionary spend-
ing totals $34 billion.

Mr. Chairman, to be responsive to the demands of American citizens for a govern-
ment that is smaller and more efficient, we're changing the way we do business
all of our business, from Medicare and Medicaid to public health programs to the
administration of the Department.

Let's start with Medicare and Medicaid.
Under the Clinton Administration, estimates for projected 5-year spending on

these programs have dropped $212 billion for the period 1994-1996. This change
marks a significant contribution to lowering the deficit.

This extraordinary drop is due in large part to the President's historic deficit re-
duction measures, a strong economy with low inflation, and the 1991 bipartisan leg-
islation limiting the use of Medicaid taxes and donations.

We have also improved program efficiency and choice for Medicaid and Medicare
beneficiaries. One way we've done this is through Medicaid State waivers.

We know that States are attempting to develop effective health care solutions that
meet their local needs. That's why this Administration has approved more health
care waivers than any other Administration in history.

With these waivers, more and more States are taking advantage of opportunities
to offer managed care programs under Medicaid.

Last year, Medicaid had a 63 percent increase in the number of people enrolled
in managed carefrom 4.8 million in 1993 to 7.8 million in 1994.

The number of older Americans choosing managed care through the Medicare pro-
grams also grewby 16 percentfrom 2.7 million people in 1993 to more than 3.1
million in 1994.

And we expect the current rate of growth in the number of elderly moving to man-
aged care vdll continue this year.

On the discretionary side, we plan to do more with less by consolidating certain
activities into Performance Partnerships.

Most notably, in the Public Health Service, we've proposed combining 107 activi-
ties, saving an estimated $218 million in administrative costs and more than 700
FTE over the next 5 years.

Program consolidations not only save moneyif done wisely, they allow States
and grantees to have greater control, flexibility, and accountability in managing crit-
ical services.

In other efforts to hold the line on spending, we've proposed reducing the funding
for 69 programs, taking them below the levels approved,by Congress in last year's
appropriation. And we plan to freeze an additional 57 activities at 1995 levels. We
are also reexamining the administrative structure of the Department in the field.

Some of our regional overhead functions actually will be eliminated. And some ad-
ministrative responsibilities will be returned to our agencies, reducing our FTE and
generating $24 million in administrative savings over 5 years.

Mr. Chairman, while Americans want a leaner, more efficient government, they
will continue to expect us to promote economic opportunity and security, and to help
protect their health and the health of their children.

That's why I am proud to say that this budget reaffirms the Clinton Administra-
tion's core value of putting people first. It targets increases in a few key investment
areas that have shown significant payoffsone of these is Head Start.

In 1996, we are requesting an additional $400 million to improve program quality
and increase the number of children servedas recommended by the Head Start
Advisory Committee and required by the Head Start Reauthorization Act of 1994.

With these resources, we'll create an additional 7,000 slots to serve a total of more
than 26,000 children under the age of 3 in the Early Head Start initiative.

We'll also create an additional 25,000 new slots for current part-day programs.
And to respond fully to the needs of working families, we'll expand 22,000 current
part-day slots into full-day, full-year services.

We are continuing to make strides in improving the quality of local Head Start
programs.

We've learned a very important lesson in the last 30 years: the sooner we make
the benefits of Head Start available to children and the earlier we help parents to
become capable partners in the education of their children, the stronger our families
and our country will be.

This budget reflects the President's commitment to children and families in other
ways as well.

In 1993, over 700,000 children were served through our Child Care and Develop-
ment Block Grant.
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In 1996, we're requesting an additional $100 million to help States provide safe,
affordable and higher quality child care for even more working familiesgoals we
all share. And we're molting sure that our-children are immunized.

In 1996, we are requesting $843 million for our Childhood Immunization Initia-
tivewhich has taken dramatic strides in building public-private partnerships with
thousands of private doctors to make sure that no child fails to be immunized be-
cause of cost.

In 1993, 67 percent of our two-year-olds were immunized with the most important
vaccinationsthe highest percentar tl our history. But we won't stop there.

With our request, we will make er progress towards our 1996 goal of immu-
nizing 90 percent of children under age 2 with the most important vaccinations.

The 1996 budget also continues this Administration's commitment to the elderly
and disableda commitment to provide high quality services.

Our budget request includes an additional $648 million for the Social Security Ad-
ministration. Forty percent of this will continue SSA's $1.1 billion 5-year investment
in automation. This critical investment-will improve the effectiveness, efficiency and
economy of SSA's operations, while dealing with major workload increases that are
projected for the turn of the century.

Most of the balance of the increase would support SSA's efforts to address the
rapid 4-year growth in the number of disability casescutting by one-third the
number of days people will have to wait for initial claims to be processed.

Additional funds will also be used to more than double SSA's 1994 level of effort
for processing continuing disability reviews.

For those who receive assistance from Medicaid or Medicare, we are reissuing the
Medicare Handbook and beginning to develop a new communications tool known as
HCFA on-line to help 'them make more informed choices so they can avoid unneces-
sary and often costly treatments.

New resources directed to the Administration on Aging will go to States to en-
hance home and community-based long-term-care services. One of the most impor-
tant ways we fulfill our mission to promote the health of all Americans is by com-
mitting an additional $468 milliona 4 percent increaseto biomedical research at
the National Institutes of Health.

Our NIH budget balances specific targeted research with investments in basic bio-
medical and behavioral research.

We have witnessed many impressive gains because of our bipartisan commitment
to excellence in research. Major breakthroughs in breast cancer research include the
discovery of the BRCA-1 gene. We recently announced the NIH-funded discovery of
the first drug treatment for severe cases of sickle cell anemia. And I am particularly
proud of our research accomplishments over the past two years in the area of HIV/
AIDS.

Just last week, we announced that researchers at NIH have discovered that a
minute level of naturally occurring substances known as cytokines can boost the
number of infection-fightmg cells in patients infected with the AIDS virus. This dis-
covery has the potential to greatly enhance AIDS treatment.

Last year, an NIH-sponsored clinical trial demonstrated that when administered
during pregnancy, AZT can reduce by 67 percent the risk of HIV transmission from
mother to infant.

This is a remarkable development in retroviral research, marking the first time
that we have been able to use a therapeutic agent to block transmission of the AIDS
virusor any virusrom mother to child.

And HIV research involving the- blood/brain barrier has led to a better under-
standing of the mechanism by which infectious agents spread into the nervous sys-
tem. These discoveries offer important insights into other diseases such as Alz-
heimer's, Multiple Sclerosis, and meningitis.

Mr. Chairman, I believe that biomedical research is ultimately the key to winning
the war against AIDS. That is why the President's budget includes $1.4 billion for
AIDS research at the NIH.

But until we find an AIDS vaccine and a cure, we must also make strong invest-
ments in the Ryan White program which provides vital services for people living
with AIDS. In 1996, we're proposing an increase of $91 million.

We've only recently seen signs of the extent to which the AIDS epidemic has pene-
trated our society. More than 440,000 AIDS cases have been reported since 1981,
and we estimate that more than one million Americans are infected with HIV. Fur-
thermore, we estimate that 40,000 new HIV infections are occurring every year.

Last year, nearly 81,000 Americans were diagnosed with AIDS and more than
40,000 lost their lives. AIDS is now the number one cause of death for all Americans
between the ages of 25 and 44. AIDS is spreading rapidly in women and adoles-
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cents. In fact, of the estimated 40,000 Americans who were infected with HIV last
year, one-quarter were under the age of 20.

The funds we are requesting for Ryan White will assure that all eligible commu-
nities receive vital resources to help them treat people living with AIDS and HIV
infection.

Mr. Chairman, we believe these are all smart investments. They are crucial to the
future of this country and they will achieve demonstrable results.

That's why we are very concerned with some of the 1995 rescission proposals
they threaten some of our important efforts.

For example, over 35 percent of the proposed 1995 rescission for the Depart-
ment$135 millionwill come from programs that offer children the chance to
grow up healthy and safeprograms such as foster care and community schools.

And then there is the $60 million rescission in rural health programswhich
takes us backward in our efforts to bring quality health care to rural areas. For the
past 20 years, the National Health Service Corps has been vital to our efforts to
recruit primary care givers to practice in isolated communities. The proposed rescis-
sion would cut this program by 10 percentfar below its 1994 levelwhich means
that at least 300,000 people in isolated communities will not receive care.

Rescinding funds for rural health, especially research, will hurt our efforts to de-
velop and evaluate innovative technologywhich would assure that all Americans
have access to the most current information available and to the highest quality of
care.

I am also deeply concerned about proposed welfare legislation that undermines
these American values to which we are all committed.

We do not emphasize work if we do not have practical and effective work require-
ments. We cannot end welfare by punishing poor children for their parents' mis-
takes. We cannot hope to move people from welfare to work if families do not have
access to adequate and appropriate child care.

And we cannot reform welfare if we do not hold both parents responsible for sup-
port of theii children. I want to emphasize that the President looks forward to work-
ing with Congress to overhaul our broken welfare system. We need a bold plan to
end the welfare status quo and to make sure that everybody who can work does so.

The Administration shares the commitment of the Congress and the American
people to real welfare reform that emphasizes work, parental responsibility, State
flexibility and the protection of children.

What I have just described is more than a budget. It is a new way of honoring
our commitment to work for the "public good." It makes tough choices. And it will
produce measurable results.

We look forward to working with this Committee, and I greatly appreciate the op-
portunity to testify before you this morning. I'd be happy to answer any questions.

Thank you.

RECISSION ISSUE

Senator SPECTER. Permit me to begin with the rescission issue
on LIHEAP, that has been totally eliminated in the House proposal
as you know.

What would be the impact of eliminating the Low-Income Home
Energy Assistance Program Madam Secretary, given the needs in
this area?

Secretary SHALALA. Well, these grants, essentially, go to very
low-income people to help cope with their energy bills, and in the
South with air-conditioning bills.

And a combination of what is happening there and proposed cut-
backs in other social service programs will make lean budgets
stretch even further.

But more importantly, it really is offloading on the States be-
cause it is the States that will bear the brunt of significant num-
bers of people who will not have energy assistance.

Senator SPECTER. The States will bear the brunt if they provide
it.
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Secretary SHALALA. If they can provide it. And the health system
will bear the brunt from people who are not able to pay their en-
ergy bills.

Senator SPECTER. How high a priority do you put on LIHEAP,
Madam Secretary?

Secretary SHALALA. Well, as you know, we had proposed some
cuts ourselves in the previous administration arguing that the
earned income tax credit could partially offset some of the reduc-
tions.

We have not ever proposed eliminating the program, rather bet-
ter targeting the program to high-need people and States. The Con-
gress made it very clear in the last budget that they did not appre-
ciate any proposals to start reducing LIHEAP.

So we came back with a proposal that, basically, kept it at its
current expenditure level.

Again, while this is advanced funding and cutback, it will create
problems for the individuals, for the States and for the other pro-
grams which it will put pressure on.

Senator SPECTER. Madam Secretary, turning to the proposal for
$150 million in new grants to provide relief to States facing dis-
proportionately high costs for emergency medical services to un-
documented aliens, I believe that the border States have made a
good case that it is really a Federal problem which they face on a
variety of services to undocumented or illegal aliens.

The issue of not providing medical care to children of illegal
aliens is particularly troublesome, first to the children themselves,
where it is hard to blame the children or have them as the recipi-
ents of undesirable consequences which they are not responsible
for, but also to everybody else in the community with respect to
contagious diseases.

The contagious diseases do not respect the limitation that they
cannot be passed on by children of undocumented aliens.

What is the total cost, as best you know, for those kinds of medi-
cal services? What I am getting at is: How far does $150 million
go in addressing that problem?

Secretary SHATALA. Well, it covers only emergency care for un-
documented immigrants.

Senator SPECTER. Would that cover all of the contagious dis-
eases?

Secretary SHALALA. The States indicate that it will not, and be-
cause we do not know how many undocumented immigrants there
are since they are undocumented, it is impossible for me to esti-
mate.

Senator SPECTER. Well, do we have to know how many there are
or how many are sick and come for medical treatment?

Secretary SHALALA. Well, we have some sense. But because peo-
ple who come for medical treatment in emergency cases do not nec-
essarily provide any kind of documentation, because it is an emer-
gency situation, we do not have good numbers.

From what the States tell us in their own estimates, States like
California, Texas, Florida, New York, and Illinois, make it very
clear that even the $150 million will not, in any way, take care of
costs that they are incurring for undocumented immigrants.
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Senator SPECTER. What would those costs be according to the
States' figures?

Secretary SHALALA. I do not have those with me. But I would be
happy to provide them for the record. But they are considerably
more than $150 million.

Senator SPECTER. OK.
[The information follows:]

MEDICAL COSTS FOR UNDOCUMENTED IMMIGRANTS

Accurately estimating the numbers of undocumented immigrants has always been
difficult, and assessing their costs to specific programs is even more difficult. We
contracted with the Urban Institute in an effort to obtain better estimates.

OBRA 86 required States to provide emergency medical services under Medicaid
to undocumented persons. Urban's researchers developed benchmark estimates to
assess the accuracy of seven States' cost data for these services. These seven States
account for more than 85 percent of the undocumented population. The benchmarks
represent Urban's estimate of the upper limit of the States' expected Medicaid costs.
According to the benchmarks, costs for these seven States are estimated to total less
than $219.3 to $310.5 million (for the portion of Medicaid paid by the States).

Five of these seven States had estimated their own Medicaid emergency health
costs below or near Urban's maximum estimates for their States. However, Texas
had a higher estimate, and California's estimate was nearly double Urban's maxi-
mum estimate. The total of the seven States' own estimates was approximately $445
million, of which California accounted for approximately $350 million.

Urban's researchers suggested a number of reasons to help explain the discrep-
ancies between their benchmarks and certain States' estimates. States may have in-
cluded other types of persons (in addition to the undocumented) in their population
counts. In addition, States may have included services which are required by State
rather than Federal law. Finally, a California court ruling barred eligibility workers
in that State from asking the immigration status of Medicaid applicants, which may
have led both to miscounting by State officials and to more undocumented persons
seeking services.

We have a number of methodological concerns, both with the Urban Institute
benchmark development process and with the varying cost reporting methods used
by the States. We have concluded, as Urban Institute itself did in its report, that
"unfortunately, there are no data to reliably estimate emergency Medicaid costs for
undocumented aliens."

Federal funding already covers between 50 and 78 percent of Medicaid costs, in-
cluding those for emergency medical care for undocumented fiersons. Nothing re-
quires us to reimburse the States for their share of these Medicaid costs. However,
we are aware of the financial impact of such costs on the States and we believe that,
as a matter of policy, it is appropriate for us to provide additional assistance. We
believe that the $150 million proposed in the President's budget will provide a sig-
nificant amount of additional help to those States with the largest burden of such
costs.

MEDICAL CENTERS

Secretary SHAIALA. But I haveI am trying to be very candid
here, Mr. Chairman. I have no way of analyzing whether they are
close to the mark or not close to the mark because what we are
talking about is our inability to get a fix on how many people are
in this country who are illegal.

I mean, obviously, the medical centers have some feel for who
walks in the door. We know whowhat medical centers, for in-

I stance, in southern California, are particularly impacted and what
they consider their overburden costs.

Senator SPECTER. My red light just went on, Madam Secretary.
So we will turn now, in order of arrival, to Senator Mack.
Senator MACK. Thank you, Mr. Chairman. And welcome, Madam

Secretary.
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I would like to focus my attention on CDC's breast and cervical
cancer screening program.

Secretary SHALALA. Yes.
Senator MACK. Last year, the administration proposed $75 mil-

lion for the CDC breast and cervical cancer screening program.
Congress increased that by $25 million for a total of $100 million.

Under your proposal, a total of $103 million will be available, as
I understand it, in fiscal year 1996. Your fiscal year 1996 budget
proposes to consolidate 32 CDC grant programs into 3 programs.

I would agree that these consolidations will likely increase State
flexibility and streamline Federal bureaucracy. My first question is:
When will Congress have the opportunity to review your proposal
for the distribution of this important funding?

Secretary SHALALA. In terms of how the formulathe distribu-
tion formula will work?

Senator MACK. That is right.
Secretary SHALALA. Let me see whether we have an idea. In

1996, we willeach State will receive 100 percent of the amounts
that they received in 1995. And then, the plan is in 1997, a formula
will be applied with no State receiving less than 90 percent or more
than 120 percent of the amount that they received in 1996.

So we will hold harmless the States in 1996, and we will have
plenty of time to come up and talk to you about what we want to
do in 1997-98 as part of this.

Senator MACK. Well, let me, put out on the table my concern.
There are some who believe that allocation of these funds should
be made based on poverty and poverty only.

And I would just make the case thatand I realize that I am
speaking from my State's perspective, and I am sure that each in-
dividual State will do the same thing. But, as you know, Florida
ranks third in the Nation in terms of new cases of breast and cer-
vical cancer.

Should not breast and cervical cancer instances also be taken
into consideration when allocating funds? Do you have any kind of
sense about where you are headed with respect to what this for-
mula might look like?

Secretary SHALALA. Well, we are going to develop performance
measures. For instance, one of the things you want to look at is the
percent of women over 50 who receive mammogram screening al-
ready.

I mean, we would want to look at age distribution as part of it,
which would make sense if you are particularly focused on two dis-
eases in which the incident is focused.

Since we are consolidating here the tobacco, the breast and cer-
vical cancer, the diabetes, and the disabilities in this system, we
would like to look at things like the rate of decline of smoking
among adults, among teenagers.

So we are going to have to have a set of performance measures
where we take into account the characteristics of the State.

What we are attempting to do is not huge shifts in the money,
but slightly better targeting. So we are protecting 90 percent of the
base grant, but the mix may be somewhat different for each State.
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The point here is to give the States a better opportunity to target
the resources for a variety of diseases in a way that fits for that
State.

Senator MACK. And I appreciate that, and I think that is helpful.
But I guess, at least at this stage of the game, if the formula for
how the money is going to be divided among States is strictly done
on the basis of poverty data, I would make the claim that that just
does not go far enough.

You have already mentioned that age plays a role. I would make
the case that the incidence of cancer, for example, in States ought
to be taken into consideration, not after money has been divvied up
among the States but in the process of divvying up that money.

Secretary SHALALA. I think your point is well taken that we have
to look at the population characteristics. What we have to do is, ob-
viously, reach consensus on what the appropriate measures are.

And I will take those recommendations back to my colleagues in
our conversations.

Senator MACK. Very good. And I will probably then just send you
some information with respect to this

Secretary SHALALA. Exactly.
Senator MACK [continuing]. As to our viewpoints on it as well.
Thank you.
Senator SPECTER. Thank you very much, Senator Mack.
Senator Jeffords, you are next in order of arrival.
Senator JEFFORDS. Thank you, Mr. Chairman.
First of all, I appreciate as the Senator from Pennsylvania did,

your treatment of LIHEAP.
I would just ask you: What, if any, Federal programs would be

available to fill the gap, or will it all go to the States?
Secretary SHALALA. There are now other programs for low-in-

come energy assistance in HUD though I do not know what is left
in HUD, because I have not looked at the rescissions that have
been projected in the House on the cuts in HUD.

But there have always been some low-income energy assistance
programs in the Department of Housing and Urban Development.

I would have to look at the Department of Energy to see whether
they have much of that money left. I used to, when I was at HUD
in the Carter administration, sir, know about these programs.

And they were, sort of, scattered across the Government. There
probably are some small programs in other parts of the Govern-
ment, but nothing of the power and influence of LIHEAP, which
has been a very well-funded program for some period of time.

_Senator JEFFORDS. I appreciated your increase in your funding
recommendations for Head Start. We have had some controversy
about Head Start and its relationship with the educational func-
tions and studies. But I just wish to commend you for that. And
I would hope that this committee will see the wisdom.

I am deeply concerned about educational cuts generally, that
that will, actually, increase our deficit rather than decrease it. But
I am hopeful that that will continue, and one area that I do have
some interest in, and that is the disability programs that you have.

In talking with my employers, they have found and some insur-
ers have found that early intervention in a disability situation re-
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sults in a decrease in the length of time of the disability substan-
tially.

I wondered whetherwhat program you have for giving some as-
sistance through case management or rehabilitation services, and
how fast do we intervene in those disability cases? The feeling is
that it is a long time before that happens.

Secretary SHALALA. Too long. And one of the things in this budg-
et and in last year's budget was to try to cut down significantly the
amount of time it takes us to process a disability claim in the De-
partment.

I do not know whether I have a chart with me on what our plans
are in disability. I think I brought one with me to give you some
sense of what the Social Security Administration is doing.

In 1994, it takes 97 days. These are the claims waiting times, by
1996, we will have that down to 62 days. Shirley Chater, the Social
Security Commissioner, has done a good job reengineering the dis-
ability process.

And the point here is that there is evidence, because it has taken
Social Security so long to deal with the disability claim, that people
have actually gotten sicker.

They were in worse shape by the time they got through the ap-
peals process and everything else than if we had made an earlier
decision.

And part of the reengineering is to get a more knowledgeable
person on the front end of the decisionmaking to help people get
their information through a case manager. And that has been built
into our new proposal. And we would 1De happy to send you more
detailed information.

Senator JEFFORDS. I would appreciate that because, as you know,
we are never going to get the deficit under control if we do not get
our health care costs under control, and disability is, certainly, a
health question.

[The information follows d

VOCATIONAL REHABILITATION AND EMPLOYMENT STRATEGIES FOR DISABLED
INDIVIDUALS

The Social Security Administration (SSA) has a strong focus on vocational reha-
bilitation services and other employment strategies designed to help individuals
with disabilities enter the workforce. This is a crucial effort since, historically, less
than one-half of 1 percent of the individuals who receive Social Security Disability
Insurance benefits ever leave the rolls to return to work.

We have found, however, that most individuals with disabilities have a strong de-
sire to work and we want to make sure they have the opportunity to do so. That
is why we are intensifying our effort to assist beneficiaries and applicants in making
the transition from dependence to independence.

The Social Security Act requires SSA to pay vocational rehabilitation (VR) agen-
cies for successful rehabilitation of Disability Insurance (title II) and Supplemental
Security Income (title XVI) beneficiaries. A successful rehabilitation is defined by
law to be completion of 9 continuous months of substantial gainful activity. Payment
is generally made by reimbursement. SSA estimates that 8,600 payments, a total
of $77.1 million, will be made in fiscal year 1995 and 8,600 payments totalling $79.4
million will.be made in fiscal year 1996.

SSA is working to improve the management and oversight of the current VR pro-
gram to ensure its effectiveness and that the money spent is a good investment.
Specific initiatives include:

Encouraging more use of existing work incentives by disabled individuals.
Conducting validation reviews of selected VR payment cases to assess the ap-

propriateness of the payments made to VR providers.
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Upgrading SSA's VR payment management system to handle more claims and
provide expanded management information flexibility.
Working with Rehabilitation Service Administration (RSA) and the Council of
State Administrations of Vocational Rehabilitation (CSAVR) to encourage State
involvement in the SSA VR program.
Sponsoring meetings with RSA to address common program concerns. Issues to
be addressed include recommendations to improve the quality and appropriate-
ness or referrals, information sharing and joint efforts to increase the number
of SSA disability beneficiaries accepted into the State VR programs.
Creating the Disability Update Report which is a mailer to SSA disability bene-
ficiaries to assist SSA in obtaining information as a new first step in the con-
tinuing disability review process. The mailer includes a question concerning the
individual's interest in receiving rehabilitation and other services that could
help them achieve employment. Individuals who respond positively to this ques-
tion will be referred to the appropriate State VR agency.

Updating the Disability Report (which is completed at the time of the initial ap-
plication for disability benefits) with questions to obtain an individual's specific
interest in VR services. Information on the Disability Report is used by the Dis-
ability Determination Services (DDS) to help make the determination of disabil-
ity. A positive response to the new questions on this report will help identify
individuals who are interested in VR services and therefore assist SSA in mak-
ing better referrals to State VR agencies.

Increasing public awareness through a new SSA brochure entitled "How Social
Security can Help with Vocational Rehabilitation". This brochure informs the
public about the rehabilitation opportunities available to SSA's beneficiaries.

Working with State DDS's, the State VR agencies, and the RSA on a joint task
force recommendations for improving the VR referral process so that more bene-
ficiaries will receive the appropriate rehabilitation and employment services.

Piloting project ABLE (Able B.eneficiaries' Link to Employers) in cooperation
with the Office of Personnel Management (OPM), the Department of Edu-
cation's Rehabilitation and four vocational rehabilitation agencies in the pilot
areas of Maryland, Virginia and Washington, D.C. Its purpose is to expand em-
ployment opportunities for Social Security Disability (SSDI) and Supplemental
Security Income (SSI) disability beneficiaries by linking these beneficiaries with
Federal Employers through an automated referral system.

Completing pilot studies and evaluation of Project NetWork, scheduled for final
completion (through evaluation) in fiscal year 1997. Project NetWork is SSA's
-"case management" research initiative which tests four models for providing re-
habilitation and employment services through SSA field offices.

=Presenting "Graduating to Independence," a multi-media information package
aimed at assisting students with disabilities successfully make the transition
from school to work by increasing their understanding of Social Security work

- incentives. The package includes a computer-based spreadsheet program which
allows the student to predict the effect that work and earnings will have on
monthly cash benefits.

Perhaps most importantly, SSA has established a proactive strateor team to de-
velop approaches to increase the employment of current and potential disability
beneficiaries, thereby promoting economic self-sufficiency and reducing their de-
pendence on disability benefits. The team is headed by Dr. Susan Daniels, Associate
Commissioner for Disability. Dr. Daniels' team has been obtaining information from
Federal agency partners, members of the disability community and outside experts
to obtain broad input on the problems and barriers individuals with disabilities face.

In the near future, SSA will make decisions about how best to implement future
employment strategies to help achieve President Clinton's goal of economic inde-
pendence for persons with disabilities.

ACUTE CARE

Senator JEFFORDS. I know there is being looked at the possibility
of exchanging a disability for acute care in the Medicaid area and
some of those things. And so I am hopeful that we can get some
better evidence on just what that will mean.

Just a final question with respect to case management. There is
movement toward utilization of case management with respect to
Medicaid and Medicare.
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Do you have any figures back yet as to the cost savings that can
be anticipated or the ability to keep costs under control through
changing that with a fee for service system?

Secretary SHALALA. We are just, in the last couple of years, get-
ting heavily into giving Medicare recipients choices in terms of
HMO's where they will be in a case management situation and
Medicaid recipients with a series of waivers.

We, for the first time, have some whole States that are involved
in putting their Medicaid populations into HMO's.

We do not have evaluations, we clearly are paying less than fee
for service in the Medicare Program. We are paying about 95 per-
cent of what the regional costs for fee for service would be.

There is some evidence that the HMO's are making some money
off of us. But that is because they may be taking the more healthy
elderly as part of that.

Common sense would lead one to believe that better case man-
agement, gettingputting more emphasis on prevention, whether
it is immunizations or early screenings, would, in fact, help to re-
duce some of the acute care costs. But it also means that people
will live longer.

So whether, in the long run, we will save as much money as we
hope to save, I cannot say that. Whether we will provide more
quality of life, I am absolutely convinced that if weif people stop,
you know, sort of, running around from this specialist to another
as opposed to a family doctor helping to manage their care and get-
ting in earlier for prevention, that that has to make a difference
in terms of the quality of care.

Clearly, what we are trying to do is both cost containment as
well as improve the quality of care.

Senator JEFFORDS. Thank you, Mr. Chairman.
Senator SPECTER. Thank you very much, Senator Jeffords. And

welcome to the Appropriations Committee.
Senator JEFFORDS. Thank you. It is a pleasure to be with you.

I look forward to working with you.
Senator. SPECTER. I am a little worried about what is going to

happen to our foreign policy now that you are not on the Foreign
Relations Committee, which I know you had to give up to get this
double

Senator JEFFORDS. Well, I got on the money committee over here
for Foreign Relations. So hopefully, you will

Senator SPECTER. We can all rest easier. It is nice to have you
on this committee. [Laughter.]

I noted when I came in that our distinguished ranking member,
Senator Harkin, was on the floor, I saw him on television. So I
knew he was engaged in a priority matter, and with his arrival, I
would like to yield to him at this time for any opening statement
and a round of questions.

PREPARED STATEMENT OF SENATOR TOM HARKIN

Senator HARKIN. I appreciate that very much. Thank you very
much, Mr. Chairman. I was engaged on the floor, and I appreciate
it, I will just ask unanimous consent to put my statement in the
record.

Senator SPECTER. So ordered.

3 6



132

[The statement follows:]

PREPARE1D STATEMENT OF SENATOR Tom HARKIN

Before beginning my opening statement, I first want to congratulate Senator
Specter for chairing his inaugural budget hearing as Chairman of the Labor, Health
and Human Services, and Education Appropriations Subcommittee. Senator Specter
and I enjoyed a close and cooperative working relationship when I chaired this sub-
committee, and I expect the same over the next 2 years or more.

Secretary Shalala, in your appearances before this subcommittee over the past
two years, I consistently raised the issue of our subcommittee's capacity to match
the increases for the Department of Health and Human Services' programs proposed
in the President's budget. If anything the situation has gotten worse since your ap-
pearance before our subcommittee last March.

For Fiscal 1996, the Department of Health and Human Services is requesting
$230 billion for mandatory and discretionary programs that fall within the jurisdic-
tion of our subcommittee. For discretionary programs, your Department is seeking
$30.9 billion, or a 4-percent increase over last year's levels. Included in that budget
is a 10-percent increase for the President's investment programsincreases of $400
million for Head Start, $90 million for Ryan White, $150 million for immigrant
health care, and $467 million for the National Institutes of Health. Overall, the
President includes a hefty $3 billion increase for all the programs within our sub-
committee's jurisdiction.

Our ability to match the President's budget requests depends on two
factors * * *. Whether Congress accepts the overall discretionary spending levels
assumed in the President's budgetand whether Congress approves the $9 billion
reduction in military spending for 1996 proposed by the Administration. I don't need
to tell you, Madame Secretary, that in the aftermath of last November's election,
with the new leadership in the House, it's highly unlikely that either of these budg-
etary assumptions will be agreed to.

The result will be less money for this subcommittee, and fewer funds for Labor
Department programs. Last year, I equated the problem to fitting a size 12 foot into
a size 9 shoe. This year, that shoe will shrink several sizes smaller.

As Senator Specter pointed out, the squeeze gets even tighter in the outyears, ac-
cording to the President's own budget. The question is how can we maintain the
President's proposed increases for his investment programs while cutting discre-
tionary spending by 9 percent by the year 2000. I look forward to your answer to
that question.

We'll need your assistance over the next year in ensuring our subcommittee the
highest allocation possible, so that we can both preserve the 1°resident's investments
as well as appropnations for other programs in our bill.

As always, Madame Secretary, I look forward to hearing your testimony and
working with you throughout the appropriations process.

REDUCING EXCISE TAX ON VACCINES

Senator HARKIN. In deference to my seniors here to my right, I
will await my turn in questioning.

Senator SPECTER. I thought that was Senator Bumpers. Oh, yes.
Senator HARKIN. As long as he does not take half an hour.

[Laughter.]
Senator SPECTER. It looks like he is going to take you up on your

generous offer.
Senator Bumpers.
Senator HARKIN. He knows a good deal when he sees it.
Senator BUMPERS. Thank you, Senator Harkin.
Thank you, Mr. Chairman.
Madam Secretary, welcome to the committee.
Secretary SHALALA. Thank you.
Senator BUMPERS. I notice you are reducing the excise tax on

vaccines. I had not checked on this recently, but I was just told
that we now have $840 million in the vaccine injury compensation
fund.
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How much are you reducing the excise tax? What is the current
tax and what new level are you proposing?

Secretary SHALALA. OK. Let me get those answers for you.
The reason we are reducing it is, obviously, our actuaries have

told us that we can reduce the tax because there have not been as
many claims, and they are projecting that there are not going to
be as many claims. So it is a pleasure to be able to reduce

Senator BUMPERS. I do not expect you to have, the precise details
on this, and I have not looked into this issue in some time. But I
was just curious when I saw how well we are doing with the fund.

Secretary SHALALA. We now know that based on experience, that
the 1988 rate, which is when the rate was set, can be reduced by
about 50 percent.

Senator BUMPERS. What is the excise tax now on DTP vaccines?
Secretary SHALALA. I guess the high balance was 809.
Senator BUMPERS. Do you know what it is for
Secretary SHALALA. Oh, I see. It is on DTP, it is $4.56. On oral

polio it is 29 cents. As you know, there are
Senator BUMPERS. DTP is the big one, and you are going to re-

duce that $4-something to $2-something. You said by 50 percent.
Secretary SHALALA. We have more incomewe can cut our in-

come by 50 percent. So I do notI have to look exactly what we
are doing to that tax.

Senator BUMPERS. You do not know how much
Secretary SHALALA. We actually have not decided on the precise

method for the reductions. But we are collecting 50 percent more
than we need to. So we are going to work our way through those
taxes.

Senator BUMPERS. OK.
Secretary SHALALA. I think it is good news, Senator, too, that
Senator BUMPERS. It is. It is wonderful. It is very good news, and

I am very pleased to hear that.
Now, in that connection, you will recall that before we estab-

lished the vaccine injury compensation fund, some pharmaceutical
companies imposed their own surcharge.

And they did that for several years before we got the fund in
place. I believe they continued to collect it for some time after we
put the compensation fund in place. Do you have any idea whether
they are still charging that surcharge? And if they are not, do you
have any idea what happened to the money they collected?

Secretary SHALALA. I do not. But I certainly will ask and provide
it for the record.

[The information follows:]

LIABILM SURCHARGE ON VACCINE PURCHASES

Leder le-Praxis Biologics, Inc., used to separately identify a liability surcharge
when conducting contract negotiations with CDC for the purchase of DTP vaccine,
but after 1989 this separate designation was not made. No other manufacturer with
whom CDC has contracted for the purchase of vaccines has separately designated
a liability surcharge.

The Department is in the process of contacting the manufacturers of vaccines to
seek information on the surcharges that were added to the price of vaccines prior
to the establishment of the Vaccine Injury Compensation Trust Fund in 1989. Once
we receive this information, it will be provided to the Committee.
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TRUST FUND

Senator BUMPERS. Do you think that is a legitimate inquiry?
They always told me they were putting funds aside in a trust fund,
to pay for claims that were filed against them back when they had
the sole liability

Secretary SHALALA. Right.
Senator BUMPERS [continuing]. For vaccine injuries. We have

now taken that off their hands with the Vaccine Injury Compensa-
tion Program.

And I will be quite frank with you: I just do not want those funds
dumped into the net income category when the statute of limita-
tions has run on claims.

Right now, they have a very legitimate argument in saying,
"Look, we may have a few million left in that fund. But we still
have claims outstanding."

And I just want them to know that I have not forgotten it.
Secretary SHALALA. I will ask them, Senator, and tell them that

you told me to ask.
Senator BUMPERS. Now, one other questionI did not realize we

were on a 5-minute time limit here. That does not give us much
time.

But there is one other question I wanted to ask you, and that is:
I am becoming increasingly convinced that we may have more
money allocated this year for vaccine purchases than we are going
to need.

In 1992, we had $158 million in the vaccine purchase fund; and
this year, 1995, $534 million. That is better than a 300-percent in-
crease in a 3-year period of time.

And let me say that this Appropriations Committee is not inter-
ested in appropriating any more money than we have to. We want
to be sure we have enough money for the VFC program and the
317 program for the vaccine purchases.

But I am absolutely certain in my own mind that this is more
than enough to take care of all of the vaccine we are going to need
this year.

And if I may, if you will indulge me, Mr. Chairman and Senator
Harkin, we all know that our problems continue to be the same,
year in and year out, in increasing immunization levels. -

We know that the providers who see high-risk children time and
time again during each year simply are not immunizing them.

You say you have got thousands of new doctors enrolled in the
VFC program. And I would like to think those are doctors who
have not been involved in Medicaid and public health clinics in the
past, that they are actually new doctors who are willing to get into
the VFC program.

My point is this: We know that we have a national coverage rate
of 67 percent.

Secretary SHALALA. Yes.
Senator BUMPERS. We have got 33 percent who are not fully im-

munized. And we all know that those 33 percent are high-risk chil-
dren living in concentrated areas of poverty, for the most part.

And we also know that the providers in this country have not
done a good jobI am talking about some very high-priced pedia-
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tricians who are not immunizing children even in the private sec-
tor.

And what I want to know is: What, if anything, are we doing
now to address that which continues to be our,No. 1 problem? You
state there is $177 million in this request for outreach, infrastruc-
ture grants, education and so on.

How do you propose to spend that to reach this high-risk group?
Secretary SHALALA. There are a number of things going on. First

of all, two-thirds of the States are now in the vaccines for children,
delivering vaccines directly to private doctors.

We have a huge enrollment now ofand I have the private sites
enrolled, which could be an HMO center with a lot more than one
doctorof 21,012.

We have a significant commitment from the managed care indus-
try which has long had an interest in doing immunizations on the
front end. They admitted, as did the pediatricians, that they have
not been asking. They are now.

And so, this large enrollment of private doctorsand part of the
deal with the private doctors is not a lot of paperwork for them to
be part of this effort, combined with rebuilding the infrastructure
which you have emphasized appropriately for better hours and
more information and more outreach of the public health clinics,
more involvement by the States.

South Carolina now is the No. 1 State in the country in terms
of immunization. The Governor took an interest and put the coali-
tion together to get both the private doctors as well as the public
doctors.

And our intention is to use that money, again, to extend hours,
to do the kind of outreach but to make sure we have a system in
placeit does us no good to do a one-shotbut to make sure we
have a system in place.

This public-private partnership is the critical part. And almost
all of the States now are deeply into getting the private sector to
be part of the coalition.

Senator BUMPERS. Thank you, Madam Secretary.
Thank you, Mr. Chairman.
Senator SPECTER. Thank you, Senator Bumpers.
Senator Kohl.
Senator KOHL. I thank you very much, Mr. Chairman.
Secretary Shalala, we are very pleased to have you with us

today. I would like to just touch on four questions.
Secretary SHALALA. OK.
Senator KOHL. The first is on LIHEAP. I know that Senator

Specter touched on it. Unfortunately, I was not here when you re-
sponded.

Are you saying that the administration and your Department
will fight hard to continue the present level of funding for LIHEAP
in light of what the House is intending to do, or is this something
that is less important on your priority listI ask because, as you
know, you did cut LIHEAP last year by almost one-half. And then
we restored it.

Secretary SHALALA. Right.
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Senator KOHL. And now the House is intending to cut it entirely.
Are you saying this is high on your level of priorities, or is it some-
thing less?

Secretary SHALALA. Senator, I reported back to the President and
the Office of Management and Budget that I had marks on my
back from last year's discussion about our attempts to reduce the
program.

And, therefore, you will note that the President restored and put
in full funding for the LIHEAP Program for this year. It is in the
President's budget. And I am here to tell you that we do support
the refunding of LIHEAP and oppose elimination of the program.

Senator KOHL. Good. But there are levels of commitment, you
know, to everything in life. Is your level of commitment, on a 1-
to-10 scale, are you up near 10 oryou understand our concern be-
cause at one point

Secretary SHALALA. Right.
Senator KOHL [continuing]. For reasons that I am sure were jus-

tifiable to you, you did cut it almost by one-half.
Secretary SHALALA. We intend to reestablish our credentials this

year, Senator.
Senator KOHL. All right.
Secretary SHALALA. So you will see us out lobbying for it.
Senator KOHL. All right. Very good. Madam Secretary, I want to

talk for just a moment about programs like LIHEAP, Senior Meals
and Child Nutrition Programs which the House is putting into the
guise of the welfare programs and trying to do something other
than continue with these programs.

Now, our arguments and discussions about how to handle wel-
fare programs is one thing. But these other programs are not wel-
fare.

How are we going to continue to provide services these programs
covered if we use their funds for welfare reform? Do you see that
it is essential to maintain funding for these programs, or do you
think it is possible that we should allow discussion of funding for
these programs to be handled as we may be handling welfare re-
form?

Secretary SHALALA. We intend to fight for these programs. We do
recognize that we need to streamline the programs to make sure
there is not fraud or abuse in the programs. We have recently
strengthened the nutrition guidelines for school lunch, for example.

We have been strong supporters of the Meals on Wheels Pro-
grams which are, basically, run with volunteers in this country. It
is a huge volunteer effort.

We believe that a child'swhether a child is hungry or not ought
not to be determined by geography or by thewhether a State can
make the effort to feed their children, that it is athere is a na-
tional purpose here and a national need. And there ought to be na-
tional nutrition standards and national funding.

It is the most fundamental safety net this country has. And it
very much defines us as a people on whether we have programs
available for our most vulnerable citizens for feeding purposes.

Senator KOHL. All right. Thank you.
Secretary Shalala, I would also like to ask you about Medicare

Select. The administrator of the Health Care Financing Adminis-
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tration, Bruce Vladeck, has urged Congress to slow down on legis-
lation extending the Medicare Select Program which is now in
about 15 States.

Medicare Select, as you know, is an effective managed care pro-
gram that meets supplemental health insurance needs of over
26,000 elderly residents in Wisconsin and all across these 15
States.

I have heard nothing but good things about this program, Sec-
retary Shalala, from beneficiaries and from participating health
plans in Wisconsin.

So I am interested in knowing why the study that was due to be
completed about 2 months ago has been delayed? Can you en-
lighten us on Medicare Select and your interests?

Secretary SHALALA. We have supported an extension of the Medi-
care Select demonstration for 6 months, and let me explain the rea-
son for that.

Medicare Select was set up under OBRA 90. And the evaluation
for Medicare Select, though, was delayed. In fact, we got it started
1 month after we arrived. The evaluation is just being completed.
We will have it some time late this summer.

Our preference is to wait for what the evaluation tells us about
strengthening the program to give that report to Congress, and
then toif Congress wishes to write the legislation based on what
the evaluation tells us in terms of strengthening the Medicare Se-
lect Program.

We have very little to say other than our concerns about
consumer protection until we see the results of that evaluation. It
is 3 years delayed because it did not get started until after we ar-
rived.

And, therefore, we support the extension of the program for 6
months. We want to bring you the evaluation, and then, we are
prepared to sit down and say what changes we think need be in
the program.

So do not interpret our position as being opposed to Medicare Se-
lect, rather, wanting to be helpful and make decisions based on an
evaluation.

Senator KOHL. All right.
I thank you, Mr. Chairman.
Senator SPECTER. Thank you very much, Senator Kohl.
Senator Harkin.
Senator HARKIN. Thank you very much, Mr. Chairman.
And again, welcome Madam Secretary.
I also want to congratulate again for this subcommittee, Senator

Specter for assuming the chairmanship of the subcommittee. We
have had a very close working relationship in the past, and I know
that we will continue to have that close working relationship.

Madam Secretary, again, I also want to thank you. A couple of
years ago, we asked your Department for waivers to the State of
Iowa to implement a welfare reform program. Your Department
came through in record time with the waivers. We instituted it.

I thought I just might let you know that it is working well. As
a matter of fact, I keep talking about the Iowa Welfare Program
whenever I can.
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And I, kind of, feel like we are the Rodney Dangerfield of the
welfare reform movement in America. We are doing everything
right. It is working. But we do not get any respect. [Laughter.]

In about 1 year and 3 months, the number of people on welfare
working in Iowa has gone up 72 percent.

We now have a higher percentage of people on welfare working
than any State in the Nation. The average cost per case has gone
down about 10 percent. So it is working, and I just wanted to let
you know that it is. I hope that those in your Department that are
looking at welfare reform will take a look at Iowa and forget about
Wisconsin for a while and what they are doing up there. [Laugh-
ter.]

But also, I want to commend you for the Department's request
for the National Institute of Health. As you know, that has been
a special interest of mine for a long time.

Although the 4.1-percent increase is modest when compared to
the biomedical inflation rate, it is still hefty compared to the rest
of the discretionary spending.

But my concern, Madam Secretary, is much in line with Senator
Specter's, and that is, with the out-years. And we are working in
the out-years. The President's proposed NIH budget in the out-
years, 1997 to 2000, projects reductions of 3, 5, 7, and 9 percent
in the years 1997, 1998, 1999, and 2000.

The President's budget projects that NIH, in the year 2000, will
sustain a $1 billion reduction from the fiscal year 1996 budget re-
quest of $11.7 billion.

In response to this information, Senator Specter, Senator Hat-
field, and I sent a letter to NIH Director Varmus requesting that
he account for how NIH would absorb this reduction.

It is my understanding, Madam Secretary, that in preparing the
out-year projections for its budget, the administration prioritized
discretionary programs.

High priority programs, such as the President's investments,
were essentially straight-lined. Lower priority programs sustained
reductions from their 1996 base.

What I find curiousand I ask Senator Bumpers for his atten-
tion because I know he is interested in this, toois although it is
considered one of the President's investments and, therefore, prior-
ity programs, the 1996 budget lost that protected status when the
administration calculated its 1997 through year 2000 budgets.

Documents from OMB divide the President's investments into
two categories, protected and unprotected. Within HHS, Ryan
White, Head 'Start, immunization, and your own immigration ini-
tiative are all 'protected investments, while NIH is the only unpro-
tected investment at HHS.

I just might say to Senator Bumpers: I do not want to ruin your
whole day, but the space station is also protected, but NIH is not.
So there you go, I have ruined your whole afternoon. But the space
station is not in this Department. But nonetheless, it has

Senator BUMPERS. Well, we have food stamps. So we can keep
the space station going.

Senator HARKIN. But it has got protectedwell, I just wanted to
know, Madam Secretary, if you were aware of this division of Presi-
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dential priorities. We got this from documents that we got from
OMB.

If so, who made this decision that in all of HHS, that NIH would
be unprotected?

Secretary SHALALA. Well, the Presidentlet me say two things
about the documentation that you received from OMB which is cor-
rect in what has been put in the budget, but is not correct in terms
of decisionmaking that has yet to take place.

The President narrowed down, for the purposes of this budget,
the number of investment priorities that he had.

Simultaneously, that did not mean that he ignored proper and
appropriate increases in important parts of the Government, like
the National Institutes of Health, nor does the exercise, the 3-,
5-, 7-, and 9-percent exercise, which is represented in that number,
in the $32.4 billion number mean that the National Institutes of
Health will take a 3-, 5- 7- and 9-percent reduction.

In fact, that is what I will need to do for the entire Department.
I have not asked Dr. Varmus, for example, to give me his budget
at 9 percent less.

What I havewhat I will need to do within the Department is
to make priority decisions; so that you should not read those num-
bers as some internal decision by me or by the President to reduce
NIH by that amount.

Senator KOHL. Well, I would hope in that regard then, that we
could get NIH back into the protected status.

Secretary SHALALA. Yes.
Senator HARKIN. Now, I do not know what protected and unpro-

tected really means. But I have a sense of it. I have a feel for what
that means.

Secretary SHALALA. Yes.
Senator KOHL. And what it means is that it is going to come

later on. But the protected, they get the first slice. And NIH comes
later. So I would hope that

Secretary SHALALA. Senator, I think nothing is off the table, in
the kinds of reviews we are going to need to do as we try to get
control of and reduce the deficit over time and get the budget into
better balance.

What the leaders of the Government, working with Congress,
will need to do is to select those things that are our priorities.

If you look at our track record, I think we have done a good job.
We have tried to protect the bench scientists, our investment in ex-
tramural research. But there are some things that I will be asking
NIH to look at, their administrative costs, the amount of staffing
that they have for their clinical center.

Since I ran a public institutionand many of the leaders in the
Department also ran public, major American academic health cen-
terswe have some feel for what the administrative or what appro-
priate administrative costs a first-rank health center would have,
without hurting the science itself.

So I think to be fair to us, we need to take a look at our entire
administrative structure in the Department and make sure we do
not have too many personnel people, for example, or our ratios are
not out of line in terms of what a clinical center ought to have in
terms of staffing.
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not out of line in terms of what a clinical center ought to have in
terms of staffing.

And I believe we can do some of these things without harming
what is an extraordinary investment in our scientific infrastructure
in this country.

Senator HARKIN. I see my time is up. But if I can just follow just
one aside now: Are you saying that you have initiated or are about
to initiate some top-to-bottom review of the structure of NIH?

Secretary SHALALA. We areDr. Varmus has instituted a top-to-
bottom review of the National Institutes of Health as part of the
reinventing government initiative. He did it on phase 1 and is
doing a number of things.

We are doing it on phase 2, and will be reporting on that some-
time late this spring. Again, we are looking at administrative struc-
tures, as we are our field structures at HHS.

In saying that, I am not saying that I am changing the names
of the Institutes or anything. But we are looking at our administra-
tive structures in the National Institutes of Health as well as in
the public health service, in HCFA, in my own office.

Senator HARKIN. Well, that is fine. I applaud that, and it ought
to be done in every agency, and certainly, NIH should not be im-
mune from that.

But I would hope that, as you look at that, that you alsoand
I know you willtake into account the decrease in the percentage
of grants that go out that are peer reviewed.

The peer review grants that go out that are approved, that are
actually getting funded, that has fallen, if I am not mistaken, I
think to an all-time low. I think it is to an all-time low right now.
After all, I may be mistaken, but

Secretary SHALALA. Senator, the reason we have
Senator HARKIN. But if I might just finish. That has come down.
Now, if you say, "Oh, well, OK. Now we are going to take and

see how we can tighten down on the administration and all of
that," which is fine, to save some money if we are going to accept
the level at which we have fallen in terms of funding grants that
are approved, that are peer reviewed. Then I do not think that is
acceptable.

I mean, I do not mind you cutting down on the administrative
costs and streamlining everything. But we have got to have some
way of getting the number of grants that are funded back up again.

Secretary SHALALA. Well, Senator, I do not disagree. Unless we
have a steady rate of funding for the scientists in this country, in
the universities, at the NIH's own campus, then we will have a dis-
incentive for the new generation of scientists that are coming on
line.

Senator HARKIN. Precisely.
Secretary SHALALA. To do that, I have to make certain, and

working with all of you, that we are not over funding some of the
bureaucracy in the agency at the expense of a combination of in-
vestments.

When I talk about taking a look at the bureaucracy, I want to
do that because I want to make sure we are not spending money
on bureaucracy as opposed to getting money out in terms of grants,
and it is high time that we tightened down.
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We have tightened down on indirect cost rates in this country for
the universities themselves. And we need to make sure that we are
not spending extra dollars on administrative infrastructure that is
unnecessary andrather than protecting the quality of our invest-
ment directly in the bench scientists.

Senator HARKIN. I will get around to my second roundI want
to follow up on that one more time. But I will

Senator SPECTER. Senator Harkin, we will come back to you. I
wanted to ask a question or two because I am going to have to ex-
cuse myself for 1 minute or 2. Madam Secretary, let me pick up
on a topic that you had raised about increasing managed care on
Medicaid.

Secretary SHALALA. Yes.
Senator SPECTER. You noted an increase of 63 percent, which

leaves me with the question as to whether there might not be a
very substantial increase because the figures are still low.

Secretary SHALALA. Yes.
Senator SPECTER. But how about managed care on Medicare?

During the administration of your predecessor, Secretary Sullivan,
I made an effort to have managed care picked up on Medicare.

But the estimates are rather conservative, even with very well
managed care proposals, that you can save as much as 20 percent
on managed care. Why not do more with Medicare?

Secretary SHALALA. We are, in fact, doing that, Senator. We now
have-75 percent of the Medicare recipients in this country have
access to managed care. We have, as you know, protected their
ability to choose

Senator SPECTER. Well, that does not answer the question. How
many are using managed care?

Secretary SHALALA. Twelve percent are currently using managed
care. It is increasing at something over 1 percent a month, which
means we are rapidly moving into managed care with the Medicare
population. The total penetration in the country is about 30 per-
cent.

Senator SPECTER. Do you accept the conclusion that managed
care has the potential to save up to 20 percent and still do a good
job?

Secretary SHALALA. I do notI cannot conclude that yet, and let
me tell you why I cannot. It is because right now, we are saving
about 5 percent compared to fee for service in areas where people
where we have contracts with managed care providers.

There is also some evidence that the people that are going into
managed care and being recruited for managed care are the
healthy part of the elderly population.

What we are talking about is a high risk population, the elderly
and the disabled, which the managed care industry has very little
experience with.

We hope that managed care will, in fact, save us money in the
long run. If we did not believe that, we would not have moved so
rapidly into managed care.

We, also, are working very hard on a PPO option, so that there
is another choice, too, for the elderly.

Let me,give you some senSe of how people are moving into man-
aged care. In areas where there is heavy penetration of managed
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care, Portland, OR, for example, where there is a lot of participa-
tion in managed care, in that area, the elderly without a lot of in-
centives from the industry itself, without drug benefits, without re-
ducing the amount of cost sharing, are moving quite rapidly into
managed care because they are familiar with it, members of their
family are in it, they have some feeling about the industry.

In a place like Miami, FL, where you have large numbers of el-
derly, even where the managed care industry has offered people
free drug benefits, no copayments and enticed them in, there has
been a wariness among senior citizens for moving into managed
care.

And all I am saying is that we are trying to do everything HCFA
can to encourage people into managed care, to encourage the man-
aged care industry.

We are, actually, working with the industry to make certain that
people have choices and that they can make the packages as attrac-
tive as they can.

Senator SPECTER. Before the red light goes on, let me ask you an-
other question. Cardinal O'Connor recently made a very impor-
tantwell, he makes a lot of important statements, but he made
one with respect to the cut on welfare with respect to promoting
abortion.

And we are right in the middle, as you know, on all sides of wel-
fare reform, whichI think there is a consensusneeds substan-
tial improvement. Have you noted Cardinal O'Connor's statement?

Secretary SHALALA. Yes; I have, and the point that the Cardinal
was making is that if we cut off teenagers who have children from
cash assistance, if we refuse to give extra payments to women who
have children while they are on welfare, and essentially punish
those who make a decision to have a child financially and provide
that kind of an incentive, he believes that that will lead women to
make a decision not to have that child. And in his words, that deci-
sion is immoral. He said

Senator SPECTER. What is your judgment
Secretary SHALALA [continuing]. The incentive is on the other

side.
Senator SPECTER. Just a minute, Madam Secretary. What is your

judgment on that?
Secretary SHALALA. I believe, No. 1, that the Cardinal's point of

view must be respected and, second, that provisions of this nature
that deny assistance to children are inappropriate.

We have argued strongly against cutting off benefits and punish-
ing children who are born to mothers other thanunder 18, as op-
posed to having those mothers live with an adult, providing them
with services and cash payments to that adult to provide for that
child.

Senator SPECTER. Do you think that Cardinal O'Connor is correct
that abortions will be promoted?

Secretary SHALALA. I do not know the answer to that question.
But it is clear that we are limitingthat we are asking a young
womanand I, in no way, condone her getting pregnant in the first
place or the young man that participated in the act in which the
pregnancy occurredthat without resources, that young woman is
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faced with choicesand one of the choices is, indeed, having an
abortion.

We have no clear evidence, because we have never been in a situ-
ation in which this country has made a decision to cut off from
cash assistance teenagers who havewho make a decision to have
a child.

I would not want to take the risk, any more than the Cardinal
would, that we would limit the choice of that young woman. Those
of us that believe in choice believe that we should make abortions
as rare as possible at the same time.

Senator SPECTER. Thank you very much.
Secretary SHALALA. You are welcome.
Senator SPECTER. Senator Bumpers.
Senator BUMPERS. Thank you, Mr. Chairman.
Just to pursue that, Madam Secretary, a moment: This is just a

gratuitous statement. I happen to believe that it is not likely to en-
courage abortions.

But I do not intend to vote to cut these young girls off because
I do not think it is humane to do it. I have the utmost respect for
the Cardinal, and he is entitled to his opinion.

I cannot believe that that is going to encourage youngsters to
have abortions. I could conjure up a whole host of cases that are
more likely to encourage abortion than this would.

But the reason I oppose it, as I said, is that I just do not believe
it is humane.

Secretary SHALALA. Yes, sir.
Senator BUMPERS. I am one of the few people who think it is very

rare that women have babies in order to get more money from the
welfare system.

But let me ask you a related question. As you know, the House
voted the other day to curb very seriously the payments of cash to
the parents of dysfunctional children.

I agree with part of that. I do think that we should be providing
services more than cash because in my State, we have documented
case after case where parents have trained their children to feign
retardation and dysfunctional symptoms.

But last year, I waged a futile fight over something that I feel
very strongly about and lost. And that was: We have granted waiv-
ers to a lot of States to experiment with giving cash to food stamp
eligible persons rather than food stamps.

To me, that is the height of lunacy. I have no qualms about giv-
ing people cash where cash is the best thing to solve the problem.
But we give people food stamps because we made a conscious policy
decision many years ago that we did not want to see anybody hun-
gry, particularly children, in this country.

Somehow or other there is an idea afoot in this country that it
is demeaning to require people to go into a grocery store and buy
groceries with food stamps rather than cash. And I do not mean
to demean poor people.

But I can tell you if the cable company is coming to cut your
cable television off just as you happen to get a voucher instead of
food stamps, I think the cable company is going to get their $30
or $60 or whatever it is, and that the children are going to go with-
out food.
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Every study we had last year showed that the grocery sales
dropped when food stamps were converted to cash. In one jurisdic-
tion that had a high poverty rate in Alabama grocery sales dropped
20 percent. The Food Stamp Program is supposed to provide nutri-
tion, but children are suffering as a result of these cash-outs.

And I would like to stop that before it grows. Do you have any
feelings about that?

Secretary SHAIALA. Well, we have been very reluctant, as the
Department of Agriculture has been, to cash out food stamps. We
have allowed it, I think, in a couple of cases where we have been
trying demonstrations to see what difference it makes.

The Food Stamp Program has had some fraud in it. We ought
to admit that. But we ought to clean up the fraud in the program.
And we have been working with an electronic benefit transfer sys-tem

Senator BUMPERS. Yes; it is working pretty well.
Secretary SHALALA. In the States where it is started, it seems to

be working pretty well. We needwe have some cleaning up we
need to do in the program.

And our preference was to proceed along those lines to protect
the hunger safety net in this country. Do you want a response on
the disabled children, because it is in my bailiwick? I--

Senator BUMPERS. Let me ask you another question quickly and
then return to that. The vaccine purchases here of over $500 mil-
lion, how much of that is haemophilus influenzae? And how much
of it is A and B? And how much of it is hepatitis B?

Secretary SHALALA. I will have to get that answer for you. Does
someone have it with them?

Senator BUMPERS. It is not a large number, is it?
Secretary SHALALA. We probably do not have it with us. We do

not have it with us.
Senator BUMPERS. Would you get that for me, please?
Secretary SHALALA. We absolutely will, sir.
[The information follows:]

HAEMOPHILUS INFLUENZAE

Based on estimates of need provided by the States, the amount of funds that will
be used for haemophilus influenzae type b (there is no vaccine for haemophilus
influenzae type a) will range from approximately $6.3 million to $28.9 million for
Section 317 purchases and approximately $14.6 million to $106.6 million for VFC
purchases. A range is provided because of the availability of single antigen Hib vac-
cine and the combined DTP/Hib vaccine to protect against haemophilus influenzae
type b disease.

The combined DTP/Hib vaccine is much more expensive than the single antigen
Hib vaccine ($14.41 per dose on average versus $4.17 per dose), but protects against
four diseases and reduces the number of injections a child must receive. The States
estimate that approximately $20.5 million will be spent on Section 317 pediatric
hepatitis B vaccine purchases and approximately $79 million will be spent on VFC
pediatric hepatitis B vaccine purchases.

DISABLED CHILDREN

Senator BUMPERS. Now, let us return to the disabled children.
Secretary SHALALA. There has been a lot of criticism because of

the Zebley decision about disabled children and the definition of
disability because there has been a rapid increase in the number
of children receiving SSI.
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There has also been concern about other people with disabilities,
alcoholic and drug abusers, and Congress took some action last
year.

But on disabled children, in the Social Security legislation, set-
ting up the new Social Security independent agency, Congress
asked me to appoint a panel by January 1, which I have done,
which is chaired by former Congressman Jim Slattery, which will
report, I hope, a little later, hopefully before summer.

They are looking very quickly because there is a lot of activity
going on, and take a carefUl look at the definition. We have not
our inspector general has not found fraud in the system, though I
am well aware of the Arkansas reports.

But they are to review how we work with disabled children and
whether the SSI payment is the appropriate payment and what the
definitions are. And then reporttheir report, actually, is not to
me though I appoint them, but to Congress.

And Congressman Slattery will be back to Congress with a re-
port. It is a bipartisan group, some experts, citizens, parents that
are looking very carefully at the program for all of us.

I believe it needs a thoughtful review, not someone coming in
with a hatchet. These are very vulnerable, poor children in poor
families, and we ought to be very careful as we work our way
through.

In some cases, more services; in other cases, it could be that
holding parents responsible, giving them a check is the appropriate
thing to do. But it is something that we believe needs a careful re-
view. And that is going on.

Senator BUMPERS. Madam Secretary, I think that if you provide
services rather than cash, you will eliminate 95 percent of the
fraud.

Secretary SHALALA. Senator, I
Senator BUMPERS. Now, there are placesI understand that cash

is very important where you have fairly profound cases.
But I am saying that for most of the cases reported in Arkansas,

providing services for truly disabled children rather than cash
would solve the problem.

Secretary SHALALA. Senator, the question is: To what extent do
you want to put in the hands of the bureaucracy a series of deci-
sions about a long list of services as opposed to holding the parents
responsible for making decisions that are appropriate for the child?

It isand this Congress has always tried to find a balance, and
I was not at the hearing. But I have talked to families in terms
of how they spend that cash payment and what is important;
whether it is impoitant that the family has an automobile because
the child has to go for treatment every day or every other day. And
so, it is really a balancing act.

Senator BUMPERS. It is a very complex problem.
Secretary SHALALA. And it is complex.
Senator BUMPERS. I understand.
Secretary SHALALA. And that is why we believe that a thoughtful

look at this is appropriate and timely.
Senator BUMPERS. Thank you, Mr. Chairman.
Senator SPECTER. Thank you, Senator Bumpers.
Senator Harkin.
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Senator HARKIN. Thank you very much, Mr. Chairman.
Just to finish my question, Madam Secretary, with NIH: I lis-

tened to you about the cuts coming ahead and streamlining the
NIH intramural program. I think that is what you were talking
about.

Secretary SHALALA. No.
Senator HARKIN. No?
Secretary SHALALA. What I was talking about was our need to

make sure that we arethat we have taken a careful look at the
administration structure, not at the payments toyou and I agree
that we have to maintain a new generation of quality scientists,
that we have to have a steady funding for the number of grants
that go out and the continuation of grants.

Senator HARKIN. OK.
Secretary SHALALA. But as part of our reinventing government

process, no part of the Department, whether or not it is in a pro-
tected, so-called protected class or not, is being taken off of the
table in terms of reviewing their administrative structure, whether
they can be consolidated.

And all I was saying was the National Institutes of Health also
were reviewing their structure. In saying that, I do not want to
suggest in any way that we are looking at how many Institutes we
have, for example. That is not under review.

But it is appropriate for me to ask, How many personnel people
do you have? How many legislative staff people do you have? How
many press people do you have? How much money are you spend-
ing on brochures versus giving money to a young scientist? What
does your clinical center look like in terms of staffing and in terms
of your projections for the future?

So that is what I am talking about, which I believe is appro-
priate.

More importantly, we bring tremendous expertise because Phil
Lee, Dr. Varmus, a number of us, Helen Smitz, who ran the Uni-
versity of Connecticut Hospital, Bruce Vladeck's Deputywe have
a number of high-level appointees in the DepartmentJoe Ivy
Buford, the Principal Deputy, who have had extensive experience
runhing first-rate institutions, particularly on the administrative
side in tight budget situations.

And that is what we want to look at. So do not misread me about
either our commitment to

Senator HARKIN. No.
Secretary SHMALA [continuing]. The National Institutes of
Senator HARKIN. No.
Secretary SHALALA [continuing]. Health or our commitment to

science and to the future of science.
Senator HARKIN. No; I hope I am not misreading you. Again, you

are talking about the administrative structure.
Secretary SHALALA. Yes.
Senator HARKIN. When you talk about the administrative struc-

ture, you are talking about the intramural program. That is what
is out at Bethesda.

And it also includes the bench scientists who are out there, the
whole panoply of things that are out there. Extramural goes out to
the University of Wisconsin and research centers and things like
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that. The total amount of money that goes for administrative costs,
including the bench scientists out at Bethesda, is about $1.1 billion,
I think. I may be off a little bit. It is slightly over $1 billion, less
than $1.2 billion.

So if we are looking at a $1 billion reduction by the year 2000,
we could wipe out the entire intramural program at Bethesda. That
includes every bench scientist out there doing research to get that
$1 billion savings.

So I appreciate your trying to tighten down and looking at the
administrative structure, but

Secretary SHALALA. Senator, I just
Senator HARKIN [continuing]. You cannot get that $1 billion re-

duction by doing that unless you are going to wipe out the whole
program.

Secretary SHALALA. Well, we obviously do not intend to
Senator HARKIN. Of course you do not.
Secretary SHALALA. The point I have been making is that the

President wants me to get down to that number within the entire
HHS budget. I have to figure out a way to get down to that number
between 1995 and the end of the century.

Senator HARKIN. Sure.
Secretary SHALALA. Those are my orders.
Senator HARKIN. All right.
Secretary SHALALA. He did not say, "Take it out of the National

Institutes of Health."
Senator HARKIN. OK. Then what we are engaged in is a dialog

of exactly how you are going to get there.
Secretary SHALALA. Yes; exactly.
Senator HARKIN. BecauseI want to talk about NIH.
Secretary SHALALA. Yes.
Senator HARKIN. It seems to me it is taking a disproportionate

hit from the looks of these budget numbers. Now, as I just men-
tioned, you talked about streamlining the administration. I am all
for that.

But as I pointed out, you have only got $1 billion there in the
whole structure; and yet, you have got to take a cut of $1 billion
at NIH. So something has got to give there.

Secretary SHALALA. Well, Ibut, Senator Harkin, the point I am
making is I do not have to take $1 billion in the National Institutes
of Health. The President did not ask me to spread those cuts even-
ly across the entire Department.

It is true that the budget numbers that you are looking at sug-
gest that. But that is not what the President said to me. I told
Alice Rivlen I was going to have this conversation with you if they
laid out the budget materials this way.

That isthe message I have from the President is I can make
priorities within the Department. And that does not mean that the
National Institutes of Health has to take a 9-percent cut by the end
of the century, as opposed to spreading the cuts in a prioritized
way across the Department. That is the point I am making.

Senator HARKIN. Well, and my point is that the budget projected
reductions are 3, 5, 7, and 9 percent. The President's budget
projects that NIH in the year 2000

Secretary SHALALA. And thatit does not
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Senator HARKIN [continuing]. Will sustain a $1 billion reduction.
Secretary SHALALA. That is right.
Senator HARKIN [continuing]. And I am asking you how you are

going to get there. And you say you are going to tighten down on
administration.

I am saying, "Whoa"
Secretary SHALALA. No.
Senator HARKIN [continuing]. It cannot be done.
Secretary SHALALA. Let me go back through this again and see

if I can make it clear.
We have to come down to 32.4 by the end of the century. To get

to that number, the Office of Management and Budget has laid out
a percentage decrease in the tofal departmental budget and allo-
cated that evenly to most of the parts of the Department.

However, they have made it very clear that I do not have to do
that. I just have to get down to 32.4. And I can take a larger cut
I can eliminate the Secretary of the Department if I want to, as
a way of protecting the National Institutes of Health if I believe
that those are the Nation's priorities and make those recommenda-
tions to the President.

I realize, in the budget documents, it is laid out as if every part
of the Department takes exactly the same percentages. That is not
what we intend to do

Senator HARKIN. All right.
Secretary SHALAIA [continuing]. Or what the President intends

to do.
Senator HARKIN. I appreciate that, and I really wanted to ham-

mer on that point because
Secretary SHALALA. And I understand that. And I want to tell

you that I assured the people at the Offices of Management and
Budget, if they laid it out that way, that Senator Harkin would ask
me specifically about that. [Laughter.]

Senator HARKIN. I appreciate that. Well, hopefully we will help
you out. Hopefully, with Senator Specter's help, we will get the
Harkin-Hatfield provision through on the health care reform bill.
And NIH will be all right.

But let mejust one last thing if I might, Mr. Chairman, and it
concerns, really, the FTE's again, at NIH. I sound like a broken
record.

But NIH is proposed to lose 15 percent of their FTE's by 1999.
That is about a 2,600 FTE reduction. And yet, we looked at OAS,
the Office of the Assistant Secretary, and theyand weby the
way, we were supposed to have had a report back by January 15.

Secretary SHALALA. I think it is in.
Senator HARKIN. Is it in?
Secretary SHALALA. I think it came in in the last couple of days.So
Senator HARKIN. OK. Fine.
Secretary SHALALA. We should check.
Senator HARKIN. I have not seen it as yet. But I appreciate that.
Now, again, you ask for an additional $785,000 for streamlining

OAS.
Secretary SHALALA. Yes.
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Senator HARIUN. .Now, again, but they are takingI am just
looking at my figures here. They are takinglet us see.

OAS is going to be taking a 10-percent reduction, a 10-percent
reduction in FTE's. NIH is scheduled to take a 15-percent reduc-
tion in FTE's.

Secretary SHALALA. No; I have very different numbers, 1993-96,
that NIH will take a 7.5-percent reduction compared to 9.2 percent
for all of the PHS programs.

And we will just have to compare our numbers. The Office of the
Assistant Secretary will, actually, come down 30 percent by the
time we are finished with this exercise. And I will have to sit down
with your staff and march through the numbers to show you what
we are doing.

In addition to that, there will be a reinventing government exer-
cise in the next couple of months. And we will be able to dem-
onstrate to you how we are treating NIH versus the other parts of
the Department.

Senator HARKIN. Well, all right. All I have got here is 1993 base-
line to 1999, which basically tracks these. It shows a 15-percent de-
crease at NIH and a 10.1-percent decrease at OAS.

Secretary SHALALA. Yes.
Senator HARKIN. And yet, with that you
Secretary SHALALA. One of the things
Senator HARKIN [continuing]. Are requesting funds for streamlin-

ing OAS. But why not request some funds for streamlining NIH?
Secretary SHALALA. Well, NIH is doing some buyouts too. I mean,

we are doing that across the Department. One of the things that
this is the priorities in the Department.

The Indian Health Service, for example, that directly delivers
services, is not coming down very much because when you cut the
Indian Health Service, you are actually cutting a doctor that serves
a client.

FDA is coming down very little because weour strategy for
FDA is to cut down the amount of time. There are different ways
of doing administrative services, for example.

And I think I will be able to demonstrate withto you, by the
time we are through the reinventing government process, too, that,
No. 1, we are not unfairly treating any part of the Department.

No. 2, that we have made, we have worked to make certain that
we are protecting the core programs of the Department.

And I include in that the National Institutes of Health. But it
does not mean that they can have extra bureaucrats that are un-
necessary to deliver high quality services.

Senator HARKIN. I appreciate that.
Secretary SHALALA. And I am going to be tough-minded about

that, Senator. I had this discussion at every university I have ever
been at.

And in the end, when you bring the scientists in, they agree with
you. We should not havethat, if you are going to take cuts, you
have got toand you are going to streamline, you have got to do
it and take a hard look at how many administrators and bureau-
crats you need to deliver high quality science services and different
ways that you can do that.

Senator HARKIN. Yes; I appreciate that.
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Well, Mr. Chairman, I will just close by saying that I have one
a couple of other questions, one that I just ask that you might re-
spond to in writing. I will not take any more of the subcommittee's
time.

It has to do with the technology transfer and the reasonable pric-
ing clause that is included in collaborative research agreements or
CR,ATAS, between NIH and industry. Now, I do not expect an an-
swer here, but can I submit the question?

Secretary SHALALA. Yes; absolutely.
Senator HARKIN. If you could, respond to that because
Secretary SHALALA. We have been taking a look at that.
Senator HARKIN. I appreciate that. Have you looked at what they

have done at Walter Reed?
Secretary SHALALA. Yes.
Senator HARKIN. Oh, good. You are way ahead of me then.
Secretary SHALALA. OK.
Senator HARKIN. I appreciate it, because they have a way of

doing it that seems to work and seems to be a lot more rapid than
what NIH is doing now.

Secretary SHALALA. Right.
Senator HARKIN. Whether that is adaptable to NIH or not, I do

not know. But you are looking at it, and that is
Secretary SHALALA. But Dr. Varmus has been very interested in

that issue. So
Senator HARKIN. I appreciate that. Thank you, Madam Sec-

retary.
Thank you, Mr. Chairman.
Senator SPECTER. Madam Secretary, I want to submit a number

of questions to you for the record as well. I have been hearing from
a fair number of Governors recently and people in various States
about the pendency of waiver applications.

And I wrote to you about one for Arizona, and you responded in
a timely fashion. I wrote to you on January 18. And you responded
on January 27.

But I would appreciate an update on that. And you had noted in
your response, as I had asked you, for the total number of State
waiver applications; you said there were 27.

I would like a specification as to which States have asked you for
waivers, and how long they have taken.

Secretary SHALALA. Yes.
[The information follows:]

WELFARE REFORM WAIVER STATUS AS OF APRIL 14, 1994

State
Number of months

under review
Date received Date approved

Arkansas 15.5 Jan. 14, 1993 Apr. 5, 1994.
California 5 Sept 29, 1993 Mar. 1, 1994.
Colorado 6.5 June 30, 1993 Jan. 13, 1994.
Connecticut 8 Dec. 30, 1993 Aug. 29, 1994.
Florida 5 Sept. 21, 1993 Jan. 27, 1994.
Georgia 5.5 May 18, 1993 Nov. 1, 1993.
Hawaii 8 Nov. 3, 1993 June 24, 1994.
Illinois 4 Aug. 2, 1993 Nov. 23, 1993. .

Indiana 6 lune 21, 1994 Dec. 15, 1994.
Iowa 3.5 Apr. 29, 1993 Aug. 13, 1993.
Michigan 7 Mar. 8, 1994 Oct. 6, 1994.
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WELFARE REFORM WAIVER STATUS AS OF APRIL 14, 1994Continued

Number of months
State Date received Date approved

under review

Mississippi 12 Dec. 10, 1993 Nov. 22, 1994.

Nebraska 5 Oct. 4, 1994 Feb. 27, 1995.

New York 4.5 June 7, 1994 Oct. 19, 1994.

North Dakota 8.5 Aug. 19, 1993 Apr. 11, 1994.

Ohio 9 May 28, 1994 Mar. 7, 1995.

Oklahoma 13 Dec. 28, 1992 Jan. 25, 1994.

Do 12.5 Feb. 24, 1994 Mar. 13, 1995.

Oregon 10.5 Oct. 28, 1993 Sept. 19, 1994.

Pennsylvania 8.5 Feb. 18, 1994 Nov. 3, 1994.

South Carolina 6.5 June 13, 1994 Jan. 6, 1995.

South Dakota 7.5 Aug. 6, 1993 Mar. 14, 1994.

Vermont 5.5 Oct. 27, 1992 Apr. 12, 1993.

Virginia 4.5 July 13, 1993 Nov. 23, 1993.

Wisconsin 3.5 July 14, 1993 Nov. 1, 1993.

Do 4.5 Feb. 9, 1994 June 24, 1994.

Wyoming 5.5 May 20, 1993 Sept. 1, 1993.

PENDING WAIVERS (ACTIVE) AS OF APR. 14, 1995

Number of months
State Date received

under review

Arizona 8.5 Aug. 3, 1994.

California 11 May 23, 1994.

Do 7.5 Aug. 26, 1994.

Do 5 Nov. 9, 1994.

Do 4.5 Dec. 5, 1994.
Do 3.5 Dec. 28, 1994.

Delawareoriginal 2.5 Jan. 30, 1995.
Amendments 1.5 Feb. 28, 1995.

. Kansas 8.5 July 26, 1994.

Maine 8.5 Aug. 5, 1994.
Massachusetts .5 Apr. 3, 1995.

Mississippi 2 Feb. 17, 1995.
Missouriphase I 8 Aug. 15, 1994.

Phase II 2.5 Jan. 30, 1995.
Montana 12 Apr. 19, 1994.
North Dakota 7 Sept. 13, 1994.
Oregon 17 Nov. 12, 1993.
Pennsylvania 7 Sept. 12, 1994.

Do 3.5 Dec. 29, 1994.
Virginaorigi na I 4.5 Dec. 2, 1994.

Amendments .5 Mar. 28, 1995.
Washi ngton 2.5 Feb. 1, 1995.

Senator SPECTER. And I would also like a response as to what
has happened with respect to the application from U.S. Health
Care, which filed a waiver for you. If you would respond to those
in writing

Secretary SHALALA. Oh, I would be happy to do that, Senator.
[The information followsd

STATUS OF ARIZONA EMPOWER WAivER REQUEST

In regard to the Arizona proposal, my staff have been working closely with the
State staff to resolve important issues. I am pleased that as a result, we sent Ari-
zona a draft set of Waiver Terms and Conditions on March 24, 1995 that could con-
stitute an acceptable basis for approval of EMPOWER. We are hopeful of reaching
a final decision very soon.
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WAIVERS

Senator SPECTER. It is my sense that those are very much de-
layed. But I do not want to come to any conclusions on that until
you provide

Secretary SHALALA. Senator, we have done more waivers in 2
years than all of the previous administrations combined. And half
of the States now have welfare waivers from this administration.

Senator HARKIN. I think ours took 3 months, 4 months, maybe.
I think ours was pretty

Secretary SHALALA. Yes; but, you know, some of them take
longer because they are asking us to do something that may not
be consistent with the law. And we have got to be creative to find
something else. But we will provide it in writing.

But, Senator Specter, I very
Senator SPECTER. But, Madam Secretary, that may not tell the

whole story.
Secretary SHALALA. Yes.
Senator SPECTER. It depends upon how many waivers all of the

prior administrations got and how many waivers youhave been
requested. This is a very rapidly changing field. So what happened
yesterday may not be indicative.

But I would like to get the specifics because I think that is a very
important aspect of our oversight function.

Secretary SHALALA. Yes; absolutely.
Senator SPECTER. OK.
Secretary SHALALA. Thank you.

ADDITIONAL COMMITTEE QUESTIONS

Senator SPECTER. Thank you all very much.
There will be some additional questions which will be submitted

for your response in the record.
[The following questions were not asked at the hearing, but were

submitted to the Department for response subsequent to the hear-
ing:]
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ADDITIONAL COMMITTEE QUESTIONS
--- -. ,

STREAMLINING

Question. I know that your Department has been looking
closely at your administrative costs with the goal of streamlining
HHS. Please provide us with a status of those efforts and any
recommendations that your Agency has developed.

Answer. HHS is implementing streamlining and continuous
improvement initiatives that will result in a smaller and more
efficient Department in the future. Between FY 1993 and FY 1999 the
Department plans to eliminate 7,500 FTE, a reduction of 11.6
percent. Additional reductions are being identified as we proceed
with our Reinventing Government initiatives. A principal focus of
these efforts is to reduce administrative costs and shift resources
from overhead and control functions to service delivery areas. This
will mean fewer supervisory and headquarters staff and fewer staff
in control areas such as accounting, personnel, budget, procurement,
public affairs and legislation.

One example of administrative cost reduction is the
restructuring of our regional organization. We are eliminating
positions in our regional offices and transferring administrative
functions to service delivery organizations. Another example is a
proposal in our FY 1996 budget which calls for the consolidation of
107 program activities into 16 performance partnerships. This
consolidation is expected to produce significant savings in staffing
and administrative costs in
FY 1996 and beyond.

We are presently in the second phase of Reinventing Government
and are confronting additional challenges relating to consolidation
of activities and realignment and restructuring in order to improve
service delivery and reduce administrative costs. We expect to
unveil the results of this effort within the next 30 to 60 days.

MINORITY HEALTH

Question. Since both HRSA and CDC have programs aimed at
improving the health of minority communities, what is the purpose of
the $20 million Office of Minority Health in OASH?

Answer. The Office of Minority Health was formed to
coordinate, oversee, and implement the findings and recommendations
from the Secretary's Task Force Report on Black and Minority Health.
The role of OMH was expanded with the enactment of the Disadvantaged
Minority Health Improvement Act of 1990 (P.L. 101-527). The Act
broadened the role of OMH to include the coordination and monitoring
of activities and existing policies across the Department of Health
and Human Services that relate to disease prevention, health
promotion, service delivery, and research; provide national
leadership in minority health; develop and implement new policies to
improve minority health; partnership with states, communities, etc.;
develop and implement data policy; and information dissemination
with respect to racial and ethnic minority populations.

The overall mission of the OMH is to improve the health status
and quality of life for racial and ethnic minority populations in
the U.S. by building local capacity for addressing health and human
service problems. The CDC and HRSA programs concentrate on very
specific issues relative to their program authorities and how these
authorities are implemented to address minoroty populations. They
neiother seek nor desire to function as the focal point for
coorinating minoroty programs.
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While the OMH is a staff office to the Assistant Secretary for
Health, there are offices of minority health within several PHS
agencies which are responsible for coordinating minority health
activities specific to their agencies. Five PHS agencies now have
offices of minority health (CDC, HRSA, NIH, AHCPR and SAMHSA). The
OMR works to minimize duplication by functioning as a cross-cutting
coordinating body for the agency minority health directors. The OMH
convenes regular meetings conference calls of this coordinating body
to share information about specific activities, identify areas for
collaboration, and develop synergistic or complimentary activities.

Through the Minority Health Network, OMH plays a major role in
providing states with information, training and technical assistance
that will help them identify and utilize resources for minority
health programs. OMH's focus on coordination is implemented through
an existing, decentralized network which places OMH in the ideal
position of facilitating the most efficient use of resources through
combining national leadership with state and local emphasis.

The OMH has been instrumental in promoting and enhancing
minority focused activities at both the state and local levels by
providing either "start-up" or additional funds to projects which
would not have occurred without OMH participation. For example, OMH
and HRSA entered into several memorandum of agreements through which
OMH provided funds to HRSA with the stipulation that the health care
for residents of public housing program and rural outreach program
be expanded to include HIV/AIDS education prevention activities
targeting minority populations utilize the coalition approach.

OMH continually advances the collection, reporting and
dissemination of national and state-oriented data on racial and
ethnic minority populations. Key to this is coordination of efforts
at the national and state levels. Through OMH leadership, two
recent brochures on mortality and morbidity in Blacks and Hispanics
have been produced by the National Center for Health Statistics. In
addition, OMH staff serve on numerous committees and workgroups
addressing the collection and reporting of race/ethnic specific data
which is key to gaging the progress of closing the gap in minority
health when compared to white individuals. OMB recently coordinated
three Healthy People 2000 progress reviews (African Americans, Asian
and Pacific Islanders, and Hispanics) and participated in the
progress review on American Indian/Alaska Natives.

By legislative mandate, OMH operates a national minority
health resource center that provides states, health care providers,
community organizations and minority consumers with information,
technical assistance, and identification of resource experts on
minority health. In FY 1995, OMH is developing plans for electronic
information exchange among Federal and state offices of minority
health to assist in information dissemination, identification of
public and private funding opportunities and sources of expertise.
The system, which will include a dail-in and Internet-accessible
electronic bulletin board.

OMH administers several small grant programs which serve to
support new and innovative demonstration projects in minority
communities. These projects cover a broad array of disease
prevention and health promotion services targeting the four minority
groups in the U.S. These grant programs were initiated in response
to Congressional and Legislative mandates. The Minority Community
Health Coalition program focuses on the development community
coalitions to address specific risk reduction interventions for the
health problem areas identified in the Secretary's Task Force
Report. The Bilingual/ Bicultural Service Demonstration Program
seeks to increase access to health care services delivering to
minority populations with limited English-Speaking proficiency by
targeting providers of health care. The purpose of the Family and
Community Violence Prevention Program is to implement and assess the
use of a community-based model to decrease domestic violence by
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strengthening family values. This initiative seeks to address the
escalating national problems experienced by dysfunctional families
and individuals in the minority community precipitated by such
conditions as breakdown in family structure, alcoholism and drug
abuse the resultant educational deficiencies, poverty, crime and
violence which ensue. The focus of these grant programs is
carefully discussed and determined in conjunction with the PHS
Agency Minority Health Directors so as to avoid program duplication.
Our goal is to ensure a complimentary approach in the attainment of
the multiplicity of information required to enhance the body of
knowledge regarding the health of minority populations.

Although OMH does administer small grant programs, the primary
and unique focus of the Office is minority health policy development
and program coordination at the PHS and departmental levels. For
example, in FY 1995, OMH is developing cooperative agreement
mechanisms with seven national minority organizations under which
activities within PHS can be conducted in a coordinated and
collaborative fashion. Thus, OMH ensures collaboration of effort
and reduces duplication across the Department and the PHS agencies.

FAMILY AND COMMUNITY VIOLENCE PREVENTION PROGRAM

Question. Can you provide information on the projects funded
under the Family and Community Violence Prevention Program and their
effectiveness? (They receive almost $6 million, or 29 percent, of
the Office of Minority Health budget).

Answer. The Family and Community Violence Prevention Program
is being implemented through a three-year cooperative agreement with
a consortium of 19 Historically Black Colleges and Universities
(HBCUs) located near public housing projects and low income
communities. The Consortium will design, develop, implement and
assess Family and CoMmunity Prevention Models which maximize the
leadership of minority institutions of higher education in: (1) the
organization of the "town and gown" initiative with respect to both
its own functions and responsibilities and those of entities from
throughout the community; (2) the establishment of Family Life
Centers on their campuses; (3) the development of educational
experiences, preventive measures and therapeutic interventions
designed to address the issues of dysfunctional males and families;
and (4) the formulation of methods and strategies for execution of
the initiatives through a variety of avenues within minority
institutions of higher education and throughout the community.

Given that the first year of funding was FY 1994 there has not
been an assessment of program effectiveness. Each participating
consortium member project contains an evaluation component which
will provide information for determining program effectiveness

The 16 projects funded under the Family and Community Violence
Prevention Program and, the three new projects to be added in FY
1995 are as follows:

Family Life Centers:

Central State University Family Life Center, Wilberforce, OH:
Center for the Prevention of Violence and the Studies of African-
American Males - Central State University is the lead institution
for the Consortium membership. The University is responsible for
the overall management, from a technical and budgetary point, as
well as evaluation of the entire program. They also provide a
Family life Center which will: (1) develop and maintain a violence-
reduction network for minority families by enhancing strong linkages
with local schools, universities, churches and relevant community
based services; (2) provide education and training techniques in
violence prevention to children and young adults attending public
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schools, and young men and women attending Central State University;
and (3) conduct basic research on factors associated with violence
among young minority families and communities in Ohio.

Chicago State University Family Life Center, Chicaao, IL: Fathers
and Sons - will conduct a Father and Son program to be integrated
into its existing Pre-college Outreach Component. This program will
provide strategies to present education, training and
entrepreneurial skills awareness as a viable alternative for
African-American males.

Clark-Atlanta University. Atlanta, GA: Community Family Life Center
for the Prevention of Violence, Alcohol and Drug Abuse in African-
American Families and Males - will be implemented through a campus
academic component, community outreach component (Vine City and
Eagan Homes), evaluation, and research.

Knoxville College Family Life Center. Knoxville, TN: Violence
Reduction Among Males - will develop mentoring programs through
different campus departments & student organizations.

LeMovne-Owen College Family Life Center. Memphis. TN: A Focus on
The RReal Men Project - will revitalize its RReal Men Project to
work with 50 African-American at-risk males ages 12-17, and 50 male
LeMoyne-Owen College students in an attempt to reduce family and
community violence.

JAncoln University of Pennsylvania Family Life Center.
Lincoln Univ.. PA: Brothers Lift Brothers Program - to provide
select African-American and Latino youth the opportunity to develop
an improved self-image and an increased level of self-esteem by
creating an opportunity for bonding with minority males in the
collegiate and professional community in the Delaware Valley region.

Morehouse College Family Life Center. Atlanta. GA: For the
Prevention of Violence, Alcohol and Drug abuse Among African-
American Families - to prevent and reduce violence among children
from abusive families and who suffered from physical, psychological
or emotional abuse in a selected low-income, high crime area of the
City of Atlanta.

Morgan State University Family Life Center. Baltimore, MD: The
Center for Educating African American Males - will train adult males
primarily, African American men, to serve as teacher assistants to
Kindergarten, first, second and third grade teachers.

Porth Carolina A&T University Family Life Center, Greensboro. NC:
The Minority Male Initiative - will expand on High School
Achievement Program (Adjusted Males at Dudley High School); Boy
Scouts of America; Image Improvement; Self Esteem and Achievement
Programs; History Club; Moose Aggie Club; and Men's Council.

Philander Smith College Family Life Center. Little Rock. AK:
Brother to Brother Program - will address the problems of alcohol,
drugs, and violence, particularly among African-American males
within the Little Rock area.

Talladega College Family Life Center. Talladega. AL: Project Reach
Out - will address the problem of delinquency, drug use, gang
activity, violence and poverty of the minority disadvantaged in
Talladega with a focus on early prevention, cultural awareness and
entrepreneurial education. The emphasis will be on training, role
modeling and other assistance in an effort to reduce violence in the
community.
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Texas Southern University Family Life Center. Houston. TX: Family
and Community Violence Prevention Demonstration Program - will focus
its activities on education, health (including mental health),
employment and recreation. The two components will be the Macho and
Macho Jr. component and the-Black Male Initiative on the campus.

Tougaloo College Family Life Center. Tougaloo, MS: Operation Men -
will reach out to the freshmen at Tougaloo by: (1) serving as role
models; (2) interacting on personal levels; (3) sharing experiences
and insights; (4) providing leadership; (5) facilitating activities
to develop leadership; and (6) by attending cultural exposure
activities with students.

University of the District of Columbia, Washington. DC: Family Life
eCenter - will target primary and secondary audiences of 60 at risk
families which will consist of school-age youth in grades K-12 and
the secondary audience which includes the parents of these youth.

Wilberforce University. Wilberforce. OH: Family Life Center - will
focus on: (1) anti violence week; (2) The Hales Rites of Passage:,
(3) A Male Emphasis Month; and (4) Institute of Fatherhood.

Xavier University Family Life Center, New Orleans, LA: The African-
American Males Collaboration - will build on: (1) bringing together
representation from more than 80 programs already focused on the
African-American males in New Orleans; (2) serving as trainer for
individuals who work with Black males; (3) offering seminars for
pre-college and college males; and (4) providing mentoring for young
men in local schools.

In FY 1995 the Consortium will increase it's membership from
16 to 19 HBCUs. Each of the schools shown below will establish a
Family Life Center to develop a major comprehensive and community-
based collaborative model program that will inhibit anti-social
behavior and redirect individual energy toward strengthening
African-American, Latino, and other minority family units.

Voorhees College, Denmark, SC:

Southern University, Baton Rouge, LA:

California State College. Los Angeles, CA:

MEDICAL TREATMENT EFFECTIVENESS

Question. Congress intended AHCPR to be the lead agency on
effectiveness research. Yet, there are similar research activities
elsewhere in HHS, including the CDC, the NIH, and the Preventive
Services Task Force that appear to have no coordination. In
addition to sharing information, what other efforts has AHCPR made
to fulfill this role?

Answer. AHCPR serves as the lead agency for the Department in
conducting medical treatment effectiveness research and developing
clinical practice guidelines. Some of the effectiveness activities
of the Department are not related to medical, or clinical practices.

AHCPR's activities are closely coordinated with other programs
of the Department. For example, AHCPR has worked closely with HCFA
in setting its research priorities. As a result, in combination,
AHCPR's large-scale Patient Outcome Research Teams (PORTs) and'its
clinical practice guidelines address 10 of the 15 most costly
diagnoses for which Medicare patients are hospitalized and 9 of the
15 most costly diagnoses for which Medicaid patients are
hospitalized.

1 6 2

87-615 96 - 6
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Within the Public Health Service, AHCPR has a number of
initiatives to ensure close collaboration. Under the auspices of
the Assistant Secretary for Health, AHCPR is working with all PHS
agencies to develop a clinical practice guideline database. In the
area of effectiveness research, AHCPR's grant solicitations are also
coordinated with all agencies of the Public Health Service. AHCPR
is currently collaborating with the NIH on a number of trials and
other research projects to address questions of effectiveness and
cost-effectiveness. A list of those projects is attached.

The recent development of a new research and budget initiative
to evaluate the effectiveness of hysterectomy for non-cancerous
conditions is an excellent example of how AHCPR has led the public
and private sectors to address a long ignored area of medical
practice. With input from CDC, AHCPR convened a group of experts in
May 1994 to recommend future research strategies in this field.
Despite the fact that over 500,000 hysterectomies are performed in
the U.S. annually for non-cancerous conditions, there is virtually
no evidence of their clinical effectiveness. The need for a series
of clinical trials has emerged as the most important research
opportunity. AHCPR is in the process of soliciting a set of trials
to evaluate hysterectomy in comparison to alternative treatment.
The studies for this effort will be funded in FY 1996.

A similar program to develop a research agenda for optimal
management of Alzheimer's patients is under development by AHCPR in
collaboration with the private Alzheimer's Association.

Examples of AHCPR Collaboration with NIR

Schizophrenia PORT -- NIMH

Starting in FY 1992, NIMH has transferred $300,000 per year to
AHCPR to support this 5-year research contract. AHCPR
contribution is $700,000/ year. Project was jointly planned
by AHCPR and NIMH.

Otitis Media in Children -- NICHD

In FY 1995, AHCPR transferred $440,000 to NICHD. (Between
1991 and 1994, we contributed over $500,000 to this project,
which continues a few more years.) ACHPR support makes it
possible to obtain data on patients who are NOT in the trial,
so that results can be generalized.

Hypertension -- NHLBI

AHCPR plans to contribute approx. $300,000 per year to NHLBI,
to support a quality of life component in a major, multi-year
clinical trial on hypertension (ALLHAT).

Back Surgery -- NINDS

Starting in FY 1994, AHCPR helps support a clinical trial
comparing the effectiveness of conventional with percutaneous
discectomy. AHCPR contribution is $200,000 per year for 4
years.

Colon Cancer -- NCI

AHCPR contributes $50,000 per year (1994-1996) to a trial on
the effectiveness of minimal access surgery, especially for a
component on cost effectiveness and quality of life.

Occupational Therapy --NIA

AHCPR is contributing $50,000 in FY 1994-1996 to a study on
the effectiveness of occupational therapy for elderly persons.
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Collaboration of AHCPR with Other Agencies

Prostate Cancer -- VA and NCI

In FY 1995, AHCPR transferred $100,000 to the Veterans
Administration to help support a large RCT on radical
prostatectomy vs. expectant management, which is an offshoot
of our Prostate Disease PORT.

End-Stage Renal Disease -- VA
-

In FY 94 and again in FY 95 AHCPR, transferred $70,000 to the
VA to help support a trial comparing two methoAs to deliver
erythropoietin to patients on dialysis. (Study results have
substantial potential cost savings.)

Substance Abuse -- SAMHSA

In FY 1995, SAMSHA transferred $100,000 to AHCPR to conduct a
needs assessment of substance abuse treatment and prevention-
servieces among minority porpulations in Hawaii. Agreement
continues for 3 more years.

MEDICARE -- SELF REFERRAL OPTION

Question. When do you anticipate the Self Referral Option
(SRO) being available to Medicare beneficiaries?

Answer. With HCFA's approval, Medicare risk plans currently
have the ability to offer a self-referral option to beneficiaries._
Due to limited interest from the HMO industry in this option
historically, requests to provide this type of benefit were
considered on a case-by-case basis. However, because more plans are
expressing interest in this type of arrangement, HCFA would like to
ensure that appropriate beneficiary protections are in place.

For this reason, we are currently involved in discussions with
a number of health plans, including U.S. Health Care, assessing
their commercial experience with this type of product. In addition,
we have involved the American Association of Retired Persons to
ensure that we are fully considering the perspective of
beneficiaries. Our objective is to develop sound Medicare
guidelines for the self referral option based on the best practices
developed and proven in the commercial marketplace. We are
expediting this development process so we can make this beneficiary
choice available as soon as reasonable and sound guidelines are
available. We believe that building on the experience and lessons
learned in the private sector will ensure the best interests of ,

beneficiaries and the industry.

MANAGED CARE

Question. Currently approximately 7% of Medicare
beneficiaries are enrolled in Medicare Risk Contract plan. This
percentage is far lower than the percentage of private sector
beneficiaries enrolled in a managed care plan or the percentage of
federal employees who choose a managed care plan as part of the
Federal Employee Health Benefits program. Why do you think the
Medicare numbers are far below what we see occurring in the private
sector and what steps do you plan to take to expand opportunities
for managed care under Medicare?

Answer. We believe beneficiaries should have choices,
including both managed care options and traditional fee-for-service'
Medicare. Our general impression is that beneficiary choice of
managed care is influenced by a mix of factors. In some areas where
there are strong financial incentives for managed care, e.g., areas
with low or no premiums, managed care is a relatively popular choice
for Medicare beneficiaries. In both Arizona and California, two
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states with competitive managed care markets and relatively
sophisticated beneficiaries, risk plan enrollment ie 29 percent of
eligible beneficiaries.

For other beneficiaries, however, financial incentives may
encourage them to remain in traditional fee-for-service Medicare.
For example, many beneficiaries receive Medicare supplemental
benefits from their former employers that are tied to traditional
fee-for-service Medicare. Also, many observers believe that
Medicare beneficiaries are more likely to have established physician
ties that they do not want to sever.

The percentage of private sector employees enrolled in HMOs is
also likely to be higher because of the way employers structure
their health plans. For example, some employers only offer managed
care options.

In terms of expanding managed care choices, the Administration
is developing two types of options that will offer beneficiaries
greater choice. First, as mentioned earlier, HCFA is developing

. guidelines so that HMOs and CMPe have the choice of offering
beneficiaries a self-referral option. This option may appeal to
beneficiaries who would be more comfortable in HMOs if they knew
they had some insurance coverage if they chose to receive limited
care out-of-plan.

In addition, the Administration is developing a proposal to
allow Preferred Provider Organizations (PPOs) to participate in the
Medicare HMO program. These plans have proven to be popular in the
commercial market. Under such plans, beneficiaries would face
nominal copayments if they chose a provider in the plan's network
but would have the option to go to any physician at any time, if
they were willing to pay the higher cost-sharing.

We are also developing a competitive bidding demonstration, in
an effort to improve the payment methodology for managed care plans.
Competitive pricing has received widespread support and attention
from industry, academia and commercial payers, who believe it will
result in payments that more accurately reflect the true costs of
doing business, in addition to promoting efficiency through greater
competition among health plans.

We are also engaged in a wide range of beneficiary information
and education activities, including publication and distribution of
brochures and manuals on managed care, working with advocacy groups
to disseminate information, training district office personnel about
Medicare managed care options, and placing information on CompuServe
and Internet. We also have initiatives in the works to make
publications available in Spanish, Braille, large type, and audio
tape formats.

Question. Recent news reports have indicated that the overall
cost of health insurance for private employers went down in 1994.
We continue to see the cost of the Medicare program going up at a
very fast rate. To what do you attribute the difference in the
experience between what employers are seeing in the private sector
with health care costs and what the government is experiencing in
the Medicare program?

Answer. In general, those employers that experienced a
decline in health insurancei costs in 1994, were taking advantage of
a one-time reduction as part of a shift from an indemnity plan to
managed care. Premiums still increased across the board, but many
companies achieved savings by switching to lower cost managed care
plans from their old indemnity plans.
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Health care cost growth, measured on a per-person basis, shows
Medicare has done quite well in the past and will continue to
perform well in the future, compared to growth in private health
insurance. For the period 1984-1993, per-person growth in Medicare
expenditures averaged 7.7% a year compared to 9.8% a year average
growth for private health insurance. Projections for the future
show that average per-person growth for Medicare will be quite
similar to that for private health insurance.

Figures for 1994 show much lower growth on the private side
vs. Medicare. This has to do with increased use of managed care in
the private sector in this year. However, these short term results
are projected to change in the next couple of years as overall long-
term trends show similar future growth.

MEDICARE SELECT

Question. The House Ways and Means Health Subcommittee
recently passed legislation making the Medicare Select Program
permanent and expanding it to all 50 states. Where does the
Administration stand on expanding the Medicare Select program to all
50 states and making the program a permanent part of Medicare?

Answer. The Administration believes Congress would benefit
from a review of the complete final evaluation of the Medicare
SELECT demonstration before beginning deliberations on Medicare
SELECT as a permanent program. We have previously made available
the case study portion of the SELECT evaluation. Preliminary
results from the remaining pieces of the evaluation are expected the
latter part of this summer. The Administration supports a temporary
extension of the current 15-State demonstration, in order to provide
time to examine what we have learned from the demonstration. This
would permit Congress to make any appropriate changes to the SELECT
statutory authority, if the evaluation/evidence demonstrates that
the program is not fulfilling original expectations.

Research and Demonstration Waivers

Question. Section 1115 of the Social Security Act allows the
Secretary of Health and Human Services to authorize "experimental,
pilot, or demonstration" projects that will promote program
objectives.

States have used this waiver process to expand healthcare
coverage to underserved populations and to provide managed care to
their Medicaid populations. Massive health care reform died last
year, to the waiver process is one of the only avenues States have
to implement a type of health care reform.

Section 1115 waivers are referred to as "Research and
Demonstration Waivers." According to Health Care Financing
Administration (HCFA) criteria for State waiver applications, these
waivers can be approved for up to five years.

However, Ariztona (who was the first State to have a 1115
waiver approved in 1982) continues to operate its Medicaid managed
care program under a 1115 waiver -- twelve years later.

Why should States have to reapply for waivers if their
demonstration projects have been implemented successfully?

(Shouldn't the law be changed to allow waivers to be extended
indefinitely if they have proved to be successful?)

Answer. With regard to 1115 waivers, these projects are
intended to be demonstrations. The overall goal in offering
demonstration waivers is to provide States with the opportunity to
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try innovative projects to better achieve the objectives of the
Medicaid program. Demonstrations should last long enough to test
and evaluate these innovative aspects. As reflected in,the
Department's Policies and Procedures on Demonstration Proposals
(Federal Register, September 27, 1994), when successful
demonstrations prove an appropriate basis, the Department is
committed to working with State governments to seek permanent
statutory changes incorporating those results into the Medicaid
program overall.

The case of Arizona is unique in that the State began its
Medicaid program under an 1115 waiver in 1982. Both Congress and
the Department have granted several extensions of this waiver.
Arizona's demonstration has pioneered the trail for other States in
extending managed care. In addition, the Department has been
working with the State to develop a program that closely resembles
the Medicaid program in current law.

Question. Can you ever terminate a Statewide waiver once it
has been approved?

Answer. In accordance with Section 1115 authority,
demonstration waivers may be awarded "to the extent and for the
period (the Secretary) finds necessary to enable such State or
States to carry out such project,..." The law does not intend for
waiver projects to extend indiscriminately or indefinitely.
Instead, waiver periods are determined by duration necessary to
adequately test the demonstration's objectives. This policy is also
reflected in the Department's Demonstration Policies and Procedures
(Federal Register).

Question. Would you support enactment of legislation which
focuses upon insurance market reforms to improve the affordability
and availability to small employers and employees?

Answer. The President, in his State of the Union address,
reiterated his support for meaningful insurance market reforms. We
need to improve how the insurance'market operates, particularly for
smaller employers and individual purchasers. We look forward to
working with Members of Congress on a bipartisan basis to enact
meaningful insurance market reforms.

Automation Investment Fund Increase

Question. /n a tight budget year, you are proposing a net
increase of $648 million, or 11/7%, for administrative expenses of
the Social Security Administration. Included in that amount is an
increase of $269 million of automation even though I understand that
none of the money appropriated last year has yet been obligated.
What is the justification for requesting the $269 million for
automation when you have not yet spent the money provided this year?

Answer. SSA is requesting $357 million for FY 1996 for SSA's
Automation Investment Fund (AIF), the continuation of a five-year,
$1.1 billion investment strategy, which features as its key
component the intelligent workstation/local area network (IWS/LAN)
initiative. IWS/LAN is the foundation for SSA's strategy to improve
the quality of service to the American people without substantial
increases in workyears. Acquisition and installation of the IWS/LAN
platform is taking place over several years.

All of the $308 million appropriated for FY 1994 and FY 1995
has already been obligated or is planned to be obligated/ committed
in FY 1995. The largest portion of the funding will go for the
initial quantities of workstations and networking equipment. This
contract is "on the street." Associated awards include contracts
for support services, test equipment, distributed processing and
telecommunications to connect SSA offices. The funding was provided
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by Congress as no-year money to protect against the unpredictability
of timing in major systems procurements, which are particularly
prone to procurement challenges and delays that can shift final
awards and obligation of funds into a subsequent fiscal year.

We note that the Senate (in H.R. 1158, the "Second
Supplemental Appropriations and Rescissions Act, 1995") has included
a rescission of $88 million from SSA's FY 1995 automation funding.
If finally enacted, this rescission will make it virtually
impossible to continue the current project schedule and award the
IWS/LAN and ergonomic furniture contracts as currently advertised.
Such rescission-driven disruptions will compromise the planned
automation savings and delay achievement of SSA's full-time
equivalent streamlining goals.

A rescission will increase AIF funding requirements in FY 1996
to minimize program disruption, and will create significant delays
in installations. SSA needs to retain all current appropriations to
proceed on schedule with automation implementation to avoid a sharp
deterioration in service as the current terminals wear out and
customer service demands increase. This initiative is critical for
SSA to obtain workyear savings required to process growing
workloads, to improve service and to meet its streamlining goals.

Question. What would be the impact if the Subcommittee did
not provide these funds in 1996?

Answer. If SSA is unable to replace aging terminal equipment
timely with the IWS/LAN infrastructure, the delivery of basic
services--such as taking claims--will be severely hampered. In
addition, delay will prevent attainment of near-term productivity
improvements and defer productivity and service enhancements that
will result from the implementation of agency initiatives, such as
the reengineered disability process. Moreover, without IWS/LAN,
many of the workyear savings SSA is counting on to achieve the
streamlining plan goals and to target service improvements will
simply not occur.

HEALTH CARE REFORM TASK FORCE

Question. A recent Washington Post article disclosed that
your Department had paid some consultants working on the
Administration's health care reform plan consulting fees as high as
$49 an hour, allowing some to be paid up to $100,000 while some of
the medical professionals who volunteered their time could not even
get their travel costs reimbursed. Would you provide the
Subcommittee information on how much your Department spent on
consultants and contractors to assist in the development of the
Administration's health care reform plan? From which accounts were
these funds paid? What criteria were used in determining
reimbursement schedules?

Answer. HHS created a separate account within the Office of
the Assistant Secretary for Planning and Evaluation, from which the
disbursements for expenses related to the President's Task Force on
National Health Care Reform and its Working Group were made. Total
expenditures from this account during FY 1993 came to $1,179,798.
Following is a breakdown of these expenses by major category:

Salaries and Benefits $895,208

Travel 19,756

Contracts:
Computer Support
PHS/AHCPR
White House
Temporary Hires
Total

12,052
30,000
215,000

7 312
264,364
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Non-Contract Services 385

General Printing Office (GPO) 69

Misc.
TOTAL $1,179,798

Under separate cover I am also providing a copy of the 20-page
General Accountlng Office testimony entitled "Coot of Health Care
Task Force Related Activities," as presented before the House
Appropriations Subcommittee on Treasury, Postal Service, and General
Government on March 14, 1995. This testimony estimates the total
costs of the Task Force, including--but not limited to--the
categories that you requested. In all instances, the amounts of
consulting fees paid were set according to established standards for
persons with certain credentials, as determined by the professional
personnel staff within HHS. The policy regarding travel
reimbursement for Working Group members wae to cover the cost of one
round-trip between home and Washington, DC; please see the March 25,
1993, memorandum regarding travel reimbursement.

MEMORANDUM

Department of Health and Human Services,
Office of the Seretary,

Washington, DC.
Date: March 25, 1993

Note To: Health Care Task Force Members

From: Manager Special-Initatives

Subject: Reimbursement For Travel

We are now processing reimbursement vouchers for transportation
costs for one round trip fair between your point of origin and
Washington D.C. Please give a copy of your airline, train. etc.,
ticket to the administrative support person ( Marion or Shandon).
Do not give them the original. Ground transportation, other than
commuting fkom point-of origin to Washington, will not be
reimbursed.

Please call Al Cutino, 690-8 94 if you Questions.

Steve geon

U.S. General Accounting Office,
Washington, DC.

Cost of Health Care Task Force Related Activities

Statement ofJ. William Gadsby, Director, Government Business Operations
Issues, General Government Division

Mr. Chairman and Members of the Subccmniztee:

I am pleased to submit for the record the Information we have

collected as of March 9, 1995, concerning the costs incurred by

the government in connection with the President's Task Force on

National Health Care Reform.
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We were requested to develop this information by Rep. Ernest

!stook, Rep. William Clinger, Rep. William Lightfoot, Rep. Frank

Wolf, Rep. Bob Barr, and Senator Paul" Coverdell. Rep. Ietook

asked that we prepare, and submit in the form of a statement for

the record for this hearing, a status report on the costs we have

collected to date, even though cur work is still ongoing.

BACKGROUND

On January 25, 1993, President Clinton established the

President's Task Force on National Health Care Reform. The

President charged the Task Force with-listening to "all parties'

and preparing health care reform legislation to be submitted

within 100 days of the atart of the new administration. The 12-

member Task 7orce, chaired 'cy t'ne. 7i:s: Lady, consisted of the

Secretaries of the Departments of Commerce, Defense, Health and

Human Services (HHS), Labor, the Treasury, and Veterans AffairS;

the Director of the Office of Management and Budget (OMR); the

Chairman of the Council of Economic Advisors; and three White

Rouse advisors.

Also on January 25, the President announced the formation of AA

interdepartmental Working Group to gather information and develop

health care reform options. Materials prepared by the.Working

Group were reviewed by the Task Force. The Interdepartmental

Working Group was headed by Mr. Ira Magaziner, a Task Force ,

member who_was the senior advisorto the President for Policy

Development.

The White House Office of Policy Development (DPD) managed the

overall effort. OPD was funded by an-interagency transfer of

funds from HHS to OPD. According to Task Force information, the

Interdepartmental Working Group included 628 members, who were

primarily permanent federal government employees from both the

executive and legislative branches, as well as consultants,
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special government employees, and volunteers. The

Interdepartmental Working Group was organized into 15 Cluster

Groups which were subdivided into a number of smaller working

groups that worked mainly in the Old Executive Office Building,

Although meetings were held occasionally at other locations, such

as other executive branch offices.

The Task Force, InterdePart-MenC-al working Group, Cluster Groupe,

as well as the smaller working groups, were disbanded on May 31,

1993, after which the administration's health care reform effort

focused on preparing health care reform legislation. The

President introduced his health care reform legislation on

November 20, 1993.

In February 1993, the Association of American Physicians and

Surgeons filed a lawsuit against the Task Force, seeking access

to the Task Force meetings under the Federal Advisory Committee

Act (FACA). The Association contended that because the First

Lady was a private citizen, the Task Force, as a group composed

solely of full-time government officers or employees, was not

exempt from FACA and, furthermore, that the Interdepartmental

Working Group was itself an advisory committee. On March 10,

1993, the U.S. District Court for the District of Columbia held

that the Task Force was subject to FACA but held that the

Interdepartmental Working Group was not an advisory committee.

Both parties appealed this decision to the Court of Appeals,

which on June 22, 1993, held that the First Lady wae an employee

for purnoses of FACA and that the Task Forcl she chaired was

therefore not subject to that statute. The Court of Appeals

returned the case to'the District Court for further proceedings

on the status of the Interdepartmental Working Group.

Oc December 21, 1994, the District Court dismissed the case as

mcot after the defendants released the documents created by the

Interdepartmental Working Group, treating them as though the
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Interdepartmental Working Group had been subject to PACA. The

Court also indicated that it was requesting the U.S. Attorney for

the District of Columbia to determine whether Ira Magaziner,.

member of the Task Force and head of the Interdepartmental

Working Group, committed the criminal offense of contempt of

court or perjury in connection with a declaration he made

regarding the membership of the Interdepartmental Working Group.

The Association of American Physicians and Surgeons has applied

for reimbursement of attorneys' fees in the amount of $374,070.

The District Court suspended consideration of this request until

the question of criminal offense referred to the U.S. Attorney is

resolved.

Our requesters asked that we determine the costs incurred by the

executive branch in connection with all activities of.the

President's Task Force on National Health Care Reform, including

the ccsts of developing the options and proposed legislation and

2:-.4aing in :he litigation.

SCOPE

To accomplish our objective, we asked the 10 agencies that worked

with the Task Force to provide data on the costs they incurred.

These agencies were identified as having members who served on

the Task Force, Interdepartmental working Group, C:.uster Groups,

or other working groups, and included the Departments of

Commerce, Defense, Education, NHS, Justice, Labor, the Treasury,

and Veterans Affairs, as well-as the Executive Office of the

President and, separately, OMB.

Our requesters aeked that we include all direct and indirect

costs, including the value of time spent by government employees

on these matters and an estimate of future costs of the

litigation. Further, ye were asked to obtain costs for three
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phasea of the effort: (1) developing the administration's health

care reform proposal from January to May 1993, (2) preparing the

administration's health care reform legislation from June to

November 1993, and (3) working on matters relating to Aasociation

from February 1993 to January 1995, including an estimate of

future coets of litigation.

METHODOLOGY

we began this assignment in November 1994 by meeting with

officials from the Executive Office of the Preeident, HHS, and

the Cepartment of Labor. At these initial meetings, it became

clear that there were differences of opinion regarding who

composed the Task Force, mhat costs were attributable to it, and

what time period should be examined. Further, it became clear

that the agencies in many cases did not have accounting records

from which to obtain the information needed and that, for some

costs, agencies would have to rely on estimatee, particularly

regarding the amount of time spent by employees on Task Force

activities.

As a result of those initial meetings, we developed a standard

queetionnaire that was sent to all 10 agencies on December 2,

1994. The questionnaire described the scope of our inquiry,

contained a common definition of terms, and asked that the

agencies provide actual dr estimated costs in specified

categories, such as personnel, office space, telecommunications,

travel, procurements, and other expenses. We asked the agencies

to reconstruct or estimate costs incurred when no readily

available records of costs were available. We also asked that

the data be provided to us by January 13, 1995.

To determine personnel costs, we asked the 10 agencies to provide

data on time expended by government employeea, special government

employees, consultants, and schedule C employees who worked on
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the Task Force, the Interdepartmental Working Group, the Cluster

Groups, and the smaller working groups as well as time data on

other agency employees who provided support to them. The value

of personnel time was to be calculated using time data and

salaries. When detailed records of time spent were not

available, the agencies were asked to provide estimates of the

amount of time spent by employees.

We also asked agencies to provide the location, cost, and square

footage of government owned and leased office space that was used

for meetings, as well as the amount of time that this space was

used for such meetings. With regard to telecommunications

services, we asked agencies to provide the costs of telephone

services incurred for the Task Force activities, including the

total charges for long-distance calls and the cost of any

additional telecommunications equipment and services that were

acquired.

Further, we.asked agencies "...n nrnvids nh?. :nst3 local and

official travel incurred by agency employees, special government

employees, consultants, and volunteers. We also asked agencies .

to provide the costs of all procurements that were made for goods

and services, such as those for research, computers, and

printing. Finally, we asked agencies to provide the costs of

misnellaneot;s expenses, such as those for postage, couriers, and

photocopying.

We asked the agencies to provide all available supporting

documentation and, when estimates were used, to provide an

explanation of the basis used to make the estimate. Because

agencies' accounting systems generally did not allocate costs to

funotional areas such as the Task Force-effort, and because much

of zhe time data was based on employees' personal notes and

memories, we were not.able to validate the accuracy of the data

provided by the agencies.
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RESULTS TO DATZ

AB of March 9, 1995, we had received responses from all 10

agencies. However, much of the information we have received is

not complete. More specifically:

The cost data we have received from HRS is incomplete in

that it does not include the amount or value of time spent

by all HHS employees working on Task Force matters. MS has

sent a questionnaire to 201 BBB participants to estimate the

amount of time spent on Task Force activities and to

identify other HMS employees who provided support services.

That data is still being collected. We calculated the value

of time spent by 60 RHS employees who provided data as of

March 9, 1995, and inc:uded those costs in this report..

-- The Department of Commerce has not yet provided travel costa

for one employee.

-- The Department of Juetice has not yet provided a list of

employees who worked on Task Force activities to support

its summary of personnel cost data.

-- The Executive Office of the President (EOP) did not provide

ue with information that we requested ih three major

categories; (1) costs incurred after May 31, 1993; (2) the

amount of time expended by EOP personnel, except for the

Office of Policy Development and OMB; and (3) costs

associated with litigating Association of American

Physicians and Surgeons et. al. v. Clinton et. al. We have

renewed our request to EoP to provide us with the omitted

information within the next 2 weeks.

-- 0MB did not provide information on: (1) coots-incurred

after May 31, 1993; (2) the amount of time expended.by OMB

personnel, excluding its Health Policy Unit, and (3) costs
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associated with litigating Association of American

4 :A We are

asking OMB to provide this information within the next 2

weeks.

The Treasury Department provided the least information of

the 10 agencies. It did not provide information on:

(1) the amount of time expended by Treasury personnel and

their salaries; (2) costs incurred after May 31, 1993; and

(3) costs associated with litigating Association of American

Physicians and Surgeons et.'al. v. Clinton et. al. We are

asking Treasury to provide this information within the next

2 weeks.

The cost information received to date shows that the 10 agencies

reported spending about $9.6 million on matters relating to the

Task Force. As shown in table 1, reported costs ranged from $43

at the Treasury Department to about $6.4 million at HMS, although

the cost information from these agencies, as well as some of the

others, is incomplete.

. .

Table 1: Health Care Task Force Costs tv Actencv

Agency Cost

Commerce $235,796°

Defense 523,617

Education 49,733

Executive office Of
the President 211,095b

HES 6,419,653e

Justice 462,330

Labor 333,150

OMB 142,135°

Treasury 43°

Veterans Affairs 1,262,158

Total $9,639,712

°Excludes one employee's travel costs, which have not yet been
provided.
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'The EOP cost excludes the Office of Management and Budget costs
which we have asked for separately and also excludes the value of
EOP personnel time; costs incurred after May 31, 1993; and
litigation costs, which have not yet been provided. EOP costs
reported above were paid by an interagency transfer of funds from
HHS to the White House Office of Policy Development.

"Excludes $211,095 in costs incurred by EOP but ultimately paid
by HHS. Includes the value of time spent by 60 HHS employees.
Time data on at least 141 other HES employees are still being
collected.

'The OMB cost excludes the value of OMB personnel time (except
for members of its Health Policy Unit); costs incurred after May
31, 1993; and litigation coats, which have not yet been provided.

'The Treasury Department cost excludes the value of aLl. Treasury
personnel time; costs incurred after May 31, 1993; and litigation
costs, which have not yet been provided.

Source: Data provided by the Departments of Commerce, Defense,
Education, NHS, Justice, Labor, the Treasury, and Veterans
Affairs, as well as the Executive Office of the President and
OMB.

Table 2 shows the costs received to date, broken down by phase of

effort. The 10 agencies reported that they spent about $3.5

million on developing the administration's health care reform

proposal from January to May 1993, $5.8 million preparing the

administration's health care reform legislation from June to

November 1993, and over $300,000 working on matters relating to

Association of American Physicians and Sarcomas et. al. V.

Clinton et. al. from February 1993 to January 1995.

None of the agencies reported as a future cost the possible

reimbursement of attorneys' feee for the Association of American

PhYsicians and Surgeons or any other possible litigation. Until

the District Court decides this request, it is not possible to

determine what amount, if any, will have to be paid or what

funds, if any, will be used.
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Table 2: Hcalth Cate Tak_Egimil Costabv Phase of Work

Agency

Develop
proposal

January-May 1993

Prepare
legislation

June-November 1993

Support litigation
February 1991-

January 199 Total

Commerce $224,229' $11,569 $0 $235,798

Defenee 508,849 14,768 0 521,617

Education 0 49,733 0 49,733

Executive
Office of the
President 211.095 Not yet provided Not yet provided 211,095'

HHS 893,561. 5,520,7664 5,3264 6,419,653

Justice 69.265 67.605 125,520 462.330

Labor 187.342 145,809 0 333,150

OMB 142.135' Not yet provided Not yet provided 142,135

Treasu 43. Not yet provided Not yet provided 43

Veterans
Affairs 1,262,158 0 0 1,262,158

Total $3,498,616 $5,810,250 $130,846 $9,639,712

'Excludes one employee's travel costa, which have not yet been provided.

'The BOP cost excludes the Office of Management and Budget costs, which we have asked tor
separately, and also excludes the value of EOP personnel time; costa incurred after may
31, 1993; and litigation costs, which have not yet been provided. EOP costs reported
above were paid by an interagency transfer of funda from NHS to the White House Office of
Policy Development.

4Excludes $211.095 in.coets incurred by EOP but ultimately paid by HRS.

°H1IS eent questionnaires to 201 Intl Tack Force participants to estimate the amouet of
their time spent_ ou Taek Force activities and to identify other HMS employees who provided

.support services. Sixty HilS employees have returned the queetionnaires to dace. All CO
reported they worked on preparing the health care reform proposal, 44 indicated they
worked on preparing legislation, and 7 indicated they worked on the litigation. Another
141 HHS employees have not yet responded to the questionnaire.

Includes 5 months ot staff time for 5 OMB employees who were members of ice Health Policy
Unit.. OMB reported that these 5 membera of OMB'. Health Policy Unit .devoted
substantially all of their efforts to HCTP activities.. OMM did not provide the value of
time spent by other OMB employees who worked on Tack Force activities.

"The Treasury Department cost excludes the value of Treasury personnel time; costs
Incurred after may 31, 1993; and litigation costs, which have not yet been provided.

Source: Data provided by the Departments or Commerce, Defence, Education, NHS, Justice,
Labor, the Treasury, and Veterans Affairs, as well as the Executive Office of the
President and OMB.
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Table 3 shows costs by category. The largest cost categories

were for personnel--$3.8 million--and for procurements--$5.3

million. HHS reported $5.0 million of the $5.3 million in

procurements. HHS'e procurement costs included $3.3 million in

outlays fcr research contracts by the Public Health Service, the

Health Care Financing Administration, and the Aasistant Secretary

for Planning and Administration during fiscal years 1993 and

1994, as well as $1.6 million for computer time.

18Bie 3: -Health rare Tank Force Coots by Category

Agency

.---

Personnel

Telecom-
munica-
time Travel

Procure-
ments

Office
apace

Other
expenses Total

Commerce $173,419 $0 $1,379 $36,000 $0 $25,000' $235,798

Defense 290,746 200 12,016 211,920 110 620. 523,617

Education 48,207
Data not
available 1,526 0 0 0 49,733

Executive
Office of
the
Preaident

Not yet
provided 31,525' 41,419' 46,0931 06,748' 5,310" 211,095'

HHS 1,237,713' 4,706 140,259 4,975,970' 57,092 3,905' 6,419,653

Justice 462,280
Data not
available 0 0 0 50' 462,130

Labor 319,429
Data not
available 1,721 12,000 0

Date not
available 333,150

OMB 120,320'
Data not
available 35' 0 13,780

Data not
available 142,135

Treasury
Not yet

provided)
Data not
available 43 0 0

Data not
available 43

Veterans
Affairs 1,162.150

Data not
available 100,000 0 0

Data not
available 1,262,150

:total 03,030,272 $36,431_ $290,398 $5,281,991 $157,735 $34,005 $9,639,712

' Excludes one employee's travel costs, which have not yet been provided.

°Computer time.

'Photocopying.
'The HOP cost excludes the Office of Management and Budget costs, which we have asked for
separately, and also excludes the value of EOP personnel time; costs incurred after May

31, 1993; and litigation costs, which have not yet been provided. BOP costs reported
above were paid by an interagency transfer of funds from NHS to the White House Office of

Policy Development. The "other' category includes costs reported by BOP for
' transportation of things, rent, and utilities,' Which were not reported in the other

categories.

'Includes Schedule C employees, special government employees, and consultants. HHS sent
questionnaires to 201 NHS employees to estimate the amount of their time spent on Taok
Force activities and to identify other HMIS employees who provided support services. This

coet includes the value of time spent by 60 HHS employees who have returned the survey to

date.

'Includes outlays for research contracts during fiscal years 1993 and 1994. HHS reported
that because health policy research in an ongoing activity of the Department, officials
eviluaced and identified all contracts undertaken by the Public Health Service, Health
Care Financing Administration, and the Office of the Assistant Secretary for Planning and

Evaluation to determine which ones were designed or, it previously under way, were'
substantially modified, in order to be used in developing the President's propoual.

'Remainder of $215,000 interagency transfer from HES to the White House Office of Policy
Development, of which BOP incurred $211,095 in costa.

°Includes 5 months of staff time for 5 OHO employees who were members of its Health Policy

Uhit. OMB reported that these 5 members of OMB's Health Policy Unit 'devoted
substantially all of their efforts to HCTF activities.' 0088 did not provide the value of
time spent by other OMB employees who worked on Task Force activities.
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'Reported coet to OHM of the Deputy Director's travel with the First Lady on Air Porce One
on March 19, 1993.

'Although the Treasury Department provided the names of SO Departmental employees who
worked on Task Force activities, it did not provide the amount of time they epent or their
salaries.

Source: Data provided by the Departments of Commerce, Defense, Education, HHS, Justice,
Labor, the Treasury, and Veterans Affairs, as well as the Executive Office of the
President and OMB.

As previously mentioned, we are "Waiting to receive additional

information from the Departments of Commerce, NHS. Justice, and

the Treasury, as well as EOP and OMB. We will issue a final

report after all of the costs have been provided.

Teenage Pregnancy

Question. In the response to a letter I sent to you on March
1 regarding the issue of teen pregnancy, you said that the
Department has a number of research and demonstration programs
underway related to teenage pregnancy and that you were learning
more about what works to prevent teen pregnancy. Specifically, what
research and demonstration projects are underway at HHS? Could you
share with us some of the lessons you have learned from these
projects?

Answer. The Department is supporting a wide array of
important studies to help us understand the most effective ways of
reducing teenage pregnancy. In general, researchers have found that
the more comprehensive the intervention the more likely it is to be
effective. While many interventions have tried to address this
complex problem few have been rigorously evaluated to demonstrate a
substantial effect in reducing teenage childbearing. We intend to
build on what we know works to strengthen our efforts to reduce
teenage pregnancy. The following is a description some of the
activities we currently have underway. We would be happy to provide
you with any additional information on these projects.

The Office of the Assistant Secretary for Planning and
Evaluation has funded three studies concerning adolescents related
to pregnancy prevention. The first study will produce a
comprehensive literature review of adolescent sexual activity,
contraception and childbearing (Volume I) and a review of adolescent
pregnancy prevention programs which have been evaluated (Volume II).
This study is currently in,draft and is expected to be released in
April 1995.

The second study is an analysis of three national databases to
generate information on adolescents' use of time and its relation-
ship to particular outcomes, such as high school dropout and
substance abuse. The third study uses Census Data to provide
information on living arrangements, transfer and earned income for
individuals and households, poverty, nativity, age and ethnic
background for mothers who are adolescents and in their early 20s in
all states.

The Title X Family Planning Program includes a Service
Delivery Improvement program which supports research on family
planning service delivery and client decision-making and charac-
teristics. Approximately one-third of the clients served by Title X
supported clinics are women under age 20.
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The Title XX Adolescent Family Life Program sponsors peer
reviewed research on factors that affect adolescent oexual behavior,
including family involvement and demographics. It also supports
research on adoption and services to pregnant and parenting
adolescents. Grant funding is provided each year for education and
skills building projects to prevent pregnancy by encouraging
adoleecents to abstain from sexual activity. In addition, funds are
provided for the "CARE" demonstration project, which provides case-
managed services to pregnant adolescents and their families.

The Office of Population Affairs recently awarded a five year,
$500,000 grant to the Alan Guttmacher Institute to conduct wide-
ranging data analyses on family planning need and service availabil-
ity, with a focus on adolescents and lower income women. The goal
of the project is to learn how to reduce unintended pregnancies and
reduce the number of teenage pregnancies.

The National Institute of Child Health and Human Development
(NICHD) at the National Institutes of Health is conducting a
comprehensive, prospective longitudinal national study on adolescent
health and the context of adolescent behavior and outcomes. The
study responds to a Congressional mandate for a national study of
adolescent health (Public Law 103-43, Title X, Subtitle D, Section
1031). It is being conducted by a team of scientists from eix
universities and research centers across the country. The project
includes a data collection core as well as six component projects
built around the unique design features of the study. Prompt
sharing of nonidentifiable data with other researchers is planned to
ensure that the study's potential contribution to scientific
knowledge is fully realized.

NICHD will be awarding grant funds for five projects to
investigate unwanted and unintended pregnancy in the United States.
Two of the projects will be focus on adolescents.

The Healthy Start demonstration project, a five year infant
mortality initiative, was funded in 22 sites. Healthy Start
emphasizes coordinated services to pregnant and parenting women,
including adolescents. A majority of the grantees have used the
funds to provide an array of pregnancy prevention services,
including male interventions and school-based health services. An
extensive evaluation component is starting this year.

Question. Last year, this committee provided $4.5 million to
CDC to support demonstration grants for the development of community
partnership coalitions for the prevention of teen pregnancies.
Could you tell me when the request for proposals will be issued for
this program and approximately how many grants will be awarded?

Answer. CDC will award FY 95 funds by September 30, 1995 to
support up to 12 community-wide coalitions within communities that
have high rates of teen pregnancy.

UNDOCUMENTED ALIENS

Question. Have you proposed legislation
immigration initiative to reimburse States for
medical care to undocumented aliens?

Answer. The Administration is currently
We plan to propose it later this year.

SOCIAL SECURITY AUTOMATION

for the proposed
the cost of-providing

drafting legislation.

Question. A review by the Office of Technology Assessment
indicates that your latest plan for purchase of Local Area Networks
(LANs) has a unit cost increase of one-third over the original
estimate. How do you justify the significant increase in per unit
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LAN costs during a time when commercial LAN costs have been
declining?

Answer. The original FY 1994 Automation Investment Fund (AIF)
budget request estimated that the purchase of the networked
intelligent workstation hardware and software portion of the IWS/LAN
initiative would require $341 million over FYs 1994-98. The FY 1996
AIF budget reflects an estimate of $397 million for this purpose
over FYs 1994-98. Since the FY 1994 budget was submitted,
requirements have become better defined and SSA hae adjusted both
the quantities and specifications included in its intelligent
workstation hardware and software acquisition to provide the
technology infrastructure required to support its workloads,
including those associated with the reengineered disability process,
over the system life for this investment.

Question. Provide a technical description of the equipment
proposed to be purchased, and the number and types of IWSs and LANs,
and any differences between the revised fiscal year 1996 plan and
the original proposal.

Answer. The intelligent workstation hardware and software
acquisition for the first phase of the IWS/LAN initiative has been
issued and is scheduled for award in FY 1995. It will provide up to
1,742 local area networks with 56,500 intelligent workstations, as
well as other related equipment and services. As for differences
between the FY 1994 and FY 1996 budget requests, the hardware and
software originally planned has been updated to reflect current
product offerings, as well as updated technical specifications
(including enhanced processor speed and increased memory capacities)
and training support to meet SSA's projected requirements over the
system life. However, the same technical approach endorsed by the
Office of Technology Assessment and others is being followed.

Question. Office of Technology Assessment estimates the
furniture and site prep costs per workstation is $8,588, excluding
IWS/LAN equipment cost. How do you justify this rather sizable cost
per workstation?

Answer. An arbitrator's decision and labor relations
agreements require that SSA provide ergonomic furniture with
adjustable work surfaces to protect the health of employees. Most
ergonomics experts agree that a sit-stand workstation is the best
way to protect individuals from repetitive motion injuries,
including carpel tunnel syndrome. The average cost for furniture
and site preparation per workstation, excluding IWS/LAN equipment
costs, is estimated to be about $7,100. Market surveys and initial
acquisitions indicate that the average unit cost for workstations
meeting the required ergonomic specifications will be almost $5,100
for the walls, desk and work surface, including installation. The
average costs for site preparation, including electrical work,
cabling and surveys, is about $2,000 per work station.

Question. Why does it cost $474 million in fiscal year 1996
for ergonomic furniture and site preparation?

Answer. The $474 million is the estimated cost for ergonomic
furniture ($294 million) and site preparation ($180 million) for the
period FY 1994 through FY 1998. The FY 1996 budget requests $98
million for ergonomic furniture and $69 million for site preparation
from FY 1996 appropriations. When combined with AIF funds
appropriated in FYs 1994-95 for these purposes, the totals are $171
million for ergonomic furniture and $118 million for site
preparation. Site preparation and ergonomic furniture installations
precede the installation of IWS/LANs. This funding is required in
FY 1996 to ensure that sites are ready on schedule for IWS/LAN Phase
I hardware and software installations.

1 S 2
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Question. What documentation do you have to support the
$94 million request for the re-engineering cost component?

Answer. The 5-year funding level of $94 million for this cost
component will support IWS/LAN-related technology investments that
are required to attain the cooperative processing and paperless
processing goals documented in the Agency Strategic Plan (ASP).
Through FY 1996, no funding is requested for the ASP/Reengineering
cost component. The Agency is refining its plane in this area and
will provide appropriate supporting information when funding is
requested.

ENERGY BURDENS ON LOW-INCOME

Question. The National Consumer Law Center just published a
new Study "Energy and the Poor: The Crisis Continues" that refutes
the notion that energy burdens on low-income households are no
longer the problem it was in the late 1970's.

Do you agree with the data analysis of this study, that
concludes for the period 1988 to 1992, energy prices increased at a
rate faster than the growth in the income of poor families?

Answer. We have just received the National Consumer Law
Center study and, as we have not had time to analyze it, we are not
in a position to comment on the report at this time.

Our preliminary analysis of energy prices suggests that, for
the period of 1988-1992, average energy prices rose at about the
same rate as incomes of households below 150% of the poverty level.

Question.
number and cost
projections for

Answer.
Human Services

BUYOUTS

Provide for the record, agency by agency, the
of employee buyouts during the last year, and
fiscal year 1995.

During fiscal year 1994, the Department of Health and
approved 646 buyouts as follows:

9% for
Buyout Early

Number Cost Retirement
Component

Headquarters (Dept. Mgmt.) 92
Office for Civil Rights 12
Health care Financing Admin. 112
Public Health Service 430

$2,277,644 $181,741
300,000 16,715

2,799,776 6,626
10,591,760 872,623

Department Totals 646 $15,969,180 $1,077,705

During fiscal year 1995, the Department of Health and Human
Services plans to approve 1504 buyouts, with projected costs as
follows:

Component
Headquarters (Dept. Mgmt.)
Office of Civil Rights
Inspector General
Public Health Service
Administration on Aging
Administration for Children

and Families

9% for
Buyout Early

Number Cost Retirement

233 $5,391,000 $312,000
19 475,000 66,000
30 750,000 40,000

1,086 26,623,000 2,145,000
22 550,000 0

114 2,850,000 320,000

Department Totals 1,504 $36,639,000 $2,883,000
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HCFA -- STAFFING INCREASES

Question. You are asking for 28 more positions in the Health
Care Financing Administration in 2996 than you had in 1995, which
appears to involve a transfer of regional office employees. Please
Explain.

Answer. The Health Care Financing Administration (HCFA) is
asking for only 18 more positions in FY 1996 than FY 1995, from
4,129 FTEs to 4,147 FTEs. Without an increase of 43 FTEs to support
a transfer of functions, HCFA's ceiling would have declined by 25
FTEs to 4,104 FTEs in FY 1996.

The Department's elimination of the Regional Administrative
Support Centers (RASC) and the movement of SSA to an independent
agency will require changes in the handling of regional
administrative, financial and personnel support services. In a
joint effort between the Department and OPDIVs, the Office of the
Secretary's regional functions will be moved to the OPDIVs.

Due to the Office of the Secretary's regional restructuring
and streamlining, HCFA will receive 43 FTEs to perform regional

.functions previously supported by the Office of the Secretary at a
comparable level of 74 FTEs. The fact that HCFA took over these
functions with 43 FTEs reflects a savings of 31 FTEs.

HCFA -- STAFFING REDUCTIONS

Question. Why shouldn't the Health Care Financing'
Administration take a 2 percent staffing.cuti-like-ffielt other
Federal agencies? Please provide for the record which components of
the Health Care Financing Administration would be reduced if you had
to take a 2 percent staffing cut.

Answer. HCFA is in the midst of an agency-wide
reorganization. The Agency is shifting resources to high priority .

activities while flattening its organizational structure and
empowering employees. This process is proceeding component by
component with many components more than doubling the ratio of
employees to supervisors. Because so many components and activities
within HCFA are being reorganized at this time, the Agency cannot
determine in which components a potential 2 percent cut in staffing
would be taken.

Redesigned Disability Process

Question. You are requesting $20,000,000 to begin
implementing a redesigned disability process. How much will this
entire process cost to fully implement? When will we begin to see
budgetary savings?

Answer. In September 1994, SSA's Disability Reengineering
Team projected that SSA would realize about $700 million in net
administrative costs avoidance through the project life period (FY
1995 through FY 2001) and also would avoid ongoing administrative
costs of about $300 million annually beginning in FY 2001. The net
savings of $700 million includes:

estimated cumulative administrative costs during the project
of about $150 million. Host of these costs would be directed
to special workforce training on the new process, and

estimated cumulative administrative savings of about $850
million from more efficient use of Federal and State workyears
to process anticipated disability initial claims and appeals
workloads during the project life period.
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--
Question. Why shouldn't we.expect you to implement these

changes within existing resources, since they are supposed to
simplify the disability process?

Answer. Funds are needed during the Lmplementation and
development period to retrain staff, secure outside consultant
services, retrofit facilities, and change publications/forms, etc.
Although in FY 1996 these start-up costs outweigh any immediate
FY 1996 savings, net savings are expected to begin by FY 1997 with
significant net savings from FY 1998 and beyond.

SSA STAFFING LEVELS

Question. Provide for the record a table comparing SSA
staffing levels for each major component of headquarters operations,
from fiscal 1993 through 1996.

Answer. The table attached summarizes actual and estimated
full-time permanent levels for each SSA staff component included in
SSA's long-range streamlining plan, including central office and
regional office staff employment, many of which process measurable
workloads. For example, this includes staff offices responsible for
policy; procedures; public affairs, including inquiry writers;
personnel; labor relations; procurement; budget; finance, including
bill,paying; quality assurance reviewers; facilities maintenance;,
security; etc., as well as staff functions in workload processing
operations in the Office of Disability and International Operations,
the Office of Central Records Operations and the Office of Hearing
and Appeals (OHA). It excludes SsA's field offices, teleservice
center's, program service centers, OHA workload operations and
systems operations/development personnel.
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Question. What would be the Lmpact of reducing headquarters
staff 10 percent below your fiscal 1996 request level?

Answer. SSA is already reducing staff by 15 percent from the
start of FY 1994 through FY 1996. SSA's FY 1996 budget request
reflects significant reductions in these staff components beyond what
normal attrition experience (e.g., retirements, transfers to workload
operatione, etc.) would produce. These components are already
targeted for reductions of at least 10 percent by the end of FY 1995
and 15 percent by the end of FY 1996.

Question. You are requesting a cut of 896 full-time equivalent
positions, while at the same time adding 823 work years for overtime,
at the Social Security Administration. Why not just keep more
regular employees, instead of paying overtime?

Answer. The reduction of 896 FTEs shown in SSA's FY 1996
budget request reflects employment reductions required under the
provisions of the Federal Workforce Restructuring Act (i.e., the
buyout legislation) as well as SSA's own long-range streamlining
plan.. That plan calls for reductions in FTE employment through FY
1999 based on automation, procedural improvements and workforce
restructuring and delayering efforts consistent with government-wide
streamlining plans.

Although FY 1996 FTE levels are being reduced consistent with
government-wide efforts, the requested overtime levels are needed to
ensure that anticipated workloads can be processed in a timely
manner.

Question. Doesn't overtime cost more than regular pay?

Answer. Although the hourly cost of overtime pay is higher
than regular hourly pay rates, SSA's long-range plan to reduce
staffing levels assumes that the first step in that reduction will
begin in FY 1996. Although significant levels of overtime are needed
in FY 1996 to process workloads, long-term reductions in permanent
SSA staffing through automation and procedural improvements,
restructuring, etc., will more than outweigh the short-term overtime
increases.

Peer Review Organizations

Question. Your budget justification shows an increase in
funding for Peer Review Organizations (PROs) from $54.8 million in
fiscal 1995 to $777.2 million in fiscal 1996. Explain this
difference, and summarize how the fiscal 1996 estimate will be used.
Provide a multi-year table of annual obligations.

Answer. We award PRO contracts for 3-year periods. We incur
the greatest costs in the first year of each contract cycle, when we
sign most contracts. Because FY 1995 is the last full year of the
current 3-year cdntracts, we are incurring relatively little
additional obligations. Next year (FY 1996) we expect to award all
or most of.the 53 new PRO 3-year contracts, thus incurring rather
significant costs.

HCFA continues to move forward with the Health Care Quality
Improvement Program (HCQIP) in the 1996-1998 contract cycle. This
program refocuses PRO activity from review of individual cases toward
analyzing and improving patterns of care.

Estimate obligations (in millions) for the 1996-1998 funding
period are as follows:

FY 1996

$777.2

YY 1997 FY 1998

$21.7 $21.7
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Question. Explain how PROs are funded, and include the
statutory language that permits this funding.

Answer. PROs are funded directly from the Medicare Trust Funds
and are not subject to annual Congressional appropriations. We
sometimes refer to this as a "standing appropriation." Each fiscal
year the Office of Management and Budget (OMB) apportions a specific
dollar amount to DHHS to fund the PRO program. All obligations
incurred during that year are charged against that apportionment.
Because PROs are on 3-year contract cycles, the years we sign (i.e.
obligate) most contracts require far more funds than other years.

S1866 (a)(1)(F)(i) of the social Security Act provides that
"the cost of such [PRO] agreement...shall be paid directly by the
Secretary to such [peer review] organization [and] shall be
transferred directly from the Hospital Insurance Trust Fund, without
regard to amounts appropriated in advance in appropriation Acts, in
the same manner as transfers are made for payment for services
provided directly to beneficiaries... .w

Question. What are the pros and cons of funding Payment
Safeguards activities (like Peer Review Organizations)?

Answer. Program integrity spending, because it is under the
discretionary cap, must,compete with all other discretionary spending
that supports basic program operations such as processing beneficiary
claims or ensuring prompt benefit payments. The unintended
consequence of limited discretionary resources results in the loss of
significant program dollars which could otherwise be saved or
recovered.

If payment safeguard activities were funded like the Peer
Review Organizations (PROs), Medicare payment safeguard functions
would not be subject to the discretionary cap. This gives HCFA
maximum flexibility and provides a stable flow of funds with a
minimum of disruption from year to year in this key activity. The
PRO model is a good one since payment safeguard activities are equal
in importance and scope to health care quality programs that are
scored as mandatory spending.

The merits of payment safeguard activities within HHS are self-
evident. The Health Care Financing Administration (HCFA) estimates
that expanded program integrity efforts would save at least $8
million in health care spending for every $1 million in additional
investments in this type activity. Likewise, the Office of Inspector
General (OIG) estimates a minimum of $6 return for every additional
$1 invested in investigative activities.

Although reasonable minds can disagree on the size of the
savings realized by Medicare's payment safeguard activities, it is
clear that even the most conservative estimates of the combined
savings are several times larger than the combined cost.

Question. What other alternative methods might be used to fund
Payment Safeguard activities?,

Answer. In recent years a number of plans have been advanced
to fund safeguard spending. The three primary options considered
included: (1) a revolving fund under the pay-as-you-go category of
spending; (2) a direct tap on the Medicare trust funds; and (3) an
"earmark" in HCFA's discretionary account.

In the past, Congress has expressed support to move program
integrity activities out from under BEA's discretionary cap. In
FY 1992 and FY 1993, Senators Harkin and Grassley championed
proposals to move Medicare payment safeguards to a more stable
funding source. Congress also included in BEA two instances of
removing programs from the discretionary cap - the Internal Revenue

188



184

Service (IRS) enforcement initiative and the Veterans Affairs (VA)
revolving fund to collect third party payments. Congress specified
multi-year spending levels outside the discretionary cape for the IRS
exception, recognizing the revenue generating nature of the tax
compliance program. Funding increases were later continued in the
Omnibus Budget Reconciliation Act of 1993, when the BEA provisions
were extended. The BEA also authorized the Department of Veterans
Affairs Medical-Care Cost Recovery Fund to receive recoveries and
collections as miscellaneous receipts with a portion of these funds
available to administer this cost recovery program.

Health Care Refers

Question. The entire discretionary appropriations for the
Departments of Labor, Health and Human Services, and Education is $70
billion for fiscal 1995. If we eliminate this funding entirely, we
would still be left with a huge Federal deficit. Yet the President's
budget indicates we could wipe out the deficit by the year 2002 by
simply holding the growth rate in Medicaid and Medicare spending to 3
percent annually, instead of the projected 9 percent annual growth.

Although discretiOnary spending certainly has to contribute its
share toward deficit reduction, doesn't the drive to balance the
Federal budget strongly depend on health care reform?

Answer. First, let me clarify that the example cited in the
President's budget does not eliminate the deficit by the year 2002 by
limiting the rate of growth in Medicare and Medicaid to 3 percent
annually. The example assumes that Medicare and Medicaid
expenditures continue rising to accommodate increases in the
beneficiary population, general inflation, and real per capita
output. Using such an assumption, Medicare expenditures would grow
by about 5 to 6 percent annually and medicaid expenditures would grow
by about 8 percent annually.

We agree with you that the drive to balance the Federal budget
strongly depends on health care reform. Our support for health care
reform is based on our strong belief that overall reform will provide
the coverage for the most people in a cost efficient and cost
effective way. Certainly we would anticipate,that comprehensive
reform would also allow us to slow the rate of growth for the costs
of covering our Medicare and Medicaid populations. Any reduction in
spending would of course lower the Federal deficit.

QUESTIONS SUBMITTED BY SENATOR TOM HARKIN

Global Polio Eradication

Question. Madame Secretary, how much will the United States,
and HHS in particular, contribute to this effort -- both in terms of
technical support and purchasing vaccines -- in Fiscal 1995? What
is the proposed contribution in Fiscal 1996?

Answer. In FY 1995, $11,343,000 ($7,227,000 in technical
support and $4,116,000 for vaccine purchase) has been appropriated
for CDC to support global polio eradication efforts. The FY 1996
estimate includes $11,343,000 ($7,227,000 in technical support and
$4,116,000 for vaccine purchase) to support global polio eradication
activities.

Question. What other countries and private organizations are
contributing to global polio eradication efforts? What are the
projected contributions from these countries and other sources?

Answer. CDC and the World Health Organization estimate that
an additional $100 million is needed annually from external sources
from 1996-2000 (i.e., from donor organizations in addition to the
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resource contributions of the polio-endemic countries themselves),
to Lmplement the special strategies in the remaining polio-endemic
countries which have proven successful in the Western Hemisphere.
The $100 million per year is needed in addition to the approximately
$33 million a year already available in 1995 from Rotary
International, CDC, Japan, and other donors, and a projected.$33
million in funds likely available from donors in 1996 (see summary
Table below). Approximately two thirds of the $100 million needed
annually is for the purchase of vaccine in developing countries. It
is noteworthy that most costs of polio eradication, particularly the
costs of personnel and social mobilization, are borne by polio-
endemic countries themselves. For example, China is paying more
than 90 percent of the costs to eradicate polio.

Projected Contributions* of Funds for Polio Eradication
in 1995-1996 in millions of $

Donor 1995 1996

Rotary International 11.7 14.0

Japan 6.1 6.0

USA/CDC 9.8 11.3

Australia 0.5 1.0

Other donors 0.9 1.0

TOTAL 29.0 33.3

* Rotary International is considering grants up to the amounts
stated; however, these grants have not yet been formally
approved. Although the European Community (EC) has expressed
interest in funding activities in the European region, no
commitments have been made to date.

Rotary International, an international service organization with
more than 420,000 members in the United States, has raised more than
$240 million to eradicate polio. Rotary paid for many of the costs
to eradicate polio in the countries of Central and South America,
and continues to contribute to the program in virtually all polio-
endemic countries. The collaboration of Rotary /nternational with
CDC, the World Health Organization, UNICEF, and other partners in
the fight against polio, represents a unique example of public-
private sector cooperation.

Question. If there is a gap in resources to achieve WHO's
goal of global polio eradication by the year 2000, how will that
shortfall be met? Given the potential savings to be achieved by
eradicating polio, does the United States intend to increase its
commitment to this effort over the next five years?

Answer. The United States will save more than $230 million
dollars a year after global polio eradication is achieved and polio
Immunizations are stopped. The U.S. share of benefita is
disproportionately high compared to projected benefits for other
countries because of the high cost of vaccines and health care
delivery in the United States. CDC and other involved
countries/organizations will continue to encourage polio-endemic
countries, and industrialized countries which stand to benefit from
the eradication of polio, to contribute resources to the ongoing
efforts. For example, the Governments of Japan and the United
States share a common interest in supporting the goal to eradicate
polio by the year 2000, and have been engaged in bilateral
discussions as part of the U.S.-Japan Common Agenda to enhance
cooperation in this area. CDC will continue to participate in and
advocate for enhanced funding for the global polio eradication
initiative at periodic WHO-sponsored meetings with donor
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organizations and governments which occur at WHO headquarters in
Geneva, and on at least an annual basis in each of the regions of
WHO.

While the President's budget is projected as straight-lined
through the year 2000, the Administration continues to evaluate
priorities within existing budget constraints.

TECHNOLOGY TRANSFER

Question. Madame Secretary, last year, NIH convened an expert
advisory panel to review NIH's policy of requiring that a
"reasonable pricing" clause be included in collaborative research
agreements, or CRADAs, between NIH and industry.

The NIH's CRADA Advisory Committee concluded that the
reasonable pricing clause undermined the willingness of
biotechnology and pharmaceutical companies to collaborate on
research projects with the NIH, and that the reasonable pricing
clause should therefore be eliminated. Around the same time, the
President's AIDS Task Force had reached the same conclusion
regarding the reasonable pricing clause.

It is my understanding that the decision on CRADAs now rests
with an ad hoc committee consisting of, among other people,
Assistant Secretary for Health, Phil Lee, and Dr. Harold Varmus of
the NIH. What is the status of deliberations of that group; when
will the final recommendations be made public; and can you give us
some indications about what those recommendations might be?

Answer. Final recommendations are expected to be made in
early April. Results from studies that have been undertaken in this
matter over the past year indicate that the reasonable pricing
clause may have driven industry away from potentially beneficial
scientific collaborations with scientists in the Public Health
Service. Based on this data, I believe Dr. Varmus is of the opinion
that eliminating the clause will promote research that will enhance
the health of the American people, and therefore will recommend
removal of the clause.

QUESTIONS SUBMITTED BY SENATOR MARK HATFIELD

ilderly Nutrition

Question. What is your solution to quickly solving the hunger
problem among this nation's elderly?

Answer. There are no quick and easy solutions to the problem
of hunger and malnutrition among this nation's aging population.
Since hunger has many causes, it requires a multidimensional
solution. For example, we can link food insecurity, hunger, and
poor nutritional status to low income. Low income older persons
often have limited access to food and fewer food choices, especially
when needs perceived as more pressing --utility bills, rent and
housing costs, medication and doctors' bills-- take precedence.
Therefore, the adequacy and level of income to meet basic needs and
health care coverage to meet medical needs deserve attention.
Programs such as Medicare, Medicaid, SSI and Food Stamps, which
assist older Americans in meeting these needs, Lmpact the hunger
problem.

We believe that hunger and malnutrition among America's
elderly are preventable. Improvements in the Older Americans Act
programs are part of the solution. Setter targeting of the senior
nutrition programs, as well as improved services for those
individuals with the greatest social, economic, and nutritional need
as well as improved servicesuch as providing meals more compatible
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with varying ethnic and cultural eating habits--to low income and
minority populations will increase program effectiveness and reduce
hunger and malnutrition.

The Assistant Secretary for Aging is implementing a
Nutrition/Malnutrition Initiative designed to focus attention on the
impact of nutrition on the health and functioning of older
individuals. As part of this Initiative, AoA has held a series of
one-day forums in nine of the ten Regional Offices. These forums
are designed to bring together aging and nutrition services
networks, hunger advocacy groups, social service policy makers,
program administrators, legislators, government agencies, arid
professionals structuring home and community-based care systems.
Recommendations resulting from the forums will be addressed at the
White House Conference on Aging to be held in May 1995.

In addition, to enhance the capacity of State and local
elderly nutrition programs, AoA has published a report that
highlights the innovative approaches of all 50 State agencies on
Aging to improve nutrition programs. AoA has, in cooperation with a
university, established a National Policy and Resource Center on
Nutrition and Aging.

Noes-Delivered Neals

Question. Wouldn't the $18.6 million be better spent in
increasing the appropriation for home-delivered meals program?

Answer. In the short term, an increase in the funding for
home-delivered meals would benefit those older individuals who would
either receive meals for the first time or receive enhanded
services. However, nutrition services do not function in ieolation
and should be a part of a comprehensive, coordinated long-term
approach to providing social, supportive, and medical services. The
$18.6 million increase to the home and community-based program is
intended to Lmprove States' capacities to manage comprehensive,
cost-effective systems of long-term, home and community-based care.
This funding would assist States in achieving the capacity you noted
in Oregon and would permit even the States with Lmmense capacity --
like Oregon-- to make further enhancements. We believe that this
effort will prove more beneficial in the long run to a greater
number of older Americans with nutritional and other needs.

QUESTIONS SUBMITTED BY SENATOR CHRISTOPHER BOND

ASSIST -- Funding

Question. Some concerns about the National Cancer Institute's
program called ASSIST which stands for the American Stop Smoking
Intervention Study, have been brought to my attention.

You have responded to questions in the'past about use of ASSIST
funds for lobby state and local government officials in the past.
It has been alleged that funding is used to train volunteers to
lobby public officials against public smoking, cigarette vending
machines and othar issues.

It has been brought to my attention that ASSIST volunteers in
nearly every state with an ASSIST grant are trained in the art of
lobbying as "volunteer advocates" or "policy advocates". They are
supplied with legislative objectives, tips for speaking with
legislators, background materials, t-shirts and in my state,
apparently with coffee mugs.

The "volunteer advocate" is not receiving federal funds
directly and that is clearly not a violation. But, if this is
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occuring, the framework for influencing state or city or county
legislators is being built with federal funds. Congress made its
intent quite clear that federal funds should not be used for
influencing, directly or indirectly, lawmakers at the state, city or
county level.

How is your department ensuring that federal ASSIST funds will
not be used to support activities that directly or indirectly seek
to influence lawmakers?

Answer. The National Cancer Institute is taking extreme care
to be sure that ASSIST funds are used effectively, efficiently, and
in complete compliance with all relevant laws and regulations.
Monitoring of this compliance occurs at both the state and federal
levels.

All activities conducted in ASSIST states must have the prior
approval of the state health department. Each state develops an
annual plan that describes all major activities for the coming year,
and it is reviewed by the health department to be sure it is
efficient, appropriate for the state, and in compliance with state
laws. The plan is then submitted to the NCI for review for its
scientific content and its compliance with all applicable federal
laws. The ASSIST programs use a contract mechanism (not a grant)
for funding and detailed invoices for all subsequent expenditures
are required. These invoices are also reviewed by NCI program staff
and procurement staff for compliance with existing laws and
regulations. Quarterly reports of these activities are required of
each state. Program staff at NC/ make site visits to each state at
least once per year to monitor performance on site. Through these
many monitoring activities, compliance with all applicable laws and
regulations is ensured.

Question. What should Congress do to resolve this problem?

Answer. The NCI has conveyed in explicit terms the prohibition
about lobbying with ASSIST research funds. Because state and local
laws vary with respect to tobacco control issues, certain decisions
are made at the state and local levels as to the Lmplementation of
ASSIST programs. As we have previously stated, the NCI has taken
great care to implement-monitoring systems that will ensure all
applicable laws are enforced concerning ASSIST funding priorities.

ASSIST -- Anti-Saoking

Qeestion. Funds have been made available from the Centers for
Disease Control and Prevention for anti-smoking programs in the
states that di&.not receive ASSIST grants. What kinds of anti-
smoking coalition activities are being funded through the CDC? How
are you ensuring that those funds are not used to support lobbying
efforts?

Answer. There are StateTlevel tobacco control coalitions in 32
of the 33 States funded by CDC's IMPACT cooperative agreements.
Funds are to provide staff support for these coalitions. Staff
activities_include providing training, data, materials, and
information on tobacco control topics. In addition, some State
health agencies have provided funds to the local level for.similar
activities. Examples of coalition activities include developing and
Lmplementing a state-wide tobacco control plan-, working with the
media to inform the public of the need to advocate for tobacco
control programs, and collaborating on a variety of youth
initiatives, including enforcement of minors' access to tobacco
laws.

Each grantee under CDC's IMPACT-program was required to
certify, by signature on a form included with their original grant
application (PHS-5161-1), that they were aware of the restriction on
use of Federal funds for lobbying federal lawmakers. A training
workshop was provided to CDC grantees to ensure they understand the
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restrictions on lobbying, and each State received a follow-up packet--,
of materials that outlined activities that were or were not
allowable at the Federal, State, and local level under Federal
grants and contracts regulations (Title 31 USC Section 1352).

ASSIST -- Lobbying

Question. Are these kinds of grassroots lobbying efforts to
achieve national anti-smoking goals the most appropriate use for
scarce dollars at the National Cancer Institute?

Answer. NCI has informed all parties involved that no lobbying
efforts are permitted under NCI research dollars. ASSIST is a
demonstration project implemented through state health departments
in collaboration with voluntary health organizations such as the
American Cancer Society. NCI's mission is to reduce illness and
deaths from cancer and it is estimated that a third of all cancer
deaths are related to tobacco use. Tobacco use is responsible for
one out of every five deaths in this Nation.

Lung cancer is the leading cause of cancer deaths for both men
and women, and 90% of these deaths are caused by smoking. Cigarette
smoking is directly responsible for 180,000 cancer deaths each year..
Sadly, more than 3,000 teenagers and children start smoking every
day, creating a new generation of people addicted to nicotine. Over
half of these young people will ultimately die because of their
smoking. ASSIST is also focusing on school children to reinforce
the message of hot smoking.

Today the human and financial costs of smoking are enormous.
Only about 13 percent of patients diagnosed with lung cancer surViye
for five years. The cost of treating just one case of lung cancer
is between $29,000 and $42,000. ASSIST is an investment in reducing
the toll of tobacco-related illness.

QUESTIONS SUBMITTED BY SENATOR DALE BUMPERS

Head Start

Question. The Department is proposing a $400 million increase
in Head Start funding in 1996 -- for a total of nearly $4 billion.
What percentage of the total eligible Head Start population would
that amount allow us to serve? What proportion are we serving now?
How much do we estimate "full funding" -- serving all eligible
children -- would cost? How does this compare to the estimates of
full funding the Department made in 1993?

Answer. In FY 1995, the Department estimates that 752,000
children will be served by the Head Start program. The President's
FY 1996 proposed budget would inc eeeee that number to 784,000. We
estimate that the proposed budget would enable us to serve 43
percent of the eligible children.

In calculating this percentage, it is first necessary to
define the eligible population. Head Start's authorizing
legislation speaks of serving children from birth through the age of
compulsory school attendance, an age range of several years.
Historically, however, Head Start has primarily been a program
serving low-income pre-school age children, typically 3 and 4 year
olds. The Administration's goal is to move towards establishing a
Head Start program which would serve all of the eligible 3 and 4
year old children whose parents are interested in enrolling them in
Head Start, while also providing that by 1998 5 percent of Head
Start's total appropriation be used to serve infant and toddler age
children and their families.

I 9
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Based on Census data, we Mstimate that, currently, there are
1,950,000 low-income children'inth, cQuntry who are either 3 or 4
years old. We assume that 80 percent,of hese families would be
interested in enrolling their children\4.11 Head Start; and that the
remaining 20 percent would have alternative bbild care arrangements.
These assumptions would requir the funding

cillor.'

,560,000 Head Start\slots in order to serve all inte ested anligi 1 children.
\ \ \

Of the 752,000 children estimated to be enrd le in Head Start
in FY 1995, 90 percent, or 677,000, are\either 3 oi,4 eare old and
95 percent of these children, or 643,000, exe\low-incom 1Head Start
programa may enroll up to 10 percent of their children f cim families
whose income exceeds the poverty line4 Thils, in FY 1995 643,000
of the estimated 1,560,000 eligible perce \

being served. In FY 1996 this proportionwil increase to
approximately 43 percent. .

Our estimate for fully funding the Head Stdrt program by the
Year 1999 assumes that all children in the program would be.3 oz\4
year olds from low-income families, except that we rould continue to
allocate 5 percent of Head Start'o appropriation to serve children
younger than 3 years of age. This estimate further assumes that 25,
percent of Head Start children would be served in full-day/full-year
programs designed to meet the child care needs of working Head Start
parents, and that the incremental costs for the full-day portion of
these children's Head Start experience would be shared equally
between Head Start and other child care funding sources.

Based on these assumptions, our current estimate for the full
funding of Head Start by 1999 is $11.6 billion. The estimate
developed in 1993, using the same set of assumptions.(except that
the number of eligible children at that time was 1.4 million), was
$10.1 billion. Botimateo done prior to 1993 are not comparable to
current figures because they assumed that children would be served
in Head Start for only one year and that no Head Start funds would
be used for full-day Head Start.

VPC Program
c

Question. leu've testified that the Department has enrolled
"thousands" of physicians in tho VFC program. Can you give us a
more precise count of the number of individual physicians enrolled?
How many of the enrollees are actually new participants? In other
words, if you subtract Medicaid physicians, physicians in univoroal
purchase states, and public clinics -- all of whom were diotributing
free vaccine before this program began -- how many nityl providers do
we really have?

Answer. Based on information submitted to CDC by 49 States
(excluding Alaska), 7,570 public sites and 21,012 private sites,
total 28,582 sites, were enrolled in the VFC program as of January
20, 1995. Industry has estimated on average there are 2.2
physicians enrolled per site. Thuo, we estimate there are
approximately 16,654 physicians enrolled in the public oector and
46,226 physicians enrolled in the private Doctor for a total of
62,880 physicians enrolled in the VFC program since October 1, 1994.
Physician enrollment from the private sector continues to increase
each month.

Information on the number of Medicaid physicians and the
number of those physicians who immunize children is not available on
a national basis. Removing all public clinic physicians (16,654)
and all physicians from universal purchase States (7,014) from the
total, we estimate there are 39,212 new participants in the VFC
program. If we assume that 10% to 50% of these providers are also
Medicaid providers, then the number of new participants ranges
between 19,606 and 35,290, representing a significant increase in
access to medical care. (At this time, CDC and HCFA have no better
estimate of how many providers are also Medicaid providers.) In
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addition to new participants, it is also important to remember that
Medicaid physicians now have the ability to immunize non-Medicaid
children who are VFC-eligible because they are receiving vaccine for
the uninsured and Native Americans.

CDC has received anecdotal reports.from some States that
physician enrollment in the Medicaid program is increasing due to

-both the VFC program and state Medicaid increases in reimbursement.
for Lmmunization administration.

Immunisation

Question. The CDC has recently reported on several studies
that show the main cause of low immunization rates among high-risk
children is the failure of providers to immunize the children in
their care -- most of whom see their physicians more than enough
times to receive the recommended number of doses. These data
confirm earlier studies that suggest eliminating 'missed
opportunities to vaccinate would solve much of the Lmmunization
problem. Don't these findings tell us that our efforts and
resources would be better focused on improving provider and patient-
behavior, rather than purchase of more vaccine? What is the
Department doing to ensure that the findings from these studies are
translated to actions by States and communities?

Answer. CDC believes that the problems of underimmunization
can only be resolved by the multi-faceted approach embodied in the
Childhood Immunization initiative (Cl/). We believe that the
increasing cost of the childhood vaccine series is one of the
barriers to Lmproving childhood Lmmunization coverage. Private
provider referral to public clinics of children whose families
cannot afford the cost of today's vaccines can adversely impact
timely immunization while concomitantly causing unnecessary resource
demands on public clinics. The Vaccines for Children (VFC) Program
can address this problem by allowing these children to be vaccinated
by their primary care providers. Implementation of the other
components of the CII will address a variety of other problems
associated with undervaccination. These other components include:
(1) Improving the quality and availability of vaccination delivery .

services; (2) Increasing community participation and education; (3)
Enhancing surveillance for vaccine-preventable diseases; (4)
Improving our ability to measure and monitor vaccine coverage; and
(5) Improving vaccines and vaccine scheduling.

CDC is working closely with each State to help implement a
statewide assessment and feedback protocol, especially in public
clinics. The protocol includes a CDC-developed procedural manual
and.software package (Clinic Assessment Software Application or
CASA). Program or provider staff select a representative sample of
immunization records. The birth dates and Lmmunization dates of the
children in the sample are entered into CASA which generates a
report that reveals the estimated immunization coverage in that
provider setting and includes a diagnostic overview of provider
practices. This information becomes the basis for discussion among
provider staff about how deficiencies in Lmmunization practices,
such as missed opportunities, can be remedied. Often, providers are
motivated to attempt these Lmprovements when they are made aware of
how their performance compares with that of their peers. Motivation
is enhanced by efforts to recognize and reward those who loprove
Immunization practices and coverage rates. In Georgia,
implementation of this protocol resulted in an increase in series-
complete (DTP4; OPV3; MMR1) immunization levels at 24 months of age
from 34 percent in 1987 to 80 percent in 1993.

CDC is encouraging all immunization grantees to adopt this
protocol, especially for use in the public sector. Additional work
is under way to develop and implement a more simplified system for
use in the private sector. Ultimately, these coverage monitoring
and diagnostic capabilities will be incorporated into State
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immunization information systems which most States are currently
developing. In addition, these registries will allow providers to
track their patients and remind or recall families of patients who
are due or past-due for immunizations.

Question. You mention that the overall coverage rate for 2-
year-olds is 67 percent. What is the coverage rate among 2-year-
olds for measles vaccine? for DTP vaccine? for polio vaccine?
Given the very high coverage rates for each antigen -- the highest
we've had for the past 20 years -- ohouldn't we be focusing our
efforts on those pockets of poverty where coverage rates are far
below the national rates? What has the Department done to identify
those areas most in need? To target efforts and resources on those
populations? How much is CDC spending on these efforts to reach
high-risk children?

Answer. The table below gives Lmmunization levels from
national surveys conductod in 1992 and 1993.

IMMUNIZATION LEVELS OF CHILDREN 19-35 MONTHS OF AGE FOR
SELECTED VACCINES, 1992-1993

VACCINE 1992
1

1993

Measles-containing 82.5% 84.1%

DTP/DT'
3+ Doses
4+ Doses

83.0%
59.0%

88.2%
72.1%

Polio
3+ Doses 72.4% 78.9%

Haemophilus Influensae
type b (Hib)
3+ Doses 28.2% 55.0%

3 DTP/3 Polio/1 MMR2 68.7% 74.5%

4 DTP/3 Polio/1 MR' 55.3% 67.1%

Diphtheria and tetanus touoids and pertussis vaccine/Diphtheria
and. tetanus toxoids.
2 Three doses of DTP, three doses of polio vaccine, and one dose of
measles-mumps-rubella vaccine.
3 Four doses of DTP, three doses of polio vaccine, and one dose of
measles-mumps-rubella vaccine.

Although one of the goals of CDC is to ensure that all
children in the United States receive at the appropriate age all the
vaccines routinely recommended in childhood, CDC does focus on
children living in poverty, especially children from racial/ ethnic
minorities living in inner cities. Through the National Health
Interview Survey (NHIS) we are able to monitor vaccination levels
annually for various subgroups of the population including poverty
status and area of residence. With this information, we are able to
identify those areas most in need of intensified vaccination
efforts, such as targeting children below poverty in central-city
areas.

Beginning in 1992, CDC targeted infrastructure funding to 24
major urban areas, selected on the basis of population size and the
percent of minority population within the core city. Five
additional urban areas were already direct Lmmunization grantees.
Infrastructure funding allocated to these 29 urban areas to date in
1995 exceeds $21 million. These funds were made available to all 63
immunization grantees and the 24 urban areas to enhance the
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availability and accessibility of immunization services, carry out
assessments of immunization coverage and conduct immunization
education, information and outreach activities.

In addition, prior to October 1, 1995, CDC intends to award
approximately $17 million more in infrastructure funding to
implement activities and interventions that are known to increase
immunization coverage. In addition to the provider assessment and
feedback protocol, linking WIC Program and immunization services and
implementing reminder/recall systems are activities which available
data suggest will improve coverage when implemented.

We have recently begun collecting information through a
random-digit dialing survey in 78 areas throughout the United
States. These 78 non-overlapping areas cover the entire U.S.
population including 28 urban areas. As this data becomes available,
we will be able to identify those urban areas most in need.

Question. I understand that the CDC has recently decided not
to contract for distribution of vaccine under the VFC program? When
and why was that decision made? How much money has already been
spent by CDC to solicit distribution contracts, audit the vaccine
companies' delivery orders, negotiate with vaccine companies, and
upgrade its computer system for coordination of vaccine shipping?

Answer. The CDC has experienced problems in its attempts to
negotiate contracts with several vaccine companies to deliver
vaccines to private providers. Tho four principal vaccine companies
were contacted by CDC in early September 1994 to discuss the
possibility of adding provider delivery to existing vaccine purchase.
contracts. CDC isaued "Requests for Proposals" on September 15-16,
1995. CDC made it clear to the vaccine companies that it was
anxious to receive proposals and quickly negotiate contract
modifications for delivery. Though potential problems were
identified, including the need for an electronic ordering system to
quickly process vaccine orders, it was anticipated that vaccine
deliveries would begin no later than December 1994.

Subsequently, the following problems in the negotiation of
delivery contracts have occurred:

1. The last proposal from a vaccine company was not
received by CDC until December 12.

2. At least one company totally discontinued joint efforts
with CDC to establish electronic ordering and billing-,
systems. CDC estimates it will take three months after
the contract is awarded for the company to establish
this system.

3. At least one company has proposed start-up costs which
appear unreasonable.

One vaccine company has agreed to a delivery contract. The
States, however, have informed CDC that all contracts must be signed
with all vaccine companies before the States can successfully manage
the program of providing all vaccines to each provider.

All States, except Alaska which is not participating in VFC,
have implemented the VFC program in the public sector. As of
January 20th, 36 states informed CDC that systems had been
implemented for VFC enrolled private providers tO receive vaccine,
and 9 more states would provide vaccine to private providers during
1995. Four states were waiting for CDC to establish a national
contract for delivery of vaccine to private providers by the end of
this year. State approaches to implementing their own distribution,
systems continue to evolve. For example,.we have learned that one
state, previously not delivering vaccine to VFC enrolled private
providers, has now signed a delivery contract with a private
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- distributor. CDC wili.COnt-inite-to survey States to document current
delivery activities.

CDC has contracted with the Logistics Management Institute
(MI) to make recommendations on the most cost effective and
efficient means for national delivery contracts to be established
for 1996 and beyond. We expect to receive those recommendations
from LMI within the next couple of months, and it is expected that
it will require about 9-10 months to establish such a system.

The only resources that CDC has used in attempting to contract
with the vaccine manufacturers for distribution have been personnel.
CDC estimates that $27,000 in personnel compensation has been
expended from CDC discretionary funds. CDC did not invest any
additional funds to upgrade its computer system for coordination of
vaccine shipping. CDC does not audit vaccine companies' delivery
orders per se, rather delivery orders are routinely monitored
through receiving reports submitted to CDC by the States. One CDC
staff member spends 10% of his time monitoring vaccine orders
submitted by the States to ensure the Statee' actual needs are being
met of vaccines among States and to track progress toward the
contractual limitations.

Question. Officials of one state have said publicly at an
immunization conference that three times as much vaccine has been
wasted in the first few months of the VFC program ao was wasted in
the previous three years of the State's immunization effort. We
have other anecdotal reports that suggest this experience is not
unique. Wastage was also an issue raised by the GAO in its report
last summer. What safeguards have you instituted to prevent the
waste of vaccine under the VFC program and therefore the wastage of
federal funds?

Answer. No State has reported vaccine wastage to CDC that is
attributable to the VFC program nor is CDC aware of vaccine losses
that are 3 times the losses of previous years. VFC, 317 grant and
State purchased vaccines are stored together with each State
establishing safeguards to prevent or minimize vaccine loss.

In February 1995, CDC convened a meeting with immunization
program managers from 9 representative States. These experts
reviewed the State vaccine accountability plans submitted from all
States and made recommendations regarding those vaccine
accountability activities of different States that appear the most
effective or innovative. These summaries will soon be provided to
all States.

CDC has contracted with Batelle to pilot specific vaccine
accountability systems in three States. These studies will vary but
approaches include a vaccine doee replacement system and actual
vaccine usage reporting for a 30 day period, prorated for 12 months
to establish individual provider need. These pilot studies should
begin in April 1995.

VFC Program

Question. I understand the Department paid nearly a half-
million dollars for a study conducted by the Mercer group tO
evaluate the impact of the VFC program on private sector investment
in vaccine research and development. Release of the report has been
delayed several times, and it appears now that the report may never
be published. It is my understanding that Mercer group has provided
the Department with its finished product. Please explain why the
report has not been released. From what DHHS account was the Mercer
contract paid? Please submit to the committee a copy of the
contract for the Mercer study as well as written reports prepared by
the Mercer group?

Answer. The purpose of the contract with Mercer Management
Consulting, Inc. is to develop an understanding of the economics of
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the United.States vaccine industry that will enable the Federal
government to stablish vaccine procurement mechanisms and fair
payment prices for vaccines, in order to adequately sustain private
sector research and development on new and improved vaccines. The
National Vaccine Program Office (NVPO) entered into the contract
with Mercer in response to a request from the National Vaccine
Advisory Committee (MVAC). Mercer's report has not been completed;
although it is now in the final.stages of preparation. The report .

will be presented to the NVAC at its May 11/12, 1995 meeting. The
NVAC meeting will be open to the public and copies of the reportwill be available.

As requested, copies of the original vontract with Mercer and
the modification are attached. Both of these contracts are funded
by Appropriations to the Centers for Disease Control and Prevention
designated for "Priority Vaccine Projects within the Public Health
Service".
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SECTION B - SUPPLIES OR SERVICES-AND-PRICES/COSTS

In consideration for the satisfactory performance of the work
herein, the Contractor shall be paid on a Firm Fixed-Price basis,
$345,000.

Payments shall be made upon receipt and acceptance of
deliverables in the amounts specified bplow:

.

PAYMENT SCHEDULE

Upon the completion of Task 1

Upon the completion of Task 2

Upon the compeltion of Task 3

Upon the completion of Task 4

TOTAL

$ 35,000

$ 35,000

$100,000

$175,000

$345,000

SECTION C - pESCRIPTIONS/SPECIFICATIONS/STATEMENT OF WORK

C.1. Project Title

vaccine Manufacturing Costs, Vaccine Pricing, and
Investments in Research and Development

C.2. Purpose of Contract

The purpose of this contract is to develop in understanding
of the economics of the United States vaccine industry that
will enable the United States Government to establish
vaccine procurement mechanisms and fair payment prices for
vaccines, in order to adequately sustain private sector
research and development on new and improved vaccines.

The specific activities envisaged are oUtlined in the
Statement of Work.

The primary user of the findings and conclusions of this
study would be the Secretary of Health and Human Services
(HHS), in setting the Federal contract price for purchase of
existing vaccines. Secondary users would be the Centers for
Disease Control and Prevention, in negotiating prices for
new vaccines to be added to the Vaccines for Children
Program, and the National Vaccine Program Office in
establishing a long-term policy for public/private
collaboration in meeting national vaccine development and
supply needs.

C.3. Background

The 1993 Omnibus Budget Reconciliation Act (OBRA) contains
provisions due to take effect in October 1994 that could
significantly increase the proportion of existing vaccines
purchased on Federal contract while capping the price paid
to suppliers at a level tied to that paid for vaccines in
May 1993. The legislation provides for the Secretary, HMS,
to request that Congress adjust the statutory Federal
contract price in order not to adversely effect research and
development on new vaccines by the private sector.

Additionally, the legislation calls for new vaccines, when
recommended by the Advisory Committee on Immunization
Practices, to be purchased on Federal contract. When
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licensed, the vaccine against Varicella (chickenpox) would
be a candidate for such purchase. At present, the Federal
Government has no information base on which to determine
what would be an appropriate price to pay for such.new
vaccines.

Prices paid for Federal vaccine purchases are typically 50%
and in some cases BOW below the catalog (private sector)
price. Vaccine companies have expressed serious concerns
that the increased Federal purchase (possibly rising from
about 50% to over BO% of the annual sales of recommended
childhood vaccines) at the capped price will draWatically
decrease their total revenues. They have warned that
Research and Development (R&D) on new or improved vaccines
will be cut back if no way of replacing these lost revenues
is found, or that it will not be commercially viable to
continue to supply some vaccines on Federal contract.

At its June 9-10, 1994 meeting, the National Vaccine
Advisory Committee requested the Secretary, HHS, to examine
the situation as soon as possible in order to propose to
Congress a Federal contract price that did not adversely
affect private-sector R&D.

When new vaccines are licensed and recommended for inclusion
in the Vaccines for Children Program (/FC), a Federal
Contract price will need to be negotiated. The VFC Program
offers to suppliers of new vaccines or new combinations the
prospect of sales volumes that are guaranteed and likely to
rise more quickly than would otherwise be the case.

In order to be in a position to establish a Federal contract
price for existing vaccines that is reasonable and sustains
private sector R&D and to negotiate reasonable prices for
new vaccines, it is necessary to improve the public sector
understanding of the economics of United States vaccine
industry. In particular, it is desirable to understand to
the maximum extent possible, vaccine pricing, for different
markets, and the relationships among manufacturing costs,
product volumes, pricing, markets, revenues, investments in
R&D, and return to shareholders/owners.

The OBRA-1993 provisions take effect in October 1994 but it
should be possible somewhat before that time to estimate the
likely shift in the proportion of vaccine sales that will
result from the new legislative provisions. Vaccine
companies however already state that it is their intention
to reduce R&D if the Federal purchase is at the 'capped'
price rather that a 'blended' price that takes into account
proportion of overall sales to the public and private
markets, and overall revenues for R&D.

Small biotech companies engaged in vaccine development
report that the possibility of large public purchases at
enforced, unrealistically low prices is having an adverse
impact on their capacity to raise funds in the venture
capital market. This is indirectly reducing vaccine R&D.

Varicella vaccine, which is likely.to be recommended under
the VFC Program, has been reviewed.by Food and UtUg
Administration's Vaccines and Related Biological Products
Advisory Committee and a decision regarding licensure is
anticipated in the near future.

Given this situation it is necessary to establish as rapidly
as possible the,information base for setting sound policy
regarding Federal vaccine purchases. Fortunately a study
has recently been conducted for United Nations International
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Children's Emergency Fund (UNICEF) & the World Health
Organization (WHO) on the worldwide vaccine industry and the
manufacturing costs, pricing, volume/market considerations
pertinent to the companies that supply childhood vaccines to
UNICEF. However, that study focused overwhelmingly on
European companies.

The approaches, methods and models developed for the
UNICEF/WHO study are applicable to the present information
needs of the U.S. Government. However, since the UNICEF
study only included one U.S. manufacturer (for one vaccine,
measles) it will be necessary to extend the approaches,
methods and models to all U.S. suppliers of vaccines
purchased by the Federal Government and to all vaccines
presently (or likely to be) recommended under the VFC
program.

The proposed analysis should be conducted immediately in
order for the Secretary, HES, to fulfill the
responsibilities placed on her by OBRA-1993 in a timely
fashion.

A. Background papers.: Conference on the Economic
Underpinning of Vaccine supply. November 12, 1993,
Washington, D.C., National Vaccine Program Office.

C.4. Statement of Work

The Contractor shall assemble information and conduct
analyses that will provide a comprehensive picture of the
economics of the U.S. vaccine industry. This analysis
should enable the Federal Government to put.in place
policies for public/private collaboration and vaccine
procurement mechanisms that will serve the long term
interests of sustaining and expanding prevention of
infectious diseases through immunization. Specifically the
contractor shall undertake the following activities:

1. For the vaccines and vaccine suppliers of interest",
estimate the production volume and contributions to
present manufacturers costs. If any company is known
to be increasing production capacity, the contractor
should also attempt to estimate future manufacturing
costs.

2. For each vaccine and vaccine supplier, develop a
historical perspective of the suppliers' revenues,
growth initiatives, production investments and
development programs, and any other factors which may
be relevant to the economics of their vaccine business.
Estimate the volume sold and prices realized to
different market segments over the time for which data
is available and relevant. Suitable data for this
analysis will be sought for at least the last 5 to 10
years.

Vaccines of Interest: measles, mumps, rubella, polio,
diphtheria and tetanus toxoids, pertussis,
hepatitis B, Haemophilus influenzae type b (hib),
and combinations thereof.

Vaccine suppliers: U.S. based manufacturers Merck;
Lederle-Praxis; Wyeth-Ayrst; Connaught; Michigan
DPH; Massachusetts DPH. U.S. sUPplier with
.overseas Manufacturing: SmithKline Beecham;
Pasteur-Merieus-Connaught.
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3. Compare estimated manufacturing costs and pricing of
U.S.-based versus non-U.S.-based manufacturing for
vaccines of interest.

4. For the vaccines and suppliers of interest estimate the
contributions to vaccine pricing for the major markets,
including, but not necessarily limited to:
Federal contract and private market.

5. Estimate investment by vaccine suppliers in research
and development directed toward new or improved
vaccines for the last 10 years. Identify the influence
of pricing, Federal contract and other bulk sales,
overall revenues, and other factors on investment in
R&D, and dividends to shareholders.

6. Assess the relationship of production volume to present
(and where applicable, future) manufacturing costs and
the implications of production volume for pricing in
domestic markets, export markets, and supply to
humanitarian vaccine procurement mechanisms for the
least developed countries such as that managed by
UNICEF.

7. Apply the methods for estimating manufanturing costs
and pricing, and for describing relationships among
production volume, manufacturing costs and pricing for
one of the selected future vaccine, to the extent
possible. Develop a methodology which can be applied
to others later. This exercise should be conducted for
at least one vaccine, to be chosen by mutual agreement
with the Project Officer, and an additional one if time
and resources permit.

8. Identify options for managing Federal vaccine purchases
in a manner that will optimally sustain and expand
prevention of infectious diseases through appropriately
recognizing the necessity for private sector investment
in research and development.

These activities would be organized into the following
tasks:

Task 1. Develop a Study Plan

1.1 The Contractor shall meet with the Project Officer
within 10 days of the effective date of the contract to
review the scope of the study.

1.2 The Contractor shall develop a preliminary listing of
information sources and contracts relating to the study
scope.

1.3 The Contractor shall develop a study plan, which will
include information needs, information collection
procedures and analytic methods to be used in
addressing.the study topics.

1.4 The Contractor shall meet with the Project Officer to
present the study plan.

Future Vaccines: Varicella; acellular Pertussis;
hepatitis A, conjugated Streptococcus poeumoniae.
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Task 2. Gather Information and Conduct Preliminary Analyses

2.1 The Contractor shall gather any necessary
information, with assistance from the National
Vaccine Program Office.

2.2 The Contractor shall conduct preliminary analyses.

2.3 The Contractor shall meet with the Project Officer
to present and discuss the results of preliminary
analyses and subsequently revise the study plan if
jointly deemed necessary.

Task 3. Conduct dialogues with Vaccine C. .anies on
Preliminary Findings and Conclusions

3.1 The Contractor shall arrange further interviews
and dialogues with the industry, administration
and legislative representatives to identify issues
needing further information, clarification and/or
analysis.

3.2 The Contractor shall conduct further analyses as
necessary to complete the information base and
analysis relating to the study topics.

3.3 The Contractor shall brief the Project Officer on
the findings and conclusions of the analyses.

Task 4. Identification of ODtions for Federal Vaccine
. Procurement/Purchase Price Setting

4.1 The Contractor shall meet with the Project Officer
to discuss preliminary options identifltd for
procurement/Pricing mechanisms for.Federal vaccine
purchase that sustains private sector R&D.

4.2 The Contractor shall prepare a final report on
findings, conclusions and options regarding
manufacturing costs, vaccine pricing, R&D and
Federal vaccine procurement.

4.3 The Contractor shall meet with the Project Officer
to present and discuss the final report.

SECTION E - INSPECTION AND ACCEPTANCE

E.1. Inspection and acceptance of all services called for by the
contract shall be made by the OASH Contracting Officer in
conjunction with the Project Officer.

E.2. FAR.52.252-2 Clauses Incotporatel Dy Reference,.:.(JUN 1988)

This contract incorporates one or more clauses by reference,
-with the same force and effect as.if they were given in full
text. Upon request, the Contracting Officer will make their
full text available.

52.246-4 Inspection of Services--Fixed Price (FEB 1992)

SECTION F DELIVERIES OR PERFORMANCE

F.1. Period of Performance

The period of performance for this, contract shall be from
September 26, 1994, through Decembpr 27, 1994.-
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F.2. Deliveries or Performance

lacia
1

2

3

4

5

6

203

Description

Meet with Project
Officer on Study Plan.

Listing of information
sources and contacts.

Study Plan.

Briefing of Project
Officer on preliminary
findings and analyses.

Briefing of Project
Officer on findings and
conclusions from
the analyses.

Presentation of final report

Copies Delivery Date

5 By 10/3/94

5 By 10/11/94

5 By 10/11/94

5 By 12/5/94

5 By 12/27/94

20 ,By 12/27/94

F.3. Aemortinq

A copy of the final report shall be sent to the Contracting
Officer, General Acquisitions Branch, DAM/ASC/OM, Parklawn
Building, Room 5-101, $600 Fishers Lane, Rockville, Maryland
20857.

SECTION F

F.4. 52.252-2 CIALUICELIIIranictIatnally_gragrxxics
(JUN 1988)

This contract incorporates one or more clauses by reference,

with the same force and effect as.if they were given in full

text. Upon request, the Contracting Officer will make their

full text available. .

52.212-13 Stop-Work Order

SECTION G - CONTRACT ADMINISTRATION DATA

(AidG 1989)

G-1- COUlentlitr.1.1212

As consideration for full and faithful performance of the
work stated in the Schedule, the Government shall pay the
Contractor the firm fixed price as,ehown.in.Section B.

Payment will be made in accordance with the schedule
provided in Section B, upon presentation of proper invoices
and upon receipt and acceptance by the Government of the
services specified in the schedule.

G.2. In addition to the information reqpired by SECTION I, FAR
Clause 52.232-25, Prompt Payment, the following information
is also required for submission of a proper invoice.

(a)

(b)

(c)

Signature of an authorized official certifying the
invoice to be correct and proper for payment;

Period of performance for which costs are claimed; and

Tax identification number. (employer's identification
number) ok social security number.
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(d) The Contractor shall submit an original and four (4)
copies of its invoice to:

DHHS, Public Health Service
Division of Acquisition Management, ASC/OM
General Acquisitions Branch
Parklawn Building, Room 5-101
5600 Fishers Lane
Rockville, MD 20857
Contract Number 282-94-0034

(e) Payment shall be made by:

HRSA Accounts/Finance
Parklawn Building, Room 16-36
5600 Fishers Lane
Rockville, MD 20857
Telephone Number: (301) 443-3016

The information required by FAR 52.232-28 Electronic
Funds Transfer Payment Methods shall be submitted to
the HRSA Accounts/Finance Office listed above.

G.3. Technical Monitoring

Performance of the work under this contract shall be
subject to the technical monitoring of the Project
Officer. The term "Technical Monitoring" is defined to
include, without limitation, the following:...:

a. Technical directions to the Contractor which
redirect the contract effort, shift work emphasis
between work areas or tasks, require pursuit of
certain line of inquiry, fill in details or
otherwise serve to accomplish contractual
statement of work.

b. Providing information to the Contractor for
assistance in the interpretation of drawings,
specifications or technical portions of the work
description.

c. Review and, where required by the contract,
approval of technical reports, drawings,
specifications and technical information to be
delivered by the Contractor to the Government
under the contract. Technical direction must be
within the general statement of work stated in the
contract. The Project Officer does not have the
authority to and may not issue any technical
direction which (i) constitutes an assignment of
additional work outside the general scope of the
contract; (ii) constitutes a change as defined in
the contract clause entitled "changes"; (iii) in
any manner causes an increase or decrease in the
total estimated cost, the fixed fee or the time
required for contract performance; or (iv) changes
any of the expressed terms, conditions, or
specifications of the contract.
All technical directions shall be issued in
writing by the Project Officer or shall be
confirmed by him in writing within five (5)
working days after issuance.

The Contractor shall proceed promptly with the
performance of technical directions duly issued by
the Project Officer in the manner prescribed
within the authority under this provision.
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If, in the opinion of the Contractor any
instructions or direction issued by the Project
Officer is within one of the categories as defined
in (i) through iv) above, the Contractor shall not
proceed but shall notify, the Contracting Officer
in writing within five W working daya after the
receipt of any such instruction or.direction and
shall request the Contracting Officer to modify
the contract accordingly. Upon receiving such
notification from the Contractor, the Contracting
Officer shall issue an appropriate contract
modification or advise the Contractor in writing
that, in his opinion, the technical direction is
within the scope of this article and does not
constitute a change under the Changes Clause of
the contract. The Contractor shall thereupon
proceed immediately with the direction given. A
failure of the parties to agree upon the nature of
the instruction or direction or upon the contract
action to be taken with respect thereto shall be
subject to the provisions of the contract clause
entitled "Disputes."

G.4. The Project Officer responsible for the acceptance
of work covered by this contract will be
designated by separate correspondence.

SECTION H - SPECIAL CONTRACT REQUIREMENTS

H.1. Rights in Data

The contractor is prohibited from.publishing or
disseminating information developed during the study without
prior written approval from the Project

SECTION I - CONTRACT CLAUSES

1.1. 52.203-9 Reduirement for Certtficate of Procurement
Integrity-Modification (NOV 1990)

.

(a) Definitions. The definitions, set forth in FAR 3.104-4
are hereby incorporated in thie clause,

(b) The Contractor agrees that, it will exeCilte the
certification set forth in paragraph (c) of this clause
when requested by the Contracting Officer in connection
with the execution of any modification of this
contract.

(c) Certification. As required in paragraph (b) of this
clause, the officer or employee responsible for the
modification proposal shall execute the following
certification:

CERTIFICATE OF PROCUREMENT INTEGRITY-MODIFICATION (NOV
1990) .

(1) I, (Name of
certifier) am the officer or employee responsible for
the preparation of this modification proposal and
hereby certify that, to the best of my knowledge and
belief, with the exception of any information described
in this certification, I have no information concerning
a violation or possible violation of subsection 27(a),
(b), (d), or (f) of the Office of Federal Procurement
Policy Act, as amended+ (41 U.S.C. 423), (hereinafter
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referred to as "the-A6EITTas'imPlaMented in the FAR,
occurring during the conduct of this procurement

(contract and modification
number).

(2) AB required by subsection 27(e)(1)(8) of the Act,
I further certify, that to the best of my knowledge and
belief, each officer, employee, agent., representative,
and consultant of (Name of
Offeror) who has participated personally and
substantially in the preparation or submission of this
proposal has certified that he or she is familiar with,
and will comply with, the requirements of subsection
27(a) of the Act, as implemented in the FAR, and will
report immediately to me_any information concerning a
violation or possible violation of subsections 27(a),
(b), (d), or (0 of the Act, as implemented in the FAR,
pertaining to this. procurement.

(3) Violations or.possible violations: (Continue on
plain bond paper if necessary and label Certificate of
Procurement Integrity-Modification (Continuation
Sheet), ENTER NONE IF NONE EXISTS)

(Signature of the officer or.employee responsible for
the modification proposal and date)

(Typed name of the officer or employee responsible for
the modification proposal)

* Subsections 27 (a), (b), and (d) are effective on
December I, 1990. Subsection 27(f) is effective on
June 1, 1991.

THIS CERTIFICATION CONCERNS A MATTER WITHIN THE
JURISDICTION OF AN AGENCY OF THE UNITED STATES AND THE
MAKING OF A FALSE, F/CTITIOUS, OR FRAUDULENT
CERTIFICATION MAY RENDER THE MAKER SUBJECT TO
PROSECUTION UNDER TITLE 18, UNITED STATES CODE, SECTION
1001.

(End of, certification)

(d) In making the certification in paragraph (2) of
the certificate, the officer or employee of the
competing Contractor responsible for the offer or
bid, may rely upon a one-time certification from
each individual required to submit a certification
to the competing Contractor, supplemented by
periodic training. These certifications shall be
obtained at the earliest possible date after an
individual required to certify begins employment
or association with the contractor. If a
contractor decides to rely on a certification
executed prior to the suspension of section 27
(i.e., prior to December,1, 1989), the Contractor
shall ensure that an individual wno hArs.so
certified is notified that section 27 has been
reinstated..These certifications stall be
maintainea by the Contractor for a period of 6
'years from the date a certifying employee's
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employment with the companY-ends-or;for an
agency; representative, or consultant, 6 years
from the date such individual ceases to act on
behalf of the contractor.

(e) The certification required by paragraph (c) of
this clause is a material representation of fact
upon which reliance will be placed in executing
this modification.

1.2. 52.220-1 Preference for Labor Surplus Area Concerns
(APR 1984)

(a) This acquisition is not a set aside for labor
surplus area (LSA) concerns. However, the
offeror's status as such a concern may affect (1)
entitlement to award in case of tie offers or (2)
offer evaluation in accordance with the Buy
American Act clause of this solicitation. In
order to determine whether the offeror is entitled
to a preference under (1) or (2) above, the
offeror must identify, below, the LSA in which the
costs to be incurred on account of manufacturing
or production (by the offeror or the first-tier
subcontractors) amount to more than 50 percent of
the contract price.

(b) Failure to identify the locations as specified
above will preclude consideration of the offeror
as an LSA concern. If the offeror is awarded a
contract as an LSA concern and would not have
otherwise qualified for award, the offeror shall
perform the contract or cause the contract to be

performed in accordance with the obligations of an
LSA concern.

1.3. 52.232-25 Prompt PAyment (MAR-1994)

Notwithstanding any other payTent clause iwthis
contract, the Government will make invoice payments and
contract financing payments under the terms and
conditions specified in this clause. Payment shall be
considered as being made on the day a check is dated or
an electronic funds transfer is made. Definitions of
pertinent terms are set forth in 32.902. All days
referred to in this clause are calendar days, unless
otherwise specified.

(a) Invoice Payments (1) For purposes of this clause,
"invoice payment° means a Government disbursement
of monies to a Contractor under a contract or
other authorization for supplies or services
accepted by the Government. This includes
payments for partial deliveries that have been
accepted by the Government and final cost or fee
payments where amounts owed have been settled
between the Government and the Contractor.

(2) Except as indicated in subparagraph (a) (3) and
paragraph (c) of this clause, the due date for
making invoice payments by the designated payment
office shall be the later of the following two
eventh:
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(i) The 30th day after the designated billing
office has received a proper invoice from the
Contractor.

(ii) The 30th day after Government acceptance of
supplies delivered or services performed by
the Contractor. On a final invoice where the
payment amount is subject to contract
settlement.actions, acceptance shall be
deemed to have occurred on the effective date
of the contract settlement. However, if the
designated billing office fails to annotate
the invoice with the actual date of receipt,
the invoice payment due date shall be deemed
to be the 30th day after the date the
Contractor's invoice is dated, provided a
proper invoice is received and there is no
disagreement over quantity, quality, or
Contractor compliance with contract
requirements.

(3) The due date on contracts for meat, meat food
products, or fish; contr4cts for.perisbable
agricultural commodities, contracts for dairy
products, edible fats.or oils, and food products
prepared from edible fats or oils, and contracts
not requiring submission of an invoice shall be as
follows:

(i) The due date for meat and meat food products,
as defined in section 2(a) (3) of the Packers
and Stockyard Act of 1921 (7 U.S.C. 182 (3))
and further defined in Pub. L. 98-181 to
include any edible fresh or frozen poultry
meat, any perishable poultry meat food
product, fresh eggs, and any perishable egg -

product, will be as close as possible to, but
not later than, the 7th day after product
delivery.

(ii) The due date for fresh or frozen fish, as
defined in section 204(3) of the Fish and
Seafood Act of 1986 (16 U.S.C. 4003(3)), will
be as close as possible to, but not later
than, the seventh day after product delivery.

(iii)The.due date for perishable agricultural
commodities, as defined in Section 1(4) of
the Perishable Agricultural Commodities Act
of 1930 (7 U.S.C. 499a(44)), will be as close
as possible to, but not later than, the 10th
day after product delivery, unless another
date is specified in the contract.

(iv) The due date for dairy products, as defined
in section 111(e) of the Dairy Production
Stabilization Act of 1983 (7 U.S.C. 4502(e)),
edible fats or oils, and food products
prepared from edible fats or oils, will be as
close as possible to, but not later than, the
10th day after the date on which a proper
invoice has been received.

(v) If the contract does not require submission
of an invoice for payment (e.g., periodic
lease payments), the due date will be as
specified in the contract.
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(4) An invoice is the Contrartor's bill or written
request for payment under the contract for
supplies delivered or services performed. An
invoice shall be prepared and submitted to the
designated billing officer specified in the
contract. A proper invoice must include the items
listed in subdivisions (a)(4)(i) through
(a)(4)(viii) of this clause. If the invoice does
not comply with these requirements, then the
contractor will be notified of the defect within 7
days after receipt of the invoice at the
designated billing office (3 days for meat, meat
food products, or fish, and 5 days for perishable
agricultural commodities, edible fats or oils, and
food products prepared from edible fats or oils.
Untimely notification will be taken into account
in the computation of any interest penalty owed
the Contractor in the manner described in
subparagraph (a) (6) of this clause.

(i) Name and address of the Contractor.

(ii) Invoice date.

(iii)Contract number or other authorization for
supplies delivered or services performed
(including order number and contract line
item number).

(iv) Description, quantity, unit of measure, unit
price, and extended price of supplies
delivered or services performed.

(v) Shipping and payment terms (e.g., shipment
number and date of shipment, prompt payment
discount terms). Bill of lading number and
weight of shipment will be shown for
shipments on Government bills of lading.

(vi) Name and address of Contractor official to
whom payment is to be sent (must be the same
as that in the contract or in a proper notice
of assignment).

(vii)Name (where practicable) , title, phone number
and mailing address of person to be notified
in event of a defective invoice.

(viii)Any other informarion or documentation
required by other requireMents of the
contract (such as eyidence of shtpment).

(5) An interest penalty shall be paid 'utomatically by
the Government, without request from the
contractor, if payment is not made by the due date
and the conditions listed in subdivisions (a) (5)
(i) through (a) (5) (iii) of this clause are met,
if applicable.

(i) A proper invoice was received by the
designated billing office.

(ii) A receiving report or other Government
documentation authorizing payment was
processed and there was no disagreement over
quantity, quality, or contractor compliance
with any contract term or condition.
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(iii)In the case of a final invoice for any
balance of funds due the Contractor for
supplies delivered or services performed, the
amount was not subject to further contract
settlement actions between the Government and
the Contractor.

(6) The interest penalty shall be at the rate
established by the Secretary of the Treasury under
section 12 of the Contract Disputes Act of 1978
(41 U.S.C. 611) that is in effect on the day after
the due date, except where the interest penalty is
prescribed by other government authority. This
rate is referred to as the "Renegotiation Board
Interest Rate," and it is published in the Federal
Register semiannually on or about January 1 and
July 1. The interest penalty shall accrue daily on
the invoice payment amount approved by the
Government and be compounded in 30-day increments
inclusive from the first day after the due date
through the payment date. That is, interest
accrued at the end of any 30-day period will be
added to the approved invoice payment amount and
be subject to interest penalties if not paid in
the succeeding 30-day period. If the designated
billing office failed to notify the Contractor of
a defective invoice within the periods prescribed
in subparagraph (a) (4) of this clause, then the
due date on the corrected invoice will be adjusted
by subtracting the number of days taken beyond the
prescribed notification 9f defects perlod. Any
interest penalty owed the Contractor will be based
on this adjusted due date. Adjustments will be
made by the designated payment office for errors
in calculating interest penalties, if requested by
the Contractor.

(i) For the sole purpose of computing an interest
penalty that might be due the contractor,
Government acceptance shall be deemed to have
occurred constructively on the 7th day
(unless otherwise specified in this contract)
after the contractor delivered the supplies
or performed the services in accordance with
the terms and conditions of the contract,
unless there is a disagreement over quantity,
quality, or contractor compliance with a
contract provision. In the event that actual
acceptance occurs within the constructive
acceptance period, the determination of an
interest penalty shall be based on the actual
date of acceptance. The constructive
acceptance requirement does not, however,
compel Government officials to accept
supplies or services, perform contract
administration functions, or make payment
prior to fulfilling their responsibilities.

(ii) The following periods of time will not be
included in the determination of an interest
penalty:

(A) The period taken to notify the
Contractor of defects in invoices
submitted to the Government, but this
may not exceed 7 days (3 days for meat,
meat food products, or fish, and 5 days
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for perishable agricultural commodities,
dairy products, edible fat or oils, and
food products prepared from edible fats
or oils) .

(B) The period between the defects notice
and resubmission of the corrected
invoice by the Contractor.

(iii)Interest penalties will not contiAue to
accrue after the filing of a claim for such
penalties under the clause ae 52.233-1,
Disputes, or for more than 1 year. Interest
penalties of less than $1.00 need not be
paid.

(iv) Interest penalties are not required on
payment delays due to disagreement between
the Government and Contractor over the
payment amount or other issues involving
contract compliance or on amounts temporarily
withheld or retained in accordance with the
terms of the contract. Claims involving
disputes, and any interest that may be
payable, will be resolved in accordance with
the clause at 52.233-1, Disputes.

(7) An interest penalty shall also be paid
automatically by the designated payment office,
without request from the contractor, if a discount
for prompt payment is taken improperly. The
interest penalty will be calculated as described
in subparagraph (a) (6) of this clause on the
amount of discount taken for the period beginning
with the first day after the end of the discount
period through the date when the contractor is
paid.

(8) If this contract was awarded on or after October
1, 1989, a penalty amount, calculated in
accordance Kith regulations issued by the Office
of Management and Budget, shall be paid in
addition to the interest penalty amount if the
contractor -

(i) Is owed an interest penalty;

(ii) Is not paid the interest penalty within 10
days after the date the invoice amount is
paid; and

(iii)Makes a written demand, not later than 40
days after the date the invoice amount is
paid, that the agency pay such a penalty.

(b) Contract Financing Payments (1) For purposes of this
clause, contract financing payment means a Government
disbursement of monies to a Contractor.under.a contract
clause or other authorization prior to acceptance of
supplies or services by the Government. Contract
financing payments include advance payments, progress
payments based on cost under the clause at 52.232-16,
Progress Payments, progress payments based on a
percentage or stage of completion (32.102(e) (1)) other
than those made under the clause at 52.232-5, Payments
Under Fixed-Price Construction Contracts, or the clause
at 52.232-10,, Payments Under Fixed-Price Architect-
Engineer Contracts, and interim payments on cost type
contracts.

. 216



212

(2) For contracts that provide for contract financing,
requests for payment shall be submitted to the
designated billing office as specified in this
contract or as directed by the Contracting
Officer. Contract financing payments shall be
made on the 30th day after receipt of a proper
contract financing request by the designated
billing office. In the event that an audit or
other review of a specific financing request is
required to ensure compliance with the terms and
conditions of the contract, the designated payment
office is not compelled to make payment by the due
date specified.

(3) For advance payments, loans, or other arrangements
that do not involve recurrent submissions of
contract financing requests, payment shall be made
in accordance with the corresponding contract
terms or as Oirected by the Contracting Officer.

(4) Contract financing payments shall not be assessed
an interest penalty for payment delays.

(c) If this contract contains the clause at 5.213-1, Fast
Payment Procedure, payments will be made within 15 days
after the date of receipt of the invoice.

1.4. 52.232-28 Electronic Funds Transfer PAyment Methods (APR
1989)

Payments under this contract will Pe made by the Government
either by check or electronic fundp transfer (through the
Treasury Fedline Payment System (FEDLINE). or the.Automated
Clearing House (ACH), at the option of the.Government.
After award, but no later than 14 days before an invoice or
contract financing request is submitted, the Contractor
shall designate a linancial institution for receipt of
electronic funds transfer payments, and shall submit this
designation to the Contracting Officer or other Government
official, as directed.

(a) For payment through FEDLINE, the Contractor shall
provide the following information:

(1) . Name, address, and telegraphic abbreviation of the
financial institution receiving payment.

(2) The American Bankers Association 9-digit
identifying number for wire transfers of the
financing institution receiving payment if the
institution has access to the Federal Reserve
Communications System.

(3) Payee's account number at the financial
institution where funds are to be transferred.

(4) If the financial institution does not have access
to the Federal Reserve Communications System,
name, address, and telegraphic abbreviation of the
correspondent financial institution through which
the financial institution receiving payment
'obtains wire transfer activity. Provide the
telegraphic abbreviation and American Bankers
Association identifying number for the
correspondent institution.

(b) For payment through ACH, the Contractor shall provide
the following information:
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(1) Routing transit number of the financial
institution receiving payment (same as American
Bankers Association identifying number used for
FEDLINE).

(2) Number of account to which funds are to be
deposited.

(3) Type of depositor account ("C" lor checking, "S"
for savings).

(4) If the Contractor is a new enrollee to the ACH
system, a "Payment Information Form," SF 3881,
must be completed before payment can be processed.

(c) In the event the Contractor, during the performance of
this contract, elects to designate a different
financial institution for the receipt of any payment
made-using electronic funds transfer procedures,
notification of such change and the required
information specified above must-be received by the
appropriate Government official 30 days prior to the
date such change is to become effective.

(d) The documents furnishing the information required in
this clause must be dated and.contain the signature,
title, and telephone number of the Contractor official
authorized to provide it, as well.as the Contractor's
name and contract number.

(e) Contractor failure to properly designate a financial
institution or to provide appropriate payee bank
account information may delay payments of amounts
otherwise properly due.

I 5. 52.252-2 Clauses Incorporated by Reference (JUN 1988)

This contract incorporates one or more clauses by reference,
with the same force and effect as if they were given in full
text. Upon request, the Contracting Officer will make their
full text available.

FEDERAL ACQUISITION REGULATION (FAR) (48 CFR Chapter 1)
CLAUSES

FAR
Clause No. Title Pate

52.203-1
52.203-3
52.203-5
52.203-6

Officials Not to Benefit
Gratuities
Covenant Against Contingent Fees
Restrictions on SubContractor

APR 1984
APR 1984
APR 1984
JUL 1985

Sales to the GovernMent .
52.203-7 Anti-Kickback Procedures OCT 1988
52.203-10 Price or Fee Adjustment for SEP 1990

Illegal or Improper Activity
52.203-12 Limitation on Payments to JAN 1990

Influence Certain Federal
Transactions

52.209-6 Protecting the Governments NOV.1992
Interest when Subcontracting with
Contractors Debarred, Suspended,
or Proposed for Debarment

52.215-1 Examination of Records by FEB 1993
Comptroller General

52.215-2 Audit - Negotiation FEB 1993
52.215-22 Price Reduction for Defective JAN 1991

Cost or Pricing Data
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FAR
Clause No. Title 2ara
52.215-24 Subcontractor Cost or Pricing Data DEC 1991
52.215-31 Waiver of Facilities Capital SEP 1987

Cost of Mbney
52.215-33 Order of Precedence JAN 1986
52.219-8 Utilization of Small Business FEB 1990

Concerns and Small Disadvantaged
Business Concerns

52.219-13 Utilization of Women-Owned Small AUG 1986
Businesses

52.220-3 Utilization of Labor Surplus Area APR 1984
Concerns

52.222-3 Convict Labor APR 1984
52.222-26 Equal Opportunity APR 1984

52.222-35 Affirmative Action for Special APR 1984
Disabled and Vietnam Era Veterans

52.222-36 Affirmative Action for Handicapped APR 1984
Workers

52.222-37 Employment Reports on Special JAN 1988
Disabled Veterans and Veterans of
the Vietnam Era

52.223-2 Clean Air and Water APR 1984
52.223-6 Drug-Free Workplace .JUL 1990

52.227-1 Authorization and Consent APR 1984
52.227-2 . Notice and Assistance Regarding .APR 1984

Patent and Copyright Infringement

52.227-14 Rights in Data JUN 1987

52.229-4 Federal, State and Local Taxes JAN 1991
(Noncompetitive Contract)

52.232-1 Payments APR 1984

52.232-11 Extras APR 1984

52.232-17 Interest JAN 1991

52.232-23 Assignment of Claims JAN 1986'

52.233-1 Disputes MAR 1994
Alternate I DEC 1991

52.233-3 Protest After Award AUG 1989

52.242-13 Bankruptcy APR 1991

52.243-1 .Changes - Fixed-Price AUG 1987
Alternate I APR 1984

52.244-5 .Competition in Subcontracting APR 1984

52.249-2 Termination for Convenience of APR 1984
the Government (Fixed-Price)

52.249-8 Default (Fixed-Price Supply and APR 1984
Service)

DEPARTMENT OF HEALTH AND HUMAN'SERVICES ACQUISITION REGULATION
(HHSAR) (48 CFR CHAPTER 3) CLAUSES

HHSAR
CLAUSE NO.

352.202-1 Definitions APR 1984

352.232-9 Withholding of Contract Payments APR 1984

352.270-1 Accessibility of Meetings, APR 1984
Conferences, and Seminars to
Persons with Disabilities

352.270-4 Pricing of Adjustments APR 1984

352.270-6 Publication and PUblicity JUL 1991
352.270-7 Paperwork,Reduction'Act .APR 1984
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The above referenced contract is modfffed-as follows:

2. Section B - Supplies or Services and Prices/Costs the
following is added to the Payment Schedule.

Upon the completion of Task 5.3 $55,000

Upon the completion of the project $30,000

2. Section C - Description/Specifications/Statement of work the
following is added to items C.2., C.3. and C.4.

C.2. Puroose of Contract Modification

The purpose of this contract modification is to expand the
Statement of Work to conduct additional activities not
included in the original contract. The primary users of the
findings and conclusions of this analysis would be the
National Vaccine Advisory Committee (NVAC) in forMulating
recommendations on vaccine supply and development, and the
Secretary, HMS, in advising Congress on the statutory
limitations on the Federal contract price for purchase of
existing vaccines. Secondary users would be the Centers for
Disease Control and Prevention in negotiating prices for new
vaccines to be added to the Vaccines for Children Program,
and the National Vaccine Program Office in establishing a
long-term policy for public/private collaboration in meeting
national vaccine development and supply needs.

C.3. Background

Additional information and analyses are needed to address
issues that were not identified in the original Statement of
Work, but are relevant to vaccine and immunization policy.
Specifically, the scale of production has been identified as
a factor influencing U.S. costs and prices. It is
important, therefore, to understand the production volume of
U.S. manufacturers relative to European companies.
Additionally, in examining vaccine pricing, it is necessary
to examine how prices have changed compared to other
indexes. Finally, it is important in understanding
immunization costs to analyze how pricing and other factors,
such as the number of recommended doses, have contributed to
overall immunization costs. The collection and examination
of the information described above, in addition to that
envisioned in the original contract's Statement of Work,
would make PHS' understanding of the vaccine industry and
immunization costs more complete.

The utility of progressing to a quantitative examination of
the possible impacts of the Vaccines for Children Program
(vpc) on commercial vaccine research and development
depends, firstly upon the precision of the description of
the industry prior to VFC, and secondly upon the capacity to
make accurate predictions about various factors,
particularly the volumes of vaccines that will be purchased
under VFC in the future.

C.4. Statement of Work for Contract Modification

This contract modification incorporates additional
activities to be performed by the contractor that were not
anticipated in the original Statement of Work.
Specifically, Task 5 is added under which the contractor
shall perform the following additional activities:

A. conduct analyses in the following areas:
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1. Compare the estimated production volumes and
respective revenues of major U.S. and European
vaccine manufacturers for pediatric vaccines.

2. Describe the trends in vaccine pricing, over the
last tan years. Conduct a comparative analysis of
vaccine prices with the Consumer Price Index and
the Pharmaceutical Product/3 Price Index.

3. Aggregate price in the private sector of vaccines
constituting a full pediatric immunization
schedule. Describe the factors contributing to
changes in these costs over the last ten years
(e.g., from various causes, such as price
increases, additions to the vaccination schedule
and other factors).

B. Incorporate the findings from these analyses into the
report described in Task 04 of the original contract
(augmented as described below under item D). In
compiling the report the contractor will conduct
interviews with vaccine companies to validate, to the
extent possible, the vaccine economic assumptions and
preliminary findings. Incorporate comments from
vaccine companies in the analyses, where appropriate.

C. In conjunction with the tasks described above the
contractor shall:

1. Meet with NVPO staff to review and discuss the
methodology for the analysis and preliminary
findings.

2. Prepare and present a briefing for CDC staff on
the results of the analyses, with partiCular
emphasis on vaccine pricing and other issues
relevant to vaccine procurement contract
negotiations.

3. Conduct a briefing for executive staff in the
Office of the Assistant Secretary for Health.

4. conduct a briefing for the National Vaccine
Advisory Committee (NVAC) at a meeting scheduled
for May 11, 1995. A set of presentation overheads
will be provided by the Contractor to senior PHS
staff prior to their NVAC presentation. The NVAC
presentation will be limited to the topics
described below and will not include any
theoretical or policy discussion.

D. Augment Project Report With Supplemental Data

The Contractor shall augment the report called for in Task
04 of the original contact to include the additional
analyses outlined above (items A.1-3). The augmented report
will include discussions on the following items:

Estimates on the production volume, revenues and
contributors to manufacturing costs for European
and U.S. vaccine suppliers
Estimates of the volume sold and price to
different market segments for U.S. suppliers
Comparison of manufacturing costs and pricing of
U.S. and European vaccine suppliers
Estimates of factors contributing to vaccine
pricing for the major markets, including the
federal contract
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Analyses of vaccine pricing trends
Analysis of aggregate immunization costs trends.

The report will aggregate information on U.S. producers of
pediatric vaccines. Discussions on the financial
circumstances of individual manufacturers will not be
included, except for illustraCive purposes, with the
agreement of the manufacturer. The report will cover
manufacturing costs, distribution costs, cost of returns,
marketing costs, administrative costs/corporate overhead,
and revenues. It will also identify aggregate 'disposable
income' or 'contributions', from which taxes, capital
expe(ditures, R&D, and dividends are paid; but unless
reliable data on these are provided by companies, it will
not attempt to estimate such costs.

Task 5. Conduct Additional Analyses of Vaccine ssues.

5.1 .The Contractor shall meet vith the Project Officer to
discuss production volumes and respective revenues of
major U.S. and European vaccine manufacturers for
pediatric vaccines.

5.2 The Contractor shall conduct at least two meetings with
staff at the National Vaccine Program Office, the
Centers for Disease Control and Prevention and other
relevant HHS offices to discuss methods proposed for
use in estimating production, distribution,
administrative, and marketing costs, and revenues.
These discussions will draw upon the contractors
experience in obtaining information on these from
vaccine companies.

5.3 Based on the discussions above the Contractor shall
perform expanded analyses for the project's working
papers.

5.4 The Contractor shall conduct follow-up interviews with
vaccine companies to validate, to the extent possible,
the vaccine economic assumptions and preliminary
findings.

5.5 Conduct a briefing for the Inter-Agency Group and
incorporate relevant comments into the report.

5.6 The Contractor shall prepare a report on the study's
findings.

5.7 The Contractor shall meet with the Project Officer to
present and discuss the report.

5.8 The Contractor shall conduct a briefing for the
Asoistant Secretary for Health and the National Vaccine
Advisory. Committee on the report.

2. Section F - Deliveries or Performance, F.1. Period of
Performance is deleted in its entirety and replaced with the
following:

The Period of Performance for this contract shall be from
September 26, 1994, through May 8, 1995.

3. Section F - Deliveries or Performance the following is added
to F.2.:
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;ter Descriotion Copies Dep,mory Date

5.1 Meet with the Project Officer

5.2 Conduct meetings NVPO,CDC,etc.

5.3 Perform expanded analyses for
the project's working papers

5.4 Conduct follow-up interviews
with vaccine companies

5.5 Conduct briefings

5.6 Prepare revised report

March 27, 1995

April 3, 1995

April 10, 1995

April 17, 1995

As scheduled*

50 May 8, 1995

*Note: The Contractor has agreed to conduct briefings on
the study findings for relevant HHS officials and
the National Vaccine Advisory Committee on dates
to be determined.

4. Section G - Contract Administration Data, G.2.(e) is deleted
in its entirety and replaced with the following:

(e) Payment shall be made by:

CDC Financial Management Office
255 East Paces Ferry Road
Atlanta, GA 30305

Telephone Number: (404) 842-6889

The information requred by FAR 52.232-29 Electronic
Funds Transfer Payment Methods shall be submitted to
the CDC Finanacial Management Office listed above.
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Question. Please provide a breakdown, by antigen of estimated
CDC vaccine purchases in 1995 and 1996.

knower. The following data were collected from the States in
a survey conducted in January 1994 which provided estimates of the
number of doses of each vaccine to be purchased by funding source
(Section 317 and VFC) in FY 1995 and has been tabulated to indicate
the total number of doses States estimated would be purchased using
Federal funds:

IVACCINE NUMBER OF DOES871

DTP 4,477,912

Dtap 3,783,816

DT 246,794

Td 3,763,368

DTP/Hib 9,389,787

Hib 4,953,181

Hepatitis 8
(Pediatric)

13,037,371

Hepatitis B
(High Risk)

89,332

Hepatitis 8
(Adult)

4,186,348

MIR 8,855,735

KR 26,950

Measles 112,586

Mumps 7,765

Rubella 12,418

OPV 14,845,617

IPV 108,455

CDC is in the process of surveying the States for estimates of -
number of doses to be purchased in FY 1996. When the collection of
.those data are completed, CDC will provide both FY 1995 current
estimates; and FY 1996 data to the Committee.

Vaccine Funding

Question. Please provide the committee with a state-by-state
breakdown for FY 1993, 1994, 1995 (to date) as follows:

federal funds allocated by CDC for vaccine purchase;
federal funds obligated by the state for vaccine purchase;
federal funds allocated by CDC for infrastructure (IAP);
federal funds obligated by the state for infrastructure.

Answer. Please see attached table for federal funds allocated
by CDC for vaccine purchase and infrastructure (IAP). Data on the
amount of federal, funds obligated by state for vaccine purchase ie
being tabulated and will be provided to the committee as soon as it
is completed.

Because of grant regulations, CDC does not collect expenditure
reports from immunization grantees. Each grantee is required to
submit a Financial Status Report (FBR) no later than 90 days after
the end of the calendar year budget period. Grantees are required
only to indicate the total amount of unobligated financial
assistance balance but aro not required to report this balance by
component, therefore CDC is unable to determine the amount of
expenditures specifically for infrastructure.
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Question. DHHS is requesting $529 million for vaccine
purchase in 1996. Since release of this request in the President's-
budget, the ACIP has recommended the addition of new vacOines or
doses of existing vaccines to the list of products to be purchased
through the VFC program. To what extent will these new
recommendations increase the cost for vaccine purchase in 1996?
Please provide estimates for each newrecommended dose and vaccine.

Answer. CDC estimates that the new ACIP recommendations will
coot $56.85 million in FY 1996 for the VFC program. The new
Hepatitis B recommendation will cost an estimated $19.8 million, the
new second dose SHE recommendation will cost an estimated $26.55
million, and the new influenza recommendation will cost an estimated
$10.5 million. The current FY 1996 estimate anticipated these new'
recommendations and provides sufficient funding to implement them.

Vaccine Excise Tax

Question. You have said the Department is considering several
formulas to reduce the vaccine excise tax. What are those formula
changes and what are the arguments for and against each option?

Answer. The FY 1996 President's budget proposes restructuring
vaccine excise taxes to reduce income to the Vaccine Injury Trust
Fund by 50 percent. The Administration is considering two options;
a flat-tax approach and a risk-based approach.

A flat-tax etructure is consistent with the Advisory
Commission on Childhood Vaccines (ACCV) recommendation. Under this
approach each covered antigen would be taxed at the same rate. It
hae the benefit of simplicity. There is no need to determine which
vaccines will generate the most claims, or pose the "moet risk" for
injury. Also the tax can be imposed more timely. Since coverage of
new vaccines can begin more quickly, the National Vaccine Injury
Compensation Program (NVICP) can provide seamless protection for
children and their parents. It is 'antigen-based" and is easily
applied when new vaccine combinations are developed. For example,
if a new vaccine including six antigens were introduced, it would be
taxed at six times the base rate. Collecting the same tax on each
vaccine, abates parental and provider concern that some vaccines may
pose an unacceptable risk for children. Vaccine excise taxes would
be managed based on revenue needed to pay claims from the Trust
Fund, rather than on an individual risk basis. Periodically, only a
single action would be needed to reset the flat tax rate to adjust
revenue to the Trust Fund. In addition, there is wide support. A
flat tax has been formally endorsed by the National Vaccine Advisory
Committee, the Department of Justice, the American Academy of
Pediatrics, and the American Academy of Family Practice. The main
argument against the flat-tax approach is the belief by some that
vaccine excise taxes should be determined relative to the risk of
injury and potential claims against the Trust Fund. Newer, safer
vaccines should not be taxed at higher rates to subsidize older,
more risky vaccines.

While the risk-based approach is perceived as fair by
requiring that the tax levied on each vaccine pays for claims
against that vaccine, or is self-financing, and satisfies those who
believe that the tax levied should be commensurate with risk and
that "more safe" vaccines should be taxed at lower rates; there are
also problems with this approach. Combination vaccines with
multiple antigens make it very difficult to know which antigen
caused an adverse reaction. In addition, in a routine provider
visit, the AcIP/cDC recommended series requires that multiple
vaccines be given to a child simultaneously. With a risk-based
approach, it L. difficult to establish a reasonable tax as new
vaccines--such as haemophilus influenzae typo b, hepatitis 13, and
varicella--are introduced. Wbile vaccines are judged to be safe and
effective before introduction, there is, however, insufficient wide-
spread usage to make a reasonable tax assumption about the rare, but
real risk associated with a particular antigen.

228



224

National Vaccine Advisory Committee

Question. Please provide the committee a breakdown of the
resources, including staff upport and other financial support, that
DHHS commits to the National Vaccine Advisory Committee, the
Advisory Commission on Childhood Vaccines, and the Advisory
Committee on Immunization Practices. Also, please provide a
description of each committee's miasion and responsibilities.

Answer. The National Vaccine Advisory Committee (NVAC)
studies and recommends ways to encourage the availability of an
adequate supply of safe and effective vaccination products in the
United States; recommends research priorities and other measures the
Director of the National Vaccine Program (NVP) should take to
enhance the safety and efficacy of vaccines; and advises the
Director of the NVP in the overall implementation of activities to
achieve optimal prevention of human infectious disease through
immunization and to achieve optimal prevention against adverse
reactions to vaccine. The NVAC is mandated by law (Title XXI,
Public Health Service Act). Approximately $65,000 is spent annually
and 6 FTis are used to support the activities of the NVAC.

The National Childhood Vaccine Injury Act of 1986 (the Act)
established the National Vaccine /njury Compensation Program (VICP).
The VICP went into effect in October, 1988 and is a Federal "no-
fault" system designed to compensate those individuals who have been
injured by childhood vaccines, whether administered in the private
or public sector. The Secretary of Health and Human Services is
mandated under the Act to appoint an advisory commission to give
advice regarding the VICP. Under the Act the function of the
Advisory Commission on Childhood Vaccines (ACCV) is to advise the
Secretary in the following areas: on the implementation of the
VICP, on changes to the Vaccine Injury Table, on implementing the
Secretary's responsibilities regarding the need for vaccines with
fewer or no adverse reactions, on means to compile data related to
the frequency and severity of vaccine adverse reactions, and on
recommendations for research related to vaccine injuries which
should be conducted to carry out the V/CP. The 9 member ACCV
appointed by the Secretary includes health professionals, members of
the general public, attorneys, as well as 4 ex-officio members from
PHS Agencies. The FY 1995 budget of the ACCV is approximately
$100,000, which is paid from HHS administrative expenses for the
VICP. Approximately 2.1 FTle are provided to support the ACCV.

The Advisory Committee on Immunization Practices (ACIP)
develops written recommendations for the routine administration of
antigens and related agents (e.g., vaccines, antisera, immune
globulins) for effective disease control in pediatric and adult
populations. /n accordance with Section 13631 of the Omnibus Budget
Reconciliation Act of 1993, the Committee establishes, periodically
reviews and, as appropriate, revises a list of vaccines for routine
administration to children under the Vaccines for Children program.

This includes schedules regarding the appropriate periodicity,
dosage, and contraindications applicable to the pediatric vaccines.
The Secretary of the Department of Health and Human Services uses
the list for purchase, delivery, and administration of pediatric
vaccines. Additionally, the Committee reviews and reports regularly
on existing immunization practices and recommends improvements in
the national immunization efforts. Various States have adopted
legislation which specifically name the ACIP recommendatione as the
guide to reimbursable immunizations within the State. The ACIP
resources budgeted by HHS for FY94 was $114,000 and 1.5 FTB's.
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QUESTIONS SUBMITTED BY SENATOR HERB KOHL

LIBEAP

Question. Last year the Administration proposed over
$700 million in cuts to the Low Income Home Energy Assistance
Program (LIHEAP). Instead, this Subcommittee and the Congress
restored funding. Under the budget proposal we are considering
today, you seek level funding of $1.3 billion for the program. I am
pleased that you have seen the light on LIHEAP.

Unfortunately, the House will soon vote to kill this Lmportant
program by eliminating all forward funding for LIHEAP. I am
strongly opposed to terminating this program that provides critical
help to almost 130,000 low-income households in Wisconsin. LIHEAP
helps 5.8 million people nationwide pay their energy bills. It is
not a welfare program; only 27% of those who benefit from the
program are on AFDC. The rest are elderly, disabled and the working
poor.

In light of the House proposal, and your Department's previous
support for cuts, what is the Administration's official position on
LIHEAP? How committed is the Department and the Administration to
preserving LIHEAP? Will it be part of the President's request in
next year's budget?

Answer. This Administration has requested that funding be
continued at the current level for both FY 1996 and FY 1997.

Question. Some justify the wholesale dismantling of
historically effective safety net programs, such as LIHEAP, senior
meals and children's nutrition program, in the guise of welfare
reform. I sponsored one of the first welfare proposals that
recognized AFDC was not working and provided flexible blOck grants
to states. My proposal is based on the assumption that states are
better able to address the unique needs of their economies and work
forces. However, while my proposal is targeted and limited, the
welfare reform proposal we see evolving in the other body appears
haphazard and dangerous.

Does the Administration believe that the needs covered by
LIHEAP, senior meals, andAschool lunches can be met differently than
they are in current federal programs? /f so, how? If not, how does
the AdMinistration plan to defend these programs from being lumped
into expansive welfare initiatives?

Answer. LIHEAP is already a block grant program, and States
are allowed to design their own programs within very broad Federal
guidelines. Over the years!, however, Congress has added more
restrictive provisions that limit a State's options.

We would object, hOwever, to combining L/HEAP with the welfare
reform proposal. We considered this same issue in developing the
Administration's proposal yor welfare reform. However, a
substantial proportion of LIHEAP recipients are elderly and only
about one-third of LIHEAP recipients also receive AFDC payments.

Medicare SELECT

Question. Medicare SELECT; Bruce Vladeck, the Administrator
of the Health Care Pinancing Administration, has urged Congress to
slow down on legislation extending the Medicare SELECT Program.
Medicare SELECT is an effective managed care program that meets the
supplemental health insurance needs of over 26,000 elderly residents
of Wisconsin. The temporarY extension of the SELECT program which I
fought hard to obtain last Congress, will expire next month.

Answer. I have hoard nothing but good things about the
program from beneficiaries and from participating health plans in
Wisconsin.
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Question. What is the Administration's position on Medicare
SELECT?

Answer. In states like Wisconsin, where managed care plane
have taken an active interest in the program and where the state is
providing effective regulatory oversight, Medicare SELECT appears to
be a viable alternative to non-network Medicare supplement products.
However, the case study portion of the evaluation indicates that in
many of the other demonstration states, Medicare SELECT plans are
often nothing more than discounting arrangements between insurers
and hospitals. Therefore, the Administration believes Congress
would benefit from a review of the complete final evaluation of the
Medicare SELECT demonstration before beginning deliberations on
Medicare SELECT as a permanent program. Preliminary results from
the remaining pieces of the evaluation are expected the latter part
of this summer. The Administration supports a temporary extension
of the current 15-State demonstration, in order to provide time to
examine what we have learned from the demonstration. This would
permit Congress to make any appropriate changes to the SELECT
statutory authority, if the evaluation/evidence demonstrates that
the program is not fulfilling original expectations.

Question. HCFA justifies holding back the SELECT program
until results of a study due two months ago are made available.
What's delaying the study? Has HCFA seen preliminary results of the
study and, if so, can you share with the Subcommittee its initial
findings?

Answer. The evaluation of Medicare SELECT was due on January
1, 1995, one day after the demonstration ended. As is true for all
other Medicare supplement products, Medicare SELECT plans are
regulated (and certified) by the states. Therefore, for reasons we
did not control, many states did not begin approving SELECT
applications until well into the 3-year life of the demonstration
(1992-1994) and initially the evaluator found primarily rollover
business to evaluate for the case study portion of the evaluation.
Because of the amount of time required for states and then new
issuers to "gear up," the bulk of data needed became available only
near the end of the demonstration period.

We have previouoly made available the case study portion of
the SELECT evaluation. This study raises two areas of concern. One
major concern is with the adequacy of beneficiary protections under
Medicare SELECT. There is no requirement for states to review the
actual operations of the SELECT plans once they are approved to
assure that quality and access standards are being met.

Our second concern is whether Medicare SELECT will make any
contribution to increasing the efficiency of the Medicare program.
Ae you know, Medicare SELECT was designed to create a hybrid of
managed care and Medigap that would be beneficial both to
beneficiaries and to Medicare. Our experience under the
demonstration, however, is that plans generally achieve savings for
beneficiaries through hospital discounting arrangements rather than
through the active management of care or the efficiency of the
SELECT networks.

Question. As Congress looks for ways to restrain Medicare
costs, the Medicare SELECT experiment will be focused upon as an
effective managed care model. Does the Department believe that
Medicare managed care options, such as Medicare SELECT, can save
money for beneficiaries and the Federal government? If so, what is
HCFA doing to expand managed care options in the Medicare program.

Answer. We believe that Medicare SELECT has saved money for
beneficiaries and is therefore a popular option. The final
evaluation should provide information on whether the SELECT program
has also resulted in Medicare program savings.
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As for other types of managed care savings, in the Medicare
risk HMO program, payments are 95 percent of what expected costs
would be in the fee-for-service sector for HMO enrollees. If
Medicare HMO enrollees were representative of the whole Medicare
population, that is, neither sicker or healthier, then Medicare
would save five percent. A comprehensive evaluation of Medicare's
cost/savings experience with the risk HMO program indicated that
because HMO enrollees were, on average, somewhat healthier than
beneficiaries in traditional fee-for-service Medicare, Medicare was
actually paying about 5.7 percent more for those beneficiaries
enrolled in risk HMOs. That evaluation was completed in December
1992 and was based on enrollment data from prior years; we are
initiating a now study to determine whether recent changes in
managed care markets are influencing risk HMO demographics and
utilization.

We believe it ie desirable for Medicare beneficiaries to have
a full range of managed care choices. To that end, the
Administration is developing two types of options that will offer
beneficiaries greater choice. First, HCFA is developing guidelines
so that HMOs and CMPs have the choice of offering beneficiaries a
self-referral option. This option may appeal to beneficiaries who
would be more comfortable in HM0e if they knew they had some
insurance coverage if they chose to receive limited care out-of-
plan.

In addition, the Administration is developing a proposal to
allow Preferred Provider Organizations (PPOs) to participate in the
Medicare HMO program. These plans have proven to be popular in the
commercial market. Under such plane, beneficiaries would face
nominal copayments if they chose a provider in-the-plan4z netWork
but would have the option to go to any physician at any time, if
they were willing to pay the higher cost-sharing.

We are also developing a competitive bidding demonstration, in
an effort to improve our method for paying managed care plans.
Competitive pricing has received widespread support and attention
from industry, academia and commercial payers, who believe it will
result in payments that more accurately reflect the true costs of
doing business, in addition to promoting efficiency through greater
competition among health plans.

Racs/Rpcs

Question. I note in your testimony that you defend rural
health programs, especially research, from 1995 rescissions before
the House. Yet, your budget recommends eliminating the Rural Health
Transition Grants and the Essential Access Hospital/Rural Primary
Care Hospital Grant programs. This would save the Department about
$20 million. I am very concerned about the impact eliminating these
programs will have on Wisconsin's rural communities and rural areas
throughout the country.

Why does the administration believe that these programs are no
longer useful or a priority? Does the administration assert that
access to care in rural areas is no longer a problem? What impact
will these cuts have on health care delivery and access in rural
areas?

Answer. While we are no longer proposing funding for Rural
Health Transition Grants (RHTG) and the Essential Access Community
Hospital/Rural Primary Care Hospital (EACH/RPCH) programs, we are
providing substantial support through Medicare program payments. In
FY 1995, payment for rural hospitals will be increased to the urban
rate. Enhanced payments are also made to sole community providers,
rural referral centers, and Eseential Community Hospitals and Rural
Primary Care Hospitals.

2 32
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In addition, we have begun a new grant program to provide
funds to States to encourage innovations in rural health financing
and delivery systems. The State Rural health Network Reform
Initiative is designed to enable States to address rural health
issues within the context of comprehensive statewide health reform.

Through this program, HCFA awarded funds in FY 1994 to
Florida, Minnesota, Mississippi, Nebraska, North Carolina and
Washington to support the planning development and Lmplementation of
new financing and delivery arrangements that enhance access to
health care services and maintain a viable delivery system for rural
residents.

QUESTIONS SUBMITTED BY SENATOR ROBERT C. BYRD

Appalachian-Lbor;i;;y on Occupatie;ai-Safety and Health

Question. Please provide the number of Full-Time Equivalents
for the Division of Safety Research and the Division of Respiratory
Disease Studies at this facility in FY 1994, FY 1995, and the number
projected for FY 1996.

Answer. The breakdown is as follows:
Projected

EX_1221 ry 1995 "I 1996
Division of Safety
Research 96 114 118

Division of Respiratory
Disease Studies 146 145 139

Question. Please provide the funding level for the above
mentioned Divisions in FY 1994, FY 1995 and the projected level for
FY 1996.

Answer. The funding level is as follows:
Projected

pr 1994 yy 1995 YY 1996
Divioion of Safety
Research 13,661,573 12,365,000 15,500,000

Division of
Respiratory Disease
Studies 15,040,103 15,338,000 15,000,000

New Occupational Safety and Health Laboratory

. Question. Please provide the number of Full-Time Equivalents
at this facility in FY 1994 and FY 1995, and the projected number of
FTEs at this facility for FY 1996 and FY 1997.

Answer. The FT'S levels for the new state-of-the-art
occupational safety and health laboratory in Morgantown, West
Virginia follows. Please note that this laboratory will house the
Health Effects Laboratory Division and potions of the Division of
Safety Research and the Division of Respiratory Disease Studies.

Projected Projected
M1221 Z1_1221 FT 1996 IX_1221

42 117 217 303

Question. What is the timetable for bringing the director and
'branch chiefs on-board for the new laboratory?

Answer. It is anticipated that the Director and Branch Chiefs
will report in August and September, 1995.

604
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Question. Please furnish the funding level required for
staffing and research for FY 96 and FY 97 at this facility.

Answer. The funding level is as follows:

FY 1996 FY 1997

Required Funding Level $27,532,000 n/a

It will require approximately $18 million in FY 1997 for
personnel costs for the full compliment of 303 FTE at the new
Morgantown laboratory and we are committed to providing funding at
least that level. It would be premature at this time to identify
precise funding for this laboratory until I have reviewed all
elements of our FY 1997 budget. As you know, the President's budget
for FY 1996 assumes that all discretionary activities of this
department -- with the exception of a few high priority items like
Ryan White and Childhood /mmunization -- will sustain successive
reductions of -3%, -5%, -7% and -9% from the FY 1996 levels from FY
1997 through FY 2000. I am committed to reaching those levels in
the aggregate for this Department, but plan to review each program
request individually as we develop the FY 1997 budget to determine
the aIlocation of those reductions.

Question. When will the new laboratory be completed and ready
for occupancy?

Answer. It is anticipated that the new building will be ready
for occupancy in October 1995.

SUBCOMMITTEE RECESS

Senator SPECTER. The subcommittee will recess to reconvene at
2 p.m., Thursday, March 16, in room SD-192. At that time we will
hear testimony from the Secretary of Education, Hon. Richard W.
Riley, on fiscal 1996 budget requests of his Department.

Mlereupon, at 3:30 p.m., Thursday, March 9, the subcommittee
was recessed, to reconvene at 2 p.m., Thursday, March 16.1
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OPENING REMARKS OF SENATOR ARLEN SPECTER

Senator SPECTER. The Subcommittee on Labor, Health and
Human Services, and Education, will continue hearings on fiscal
year 1996 appropriations.

Again, I welcome the distinguished Secretary of Education, Rich-
ard R' iley, to the subcommittee.

Your agency is charged with very difficult tasks, Mr. Secretary,
which we all know. The education of our Nation's children and
adults over the next several months will be the subject of this com-
mittee's analysis.

FISCAL YEAR 1996 REQUEST FOR DISCRETIONARY FUNDING

We have a budget request for discretionary spending for fiscal
year 1996 totaling $25.8 billion, an increase of almost $680 million
over fiscal year 1995.

There have been offsettings for which we commend you, Mr. Sec-
retary, where there are cuts in other programs totaling some $506
million.

(231)
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FEDERAL BUDGET DEFICIT

The stage has been set by some excellent staff work here today
by Bettilou Taylor and Craig Higgins and others on some charts
which depict the current situation, with the first bar chart showing
the Federal budget deficits projected by the administration through
the year 2000. It shows that the deficits stay at nearly $200 billion
annually for the next 5 fiscal years.

Chart 2 depicts the major changes in the Department of Edu-
cation's discretionary budget request. Chart 3 is a line graph show-
ing the President's budget projection of Department of Education
discretionary spending proposals from 1994 through the year 2000.

Mr. Secretary, I, and I think most of us, are committed to the
goal of a balanced budget by the year 2002. It seems to me that
this goal has been the mandate of the American people from the
last election.

And we can debate on how each of us takes it. But at least,
speaking for myself, I think we have to move toward that balanced
budget on a glide path by the year 2002.

FISCAL 1995 HOUSE RESCISSION PROPOSALS

How we get there is a matter of individual judgment. And we
have had certain recommendations by the House of Representa-
tives, which have fallen, I think, a little disproportionately on this
subcommittee.

We're looking at rescissions of $17 billion with about $5.9 million
coming out of this subcommittee.

Our discretionary budget is 25 percent of the total. We are being
asked to take, in this rescission package, about 35 percent of the
cuts.

And I believe that, as we look to that glide path on being a bal-
anced budget, which I am personally committed to do, as I say, by
the year 2002, we have to have a pro rata sharing from other pro-
grams as well. At least some of the entitlements are going to have
to come into play to meet those objectives.

And there have been some who have talked about eliminating
the Department of Education, which I am personally opposed to.

I believe that there is a very important leadership role for_ the
Federal Government and the Department of Education, recognizing
that the control really is local with the school boards and the
States.

And that is something that we are not going to settle here today.
But as we take a look at the funding, we do have to be very con-
scious of where we have to move on the balanced budget glide path.

In the absence of the ranking minority memberI know that
Senator Harkin has been unavoidably detained. He will be here in
a few moments.

Would anybody else like to make a comment speaking for the
Democrats, Senator Kohl?

OPENING REMARKS OF SENATOR HERB KOHL

Senator KOHL. No; I'm just very happy to be with you here, Sen-
ator Specter.

2 3 6
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I was pleased to hear you talk about the Education Department
last night on "Larry King Live", and he said it there just as he said
it now. He is dedicated to education in our country and dedicated
to preservation of the Education Department.

And I am happy to be here today to question Secretary Riley.
Senator SPECTER. Thank you very much, Senator Kohl.
Senator Gregg, comment?
Senator GREGG. No; I want to hear from the Secretary.
Senator SPECTER. Senator Jeffords.

OPENING REMARKS OF SENATOR JAMES M. JEFFORDS

Senator JEFFORDS. I look forward to hearing from the Secretary
also. I just want to say that I agree with your projections for what
education spending, I believe, must be, as we go toward a balanced
budget.

To me, there are two ways we are going to reach the balanced
budget. One is getting health care costs under control. And the sec-
ond one is improving our education in this Nation so that we can
improve our revenues through productivity and decrease our social
costs.

So I would hope, as we go forward, we keep that in mind and
that we don't mindlessly cut programs that, in effect, will be coun-
terproductive to our efforts.

Senator SPECTER. Thank you.
Mr. Secretary, the floor is yours.

SUMMARY STATEMENT OF SECRETARY RICHARD W. RILEY

Secretary RILEY. Yes.
Senator SPECTER. Your entire statement will be made a part of

the record. And as you know, we like summaries, leaving the maxi-
mum amount of time for questions and answers.

Secretary RILEY. Thank you, Mr. Chairman. My statement has
been submitted, I think with some charts and so forth attached to
them.

Marshall Smith, Mike Smith my Under Secretary is here with
me and Sally Christensen, Deputy Assistant Secretary for Budget.

It is a pleasure for me to be here with the subcommittee and
present our role in terms of improving America's education and our
budget.

As the committee reviews this budget, I want to place what we
do in a larger context by telling you that it is my strong belief that
American education is really beginning to turn the corner in many
ways.

Just over a decade ago, Dr. Terrel Bell, then U.S. Secretary of
Education, released "A Nation at Risk," a report which sounded the
alarm that American education was sliding toward mediocrity.
Today, we are starting to see the positive results for all of our ef-
forts since then to improve education.

Student performance in science and math is on the rise. You can
see that on charts 2 and 3 that are attached to your statement
package. The number of high school students taking core academic
courses has tripled since 1983. That is a very, very important sta-
tistic in terms of increasing higher academic standards.
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Now, we have an awful lot of remaining problems that we all
know about and hear a lot about. We certainly have to raise stand-
ards for academics, standards for safety and discipline and find
new ways to connect parents to the learning process.

But overall, we are turning the corner, and I think we are mov-
ing in the right direction.

I believe the American people have a clear view of the future. In-
vesting in education and getting the deficit in check are two of the
most important ways that we can secure the Nation's future eco-
nomic prosperity and reduce disturbing social costs.

But we must deal with both of these potential deficits, budget
deficits and human investment, which affect future human deficit.

We know, for example, that about 44 percent of all of the people
on welfare are high school dropouts. And 82 percent of all of the
people in this Nation's prisons and jails are also high school drop-
outs.

And that should begin to tell us something that, certainly, we
need to invest in education and not de-prioritize education.

FISCAL YEAR 1995 HOUSE-PASSED RESCISSIONS

Mr. Chairman, before I speak directly to the President's 1996
budget request, I would like to express my deep concern about the
vote in the House today to rescind $1.7 billion in 1995 funds for
Federal education programs.

I am concerned that the House, in its haste to get things done,
is beginning to get caught up in some short-term thinking.

To my mind, a decision to eliminate our Safe and Drug-Free
Schools Program is out of touch with the message that parents tell
us again and again: "Get the guns out of school. End the violence.
Keep drugs away from the children."

Mr. Chairman, there is not a lot of hope out there for many of
our young people. Programs like title I, bilingual education, Eisen-
hower professional development, the TRIO programs, give these
young people hope.

By cutting these programs, the Congress will be sending exactly
the wrong message to the many students who Eire trying to buck
the odds and avoid the culture of the street.

I must also tell you that the proposal to eliminate over 75 per-
cent of our funding for our new technology initiatives and 100 per-
cent of the already established Star Schools Program, does not
have the future of our children in mind.

Finally, I want to suggest that it is counterproductive to cut
away at Goals 2000 funding that has already been committed when
45 States have signed up to participate in this initiative to raise
academic standards and improvement in our schools.

In 1994, the then Secretary of Education in Pennsylvania wrote
to us that the: "Response to Goals 2000 in Pennsylvania has been
overwhelming. More than 180 proposals have come in to participate
in the program."

And he was requesting more funding. This is a good program
that will work if we give it a chance. So I urge the committee to
anchor in to the idea of excellence and high standards.
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DEPARTMENT OF EDUCATION TRANSFORMATION SAVINGS

Now, I would like to speak to how we are radically transforming
the Department of Education to save more than $16 billion.

I want to suggest to the committee to recognize that the propos-
als we are putting forward can improve education and, at the same
time, save us money.

We have been aggressive in streamlining our services, reducing
regulations, consolidating and terminating programs and lowering
the student default rate from a high of 22 percent down to a cur-
rent 15 percent, which is saving taxpayers around $1 billion a year
just from that reduced amount of defaults.

In addition, loan collections rose from $1 billion in 1993 to $1.5
billion in 1994.

We have proposed the elimination of 34 programs in last year's
budget. And we propose to terminate or phase out funding for 41
programs, saving nearly $750 million in our 1996 budget.

Altogether, we have enacted proposed legislation or made policy
changes which would save $16.7 billion between 1995 and 2000.
Between 1995 and 2000, we will save $12 billion through student
loan reform and direct loans.

REGULATORY PROCEDURE REFORMS

We have also radically changed our approach to regulation. We
now ask some very basic questions when it comes to regulatory
practices. Whether to regulate at all is the first question; and then
how to regulate to give our customers the maximum flexibility they
need and the taxpayers the accountability that they need.

And I would like for you to look at chart 7, which is on that sub-
ject, which states our principles that we have developed and that
we follow in terms of regulations.

Goals 2000: Educate America Act is'a model of our new thinking.
There are no regulations for this act at all. And the application
form is only four pages long.

Goals 2000 is what I refer to as a responsible block grant with
accountability, the very type of creative legislation that supports
local schools improving their own way.

We now have minimal regulations for the very big title I pro-
gram, and no regulations for our school-to-work initiatives. Oregon
has become the first State to get a broad waiver under the new ed-
flex plan.

In addition, we have gone a step further by beginning a thorough
Departmentwide review of all of our regulations to sort out which
ones are needed and which ones we can do without.

DEPARTMENTAL STAFFING AND MANAGEMENT

I believe we are also becoming more efficient. Our current ceiling
of about 5,100 FTE is a significant reduction from the 7,700 FTE
in 1979 employed by similar offices within HEW and six other
agencies.

That is why I am hard pressed to see the savings in proposals
currently being floated to make the Department- an office in hopes
that money will be saved.

3 9
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I want to stress that just 2 cents of every Federal education dol-
lar goes to administration costs. I would like to suggest, then, that
we represent a world of changewe work at it every daychange
from the way that the Department has been managed in the past.

I urge the committee to support our efforts in putting effective
reforms in place and then making them stick.

FISCAL YEAR 1996 BUDGET REQUEST

Let me now turn to the budget request for 1996. We are request-
ing $24 billion in discretionary budget authority for the Depart-
ment of Education, an increase of $878 million, or 3.8 percent, over
the revised 1995 level of $23.2 billion.

Mandatory spending would decline from $8.6 billion in 1995 to
$6.3 billion in 1996. And as a result, our total proposed budget is
$30.4 billion, a decrease of $1.4 billion or 4.4 percent from the re-
vised 1995 level of $31.8 billion.

This is a real decrease, but it is primarily due to interest rates
going down, which impacts the mandatory spending estimates sig-
nificantly.

PROGRAM TERMINATION AND CONSOLIDATION PROPOSALS

Within this total, we have made hard choices, choices that will
terminate or consolidate almost 70, or 30 percent, of the programs;
70 programs to be terminated or consolidated of the 240 programs
that we currently administer, which is far too many.

GOALS 2000-EDUCATION REFORM FUNDS

As I mentioned earlier, 45 States and hundreds of local commu-
nities are developing their own education reform plans under Goals
2000 and are counting on their 1995-96 allocations to implement
their efforts.

We are asking, therefore, for $750 million for Goals 2000 in 1996,
an increase of $347 million, to help States and communities raise
standards, increase accountability, improve discipline, and increase
parent involvement.

PROGRAMS SUPPORTING IMPROVEMENT AND INNOVATION

We also are requesting important increases for the major im-
provement initiatives included in last year's reauthorization of the
Elementary and Secondary Education Act.

Most of these funds are targeted in three priorities: No. 1, title
I to help low-achieving children, particularly those in high-poverty
areas, to meet standards expected of all children; No. 2, an increase
of $415 million to improve teaching through the Eisenhower Profes-
sional Development Program; and No. 3, $500 million for the Safe
and Drug-Free Schools Program.

Drug use is on the rise among young people, for the third year
in a row. This is certainly no time, we submit, to cut back on this
essential program.

Our budget also provides increases in three other areas that sup-
port effective innovation in schools across the country. It expands
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technology in education, charter school efforts, and improves re-
search, statistics and assessment.

SPECIAL EDUCATION REQUEST

In addition, our budget helps States and schools provide a free,
appropriate public education for children with disabilities by in-
cluding $3.3 billion for special education programs.

IMMIGRANT, VOCATIONAL AND ADULT EDUCATION REQUESTS /

We will also seek to double the funding for the Immigrant Edu-
cation Program to $100 million.

Improvements in school-to-work, vocational education, and adult
education are critical to help students of all ages navigate today's
changing job market.

For the School-to-Work Opportunities Program, we are request-
ing $200 million, an increase of $75 million over 1995. We are pro-
posing a restructuring of the Perkins Act where we would consoli-
date 12 vocational education programs into two broader, more flexi-
ble authorities funded at $1.2 billion.

The budget also provides nearly $500 million for a consolidation
of adult education and family literacy programs from eight categor-
ical programs into a single grant to States and a small authority
for national activities.

VOCATIONAL REHABILITATION STATE GRANTS

The President's budget also includes a $64.7 million increase in
vocational rehabilitation State grants, for a total of $2.1 billion.
These grants go a long way to helping 1 million individuals with
disabilities obtain gainful employment.

POSTSECONDARY EDUCATION

Regarding postsecondary education, the President's 1996 budget
will help provide 8 million students with access to post secondary
education and training. Our experience with the direct loan pro-
gram has been even better than we expected.

Students and schools have been very pleased with how the pro-
gram has developed. That is why we are now proposing to extend
the benefits of direct loans to all students and schools on a more
rapid timetable.

Senator SPECTER. Mr. Secretary, I regret the necessity to inter-
rupt you, because we have just about 4 minutes left on a vote. So
we are going to have to go. And we will return just as soon as we
can to move forward.

Secretary RILEY. All right, sir.
[A brief recess was taken.]
Senator HARKIN [presiding]. The subcommittee will resume its

sitting at the instructions of Senator Specter, whom I just met on
the elevator. I have already voted. He is on his way over to vote.
He will be right back.

But he said, if it was all right with you, Mr. Secretary, in the
interest of time and to try to accommodate your schedule, if you

-s
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want to go ahead and finish your opening statement; we would be
more than happy to finish that now.

Secretary RILEY. Thank you so much, Senator.
I was getting into the last section of my statement which deals

with postsecondary education. And I pointed out that some 8 mil-
lion students would be impacted, having access to postsecondary
education and training through programs that we are involved
with.

EXPANSION PROPOSAL FOR DIRECT STUDENT LOANS

Our experience with the Direct Loan Program has been excellent,
better than we expected. And that is why we are now proposing to
extend the benefits of direct loans to all students and schools on
a more rapid timetable.

Under our proposal, direct loans would expand to 80 percent of
loan volume by the 1996-97 academic year, and 100 percent of loan
volume by 1997-98.

SAVINGS UNDER DIRECT LOANS PROPOSAL

This would allow all borrowers to enjoy faster loan processing
and long-term repayment options. Combined with $6.8 billion that
the Student Loan Reform Act is already saving, our proposal would
save taxpayers a total of $12 billion by the year 2000.

The President's budget also raises the maximum Pell grant to
$2,620 from $2,340, strengthening this very important lifeline to
postsecondary education and training to millions of poor and work-
ing American families.

Here, I want to point out that the need to think long-term is so
important. In my written statement, I noted that the full force of
the baby boom echo is about to hit our Nation's classrooms, some
7 million more young people in the next 10 years. And many of
them will be teenagers.

So we are going to have our hands full as a nation, first, in rais-
ing standards so these young people can do college work and get
high-skilled jobs; second, in keeping them out of harm's way and
away from guns and drugs and violence; and, third, making sure
we help middle-class families to finance their children's college edu-
cation, or some form of postsecondary education.

DEPARTMENT DRUG BOOKLET FOR PARENTS

And I want to point outand I think we have them at the desks,
Senatorbooklets that would show how we are attempting to be
involved with a customer-based kind of operation.

This is a pamphlet which deals with parental advice and counsel
to help them advise their young people going to college. This is a
student guide for students, and this is a parent's guide to preven-
tion in terms of drugs.

I think those are at everyone's desks. And I hope they take a
look at them.
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BALANCE BETWEEN INVESTMENT AND SAVINGS

Finally, in conclusion, I believe that our 1996 budget strikes ex-
actly the right balance between cost cutting and investing in edu-
cation.

The American people have made improving education a national
priority. Last week, the Wall Street Journal and NBC released a
poll that showed 79 percent of all Americans are opposed to any
cuts in the Education Department's programs.

PREPARED STATEMENT

I urge the committee then to think long-term and to see this
budget as an opportunity to reflect the concerns of the American
people that we invest wisely in their children's future.

I thank you very much for this opportunity to present our re-
quest and would be happy to respond to questions.

[The statement follows:]
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STATEMENT OF HON. RICHARD W. RILEY

INTRODUCTION

Mr. Chairman, I welcome the opportunity to come before this Committee to
explain the 1996 budget and the many reforms that we are undertaking to
transform this agency into a Department of Education for the new Information Age
we are now entering.

I believe that in today's global economy education has to be seen as a
national priority. The knowledge and skills individuals learn in school to a large
extent determine their level of economic success.

In 1992, for example, the average annual earnings for those with a
bachelor's degree were 74 percent higher than those with a high school diploma,
and 155 percent higher than those who had not graduated from high school
(Chart 1).

TURNING THE CORNER: POSITIVE NEW TRENDS

This is why I want to place what we are trying to achieve in a larger context
by telling you that it is my strong belief that American education is starting to turn
the corner.

Just over a decade ago, Dr. Terrel Bell, then the U.S. Secretary of
Education, released "A Nation At Risk," the report which sounded the alarm that
American education was sliding toward mediocrity. Today, we are starting to see
the positive results for our efforts since then to improve education.

Student performance in science and math is on the rise (Charts 2 and 3),
and we have made up much of the ground we lost in the 1970s and 1980s. The
number of high school students taking the core academic courses has tripled
since 1983, and is still rising (Chart 4). Many more students, particularly minority
students, are participating in the advanced placement process (Chart 5).

The dropout rate has declined in the last decade, and young people are
getting the message that graduating from high school is only the stepping stone
for more learning. There is a new seriousness and appreciation for the value of
education. As a result, community colleges are filling up as never before. And
our great institutions of higher learning continue to produce world class
graduates.

I will be the first person to tell you that we still have many problems.
Overall achievement is still too low; violence remains a destructive force in some
of our schools; the gap between the performance of poor children and other
children is still too large; and too many college freshmen are in remedial classes.

But overall, we are turning the corner and moving in the right direction.
The American people are increasingly determined that their children get a first-
class education. They want results.
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STATEMENT ON PROPOSED RESCISSIONS

This is why I want to express my deep concern about the vote in the
House to rescind $1.7 billion in 1995 funds for the Department's programs. I am
concerned that the House of Representatives is already caught up in some short-
term thinking.

To my mind, the decision to eliminate every single dollar for the Safe and
Drug Free Schools program is out-of-touch with the American people, who are
more concerned about violence and crime than anything else.

Juvenile crime is soaring, people are worried sick about their children's
safety, and we hear the same message again and againget the guns out
school, stop the violence, and keep drugs away from their children. Yet, the
House of Representatives has chosen to rescind the very program we have put in
place to respond directly to this concern.

Several weeks ago, I visited a school in Seattle, Washington. A good
school full of smart, young peopleGartield High Schoola school with 22
national merit scholars. Yet, even this schoola school not known for trouble or
in a bad neighborhoodwas confronted with gunshots in the hallway a few
weeks before my visit. The boy who held the gun said, "I have nothing to lose."

Mr. Chairman, there is not a lot of hope out there for many of ouryoung
people, and the proposed House cuts go right at those programs that give people
some hope that they have a chanceprograms like Title I, the TRIO programs,
Tech-Prep Education, Bilingual Education, and Education for Homeless Children
and Youth.

By cutting these programs, the Congress would send exactly the wrong
message to the many students who are trying to buck the odds, avoid the culture
of the street, and play by the rules.

I must also tell you that I believe the decision by the House to eliminate
over 75 percent of funding for new technology initiatives is a good example of
eating your seed corn. We cannot educate our young people if we are not
teaching them how to use technology.

This is where the "future" is for many Americans, and the American people
have very high expectations about making sure their children get access to new
technology. They recognize that technology is central to getting American
education into the 21st century.

Yet, the House would cut from our budget the very seed money for this
effort. Rural states are also hard hit by the proposed elimination of the already
established Star Schools program.

I want to suggest that it is counter-productive to cut away at Goals 2000
funding that has already been committed when 45 States have just signed up to
participate in this new initiative to raise standards.
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We have spent a decade working to get American education back on
trackto stop accepting mediocrityto make high standards and excellence the
core center for American education. Now, just as we are starting to turn the
corner, the House seems to be going backwards. So I want to urge the
Committee to "anchor in" to the idea of excellence and high standards, and not to
throw away a decade of common bipartisan effort to improve education.

HOW WE ARE RADICALLY TRANSFORMING THIS DEPARTMENT
TO SAVE MORE THAN $16 BILLION

I recognize the need to "put our house in order and to lower the federal
deficit. But I do not think it is very smart to think that if you cut education today
that you're cutting the deficit in the future. This is a case of being penny-wise and
pound-foolish.

We have been aggressive-in streamlining our services, reducing
regulation, consolidating programs, terminating programs and lowering the
student loan default ratefrom 22 percent in 1990 to 15 percent in 1992, which is
saving taxpayers $1 billion a year. In addition, loan collections rose from
$1 billion in 1993 to $1.5 billion in 1994 (Chart 6).

This is why I want to urge the Committee to work with us to make changes
in how the Department functions that will both improve education and save
money. It can be done.

We proposed the elimination of 34 programs in last year's budget, and for
1996 we are proposing to terminate or phase out funding for 41 programs, saving
nearly $750 million. All together, we have enacted or proposed legislation or
made policy changes which would save $16.7 billion between fiscal year 1995
and fiscal year 2000:

$12 billion in savings through student loan reform and direct loans.

The elimination of 59 education programs and consolidation of 27
others for a savings of $4.6 billion.

$100 million in savings by reducing our personnel from 5,131 to
4,698 FTE.

I want to stress that only 2 cents of every Federal education dollar goes to
administrative costs, and we are working hard to reduce these costs even further.

A NEW FLEXIBLE REGULATORY PHILOSOPHY

We have also radically changed our approach to regulations. Broad waiver
provisions, whole-school approaches, fewer regulations, charter schools, and
investing in teams of teachers, parents, and school and community leaders to find
high-quality solutions are all elements of our new flexibility.

In my opinion,-the Goals 2000: Educate America Act is a model of our new
thinking. There are no regulations for this new legislation, and the application
form is only four pages long. Equally important, we have not created any new
administrative structures to manage Goals 2000.
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Goals 2000 is what I like to call a "responsible block grant"the very type
of creative, flexible legislation that supports local schools districts to achieve
reform in their own way. Goals 2000 helps States and school districts set their
own high standards and design their own programs for reaching them.

In the second year of each grant, 90 percent of all funding flows directly to
local school districts. Yet, Goals 2000 still holds us accountable for results, and
we need to be held accountable if we are spending the taxpayers money. As of
today, 45 states are participating in the program.

The School-to-Work Opportunities Act also represents a radical departure
from traditional Federal and State roles. This regulation-free program provides
Federal seed money over a five-year period to get school-to-work systems up and
running in every State, and then the program sunsets.

Another example of our new flexible regulatory approach was
demonstrated in last year's reauthorization of the Elementary and Secondary
Education Act (ESEA). In totally revamping Title I, we promoted new approaches
that enable staff in individual schools to decide on the best strategies for
improving teaching and learning.

In addition, Goals 2000 allows me to give six states the power to waive the
statutory and regulatory requirements of the Elementary and Secondary
Education Act and the Perkins Vocational Education Act without having to seek
my approval. Oregon, for example, has already put this "Ed-Flex" plan into place.

We have a new management goal of eliminating 25 percent of grant
regulations for fiscal year 1996 and an additional 25 percent for 1997. We are
making good progress.

We now have minimal regulations for the Title I program, no regulations for
our School-to-Work initiative, and a broad new waiver authority that I fully intend
to use.

And, we have gone a step further by beginning a thorough Department-
wide review of all of our regulations to see if they are really necessary. You will
see at the end of this testimony a one page attachment that spells out the
principles of this new flexible regulatory policy (Chart 7).

I would like to suggest, then, to the Committee that we represent
changesignificant changefrom the way this Department has been managed
in the past. We have been doing business differently.

I will do all I can to work with the Committee to make the Department of
Education more effective. I am not wedded to the past, and we shouldn't feel
compelled to hold on to 1960s thinking just because it is the way we have done
business if the programs aren't working for the children.

I didn't come to Washington to save the job of a bureaucrat but to shake
up the status quo, to put in place all of the many lessons we have learned in the
last decade about how to improve education, and not to de-emphasize education
in America.
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We can always do a better job, and I am open to any good, positive
suggestions by Committee members to find real savings. But I want to urge this
Committee to give us the time to put these reforms in place and make them stick.

We need to be bipartisan and high-minded, to think long-term, something
that the American people expect of us when it comes to educating their children.
We are not educating their children as Republicans, Democrats, or Independents,
but as Americans who are the future of our country.

THE 1996 BUDGET REQUEST

Let me now turn to our budget for 1996, which demonstrates that President
Clinton is committed to making education a national priority. It reflects an
appropriate Federal investment in our Nation's human resources; and at the same
time it continues our efforts to keep the deficit under control and to streamline our
operations so that we can do more with less.

We are requesting $24.0 billion in discretionary budget authority for the
Department of Education, an increase of $878 million, or 3.8 percent, over the
revised 1995 level of $23.2 billion. Mandatory spending would decline from
$8.6 billion in 1995 to $6.3 billion in 1996, primarily because of lower interest
costs in the student loan programs. As a result, our total proposed budget is
$30.4 billion, a decrease of $1.4 billion or 4.4 percent from the revised 1995 level
of $31.8 billion.

Within this total, we have made hard choiceschoices that would
terminate or consolidate almost 70, or 30 percent, of the 240 programs the
Department currently administers. This not only will streamline the way we do
business; it also will free up resources for higher priority efforts.

Over the past two years, we have worked with the Congress in a bipartisan
fashion to develop an effective strategyone that will raise educational standards
for all of our young people and increase opportunities for postsecondary
education and lifelong learning.

With the enactment of the Goals 2000: Educate America Act, the
Improving America's Schools Act, the School-to-Work Opportunities Act, and the
Student Loan Reform Act, this strategy is now in place, and we are getting strong
support for our reform efforts at the state and local level.

HELPING ALL STUDENTS LEARN TO HIGH STANDARDS

As I mentioned earlier, 45 States and hundreds of local communities are
developing their own education rpforrn plans under Goals 2000, and are counting
on their 1995 and 1996 allocations to implement their reform efforts.

To help maintain this momentum for local education reform and renewal,
we are asking for $750 million in 1996, an increase of $347 million, to help States
and communities raise standards, increase accountability, improve discipline, and
increase parent involvement.
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Goals 2000 is not just another Federal program; it is a "responsible block
grant" that gives States and communities the critical leverage they need to make
all education programs and resourcesFederal, State, and localmore effective.

We also are requesting important increases for the major improvement
initiatives included in last year's reauthorization of the Elementary and Secondary
Education Act. Most of these funds are targeted to three priorities: First, our
budget includes $7 billion for Title I to help low-achieving children, particularly
those in high-poverty schools, meet the same challenging academic content and
performance standards expected of all children.

In order to direct a larger share of Title I resources toward communities
and schools with the highest concentrations of children from low-income families,
we are proposing to distribute $1 billion of these funds through the new "Targeted
Grants" formula. Combined with the amount allocated through the Concentration
Grant formula, this proposal would deliver $1.6 billion to the poorest communities
and schools, where the need is the greatest.

Second, the request provides $735 million for the Eisenhower Professional
Development State Grants program to upgrade the qualifications of teachers in all
the core academic subjects, an increase of $415 million over the 1995 level.

And-third, we are asking for $500 million for the Safe and Drug-Free
Schools program, an increase of $18 million, to help States and school districts
develop comprehensive, locally based solutions to the problems of student drug
use and violence in schools.

Our budget also provides support for reform and innovation in schools
across the country in three other areas. The totals requested for these areas are:

$83 million for Technology in Education would expand efforts to
bring industry and education together in a collaborative effort to
create technology-rich, high-performance learning environments for
both children and adults;

$20 million for Charter Schools would greatly increase support for
parents, teachers, and community leaders seeking to create new
schools and expand public school choice; and

$193 million for Research, Statistics, and Assessment would help
make available new research on teaching and learning, as well as
improved information on student achievement in the core academic
subject areas

In addition, our budget helps States and schools provide a free,
appropriate public education for children with disabilities by including $3.3 billion
for Special Education programs.

This request would support a reauthorization proposal for the Individuals
with Disabilities Education Act that would focus on improving outcomes for
students with disabilities, and that would consolidate 14 categorical discretionary
programs into 5 broader authorities.
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The President's budget request also recognizes the extra burdens
experienced by school districts enrolling large numbers of recently arrived
immigrant students; we would double funding for the Immigrant Education
program to $100 million.

PREPARING STUDENTS FOR WORK IN THE NEW INFORMATION AGE

For the School-to-Work Opportunities program, we are requesting
$200 million, an increase of $75 million over 1995. Combined with an identical
$200 million request at the Department of Labor, these funds will help 43 States
to implement their school-to-work systems, which are now in the design phase.

We are very pleased with the success of the School-to-Work program, and
believe that both the program itselfand the way it has been administered jointly
by the Departments of Education and Laborprovide a model for effective reform
of other Federal workforce training programs.

Our Vocational Education and Adult Education programs are critical
components of the President's GI Bill for America's Workers. This initiative would
consolidate 70 Federal job-search and training programs, give States and
communities the flexibility to design their own job training programs, and
empower workers to choose the combination-of education, training, and job-
search services they need to obtain good jobs.

We are proposing a restructuring of the Perkins Act that would consolidate
12 Vocational Education programs into two broader, more flexible
authoritiesfunded at $1.2 billionthat would support State and local reforms
begun under the School-to-Work Opportunities Act.

The budget also provides nearly $500 million for a consolidation of adult
education and family literacy programs into two authorities: a single grant to
States and a small authority for national activities.

As with our other reform proposals, these restructured programs would
give States the flexibility to establish their own program objectives based on their
own unique needs, and to use grant funds for a wide range of activities to achieve
those objectives.

The President's budget also includes a $64.7 million increase for
Vocational Rehabilitation State Grants, for a total of $2.1 billion. These grants
support State efforts to provide a wide range of services that help one million
individuals with disabilities obtain gainful employment.

IMPROVING ACCESS TO POSTSECONDARY EDUCATION

I now want to turn to what we are doing to make access to a higher
education a reality for more working and middle-class Americans.

lwant to begin- by stating that the American middle class is what it is today
because we have made access and the opportunity to higher education a national
priority, ever since the creation of the GI Bill 50 years ago. This has been an
enormously successful national enterprise.
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In the last 20 years alone, to illustrate this point, 40 million Americans have
gone to college on a Federal student loan. About 75 percent of all postsecondary
student aid now comes from the Federal government.

The American people know the value of a higher education and they are
more certain then ever about the need to get one. This is why our community
colleges and our universities are filling up. But even as the demand increases,
there are many new pressures being brought to bear on our Nation's higher
education community.

_
Increasingly, State leaders see higher education as a budget item to becut

rather than a long-term investment. The Federal government, which for much of
the 1980s was able to increase its funding for university-based research, is
cutting back as well. And, all of us in Washingtonin both the Executive and
Legislative brancheshave come close to over-regulating higher education.

I am concerned, then, that in the rush to cut budgets, we can do
unintentional but very real damage to the jewel of the American educational
systemour system of higher educationjust as millions of American parents
turn to us for help as a generation of young people come of age in the next five
years.

So this is a very important time for the Congress to do some long-term
thinking, not to get sucked into the pressure of the moment and cut back on
programs that help us prepare and educate all of these young people. This is
why maintaining access to higher education is such a central feature of the
President's budget.

The President's 1996 budget would generate $39.4 billion in
postsecondary education and training assistance to 8.2 million students. Most of
this assistance is provided in the form of loans to students, both through the
Guaranteed Student Loan program and the new Direct Student Loan program.

Our experience with the Direct Loan program thus far has been even
better than expected. Students and schools have been pleased with the better
service and reduced complexity of the Direct Loan program, and the estimated
savings produced by direct lending are even higher than our earlier projections.

For these reasons, we are now proposing to extend the benefits of Direct
Loans to all students and schools on a more rapid timetable. Under our proposal,
Direct Loans would expand to 80 percent of loan volume by the 1996-97
academic year and to 100 percent of loan volume by 1997-1998.

This would allow all borrowers to enjoy faster loan processing and flexible,
long-term repayment options, while taxpayers would save an additional
$5.2 billion through the year 2000. Combined with the $6.8 billion that the
Student Loan Reform Act is already saving, our proposal would save a total of
$12 billion by the year 2000.

The Pell Grant program would be restructured as part of the GI Bill for
America's Workers. Students enrolled in degree-granting programs would
continue to receive Pell Grants, while students enrolled in non-degree programs
who are now eligible for Pell Grants would receive new Skill Grants, which would
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be administered by the Department of Labor in partnership with States and
communities.

For Pell Grant recipients, aid would rise to a total of $4.8 billion, an
increase of $688 million over the comparable 1995 level, and the number of Pell
Grant recipients would grow to 2.8 million, an increase of 147,000 over 1995.

REINVENTING THE DEPARTMENT

Before I close, let me return to a theme I mentioned earlier: how we are
changing the way we do business here at the Department of Education. This isn't
just a slogan; we are serious about making the hard decisions needed to help us
do our job better.

This is why we are proposing to terminate or phase out funding for 41
programs, saving almost $750 million. We would eliminate another 27 programs
by consolidating 39 categorical programs into 12 broader, more flexible
authorities. These eliminations and consolidations will result in a substantial
reduction in administrative burdens not only on the Department, but on States,
localities, and colleges and schools.

This is one reason we are able to reduce overall staffing in the Department
by a net of 71 employees, even as we add 150 new staff to manage the Direct
Loan program. This means that in areas other than Direct Loans, staff will be
reduced by 221 in 1996. We plan to reduce non-Direct Loan staff by another 386
employees by 1999.

We have tried to be responsible in eliminating programs that no longer
work as they should. And, we continue to shift the emphasis in our program
monitoring from compliance to performancefrom a focus on narrow reporting
and audit-type requirements to giving States and localities the flexibility they need
to raise student performance.

As I mentioned earlier, we are streamlining the Department's grant-making
function so that we can inform applicants earlier of funding decisions, distribute
funds electronically, and eliminate unnecessary paperwork affecting 6,000
continuations a year.

CROWDED CLASSROOMS: 7 MILLION ADDITIONAL CHILDREN

As the Committee thinks ahead about the education prioritis of this
Nation, I want to stress that the so-called "baby boom echo" is novi beginning to

hit our Nation's classrooms in full force. In the next ten years, over 7 million
additional children are going to get up in the morning to go to school.

It may interest Committee members to see how their own stal tes are going
to be impacted. Overall public school enrollment will increase 20 rjercent in
Oregon by the year 2005, 29 percent in Nevada, 25 percent in Washington State,
and 17 percent in Florida.

Here, I want to dig a little deeper and tell you that much of this increase will
take place in our Nation's high schools. Oregon, for example, will see a 28
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percent increase. We are projecting a 51 percent increase in the number of
teenagers growing up in Nevada, a 41 percent increase for Washington State, a
36 percent increase for the State of Florida.

Even small States like New Hampshire and Vermont are going to feel new
pressure to educate a lot more young people. We are projecting a 31 percent
increase for New Hampshire and a 23 percent rise for Vermont by the year 2005.
Pennsylvania and Wisconsin will have 17 percent increases, and the Missouri
projections come in at 15 percent in terms of high school students.

That's a lot of teenagers. The vast majority of our young people are
growing up in a responsible way, but crime experts are already sounding the
alarm that the sheer number of young people coming into their teenage years at
the same time will lead to rising homicides and other youth violence.

I get worried when I see a headline that reads, "Teen Bloodbath Looms."
If we have any sense at all, we need to give all of these young people the hope of
a good, first-class education based on high academic standards.

We are going to have our hands full as a Nation: first in raising standards
so these young people can do college work and get high-skilled jobs; second, in
helping them stay out of trouble, away from guns and drugs; and third, making
sure we help middle- and low-income families finance their children's college
education or some other form of postsecondary education.

This is why I urge the Committee to think long term and to tune into how
the American people are thinking. I believe the American people have a clear
view of the futurethat the reduction of the deficit and investing in education are
two of the most important and essential ways we can secure this Nation's future
economic prosperity.

CONCLUSION

In conclusion, I believe the President's 1996 budget strikes exactly the
right balance demanded by the American people. We are proposing to streamline
and consolidate our programs and staff to help States, school districts, and
postsecondary institutions to get on with the business of moving American
education into the 21st century as rapidly as possible.

Investing in education is critical for our Nation's future, and this budget
makes the strategic investments needed to secure that future for all of our
citizens. It is a budget that makes a future preference, that invests for the long-
term. This is where I believe the American people want to go.

I urge the Committee to see this budget process as an opportunity to
create a bipartisan document that reflects the concern of so many Americans that
we invest wisely in their children's future.

Thank you, and I will be happy to answer any questions you may have.
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Chart 1.Average annual earnings by level of education: 1992
Professional $74,560
Doctorate 54,904
Master's 40,368
Bachelor's 32,629
Associate 24,398
Some college 19,666
High school graduate 18,737
Did not finish high school 12,809

Source: U.S. Bureau of the Census (1994).
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Science Proficiency-Mean NAEP Scorel
Nation-by Age

Source: NAEP 1992 Trends in Academic Progress
NCES
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Mathematics Proficiency-Mean NAEP Scores1
Nation - by Age

Source: NAEP 1992 Trends in Academic Progress
NCES
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Chart 3
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Source: The Condition of Education 1993 and National Summary
NCES/Advanced Placement Program, The College Board
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Chart 4.Percent of high school graduates taking the number of courses rec-
ommended for all students by "A Nation at Risk," by Race 1 Ethnicity: 1982
and 19921

Racelethnieity Percent
All:

1982 13
1992 47

White:
1982 15
1992 49

Black:
1982 10
1992 44

Hispanic:
1982 6
1992 36

Asian:
1982 21
1992 51

'Although "A Nation at Risk" included one-half a unit of computer science in its rec-
ommendations, it is not included in this analysis because very few students participated
in computer science classes in 1982. Its inclusion in this measure would exaggerate the
change in academic course taking since 1982.

Note: Courses include 4 units in English; 3 units in social studies; 3 units in science;
and 3 units in math, where a unit represents a year-long course.

Source: U.S. Department of Education, National Center for Education Statistics, High
School Transcript Study, 1987 and 1990 NAEP High School Transcript Studies, National
Education Longitudinal Study Transcripts, 1992.
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CHART 6.-FFEL DEFAULT COSTS BY FISCAL YEAR-FISCAL YEAR 1996 BUDGET

[In billions of dollars]

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

Total defaults 1.0 1.3 1.3 . 1.4 1.9 2.4 3.6 2.7 2.6 2.4 1.5 2.5

Net collections 0.2 0.3 0.5 0.5 0.6 0.7 0.7 1.0 1.0 1.5 1.5 1.6

Net default costs 0.8 1.0 0.8 0.9 1.4 1.7 2.8 1.7 1.6 0.9 1.0 0.9

CHART 7.-DEPARTMENT OF EDUCATIONS PRINCIPLES FOR REGULATING

The Department of Education will regulate only when it improves the qual-
ity and equality of services to its customers-learners of all ages. ED will regu-
late only when absolutely necessary, and then in the most flexible, most equi-
table, and least burdensome way possible.
Whether to regulate

When essential to promote quality and equality of opportunity in education.
When a demonstrated problem exists and cannot be resolved without regula-

tion.
When entities or situations to be regulated are so diverse that a uniform ap-

proach does more harm than good.
When necessary to provide legally binding interpretation to resolve ambigu-

ity.

How to regulate
Regulate no more than necessary.
Minimize burden and promote multiple approaches to meeting statutory re-

quirements.
Encourage federally-funded activities to be integrated with state and local

reform activities.
Ensure that benefits justify costs of regulation.
Establish performance objectives rather than specify compliance behavior.
Encourage flexibility so institutional forces and incentives achieve desired

results.
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REMARKS OF SENATOR HARKIN

Senator HARKIN. Mr. Secretary, thank you. I apologize for being
late. I thought that vote was going to be about 20 minutes ago and
that I would just miss a couple of minutes, but they lingered for
awhile. And I thought, well, I would vote and get over here.

But I have looked over your prepared testimony and appreciate
your forthrightness and what you have done with the Department.
I will take the occasion now to, at least, make my opening state-
ment.

EDUCATION-AN INVESTMENT PROGRAM

And again, I thank you Mr. Secreiary for appearing here today
to discuss the 1996 budget. Education, I have always thought, if
there is ever an investment program, it is education. That is an in-
vestment program.

And under your leadership, the Education Department continues
to play an essential role in reforming our Nation's schools.

So again, you can count me down, Mr. Secretary, as one who be-
lieves that if we are going to be investing Federal moneys, if we
are going to be spending Federal moneys, and if we will look upon
it as investments in the future of this country, there is not a better
place to invest than in education.

And you have been a great leader in that, and I, for one, appre-
ciate your great leadership in that effort.

For 1996, the Department of Education is requesting a 3.8-per-
cent increase for discretionary programs in our subcommittee; $9
billion included in that for Goals 2000, School-to-Work, GI Bill for
America's workers, title I. I hope we can get 3.8 percent.

I think it ought to be more than that. But you know how I feel
about that. But I just hope we can stick with the 3.8 percent.

The 1996 budget does take bold steps toward prioritizing and
consolidating the numerous programs within its jurisdiction. And
again, I want to commend you, Mr. Secretary, for your efforts to
restructure and streamline government by reducing the number of
programs administered by the Department by nearly 30 percent
and for proposing to accelerate full implementation of the success-
ful Federal direct loan program.

Again, I have heard nothing but just raves from Iowa State Uni-
versity in Iowa about how it is working at that college. So move
ahead aggressively on that.

I do not knowI sawwhat was the figure, about $12 billion, I
think, total savings, am I not right, something that is close to that?

Secretary RILEY. That's right. Yes.
Senator HARKIN. So for the life of me, I cannot understand those

who want to turn the clock back and get back into the indirect loan
program and the guaranteed loans. I mean, if when we can save
$12 billion and do a better job of it, it makes good common sense
to me.

HOUSE-PASSED 1995 RESCISSIONS

I also want to express my serious reservations and criticisms of
the House proposal to rescind $1.7 billion from our 1995 appropria-
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tion. That is $1.5 billion more than that proposed by the President.
I think it would be devastating.

We all want to reduce the deficit. But I consider it unwise and
unconscionable that our children are being asked to bear a dis-
proportionate share of the burden of deficit reduction.

That just really completes my opening remarks, and I would
yield to Mr. Kohl for any opening statements.

Senator KOHL. I have already made my statement.
Senator HARKIN. Oh, you have already made your statement

then. Oh, you want to start asking questions.
Senator KOHL. Unless you do.
Senator HARKIN. Well, Igo ahead. Go ahead.
Senator KOHL. I do not think the Senator minds if we go ahead

and start asking questions. I appreciate that.
Well, Mr. Secretary, if I might, thenlet me get my light on

there. [Laughter.]
Oh, for the days when I was chairman. [Laughter.]
When I could control the light. [Laughter.]
Mr. Secretary, I was extremely dismayedI have to get the

smile off of my face here. [Laughter.]

TITLE I BUDGET REQUEST

I was extremely dismayed to see your title I budget request. Did
you know that Congress struggled to reach a fair and reasonable
compromise regarding the title I formula?

According to the statute, only funds in excess of the 1995 appro-
priation level are to be used for targeted grants; yet your proposal
would change the statutory distribution of title I by allocating $1
billion of the appropriation, entirely, through the new targeted
grants formula, instead of just targeting the $299 million increase.

I believe, Mr. Secretary, that this flies in the face of congres-
sional intent, and I must tell you forthrightly that I find it unac-
ceptable.

In addition, a central element of the Senate bill was the addition
of incentive payments for State effort in equity. My gosh, we de-
bated long and hard on that issue, and I fought to have these ele-
ments retained in conference, and we were successful.

And I was extremely pleased that the conference report author-
ized $200 million for this in fiscal year 1996 through the education
incentive grants.

Yet this second formula is ignored in this budget request. State
effort and equalization of funding are crucial to ensuring equal ac-
cess to a high quality education for all students.

As Federal policymakers, we cannot overrule States and local
school districts on financing for education. I know that. But we can
provide incentives in Federal education programs for States with
good records of equity and effort and encourage other States to fol-
low that.

TITLE I DISTRIBUTION AND EQUITY FORMULAS

So if you would, Mr. Secretary, just talk a little bit about the ad-
ministration's decision to change the distribution of title I grants
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and how you view the effort in equity formula that we had included
in the conference report.

Secretary RILEY. Well, Senator, you know, I appreciate the ques-
tion. And I appreciate your position. I mean, as you know, it al-
ways is a very difficult issue dealing with the formulas for distrib-
uting title I funds.

I don't think there is any question that we have a clear policy.
I have been forthright about it and have stated it in very clear
terms, that is, to target funds to the very poorest children in the
very poorest areas.

I know there are poor children in all areas and you have all
kinds of other considerations, but we are putting the $300 million
increase and also shifting other funds to make $1 billion to target
very high-poverty areas with concentrations of poor children. It is
consistent with our policy.

And I, as I go from House to Senate and member to member, I
get very compelling arguments for all of the positions. But I do
think that we have been forthright in saying we want to do every-
thing we can to try k.o target funds to the very poor schools with
concentrations of poor children.

Senator HARKIN. Well, I appreciate that, Mr. Secretary, but we
debated that long and hard up here in our committee, and then
later on in thenot only in the authorizing committee, but later on
in appropriations.

And as I said, it went to conference. We debated it in conference.
And the conferees reached an agreement. And I do not see that
agreement being adhered to.

Now, I know that the Department wants to carry out policy, and
I appreciate that. But we also have something to say about that
here on the Hill. And quite frankly, the State effort and equali-
zation of funding are crucial, I think.

And nothing is being done on that. It is all being targeted. Again,
we debated that, and we came, I think, to an agreement here. Both
sides were there at the table, both Republicans and Democrats,
House and Senate.

And yet, I do not see that the Department is following the clear
intent of Congress and how we wanted these funds to be allocated.
Again, I understand that you have a policy. But it seems to me
that we still have the power of the purse string up here.

Secretary RILEY. Senator, I am glad they have got the red light
on right now. [Laughter.]

And I call your attention to the light. I don't know ifI think
that is my best answer right now. [Laughter.]

And again, the course of Congress can reaffirm that position, and
that would certainly resolve that. I do think it is very important
for us to make it very clear what we think is best for the country
and to state those policies in clear terms. That is what I have tried
to do.

Senator HARKIN. I appreciate that Mr. Secretary.
Secretary RILEY. Thank you.
Senator HARKIN. Welcome back, Mr. Chairman. I have used up

my time as you can see.
Senator SPECTER [presiding]. Well, thank you Senator Harkin.
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When I left to go to vote, you were in the middle of your state-
ment. Have you completed your statement?

Secretary RILEY. Yes, sir; Thank you.

THE NEED FOR A DEPARTMENT OF EDUCATION

Senator SPECTER. I bumped into Senator Harkin in the elevator
and suggested he proceed.

Mr. Secretary, I begin with the question of the utility of the De-
partment of Education. Do you think that it should be retained or
abolished?

Secretary RILEY. Well, that is a very legitimate inquiry at this
time because, certainly, the statement has been made by others
that they think it should be abolished.

And I have analyzed that in many ways. As I have said to others,
Mr. Chairman, I did not come up here to try to protect the bu-
reaucracy. And I do not mind analyzing it. And I think with the
interest in Government itself that is out there, and the deficits and
all of the problems, certainly, everything needs to be looked at.

Senator SPECTER. What is the answer, Mr. Secretary?
Secretary RILEY. The answer is that after analyzing it in every

possible way, I do not see how, in any way in the world it would
do anything but be harmful to American children to eliminate the
Department of Education.

Education is the most important factor out there in this informa-
tion and education era. And to deemphasize education and to shift
the responsibilitiesI do not think people realize really what we
do. And that is why I talked about that a lot in my statement. The
fact is that about one-half of our

Senator SPECTER. Mr. Secretary, let me just get your answer.
You do not want to -abolish the Department.

Secretary RILEY. No, sir.

IMPORTANT FUNCTIONS OF THE DEPARTMENT

Senator SPECTER. OK. And now, the next question is: What are
the most important functions of the Department that warrant its
retention?

See if you can give it to me in a bullet form like sound bytes
when we are asked about it.

Secretary RILEY. Yes; OK, the most important is that it is a na-
tional voice for education. It is a statement of a national priority
for this country that we have a

Senator SPECTER. It is a leadership role for the Federal Govern-
ment in establishing priorities such as, No. 1?

Secretary RILEY. Such as, of course, having a member of the Cab-
inet who faces the President and the Vice President on every major
decision. And then it is an expression for everything in this country
is a national statement in terms of

Senator SPECTER. Give me an illustration of something you have
done as Secretary of Education in that Cabinet room that makes
it important to have an education advocate there.
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GOALS 2000-IMPACT ON STATES

Secretary RILEY. Well, I have spoken about education, I think,
Senator, in every Cabinet meeting we have had; Goals 2000, the
emphasis on academic standards, on making sure that the author-
ity is with the States and local in terms of control.

Senator SPECTER. All right. But now, as to Goals 2000, those are
recommendations only. The States, anyone is free to disregard
them, right?

Secretary RILEY. A State does not have to participate in Goals
2000 unless they wish to. That is right. But if they participate,
then they develop their own methods of reaching for the goals. Yes;
they have control of what they are going to do to reach the goals.

Senator SPECTER. All right. Now
Secretary RILEY. They do have to have State standards, as you

know, and State assessment.
Senator SPECTER. OK. Taking Goals 2000, you referred to a let-

ter that you got from Pennsylvania. Did you just pick that
Secretary RILEY. Yes.
Senator SPECTER [continuing]. At random from among the 50

States?
Secretary RILEY. Just picked it at random. [Laughter.]
It just happened to be at the top of the stack. [Laughter.]
Senator SPECTER. But you had letters fromhave the goals ar-

ticulated by the Federal Government in Goals 2000 been widely
recognized as useful goals for education in America?

Secretary RILEY. Yes, sir.
Senator SPECTER. Which goals?
Secretary RILEY. Well, I think all of the goals deal with different

aspects of education. And certainly, Goal No. 3, which deals with
academic standards in core subjects, is the one that is causing the
most energy, certainly, out there. All of the States are identifying
the 'standards in the various subjects.

But all of the goals are causing a lob of attention. Discipline,
safety, drug-free, parent involvement, all of those issues are having
significant involvement.

Senator SPECTER. Now, has any other standard been proposed on
the drug-free issue besides the one in Goals 2000?

Secretary RILEY. It is the broad standard that all schools should
be drug-free, safe, and disciplined. And I think that is a general
standard that is in this national problem.

Senator SPECTER. But my question is: Do you need the Depart-
ment of Education to articulate that standard, or has that standard
not been articulated somewhere else?

Secretary RILEY. Well, for a national standard, this is the place
for it to be articulated, and the Department of Education is the
unit to do it if it is a national standard.

Senator SPECTER. And has that standard, the articulation of that
standard by the Department of Education, had a beneficial effect
nationally?

Secretary RILEY. Yes, sir; in no unquestioned terms, in my judg-
ment. For example, the parent involvement part of it, we now have
125 major national organizations that are part of the parent in-
volvement initiative.
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And that strictly came out of our office trying to get people in
this Nation attuned to the importance of parent involvement.

Senator SPECTER. Well, my time is up. I think, in order of arriv-
al, it is Senator Kohl.

Senator KOHL. Thank you very much, Mr. Chairman. And Sec-
retary Riley, it is great to see you. You are a tireless advocate for
education of America's young people. And I always admire what
you do. I think you do it outstandingly well.

Secretary RILEY. I thank you, sir.

SCAN FISCAL YEAR 1995 RESCISSION PROPOSAL

Senator KOHL. I would like to ask about a few particular pro-
grams, Mr. Riley.

The first one is the SCAN Program which, as you know, is the
Student Counseling and Assistance Network, which is a program
that would make available widely, through a computer data base,
information about all existing public and private sources of funding
for higher education. But such a data base is not presently avail-
able in our country as surprising as it may be.

And as such, I think it is a really important thing if we can get
it off of the ground, up and running. But I see that continued fund-
ing for the data base has not been requested. And furthermore, the
House is about to rescind the $500,000 that was appropriated in
its first year, which was fiscal year 1995.

My question is, Mr. Riley: What are we going to do about SCAN
or about seeing to it that all of our young people in America are
familiar and have available to them the sources of funding for
higher education?

Secretary RILEY. Well, Senator, it is the second year that really
is involved in the rescission. The first year, of course, is phase 1
of this study and is underway.

We were directed to conduct a feasibility and design study con-
cerning the creation of 4his process. We expect to have phase 1
ready to show you on April 1 of this year.

And then, of course, we would be moving on into the phase 2.
However, it is a part of the rescission that we are now talking
about.

We think it is very important. We agree with you on it. It is
as I say, it is underway. And we will have some very good informa-
tion April 1. And we would like to go on into phase 2 and have it
completed.

DROPOUT PREVENTION DEMONSTRATION RESCISSION PROPOSAL

Senator KOHL. All right. I would like to ask you about dropout
prevention programs, Mr. Secretary. One of the targets set in Goals
2000 legislation was increased high school graduation rates.

And yet the Department has proposed no new funding for the
Dropout Prevention Assistance Program. And in fact, it has re-
quested that the fiscal year 1995 appropriation of $28 million be
rescinded in and of itself.

Now, that dropout prevention program, which is operated, among
other places in Milwaukee, is really very good. And I believe it
works. Inasmuch as ,dropout prevention is so important to us, it is
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so important to you, how is it that we are about to let that program
go?

Secretary RILEY. Well, I think the program really was only in-
tended to be a short-term demonstration to test and evaluate suc-
cessful strategies to combat the problem, and not intended to be a
long-term program. Fiscal 1994 funds are supporting a final and
planned year of 3- and 4-year projects. They are undergoing rigor-
ous evaluation to test and demonstrate strategies that school dis-
tricts can use to combat the problem. And that is, kind of, how it
was intended to be.

Senator KOHL. All right. Well, thank you.
Secretary RILEY. All of our programs, of course, Senator, deal

with this dropout issue, including Goals 2000, safe and drug-free
schools, school-to-work, and the combination of title I and all of the
other programs.

All of those programs deal with this issue. But this was really
a short-term demonstration, and we think it is going to have some
lasting effect though, as a demonstration.

Senator KOHL. There are, are there not, intentions to keep that
program alive, or are you not prepared to say right now?

Secretary RILEY. No; I do not think so.

IMPACT OF DROPOUT PREVENTION DEMONSTRATIONS

Mr. SMITH. Senator, if I may respond a little bit more. The pro-
gram is being proposed for termination as you indicated. There was
a rigorous evaluation conducted on it.

And the information from our evaluations was used in the reau-
thorization of, particularly of title I, but of a number of other ESEA
programs. And the Congress put into place a number of changes in
title I that reflected the information that came from evaluation.

So the program itself had a great deal of effect, not only in places
where it, in fact, was placed in high schools, but on the entire Na-
tion.

And now, every title I school over 75 percentevery title I high
.school over 75 percent can do the things which were learned from
those evaluations.

So I think you can say that it had a terrific effect all around the
Nation.

Senator KOHL. Good. I thank you.
Secretary RILEY. Thank you, sir.
Senator KOHL. I thank you, Secretary Riley. Regards from Ken

Snyder.
Senator SPECTER. Senator Bond.

REMARKS OF SENATOR CHRISTOPHER S. BOND

Senator BOND. Thank you very much, Mr. Chairman and Mr.
Secretary. It is always good to see a former colleague again. I am
going to be very brief because I ought to show up for the vote.

But I want to thank you and the Department for your continuing
support for parents as teachers, which we have discussed many
times. Our problem is with our friends and colleagues on the House
side. And we will have to handle that problem ourselves.
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SPECIAL EDUCATION-ST. LOUIS SPECIAL SCHOOL DISTRICT

I do need to draw your attention to a very special problem in the
St. Louis Special School District. St. Louis County organized its
special education authorities to have an entity, called the special
school district taking in all of the children needing special edu-
cation.

Some 5 percent of the schoolchildren in St. Louis County are the
responsibility of the special district. Because of the way the law,
IDEA, is written, there is a real problem with it complying with
the letter of the law. But we think the district is complying with
the spirit of the law.

There is a time crisis because if some relief is not given by April
15, some 300 teachers will have to be laid off. And that means that
5 percent of the children in the entire St. Louis County area will
be without assistance.

In your office, Tom Hehir has been extremely helpful, working
from the Office of Special Education, in trying to develop an in-
terim solution. We are grateful for that.

And we hope that we can count on your support to see us
through this short-term crisis. And we need to work with you for
a longer term solution to the problem.

Secretary RILEY. Thank you so much, Senator, and we are famil-
iar with that. We certainly look forward to working with you on it.

Senator BOND. Thank you, sir.
Thank you, Mr. Chairman.
Senator COCHRAN [presiding]. Thank you, Senator Bond.

EDUCATIONAL TECHNOLOGY PROGRAMS

Mr. Secretary, let me, first of all, thank you for your effort to co-
operate with our committee in the planning of a special hearing on
educational technology programs that we have scheduled for April
4.

I understa4d that you are not able to attend that hearing, but
your good Deputy Under Secretary will be there in your place. And
we appreciate the cooperation of your office in response to our re-
quest for that hearing.

We are going to talk in more detail at that hearing about some
of the technology issues that face education and face the Federal
Department of Education.

The Goals 2000 Act, as you know, authorized a new office of edu-
cational technology. And there is a planning grant program that is
funded in the appropriations bill last year.

TECHNOLOGY PLANNING GRANTS

I would like to knowand maybe you can give us this for the
record if you do not haVe the numbers herehow many States
have applied for technology planning funds and what those States
are doing with the funds that are being made available under those
grants.

Secretary RILEY. Senator, let us supply you that information. We
do not have that right handy. That is an interesting inquiry. And
we will, certainly, supply you that information.

Senator COCHRAN. We appreciate that.
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[The information follows:]

GOALS 2000 TECHNOLOGY PLANNING FUNDS

To date, all 47 states that have applied for and received Goals 2000 grants, have
also received technology planning funds under section 317- of the Goals 2000 Act.
Most States receive $75,000the minimum amount allowedand are using those
funds to develop a statewide technology plan around four objectives:

The promotion of higher student achievement through the use of technology in
education.
The participation of all schools and school districts in the State, especially those
schools and districts with a high percentage or number of disadvantaged stu-
dents.
The development and implementation of a cost-effective, high-speed, statewide,
inter-operable, wide-area-communication educational technology support system
for elementary and secondary schools within the State, particularly for schools
in rural areas.
The promotion of shared usage of equipment, facilities, and other technology re-
sources by adult learners during after-school hours.

Despite the common objectives that link each State's plan, States vary quite a bit
in the ways they are using the funds. Some are developing a statewide technology
plan for the first time, others are convening a panel that will link various tech-
nology initiatives in a coherent fashion, and still others have already developed such
a plan and are focusing the resources on various aspects of plan implementation.

OFFICE OF EDUCATIONAL TECHNOLOGY

Senator COCHRAN. We also note with appreciation the letter that
you sent to me and Senator Bingaman when we asked if funds
could be allocated to establish the Office of Technology.

There was, apparently, no separate line item appropriation. But
we urge that that be done, and you have respond.ed by saying it
has been done with some funds from salaries and expenses.

Has this been accomplished at this point, or is this something
that is in transition?

Secretary RILEY. It has been accomplished. And the separate.ap-
propriation, as you pointed out, was not necessary for us to accom-
plish that. And of course, I know I have worked with you for a
number of months on technology issues, and I appreciate your in-
terest and leadership. And I think you realize, Senator, likewise,
we are very, very strong on the importance of technology in edu-
cation.

So that is in the process. It is being done, yes, sir.
Senator COCHRAN. In that connection, because I come from a

State where a lot of the districts just do not have the money to pro-
vide the equipment and take advantage of the new technologies
that are available to help enhance teaching and learning, it is of
special importance to States like Mississippi.

Secretary RILEY. Yes.

TITLE I BUDGET REQUEST

Senator CocHRAN. And in that connection, too, I know in the al-
location of chapter I funds, you have asked for

Secretary RILEY. Yes.
Senator COCHRAN [continuing]. Additional funds. The budget, ac-

cording to the notes, will allocate $1 billion of funds under this new
formula that was approved in the legislation authorizing the con-
tinuation of title I to those districts that are considered poor and
have limited resources for elementary and secondavy
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I just want you to know that this proposal meets with our very
strong approval. And we want to express appreciation for your ef-
forts in this way to help the poorest areas of the country meet
these special needs.

Secretary RILEY. Thank you, Senator.

DIRECT STUDENT LOAN PROGRAM

Senator COCHRAN. Now, for the bad part: I do not like this direct
lending initiative. [Laughter.]

And I want to register my continued protest over the fact that
the administration seems hell-bent to go forward at full, break-
neck speed on a program that is going to run up the overhead costs
enormously for Government administrators.

And I just wonder if you have any late estimatesand maybe it
is in the budget notesas to how much this new direct lending pro-
gram for college loans is going to cost your Department?

Secretary RILEY. Well, thein my statement and in the long
statement, there will be more information on it. Of course, it is a
tremendous gain, net gain for the Federal Government.

Overall, the number we project over a period up to the year 2000
is $12 billion. About one-half of that, $6.8 billion, under the current
program from year 1996-2000, and about one-half of it, $5.2 bil-
lion, if we go into the accelerated 100-percent plan that the Presi-
dent has recommended to go to, 80 percent next year and then 100
in the following year.

So we think it is a clear, net, significant gain to the Federal Gov-
ernment, and that net gain would count the phaseout of the FFEL
program.

COST OF ACCELERATED DIRECT LOAN TRANSITION

Senator COCHRAN. Well, one of the reasons that I am disturbed
is that there are such conflicting reports from experts in budget
matters about what the true costs are going to be.

Here is a statement I want to put in the record just to complete
the transcript of this hearing so that both sides will be before the
committee when we review this program.

Dr. Rudolph Penner, who is the former director of the Congres-
sional Budget Office, finds in an analysis of this new program, that
the administration's budget for this next year greatly exagger-
atesand I am quoting here: "greatly exaggerates the savings that
can be gained from shifting to a direct loan program. Under some
assumptions, direct loans could be more costly than guarantees."

And theyhe goes on in this statement to analyze a report that
Dr. Penner has done on this issue. And I am going to put a copy
of the analysis in the record and for the information of the commit-
tee.

[The information follows:]
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STATEMENT OF DR. RUDOLPH G. PENNER, MANAGING DIRECTOR
OF THE BARENTS GROUP

Former 030 Director Finds the Administration's Savings Claims from
Direct Government Student Lending to be Greatly Exaggerated.

The attached analysis of the Administration's budget savings estimates for the federal student
loan program. conducted by Dr. Rudolph G. Penner. former Director of the Congressional
Budget Office, finds:

a "The Administration's FY 19T6 Budget...greatly exaggerates the savings that can be
gained from shifting to a direct loan program. Under some assumptions direct loans
could be more costly than guarantees."

The Department of Education's own estimates of the administrative costs of building up
and operating direct student lending cause "claimed savings to shrink by 70 percent to 95
percent over the period 1996-2000.*

Factoring in the above administrative costs, the difference in subsidy costs between direct
and guaranteed student loans arc "narrowed sufficiently as to be within the range of
possible estimating error. " Thus, 'small errors can easily reverse the order of the
estimates (possibly creating a loss to the taxpayer from a shift to direct loans). "

`The additional borrowing by the Federal government as a result of the direct loan
program is likely to raise the cost of borrowing to the government and it will take only a
very small increase in the rate to more than offset any presumed savings from the direct
loan program. "

Budgetary Savings Exaggerated Under the Direct Government Student Loan Program
An Analysis of the Administration's FY 1996 Budget Proposal

The Administration's FY 1996 Budget and supporting documentation regarding the federal
student loan program greatly exaggerates the savings that can be gained from shifting to a direct
loan program. Under some assumptions direct loans could be more costly than guarantees.

Overview

The Administration proposes acceleration of the current phase-in of the direct government student
loan program created under the Omnibus Budget Reconciliation Act of 1993 (OBRA '93). A
major reason cited for the Administration's support of direct lending. in 1993 and now, is the
projected savings in budget outlays.

These projections have been a point of great dispute and are largely attributable to congressional
budget scoring rules that are biased in this instance.

Briefly, the problem centers around budget rules adopted under amendments to the Credit Reform
Act enacted in 1990 that do not allow the net present value of administrative costs to be
computed as part of the cost of direct loan programs while such costs are included in the
calculation for guaranteed loan 'programs.
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If the Department of Education's (ED) own estimates of the administrative costs of building up
and operating direct student lending are considered, on average 80 percent of the savings
projected by the Administration over academic years 1996 - 2000 would disappear.

This narrows the gap between the total Federal cost of the program sufficiently as to be within the
range of probable estimating error. Other factors, such as the economic consequences of the
higher national debt that results from direct lending, place in serious doubt if any savings can be
realized (or whether the program will end up costing taxpayers more money in the long term).

The Administration's Proposal and Claims

The Administration proposes accelerating the phase-in of direct government lending which is
currently in operation at approximately 100 postsecondary education institutions (approximately
5 percent of total student loan volume) and, under current law, may account for more than
60 percent of loan volume by the 1998-99 academic year.

The proposed acceleration of the program calls for direct lending to represent 80 percent of loan
volume in academic year 1996-97 and 100 percent thereafter. The Administration claims that the
combination of the OBRA '93 mandates for direct lending and the proposed full replacement of
the 30-year old guaranteed student loan program by 1997-98 will account for $12 billion in
savings over a seven-year period.

It is worth emphasizing that $6.8 billion out of the $12 billion of outlay savings that the
Administration claims for the direct loan program in the budget documents is attributable to
OBRA '93 and is therefore in the current law baselines. This amount does not represent
additional savings in the Fy 1996 proposed budget. Moreover, $2 billion of these savings are
attributable to reductions in Federal administration payments to participants in the guaranteed
loan program.

Savings Claims are Highly Exaggerated

The savings claims under this program as described in the Administration's FY 1996 budget are
exaggerated for the following two reasons:

I. Factoring in ED's own estimates of administrative costs to run the direct loan program narrows
the costs between guaranteed and direct lending to within a range of possible estimating error.

The Administration has estimated that its proposed acceleration of the direct government loan
program results in $4.1 billion in budget outlay savings over five years. Budget estimates for
credit programs, such as the Federal student loan programs, are based on the calculation of a
"subsidy cost." The subsidy cosi of a loan is the net present value of the Federal portion of
future costs associated with a loan. These are depicted in cents per dollar loaned.

Calculations of the annual subsidy cost of each of the two programs are based on the valuation
rules established in the Credit Reform Act of 1990. These rules specifically exclude the costs of
administering the direct loan program from the calculation while including administration costs in
the estimates of the loan guarantee program because they are included in the interest rate charged
by the private lender. Any comparison of the cost of the two programs on this basis is
erroneously biased in favor of the direct loan program.
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This bias is substantial. The Department of Education (ED) has released estimates of the
administrative costs associated with the direct loan program and the corresponding overall
weighted subsidy cost of the program. (See Appendix A). The subsidy cost of administrative
outlays under the direct loan program ranges from a low of 5.6 cents (1996) to a high of 7.8
cents (1999) over the academic year 1996 through 2000 period. This represents an increase in the
calculated subsidy cost for the direct loan program of 74% in 1995 and 116% in 1999!

These are substantial corrections to the totals used to derive estimates of the outlay impact of the
two programs and obviously bring the two much closer. Corrected annual direct loan subsidy
costs as compared with the guaranteed loan program subsidy costs are as follows:

Estimated Subsidy Costs

(Cents Per Dollar of Loan)

Guaranteed and Direct Loans

Year Guaranteed
Loans

Direct
Loans 1/

Difference

1996 15.67 13.18 2.49

1997 15.21 12.40 2.81

1998 15.01 13.59 1.42

1999 14.96 14.58 0.38

2000 15.10 13.30 1.80

1/ Corrected to include administrative costs.
Source: U.S. Department of Education Budget Systems,
External Technical Group on Direct Loan/FFEL Program Costs

ED estimates that the present value of total administrative outlays for the direct loan program
under present law over academic years 1996 through 2000 will be approximately $4.9 billion (See
Appendix A). It is probable that these administrative costs will be even higher under the
Administration's proposal to accelerate the phase-in of the direct loan program.

Based on ED's own figures, from 70 to 95 percent of the difference between the subsidy cost of
direct and guaranteed loans can be explained away by the addition of the administrative costs that
are estimated for running the direct government loan program (See Appendix A). While a
difference remains, the Administration's cost estimates are narrowed sufficiently as to be within
the range of possible estimating error.

Both series are extremely sensitive to the estimating parameters used to project future costs of
each years' loan cohort into the future and then calculate the present value of the amounts so
projected. The estimates are also sensitive to the projections of total loan volume under each
program. Small errors can easily reverse the order of the estimates (possibly creating a loss to the
taxpayer from a shift to direct loans.).

II. The direct loan program sharply increases the Federal Government's borrowing needs.

The Congressional Research Service estimates that additional borrowing well in excess of $100
billion will be needed over the 5 year period when direct lending is fully implemented. If direct
loans are substituted for guarantees dollar for dollar, the government will have to issue more
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public debt, but private institutions will issue less debt to the markct place. Because the overall
level of borrowing remains the same, the average interest rate should remain constant. However,
the supply of public debt will rise relative to the supply of private debt and, because investors
regard the two types of debt somewhat differently, the rate on public debt may have to rise
slightly relative to the rate on private debt in order to persuade investors to hold more public and
fewer private securities.

Given the huge amount of debt issued by the government each year for refinancing old debt and
for financing the budget deficit, a tiny rise In the cost of borrowing for the government can swamp
any of the real savings resulting from moving from guarantees to direct loans for the student loan
program. For example, a one basis point, or a 0.01 percent absolute increase in the interest rate
on the approximately $1.1 trillion in funds the government borrows yearly would translate into an
added costs of $100 million over the average maturity of the cohort of student loans.

Guarantee Agency Reserves

Another component of the Administration's proposals involves the recapture of $1.1 billion in
guarantee agency reserves. The stated reason for the recapture is that "(w)ithin the context of
this expedited phase-out of the FFEL program, the President is also proposing the return to the
Federal Government of a portion of guaranty agcncy reserve funds that would no longer be
needed."

This may not be prudent and it is possible that the reserves may have to be returned if losses
exceed the reserves left at the guarantee agencies. In any case, these savings appear to be
attributable to the Administration's assessment of excess reserves and independent of the proposal
to accelerate the phase-in of the direct loan program.

Summary of Findings

O The above analysis has shown that official scoring rules greatly exaggerate the savings to be
derived from substituting direct loans for loan guarantees. The most important bias results
from the omission of administrative costs from the costs of the direct loan program. When
removed, the claimed savings shrink by 70 percent to 95 percent over the period 1996 - 2000.

O Using ED data, the corrected subsidy costs for the direct loan program arc very close to the
estimates of the cost of the guaranteed loan program, indeed, within the range of estimating
error. Small revisions in the economic forecast can easily reverse the order of the estimates
(possibly creating a loss to the taxpaycr from a shift to direct loans).

o The additional borrowing by the Federal government as a result of the direct loan program is
likely to raise the costs of borrowing to the government and it will take only a very small
increase in the rate to more than offset any presumed savings from the direct loan program.

Taking advantage of 'paper' savings to be had by accelerating the phase-in of direct government
student lending would be destabilizing to the existing guaranteed student loan program and a
major risk for the government and Federal loan programs. If common sense was more important.
and budget rules less so, Congress would likely abandon direct lending in favor of additional
reforms to the current public/private partnership.

For additional information, please refer to Direct Governmentlendina vs Guarantees for Student Loans: A
CornoaratLye Analysis, by Dr, Rudolph G. Penner. KPMG Peat Marwick, May 1993.
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OUTLAY SAVINGS FROM DIRECT LOANS

Senator COCHRAN. We could debate this all afternoon, I guess,
and that would bore everybody to death. [Laughter.]

And my time is expired. And Senator Harkin is here. I am going
to recognize him at this point.

Senator Harkin.

SAVINGS FROM ACCELERATED DIRECT LOANS PHASE-IN

Secretary RILEY. Senator, in response, why do we not submit
some information, too, for the record? If you would permit that

Senator COCHRAN. Well, that would be helpful. I would like that
very much. It would be appreciated.

Secretary RILEY. Thank you.
Senator COCHRAN. Thank you.
[The information follows:]

SAVINGS IN THE DIRECT LOAN PROGRAM

Department estimates of savings associated with the Student Loan Reform Act of
1993 (SLRA) are based on a comparison of post-SLRA costsi.e., those of the Direct
Loan and modified Federal Family Education Loan (FFEL) programs, including ad-
ministrative costsand projections of what the FFEL program would have cost if
the SLRA had never been passed. In making this comparison, the same interest rate
and loan volume assumptions were used for both per- and post-SLRA programs. Es-
timates prepared using this approach for the fiscal year 1996 President's Budget
show $6.8 billion in savings for fiscal years 1995-2000. The President's proposal to
fully phase in Direct Loans by academic year 1997-1998 would save an additional
$5.2 billion over this period, for a total of $12 billion in savings.

These estimates are based on conservative projections of future Direct Loan
spending and reflect all subsidy and administrative costs. The methodology used by
the Department to calculate Direct Loan and FFEL costs and savings is required
by law for all Federal credit programs. This approach was adopted after careful con-
sideration in 1990before the Direct Loan program even existedas part of the
Credit Reform Act. It has since been endorsed in a joint report by the Office of Man-
agement and Budget and the Congressional Budget Office (CBO) as the most appro-
priate way to calculate costs for Federal savings programs.

Some analysts, including such as former CBO director Rudolph Penner, have sug-
gested that our estimates substantially understate Direct Loan administrative costs
and that projected savings would disappear if these costs were calculated on a dif-
ferent basis. However, even if the Credit Reform Act were changed to alter the cur-
rent scoring methodas Dr. Penner and others have suggestedDirect Loans would
still produce substantial savings when compared to the FFEL program. The advan-
tage for Direct Loans results from two major factors: (1) under current economic as-
sumptions, borrower repayments to the Federal Government exceed the Govern-
ment's cost of funds, (2) subsidies to FFEL middlemen-7,500 banks, 41 guaranty
agencies, and 90 secondary market participantsare eliminated.

Under current estimates, Direct Loan subsidy costs to the Federal Government
are $8 less for every $100 loaned than the comparable costs under FFEL. If Direct
Loan administrative costs were calculated as Dr. Penner suggests, Direct Loans
would still save roughly $4 over FFEL on every $100 loaned. 'Mien this advantage
is multiplied over $165 billion in total loan volume for both programs over the next
five years, the scope of even reduced Direct Loan savings is clear.

DIRECT LOANS SAVINGS FOR UNIVERSITIES

Senator SPECTER. Senator Harkin.
Senator HARKIN. Thank you. I just, obviously, before you got

here, Senator Cochran, I had taken, just the opposite tack on the
direct loan program. [Laughter.]

You did not have to listen to me. I had to sit here and listen
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Senator COCHRAN. I did not talk long, though.
Senator HARKIN. That is true. [Laughter.]
All I know is that Iowa State University in Iowa, the land grant

college, has told me that it is just one of the best things that ever
happened to them.

PREPARED STATEMENT OF EARL E. DOWLING

They saidand I do not know all of the data. I will submit some
information from Mr. Earl E. Dowling on Iowa State's experience
with direct lending for the record.

[The statement follows:]

PREPARED STATEMENT OF Emu, E. DOWLING, ASSISTANT VICE PRESIDENT FOR EN-
ROLLMENT SERVICES AND DIRECTOR, OFFICE OF STUDENT FINANCIAL AID, IOWA
STATE UNIVERSITY, AMES, IA

My name is Earl E. Dowling. I am the Director of Student Financial Aid at Iowa
State University. I've been directly involved in the administration and management
of student financial aid for nearly twenty three years, and in those twenty-three
years I've seen many new aid programs come along. But direct lending is the first
new program I've seen in those twenty-three years that was such a definite im-
provement over its predecessor.

Iowa State University is a public, land grant, Research I university. Our 1994 en-
rollment included 22,000 undergraduates and 3,000 graduate and veterinary medi-
cine school students. Last year our total of student financial aid allocations from
all sourcesFederal, State, institutional, and privateexceeded $100 million.

By far, Iowa State University's largest contributor to student financial aid is the
Federal Government. Nine million dollars is in Federal Pell Grant, and $57 million
represents the William D. Ford Federal Direct Loan programs. Our 1992 U.S. De-
partment of Education calculated Federal default rate is only 2.6 percent. Student
loans are important to Iowa State University students.

Iowa State Universit7 is one of the original 104. That is, we were one of the first
schools selected to participate in the direct lending program.

During the initial year of direct lending, 15,000 students borrowed $57 million.
A review of the fall semester 1994 tuition payments reflects that 1,966 students had
their student aid monies to pay tuition in full before the payment deadline. This
number is 22 percent more than for the fall semester of 1993. Behavior on the Iowa
State University campus did not change. The only change that could have contrib-
uted to this significant increase in the number of students with funds available to
pay tuition in full was our participation in the William D. Ford Federal Direct Loan
Program. Clearly, the proceeds of the loans are provided in a more timely manner
than they were under the FFELP.

My colleagues and I know that short-term loan monies tend to reflect a student's
response to the delay or unavailability of that individual's student financial aid. At
my institution in the past, short-term loan monies were used to "tide students over"
until their loan proceeds arrived.

The need for short-term loan monies during our participation in Federal direct
lending decreased 28 percent over last year, a year in which we participated in
FFELP. The reason is clear. Monies were available when the student needed them.
Over $4 million more in on-time tuition payments were available under direct lend-
ing than under the FFELP pro

Without questioning the valigat37we know that one measure of performance is the
number of complaints about an operation. I am pleased to report that during the
1994-1995 academic year, not one letter critical of our office appeared in the stu-
dent newspaper, not one letter critical of our office was received by our vice presi-
dent, and not one letter critical of our office was mailed to the president of the uni-
versity. As a matter of fact, according to students' anecdotal comments, this was the
best fall opening ever. Not one student wrote or visited to criticize what, in the past,
has been problematic for many students; that is, the availability of monies during
the critical fall start up.

While much has been written on the cost of direct loans for taxpayers, for me,
quite frankly, of more relevant interest is the amount of monies that direct lending
has saved the Office of Student Financial Aid operating budget. For example, under
the William D. Ford Federal Direct Loan Program, we administer and manage a
larger loan program with fewer people. Under FFELP my student loan staff in-
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cluded an assistant director and two professional counselors. This, in addition to one
full-time support staff person and a number of Federal Work-Study funded students.
Under Federal direct lending, Federal Work-Study employment in our loan office
has been reduced by 30 percent, and the two professional counselors have been reas-
signed to student support service, an area that counsels prospective students and
families about the student financial aid process. Under the William D. Ford Federal
Direct Loan Program, a $57 million program is being administered by an assistant
director, one full-time support staff member, and two full-time equivalent Federal
Work-Study students.

Telephone traffic, always representative of student aid satisfaction, was down 40
percent at a time when bills were due, compared to the same time period under
FFELP. Under FFELP, Iowa State University did business in all 50 States. Under
the William D. Ford Federal Direct Loan Program, this involvement ceased, and
long diitance telephone costs decreased significantly.

Federal direct lending is easier to administer and requires less resources. For ex-
ample, eight computer terminals were removed from operation, at a cost savings of
$200 each per month.

Because of direct lending, students are again in control. It is the students who
determine their individual repayment options. This means that an Iowa State jour-
nalism graduate does not have to follow the same repayment schedule as the chemi-
cal engineer graduate. Students under direct lending have options. They can exer-
cise those options. They can take full responsibility for their financial affairs. They
are in charge. The student who elects a historically low paying career is not penal-
ized, nor is the student who elects a historically higher paying career rewarded.

I would be remiss if I did not at least mention reconciliation. Admittedly, rec-
onciliation has proven somewhat frustrating. It is, nonetheless, a manageable frus-
tration. Perhaps reconciliation is a little more difficult for mainframe users. Since
Iowa State is a mainframe user, the servicer has had to adapt their software to
meet our institutional demands and accept our data. While all Federal monies that
have been drawn down by Iowa Stateall $57 millionis accounted for, we still
have $61,000, or 0.11 percent of our loan volume, unreconciled. We want and expect
zero tolerance.

IOWA STATE UNIVERSITY OFFICE OF STUDENT FINANCIAL AID

A SUMMARY OF STUDENT AND CAMPUS BENEFITS ASSOCIATED WITH DIRECT LENDING

I. Student service and public relations
Provides a combined application process and totally integrates the Direct loan

with other State and Federal programs.
Proceeds of the loan are provided in a more timely manner.
Student does not need to consider the issue of selecting a bank, i.e., have an ac-

count or they will be rejected, etc.
Revising approved loan amounts can be accomplished much more quickly. Under

FFELP, any change in the loan amount requires the loan to go back through the
entire process of approval.
II. Reduced complexity of communication for the Office of Student Financial Aid

(OSFA) and Accounts Receivable and Treasurer
Eliminates hundreds of hours of telephone calls with lending institutions, guaran-

tee agencies, and student, checking on the status of applications in the FFELP proc-
ess.

Eliminates daily communication with AIR regarding loan status questions.
Eliminates receiving and handling checks and wire transfers by lenders.
Eliminates the need for written correspondence, telephone calls, receiving pro-

motional material from lending institutions and guarantee agencies.
Eliminates multiple guarantee agencies and their differing rules and regulations.

Reduces processing errors and miscommunication among students.
III. Record keeping and accountability

One "student status confirmation report" replaces the many reports requested
from a variety of guarantee agencies.

Eliminates the need to try to maintain current lender codes, telephone numbers,
contact people, etc., for hundreds of lenders and guarantors.

Under FFELP, OSFA and the campus is held accountable for a complex process
we have little control over. Direct lending provides authority and responsibilities
much more consistent with other programs for which the campus is held account-
able.
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A pro-rata refund policy is much easier for the campus to administer when banks
and secondary markets are not part of the question.
IV Administrative costs and other financial implications

Sending separate notifications, unnecessary student contact time, maintaining
extra systems, preparing correspondence, and all the other complexities associated
with the FFELP system have very real costs associated with them. Any costs associ-
ated with the direct loan system have been covered by savings resulting from the
elimination of FFELP loan taskswhile at the same time allowing us to offer much
better service to students.

Direct lending enables us to make millions of dollars available to students (and
indirectly to the campus) more quickly. The improved cash flow has clear positive
implications for the University and its auxiliary units.

'fhe General Accounting Office, the Congressional Budget Office, and the Admin-
istration have all indicated that a program of direct lending should save the Federal
Government money.

DIRECT LOANS SAVINGS FOR UNIVERSITIES

Senator HARKIN. But they said that they were reassigning sev-
eral of their student financial loan officers and stuff to other as-
signments in the university because of the streamlining effect of
the direct loan program. So it is saving them money, too.

Senator COCHRAN. But nobody has paid back a loan under this
program yet, have they?

Senator HARKIN. What?
Senator COCHRAN. Nobody has paid back a loan or tried to collect

the loan or
Senator HARKIN. No. I am just saying about the initial adminis-trative
Senator COCHRAN [continuing]. Do a lot of other things that are

going to have to be done to administer the program. It is a lot easi-
er to loan it than it is to collect it. Everybody knows that. I mean,
that is the point, too. And a lot of these costs, too, are still to be
determined.

Senator HARKIN. Yes; I understand that. Well, all I know is when
I went through college, I had a direct loan.

Senator COCHRAN. I am not saying it is bad to have a loan pro-
gram. I am for the loan program. It is just how it is going to actu-
ally be administered, whether we are going to save money or we
are going to spend more money administering it in this way than
we would have in another way.

LOAN DEFAULTS AND COLLECTIONS

Senator HARKIN. The problem is we had, you know, we had de-
fault rates under the Guaranteed Student Loan Program. The
banks who would guarantee it, you know, if someone got out of
school and went off, they just wrote it off as a bad loan. And they
really did not have much incentive to go after them because it was
guaranteed by the Federal Government.

So the Federal Governmentsee, if you are the banker, and you
are guaranteeing that loan that Bettilou got to go to college and
she skips off and does not pay you back, I pay you back. We are
the Federal Government. We pay you back. See, so the banker

Senator COCHRAN. Bettilou wants to be heard a.fter we are
through. [Laughter.]

Senator HARKIN. That was a bad example. Bettilou always pays
her debts. [Laughter.]
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But that is what I mean. Our past experience has been that
banks have no incentive to go after those defaulted loans because
the Federal Government guaranteed it. And that was the end of it.

I think now, with the direct lending program there might be
ways that we might want to look at that in terms of getting the
Government invOlved in the collection of these loans later on
through IRS, through other means like that, that we might want
to take a look at later on.

But I think those are going to be a lot cheaper and a lot more
effective than trying to get the banks to do it. The banks had no
incentive, absolutely zero incentive to go after anyone who had de-
faulted.

So we know on the outlay side, we are saving a lot of money.
Secretary RILEY. Senator, I might point out to Senator Cochran

that, in terms of collections, we are contracting with many of the
infrastructure folks that are already out there to handle that.

So it will not be like starting brand new on collections. We are
entering into contracts with service companies who do a lot of the
collecting are there now.

IRS INVOLVEMENT IN LOAN COLLECTION

Senator HARKIN. Well, Mr. Secretary, why do we not just put it
as part of the loan agreement that if they do not pay it back, the
interest accrues and we can go through IRS to collect it?

We are going to do that for child support payments. Why can we
not do it for this?

Secretary RILEY. Well, we have talked, at length, with the IRS,
and Treasury, and there are some advantages in that. However, it

,is very, very complicated in terms of the IRS process.
It would be putting them into an entirely new area of business.

And they were very concerned that it would detract from their cur-
rent operation.

So we have had some interesting discussions in that regard. It
would be more effective in terms of collecting all of the funds. But
we get the income number from IRS on the earnings so we can
have a contingent income process in place. They are going to co-
operate fully with us on that, in that regard.

And then, if a person is in default, of course, there is a judgment
against them. And it is an ongoing judgment. And we think that
defaults will go much further on down.

Senator HARKIN. Well, I do not want to beat this horse anymore.
But I just know that when I went through school, we had a direct
loan. And we went right to the window and got the direct loan. We
did not have to pay it back until after school, after college, after
the service. And it worked out just fine.

I always thought that was the slickest, easiest way of doing it.
I always had questions about guaranteed student loan and the fact
that we were bringing a third party in there, making money off of
it.

And we did not need that. But we do not need to get into that.
I think you are on the right track on this, on the direct loan pro-
gram.

278



275

SAFE AND DRUG-FREE SCHOOLS RESCISSION

Let me just ask one other question. And that has to do with the
House rescissions on the drug-free schools. I find it interesting that
the House took this action at the same time that Mrs. Reagan was
criticizing the administration for the failure of its antidrug strat-
egy.

And yet they are rescinding the money for the funding for the
drug-free schools. I am just wondering if you have any thoughts on
that, Mr. Secretary?

Secretary RILEY. Well, this program is really the Federal Govern-
ment's program in terms of prevention of drug problems in schools.
And of course, this rescission takes it out.

It rescinds 100 percent. They got a very small amendment. They
got $10 million, I think, put back in, which leaves it at about a 98-
percent cut.

And I was out at a school this morning over in Maryland and
saw some very effective use of these drug prevention programs in
an elementary school, fifth grade students. I think it is a very good
program, that it is a real mistake to end it.

And as I pointed out in my statement, we have bottomed out in
terms of drug use. Now, in 8th, 10th, and 12th grades, where those
are measured, all have kind of eased back up; and for marijuana,
a right significant, like a 4- to 6-percent increase.

And so, we are very concerned about that and think that we real-
ly ought to be probably doing more instead of less. But we think
it is a real mistake to end the national interest in drug prevention
in teims of schools and young children.

Senator HARKIN. I appreciate that, Mr. Secretary. I just find it
odd that we would cut this out at the time that we were trying to
move ahead in that area of fighting drugs in schools.

IN-SCHOOL INTEREST SUBSIDY

Quickly, on Stafford loans, as you know, the proposal is that we
will take away the interest subsidy for all of the time the kids are
in school.

Now, again, I told youwhen I got my direct loan, we did not
have any accrued interest until after we got out of school. -Now,
they want to do away with that.

I am just looking at this, and in my own State of Iowa, over
90,000 students in Iowa depend on student loan support to finance
their college expenses each year.

Without the benefit of this Government subsidy, I understand
that students in a 4-year program who borrow the maximum loan
amountand I think it is about $17,000, if I am not mistaken. I
see a head nod there.

Mr. SMITH. The average total loan
Senator HARKIN. Well, what is the maximum you can borrow?
Mr. SMITH. In 1 year?
Senator HARKIN. In 4 years.
Mr. SMITH. In 4 years, it turns out to be $17,000.
Secretary RILEY. Yes; $17,000 is the maximum.
Mr. SMITH. So the average, I think, is around $7,000 or $8,000.
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EFFECT OF ELIMINATING INTEREST SUBSIDY

Senator HARKIN. OK. But if you borrow the maximum amount
and some students do because they need ityou add that on, I am
told it would increase their loan balance by about 21 percent in
added capitalized interest.

That is like adding a $3,400 tax increase on a student graduating
from college. That is what it is. It is just a tax increase. Even if
you took the average, if you said, $10,000, one-fifth, well, that is
$2,000. It is a $2,000 tax increase.

And I am just wondering, you know, who are we looking at?
What kind of students are we looking at that would be affected by
this tax increase?

Secretary RILEY. Well, it amounts to, over a 4-year period, 18- to
20-percent increase on the loan, and there are some 5 million
needy students that now benefit from the in-school subsidy.

And they have to show a financial need to qualify; 50 percent of
the borrowers report family incomes of under $12,000; 76 percent
have incomes under $30,000.

Senator HARKIN. Sixty percent?
Secretary RILEY. Some 76 percent have incomes under $30,000.

But 50 percent have incomes under $12,000. And I think that is
rather significant. These are very much needy students. And with-
out this kind of help, really, going to college would be very much
of a strain.

Senator HAR1UN. And the average, did you tell me, again, was
what, $8,000 is average?

Mr. SMITH. $7,000 or $8,000, right. The average indebtedness
now is about $7,500.

Senator HARIUN. Average. Well, I think that is just a pure and
simple tax increase if you are going to do that.

Thank you very much, Mr. Secretary.

BALANCING THE FEDERAL BUDGET BY YEAR 2002

Senator SPECTER [presiding]. Mr. Secretary, I would like to turn
to the rescissions, on the general subject of which is the least
problemsome.

And in that context, I would like to explore with you the overall
glide path to a balanced budget by the year 2002 and seek your as-
sistance on how we get there.

As I know you will recall, shortly after the election, I called you
anticipating being chairman of this subcommittee, taking over the
onerous job of Senator Harkin who finally was relieved of it.
[Laughter.]

And I asked you to take a preliminary look at the earliest pos-
sible moment as to what could be cut least painfully. And then we
talked about it after the session of the Congress started.

As a threshold question, do you agree with the proposition that
we should balance the budget by the year 2002?

Secretary RILEY. Mr. Chairman, I think we should make every
reasonable effort to do that. And we should, certainly, move in that
direction. And nothing would please me more than to balance the
budget by the year 2002.

Senator SPECTER. I am going to take that as a yes.
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Secretary RILEY. It is a yes. But it is a qualified yes because we
do not know what is going to happen in the economy and other fac-
tors. But I agree with you that we should, certainly, be on a path
in that direction.

FAIRSHARE OF EDUCATION RESCISSIONS TO BALANCE BUDGET,

Senator SPECTER. Well, I would like you to give some thought
and it is too complicated to answer todayon what a fair share
would be from the Department of Education.

When we are asked to take a cut of 35 percent in this rescission
package today, when we have 25 percent of discretionary funding,
that is too much on its face. And then, there are other programs
that ought to share in the cuts as well, as well as the discretionary
programs.

So what I would like you to do is to give me your thinking as
to what is a fair share for your Departmentnow, we are looking
now at what is a fair share for the three Departments we have to
work withand then to assess what are the least painful items to
be cut. That is what we have to do.

And I would like your thinking on those two questions because
you have a lot of experience. And there is great respect on both
sides of the aisle for what you think about these things.

[The information follows:]
FISCAL YEAR 1995 EDUCATION RESCISSION PROPOSALS AND BALANCING THE FEDERAL

BUDGET

Your questions highlight the need to think long-term when it comes to education.
In all of our efforts to reduce program spending, both to transform the Department
into a more efficient and effective organization and to secure savings to help address
the Federal deficit, we have been careful not to lose sight of the importance of edu-
cation for the Nation's future. In a very real sense, education is our future, and we
must be careful that our efforts to reduce the budget deficit do not create a human
deficit. We cannot have programs affecting the most vulnerable in our society, our
children, bear a disproportionate burden of cuts.

Cutting our investment in education now will actually increase the deficit in the
future, because our citizens will be less skilled and productive, and less able to com-
pete with better-educated workers in other countries. I am open to good, positive
recommendations by committee members to avenues of real savings, but we must
not fall victim to short-term thinking. We must think long-term, and invest for the
long-term.

We at the Department of Education understand and share the concern of Con-
gress with getting the Federal deficit under control. We have looked carefully at our
management systems and have economized and streamlined our operations to help
cut costs. We have carefully reviewed our programs to determine which could be
sustained at reduced funding levels, which duplicate other programs or are better
carried out at the State and local levels, and which could be consolidated or termi-
natedwithout jeopardizing our important work. Each management and program
change and proposal reflects out efforts to have an efficient, effective Department
to help control the Federal budget deficit and yet still further our important mis-
sion.

Last year, the Department proposed the elimination of 34 programs, and our 1996
budget proposes to terminate or phase out funding for 41 programs, with an attend-
ant savings of nearly $750 million. Our proposal to speed up the transition from
Federal Family Education Loans to Direct Loans, with Direct Loans representing
80 percent of new student loan volume in 1996-97 and 100 percent in 1997-98, not
only makes for a more efficient program of student loans but would save over $12
billion in Federal outlays by the year 2000. These proposals demonstrate that we
are serious not only in making Department of Education programs more responsive
and effective, but in saving money as well.

Our budget request reflects our best judgment on how funds should be reallocated
from lower priority programs to those that will do the most to increase both edu-
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cational quality and opportunity. Our budget request includes 16 rescissions of 1995
program funding that would save $188 million. To go beyond these cuts would un-
dermine the bipartisan education reform strategy put in place by Congress over the
past two years, and would break faith with parents, teachers, and business and
community leaders across the country who are working to develop their own reform
plans and who are counting on Federal dollars to help implement those plans. Re-
scissions to education funding proposed by the Department remain those that are
most "palatable," and that would have the least effect on our ability to reach the
educational objectives underlying our mission.

ENSURING RESCISSIONS DON'T CREATE HUMAN DEFICIT

Senator SPECTER. Now, turning specifically to the list of rescis-
sions, are you in a position at this moment to state a judgment on
how much the Department of Education ought to have by way of
rescissions?

Secretary RILEY. Mr. Chairman, that, needless to say, is a very
difficult thing for me to deal with. I do think this: That we have
to start with the clear understandingand I believe anyone who
analyzes the future of this country understands the importance of
educationthat education ought not to take a percentage of cuts
because we think that education ought to be treated differently
than any of the other human improvement parts of the budget.

We think there is such-a thing as human deficit right along with
budget deficit. And we have got to have, by the year 2002, a work
force and a population that is well educated. And, whatever it
takes to do that, I think we need to do it.

So it is hard for me to take a percentage and say we ought to
cut 15 percent or 20 percent or whatever. But, I absolutely agree
with you that we ought to be cutting and working on cutting just
like everyone else.

PROPOSED PROGRAM TERMINATIONS/PHASE-OUTS/CONSOLIDATIONS

And I would ask you to look at what we have done and rec-
ommended. As I said in my statement, there are 68 programs this
year, that we either have terminated, phased out or consolidated
into broader-based programs.

That comes to some $700 to $800 million of cuts. We think that
is significant. And that really is the way we would like to look at
cutting, to look at our programs, decide what we can do without,
what we can consolidate and so forth.

Senator SPECTER. Well, I am looking now at the education pro-
gram terminations proposed by the administration in fiscal year
1995 rescissions, and the total is $187,700,000.

Secretary RILEY. Right. Yes.
Senator SPECTER. Now, that contrasts with $1.7 billion, which

has been recommended by the House, not quite, but almost 10
times as much.

Secretary RILEY. Yes; of course, I was talking about 1995-96, of
course. Those are rescissions plus terminations that we rec-
ommended in the budget.

Senator SPECTER. Well, let us stick with 1995 for just 1 minute.
We do not have a House figure for 1996 yet.

Secretary RILEY. Yes.
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EDUCATION RESCISSION PROPOSALS

Senator SPECTER. But are you saying thatwell, why do I not
ask you to rethink this question as to where you come out on re-
scissions in light of what the House has done today?

Secretary RILEY. All right, sir.
Senator SPECTER. This is not something you can jumpthat you

can come to a conclusion on on the spur of the moment.
Secretary RILEY. Yes.
Senator SPECTER. But we are in the midst of a complex process.

And you understand the whole thing
Secretary RILEY. I do.
Senator SPECTER [continuing]. Every bit as well, if not better

than those of us on this side of the panel. And we are going to be
meeting today at 4:30 p.m., our committee, on th'e Republican side,
to take a look at the House figures.

Secretary RILEY. Yes.
Senator SPECTER. And I would like to know what you would say

as to their figure, and within that overall figure, where you would
find it least painful.

Secretary RILEY. Well, we would welcome participating in that
process. And I will see to it that Dr. Smith or others of our office,
and Sally and others, would participate. And I, too, would be, cer-
tainly, happy to participate.

Senator SPECTER. All right. Well, we would like you to do that.
And I do not disagree with your generalization about education
being a priority.

But as part of the political process, some disagree with it as a
priority, and some want to eliminate the Department all together.
So that is part of the mixture.

Senator Gorton.

SAFE AND DRUG-FREE SCHOOLS

Senator GORTON. Mr. Secretary, you speak in your written state-
ment about juvenile crime and, in particularly, crime and disorder
in schools.

Last year, I was ultimately successful in getting at least a part
of an amendment which delegated more responsibilities to school
districts from the Federal Government, you know, for that subject,
and intend to pursue the same subject this year.

In your written testimony, you say to deal with problems of vio-
lence, we need to invest in programs like safe and drug-free schools
with the purpose of improving drug abuse prevention education,
and the like.

I would like to share with you a story from the Tacoma, WA
newspaper less than 1 month ago.

The story says:
Expelling students who bring guns to school has resulted in a sharp decline of

firearms being found in classrooms. In Tacoma, students may be expelled even for
having replicas of guns. Use of metal detectors and this new policy have resulted
in the decline from 28 guns confiscated in the last school year to 2 so far this year.
Students seem happier, too.

And there are some quotes from those students.
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SAFE SCHOOLS-FEDERAL OR STATE RESPONSIBILITY

Do you not believe that we would be better off in dealing with
the problem of violence in the schools simply by abandoning Fed-
eral rules and regulations dealing with that subject and, once
again, allowing school districts and school administrators them-
selves to deal with violence in varying ways as they see fit through-
out the United States?

Secretary RILEY. Well, Senator, that generally is the case now,
that punishment and related issues are the prerogative of the local
school districts and governed by State law.

We do have some concerns, of course, in this area. You and I
have talked about IDEA protections and other areas, and some of
those issues overlap. And that is, perhaps, what you are referring
to. But, generally, the punishment part of it is not the part the
Federal Government is involved in.

The guns in school issue and 1-year expulsion requirement are
one area that I think overlaps. But I agree with you that, gen-
erally, punishment should be a State and local prerogative, yes, sir.

TOTAL ELEMENTARY AND SECONDARY EDUCATION BUDGET

Senator GORTON. Thank you. Mr. Secretary, I looked very quickly
through your testimony. What is the total amount of money in your
budget for the year 1996 that will go into elementary anol second-
ary education, all of your programs combined?

Secretary RILEY. Do you want to check that?
Mr. SMITH. Yes.
Senator GORTON. Just approximately.
Secretary RILEY. Generally, it is, what, $13 or $14 billion?
Mr. SMITH. Approximately $13 billion.
Secretary RILEY. $13 billion, approximately.

IMPACT OF CONVERTING ALL FUNDS TO LEA BLOCK GRANTS

Senator GORTON. What would be the impact on education in the
United States if we simply distributed that $13 billion to every
school district in the United States on a per-student basis or per-
haps with some bias toward the number of either, you know, un-
derprivileged or disabled students, and allowed its entire use in
each school district to be determined by that school district?

What would be the impact on education in this country?
Secretary RILEY. Well, it would vary, Senator, differ from State

to State. Some States it would mean a reduction in State taxes.
Some it would be a reduction in local taxes. Others would get in-

volved in using it in different ways. Some would emphasize dis-
advantaged kids just like title I does. Some would look to disabled
kids when others would not.

So you would have a real fragmented use of the funds. But you
would have, I think, a basic problem, almost a constitutional prob-
lem of having a major tax put on people at one level of Government
and the responsibility 100 percent at the other level of Government
without any accountability of those funds, without any use of the
funds directed to a national purpose.

Senator GORTON. Do you think that revenue sharing back in the
1970's was unconstitutional?
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Secretary RILEY. Do I think what?
Senator GORTON. Revenue sharing with municipal corporations

in the 1970's was unconstitutional?
Secretary RILEY. Well, I do not think this would be unconstitu-

tional. I say it would be a constitutional question to me as far as
what level of Government taxes and what level of Government pro-
vides the services. I do not mean it would be a

IMPACT ON QUALITY IF ALL DECISIONS MADE LOCALLY

Senator GORTON. My question is: Do you think the overall aver-
age quality of education in the United States would decline if these
decisions were made locally?

Secretary RILEY. Yes, sir; significantly so. And I think the focus
that careful years of study have placed on uses of those funds and
the accountability process would be totally diminished.

IMPACT ON QUALITY IF ALL FUNDS PROVIDED TO PARENTS

Senator GORTON. OK. And let us take another variant on that.
What if this $13 billion was simply distributed on a formula basis
to every parent of a school-aged child in the United States with the
requirement that it be used directly for educational purposes?
Would the quality of education improve or decline?

Secretary RILEY. Again, it would decline, in my judgment. Some
parents would be very careful, knowledgeable enough, educated
enough, savvy enough to use the funds in a certain way.

Other parents, who would have very poor circumstances, would
have different considerations, food on the table, for example.

And I think it would be a diversion away from saying that it is
a national function of this Government to do something about dis-
advantaged young people and disabled young people and limited
English-proficient and so forth.

VALUE OF PRESENT SYSTEM AND OF GOALS 2000

Senator GORTON. So given $13 billion a year from the Federal
level without a change, the present system is the best system.

Secretary RILEY. I think the present system is the best system.
And I think we should continue our work like we are doing in
Goals 2000, which, as I said in my statement, is a responsible block
grant, which goes down with broad national goals, of which, really,
most of them emanated from the Governors.

But you have an assessment required by the States. The State
does their own standards, their own goals, their own assessment.

And then the people there can see if the funds are actually im-
proving education or they are not. So you have broad goals, which
are Federal goals, national goals, high standards, safety, parent in-
volvement or whatever.

And then you have the assessment, which is a State assessment,
that is a form of accountability. But there are no regulations. They
do it how they want to do it.

I think that is, kind of, a model of the Federal-State relationship
in terms of education. So we are for moving more in that direction
instead of less.

Senator GORTON. Thank you, Mr. Chairman.
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Thank you, Mr. Secretary.
Secretary RILEY. Thank you.
Senator SPECTER. Senator Jeffords.

EDUCATIONAL ACHIEVEMENT-AREAS NEEDING IMPROVEMENT

Senator JEFFORDS. Mr. Secretary, as always, it is a pleasure to
have you here. And I agree with your answers you gave just pre-
vious to the questions, very strongly.

You gave us somewhat of an optimistic picture about education.
On the other hand, I think if we put it in perspective, we would
recognize there is a long ways to go. You started off by saying we
turned the corner.

But, I think you would agree with me that the outcome studies
show that, with respect to goals two and three, we are still a long,
long ways from being acceptable, as I think the latest report is that
still over 50 percent of our high school students graduate function-
ally illiterate, essentially, and incapable of an entry level job.

We are still, even though we are improving in math and
scienceat least there will be another report coming out shortly
that will show, even though we are improving, the gap between us
and the Asian students is widening.

So I just also want to remind everybody that the competition we
face now is not among ourselves but with our international com-
petitors. And I say that because I am going to fight as best I can
any cuts in the total amount of money spent on education, when,
in my mind, in order to meet the competition internationally, we
are going to have to increase our efforts.

And that means either more funds or better utilization of the
present funds. I wonder if you would tend to, kind of, agree with
what I have to say. [Laughter.]

Secretary RILEY. I not only tend to. I absolutely do, and, I thor-
oughly agree with you that, in your opening statement, that we do
have a long way to go. And I went on to say that.

I think it is important, Senator, though, to see things happening
that are positive as a result of things that we are doing. So I do
think that we have turned the corner.

And we really have things in place to center in on high standards
and discipline learning and safety and parent involvement and
those things that really can move the Nation ahead in terms of
education.

I think those are in place. We need to continue to improve them.
But I thoroughly agree with you that we have a long, long way to
go. It is going to be a dood journey though. I am looking forward
to it.

Senator JEFFORDS. Oh, I am, too. I think we are turning the cor-
ner but we have a long ways to go.

I do not know whether this question has been asked. If it has,
you can tell me it has and I will find out the answer elsewhere.

IMPACT OF GOALS 2000 RESCISSION

But I am concerned about the cuts in the money for planning for
the Goals 2000. And what impact will it have if those rescission
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cuts that are coming up are put in place? What impact do you be-
lieve that will have?

Secretary RILEY. As I recall, it is 4,000 schools that then would
be impacted with those cuts. The fact is, of course, that already
there are 45 States and 8 territories that have applied for, and re-
ceived funds.

And 90 percent of those funds go straight down to the local
school districts. So when you are talking about funds getting down
to the source, 90 percent of those funds that are proposed for re-
scission would go straight down to the school district from the
State.

Each school district in each State could compete for a grant and
in turn provide the funds to schools for their local improvement ac-
tivities.

So it is a direct pull of money off of the local school districts' en-
ergy to improve their own schools.

-
TITLE H, PROFESSIONAL DEVELOPMENT GRANTS

Senator JEFFORDS. Now, I see we are going to have a debate on
chapter 2. I see that you have zeroed the funding out, I believe, on
chapter 2 in the Elementary and Secondary Education Act.

How do you think we can fill the gap if we do that for the kind
of assistance that chapter 2 gives to our teachers in training and
in planning and the things that they use the money for?

Secretary RILEY. Well, of course, we have expanded Eisenhower
professional development. And that is the new title II. A lot of the
funds under chapterold chapter 2 were used for professional de-
velopment.

And some of the best uses of funds were in professional develop-
ment. No question about it, if we are going to have high standards,
you have to teach to the high standards. And that causes teachers,
also, to need constant attention and training possibilities, and
teachers want that.

So we have shifted the resources into our recommendation, into
professional development under a new title II that should be very
effective.

The evaluations of old chapter 2 were very flimsy, if that is a
good term. You could not put your hand on what was working,
what was not, what was being accomplished. And consequently, the
Congress was reducing the level of funding from year to year be-
cause it really could not be shown to be accomplishing very much.

So we recommended to focus on professional development. And
that, we think, is the best way to spend those funds.

DIRECT LOANS-CORRESPONDENCE WITH DEPARTMENT

Senator JEFFORDS. Finally, as you know, I believe I wrote to you
on February 21 for some information on direct lending. And I still
have not received a response to that.

I am in the middle on the debate on direct lending versus the
other programs. And we are going to be holding hearings. And I
would appreciate it ifon direct lending oversightand I would
appreciate it if I could get a response to that letter.

Secretary RILEY. I will check that this afternoon.
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Mr. SMITH. I understand that the letter was sent out yesterday.
So you should have gotten it today, or tomorrow. [Laughter.]

It is in the mail, Senator. [Laughter.]
Senator JEFFORDS. Oh, OK Thank you. My informationmaybe

it is in the mail, but it was sent out on February 21 asking for a
response by March 10. But anyway

Secretary RILEY. We will find that
Senator JEFFORDS. OK. Thank you.
Thank you, Mr. Chairman.
Senator SPECTER. Thank you, Senator Jeffords.
Well, Mr. Secretary, we thank you for coming in today. We have

asked a number of questions. I will be submitting a fair number
of questions in writing for the record.

ADDITIONAL COMMITTEE QUESTIONS

And as we work through the process, there will be a great many
more questions which will come before us. And we will be in touch
with you, either I personally or through staff, as we try to work
through this rescission package.

So thank you very much.
Secretary RILEY. Thank you very much, Mr. Chairman.
[The following questions were not asked at the hearing, but were

submitted to the Department for response subsequent to the hear-
ing:]
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ADDITIONAL COMMITTEE QUESTIONS

STUDENT LOANS IN-SCHOOL INTEREST SUBSIDY--
DEPARTMENTAL POSITION ON SUBSIDY ELIMINATION

Question. Current law allows students to defer until graduation interest payments on
students loans. The Federal Government now pays that interest. GOP leaders have proposed
to eliminate the deferment. This proposal, however, has met with opposition from House
Education Committee Chairman Good ling.

What is your position on the suggestion by some Republicans that we eliminate the
in-school interest subsidy?

Answer. I oppose the elimination of the in-school interest subsidy because this policy
would increase the difficulty that many students already face as they attempt to finance a
postsecondary education. In fact, the elimination of the in-school interest subsidy could
cause many prospective students not to pursue a postsecondary education.

EFFECT OF SUBSIDY ELIMINATION

Question. What would be the effect of this policy on students?

Answer. This policy would hurt students who need assistance the most. Student
borrowers who qualify to receive the Stafford interest exemption are among our neediest
students. Stafford borrowers must show financial need to qualify--46 percent of Stafford
borrowers report family incomes under $12,000 while 76 percent have incomes under
$30,000--and some five million needy students now benefit. Many borrowers already face
excessive debt burdens as they begin their careers, a problem likely to intensify due to rising
debt levels and declining real incomes.

The following example depicts the total debt burden of a 4-year undergraduate
Stafford borrower who borrowed the maximum each year for a total debt of $17,125,
completed school in academic year 1994-95, and then began employment.

Example: With In-School Interest Subsidy

Mnual Repayment Income Debt Burden
Borrower: $2,520 $20,500 12.3%

The 12.3% debt burden level in this example exceeds the 10 percent level generally
acknowledged as manageable. The income shown is the median income level for 1990
(latest year available) bachelor degree recipients in their first year after graduation. If the
subsidy were eliminated, interest accrued would total $3,150, increasing the borrower's
total debt (from $17,125 to $20,275) and annual repayments by more than 18 percent,
and causing debt burden levels to increase substantially, as the following adjusted example
shows.

Example: Without In-School Interest Subsidy

Annual Repayment Income Debt Burden
Borrower: $2,988 $20,500 14.6%

289
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Students with smaller incomes would suffer substantially more. A student with a
$10,000 income who borrows the maximum already faces a 25.2% debt burden, which
would increase to 29.9% if the interest subsidy was eliminated.

It is important to note that the income amounts used in these examples represent
income before taxes; consequently, they understate debt burdens. Additionally, real
incomes for recent college graduates have decreased over time while real debt levels have
increased significantly, meaning that it is growing ever-more difficult for students to finance
a postsecondary education. For example, from 1977 to 1990 real median income declined
by one percent for bachelor degree recipients in their first year after graduation While real
median loan debt increased 69% over that same period (in constant 1990 dollars). These
trends--falling earnings and increased debt levels--are continuing. Debt levels for
undergraduates beginning postsecondary education this year are expected to be 30% higher
than-they were for students graduating this year.

With many families already borrowing heavily to finance postsecondary education,
some schools are threatening to drop out of the Stafford program if the subsidy is cancelled.
Needy borrowers taking on additional debt will be significantly more vulnerable to default
if the interest subsidy is eliminated. Consequently, they may restrict school and career
choices, particularly if their desired area of study is a high-tuition program, or if they seek
to enter a field with lower financial rewards. Some prospective students may choose not to
pursue a postsecondary education, fearing that future debt burdens would hamper their ability
to function effectively as an adult. Such restrictions would prove counterproductive, both
to students as individuals and to society as a whole because college graduates are more likely
to maintain employment, provide more tax revenue, and make fewer demands on
government.

PRENATAL EDUCATION AND COUNSELING

Question. Mr. Secretary, we have discussed in the past the tragedy of children being
born of very low birthweight and the enormous costs associated with caring for these
children. My amendment to the Improving America's Schools Act (IASA) last year
authorized $1 million for a program to provide education and counseling to pregnant teens
in a school setting. The program would emphasize the importance of prenatal care, the value
of sound diet and nutrition habits, and the harmful effects of smoking, alcohol, and substance
abuse on fetal development. Costs of caring for children of low birthweight range from
$150,000 to $200,000 per year.

Mr. Secretary, do you see any pitfalls to starting a prenatal counseling program for
pregnant teens in schools?

Answer. Like you, Senator, I believe reducing the incidence of teen pregnancy and
low birth weight babies is a tremendously important goal. Although there are no "silver
bullet" programs for preventing teen pregnancy or low birth weight babies, a strong
education plays a critical role. Therefore, the Department of Education can make an
important contribution to addressing this problem.

From an education standpoint, we have found that young people who are doing badly
in school and see no chances for their future are most at-risk of becoming parents too early.
In fact, being two years behind in grade is probably the strongest predictor of teen pregnancy.
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Providing students the opportunity to succeed in school and go on to jobs or further
education may be the most important thing our Nation can do to prevent and reduce teen
pregnancy and ensure that teens who do become pregnant are motivated to seek prenatal care.

The provision in IASA, which authorizes $1 million under the Fund for the
Improvement of Education for demonstration projects to test whether prenatal education
and counseling for pregnant students can improve pregnancy outcomes such as reducing the
number of low-birth weight babies, will definitely help in addressing this problem. I do not
foresee any pitfalls to implementation of an effective program and Department staff are in
the process of drawing up a plan for use of these funds, with the intent of responding to this
critical issue as quickly as possible.

In looking into the issue, staff have found that other Federal agencies have conducted
a fair amount of research and demonstration projects on ways to encourage young women
to get prenatal care. An example is the Department of Health and Human Services'
Adolescent Family Life Program, which for nearly 15 years has funded demonstrations on
how to improve access to prenatal care and reduce low-birth weight babies, including
through education and counseling. So as not to duplicate these efforts, we will work with
other agencies to set out a plan for what the Department of Education can do within a budget
of $1 million--to be spent over the next few years--that will be of value in addressing this
critical issue.

MULTIPLE FEDERAL TEACHER TRAINING PROGRAMS

Question. A recent GAO report identified 86 programs in 9 Federal agencies that
supported teacher training, with 60 programs operated by the Department of Education.
Over 130 program officers were employed to oversee the 42 of these programs primarily
dedicated to teacher training. What steps does the Department of Education propose to
reduce the number of programs and the administrative costs associated with overseeing
them?

Answer. Since FY 1993, the base year used in the GAO report, Multiple Teacher
Training Program& the Department has worked to streamline its administration and
consolidate its programs to allow more flexibility and to create a greater impact on education
at the State and local levels. In its budgets since 1993, the Department has consistently

proposed eliminating or incorporating smaller programs and authorities into larger programs.
This would allow the Department to pursue its priorities and administer its remaining
programs more effectively.

Presently, of the 60 FY 1993 Department of Education programs listed in the GAO
report, only 8 exclusively focus on teacher training and retraining. The remaining 52
programs found in the report have a broader authority than solely teacher training and are
either: (1) not funded, or (2) proposed for elimination by the Administration in FY 1996.

DEPARTMENT OF EDUCATION TEACHER TRAINING PROGRAMS
PROPOSED ELIMINATIONS AND CONSOLIDATIONS

In its 1995 budget, the Administration applied the recommendations of the National
Performance Review by proposing the elimination of programs that were duplicative or had

accomplished their program goals. Congress accepted some of the proposed program

291



288

eliminations. Therefore, a number of the GAO-cited programs -- for example, Follow
Through, Territorial Teacher Training, and Bilingual Vocational Training -- are no longer
in existence.

In formulating the budget for FY 1996, the Administration continued to reexamine
the usefulness of certain Federal programs, including teacher training. As a result, the 1996
budget proposes no further funding for programs such as Douglas Teacher Scholarships and
National Science Scholars. In addition, the Christa McAuliffe Fellowships program is
proposed for consolidation with Eisenhower Professional Development Federal Activities.
These small programs that serve limited populations are unable to address adequately the
need for good preservice and inservice training. With the expansion of the Eisenhower
Professional Development program, the Administration believes a greater impact can be
made on teacher training and retraining at the State and local levels.

The Department has also attempted to consolidate programs through the restructuring
of its program authorities. Through the reauthorized Elementary and Secondary Education
Act (ESEA) and the pending reauthorization of the Individuals with Disabilities Education
Act (IDEA), States and localities can use program funds to serve their own local needs and
interests. These broader authorities include, or will include, teacher training and retraining
as allowable activities. For example, the reauthorized ESEA allows LEAs receiving Safe and
Drug-Free School and Community funds to provide "professional development of school
personnel ... in designing and implementing strategies to prevent school violence." A
separate Safe and Drug-Free Schools personnel development authority was repealed.
Although still in the drafting stage, the IDEA reauthorization will take three separate GAO-
cited programs, (1) Media and Captioning for Individuals with Disabilities, (2) Services for
Children with Deaf-Blindness, and the (3) Special Education -- Severely Disabled Program,
and consolidate them into a broader Special Education Personnel Development and Parent
Training program.

In the 3-year period since FY 1993, the Department has taken steps not only to
restructure its programs, but also to streamline its administration of these programs. We will
continue to do so. As stated above, only 8 of 60 programs on the GAO list are devoted to
teacher training and retraining. These programs, complemented by broader program
authorities, will provide the flexibility and focus needed to allow States and localities to
provide professional development activities that will have a greater impact on the teaching
of our Nation's children.

REDUCTION OF NON-DEPARTMENT OF EDUCATION TEACHER
TRAINING PROGRAMS

Question. What steps should be taken to reduce the number of teacher training
programs operated by agencies other than the Department of Education?

Answer. The GAO report cites eight other agencies that offer teacher training and
retraining programs besides the Department of Education. While the bulk of teacher training
and retraining funds fall under the purview of the Department of Education, there is a role
for other Federal agencies to be involved in the provision of training in their areas of
expertise. With the adoption of the National Education Goals in 1993, the goal of students'
mastery in the nine core academic subject areas of English, mathematics, science, foreign
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languages, civics and government, economics, arts, history, and geography has provided a
unique challenge to the Nation. The training efforts of other agencies can help the country
in achieving this goal, bringing to bear resources and expertise that the Department cannot
provide on its own. NASA and the National Science Foundation (NSF), for example, can
provide up-to-date training for science teachers on space and aeronautics. The National
Endowments for the Arts and for the Humanities can offer the most current research for
teachers of the arts, history, and the other humanities. By providing these specialized
training activities, these agencies complement the Department's own training efforts.

To coordinate these efforts, the Department, since 1990, has participated in the
National Science and Technology Council's Committee on Education and Training (CET),
an interagency group charged with organizing Federal education and training activities in
mathematics, science, engineering, and technology. In 1992, the Department also entered
into a Memorandum of Understanding (MOU) with NSF to coordinate the education
programs of both agencies, including professional development. These interagency groups
give participating Federal agencies the opportunity to compare applicable activities,
including teacher training, and to ensure nonduplication of services. The Department has
also established a "Professional Development Team," which coordinates teacher training
and retraining activities across all the Department program offices and will begin working
with other agencies.

The Department alone does not have the authority to propose the reduction of
programs in other executive agencies. The Office of Management and Budget could
undertake a cross-cutting agency review of teacher training programs across the Executive
branch, but the Department does not anticipate the need for such a review, considering the
level of interagency cooperation on teacher training occurring through the CET, the
Department 's MOU with NSF, and the Professional Development Team.

CHARTER SCHOOLS

Question. The recent GAO report on charter schools recommended that the Secretary
determine whether States may consider legally independent charter schools as local
educational agencies. The Department's response to this recommendation did not fully
clarify whether, and under what conditions, charter schools can be considered local
educational agencies.

Do charter schools that are legally independent from school districts, such as those
in Arizona, Massachusetts, Minnesota, and Michigan, meet the Federal definition of a local
educational agency; if not, why?

Answer. The Department considers it a State's responsibility to determine whether
charter schools that are legally independent from school districts are local educational
agencies. The Department would recognize reasonable determinations made by a State that
a given charter school meets the Federal definition of "local educational agency." However,
a State may not recognize a local educational agency for the purposes of Federal programs
only.

SPECIAL EDUCATION LEGAL EXPENSES

Question. A recent newspaper article showed skyrocketing legal expenses for school
districts from parents appealing their children's special education placements. The article
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pointed to parents ability to recoup attorney's fees when their appeals succeed as a factor in
this increase.

To what extent are Federal special education funds used to pay for legal expenses
associated with parental appeals of special education placements?

Answer. States and LEAs may not use Federal special education funds to pay the
costs of a parent's attorneys' fees, nor may they use Federal dollars to pay for the cost of
private counsel for the State or LEAs if in-house counsel is available to provide legal
services or legal services are provided by the chief legal officer ofa State or LEA as part of
his or her general responsibility. However, the State or LEA may use grant funds to pay for
the cost of legal expenses necessary for the administration of IDEA programs. The
Department does not have information on the amount of funds used for legal expenses
associated with special education because States are not required to report on expenditures
for this purpose.

Question. What steps should be take-n to stem the increase in special education legal
expenses?

Answer. IDEA currently authorizes a court, at its discretion, to award reasonable
attorney's fees to parents who are prevailing parties, and also specifies circumstances for
limiting such awards. The Department believes that the ability of parents to receive
compensation for attorney's fees provides an important protection to parents seeking to
ensure that their child with a disability receives a free appropriate public education and that
access to attorney's fees needs to remain available. However, we also share your concern
about the cost of attorney's fees and are also concerned about the effect of court cases, which
are necessarily adversarial in nature, on the relationship of parents and school districts.

The Department is considering inclusion of a statutory change in the Administration's
reauthorization proposal to require mediation to be offered as an option for dispute
resolution. Under this proposal, a school district would be required to engage in mediation
if the family wishes to mediate, provided the parent's right to due process is not limited.
Mediation is a non-adversarial method of conflict resolution that can result in reduced stress
and lower expense for participants. We believe that use of mediation might improve parent-
school communication and help resolve disagreements more amicably and at a lower level.
The National Association of State Directors of Special Education recently completed a small-
scale study on mediation for the Office of Special Education Programs. The study, while
limited in scope, suggests that, "the limited documentation currently available appears to
confirm the benefits of mediation over the more formal due process hearing as a strategy for
reaching a successful settlement of disputes between parents and schools. Given the premise
that the best educational program for any student is one on which parent and school district
personnel agree, it appears that the option of mediation under special education laws should
be retained and expanded to all States..."

QUESTIONS SUBMITTED BY SENATOR HARKIN

STUDENT LOANS IN-SCHOOL INTEREST EXEMPTION--
IMPACT OF SUBSIDY ELIMINATION

Question. Please explain the impact of the elimination of the in-school interest
subsidy on student borrowers and their families, and provide a profile of the income levels
of borrowers.
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Answer. Student borrowers who qualify to. receive the Stafford interest exemption
are among our neediest students. Subsidized Stafford borrowers must show financial need
to qualify--76 percent have incomes under $30,000; with 46 percent reporting family
incomes under $12,000 --and some 5 million needy students now benefit. Many are already
facing excessive debt burdens as they begin their careers, a problem likely to intensify due
to rising debt levels and declining real incomes.

The following table details a percentage distribution of subsidized borrowers by
family income category, before repayment.

Subsidized Borrowers--Distribution by Family Income

$0-11,999 $12-19,999 $20-29,999 $30-39,999 $40-49,999 $50,000 +

46.3% 15.4% 14.6% 10.7% 6.3% 6.8%

IMPACT BY INCOME LEVEL OF SUBSIDY ELIMINATION--
FOR STUDENTS BORROWING MAXIMUM LOAN AMOUNT

Question. What will be the impact at each income level for students borrowing the
maximum loan amount authorized each year as an undergraduate?

Answer. If the subsidy were eliminated, interest owed by a student borrowing the
maximum would total $3,150, increasing that student's total Stafford debt from $17,125
to $20,275, and increasing annual repayments by more than 18 percent. The following
table identifies annual repayments and debt burden levels, with and without the in-school
subsidy, that students will face as they begin repaying loans, based upon having borrowed
the maximum loan amount and repaying under a standard 10-year repayment plan. A 10
percent debt burden level is generally acknowledged as manageable, while higher debt-
burden percentages are considered a higher default risk. The debt burden percentages below
are based on borrower incomes, since borrowers must repay the loans.

REPAYMENT OF MAXIMUM LOAN AMOUNT--10-YEAR REPAYMENT PLAN
Annual Repayment and Debt Burden Levels--With and Without In-School Subsidy--

By Borrower Income

Income
Ann'l Repymt

W/Subsidy
Debt Burden
W/Subsidy

Anel Repymt
W/O Subsidy

Debt Burden
W/O Subsidy

$12,000 $2520 21.0% $2988 24.9%

$20,000 $2520 12.6% $2988 14.9%

$30,000 $2520 8.4% $2988 10.0%

$40,000 $2520 6.3% $2988 7.5%

$50,000 $2520 5.0% $2988 6.0%

The above table shows that at $20,000 and below, students who borrow the maximum
already face excessive debt burdens--above 10 percent--that will rise if the in-school interest
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subsidy is eliminated. Additionally, most borrowers' incomes are likely to fall in the three
lowest income categories during the early parts of their careers, when they repay a large part
of their loans, and typically are more likely to default.

IMPACT BY INCOME LEVEL OF SUBSIDY ELIMINATION--
FOR STUDENTS BORROWING AVERAGE LOAN AMOUNT

Question. What will the impact be at each income level for students borrowing the
average loan amount each year as an undergraduate?

Answer. If the interest subsidy were eliminated, interest accrued for a student
who borrowed the average each year would total $2,649, increasing the student's total
debt from $13,999 to $16,648, and increasing annual repayments by more than 18
percent.

The following table identifies the debt burden levels that would result, both with and
without the in-school interest subsidy.

REPAYMENT OF AVERAGE LOAN AMOUNT BORROWED ANNUALLY
Annual Repayment and Debt Burden Levels--With and Without In-School Subsidy--

By Borrower Income

Income
Ann'l Repymt

W/Subsidy
Debt Burden
W/Subsidy

Ann'l Repymt
W/O Subsidy

Debt Burden
W/O Subsidy

$12,000 $2040 17.0% $2424 20.2%

$20.000 $2040 10.2% $2424 12.1%

$30,000 $2040 6.8% $2424 8.1%

$40,000 $2040 5.1% $2424 6.1%

$50,000 $2040 4.1% $2424 4.8%

This table shows that students who borrowed the average each year and then earn
$20,000 or less already face relatively high debt burdens. (The median income level for
bachelor degree recipients is $20,500.) Taking away the in-school interest subsidy would
exacerbate this situation. Additionally, real incomes are declining while debt levels are
steadily rising. Average debt levels are expected to increase 30% during the next four
years: These trends will cause debt burden levels to rise, even if the in-school interest
subsidy is retained. Finally, income levels in these tables reflect borrowers' incomes before
taxed; consequently they understate debt burden levels.

PROPOSED BUDGET INCRE-A"SE FOR GOALS 2000

Question. Mr. Secretary, could you please justify the proposed 86 percent increase
for Goals 2000, and explain what we are buying with the huge expansion proposed for this
program?

2 6
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Answer. Most of the proposed increase ($322 million) would go directly to States that
have developed their comprehensive reform plans. Of the amount that goes to a single State,
90 percent must go directly to local school districts, which, in turn, must use at least 85
percent for reform activities in individual schools. We think that as many as 16,000
individual schools could be actively participating in 1996.

Following are examples of how some States are planning to use Goals 2000 funds:

In Oklahoma, Goals 2000 funds will help the State carry out recommendations of the
Oklahoma Commission for Teacher Preparation to improve the preparation of new
teachers in Oklahoma and provide support to those already in the teaching force.

Massachusetts is creating 14 charter schools.

Kentucky is using part of its funds to engage the public and encourage parental
involvement in its reform efforts.

Oregon is supporting the Oregon Benchmarks a citizen-based vision of education
for the 21st century, of which the State's School-to-Work effort is also an integral part.

Illinois is building on the Illinois School Accountability Art, State legislation that
charges schools with reviewing student performance measures to ascertain whether
all students are learning and being served.

Kansas is making a subgrant to the Lawrence School District for strategic planning,
development of curriculum aligned to academic outcomes and goals, and staff time
to work on developing new teaching skills.

GOALS 2000 AND CHAPTER 2

Question. What is the difference between Goals 2000 and the "Innovative Education
Program Strategies" under Title VI, which was formerly Chapter 2?

Answer. Title VI provides general purpose funds that can be used for educational
reform but that can be used for almost anything else, so long as the expenditures fall within
eight very broad categories: (1) obtaining technology, and training in that technology,
related to the implementation of school-based reform; (2) acquiring and using educational
materials; (3) educational reform projects, such as "effective schools" and magnet schools;
(4) improving educational services for disadvantaged students; (5) combatting illiteracy

among children and adults; (6) addressing the educational needs of gifted and talented
children; (7) implementing school reform activities consistent with Goals 2000; and (8)
implementing the school improvement and parental involvement activities authorized under
ESEA Title I.

Studies of this program's predecessor, the "Chapter 2" block grant, showed that funds
were spread very thinly within a State. School districts infrequently used program funds for
truly reform-oriented activities; instead the program was typically used to purchase
curriculum materials and to carry out other routine activities. Like Chapter 2, the Innovative
Education Program authority is not well designed to support the types of State and local
efforts most likely to result in real improvements in teaching and learning.
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Goals 2000 is focused solely on education reform. It provides incentives for States
to devise their own strategies for comprehensive school reform that is tied to high standards.
Educators, parents, and others in each school work together to determine the steps necessary
for the school to take in order for students to reach challenging academic standards. Each
of these individual school reforms takes place in the context of local districtwide and
statewide reform strategies. Forty-seven States are currently using their Goals 2000 money
to develop their reform plans and to support local reform initiatives. Most will begin actual
implementation of reform plans with funds appropriated in 1995 and 1996.

Finally, Goals 2000 funds, unlike those under Chapter 2, are intended to be used as
"venture capital ," not to create State and local structures and activities that will be dependent
upon indefinite Federal support.

GI BILL FOR AMERICA'S WORKERS

Question. Mr. Secretary, President Clinton's GI Bill for America's Workers proposes
consolidating several Federal job training programs into a "workforce development system."
The 1996 budget for the Pell Grant program reflects its critical role in this proposal. The
Pell Grant program would continue to serve students enrolled in degree programs, while
current Pell Grant recipients enrolled in non-degree programs would be served by a new Skill
Grant program that would be administered by the Department of Labor in partnership with
the States and localities.

Mr. Secretary, what consolidation efforts will you pursue in the event that this
initiative is not passed?

Answer. The GI Bill for America's Workers is more than simply a program
consolidation and shifting of funding responsibilities between Federal agencies. It is a
fundamental change in approach to see to it that individuals succeed in getting the skills they
need to get better jobs.

The current Pell Grant program is an important ladder into the middle class for
millions of Americans. It helps to raise the college participation rates of low-income
students. However, for the one-third of the Pell Grant recipients in non-degree programs the
current program is not well-integrated with other Federal, state, and local training and job
placement services. Pell Grant recipients receive little information on career options and
training quality, making them easy targets for unscrupulous training providers. If the
Congress fails to act on the President's plan, it will be doing a serious disservice to the over
two million Americans who would benefit from the Skill Grant program.

The Administration's GI Bill for America's Workers would combine the current
patchwork of Federally funded workforce development programs into one interrelated
workforce training system. It addresses the critical need to streamline and consolidate the
multitude of education and training programs and offer adult workers and the unemployed
a range of choice to gain and improve their job skills.

We are going to continue to fight hard for this proposal. I urge you and the other
members of the committee to support it because it embodies the Administration's objectives
to:

!IC4gc.)
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o Expand opportunity and choice;
o Improve educational quality and accountability; and
o Streamline existing programs and increase State involvement.

Our proposal is the best way to achieve these objectives. However, our commitment
does not start and stop with the GI Bill. If the Congress does not act on the President's
proposal, we will continue to pursue initiatives that are consistent with these principles.

QUESTIONS SUBMITTED BY SENATOR MARK 0. HATFIELD

COMMUNITY COLLEGE LIAISON

Question. Mr. Secretary, I am pleased to note that a year has gone by since Betty
Duvall joined your staff as the Liaison for Community and Junior Colleges. Could you tell
me how you have worked with Betty to insure that the interests of community colleges are
well-represented and considered within the Department?

Answer. Dr. Betty Duvall and the position of Community College Liaison have been
welcomed by the entire higher education community and by community colleges in
particular. The position is perceived as a positive step by the Department of Education to
focus attention on this important sector of postsecondary education and its role in our
systemic reform efforts. We appreciate the pivotal role you have played and your
commitment to the community colleges.

The Department has had a year of very intensive interactions with representatives from
the community college sector. Their input has been critical in all our new initiatives --
School-to-Work Opportunities, Perkins loans, Adult Education, and student aid, to give a few
examples. This is due in no small part to the efforts of the Community College Liaison.
This position has afforded us the opportunity to reach out to the community colleges in a
highly focused and sustained manner. Through her active participation on key Department
committees in such areas as student aid, professional development and teacher education,
Betty has also provided the Department with insight on how our program and policy
planning can respond to the needs and capability of community colleges.

ACCOMPLISHMENTS OF THE COMMUNITY COLLEGES LIAISON

I would like to highlight a few of our accomplishments resulting from the work of Dr.
Duvall. We have asked her to focus strongly on ensuring community colleges' involvement
in School-to-Work Opportunities systems. Meetings have been convened with community
college representatives from the 8 states that have received Implementation Grants to review
and strengthen their involvement in School-to-Work. Betty continues to facilitate the
exchange of information between the Department and community colleges across the
country. through a range of campus visits, speeches to key organizations and, during this
Spring, by delivering several commencement addresses.

There is now a monthly column in the American Association of Community College's
Community College Times, which is widely read by the community college sector and serves
as a direct line of information on Department activities. Through presentations made
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nationally to community college staff, trustees and student groups, Betty assists us in
maintaining that all-important link between the Department and its customers.

Efforts are underway to create greater awareness within the Department about the key
role of the community colleges, including the celebration of Community College Month and
providing internship opportunities in the Department for community college faculty, staff
and students. Betty has recently been highlighted in our Department publication Inside Ed.
This newsletter is widely circulated throughout the Department and serves as one of our main
channels of communication.

Question. Do you have any suggestions as to how this position could be strengthened
in the future?

Answer. As the Department continues to go through its process of reinvention, and
as we review our organizational structure we will work to ensure that the Department's
initiatives continue to respond to the needs of all of our education partners--including
community colleges. The community colleges are critical players in the future of education
and training in the United States and the Department will continue to work closely with them
in building this Nation's workforce.

ELEMENTARY MATH AND SCIENCE EQUIPMENT ACT

Question. Mr. Secretary, as we progress towards achieving National Education Goal
#4 -- being first in the world in math and science achievement by the year 2000 -- I believe
it is critically important that we provide our educators with the tools necessary to attract our
children into the sciences. As part of the ESEA reauthorization process last year, Congress
enacted a Federal matching grant program to provide schools with "hands-on" science and
math equipment. It is my hope that you view this as a small but important piece to the puzzle
of answers necessary to move math and science achievement forward. How do you see
equipment enhancement as supporting the achievement of this National Education Goal?

Answer. The availability of the materials and equipment necessary to teach
"hands-on" mathematics and science is important, but probably nothing is more important
to improving achievement -- once challenging standards and assessments are in place -- than
well-prepared teachers with a deep understanding of the content and how to teach it. We
have chosen to concentrate our funds on the professional development teachers need
throughout their careers. States and local school districts can decide whether to use any of
their Goals 2000 or State and local funds for "hands-on" science and mathematics
equipment.

DEPARTMENT OF EDUCATION AND OTHER FEDERAL
URBAN AND COMMUNITY SERVICE GRANT PROGRAMS

Question. Mr. Secretary, the Urban and Community Grant program has enabled
institutions of higher education to work within their local communities on social issues of
concern. Similar to the land-grant program, this small amount of Federal funding allows for
partnerships between higher education and local communities. Secretary Riley, you propose
to zero out funding for the Urban Community Service Grants. Your rationale for eliminating
this program is "that urban social and economic problems are more adequately addressed
under programs and budgets of other Federal, State and local agencies."
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Mr. Secretary, what other Federal programs are currently providing the services that
are being addressed by the urban grant program?

Answer. Several Federal programs support activities similar to those currently funded
by the Urban Community Service program. Examples of such programs similar to those are:

o Five programs administered by the Department of Housing and Urban Development
(HUD), including:

The new Community Outreach Partnerships program, which supports
partnerships among postsecondary institutions and local community
organizations, governments and businesses to address pressing social problems.
The Administration requests $7 million in its FY 1996 budget for this program.

The Joint Community Development program, which provides grants to State and
local governments and postsecondary institutions to support community
development activities. The FY 1996 request is $5 million. A separate Joint
Community Development Program for Historically Black Colleges and
Universities (HBCU's), funded at $8 million in the FY 1996 request, would
provide funds for community-university pirtnerships at HBCUs.

The Community Development Work Study program, which provides financial
support to economically disadvantaged and minority students to pursue careers
in community and economic development. The FY 1996 request is $250,000.

The Doctoral Dissertation Research Grant program, which provides financial
support to eligible doctoral candidates to complete their research and
dissertations on housing and urban development issues. The FY 1996 request is
$250,000.

The University Partnership Awards which is an unfunded program that
recognizes outstanding cooperative efforts among universities and local
institutions in the public, private and nonprofit sectors to strengthen
communities.

o Empowerment Zones and Enterprise Communities, which are administered by HUD.
and the Department of Agriculture, and support economic opportunity through job
creation and sustainable community development through strategies for achieving
lifelong learning, safe streets, and personal, family and civic responsibility.

o The Family and Community Endeavor Schools program administered by HUD and
ED, which focuses on crime prevention.

o Americorps, a new National Service Movement that helps young people finance their
higher education in exchange for completing direct and demonstrable service
activities to meet the education, public safety, human and environmental needs of
communities.

3 9
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SOLVING THE PROBLEMS FACING URBAN COMMUNITIES

Question. Given the wide variety of problems facing urban communities, don't you
think we should be doing more rather than less to solve these problems?

Answer. I think that, as a country devoted to the well-being of its citizens, we need
to make every effort possible to confront the problems faced by urban communities.
However, particularly in a time of fiscal constraints, we must make every effort to do so as
efficiently as possible. Duplicative programs, such as the Urban Community Service
program, require administrative support that limits the effectiveness of its funding. Also,
I believe that the Department of Education is more effective in addressing its primary goal--
the education of America's citizenry--than is the issues of housing, crime or economic
development.

QUESTIONS SUBMITTED BY SENATOR ROBERT C. BYRD

BYRD HONORS SCHOLARSHIP PROGRAM BENEFICIARIES

Question. Mr. Secretary, I have serious concerns about the recent action of the House
to rescind $9,823,000 for the Robert C. Byrd Honors Scholarship program, as part of H.R.
1158, legislation making emergency supplemental appropriations for additional disaster
assistance and rescissions for Fiscal Year 1995.

The scholarship program was first established as a national, 1-year scholarship
program recognizing merit in 1985. Later, in 1986, I was most honored when the program
was named for me at the suggestion of my colleague Senator Stevens. Beginning with the
1993-94 year, as a result of the Higher Education Act Amendments enacted in 1992, the
Robert C. Byrd Honors Scholarship program was changed from a 1-year scholarship to a 4-
year program. To accommodate this expansion, incremental funding has been provided since
FY 1993. The $9,823,000 included in the House rescission bill is an increase above the 1994
level, and is necessary to permit the program to support a new cohort of first-year students
in 1995, and continuation awards for 1994 and 1993 cohorts of students in their second and
third year of study, respectively.

How many students, since the inception of the program, have benefitted from this
scholarship?

Answer. Since the inception of the Byrd program in 1987, approximately 50,600
students have received Byrd scholarships.

IMPACT OF PROPOSED BYRD HONORS SCHOLARSHIPS RESCISSION

Question. The House rescission bill cites that "the Committee's action will not affect
the over 19,000 continuing Byrd scholarships." Please provide me your assessment of the
impact of the House Committee's actions on these students.

Answer. The House proposal to rescind $9,823,000 of the FY 1995 Byrd
appropriation would require the Department to restrict support to 12,863 continuing scholars
who would receive scholarships of $1,500 in academic year 1995-96. (The "over 19,000"
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figure is not correct; it reflects the prOjected number of continuing scholars in FY 1996
assuming no rescission in FY 1995 and the Administration's requested level in FY 1996.)
Under the House proposal, only two cohorts of continuing scholars (12,863 students) would
receive support for their third and second years of postsecondary education, respectively.
No new cohort of scholars (i.e., the academic year 1995-96 first-year students) would receive
funding. It would not be possible to reduce the scholarship amount to three cohorts of
scholars because the statute specifically sets the scholarship level at $1,500.

Question. Would you please advise me how many students would be denied the
opportunity to apply for this scholarship assistance in 1995, if the rescission is implemented?

Answer. If the House rescission proposal is implemented, an estimated 6,548 new,
first-year students would not receive Byrd Scholarships in FY 1995.

DISTRIBUTION SCHEDULE OF BYRD SCHOLARSHIPS INFORMATION

Question. Has information about the scholarship already been distributed in high
schools for students who would want to apply for the scholarship this spring?

Answer. The Byrd Honors Scholarship program is administered by the individual
participating States. Each State has its own schedule of distributing information to high
schools and when applications are due to the States. In general, States have distributed
information to high schools in the Fall, 1994 for scholarships to be awarded in the
Spring/Summer of 1995.

EXPANDING BYRD HONORS SCHOLARSHIPS
TO A 4-YEAR SCHOLARSHIP PROGRAM

Question. The FY 1996 President's budget includes additional incremental funding
for the Byrd Scholarship program that will enable the program to fully sustain a 4-year
scholarship program, which was authorized in the Higher Education Act Amendments in
1992. Please describe the impact that this proposed rescission would have on the
Congressional intent to transform this program from 1 to 4 years.

Answer. The rescission proposed by the House, would, if implemented, have a
detrimental impact on the Congressional intent to expand the Byrd Honors Scholarship
program from 1 to 4 years. There would be no scholarships for new scholars in FY 1995,
thus eliminating the opportunity for 4 years of financial assistance for a new cohort of
approximately 6,600 program participants. Instead, only two cohorts of scholars would be
supported from that year forward. Congressional intent to transform the Byrd program from
providing 1 year to 4 years of support would not be met.

Question. As the Secretary of Education, do you think that there are enough
scholarship opportunities available to help our young people attend college?

Answer. The primary role of the Federal Government in the area of student aid is to
provide the need-based assistance that ensures that all students have excess to postsecondary
education. We are meeting this goal though our Federal student financial aid programs--
particularly Pell Grants and student loans--that will provide almost $36 billion in aid to
students in FY 1996. In general, I believe that merit-based scholarship programs are more
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properly the province of institutions of postsecondary education and State governments.
However, I want to emphasize that the Byrd Honors Scholarship plays an important role in
demonstrating our national commitment to rewarding high academic achievement at the high
school level. It should be expanded to four undergraduate student cohorts, beginning with
fiscal year 1996, and not limited to only two student cohorts under the proposed 1995
rescission.

BENEFITS OF PROVIDING SCHOLASTIC SCHOLARSHIPS

Question. Against the current background of increasing competition from students
and businesses abroad, do you agree that there is some benefit to providing scholarships that
encourage scholastic success to students in our own country?

Answer. Yes, absolutely. As a result of current economic trends and technological
advances, the American workforce of the future will need to be highly trained if this country
is to enjoy continued economic growth. To be competitive in the world economy, all
Americans must have the opportunity to graduate from high school and have access and
opportunity to participate in a broad array of postsecondary education options. Since the
scholarship programs--Federal, State and institutional--assist in achieving this goal, a benefit
is realized in providing scholarships to students.

Question. How many other government-sponsored scholarship programs based
solely on scholastic excellence currently exist? If there are any, please list them.

Answer. As indicated above, States and institutions are a more appropriate source
of scholarship aid. The Department of Education focuses on providing need-based financial
assistance to promote student access to higher education. To the best of our knowledge, the
Byrd Honors Scholarship is the only Government-sponsored scholarship program at the
baccalaureate level that is based solely on general scholastic excellence and does not require
post-award service obligations.

QUESTIONS SUBMITTED BY SENATOR HERBERT KOHL

STUDENT COUNSELING AND ASSISTANCE NETWORK

Question. As student financial aid programs are threatened with painful cuts, it seems
particularly important that students are able to access all existing funds. To that end, I
supported the creation of the Student Counseling and Assistance Network, SCAN, which
would make widely available, through a computer database, information about existing
public and private sources of funding for higher education. However, I see that continued
funding for the database has not been requested. Furthermore, the House is about to rescind
the $500,000 appropriated in fiscal year 1995.

While I appreciate the funding constraints the Department faces, this is a very small
amount of money, and the need which SCAN was meant to address has increased. That said,
maybe we need to come up with a less expensive alternative to designing an entirely new
database; possibly by taking advantage of private sector services which could be modified
and broadened to meet our original goal. Is this an option which the Department is willing
to explore?
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Answer. The Department has contracted for a feasibility and design study that is
exploring options either to build a new data base containing financial aid information, or
alternatively to acquire an existing data base that can be adapted to meet the goals established
for SCAN. These goals include providing a service that is free, comprehensive and current,
widely accessible, and available to all students and families, including students with
disabilities. The feasibility study, currently in progress, draws on interviews and meetings
with potential users, identifies needs, and establishes specific requirements for an adequate
service. The study will also evaluate the qualities of seven existing computerized financial
aid services (both on-line and stand-alone). This study will be delivered at the end of April,
and information contained in it will assist in evaluating the various options.

Question. If we eliminate funding for SCAN, how do you propose that the
Department address the serious need to inform students about available financial aid
resources.

Answer. The Department currently has a toll-free telephone number (1-800-4-
FEDAID) and a student guide which provides information about the availability of student
financial assistance. In addition, the TRIO programs provide services that include
information on and assistance in obtaining financial aid for program participants--
disadvantaged students.

DROPOUT PREVENTION PROGRAMS

Question. One of the targets set in the Goals 2000 legislation which we passed last
year was increased high school graduation rates. And yet, the Department has proposed no
new funding for the Dropout Prevention Assistance program, and in fact, has requested that
the fiscal year 1995 appropriation of $28 million be rescinded. I realize that you are
requesting more money for Goals 2000, but many worthy reform efforts will be competing
for these limited funds.

I am impressed with the results of the Dropout Prevention program which is operating
in Milwaukee, and am interested in the Department's overall assessment of these programs.
Since these programs have demonstrated success, why has the Department proposed no
further funding specifically for such efforts?

Answer. The Department proposes no further funding for the Dropout Prevention
Assistance because the program was only intended to be a short-term demonstration to test
and evaluate successful strategies to combat the dropout problem -- not to be a long-term,
direct service program continuing in perpetuity. Fiscal year 1994 funds are supporting the
final planned year of 3- and 4-year projects. These projects are undergoing rigorous
evaluation to test and demonstrate strategies that school districts can use to combat the
dropout problem. Strategies identified by these projects can then be adopted by local
educational agencies using State and local funds, as well as Federal funds from Title I and
other programs. In fact, the reauthorized Title I program, with its greater emphasis on
supporting secondary school programs and reforms, now has the capacity to accomplish
much more in dropout prevention than does this small categorical activity. Indeed, virtually
all ED programs (e.g., Goals 2000, Safe and Drug-Free Schools, Vocational Education,
Individuals with Disabilities Education Act, and TRIO) contribute directly or indirectly to
the goal of keeping students in school.
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DIRECT LENDING

Question. I would like to turn for a moment to one of the recent proposals to rescind
funding from the Department of Education. The House has suggested rescinding $47 million
of the $345 million (1970 appropriated for the administration of the Direct Lending
Program. This program has the potential to save taxpayers billiona of dollars. I have heard
from college administrators in Wisconsin who are very pleased with the current
implementation of this program. Do you believe this cut could be absorbed without harming
the quality of the administration of Direct Lending?

Answer. In the short term, the Department anticipates no immediate impact on Direct
Student Loan implementation or outlays in 1995 because the Student Loan Reform Act
(SLRA) provides for carryover of funds from prior unused balances. This carryover feature
provides for flexibility in budgeting for administrative costs. In addition to the $345 million
specifically available for Direct Student Loan administration in 1995, an additional $95
million is available from unused balances from 1994 as authorized by the SLRA. The $95
million was unused in 1994 due in part to late billings for administrative expense allowances
by the guaranty agencies. The Department plans to use about $48 million of the carryover
funds during 1995. The remaining $47 million would be carried over until 1997.

Although the SLRA allows future year administrative funds to be used to meet
current needs, the rescission of $47 million would cause a long-term problem at the school
and Department level by eliminating funds needed by 1997 to implement the Direct Loan
program effectively and prevent problems during the transition from Federal Family
Education Loans. Because the greatest portion of the administrative costs are required for
loan servicing, a rescission of this amount would principally affect the Department's ability
to make improvements in the automated data processing systems to enhance and simplify
customer service, loan collections, and student tracking.

STATE STUDENT INCENTIVE GRANTSPROPOSED ELIMINATION

Question. The Department has proposed cutting funding for State Student Incentive
Grants from $63 million to $31 million. Last year, the Department wanted to eliminate this
program, and the current House rescission package may do just that. I am disturbed by the
trend toward eliminating this program which offers much needed grant assistance to low-
income students. Every Federal dollar spent on this program guarantees at least one dollar
of state matching funds; last year our small investment generated almost $2 billion in grant
aid.

I have heard the argument that this program has now taken hold in States and the
Federal portion is negligible. However, as you are aware, States are strapped for cash and
could turn to this program for savings. How can we be sure that without the Federal seed
money, States will maintain their contributions?

Answer. The SSIG program has achieved its purpose of establishing need-based
State grant programs in every State and the Territories. We have therefore proposed to phase-
out this program by 1997. States aren't the only ones strapped for cash -- so is the Federal
government -- and when a Federal program finally achieves its objective, there comes a time
to declare victory, move on, and tackle other problems. That time has come for SSIG.
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I must challenge the statement that our small investment generates almost $2 billion
in grant aid. I would argue that State support of need-based grant programs now depends on
factors independent of thesxistence of Federal matching funds. In fact, States overmatch the
Federal contributions in the program by over 10 to 1, with about one-fourth of the States
overmatching the program by over 40 percent. According to one recent study, States have
historically been far more likely to increase or maintain their State commitment than decrease
funding even though Federal funding decreased or stayed unchanged.

PHASE-OUT PLANNED FOR SSIG PROGRAM TO EASE TRANSITION

Obviously, we don't want to lose the ground that we've gained through the success
of the SSIG program. We want to continue to move forward -- not backwards. Therefore,
we've proposed to phase-out the program over two years to give the States time to plan for
the elimination of the Federal contribution. We don't support the action taken by the House
Republicans in rescinding the 1995 funding for this program. States simply can't act quickly
enough to deal with that kind of change this late in the game, and that means that students
won't get the money that they were counting on for the upcoming school year.

No Federal official can guarantee that States will continue to maintain their funding
of need-based grant programs because State support is dependent on many more factors than
on the Federal SSIGcontributions. Support of student aid programs and of higher education
have been under attack by right-wing Republicans at both the Federal and State level. I

believe that the consequences for the nation's economy of these proposals are quite serious.
Postsecondary education has fueled economic growth in our country since the end of World
War II -- starting with the GI Bill and continuing with the Higher Education Act.

But I feel confident that good sense and the will of the American people will prevail
and State support for these important investments will be maintained. According to a recent
national poll, 89 percent of the survey respondents believe that it is important for the
government to fund student financial aid, second only to Social Security. Judging by the
hundreds of rallies, demonstrations, and grass-roots activism that have been taking place all
around the country, I think that the people are letting their will be known.

SUBCOMMITTEE RECESS

Senator SPECTER. The subcommittee will stand in recess to re-
convene at 2 p.m., Thursday, May 18 in room SD-138. At that time
we will hear testimony from Dr. Varmus, Director of the National
Institutes of Health.

[Whereupon, at 3:30 p.m., Thursday, March 16, the subcommit-
tee was recessed, to reconvene at 2 p.m., Thursday, May 18.1
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DR. JIM SNOW, DIRECTOR, NATIONAL INSTITUTE OF DEAFNESS
AND OTHER COMMUNICATIONS DISORDERS

DR. PATRICIA GRADY, DIRECTOR, NATIONAL INSTITUTE OF NURS-
ING RESEARCH

DR. ENOCH GORDIS, DIRECTOR, NATIONAL INSTITUTE ON ALCO-
HOL ABUSE AND ALCOHOLISM

DR. ALAN LESHNER, DIRECtOR, NATIONAL INSTITUTE ON DRUG
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OPENING REMARKS OF SENATOR ARLEN SPECTER

Senator SPECTER. The Appropriations Subcommittee on Labor,
Health and Human Services, and Education is continuing hearings
for fiscal year 1996 on the appropriations request this afternoon.

We have been delayed, as Senator Hatfield, Senator Mack, Sen-
ator Harkin, and I were conferring earlier about what response
there should be to the budget resolution, because of our concern on
the proposed reductions.

NIH, as we all know, is charged with a very formidable task, im-
proving and safeguarding the health of the people of this Nation.

The funds provided to your agency will continue the progress
being made of identifying new treatments and supporting promis-
ing avenues of research for diseases such as cancer, AIDS, Alz-
heimer's disease, mental illness, arthritis, as well as many other
illnesses.

The President's fiscal year 1996 budget request is $11.8 billion
for the National Institutes of Health, compared to the fiscal year
1995 appropriation of $11.3 billion. This represents $468 million, or
a 4-percent increase over the fiscal year 1995 appropriations, just
enough to keep pace with the biomedical-inflation rate.

As we all know, both the House and the Senate budget resolu-
tions currently propose major reductions for NIH, as much as $7.7
billion through the year 2002. Such reductions obviously threaten
the promising advances made in finding the causes and cures of
many diseases which threaten the people of this Nation.

The pie chart displayed on the podium shows total spending on
medical and related research, and how that research has increased
from $10.8 billion in 1983, to $30.8 billion in 1993.

NIH spending has decreased as a percentage of the total, from
38 percent in 1983, to 32 percent in 1993, while private industry
share has increased from 39 to 50 percent in the same 10-year
span.

The budgeting for NIH has consistently been safeguarded and in-
creased in the 141/2 years that I have been in the Senate.

The distinguished chairman of the full committee has been very
zealous in his support for NIH, and a series of subcommittee chair-
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men, then Senator Weicker, then Senator Chiles, since, Senator
Harkin, and now I, have taken the seat of the chairman in a very,
very difficult year, but I can tell you that there is determination
to maintain an adequate funding level for NIH, and not to have the
proposed budget resolutions come into effect.

And as I say, we were discussing that, which caused us being
somewhat late for the start of this subcommittee hearing.

I would defer to Senator Hatfield, which I earlier did, but I know
he would decline, so instead I will yield to my ranking member
I do not think there is any use in yielding to Mark.

Mark, will you take the chair next? Senator Harkin?
Senator HARKIN. I will be glad to yield to the full chairman of

the committee.
Senator SPECTER. I started out that way earlier, Tom, and to no

avail.

OPENING REMARKS OF SENATOR TOM HARKIN

Senator HARKIN. All right. Thank you very much, Mr. Chairman.
It is a pleasure to welcome Dr. Harold Varmus, the Director of

the National Institute of Health, the other Directors of the various
Institutes and Centers, and the Division Directors also here today.

I know it does not need to be said for the record, we all know
Dr. Varmus' background, but I think, again, we want to point out
just how lucky we are to have Dr. Varmus here after a distin-
guished record as a bench scientist, the first Nobel laureate to ever
serve as Director of the NIH, and to once again state for the record
how proud we are of all of you who are sitting around the table
for the tremendous work that you do at NIH in your various capac-
ities, as I said, as the Directors of the Institutes, or the Centers,
or Divisions.

You have been operating under some very difficult circumstances
in the last few years, and yet you continue to make significant
progress, and continue to make us proud of what I have long con-
sidered to be the premiere health research institute in the world
today.

It is because of my belief that NIH has been the pathfinder for
the rest of the world in basic biomedical research that we cannot
at this time afford to back off on our support.

The President's budget, as the chairman said, continues to in-
clude NIH on its investment priorities. I was proud to see that, and
glad to see that the President continued the NIH in his investment
priorities.

The President's budget recommended a modest increase in fiscal
year 1996, 4.1 percent, for a total of $11.8 billion. It would keep
the NIH budget from losing ground to inflation. But unfortunately,
the administration's long-run plans would cause NIH to lose
ground for the period from 1997, through the year 2000.

By the year 2000, the budget recommends a 9 percent or slightly
less than a $1 billion reduction from the level proposed for fiscal
year 1996.

Senators Hatfield, Specter, and I wrote to Dr. Varmus earlier, ex-
pressing our concern about these budget projections. We asked for
specifics on the impact of these cuts on priority research programs,
such as breast cancer, and AIDS, and the human genome project.
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It is imperative, Dr. Varmus, that we have the facts on the im-
pact of the cuts on the NIH budget, from you and from the other
directors that I might direct questions to later on.

What is the impact of those cuts, especially in light of the recent
action of the House and Senate Budget Committees? The full
House and Senate will now be debating the budget. We picked up
ours today, and I guess the House may even be finishing theirs yet
today.

The assumption for NIH in those budgets, I say, range from bad
to worse. Overall assumptions for reduction may preclude this sub-
committee from providing even the lowest funding level assumed
for NIH.

The House budget assumes a 5-percent cut next year, and then
for the next 6 years, it will be frozen, with no adjustment for infla-
tion.

The Senate resolution is even tougher. It is a 10-percent cut next
year, and then frozen thereafter. I believe this will do irreparable
harm to our Nation's investment in basic medical research, at a
time when there is an explosion of new discoveries, new knowledge,
when we are just on the brink of making major, major finds, espe-
cially in the whole genetics field. This is not the time to back off.
This is not the time to pull the plug.

This is not the time to reduce even further the extramural grants
that are going out to researchers around the country, and to send
the message out there to young researchers that you might as well
do something else.

If you are only going to get 1 out of 10 research grants funded
or maybe even less than that, you may as well forget about re-
search as a field to enter into.

And also at the same time that we are on the brink of these ex-
plosions and discoveries, we are in an explosion of health care ex-
penditures.

If I have said it once, I have said it a hundred times, and I am
going to say it again, if all we are going to do is try to rearrange
Medicare, Medicaid, who pays, who is in, and who is out, and how
we shuffle it around, if that is all we are going to do, we are just
rearranging the deck chairs on the Titanic, because we are going
to go down. Alzheimers alone is going to bust the bank.

If we really want to truly save money in the health care system
of this country, we have to invest it up front in medical research,
to find the cures, and the interventions for those illnesses and dis-
eases that plague us. As I said, "the past can be prolog."

What we have done in the past, the investments we have made,
has not only made our lives better, it has saved us countless bil-
lions of dollars. And this is where we should be putting our money,
and we cannot afford to back off.

Again, Dr. Varmus, I look forward to your statement and your
response, and we need the hard facts on just what is going to hap-
pen to your Institutes if this budget gets passed, and we have to
live with later on this year.

Thank you.
Thank you very much, Mr. Chairman.
Senator SPECTER. Thank you very much, Senator Harkin.
Senator Hatfield.

Sit
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OPENING REMARKS OF SENATOR MARK 0. HATFIELD

Senator HATFIELD. Mr. Chairman, I would like to take this occa-
sion to not only welcome Dr. Varmus, but all of his very distin-
guished colleagues, representing all the Institutes. It is a great
honor to know most of the directors.

I just see them all arrayed here before us, and realize that they
but represent a small tip of the iceberg of probably, the most dis-
tinguished collection grouping of scientists committed in warfare
against disease the world has ever known. I think it is an awesome
sight.

I only want to say, Dr. Varmus, and to your associates, that we
have had some communication on this matter. Senator Harkin has
just immediately expressed some concerns about the impacts.

Senator Specter, our chairman, has also expressed them. I know
that Senator Mack, representing all the members of this committee
really, is concerned about these impacts.

I said earlier this morning at a hearing related to Secretary
Christopher of the State Department, in which the foreign assist-
ance is a very key issue at hand, that we are all committed to the
horrendous problem we face in our deficit.

I do not think you will find much variance on our commitment,
but at the same time, in achieving the goal of a balanced budget.

I said to Secretary Christopher, we have to know what the world
will look like, not just the United States, but the world. I think the
same is true here, because we are dealing in global issues, not just
problems that are facing the people of this country.

I repeat, I think we have to look in our effort to achieve our goal
we are all committed to, what the rest of the world will look like,
including our own people.

I am not going to be able to stay. I have some meetings with
some other groups that are deeply concerned about other aspects
of this appropriations process. I will read carefullSt your answers to
questions that will be posed by my colleagues, arid I want to assure
you that we are in the processI have been meeting with col-
leagues today.

Our staffs have been in deep conference about how we are going
to correct the horrendous prescription to disaster, if we should fol-
low the instructions that have appeared in our budget resolution,
no less committed to the problem that is so gigantic, and no criti-
cism to the budget committee people, especially to our'. chairman,
Senator Domenici, that we want to work with them to find another
way to achieve those savings that they think they are achieving in
the billion dollar reduction for the NIH, for fiscal year 1996, and
to be able to restore at least a major part of that amount.

We may fail, but we are going to die with our boots on, if we do
fail.

I want to also say that I am anxious to hear your judgment, not
only on the Senate budget, but let us not forget. that the Demo-
cratic President of the United States and a Democratic administra-
tion has proposed merely a delay in that $1 billion cut from NIH,
to take place between 1997 and 2000.

So this is not just a Republican congressional problem in the
budget resolution. The same prescription has started at the White
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House, and we want to work with the administration as well in cor-
recting this, what I think is a prescription for disaster.

I would only close my opening comments by saying we had expe-
rienced some rather interesting similarities in my State of Oregon
in the timber industry, and there are 80-some villages, and any
and every sawmill, which is certainly a far different level of tech-
nology than NIH. It takes time to assemble a skilled crew to make
that mill work, from a Bawer, to those on the green chain, and I
could go through all of the other skills, when that mill shuts down
for a month, and those people leave to try to find employment else-
where, it takes them at least another 3 months to crank it up to
reassemble a skilled crew. I draw this only as an analogy.

When I think that the decade of the brain, which we are now 5
years into, and that amount of those 5 years it took to assemble
the 130-plus extraordinary scientists to even be able to collect the
data, and find a way to correlate our mission, if we lost this mo-
mentum that we have now gained against Alzheimer, against Par-
kinson, so forth and so on, all the diseases, we are not going to re-
assemble that kind of a skilled team we see assembled today.

So I would like to get your view as to whether the postponement
of that kind of a guillotine budgetary action by the administration
does not pose the same problem that we are facing more imme-
diate, in terms of the Senate budget resolution, or the House budg-
et resolution, that has a 5-percent reduction.

So in that context, I want to say I am so grateful to be on a com-
mittee of this kind, with the quality and the commitment of my col-
leagues, for the cause of medical health.

Senator SPECTER. Thank you very much, Senator Hatfield.
Senator Mack.

OPENING REMARKS OF SENATOR CONNIE MACK

Senator MACK. Thank you, Mr. Chairman. I will not belabor the
point, but I think it is important that I make a comment or two.

We all are beginning to work our way through the budget propos-
als and we have heard the various assumptions as to what this
could do.

But I think it is important that we stress that the final decisions,
frankly, with respect to the funds that will be available to the Na-
tional Institutes of Health will come from this committee.

It is fair ,to say that people refer to me as a fiscal conservative,
and I am proud of that, but I am also proud about the commitment
that I have to medical research.

I have met with Dr. Varmus, I have met with several of you and
have worked with you over the last few years. I am committed to
seeing that the fears that you have right now do not come to re-
ality.

I think it is important, the fight that we are engaged in, and I
am excited almost day by day when I read of the advances, and the
achievements, and the accomplishments that you have brought
forth to this Nation.

On a very personal note, I am alive today, my wife is alive today,
my daughter is alive today, and my mother is alive today because
of the research that people like you and others around our country
have pioneered.
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And I am committed to seeing that my children and their grand-
children have the opportunity to experience a full life, because this
country and this committee made the commitment to the level of
research dollars that are necessary to allow you to continue your
work.

So I look forward to not only working with you, Dr. Varmus, and
all of your associates, but working with this committee as well to
find those dollars.

Senator SPECTER. Thank you very much, Senator Mack.
It is really an extraordinary group which is assembled here

today. I would like to give you notice that after Dr. Varmus testi-
fies, it is my intention to go around the room for every director who
is here, and ask a question about what you are looking to accom-
plish in the course of the next 1, 2, or 3 years, and what the impact
would be of the kind of the proposed 10-percent cut, if that were
to occur. I will give you that much notice.

Dr. Varmus, the floor is yours.

SUMMARY STATEMENT OF DR. HAROLD VARMUS

Dr. VARMUS. Thank you, Mr. Chairman. Time forbids my intro-
ducing all the colleagues with me, but let me at least introduce my
Deputy Director, Ruth Kirschstein.

It is a particular pleasure for me to bring the President's budget
to this committee. Your support over the years has not only been
deep, it has been passionate. We like to think of the triad of the
chairmen who serve on this committee as being our HHS within
the CongressHarkin, Hatfield, and Specter. VVe appreciate very
much the power of persuasion that you bring to the table to discuss
these issues. Senator Mack, you are perhaps not a chairman, but
your passion on this topic is also very much appreciated by all of
us.

You have already outlined the President's proposal. Briefly, the
President proposes to increase the NIH budget by about the infla-
tionary rate, 4.1 percent, or $467 million over the 1995 appropria-
tions, to keep pace with inflation, and allow us to continue to make
progress in a variety of fields.

That proposal also emphasizes a number of the administration's
goals: to work, in particular, on breast cancer, AIDS, health of
women and minorities, tuberculosis, and high-performance comput-
in

e request, in addition, highlights scientific opportunities iden-
tified by NIH, opportunities that no doubt you will hear empha-
sized by my colleagues when we go around the table in response
to Senator Specter's proposal.

These include converting recent discoveries in neuroscience, cell
biology, and genetics, into substantial advances against diseases of
the brain, the reproductive system, connective tissues, and several
forms of cancer:

Opportunities to prevent disease, through a better understand-
ing of infectious agents, such as the Ebola agent and others,
through immunization, through changes in behavior, that
allow our children to get access to the vaccine that we have
made opportunities to d.evelop novel therapies, based on accom-
plishments in basic research, the delivery of genes to ailing
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cells, and drug design that is promoted by our deeper under-
standing of molecular structures;

New opportunities to invest in our infrastructure, through
shared instrumentation, DNA sequencing technology, and a
limited physical construction program; and

Opportunities to improve the efficiency of our research and ad-
ministrative operations through streamlining and a modern
communication infrastructure.

This request reflects the commitment of the President and Sec-
retary Shalala to fundamental research and human welfare, and it
also embodies their conviction that an investment in biomedical
science yields large dividends to the health of the Nation, to its
economy, and to its cultural values.

I bring this budget to you in unusual times. The administration
and the Congress are attempting to control budget deficits and the
national debt through restrictions on Federal spending and the size
of Federal agencies. These strictures demand that agencies like
ours justify their budgetary requests in very powerful and unusual
ways.

I believe that NIH is particularly well-suited to do this. I base
this belief on a number of important factors: our long history of sci-
entific accomplishment and progress against disease; the diverse
economic benefits of our research, which I will detail for you in just
a moment; the stringent review mechanisms that we use which
force us to set priorities in all disciplines in every year; the inter-
national stature of the NIH, which makes biomedical research one
of those arenas in which America is undisputedly a leader in the
world; the education and training programs that we use to attract
people into science; and then, of course, the popularity of our major
goal, which is to improve human health through scientific research.

Let me say a word or two about the economic benefits of our
work, because they warrant special mention, in view of Govern-
ment debates about the support of research and the investment
that that research provides.

First, our research programs directly create skilled jobs, both in
NIH-supported laboratories and in the many U.S. companies that
provide the materials and instruments used in research.

Second, we help to maintain the vitality of America's colleges and
universities. These are among our most valued assets as a nation.
Their well-being has consequences in many fields required for lead-
ership in science, and technology.

Third, the knowledge generated by our research is essential for
many of our most important businesses and technological enter-
prises.

Now, these effects are most well-known in the area of bio-
technology and in the pharmaceutical industry, which depend upon
the discoveries that are made in basic biomedical science to develop
drugs and other products.

But it is less widely appreciated that NIH-initiated research has
profound influences in many other fields than health, for example,
in medical forensics, where DNA typing is now commonly used to
identify suspects; in agriculture, where genetically altered plants
and animals are improving yields, cutting costs, and extending the
shelf life of common foods; in manufacturing, where genetically en-
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gineered enzymes are revolutionizing the production of many
chemicals; in the environmental sciences, where modified bacteria
and biophysical methods are inexpensively restoring soil and water
to their natural states after industrial contamination.

NIH also produces major economic benefits when it helps to pre-
vent, control, or reverse disease. The Nation's expenditures for
health care have risen dramatically over the past decade. That is
largely for reasons unrelated to NIH-based research, and the sav-
ings provided by our discoveries are often overlooked.

Many advances reduce expensive hospitalizations, eliminate the
need for costly procedures, and increase the productivity of our citi-
zens. I think you will hear, as we go around the table, many exam-
ples from Institute and Center Directors.

I would like to provide you with a few examples of how our re-
search benefits the Nation both economically and with respect to
our national health. Let me give you a few historical examples, just
to illustrate the potential economic power of what we do.

Psychoactive drugs, drugs used for treatment of manic-depressive
and schizophrenia illnesses, drastically reduce hospitalization for
mental illness, and save the country over $7 billion every year. In
addition, they allow patients to return to productive lives.

Fluoridation alone saves the country approximately $4.3 billion
every year, by preventing dental caries.

Vaccines provide enormous savings by prevention of a number of
infectious diseases.

There are also many more recent examples. For example, the dis-
covery of helicobacter pylori, a bacterial cause of gastric ulcers, al-
lows a cheaper and more effective therapy for gastric ulcers that
will save the country $400 million every year.

A new vaccine against hemophilus influenza type B will save the
Nation another $400 million a year by preventing meningitis and
consequent mental retardation.

The control of blood lipid levels and other preventive measures
have already reduced the death rate from cardiovascular disease
and stroke, and will continue to reduce hospitalizations for such
diseases and improve the health of our citizens.

These successes are the traditional part of the NIH. They have
paid for the investment in our agency several times over. But we
are especially proud of our agency's ability to return to this com-
mittee every year with new successes. Let me just give you a few
from the past year, from a substantially longer list.

The long-sought gene for hereditary breast cancer, BRCA-1, has
been isolated, as have genes that predispose patients to colon can-
cer, melanoma, kidney cancer, and other cancers. These discoveries
presage a revolution in cancer risk assessment.

Second, a simple drug, hydroxyurea, one already in the public do-
main, has been shown in this week's issue of the New England
Journal of Medicine, to reduce hospitalizations for sickle cell crises
by a factor of two, saving the country tremendous expenditures for
hospitalization, and saving patients with sickle cell disease from
extraordinary pain and suffering.

Naltrexone is the first drug in many years to help in the treat-
ment of alcoholism. We have a new acellular vaccine for whooping
cough that is not only effective, but safe. Ocular implants of the

316



314

drug gancyclovir are cheap and effective means to prevent blind-
ness from cytomegalovirus infections in AIDS patients.

We heard this morning from Dr. Judah Folkman, at Harvard
Medical School, about a naturally occurring peptide, which inhibits
metastatic growth of tumor cells, and offers a new strategy for can-
cer therapy.

The so-called obesity gene, which governs appetite, has recently
been discovered, and offers tremendous opportunity for controlling
obesity in our population. The antiviral drug, AZT, has been shown
to prevent transmission of HIV from infected women to their off-
spring.

There are many other advances that I will not have time to men-
tion in basic science that portend important new advances that will
affect our clinical care.

Let me say a word about the tempo of research. A few months
ago a panel of six Nobel laureates appeared before the counterpart
of this committee in the House of Representatives to testify about
their personal history of scientific insight.

Each of these six individuals talked about how over the course
of decades each of their discoveries had advanced our understand-
ing of cancer, of the immune system, heart disease, the brain, or
the human genome, and how some of those discoveries have con-
tributed directly to the Nation's health through transplantation
surgery, through biotechnology, or through drug development.

The stories told by these laureates were useful reminders of the
deliberate tempo of biomedical progress, and of the collaborative ef-
forts required to convert discoveries to practical benefit.

Thus, when we think about the advances that have occurred this
year, we can see them either as a clinical development, with a rich
.history of NIH-supported science behind it, or as a fundamental
discovery that may have a complex future of clinical application be-
fore it.

I just want to mention one or two of the examples that the House
committee heard. The House committee heard from Michael Brown,
at the University of Texas, about pharmacological studies of drugs
known to lower cholesterol levels.

These drugs have now been shown to reduce mortality by more
than 40 percent in patients with preexisting coronary artery dis-
ease.

Now, these drugs could be developed by private industry only
after the NIH-supported scientists had established that blood cho-
lesterol levels are strong predictors of heart disease, discovered the
pathways for the synthesis and transport of cholesterol, and pin-
pointed an appropriate enzyme that could be used as a target for
drug action.

Another example: a few months ago AIDS researchers were
heartened by evidence that the so-called protease inhibitors appear
to be the most effective and least toxic drugs yet available to com-
bat HIV. These enzymes serve as targets for these drugs.

Senator SPECTER. Dr. Varmus, could you summarize the balance?
Dr. VARMUS. Yes.
Senator SPECTER. Because we want to hear from others as well.
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Dr. VARMUS. This example, again, shows the importance of basic
NIH-supported research on the opportunities for the drug industry
to develop drugs.

Let me conclude by commenting on our commitment to the fu-
ture. We are in the midst of a revolution in biological research, and
the budget that the President has brought to you reflects our en-
thusiasm and his for these fields:

But at the same time, we have to recognize that the prospects
for generating new knowledge are threatened by the Nation's fi-
nancial straits, by deterioration of the scientific infrastructure, and
by tensions within the scientific community for competition for sup-
port.

PREPARED STATEMENT

Our future success depends on support that you have tradition-
ally given us to allow us to train our scientists, to provide a vibrant
network of university and government laboratories, and to allow
our pharmaceutical and bicitech industries to be innovative.

The administration has made such a commitment, and we ask
that you provide your traditional bipartisan support for it.

Thank you very much.
Senator SPECTER. Thank you, Dr. Varmus.
[The statement follows:]

PREPARED STATEMENT OF DR. HAROLD VARMUS

Mr. Chairman, committee members: I am Harold Varmus, the Director of the Na-
tional Institutes of Health, and I am pleased to present to your committee the Presi-
dent's fiscal year 1996 budget for the NIH.
An overview of the fiscal year 1996 budget for the NIH

The President proposes to increase the NIH budget by $467 million, or 4.1 per-
cent, above the fiscal year 1995 appropriation of $11.306 billion, keeping pace with
inflation in biomedical research and allowing us to continue making progress
against heart disease, cancer, AIDS, mental illness, and many other maladies.

The proposal emphasizes the Administration's goals to promote research on breast
cancer, AIDS, the health of women and minorities, tuberculosis, and high perform-
ance computing. The request also highlights emerging scientific opportunities we at
NIH have identified as components of our program that warrant especially strong
support. If the President's request is appropriated by the Congress, we will be able
to proceed with enthanced vigor to convert recent discoveries in neuroscience, cell bi-
ology, and genetics into advances against diseases of the brain, the reproductive sys-
tem, and connective tissues, as well as several forms of cancer.

We foresee new means to prevent disease through a better understanding of infec-
tious agents, immunization, and behavior, and we anticipate the development of
novel therapies for the next century, based on delivery of genes to ailing cells and
drug design guided by molecular structures. We can also enhance our ability to pur-
sue these and other goals by investing in shared instrumentation, DNA sequencing
technology, and a limited construction program. In addition, we will augment the
efficiency of our research and administrative operations with a modern communica-
tions infrastructure.

I believe that this budget request reflects the commitment of President Clinton
and Secretary Shalala to fundamental research and human welfare. It also em-
bodies their conviction that an investment in biomedical science yields large divi-
dends for the nation's health, its economy, and its cultural values.
The valuE of the NIH to the Nation

I bring this budget proposal to you in unusual times, when the Administration
and the Congress are attempting to control budget deficits and the national debt
through restrictions on Federal spending and the size of Federal agencies. These
strictures demand that agencies justify their budgetary requests in especially force-
ful ways. I believe that the NIH is particularly well-suited to do this, based on its
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long history of scientific accomplishment and progress against disease, the diverse
economic benefits of its research, its stringent review mechanisms, its international
stature, the education and training it promotes, and the popularity of our major
goal: The improvement of human health through scientific research.

The NIH invests in diverse programs that have major public benefits and are es-
sential to a competitive nation in an increasingly technological world. We support
health-promoting research conducted by our intramural program and at nearly 2000
of our country's colleges, universities, and other scientific institutions, and edu-
cational programs that provide information about health to the public and train
many of the nation's outstanding young scientists. To do these things, we have har-
nessed a broad range of scientific talent, including basic biological and clinical sci-
entists, chemists, applied physicists, computer scientists, behavioral scientists, and
epidemiologists.

Our agency has pursued its goals with remarkable success for over fifty years.
This success can be measured in several ways: by America's unequivocal world
dominance in biomedical science; by the unremitting stream of exciting scientific
discoveries supported by the NIH; by many improvements in health through the
prevention and treatment of disease; by the strength of our research-intensive uni-
versities, which are the envy of the world; and by direct and indirect economic bene-
fits of NIH-sponsored research.
The economic consequences of NIH research

The economic benefits of our work are sometimes underappreciated, but they war-
rant special mention in view of the current slebates over government support of sci-
entific research:

(1) Our research programs directly create skilled jobs, both in NIH-sponsored lab-
oratories and in the many U.S. companies that provide the materials and instru-
ments used in research. Stimulated by a strong research environment, these compa-

- nies have become international leaders and favorably influence the balance of trade.
(2) We help to maintain the vitality of the academic institutions in which NIH-

sponsored work is donea vitality that has consequences in many fields of inquiry
important to America's leadership in science, technology, and industry.

(3) The knowledge generated by NIHsponsored research is essential for many
of America's most successful business and technological enterprises. These effects
are most obvious in the pharmaceutical and biotechnology industries, which depend
upon discoveries in basic biomedical sciences to develop drugs and other products.
It is less widely appreciated that NIHinitiated research profoundly influences
many fields other than health: medical forensics (where DNA typing is now com-
monly used to identify suspects); agriculture (where genetically-altered plants and
animals are improving yields, cutting costs, and extending the shelf life of common
foods); manufacturing (where genetically-engineered enzymes are revolutionizing
the production of many chemicals); and environmental sciences (where modified bac-
teria and biophysical methods are inexpensively restoring soil and water to their
natural states after industrial contamination).

(4) NIH research often produces major economic benefits when it helps to prevent,
control, or reverse disease. Because the nations's expenditures for health care have
risen dramatically over the past decade, largely for reasons unrelated to NIH-based
research, the savings provided by our discoveries are often overlooked. Many ad-
vances reduce expensive hospitalizations, eliminate the need for costly procedures,
and increase the productivity of our citizens:

Fluoridation saves the country approximately $4.5 billion each year by prevent-
ing dental caries;
Psychoactive drugslithium for manic-depressive psychosis, clozapine for schiz-
ophreniadrastically reduce hospitalization for mental illness, saving our $7
billion per year, and allow patients to return to productive lives;

Vaccines provide enormous savings through the prevention of infectious dis-
eases; for example, a new vaccine against Hemophilus influenza type B will
save the nation over $400 million each year by preventing meningitis and con-
sequent mental retardation;
The recent discovery of Helicobacter pylori, a bacterial cause of gastric ulcer,
allows cheaper and more effective therapy with antibiotics, reducing expendi-
tures by over $400 million each year; and

The control of blood lipid levels and other preventive measures have reduced
the death rates for two of our three most common lethal diseases, cardio-
vascular disease and stroke, by nearly half, producing enormous effects on the
cost of care and the health of our citizens.
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Recent accomplishments by the NIH
Such successes, Mr. Chairman, are traditional sources of pride for the NIH, and

they have paid for the total investment in our agency several times over. But we
are equally proud of our capacity to return to this Committee each year with an
impressive collection of new successes, such as the following list of some of our fun-
damental discoveries and clinical advances from the past year:

Presaging a revolution in cancer risk assessment, the long-sought gene for some
hereditary breast cancers, BRGA-1, has been isolated, as have genes that pre-
dispose some patients to colon cancer, melanoma, and kidney cancer;

A simple drug., hydroxyurea, alters the composition of hemoglobin and thereby
reduces by half the painful crises that commonly hospitalize patients with sickle
cell disease;
Hormone replacement successfully controls blood lipids in post-menopausal
women and likely reduces cardiovascular disease;
Naltrexone is the first drug in many years to help in the treatment of alcohol-
ism;
A new acellular vaccine for whdoping cough is safe as well as effective;

Ocular implants of the drug gancyclovir are effective means to prevent blind-
ness from cytomegalovirus infections in AIDS patients;

A naturally occurring peptide, angiostatin, inhibits metastatic growth of tumor
cells by blocking blood vessel growth, offering a new strategy for cancer therapy;

The so-called obesity gene, which governs appetite, weight gain, and diabetes
in mice, has been isolated from mice and humans;
The anti-viral drug, AZT, can prevent transmission of HIV from infected women
to newborn infants; and
Many new discoveries have been made about the biochemical mechanisms that
control cell growth and cell death; the detailed shapes of important molecules,
large and small; the functions of the immune system; and the patterns of devel-
opment of several complex organisms.

The tempo of development of NIH research
Almost three months ago, the House Committee heard the testimony of six Amer-

ican Nobel Laureates, each of who recounted a personal history of scientific insight.
Over the course of decades, each of their discoveries has advanced our understand-
ing of cancer, heart disease, the brain, the immune system, or the human genome,
and some have contributed directly to the nation's health through transplantation
surgery, biotechnology, and drug development.

This year's catalog of progress at the NIH also ranges from fundamental science
to specific therapeutic and preventive strategies. The stories told by the Laureates
are useful reminders of the deliberate tempo of biomedical progress and of the col-
laborative efforts required to convert discoveries to practical benefit. Thus each of
this year's advances has either a rich history of science behind it or a complex fu-
ture of clinical application before it. Three examples of recent success illustrate both
the pace and the partnership necessary for progress:

(1) Cholesterol reduction.Company-sponsored studies of drugs known to lower
cholesterol levels have recently revealed that these drugs reduce mortality by more
than 40 percent in patients with pre-existing coronary artery disease. These extraor-
dinary drugs were sought and developed by private industry only after NIH-sup-
ported scientists established that blood cholesterol levels are strong predictors of
coronary heart disease; discovered the pathways for synthesis, metabolism and bod-
ily traffic of cholesterol; and pinpointed an appropriate enzymatic target for drug
action.

(2) Thrombopoietin.During the past year, the biotechnology industry announced
the isolation of a factor (thrombopoietin) that stimulates the production of human
blood platelets. This breakthrough means that it will soon be possible to reverse one
of the most devastating effect of chemotherapythe bleeding caused by platelet de-
ficiencyand thereby reduce morbidity and hospital costs for cancer patients. Isola-
tion of the platelet factor became possible a few years ago thanks to basic research
that fortuitously identified a related gene in a virus that causes leukemia in mice.
The work also benefited from many years of NIH-supported research experience
with other factors required for production of blood cells.

(3) Protea.se inhibitors.Last month, AIDS researchers were heartened by evi-
dence that the so-called "protease inhibitors" appear to be the most effective and
least toxic drugs yet available to combat HIV. The protein-chopping enzymes
(proteases) that serve as targets for these drugs were first discovered using
retroviruses of chickens and mice and then, more recently, studied with HIV. Basic
research, largely supported by NIH, proved that the proteases are essential for
retrovirus growth, uncovered the molecular structure of the enzymes, and defined

3 20
87-615 96 11



318

their relationship to proteases found in other viruses and in normal cells. With this
information, pharmaceutical firms sought and identified the inhibitors that are now
being tested in patients.
A commitment to the future

The world is in the midst of a revolutionary phase of biological research, when
genes, cells, and complex phenomena are being understood at an unprecedented
rate. The emphasis our budget proposal places on several areas of researchinclud-
ing neurobiology, cell biologry, virologry, genetics, and developmental biologyrefiects
our enthusiasm for these fields and our conviction that judicious investments can
produce important benefits for the publicprogress against cancer and disease of
the brain and other tissuesover the course of the next several years. At the same
time, we must recognize that the prospects for capturing the clinical benefits of your
new knowledge are threatened by the nation's financial straits, by the deterioration
of the scientific infrastructure, and by the tensions created in the scientific commu-
nity by intense competition for support.

Past and future successes in biomedical science depend on well-trained scientists,
a vibrant network of academic and government laboratories, innovative pharma-
ceutical and biotech industries, and, most importantly, sustained support of re-
search by the Federal government, largely through the NIH. Despite current fiscal
circumstances, the Administration has made a commitment to continue such sup-
port with the budget I am presenting to you today. We ask that Congress join the
Administration to help us continue to pursue our traditional objectivehealth
through science.

I will be pleased to answer any questions you might have.

PRESIDENT'S BUDGET PROPOSAL

Senator SPECTER. As I look at these figures, and hear about the
administration's enthusiastic support, I do not see it reflected in
the figures.

It is true that the President has made a request for $11.7 billion,
almost $11.8 billion, in fiscal year 1996, but lay the year 2000, the
request goes down to $10.7 billion, and the outlays in 1996 are
$11.64 billion, and the outlay projection to the year 2000 is $10.894
billion.

There is a very significant inflation factor, and I am not unmind-
ful of the fact that you are in the administration, but how can you
say that is enthusiastic support for biomedical research?

Dr. VARMUS. Well, Senator Specter, I am addressing, of course,
the 1996 budget in my remarks.

Senator SPECTER. Well, let us address
Dr. VARMUS. I am prepared to go ahead and address the
Senator SPECTER. Wait a minute. Let us address a little broader

base. We are looking at more than 1996. You do not have quite the
independence that a Senator does, but how about it?

Dr. VARMUS. Well, I have discussed this with Secretary Shalala,
who has testified before the House, as well as I have, on the inter-
pretation of the budget projections out to the year 2000.

She has argued that even if those reductions applied to the De-
partment, that she would take, on a case-by-case basis, the applica-
tion of those numbers to individual components of the Department.

We view our ability to negotiate a budget with the Department
and with the administration as something we can take on in a
year-by-year basis.

Senator SPECTER. Dr. Varmus, what would
Dr. VARMUS. I will not pretend to support those numbers, but I

will be prepared to try to work toward much more acceptable num-
bers within the administration.
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I believe the Secretary has given her clear indication that she is
willing to work with me on that.

IMPACT OF A 10-PERCENT REDUCTION

Senator SPECTER. Dr. Varmus, what would a 10-percent reduc-
tion do to NIH?

Dr. VARMUS. It would be devastating. Let me elaborate on that.
Senator SPECTER. Can you be specific?
Dr. VARMUS. Yes; I would like to be. As you know, a 10-percent

reduction, which is what the chairman of the Budget Committee
claims to be the effect of the budget bill that is currently being dis-
cussed, would have to, first of all, be seen as a 10-percent reduction
from the 1995 levels. So, in fact, if you take inflation in 1996 into
consideration, that would be roughly a 14-percent reduction.

The way our budget is constructed, as you well know, requires
that we provide support to investigators who have been given
multiyear grants in previous years. Each year we acquire an appro-
priation with which we have to both pay those obligations and pay
new grants.

We have done some calculations with a variety of formulations.
I should add briefly that in our attempts to calculate the Budget
Committee's projection for NIH from the budget proposal, we find
the deficit more than 10 percent.

Our numbers, the numbers of the Department, the numbers of
OMB, indicate roughly a 16- to 20-percent reduction over the 1995
level. But at the 10-percent level

Sentor SPECTER. How do you come to that conclusion?
Dr. VARMUS. Well, we have looked carefully at all the compo-

nents that have to be funded from the 550 allocation and we have
looked at the agencies that are protected by the chairman's mark:
When we take those components that

Senator SPECTER. Dr. Varmus, let us go to some of the specific
directors and see if we can get as concrete and tangible a state-
ment as possible about just what it is going to do to important re-
search and to important accomplishments that you have now.

Dr. VARMUS. Can I just make one
Senator SPECTER. Excuse me just 1 minute. The generalizations

do not work too well, so in your responses, be as specific as you can
on the sound bite theory as to what we can take back to our col-
leagues on the floor, and we are going to, I believe, have an amend-
ment to change this budget resolution.

Now, was there something that you wanted to add, Dr. Varmus?
Dr. VARMUS. I just wanted to give you a bottom line here, at the

general level, and that is that if we make the calculation based on
some assumptions about how we would spend money in various
categories, a 10-percent reduction would give us an opportunity to
support roughly 6 to 12 percent or new grant applications. That is
a devastating number for our grantees. It would send

Senator SPECTER. SiX to twelve percent of new grant applica-
tions.

Dr. VARMUS. New applications would be funded
Senator SPECTER. Excuse me. Let me finish the question.
Dr. VARMUS. Yes.
Senator SPECTER. Contrasted with how many now?
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Dr. VARMUS. Now it is 24 percent, which is already a difficult
number for many of our grantees.

Senator HARKIN. If I might ask, it was 24 percent approval rate,
is that what you are saying?

Dr. VARMUS. That is the success rate. That is right.
Senator HARKIN. What was the response to Senator Specter's

what did you expect?
Senator SPECTER. Six to twelve
Dr. VARMUS. SiX to twelve
Senator HARKIN. Six to twelve percent.
Dr. VARMUS. With a 10-percent reduction.

NM'S CURRENT ACHIEVEMENTS

Senator SPECTER. Dr. Sondik, the Acting Director of the National
Cancer Institute, what are your current achievements and what
you are looking for in the next year that would be affected by a 10-
percent reduction?

Dr. SONDIK. Thank you. I would be happy to answer. Let me say
where we are in terms of achievements. The knowledge base today
in cancer has exploded tremendously over the last couple of dec-
ades, so today we are poised to make enormous advances.

As was mentioned earlier, the genetic base for the disease is be-
coming clearer and clearer. We have models to understand its pro-
gression, and how to intervene with the disease are developing
every day.

We have seen, advances in breast cancer and colon-rectal cancer,
but non-Hodgkins, lymphoma, melanoma, and prostate cancer, all
of these just pose the challenge for the future.

Now, a decrease, such as the one that we are considering, will
cut into the lifeblood of the Institute. We fund about 800 new, in-
vestigator-initiated research grants per year, and just extrapolating
those numbers from Dr. Varmus' statement, you can see that we
are dealing with perhaps 200 to 400 such grants in the future.

CURE FOR CANCER

Senator SPECTER. Dr. Sondik, let me ask a very simplistic ques-
tion, which is: How close are you, and I know how many different
types of cancer you have, but how close are you to a cure for can-
cer, if you could quantify it?

Dr. SONDIK. Well, I think I would have to refer to the Nobel Lau-
reate, J. Michael Bishop's statement, when he appeared before that
panel, and said that he feels confident at this point that within the
next 30 years we will be able to understand this disease.

I think it is unrealistic, sir, if I may say, to talk about a single
cure for cancer. What we can do is make enormous inroads.

For example, we had a recent study conclude that by using taxol
for ovarian cancer, survival could be increased by 50 percent. With
restricted resources, we are not able to capitalize on that kind of
result.

We had another recent study of multiple myeloma, in a single
patient. That patient effectively appears to be cured, at least for
the near term, by the use of a vaccine. The vaccine was, in effect,
incubated in the bone marrow of this woman's brother, and was in-
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jected back into this woman, who was very near death. That is the
kind of result that we need resources for to be able to capitalize
on research findings.

In breast cancer, as you know, we have research across the
board, from the most basic, to the most applied research. We are
on the verge here of learning more about the epidemiology of this
disease, and how it relates to the genetic base for the disease, and
then translating that into interventions.

IMPACT OF FUNDING CUTS

Senator SPECTER. To what extent would a 10-percent cut impede
that kind of progress?

Dr. SONDIK. I think it impedes progress across the board for can-
cer, which is such a large disease. I would characterize it in a word
I think Dr. Varmus used, as lost opportunities, not necessarily even
delayed opportunities, but lost opportunities.

Senator SPECTER. Let me ask you to do this. We have a lot of
people to cover in a limited amount of time. Please think about it
between now and Monday, I do not think we are going to argue
this amendment until Monday, and put it in the most crisp, concise
terms you can, as to what you hope to accomplish next year or the
next 3, 4, or 5 years, and how it would impact, just in as strong,
obviously accurate, but strong and as tough a language as you can,
and we will use that on the Senate floor.

Dr. SONDIK. I would be happy to do that.

NHLBI'S CURRENT ACHIEVEMENTS

Senator SPECTER. OK. Dr. Claude Lenfant, the Director of the
National Heart, Lung and Blood Institute, the same question.

Dr. LENFANT. Let me, first address the achievements, and I
would like to cite three for you. The first one is that we continue
to see a decline in the death rates from coronary heart disease,
which, as you know, is the No. 1 killer in this country. And we see
no reason to think that this decline is going to diminish in the
years to come.

The second accomplishment that I would like to cite was, in fact,
mentioned by Dr. Varmus, which is hydroxyurea as a drug to treat
crises in sickle cell disease patients.

As Dr. Varmus mentioned, this study will result in a consider-
able increase in the quality of life for these patients as well as a
considerable reduction in the cost of treating these patients.

The third achievement that I would like to mention is the result
that we have reported this year on the effect of hormonal replace-
ment therapy as a way to decrease risk factors of coronary heart
disease and heart disease in women.

In regard to the question as to what would happen if we had to
be subjected to the reduction in the budget that you mention, let
me mention just one thing. We have been tremendously successful
in reducing the death rate of cardiovascular disease in this country.
In the last 25 years, the decline has been more than 55 percent.

However, we have not been as successful in preventing develop-
ment of cardiovascular disease in these patients.
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And the result is that we find ourselves in this country today
with an ever-increasing number of patients suffering from chronic
heart disease, a condition which is called heart failure, which is a
very weakened heart that incapacitates these patients in a very
significant fashion.

Today, our research gives us the opportunities to address 'this
iseue in a very effective way. We know how to do it. We know
where to go. However, as my colleague mentioned, that will require
a number of resources.

Sure enough, we could divert some of our resources to do some
of that work, but the net result is that it would be done very slow-
ly, and at the same time, increasing the burden resulting from this
disease.

I might mention one other thing. The work that was reported to
you on the hydroxyurea was in adult patients. There is now good
evidence that the same result could be obtained if the treatment
were started earlier in children, but that has to be tested. And to
do it would require initiating a new set of studies.

Senator SPECTER. Before we go any further, let me yield now,
without taking any more time, to my distinguished ranking mem-
ber, Senator Harkin.

Senator HARKIN. I appreciate it very much, Mr. Chairman.
Well, we are all wrestling with these budget problems. Is it your

intent, Mr. Chairman, to go on around?
Senator SPECTER. Well, I am interested in doing that, subject to

time limitations. I am not quite sure.
I do not want to foreclose your questioning or Senator Mack's

questioning, and it may be that a better approach would be to get
the responses in writing. I am not quite sure, as we work through.

We all have an awareness of enormous achievements, and ongo-
ing research, and very optimistic expectations, or hopeful expecta-
tions, and I know that they cannot be quantified, and I understand
that cures are not possible to predict, but to attract the attention
of Senators is a tough matter.

It has to be very brief and very pointed, and even beyond attract-
ing the attention of Senators, to attract the attention of the news
media is even tougher on the sound bites and the brief reports.

But if we could put together a table, from the kind of expertise
we have here, as to what this funding has done, that is, in terms
of accomplishments, and how you see a 10- or 16-percent cut affect-
ing what you hope to accomplish in the next year or the next 5
years, as to what it means individually, talk about cancer, every-
body is scared to death, breast cancer, scared to death, coronary,
terrified, and that is what it takes to make the argument to pre-
vail.

So I am really trying to see our way through here as to how we
may proceed. And I think Senator Harkin, it may be better to get
it in writing, and to have a more generalized discussion now.

Senator HARKIN. I appreciate that, Mr. Chairman, and I would
hope that in your charge that, here again, we are dealing with
basic research, and a lot of times it is hard to quantify basic re-
search. Basic research is basically opening doors.

We do not know what is behind those doors. So I would hope that
Dr. Sondik, in your response, that you can address what can be ac-
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complished, if we do not have cuts, I know it is tough sometimes
to translate this into hard facts.

I always liken the kind of research that all of you do is that you
have 10 doors, you do not know what is behind them. You have
some ideas and can speculate about what might be behind them,
but we do not know.

We can open one door, and that leaves nine that we did not look
behind. Now, maybe you are lucky, maybe that door you opened
might lead to something. Odds are, maybe it will not.

Now, obviously, the ultimate would be to open all 10 doors. We
do not have enough money to do that. So are we going to say we
are going to open five, six, or seven, or are we going to go down
to two or three?

So I think the charge that we have to give to our colleagues in
the Senate is to say look, you knowI am going to tell you one
thing, you are not going to get the cures for Alzheimer, and can-
cers, and heart disease, and AIDS, if you do not open any doors.
I can assure you that.

Now, can we assure you if you open one? I do not know. But you
figure the odds. If you only open 1 door out of 10, you figure the
odds.

If you open 10 out of 10, the odds are pretty high, with the kind
of skills, the kind of insights we have now, especially in genetics,
that we will find it, and we are getting very close. We are isolating
these genes right now.

Again, I do not want to go on too long, Mr. Chairman, but I liken
where we are right now as to when Enrico Firmi built the first nu-
clear reactor at the University of Chicago.

Now, they did it, but they did not know what it was going to lead
to. They really did not know. And then the immense amount of re-
search that we put into that after thatand I do not mean just in
the weapons side, I mean in everything else dealing with the whole
area of exploring the atom, and what that has led to in our own
lifetime.

I think that is where we are right now in biomedical research.
We have discovered a sort of chain reaction. We know what is hap-
pening, and now we really have to put the oomph behind it, in the
terms of the research, to open these doors.

We need the hard sell for the sound bite. We need the hard sell
to reach the newspaper writers, if it is to get in that one little sen-
tence. You can point to accomplishments that you have had in the
last 50 years. Those accomplishments came about after basic re-
search.

We did not know what was going to happen in many cases. And
so, again, I think in the accomplishments, we have to talk about,
with adequate funding, what can we do in terms of getting re-
searchers, the kind of qualified people that we need, the future
Nobel laureates.

We do not know where it is going to lead us, but will it answer
some basic questions that we have? We do not know wh ere it is
going to lead.

So those, I think, are also accomplishments. If we can attract
some of the brightest young people in our country to get into the
field of research, I think that is an accomplishment.
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I do not think it has to be quantified beyond that. If we can say
that we have these 10 doors, and if we keep up the funding we will
open up 6, rather than 3. Personally, I do not think you have to
go beyond that, in terms of basic research. That is an accomplish-
ment in itself.

So I hope in your response that you will point that out, accom-
plishments in the areas of basic research.

Well, I did not mean to go on like that, and I did have some
other questions, Dr. Varmus, about cuts in FTE's. I just want to
ask one question about that.

In the cuts, who is going to be cut? If the cuts that I see here,
as proposed, in 2,609 FTE's, from NIH's 1993 base of $17.448 bil-
lion, who is getting cut? Do we cut out duplicative administrative
personnel, or are we going to cut out research personnel in the in-
tramural program?

IMPACT OF CUTS IN FTE'S

Dr. VAR.mus. We are taking almost all our cuts from the adminis-
trative side. We ant.icipate no more than a 5-percent reduction in
our scientific staff, and a much heftier reduction in our administra-
tive staff.

We are under ceiling at the moment. We are streamlining many
of our processes. We do not expect to require any layoffs at all.

We believe that within the natural attrition rate, with the
streamlining that has been made possible through the reinvention
of government, that we will be able to make NIH much more effi-
cient as an administrative structure.

Senator HARKIN. I assume that you are talking about consolida-
tion of functions.

Dr. VARMUS. That is correctestablishing competitive service
centers and simplifying through computer programs.

Senator HARKIN. Did you say a 5-percent cut in your scientific
personnel?

Dr. VARMUS. That is correct. Overall, we are obliged by the OMB
to take a 15-percent reduction in our overall staff, but we are try-
ing to minimize the effect on the scientific work force.

Senator HARKIN. In other words, after you have cutis what you
are telling me that after you cut and after you consolidate the ad-
ministrative personnel, you still need to cut some more, is that
what you are saying then?

Dr. VARMUS. Yes.
Senator HARKIN. And that translates into about 5 percent, cor-

rect?
Dr. VARMUS. That is over several years.
Senator HARKIN. How many years?
Dr. VARMUS. I think it is 5.
Senator HARKIN. So a 5-percent cut over 5 years, correct?
Dr. VARMUS. Yes; we can manage that within the usual attrition

rate. We are, at the moment, under our ceilings. We are recruiting
very actively and bringing talented new investigators onto campus.
We do not feel that we are constrained by these numbers.
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IMPLEMENTATION OF IOM REPORT

Senator HARKIN. Well, that is good. I have one last question, Mr.
Chairman, if you will indulge me. I just have a question for Dr.
Cowdry, at the National Institute of Mental Health.

I requested about 3 years ago that you contract with the Insti-
tute of Medicine [IOW to assess what needs to be done to prevent
mental illness.

IOM has now issued its report called: "Reducing Risks for Mental
Disorders, Frontiers for Preventative Intervention Research," and
has found two areas to be of prime importance.

We just had a breakfast the other morning on brain research. I
know that the chairman of the Budget Committee is also very
much interested in this.

But, Dr. Cowdry, to implement the key recommendations from
the Institute of Medicine, this subcommittee recently heard from 14
national organizations asking that NIMH seriously consider an in-
crease in the B-start program to train a cadre of mental disorder
prevention researchers, and asking NIMH to take a larger role in
the coordination of Federal prevention research that now exists
across 23 agencies.

Would you comment on these two requests that we have received
from these organizations?

Dr. COWDRY. Certainly. I would be happy to, Senator Harkin.
First of all, the report from the Institute of Medicine, I think was
quite remarkable.

It conveyed the kind of progress that has been made in the last
decade, developing a science of prevention that involves controlled
trials of specific interventions and disorders. To date, this has been
accomplished in the areas of depression and conduct problems
among children and adolescents, and has explored what the factors
are that can change the occurrence either of depression or of behav-
ioral difficulties, particularly aggressive behavior in children and
adolescents.

There is certainly potential for further progress in this area. One
of the key IOM findings concerned the difficulties of attracting peo-
ple into the area. I think there are two areas in which, even with
budgetary constraints, we could Make some progress.

One is in the B-start program. We funded that, I think, quite
generously. Over the past year, for example, we increased it up to
approximately $1.5 million. This provides small grants in the be-
havioral sciences for pilot studies, usually by young investigators
just entering the field.

We would try to do what we can, although quite frankly, I think
that with the budget picture that is currently being projected, there
is not a lot that can be done. It is possible, however, that we can
do something in terms of what we currently devote to career mech-
anisms.

Where we end up next year with the budget will determine
whether we can make any progress or whether we will be fighting
to maintain the kind of effort that we have had over the last few
years.
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REMOVAL OF CRADA PRICING CLAUSE

Senator HARKIN. I appreciate that, Dr. Cowdry. Last, Dr.
Varmus, I just want to commend you for removing the pricing
clause on the CRADA's, the public health service.

I hope it will be regarded by the industry as a commitment by
NIH to improve the transfer of technology between Federal and
commercial laboratories.

Mr. Chairman, I will abide by your wishes. I have a lot of ques-
tions for Francis Collins, and I had some questions about the ge-
nome project that could go on for some time. Perhaps we can get
those in writing.

Senator SPECTER. Thank you, Senator Harkin.
Senator Mack.

IMPORTANCE OF MEDICAL RESEARCH

Senator MACK. Thank you, Mr. Chairman.
Let me just add a thought or two to the materials that the chair-

man has asked you to gather together for us in our effort in the
next week to make a case about why there ought to be higher lev-
els of funding.

A couple of years ago I read Dr. Stephen Rosenberg's book "The
Transform Cell," and I think I learned a fair amount of science
from it. What really struck me about the book, as a layman who
had very little scientific knowledge, was how interested and how
captured I was by the book.

Now, the point I am making is that Dr. Rosenberg tied the var-
ious research projects with which he was involved to patients, and
that has a tendency to hold people's attention.

So I would say to you when you are providing information to
make the case about the importance of medical research, if we can
have stories that touch on the effect it has on real people, it makes
our case a lot easier.

In some of the reading that I have done on the, I do not know
whether to call it P-53, either gene or protein, I mean it strikes
me as holding just tremendous promise.

I go back to the issue of how to present this from the standpoint
of what potential losses if we have to limit funding. For example,
if we are doing 800 research grants now on P-53, and we may go
to 200 or 400, there may be a whole area with respect to research
on P-53 that would have to be eliminated, and how that would
play out.

So, again, I would just encourage you, wherever you can find the
ability to tie it into what it means to somebody's friends, some-
body's family, it would be very, very helpful.

Dr. Varmus, I think you have submitted some names for the next
director of the National Cancer Institute.

Do you have any ideadid the White House give any indication
as to when they are going to make a decision on that?

STATUS OF NCI DIRECTOR SEARCH

Dr. VARmus. Yes; we expect to have the new director in place on
August 1. I am not free to divulge the name of the candidate.
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Senator MAdic. Again, is there any indication as to when we
might have some idea of who that candidate is?

Dr. VARMUS. I think within the next 4 weeks.

ONE PERCENT TRANSFER

Senator MACK. All right. Dr. Varmus, last year, the Congress au-
thorized the Office of the Director to transfer up to 1 percent of
each Institute's budget for activities which you may designate.

In the budget justification documents, it was stated that the NIH
was forwarding documentation through HHS channels, proposing
transfers in 1995. I have a couple of questions there.

Has the documentation been transmitted to HHS, and have you
notified Congress of these changes?

Dr. VARMUS. We have discussed the changes with Congress, with
the House committee. The papers were sent to the Department.
They are still in the Department.

Senator MACK. Is it possible that you could give us a brief de-
scription of how the transferred funds were going to be used?

Dr. VARMUS. Yes; it is. We are going to transfer a fairly limited
number of dollarsthe total is something on the order of $8 mil-
lion. The initiatives include a proposal to map the rat genome, ba-
sically, to do genomic research with the rat.

This proposal would be administered by the National Heart,
Lung, and Blood Institute [NHLBI]. There is a DNA sequencing
project that would be carried out by the NCHGR, and an initiative
that is jointly shared with the NCRR and the NIGMS to acquire
small-angle x ray scattering devices.

We have worked these proposals through together, as a confed-
eracy of organizations, discussed this in a communal fashion with
all the Institute directors, brought advisers from the extramural
scientific community together to consider the list of possible
projects for transfer, and we have agreed to these three, which we
believe are scientifically appropriate.

We hope that the paperwork can get all the way through soon,
so that we can make the transfers. I am as anxious about the pa-
perwork moving slowly as you are.

REPROGRAMMING

Senator MACK. The only thought that I would toss out at this
moment is whether we should consideras I understand it, when
reprogramming takes place in other areas of Federal expenditures,
generally, that reprogramming is worked with the appropriate com-
mittee.

Do you have any thoughts with respect to that suggestion
Dr. VARMUS. Well, I would be
Senator MACK [continuing]. Besides maybe you want us to stay

out of it?
Dr. VARMUS [continuing]. I would be pleased to discuss them

with this committee, but they also need to go through the Depart-
ment. It is also very important for the Institutes to know when the
money is going to be moved, because they have to take the trans-
fers into account when they do their own budgeting for 1995, which
is more than half over.

noart



328

We need to find some way to move this process more quickly, be-
cause we made our decision some time ago, and we do not have the
money ready to move. I am sorry about that.

ETHICAL CONCERNS REGARDING HUMAN GENOME TESTING

Senator MACK. If I could address another question or two with
respect to genetic testing. It was my recent pleasure to spend sev-
eral hours with Dr. Collins and his team at the National Center
for Human Genome Research. It was well worth the time and the
effort.

And as you know, Dr. Collins, there has been considerable debate
about human genetic testing. Some believe it would be unethical to
deny people the knowledge of knowing if they are at increased risk
for diseases such as breast cancer.

Others believe it is too soon to be conducting human tests on a
wide-scale basis, that it is not clear if patients would be helped or
harmed by this knowledge.

I would be interested in knowing your collective opinions. When
I say that, I am referring to Dr. Varmus and whoever might want
to respond to that question.

Dr. COLLINS. I would be happy to respond. Sorry about my voice.
I would not want you to think the genome project has lost its voice,
but it is a little muffled today.

You have put your finger on a very important issue. The ability
to make predictions about susceptibility to future disease is very
powerful information.

I believe it is not inappropriate to compare that kind of testing
to what happens when you develop a new' drug. After this sort of
discovery you should figure out its efficacy and its toxicity before
you apply it to the general public.

Cancer predisposition testing can be enormously beneficial, if it
points out to a particular person that they are at risk of an illness
that they might avoid by lifestyle changes or careful medical sur-
veillance. That is the promise of this testing for BRCA-1, colon
cancer, and melanoma, and we are all very excited about that fu-
ture.

But at the same time, we are not yet smart enough to survey a
large gene when you find a mispelling, and, to know immediately
that this mispelling confers a high risk of disease, a low risk, or
no risk at all.

Until we have better answers to such questions, it would prob-
ably not be a good idea to have this testing offered to everybody
coming in for a check up.

Therefore, we believe stronglyand this is supported by
consumer groups like the National Breast Cancer Coalition, with
whom we have worked closely in developing these guidelinesthat
such DNA testing ought to be studied initially as part of a series
of pilot research projects, to find out how to do it right, how to edu-
cate people sufficiently so they can decide whether or not to take
such a test. Then, if they have the test, we must learn how to coun-
sel them about the consequences, and give them advice about what
medical steps they might take.

In that regard, we have recently established a task force on ge-
netic testing, which is chaired by Dr. Tony Holtzman, of Johns
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We believe those increases have been very well justified, and Dr.
Lindberg has had the central role, nationally, in developing the use
of computers to revolutionize the way medical care and research
are carried out.

I will be happy to have Dr. Lindberg comment further about his
streamlining activities, which have been considerable.

Dr. LINDBERG. Senator, thank you very much for your concern
with the library and its budget. I agree, of course, with what Dr.
Varmus said.

And actually, in fact, during that period of time, the amount of
money to support basic library services, and two-thirds of the budg-
et really is service to the Nation and to our overseas partners, has
not changed at all.

It has barely kept up with inflation, a similar situation to other
NIH Institutes. So virtually all of the increase has been in funds
that are designed to support the high-performance computer and
communications initiative.

Virtually, all of those moneys have been used to help the bio-
medical enterprise in the \United States, scientists and health care
providers, to participate in and benefit from those new computers,
and the internet, and the communications capability that this ad-
ministration and the previous administration created when the
Congress created that program.

The net' result of this is that medicine is starting to get a real
lift from the investment of Energy, Defense, and the other major
research industries and agencies.

Telemedicine is a major example. This is allowing us to, we
think, give expert care to even the most remote areas and even the
most underserved populations.

Computer-based patient records is another example of this, as is
the visible human a digital three-dimensional piece of anatomy,
now available, essentially, to every school and every researcher in
the country through the internet.

So with those funds, we can say that 75 percent of all academic
medical center, libraries, are now attached to the internet, but we
have to regrettably say that only 25 percent of community hospitals
are attached.

We would like to continue to put that program forward, so that
all segments of the economy and all areas of the country have that
benefit.

CRYPTOSPORIDIUM RESEARCH

Senator KOHL. All right. I have one other question, and that is
on cryptosporidium. I have a particular interest in this, because we
had an outbreak, as you probably know, in Milwaukee, and, lost
100 people a couple of years ago.

I am not satisfied that we are doing enough to prevent another
outbreak, whether it is in Milwaukee or anywhere else. I wonder,
to what extent is the NIH coordinating with the EPA on research
activities? What can I bring back to my Milwaukee constituents
with respect to what we are doing to sge to it that cryptosporidium
is laid aside in our society once and for all?

Dr. VARMUS. We do have efforts in cooperation with the CDC.
Perhaps Dr. McGowan would like to say a word or two about that.
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Dr. McGowAN. Yes; we are collaborating with the CDC. As you
might understand, our efforts in cryptosporidium actually go back
to the initial days of AIDS research, where in AIDS patients,
cryptosporidium represented a problem.

So we have a very small-scale effort to try to grow the organism
and to try to identify drug treatments. But it is a small-scale effort
at this point in time, and the efforts by CDC are mainly a survey
effort around the country. So there is not a large massive program
ongoing on cryptosporidium. It is only a small research program at
this point in time.

Senator KOHL. You are not doing overly much with
Dr. McGowAN. No; it is a small series of research projects, main-

ly looking at animal model systems to grow cryptosporidium and to
develop tests that will allow us to see whether or not we could get
a drug to treat it better than we currently can.

Senator KOHL. You have had no cooperative work with the EPA
on this.

Dr. McGowAN. We interact with the CDC and EPA, but I cannot
tell you at this point in time the degree of that interaction.

Senator KOHL. I would like to work with you to see what we
have done and what we can do.

Dr. VARMUS. We will submit a statement for the record that de-
tails all the activities that are ongoing and planned.

Senator KOHL. I would very much appreciate that. Thank you
very much.

[The information follows:]

NIAID SUPPORT OF RESEARCH ON CRYPTOSPORIDIUM

The NIAID supports research to develop new immuno- or chemotherapeutic inter-
ventions for treatment of Cryptosporidiosis. This research is conducted by investiga-
tors working at universities, hospitals and companies throughout the U.S. Investiga-
tors are studying the effectiveness of antibody-containing bovine anti-
Cryptosporidium immunoglobulin, as well as ways to enhance its potency. These
studies include development of methods for the immunization of calves, likely to be
a major reservoir for the parasite in the U.S., which may also yield clues for even-
tual development of vaccines for at-risk patient groups. Related research involves
the study of immune mechanisms that protect the host against parasite invasion
and growth.

Cryptosporidiosis is also believed to be a common infection in U.S. daycare cen-
ters. Research conducted through NIAID's international centers program has shown
that cryptosporidial infection is a major cause of persistent diarrhea in children.
This research seeks to better understand the interactions between environmental,
host and parasite characteristics which lead to clinical disease in children. These
studies of high risk populations of children in Brazil and the Middle East are also
assessing the therapeutic efficacy of bovine anti-Cryptosporidium immunoglobulin
as well as a new antibiotic, azithromycin, for treatment of cryptosporidial diarrhea.

The results of these studies could be very relevant to treatment of potential out-
breaks in the U.S. similar to that which occurred in Milwaukee. Another drug,
parmomycin, is being tested against cryptosporidiosis in several AIDS Clinical
Trials Units. In addition, much basic research is directed toward design and devel-
opment of new ..and better drugs for cryptosporia. These efforts also include the de-
velopment of better culture systems and animal models for screening of new drugs

To integrate NIAID-supported research activities with ongoing efforts of other fed.
eral agencies, NIAID staff participates in the "Working Group on Waterborm
Cryptosporidiosis". This group includes representatives from the CDC, EPA, USDA
and several other public and private groups, and collaborates with CDC staff in ti
organization of workshops and meeting symposia.

5



330

There are many tasks that are involved here. It is not quite so
simple to reduce our staff and assume that we will still be able to
carry out the necessary functions of an agency that does as much
scientific research as we do.

Senator KOHL. Did you want to respond to that Dr. Paul?
Dr. PAUL. The responsibilities of the Office of the Director are

important. As you know, the Office of AIDS Research is under the
Office of the Director, and we have very substantial responsibilities
there.

We are overseeing the AIDS budget, and, of course, while we are
trying to do that with as few personnel as possible, inevitably, to
steward those funds carefully, it requires that talented people be
brought to bear. So I would have to support entirely Dr. Varmus's
statement.

Senator KOHL. Well, I guess, there are 700 people. Do you know
whether compared to a year ago or 2 years ago if it is less, the
same, or more?

Dr. VARMUS. I believe it is somewhat less, but Dr. Kirschstein
could probably provide you with

Senator KOHL. Dr. Kirschstein?
Dr. KIRSCHSTEIN. I do not have the precise numbers, but it is

less, sir. And furthermore, we have asked all of our Institutes, and
we, in the Office of the Director, are studying our organizations,
and we will have streamlining plans presented to an overseeing
group, we call it the resource allocation group, by sometime early
in June.

We will be studying those and moving toward whatever effi-
ciencies we can accomplish.

But I would like to echo what Dr. Varmus says, and say that we
have had other offices put in place in the Office of the Director, for
example, by statute. We have a new Office of Dietary Supplements,
that we have to set up.

We had an Office of Alternative Medicine. We have an Office of
Minority Health, an Office of Women's Primary Health Research.
So those are offices that must be staffed.

NLM BUDGET INCREASES

Senator KOHL. All right. I would like to ask about the Library
of Medicine for a moment. The budget for the National Library of
Medicine has grown dramatically over the last 4 years.

It has increased by $35 million. Now, we understand how impor-
tant the function of the library is in providing information, but I
am concerned about our ability to sustain these costs and maintain
the library's critical function.

So are we looking at ways, for example, to expand public-private
partnerships? Are we looking at user fees? What is it we are going
to do to see to it that the budget for the National Library of Medi-
cine does not continue to grow so fast that we are forced to do
something we do not want to do?

Dr. VARMUS. As you know, Senator, the Library of Medicine has
had a major responsibility in developing high-performance comput-
ing, which is providing a major service, not only to the scientific
community, but to the health care community, through
telemedicine, and many other functions.
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Hopkins University, and which has representation from profes-
sional geneticists, from consumers, from a number of government
agencies that are involved in oversight of genetic testing, like the
FDA and HCFA. This task force, which had its first meeting a
month ago, is wrestling with this whole array of issues, and in-
tends, within 18 months time, to come forward with very concrete
policy recommendations about how to oversee this very exciting,
but potentially challenging area of science.

I think we are on track with this, but I think you are right to
point out that this is a delicate area.

Senator MACK. Thank you very much.
Senator SPECTER. Thank you very much, Senator Mack.
We have just been joined by Senator Kohl.
Senator KOHL. Thank you.
Senator SPECTER. Do you care to ask any questions at this time?

INITIATWES TO ELIMINATE INEFFICIENCIES

Senator KOHL. Thank you. Yes.
Dr. Varmus, we need your help in coming up with alternative

sources of funding to sustain biomedical research and find ways to
cut inefficiencies at NIH.

Are you prepared to make any recommendations to help us elimi-
nate inefficiencies with the NIH and generate new resources, so
that important biological research is not compromised?

Dr. VARMUS. Well, sir, I do not believe we are a grossly ineffi-
cient agency. We believe there are some minor inefficiencies which
we are trying very hard to improve through a number of initiatives
that fall within the domain of reinvention of government.

We are streamlining many of our administrative activities, we
are bringing together units that serve separate institutes to provide
service centers.

We are looking very carefully at our supervisor to supervise ra-
tios. We have met as an administrative unit across the Institutes
to look for ways-to improve the efficiency of our activities.

But overall, our management costs for grants administration are
low, and the vast majority of our funds go to support either intra-
mural research on the campus, or to the universities and private
research institutions around the country, where NIH-supported re-
search is done.

We believe we very efficiently get money to our grantees and to
our intramural investigators.

REDUCTION IN THE OFFICE OF THE DIRECTOR STAFF

Senator KOHL. I notice that you have 700 people, I believe, who
are in your office, 700 people in the Office of the Director.

Have you thought about, or do you intend to do something to re-
duce the number of people who work in the Office of the Director?

Dr. VARmus. Yes; we are reducing that somewhat, but we do
have a large number of responsibilities that need to be carried out,
including careful management of an appreciable number of dollars,
reports that have to be prepared for the administration and for
Congress.
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EFFECT OF BUDGET REDUCTIONS

Senator KOHL. Mr. Chairman.
Senator SPECTER. Thank you, Senator Kohl.
With respect to the questions, and Dr. Varmus, if you would help

us by collecting them, say, by Monday, getting them to us by Mon-
day, noon

Dr. VARMUS. Absolutely.
Senator SPECTER. With the thought that we will not have an

amendment before that time.
These are the questions which we would like to have answered.

No. 1 is: Identify your recent major achievements. No. 2: To the ex-
tent you can project over the next 5 years, what do you reasonably
expect to achieve? And question No. 3: What will the effect be of
a 10-percent budget cut?

Dr. VARMUS. Senator, if I could make a 1-minute comment about
Senator Hatfield's metaphor?

Senator SPECTER. Sure.
Dr. VARMUS. We have built over the 50 years, 26 lumber mills,

staffed with extraordinary people, producing large amounts of fresh
lumber, that then gets fed into carpentry shopsbiotechnology
companiespharmaceutical houses, as fresh knowledge harvested
from the forest.

I think it is important, as we think about the effects of these
cuts, to remember that they will markedly reduce our ability to go
and cut more trees. As we take apart those shops as a result of
these cuts, we are going to have a very difficult time recruiting new
lumbermen, and doing all the things required to keep these active
shops a healthy investment that has been created over so many
years.

The repercussions of what is planned for next year will be felt
for not simply 5 years, but for a long time in the future.

Senator SPECTER. Well, you do not have to persuade me beyond
the lumber mill example.

Dr. VARMUS. I understand.
Senator SPECTER. If you have a better way of quantifying the

kind of information we are looking for, I think you know what we
are looking for, we would be glad to have your suggestions and
your thoughts on them.

We are just looking for something as tangible as we can to put
perhaps a dear colleague letter, or a news release, or to say on the
floor, because right now the sentiment in the Congress is to be
very, at least somewhat unresponsive to generalizations, although,
I certainly understand what you are saying.

FUTURE OPPORTUNITIES FOR YOUNG RESEARCHERS

Let me ask you one final question. The question relates to the
opportunities for young research scientists, recent graduates, as op-
posed to people who are more established in the field.

Do you have some way of recognizing the applications of the re-
cent arrivals in the -scientific community with some special alloca-
tion?

Dr. VARmus. We do. And that is a particularly important ques-
tion. I am grateful to you for asking it. When we say the average
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success rate is now roughly 24 percent, we have to recognize that
within that 24 percent, there are some people who have a much
higher rate, others have a lower rate.

For example, those who are competing for renewal of existing
grants have a considerably higher success rate than do new appli-
cants. After all, they have already had a grant. They have already
been approved. They have already had a chance, unlike new appli-
cants who have not had a grant before.

The rates also differ among Institutes and among different dis-
ciplines. We would anticipate that those discrepancies would con-
tinue to exist, and that they would have a particularly devastating
effect upon new investigators.

This morning at the event in which you participated to discuss
the dilemmas proposed by the cuts at NIH, there was a young
woman from Johns Hopkins University, who has been training for
nearly 15 years to do biomedical research on cystic fibrosis.

She has just accepted a job at the University of Pittsburgh, in
your State, and she would like to have a chance to reap the bene-
fits of the training that she has had as a graduate student and
postdoctoral fellow.

She enters biomedical research in this year. If there is a 10-per-
cent cut in the NIH budget, I think her chances of being funded
are probably about 1 in 20 or less.

That is a very destructive signal, not only to somebody who has
been through that training, but also to someone who is in a high
school biology class, being turned on by the prospects of genetics
or work in the nervous system, or someone who is contemplating
a career in biomedical research.

Senator SPECTER. But you do now take a special look at the
young scientist, the young researcher, correct?

Dr. VARMUS. We take a look, and we have some special grant
mechanisms, but we also know that those people, on the whole,
have a disadvantage, compared to those who already have an es-
tablished track record.

Senator SPECTER. Well, that poses an issue in which you need
some balance on, to give them perhaps a little extra consideration.

Senator Mack raised a very important question when he talked
about the gene research. There are so many things we could talk
to you about. We are running somewhat late, and we are tying up
medical research in a big way by keeping all of you in this hearing
room unduly.

The subcommittee .is considering having a special hearing on a
subject which was on the front page of the New York Times just
last Saturday, with a major headline, "Religious Leaders Prepare
to Fight Patents on Genes. The U.S. asked to reverse a 15-year pol-
icy, the foundation of the biotechnology industry."

So we are going to be, we hope, doing some more intensive study
on that. That is a subject I would like to get into today, but be-
cause of the late hour, I think it might be better suited to do a spe-
cial hearing on it.

Well, we thank you very
Senator HARKIN. Could I just have 1 minute?
Senator SPECTER. OK. Senator Harkin has 1 minute.
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IMPACT OF REDUCED FUNDING ON THE HUMAN GENOME PROJECT

Senator HARKIN. Thank you, Mr. Chairman.
With regard to what the chairman is asldng, specifically, with

the gene project, Dr. Collins, this subcommittee, over the last sev-
eral years, has been proactive in increasing funds for the human
genome project.

With your predecessor, Dr. Watson, I continually asked why it
was going to take so long, and he tried to explain it to me. I do
not know that I fully understood it.

But a couple of years ago, with recent breakthroughs, it was my
understanding that the timeframe, and I asked you that in the
past, that the timeframe was collapsed for the entire mapping and
sequencing.

What will this reduced funding mean, in terms of the time length
now?

Dr. COLLINS. 2005 is the original goal.
Senator HARKIN. But that collapsed down somewhat, did it-not?
Dr. COLLINS. We now are talking about 2001 or 2002.
Senator HARIUN. Will this decrease in funding extend that out?
Dr. COLLINS. It absolutely will extend the completion date. Those

dates were calculated under the assumptions of continuing support
of the project.

The human genome projectwhich I think this committee de-
serves a great deal of credit for supporting and seeing the vision
of, at a time when not everybody else didhas been going remark-
ably well.

We now have a terrific genetic map of the human, thanks in
large part to the Iowa Genome Science and Technology Center. We
also have an increasingly wonderful physical map, a set of overlap-
ping clones, which is going to be completed a good 2 years ahead
of schedule.

But it is now time to turn our attention toward sequencing, to-
ward getting every single A, C, G, and T.

FUTURE FOR HUMAN GENOME SEQUENCING

Senator HARKIN. The mapping will be done, I guess, next year,
is that right?

Dr. COLLINS. Essentially.
Senator HARKIN. Essentially.
Dr. COLLINS. The sequencing has been awaiting the opportunity

to have the budget that it needed in order to ramp up.
The maps were so important, that everybody felt we had to get

those done first. This priority was because the gene hunters needed
these maps to find all those genes that you read about every month
that are now turning up. Genes are coming in great profusion now,
as a result of these maps.

Furthermore, the sequencing technology had to mature to the
point where you could actually imagine doing 3 billion base pairs.
The capability to do this is now maturing, whereas a year or two
ago, people were a little nervous about whether we could actually
do this part.

There is growing confidence in the community that not only can
we do it, but we can do it early. There are realistic scenarios on
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the table to get the sequencing done by the year 2001, at least
about 99 percent of it..

In fact, NCHGR has issued a request for applications to invite
proposals from investigators who would like to do human sequenc-
ing on a fairly ambitious scale. We are also encouraging other in-
vestigators who would like to improve the technology further, scale
it down to the size of a credit card, instead of something big that
sits on the lab bench.

There are clearly several groups that are ready to do this se-
quencing. The teams are assembled, and we were pleased that one
of the NIH 1996 budget initiatives is devoted to DNA sequencing.
This increase is to support that kind of effort.

This is a critical time for the human genome project. If it is not
possible to ramp up, the teams will be demoralized and may dis-
band. The people who do all the door opening will wonder if door
opening is a good thing to spend their life on, or should they do
something else.

Furthermore, it is an international project. It is also internation-
ally competitive. If the U.S. loses its nerve to maintain its lead, I
can promise you that other countries will step in.

The Japanese genome project has been growing by 15 to 20 per-
cent a year. It does not take a mathematician to tell you that if
one line is flat and another is rising, they will intersect. And clear-
ly that would be, for American biotechnology, an unfortunate out-
come.

I think we are all quite worried about this. Here is a concrete
example to answer Senator Specter's question, what would be the
consequence of a 10-percent cut? For NCHGR, it would be our new
sequencing initiative. Those are the new grants that we would
fund, the ones that will drop from approval rates of 24 percent,
down to 5 to 10 percent or less. We will not be able to do' sequenc-
ing, except on a very modest scale.

This historic opportunity, of reading our own blueprint, will thus
have to wait a while longer, and maybe somebody else will do it.

Senator HARKIN. Mr. Chairman, I do not know what the outcome
of this whole budget thing is going to be, and what our appropria-
tion is going to look like next year for NIH, and I do not mean to
exalt one provision or one Institute over another, they are all very
important, but this project of mapping and sequencing the genes is
the foundation for all the Institutes, for everyone at this table.

Again, what it is going to lead to, I do not know. Maybe a lot
of people do not know. I think in every institute here, there is
going to be something that they are going to look at in the human
gene to further expand upon their knowledge, whether it is in can-
cer, or in eye research, or hearing research, or diabetes.

I just hope, Mr. Chairman, there is some way that, however this
whole thing ferrets out, that we somehow, I do not know how we
will do it, but I would like to make sure that we do not slow down,
and we somehow keep that effort going.

I share with Dr. Collins his view that if the genome project is
cut, the teams are going to be assembled, the whole sequencing
project that can be done, will be set back. I think the project can
be completed even more rapidly than 2001, but we can argue about
that, because there are some efforts in the private sector that I
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think will help in that, too, but I just hope that we can keep this
effort going, Mr. Chairman.

Senator SPECTER. I hope we can, too, Senator Harkin. We could
restate that hope probably all around the table.

Senator Mack, last question?

ATAXIA RESEARCH EFFORTS

Senator MACK. Yes; thank you, Mr. Chairman.
I would like to pose this question to Dr. Hall. The fiscal year

1995 Senate appropriations bill contained language encouraging
the NINDS to continue research on the rare childhood disease,
ataxia [AT].

I am grateful you included AT in the grant for neurogenetic dis-
orders of childhood. Many scientists believe that AT research may-
hold answers about the link between cancer, immune deficiency,
and neurological degeneration.

Is the science far enough long to fund the requests for applica-
tions grant dedicated solely to AT research?

Dr. HALL. We have some important clues. We know that AT can
result from defects in any one of four genes, although the diseases
caused by defects in the four genes appear to be clinically indistin-
guishable.

As you know, we think it is a defect in DNA repair, and the de-
fect affects particularly cells in the cerebellum, which cause move-
ment disord.ers in young children, hence the name ataxia. Why
these cells are at risk, we do not know.

We have made important progress in related movement dis-
orders, and a number of the genes for these diseases have now
been cloned. We are sponsoring research aimed at cloning genes for
AT itself.

As you also know, because it is a DNA repair enzyme, these chil-
dren, and, in fact, the carriers of the disease, their mothers, are
often at riskthe children for cancer, the mothers for breast can-
cer. So it is a general problem, in that sense.

I would point out that the first step is cloning the gene, and once
we do that, then it is a problem in nerve cell biology, to understand_
why that defective gene leads to disease.

It is not always apparent, so it requires an effort by Dr. Collins
and his coworkers, and the people we sponsor, to actually finding
what gene is defective, and then we have to carry out the hard
work to find out what that gene does to make these particular cells
die.

It is also a point in which we intersect the interest of NCI, be-
cause of the increased incidence of cancer, and so we hope to work
with them and with the genome center in working out what the
basis is.

We have worked with the Children's AT foundation to sponsor a
meeting which was held last summer. There was a clinical meeting,
in January, which we have also been in touch with them about.

So we continue our interest in the disease. We have not put out
an RFA for AT specifically, but it is included in RFA's for childhood
genetic orders and also for movement disorders. So there is a lot
of work going on in that area, and we are very hopeful about the
results.
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Senator MACK. Well, I appreciate those comments, and I appre-
ciate the attention, and we will just keep working with you on this
issue.

I thank you for your comments.
Dr. VARMUS. Thank you, Mr. Chairman.

ADDITIONAL COMMITTEE QUESTIONS

Senator SPECTER. Thank you very much, Senator Mack. We will
have a fair number of questions submitted to you, Dr. Varmus,
which will be directed to other members here as well for your re-
sponse in the record.

[The following questions were not asked at the hearing, but were
submitted to the Department for response subsequent to the hear-
ing:]
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ADDITIONAL COMMIrrhE QUESTIONS

PRIVATIZATION OF THE CLINICAL CENTER

As part of Reinventing Government Phase II, DHHS has assembled
a team to look at more cost effective ways of doing business in the
NIH Clinical Center. One of the options the group will study is
privatization of the NIH Clinical Center.

Question. Dr. Varmus, I understand that HHS is looking into
the feasibility of privatizing the operation of the Clinical Center.
What do you see as the pros and cons of this proposal?

Answer. Handing over the entire operations of the Warren G.
Magnuson Clinical Center to the private sector will save
approximately 1500 FTEs by transferring these employees to a private
company. Certainly private management would provide flexibility in
staffing and procurement not possible under current government
regulations. However, having a private company manage the entire
clinical research facility is not the only possible approach that
could be used to improve Clinical Center efficiency. Any major

change in the Center requires careful consideration. A detailed list
of pros and cons follow:

Pros:

Reduces govenment staffing by estimated 1800 FTEs below the FY
1996 President's Budget

Makes it possible to adjust to research needs; allows a higher
level of adaptability to accommodate major program shifa in the
Institute's scientific programs, and permits more timely response to
urgent new initiatives.

Provides relief from federal procurement and personnel
regulations, permitting cost savings in areas such as purchasing (for
example, by permitting the Clinical Center to participate in non-
governmental buying consortia).

Cons:

There is no evidence that contracting such a complex organization
acutally saves money. The NIH experience is that some contracts,
such as those providing physician services, are more expensive than
provision of services in-house.

The Clinical Center undertakes very high risk, long term and
expensive clinical trials. In many instances, efficient operation of
a clinical protocol may differ from the efficient provision of
similar services in a routine clinical setting. If a contractor has
incentives to save money, conflicts may develop around issues of cost
versus scientific standards which could compromise the quality of the
programs.

Some employees may not choose transfer to a private company. This

has the potential to disrupt the NIH through "bumping" rights and
could result in Equal Employment Opportunity and Civil Service
actions.
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Contracting would require dual management systems for contract and
government employees. Current federal contracting rules are quite
specific and restrictive with respect to the interaction between
government and contract employees; this could jeopardize the
relationship between research staff within the Institutes and those
employed within the Clinical Center. Recent problems with
contracting the Clinical Center Dia Radialon Department provides an
example of how dual management of contract and government employees
can create conflict and disrupt the clinical research mission.

Conclusion:

The Clinical Center could benefit from increased flexibility in areas
such as staffing, purchasing and contracting. It is not clear,
however, that full scale private management of the Center would be
the best choice for improving organizational efficiency. Issues
related to employee benefits and rights will require clarification.

The Secretary of DHHS has organized an Options Team to review the
various alternatives for improving efficiency at the Clinical Center.
This team will present a final report to the Secretary through the
REGO II oversight committee by January 1, 1996.

GOVERNMENT AND INDUSTRY SPENDING ON MEDICAL AND RELATED RESEARCH

Question. Dr. Varmus, as shown on the pie chart, total
spending on medical and related research has increased from $10.8
billion in 1983 to $30.8 billion in 1993. During this period, total
government spending has decreased as a percentage of the total, with
NIH spending decreasing from 38 percent in 1983 to 32 percent in
1993. During this time private industry's share has increased from
39 percent to 50 percent. What factors account for the increasing
expenditures by private industry and what implications do they have
for government sponsored research?

Answer. There are several factors which account for this
change. While we have no direct evidence, we believe much of it is
due to the success of NIH's investment in basic research. We think
that this has led to the recent proliferation of R&D-based small
technology companies in the private sector. There are a number of
technological and scientific breakthroughs that lend themselves to
commercialization including: the molecular genetics explosion (PCR
technology, cloning, splicing, site directed mutagenesis, etc.);
monoclonal antibody technology; cell culture technology; advances in
research of the immune,system; designer drugs; and material sciences
(device development). These breakthroughs have led to greater
investments by venture capital and private industry.

There has also been a change in the way industry conducts its
research. In the past, most of industry's R&D was conducted in-
house. Over the past few years there has been a tendency to
"purchase" this research. Industry finds it more productive and less
costly to follow success rather than maintain in-house capability.
Industry has come to depend on the government to fund basic research,
which has led to the tremendous proliferation of technology currently
being pursued. Therefore, the government needs to continue to
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vigorously pursue its efforts in the support of basic research, as
well as applied, in those areas of lesser interest to industry.

GENE THERAPY

The National Center for Human Genome Research is the principal
government agency responsible for locating and mapping the 100,000

genes carried by humans. Errors in genes are responsible for an
estimated 3,000 to 4,000 hereditary diseases, including Huntington's
Disease, Cystic Fibrosis, Muscular Dystrophy, and some forms of

Alzheimer's Disease. Over the next 15 to 20 years, the National
Center for Human Genome Research hopes to develop the tools to
identify the genes involved in both rare and common diseases,
hopefully leading to early detection of and prevention of the

diseases and disorders.

Question. Dr. Varmus, I am familiar with work being done by
Dr. Jim Wilson at the University of Pennsylvania. How many

institutions around the country are involved in genetic research?

Answer. Since DNA is the heredity material of all free-living
organisms, genetics research occupies a central place in biology and

medicine. Thus, genetic research includes almost all of biological
research, from taxonomy and evolution through applied medicine. For

the same reasons, genetics research encompasses a wide variety of
organisms, ranging from bacteria to plants to humans. In this sense,

virtually every academic and research institution in the country can
be considered to be involved in genetic research.

With respect to gene therapy research in particular, NIH has
approved 93 human gene transfer protocols and an additional 11 are

pending approval. These protocols are being conducted in over 35
institutions nationwide, including the program at the University of

Pennsylvania.

Question. The scientist aspects of genome mapping are
difficult enough, without adding the ethical, legal, and social

issues it raises. How confident are you that we will have the wisdom

and the will to manage the information that we discover? Will we be

able to prevent insurance companies, for example, from denying
coverage to a Women with a defective gene for breast cancer? Or an

employer from refusing to hire someone carrying a cystic fibrosis
gene?

Answer. Addressing the ethical, legal and social implication
of such efforts is an integral part of the Human Genome Project. In

fact, approximately five percent of the total NCHGR budget is
earmarked for the Ethical, Legal and Social Implication (ELSIzO
program which is focused on these issues. Genetic privacy and fair

use of genetic information are priority areas of research for the

ELSI program. One ELSI Working Group is engaged in the development
of policy recommendations for use by legislators and regulators, and
this Working Group formed an Insurance Task Force which produced a
report: called "Genetic Information and Health Insurance". The

recommendations included in this report have been forwarded to a
variety of legislators and other policy makers. The ELSI Working
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Group is now exploring other avenues that could lead to protecting
individuals against discrimination in health insurance based on
genetic information.

The ELSI Working Group has also recently formed a second task
force called the Genetic Testing Task.Force. This Task Force is
examining the strengths and weaknesses of current practices and
policies related to the development and delivery of safe and
effective genetic tests and will make recommendations within two
years.

The ELSI Working Group has also raised the issue of whether
genetic-predisposition to disease is protected under the American
with Disabilities Act (ADA). The U.S. Equal Employment Opportunity
Commission's (EEOC) official definition of the term "disability"
includes those individuals with a genetic predisposition to disease.

This year the ELSI Working Group also commented upon model
legislation related to privacy of medical information, which included
language about genetic privacy, and is now reviewing a new model for
privacy legislation. In the coming year, this model legislation will
be made available to federal and state legislators for their use in
analyzing privacy legislation. All of these examples show that the
dramatic genetics discoveries catalyzed by the Human Genome Project
will be issued primarily for public benefit.

Question. Dr. Varmus, it is my understanding the NIH, in
response to a request by you, is presently undertaking a review of
the basic and clinical research related to gene therapy and you have
selected a panel of experts to review the state-of-the-art with
regards to the clinical components of gene therapy supported by the
NIH. Upon review, I am dismayed that this panel does not include
some the Nation's leading clinical researchers on gene therapy, such
as Jim Wilson from the University of Pennylvania. I think that is
shortsighted not to include these individuals as part of the process
which will determine the future direction of research and funding
needs. Could you please provide me what the criteria was for
selection of this panel; whether or not additional experts can be
named to this panel; and, if not, what plans you have for taking the
recommendations of this panel to those experts in the field
conducting research in gene therapy for their consideration?

Answer. I have assembled a panel of outstanding scientists to
review the entire gene therapy research enterprise. The panel's
duties include: (1) surveying the various NIH Institutes and Centers
to see what kind of gene therapy research they are conducting or plan
to conduct; (2) listening to scientists from academic, government,
and industrial laboratories who are leading the development of gene
therapy; and (3) considering NIH-supported research programs in the
context of investment made by other institutions and industry,
including the biotechnology industry.

I have selected as members of the panel scientists with
expertise in areas that are critical to the development of gene
therapy, such a virology, gene expression, and clinical genetics. I

have deliberately not selected as members scientists who are most
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likely to benefit immediately from the recommendations the panel

might make. This includes such leaders in the field of gene therapy
as Dr. James Wilson of the University of Pennsylvania. However, as

an important part of its information gathering, the panel will be
holding at least two meetings designed specifically to hear from
clinical and laboratory researchers from universities, industry, and

the government. Among these will certainly be individuals such as

Dr. Wilson.

Once the panel has gathered the necessary information, it will
make recommendations that will guide NIH in its program and budget

planning. The NIH expects to obtain advice, for example, on how
funds should be distributed among the research areas that affect gene
therapy, such as the development of gene delivery systems, the
regulation of gene expression, animal models of diseases, and others.
We also expect the panel to help us decide whether we are placing the
appropriate emphasis on each of the many diseases and organs that
have been considered as potential targets for gene therapy and what
mechanisms of funding would be most effective for NIH-sponsored

research efforts. Other issues include the impact of gene therapy
patents and licenses, and the need for public education about the
science and ethics of gene therapy.

COMPARING NIH SPENDING ON INTRAMURAL AND EXTRAMURAL
RESEARCH AND OTHER EXPENDITURES

Question. Dr. Varmus, NIH spending on extramural research far
exceeds that for intramural research, yet other expenses such as
those for building and facilities and administrative costs have
increased as a percentage of the total NIH budget from 6.3 percent in
1987 to 7.6 percent in 1991, to an estimated 9.3 percent in 1996.
What accounts for these increasing costs and what steps are you
taking to streamline your operations?,

Answer. In recent years there have been a variety of
definitions for "Administration Costs", some of which include program

costs, such as the intramural scientific program. However, as

mandated by Section 408 of the Public Health Service Act, the NIH,
including the National Library of Medicine, Fogarty International
Center and the Clinical Center, cannot spend more than 5.5% of total

appropriated funds on administrative expenses. Beginning with the

report on FY 1987 expenses, an annual report has been sent to the .

Congress. The Research Management and Support activity, which
comprises the major portion of NIH administrative expenses, has
consistently been less than 5 percent of the NIH total, ranging from

4.3% of the budget in FY 1987, to 4.6% in"FY 1994. In FY 1996, the

RMS percentage of the total NIH budget decreases to 4.4 %.

Conversely, spending on Buildings and Facilities has increased
significantly during this same period. Since FY 1987, NIB funding
for Buildings and Facilities has expanded due to the one-time costs
of construction and furnishing of capital equipment in both the Conte

and Natcher Buildings, the upgrade of all animal facilities to meet
American Association for Accreditation of Laboratory Animal Care
(AAALAC) standards, and renovations to support expanded AIDS research

efforts. Current efforts in this area center on replacing aging,
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deficient physical plants, many of which are 20 to 40 years old,
undersized, and beyond their design life.

A thoughtful process for streamlining is underway at NIH. This
streamlining was initiated with the Report of the NIH Resource
Allocation Group, which provided a series of initiatives and
efficiencies that could be pursued under several broad categories.
These initiatives include designation of the Extramural Research
Program as a Reinvention 'laboratory; streamlining within the
Intramural Research Program, based on the recommendations of the
Intramural Program Review Committee; and reengineering of
administrative processes.

COST SAVINGS RESULTING FROM NIH RESEARCH

Question. In 1994, NIH issued a report on the cost-benefit of
medical research. The report cites 26 examples where NIH-sponsored
research has improved the quality of life, reduce illness, and saved
lives, which, in turn, resulted in cost savings. NIH estimates this
yields 200% to 300% annual return on investment. While we cannot put
a price tag on human life, I understand that NIH undertook an
extensive study of the cost-benefits that flow from medical research.
Would you tell us about that study and give this subcommittee some
examples?

Answer. In a series of case studies published in 1993, the NIP'
identified 34 examples of clinical trials and applied research
studies that have resulted in savings in treatment costs and
reductions in lost productivity due to morbidity and premature death.
Together, the examples yield an estimated annual potential savings
ranging from $8.3 billion to $12.0 billion depending on assumptions
regarding.the number of new patients, efficacy, and per-patient costs
of treatment. The savings will be replicated in future years because
each example refers to the estimated savings over the remaining
lifetime of a single cohort of patients who initiated screening or
treatment for the subject disease or condition during one year.

In these case studies, the savings equal the difference between
the estimated costs before an innovation is available and the
estimated costs after the innovation is adopted. Every example
includes changes in the direct costs of medical resources consumed in
providing required health care in response to the illness or
°condition. A few of the examples include estimates of related non-
medical costs associated with an illness such as custodial care,
special diets, tutors, transportation, special equipment, and
governmental and voluntary community support programs. Some, but not
all of the examples, also include estimates of the effects of the
innovation on indirect costs. Indirect costs are defined as the
value of the productivity lost to society as a result of premature
mortality or lost work days due to morbidity and are expressed as the
dollar value of lost earnings.

In limiting the focus to savings in the direct and indirect
costs associated with a disease, the case studies embody a
conservative approach to placing a value on the benefits of
biomedical research and development. They make no attempt to
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determine what society would be willing to pay for each innovation's
expected contribution to additional years of life and to reductions
in pain and suffering associated with a particular disease or

condition.

The case studies are summarized in an NIH publication entitled
"Cost Savings Resulting from NIH Research Support: A Periodic
Evaluation of the Cost-Benefits of Biomedical Research" (2nd Edition,
NIH Publication No. 93-3109, September 1993). Several are
highlighted below along with the corresponding estimates of one-year

savings (in 1992 dollars).

Development of a mass screening device for neonatal
hypothyroidism spares nearly 900 newborns annuafly from a lifetime of
arrested physical and mental development: $193.0 - $436.2 million.

Development of laser-based photocoagulation treatment for early
stage diabetic retinopathy can arrest vision impairment and even
blindness at a later stage: $1.18 - $1.58 billion.

Development of measures for preventing the recurrence of kidney
stones among the estimated 198,000 susceptible patients: $436.2 -

$872.4 million.

Demonstration in the Cardiac Arrhythmia Suppression Trial that
treatment of survivors of myocardial infarctions with anti-arrhythmic
drug therapy to suppress asymptomatic or mildly symptomatic
ventricular arrhythmias was ineffective and potentially dangerous
also led to cost savings: $78.1 - $104.2 million.

Demonstration that screening and medication for isolated
systolic hypertension of the elderly leads to significantly fewer
strokes and cardiovascular events including heart attacks: $29.1 -

$48.5 million.

Development of a therapy that eradicates Helicobacter pylori,
the bacterium that causes chronic gastritis and duodenal ulcers,
provides a cure for individual lesions and prevents the customary
life-long recurrence of peptic ulcers: $612.2 - $816.2 million.

Development of cisplatin in combination therapy for treatment
of advanced stage testicular cancer significantly increases the
survival rate and, thereby, reduces work days lost to premature
mortality and morbidity: $134.0 - $178.7 million. Testicular cancer
is the most common malignancy in 15-35 year old males and is the most
frequent cause of cancer-related deaths in this age group.

Development of adjuvant therapy with levamisole and 5-
fluorouracil (5-FU) for a type of cancer called Dukes' C. This

adjuvant therapy significantly delays tumor recurrence and reduces
patient risk of dying of recurrent colon cancer by one-third. Over

22,000 patients are diagnosed with this condition annually: $161.4 -

$215.2 million.

Development of an improved vaccine for the prevention of
Haemophilus influenza type b (Hib) disease in children 2 month to 5
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years of age. Prevention of meningitis also protects children from a
variety of neurological sequelae, including hearing loss, vision
impairment, mental retardation and seizure disorders: $137.5 -
$183.3 million. Hib is the leading cause of bacterial meningitis in
the United States.

Development of an antiviral therapy using Acyclovir for newborn
infants suffering from Neonatal Herpes Simplex. With early diagnosis
this treatment can significantly reduce premature mortality and
severe neurological impairment: $137.5 $183.3 million.

Development of a combined treatment with prednisone and
cyclophosphamide for patients suffering kidney disease resulting from
lupus has been found to sustain life-supporting renal functions
longer than the use of prednisone alone for more than 1,000 persons
afflicted with this disorder each year: $89.8 - $119.7 million.

Development of an assay for routine screening of the Nation's
blood supply for detection of HIV antibodies can save an estimated
891 transfusion recipients from HIV infection annually: $59.1-
$78.7 million.

Question. So much of our investment in research pays dividends
in cost savings. For example, dental research alone has saved
society $60 billion in health costs and lost productivity over the
past decade. Would you provide this subcommittee with a breakdown,
by institute, of where we have made strides in recent years, and how
those discoveries have resulted in improved quality of life and cost
savings?

Answer. The benefits of biomedical research are realized on
several dimensions. The benefits are seen in improvements in the
diagnosis, treatment, and prevention of disease; enhancements in the
quality of life through increases in functional capacity and
reductions in pain and suffering; advancements in public health; and
contributions to a stronger economy through health care cost savings.
Attached is a listing by NIH Institute that shows where research
achievements have been made in recent years and describes how these
achievements have resulted in improvements in quality of life and
cost savings.

NATIONAL INSTITUTE ON AGING (NIA)

Isolated Systolic Hypertension: Use of an inexpensive, safe
antihypertensive medication to treat isolated systolic hypertension
(ISH), which affects from 3 to 4 million older Americans, can
significantly decrease the incidence of stroke, myocardial
infarction, and sudden death.

Improvements in Quality of Life: Reduction in strokes and severe
cardiovascular events could greatly reduce functional disability and
need for institutionalized care.

Cost Implications: Use of antihypertensive medication to treat
ISH could save the Nation up to $200 million annually in hospital and
medical costs.
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Falls and Hip Fractures: Recent studies have provided convincing
evidence of the benefits of exercise and other interventions for
maintaining independent function in older people. A recent study
shows that falls, a major source of disability among older people,
can be prevented. Scientists recently reported on a "targeted
intervention" strategy with a variety of risk factors for falls--such
as sedative use or multiple medication use--that reduces the rate of
falls among older, frail individuals by at least 30 percent.

Improvements in Quality of Life: Exercise, strength and balance
training, and other proven means of reducing risk can markedly
improve physical performance in both community-dwelling and very
frail nursing home residents, as well as reduce the fear of falling
and the physical and social decline and increased mortality
associated with falls.

Cost Implications: Fall-related injuries send almost 8 percent of
people over age 70 to the emergency room each year. Acute care costs
from hip fractures alone are about $10 billion annually and could
double by the year 2020. Moreover, some 40 percent of people
hospitalized for fall-related injuries cannot return home, but are
discharged to nursing homes, adding even more to the health care

bill.

Pneumonia and Influenza: Pneumococcal infection causes approximately

40,000 deaths annually in the U.S. A vaccine trial in a group of
elderly nursing home residents demonstrated that a new influenza
vaccine containing antigens conjugated to diphtheria toxoid was more
immunogenic and produced greater protection from influenza infection
in this population than the commercially available trivalent
influenza vaccine with the same antigens. Administration of both

vaccines is cost-effective.

Improvements in Quality of Life: In older adults, mortality from
pneumococcal bacteremia may be as high as 60 percent. Preventing

pneumonia and influenza in older adults would improve overall health
status among the elderly.

Cost Implications: Use of the vaccines can prevent hospital
admissions and deaths from influenza- or pneumonia-associated
conditions.

Stress Incontinence: NIA-supported clinical trials have shown that
pelvic muscle exercise and biofeedback can significantly reduce the
problem of stress urinary incontinence in women aged 55 and older.

Improvements in Quality of Life: At least one-fourth of the women

over age 60 have some degree of stress urinary incontinence. The

success of inexpensive and safe treatments will improve the quality
of life of older women.

Cost Implications: Because urinary incontinence is a significant
risk factor for nursing home admission, the costs of this condition
have been estimated to be as high as $10 billion annually.
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NATIONAL INSTITUTE ON ALCOHOL ABUSE AND ALCOHOLISM (NIAAA)

Traffic Fatalities: Research and studies sponsored by the NIAAA
established that increasing the minimum legal drinking age (MLDA)
would reduce the number of traffic crashes and associated fatalities
among young people. This information played a crucial role in
establishing and upholding 21 as the MLDA throughout the U.S.
Estimates of the lives saved due to raising the MLDA to 21 range from
166 to 1000 lives per year.

Improvements in Quality of Life: Alcohol-related traffic
fatalities are the number one cause of death for youth. Raising the
minimum age has dramatically reduced alcohol-related driving deaths,
especially among persons 16-20 years of age.

Cost Implications: A conservative estimate of savings due to the
higher MLDA ranges between $100 million and $600 million per year.

Fetal Alcohol Syndrome. Research has established that alcohol is a
physical and behavioral teratogen, and that in utero alcohol exposure
can produce a spectrum of deleterious effects, including Fetal
Alcohol Syndrome (FAS). FAS prevention efforts have increased
substantially in the past few years. The main component of such
efforts is educational, and includes such diverse elements as warning
labels on alcoholic beverage containers advising pregnant women not
to drink because of the danger of birth defects; school- and
community-based outreach and information campaigns, and targeted
therapeutic interventions aimed at women whose drinking places them
at increased risk of giving birth to alcohol-affected babies.

Improvements in Quality of Life: FAS is 100 percent preventable
through abstention from alcohol consumption during pregnancy.
Refraining from alcohol consumption during pregnancy improves the
health of the fetus and the resulting child.

Cost Implications: Estimates of the incidence of FAS range from
0.3 to 1.9 per 1000 live births. The discounted lifetime cost
associated with a single FAS case is on the order of $400,000,
including both health care costs and lost productivity. The
magnitude of this estimate clearly suggests that even marginally
effective prevention measures will confer large net cost savings.

Alcoholism. Recent research on tre'atment for alcoholism has found
that naltrexone, a pharmaceutical opiate antagonist, reduces the
incidences of relapse by 58 to 72 percent among alcoholics who are
simultaneously undergoing more conventional treatments.

Improvements in Quality pf Life: Conservative estimates indicate
that one million individuals receive alcoholism treatment at least
once during a given year and that, without naltrexone, 50 percent of
these clients relapse at some time during the year. This drug has
the potential to improve health outcomes for a large number of
alcoholics by.lowering relapse rates.

Cost Implications: If relapse rates among those who receive
naltrexone are reduced by 50 percent, and if half of those who
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relapse subsequently re-enter treatment, then the total number of
alcoholism treatment episodes per year would be reduced by 5 percent.
Using a conservative average cost of $2,000 per treatment episode
yields an estimate of savings on the order of $125 million per year.

NATIONAL INSTITUTE OF ALLERGY AND INFECTIOUS DISEASES (NIAID)

Haemophilus influenza Type b: Since 1988, when new conjugate
Haemophilus influenza type b (Hib) vaccines became available in the
U.S. Hib decreased 95 percent among children under five. In

addition, the technology used in the Hib vaccines, developed in large
part by NIAID-supported investigators, is now being used to develop
conjugate vaccines against other infectious agents such as
pneumococci and meningococci.

Improvements in Quality of Life: Before the introduction of
effective vaccines against Hib, 1 in 200 U.S. children under five
years of age developed invasive Hib disease and 60 percent of these
children developed Hib meningitis. These significant reductions in
incidence of Hib translate to increased health for young children and
freedom from the serious sequelae of Hib.

Cost Implications: Hib vaccines are conservatively estimated to
save more than $400 million per year. These cost savings include
reduced treatment costs for meningitis and related conditions,
reduced lifetime custodial care costs for the more seriously affected
children, and indirect costs of decreased lifetime earnings.

Neonatal Herpes: NIAID-funded investigators showed that acyclovir is
an effective therapy for treating neonatal herpes, a severe infection
that can lead to death and permanent neurologic damage in newborns of
women with genital herpes simplex infections.

Improvements in Quality of Life: The prevention of the sequelae
of neonatal herpes means a reduction in infant mortality and
morbidity.

Cost Implications: It is estimated that acyclovir therapy for
neonatal herpes can save as much as $184 million in reduced lifetime
treatment costs and lost earnings for a one-year cohort of infected

infants.

Acute Kidney Reiection: Approximately 9,500 kidney transplants are
performed each year. While transplantation is highly effective and
less expensive than maintaining a patient on dialysis, graft rejec-
tion is a major complication. NIAID-supported clinical research
demonstrated that the drug known as TI089 can reverse acute kidney
graft rejection and provoke fewer and less severe side effects than
currently available treatments.

Improvements in Quality of Life: By preventing the rejection of
transplanted kidneys with TIOB9, thousands more patients will be able
to benefit from the highly effective transplantation therapy and will
suffer fewer deleterious side effects.

352
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Cost Implications: It is estimated that the use of T10B9 to treat
acute kidney graft rejection could save approximately $40 million per
year in reduced treatment costs, including shorter hospital stays,
fewer side effects, and greater efficacy than the current standard

therapy.

Pneumocystis carinii Pneumonia in HIV-infected Persons. Pneumocystis
carinii pneumonia (PCP) is the most common opportunistic infection in
HIV-infected persons. NIAID-supported studies have proven the value

of a number of regimens for PCP prophylaxis, including
trimethoprimsulfamethoxazole (TMP/SMX), aerosolized pentamidine, and

dapsone.

Improvements in Quality of Life: Prevention of this infection
means fewer hospital stays and subsequently decreased medical costs
for persons already burdened with a fatal disease. It holds out the

possibility of more healthy days for persons with HIV.

Cost Implications: Recent data show that the annual cost of
preventing PCP with any of the above regimens is $1,300-$3,600 per
person compared to $17,647 for each PCP hospitalization.
Furthermore, 1989 data indicate that use of TMP/SMX or dapsone as
initial prophylaxis instead of aerosolized pentamidine could save as
much as $98 to $124 million per year in medical costs for every

100,000 persons receiving prophylaxis.

Hepatitis A. NIAID intramural investigators developed a strain of
hepatitis A virus that was used in collaboration with industry to
produce an attenuated vaccine. This vaccine is now available in 41

countries worldwide.

Improvements in Quality of Life: Hepatitis A is probably the most
widespread of all hepatitis diseases. Improvements in health allow

people to lead more productive lives.

Cost Implications: Hepatitis A is estimated to cost over $200
million annually in medical costs and lost wages in the U.S.

Hepatitis B. Viral hepatitis B is spread by many of the same

mechanisms as HIV. In many respects, it is more serious than the
more widespread hepatitis A in that it can persist for years after
initial infection, and may lead to a chronic form of hepatitis and
eventually to liver cirrhosis and/or liver cancer. NIAID formulated
the hepatitis B vaccine, which was licensed in 1982.

Improvements in Quality of Life: Prevention of this serious
disease will lead to significant health improvements for those at
.particular risk, which includes persons with multiple sexual
partners, injection drug users, health care personnel, and babies
born to carrier mothers.

Cost Implications: The estimated potential one-year savings in .

preventing acute or chronic illness ranges between $74 and $148

million.
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Maternal-Fetal Transmission of HIV: The NIAID funded a clinical
trial to evaluate the efficacy, safety and tolerance of AZT for the
prevention of maternal-fetal transmission of HIV. The results showed
that by administering AZT to HIV positive women during pregnancy,
labor, and delivery, and to infants for six weeks postnatally, HIV
transmission was reduced by two-thirds. Moreover, this trial has
stimulated additional research on maternal-fetal transmission of HIV
and has opened the door to the development of other strategies that
may be less expensive and easier to administer, which may ultimately
be critical in reducing maternal-fetal transmission of HIV globally.

Improvements in Quality of Life: In 1994, the CDC estimated that
between 1,000 and 2,000 HIV infected infants are born each year in

the U.S. If the AZT regimen were used universally, the number of HIV
infected infants could be reduced by two-thirds, equivalent to
preventing transmission to 650-1,300 children annually.

Cost Implications: Given the estimated cost of caring for a child
with HIV and AIDS, and the median time to diagnosis and to death, a
conservative estimate of cost savings is in the range of $86 to $172

million annually.

Bee Sting Allergy: NIAID improved the treatment regimen for bee

sting allergy. The research demonstrated that conventional life-long'
therapy for bee sting allergy was not necessary. Therapy based on

bee venom was shown to be effective and required only five years of
treatment.

Improvements in Quality of Life: These results will spare many
persons the physical discomfort and financial burden of years of

injections.

Cost Implications: Major savings arising from the elimination of
inappropriate treatment are estimated to be between $76 and $102
million per year.

NATIONAL INSTITUTE OF ARTHRITIS AND MUSCULOSKELETAL AND SKIN DISEASES
(NIAMS)

Kidney Disease Associated with Lupus: Initially, lupus was treated
with prednisone, a drug that did not necessarily prevent end stage
renal disease from developing. A long-term clinical trial
demonstrated that aggressive treatment using a combination of
prednisone and cyclophosphamide was better at sustaining life-
supporting renal function than prednisone alone. Subsequent to the
report, combined cytotoxic drug and steroid regimens became accepted
as standard medical care around the world.

Improvements in Quality of Life: This therapeutic regimen
prevents renal scarring, preserves kidney function and markedly
reduces the need for dialysis or kidney transplantation.

Cost Implications: Over a 10-year period, as much as $119.7
million could be saved per annual cohort simply as a result of
diminished costs for treating lupus-associated kidney disease.
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Hip Fractures: In a recently reported study involving more than
9700 women over age 65, it was found that women can substantially
decrease their risk of osteoporotic fractures if they begin taking
estrogen within 5 years of menopause and continue to do so for the
rest of their lives.

Improvements in Quality of Life: Use of hormone replacement
therapy, along with increasing calcium intake and exercise, can
prevent osteoporotic fractures.

Cost Implications: For 1991 alone, savings due to reduced
incidence of fractures were estimated to be between $938-$980
million.

Total Hip Replacement (THR): At present, more than 120,000
artificial joints for hips alone are being implanted in the U.S. each
year. A recent grant to a private sector investigator resulted in
development of an ion implantation process applied to the surface of
titanium balls (the articulating part of the prosthesis) to produce
less friction and wear than unmodified titanium balls. This and
other innovations have already been applied to several hundred
thousand devices, and early retrievals show superior wear resistance.

Improvements in Quality of Life: Total hip replacement is the
most successful surgical procedure and provides immediate and- --------
substantial improvement in a patient's pain, mobility and quality of
life. THR has permitted persons previously requiring wheelchairs to
become fully mobile.

Cost Implications: The average life of a replacement prosthesis
is now 12 years. If researchers are able to increase the life of hip
prostheses by only three more years, the number of surgical
procedures needed could be reduced by 10 percent by the year 2020.
This decrease would translate into potential savings for the Nation
-of $5.53 billion annually.

Psor'iasis: The NIH initiated a clinical trial in which 1,200
patients who received the treatment known as PUVAoral administration
of the drug psoralen, followed by exposure to high-intensity UV
lightwere followed for 20 years. Although side effects from PUVA
were found to exist, they were shown to be not so serious as to
contraindicate its use for severe psoriasis. The FDA approved the
use of PUVA in 1982.

Improvements in Quality of Life: Almost 5 million Americans
suffer from psoriasis; about 1 million of these have an especially
severe form with lesions covering more than one quarter of the body
surface. Since 1982, PUVA has become widely adopted, improving the
physical and psychological well-being of thousands of patients.

-Cost Implications: A recent analysis has shown that PUVA
treatment could save the Nation as much as $77.5 million for each
annual cohort of patients.
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NATIONAL CANCER INSTITUTE (NCI)

Breast Cancer: Breast cancer mortality in all American women
declined 4.7 percent between 1989 and 1992, the largest short-term
decline in the U.S. for this disease since 1950. For white women,
there was a decrease in all age groups from 30-79. For white women.
aged 30-39, mortality decreased 8.7 percent during this period and
between 1987-92, the overall decline was 17.8 percent. NCI believes
several factors are involved in the decrease, including improved
screening, early detection and use of adjuvant therapy. Especially
for women in their 30s, advances in adjuvant therapy may have played_
a major role in the decline in mortality. Furthermore, advances in
breast conserving surgery and reconstruction, use of antiemetics to
control nausea caused by chemotherapy, improved pain control, use of
cytokines to reduce side effects of drugs, and new drug-delivery
systems that allow the patient to receive chemotherapy at home
encourage patients to complete treatment programs.

Improvement in Quality of Life: Breast cancer is the second
leading cause of cancer death in women, and comprises about 30
percent of all female cancers with 182,000 new cases and 46,000
deaths from breast cancer estimated for 1995. Interventions for the
medical, psychosocial, and disability-related sequelae of breast
cancer diagnosis and treatment, especially in younger women and women
at increased risk for breast cancer, provide for improved quality of
life.

Cost Implications: The total direct (health care) and indirect
costs (days lost from work or other productivity) of breast cancer
exceed $16 billion annually. There has already been a 5 percent
reduction in mortality between 1989 and 1992, and a greater decline
is expected in the coming years. This reduction in mortality-
translates into a cost savings in indirect costs of approximately
$350 million per year in 1995 dollars.

Testicular Cancer: An estimated 7,100 cases of testicular cancer
with 370 deaths are expected in 1995. Testicular cancer is the most
common malignancy in 15-35 year old males and is the most frequent
cause of cancer-related deaths in this age group. Between 1975 and
1985, the incidence of seminomas and nonseminomas (the two major
tumor cell types) increased by 15 and 30 percent respectively. In

contrast, mortality declined by 57 percent. In the mid 1970s
cisplatin was added to the existing chemotherapeutic regimen of
vinblastine and bleomycin in the treatment of young men with
testicular cancer. This combination resulted in a complete response
rate of 77 percent and a cure rate of 60-65 percent. In the absence
of any other major advance, it is highly plausible that this
treatment regimen is responsible for improved survival.

Improvements in Quality of Life: Improvements in the cure rate
from testicular cancer reduce mortality and enhance the quality of
life.

Cost Implications: An NCI cost-benefit analysis of cisplatin-
based combination chemotherapy for testicular cancer showed an annual
estimated economic value of $150 million in the U.S. Because the
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di-sease usually strikes young males, the savings were due to the
future earning potential of the survivors.

Colorectal Cancer: An estimated 138,000 Americans will be diagnosed
with colon cancer in 1995 with 55,300 deaths. About 20 percent will
be diagnosed with Dukes' C stage disease, advanced colon cancer that
has spread to adjacent lymph nodes. Surgical removal of the tumor
and surrounding lymph nodes was the standard treatment for this
cancer, but patients with Dukes' C colon cancer have a high
recurrence rate and only a 30 to 40 percent 5-year survival rate if
treated with surgery alone. Post-surgical treatment with levamisole
and 5-fluorouracil significantly delays tumor recurrence and reduces
the-patient's risk of dying of recurrent colon cancer by one-third.

Improvements in Quality of Life: Mortality from this cancer
decreased by 17.4 percent between 1972 and 1992. These decreases may
be attributed to increases in early detection with improved
technologies and changes in treatment strategy that incorporate
adjuvant therapy and radiation treatment. These advances also
contribute to quality of life by reducing need for some invasive
procedures. For example, today the colostomy (creation of an
abdominal opening for elimination of body wastes) is seldom needed.
New high technology diagnostic imaging techniques have replaced
exploratory surgery for this cancer. In addition, use of new anti-
nausea drugs increases patient compliance with chemotherapeutic
regimens.

Cost Implications: The direct (health care) costs of colorectal
_cancer exceed $9.0 billion annually in 1995 dollars.

HIV Blood Screen: NCI developed an assay which has led to routine
scieening of the Nation's blood supply for HIV antibody. The
identification of HIV as the etiologic agent for AIDS made possible
the development of a specific assay for the detection of HIV
_antibodies in the sera of individuals exposed to the virus. Donated
blood units have been routinely tested for HIV using this procedure.

Improvements in Quality of Life: The assay for screening HIV has
helped ensure the safety of the Nation's blood supply. Conservative
estimates indicate that 891 transfusion recipients are saved from HIV
infection annually.

Cost Implications: A savings of $59.1-$78.7 million in reduced
incidence, treatment costs and premature mortality could result from
this new testing procedure.

Tobacco Related Diseases: Approximately one-third of all cancer
deaths in the U.S. are attributable to tobacco use, making it the
leading preventable cause of cancer mortality in the U.S. Since
about half of these deaths occur among people in middle age, tobacco
is-also the most significant cause of premature death. Reduction in
cigarette smoking by encouraging smokers to quit or to prevent
smokers from beginning is a high priority of NCI research efforts.
An aggressive education and prevention program is aimed at reducing
use of tobacco among American adults aged 18 and over from 26 percent
today to below 20 percent by the year 2000.
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Improvements in Quality of Life: According to the 1989 report of
the Surgeon General, decisions made by people through 1985 to quit
or not to start smoking will have prevented or delayed 2 million
smoking related deaths by the year 2000. Decreasing cigarette
smoking also enhances the quality of life by lowering exposure of the
population to environmental tobacco smoke. Children not exposed to
secondhand smoke will avoid increased risks of respiratory illnesses
and infections, impaired development of lung function, and middle ear
infections. Infants born to women who do not smoke during pregnancy
are less likely to die of Sudden Infant Death Syndrome.

Cost Implications: Reducing tobacco use to 20 percent by the year
2000 would mean an annual savings in health care costs and
productivity of $16 billion annually.

Pediatric Cancers: An estimated 8,000 new cases of cancer in
children are expected in 1995 with 1,600 deaths. Treatment research
has been responsible for the nearly 40 percent decline in mortality
in cancer among children in the face of increased incidence rates for
most of the cancer sites, including leukemia, Hodgkin's disease, non-
Hodgkin's lymphoma, and soft tissue sarcoma. The decrease in
mortality for children with cancer may be attributable to new
combinations of chemotherapy, and advances in combined modality
therapy.

Improvements in the Quality of Life: Limb-conserving surgery
coupled with advances in chemotherapy in children with osteosarcoma
allows them to maintain a normal lifestyle. Psychological and social
interventions help survivors of childhood cancers to cope with their
unique problems as they become teenagers and adults.

Cost Implications: Each year there is an annual savings of over
$1 billion in terms of lifetime earning power.

NATIONAL INSTITUTE OF DENTAL RESEARCH (NIDR)

Fluoridation: Fluoridation has been the cornerstone of caries
prevention. Along with other fluoride vehicles, better diet, im-
proved oral hygiene and other preventives, such as dental sealants,
it has contributed to major savings in health care costs.

Improvements in Quality'Of Life: Findings from dental research
have led to major improvements in the status of dental caries in U.S.
schoolchildren. Specifically, the number of children (5-17 years)
that are free from caries has increased from 49.89 percent in 1976 to
54.7 percent in 1988-1991. Also, the number of children (5-17 years)
benefiting from protection against tooth decay due to the application
of tooth sealants has increased from 8 percent in 1986 to 18 percent
in 1988-1991, thus adding further benefits to those of fluoride.

Cost Implications: Since 1979, the annual growth in per capita
dental expenditures has slowed markedly. For 1992, estimated cost
savings were approximately $4 billion; for the 14-year period from
1979-1992, cumulative savings were an estimated $60 billion.
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HIV Infection: NIDR investigators have discovered that saliva
contains a protein that prevents white blood cells from being
infected by HIVa finding which explains why there has been little or
no evidence that AIDS is transmitted orally. These dental
investigators hope to incorporate this protein into compounds that
can be used to prevent initial infection by this deadly virus, such
as barrier protection at other body sites. For patients already
infected with HIV, the protective component could conceivably be
injected into the bloodstream to protect circulating white blood
cells from further HIV infection.

Improvements in Quality of Life: Using the salivary protein
(abbreviated "SLPI") as an agent injected into the bloodstream to
prevent free virus from infecting circulating white blood cells could
add to the defenses of the immune system, with potential for
enhancing the quality of life and long-term survival of HIV-infected
individuals.

Cost Implications: SLPI used as a barrier compound applied at
local mucosal sites during intercourse might effectively prevent
sexual transmission of HIV and thus reduce the incidence of new
cases. Used as an agent injected in the bloodstream to protect white
blood cells, it could forestall the development of AIDS-associated
opportunistic infections or other conditions which often require
hospitalization or costly medications to treat.

Dental. Bone. and Joint Diseases: NIDR scientists have discovered
molecules responsible for the growth and regeneration of teeth, .

cartilage, and bone, paving the way to new approaches for treatment.
That knowledge is leading to the synthesis of specific compounds
which have been shown to stimulate the regeneration of new bone and
connective tissue in animal models. Also, recent studies have
demonstrated the effectiveness of new cell therapies in which a
person's own bone marrow cells are used to grow new bone. Yet other
investigators have developed guided tissue strategies to regenerate
bone at selected sites.

Improvements in Quality of Life: Many bone and joint conditions
are chronic degenerative disorders associated with pain and
disability. At present, health care providers can offer some pain
relief, but cannot prevent further deterioration. New approaches
that promise biological regeneration, may actual reverse the disease
process, restoring patients to health and well-being and productive

lives in society.

Cost Implications: Present estimates of the direct costs
associated with bone and joint diseases are counted in the billions.
For example, annual costs for osteoarthritis are $13 billion; jaw
disorders $1 billion; traumatic bone fractures $16.5 billion; 10 year
costs for osteoporosis are $45 billion. These costs can only
increase given the aging of the population.

359



357

NATIONAL INSTITUTE OF DIABETES AND DIGESTIVE
AND KIDNEY DISEASES (NIDDK)

Benign Prostatic Hvperplasia (BPH): Years of basic research on the
prostate are providing the foundation for the development of drugs to
treat BPH, the most common disorder of adult,men and a leading cause
of surgery. The first of these drugs to be approved by the FDA
(1992) is finasteride (Proscar), an agent that prevents the
conversion of testosterone to a form that causes prostate growth.
NIDDK supported much of the basic research that led to an
understanding of how testosterone affects prostate growth, as well as
research to develop a precursor to finasteride. This precursor was

used by industry to develop finasteride.

Improvements in Quality of Life: Treatment of BPH at earlier
stages lowers the risk of several debilitating complications such as
frequent urination, urinary tract infections, bladder or kidney
damage, bladder stones, and incontinence. The drug has been
effective in many symptomatic patients and spares them the risk and
cost of surgery. In addition, in some cases, surgery sometimes
causes impotency, a major quality of life concern among men with BPH.

Cost Implications: For a typical 70 year old male with a 10 year
life expectancy, the medical management of BPH saves $1500 per case
even if one assumes only a 20 percent efficacy of medical management.

Urinary Tract Stones. NIDDK-supported research has elucidated the
metabolic abnormalities that underlie recurrent formation of
different types of renal stones; developed diagnostic methods that
permit identification of the type of pathologic process in a
particular patient: and, led to the development of three relatively
simple and inexpensive chemical agents for the prevention of
recurrent urolithiasis in patients who are known stone formers. Of

these agents, potassium citrate is effective in the prevention of the
most common type of stonesthose composed of calcium salts. In 1985,

the FDA approved potassium citrate for the treatment and prevention
of calcium stones.

Improvements in Quality of Life: More than a million patients are
hospitalized in the U.S. each year for the treatment of urinary tract

stones. As a result of research findings, these patients have
benefitted from a reduction in pain and an earlier return to normal

activity.

Cost Implications: Assuming that there are 198,000 candidates for
potassium citrate therapy in the U.S., the potential national annual
savings in the treatment of urolithiasis is estimated to be $530.8
million if all suitable patients receive this treatment.

Obesity: Last year, NIDDK-funded researchers discovered an obesity
gene in mice. The product of this gene circulates in the blood and

regulates body weight. Most exciting is the fact that a very similar
gene also has been found in humans and is biologically active. A )

human obesity gene product has great potential to serve as a totally
new kind of agent for regulating body weight in humans.
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Improvements in Quality of Life: Obesity has been termed an
epidemic in this country, because the number of obese adults has
increased by about one third in just one decade. Obesity is also
increasing dramatically in adolescents. Over 50 million Americans
now are affected. Obesity has a tremendous impact on health in this
country because it is associated with many serious chronic medical
complications, including heart disease, diabetes, stroke, and cancer.
An effective treatment or preventive strategy for.obesity would also
lead to a substantial reduction in obesity associated diseases.

Cost Implications: The current economic costs of the obesity
epidemic are estimated at almost $70 billion annually, to which can
be added an estimated $33 billion spent each year on weight reduction
products and services for a total of approximately $100 billion
annually. If the rate of increase in obesity continues as it has
over the past decade, the impact on health costs will become even
more staggering.

Diabetes Complications: The Diabetes Control and Complications Trial
has clearly shown that major eye, kidney, and nerve complications of
insulin-dependent diabetes can be prevented or ameliorated by better
control of blood glucose levels. A major focus of current research
is attempting to apply prevention and containment strategies to non-
insulin-dependent diabetes as well. Outreach efforts are underway to
educate the public and the medical community of these important
results.

Improvements in Quality of Life: Diabetes is a chronic, insidious
disease affecting 14 million Americans. It is the sixth leading
cause of death from disease and also leads to major disabilities.
Unchecked, complications often result in blindness, kidney failure,
and amputation of limbs. Many diabetes related complications can now
be controlled, delayed, or prevented.

Cost Implications: Diabetes is a critical public health problem
estimated to cost between $90 and $130 billion annually. Prevention
of diabetes could potentially save much of this huge health care
price tag.

Ulcer Disease: NIDDK grantees have devised a regimen of combined
antibiotic therapy and bismuth tablets that effectively eradicates
the ulcer-causing bacterium H. pylori. Results from a later clinical
trial have shown that an even higher percentage of ulcers were healed
when an antisecretory agent was combined with two antibiotics and
bismuth. Ulcer recurrence can now be virtually prevented by this
approach, which alters the natural history of peptic ulcer disease.

Improvements in Quality of Life: The pain and disruption of
recurrent gastric ulcers can now be easily and inexpensively
prevented. The practical benefits for the five million Americans
afflicted with ulcer disease are enormous.

Cost Implications: The new treatment of duodenal ulcer disease
with antibiotics has proven to be one of the most cost-effective
forms of therapy for any chronic disease and has a projected saving
in health care costs of $400-$800 million annually.
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Hereditary Kidney Disease: NIDDK-supported scientists are engaged in
research to develop genetic treatment for the most common form of

hereditary kidney disease. Recent studies have isolated the gene for
polycystic kidney disease (PKD)a leading cause of end-stage renal

disease (ESRD). PKD is one of the most common genetic disorders in
humans, affecting approximately 1 in 1,000 individuals. Two new

avenues also have opened for treatment of other kidney diseases. A

new therapy has been shown to protect diabetics against deteriorating

kidney function, and yet another new therapy can decrease the
progression of glomerular disease to renal failure.

Improvements in Quality of Life: Preventing kidney deterioration

and delaying kidney failure would significantly improve the quality
of life for patients prone to kidney diseases. For example, patients
who advance to ESRD require either dialysis therapy or kidney
transplantation to survive. Dialysis, which must be done regularly,
greatly interferes with a person's work and personal life and is

associated with significant morbidity. ESRD patients have
approximately eight times more hospital days for the various
complications of their condition compared to all Medicare patients
over age 65. Transplantation also entails problems, including the

need for immunosuppressive therapy. There is also the ever present
possibility of transplant rejection or failure of the transplanted

kidney.

Cost Implications: Survival for patients with permanent kidney
failure requires either dialysis therapy or kidney transplantation.
The cost to Medicare of end-stage renal disease (ESRD) is $6.8
billion per year; the total cost to the Nation of treating all ESRD
cases is estimated at $9.5 billion annually. Preventing end-stage

renal disease will have an enormous impact on Medicare costs in the

future.

NATIONAL INSTITUTE. ON DRUG ABUSE (NIDA)

Drug Addiction: NIDA research has led to the development of new

medications to treat drug addiction. These include methadone, the

most widely used and most effective medication for treating heroin

addiction; the narcotic antagonist, naltrexone; and most recently,

the opiate agonist, levo-alpha-acetylmethadol (LAAM). LAAM offers

significant advantages over current methadone therapy because it only
needs to be taken by the patient every other day.

Improvements in Quality of Life: Having a variety of treatment
medications available has improved the quality of life for the
patients by enabling treatment practitioners to match patients to
treatments and effectively meet patient needs.

Cost Implications: Several conservative estimates show that for

every $1 invested in addiction treatment, there is a return of

between $4 and $7 in reduced drug-related crime, criminal justice
costs, and theft. When savings related to health care are included,
total savings can exceed costs by a ratio of 12 to 1.
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Smoking: It is currently estimated that 400,000 people die each year
from lung cancer related to cigarette smoking. Research in this area
demonstrated the addictive potential of nicotine and provided basic
neuroscience data on the biology of nicotine addiction. This .

information subsequently made possible the development of the
nicotine patch, which was.tested by NIDA intramural and extramural
scientists, and is now widely used to aid in cessation of smoking.

Improvements in Quality of Life: The nicotine patch offers
smokers an effective, research-based smoking cessation tool that can
help reduce the chance of developing lung cancer.

Cost Implications: The cost of smoking was estimated at $72
billion in 1990. If only 10 percent of the current smokers quit,
there would be savings of at least $7.2 billion per year.

HIV/AIDS: NIDA research has shown that a variety of interventions
can reduce drug use and prevent the spread of HIV/AIDS. For example,
NIDA researchers have demonstrated that street-based outreach can
facilitate entry into treatment. While approximately 60 percent of
out-of-treatment drug abusers recruited had previously been in
treatment, the remaining 40 percent had never been in treatment.
NIDA researchers have also shown that multi-faceted risk reduction
programs can produce large and significant decreases in HIV risk
behavior among injection drug users, even among those who continue
their drug abuse. Among actively injecting addicts admitted for
detoxification, the use of potentially contaminated syringes has
declined from 51 percent in 1984 to 7 percent in 1992. Further
decline in unsafe injections were seen in addicts who participated in
underground syringe exchange programs.

Improvements in Quality of Life: Over 30 percent of AIDS cases,
reported to the Centers for Disease Control and Prevention (CDC), are
linked to injection drug use. In addition, a recent analysis of CDC
data found that drug abusers are the new avenue for the spread of HIV
into the heterosexual population. Facilitating entry into drug abuse
treatment and changing risky drug use behaviors have helped improve
the quality of life for the drug addicts themselves and also helped
the public at large by targeting this avenue in the spread of
HIV/AIDS.

Cost Implications: Several studies have estimated the lifetime
cost of treating a person with AIDS. These estimates range from
$70,000 to $147,000. Applying the most conservative cost estimate
($70,000) to the number of AIDS cases related to injection drug use
(120,000) would realize cost savings of $8.4 billion.

Pain: The discovery by NIDA researchers of opiate receptors and
naturally occurring opiate peptides in the brain started a revolution
in the field of neuroscience and has led to significant enhancements
of the clinical efficacy of opiate analgesia and in the ability to
treat chronic and acute pain. This fundamental research has
facilitated the development of newer opiate medications and is
currently leading to the development of opiate treatments that have
fewer side effects. NIDA researchers also pioneered the use of
spinally-administered analgesics to control pain in humans, resulting
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in more effective pain management for cancer patients and others with
severe intractable pain.

Improvements in Quality of Life: Discoveries and enhancements in
the ability to treat pain have dramatically improved the lives of
millions of people. They have resulted in better pain management for
people undergoing surgical procedures and people with both chronic
and acute pain. Particularly for millions of people with chronic
pain, these discoveries have meant the difference between an
inability to function and the ability to work and lead a normal
productive life.

Cost Implications: Chronic intractable pain results in over 400
million lost work days/year. Additional days are lost by family
members and friends who care for the chronic pain patient. The

costs/year of chronic pain are estimated to be $79 billion. If even
half of the chronic pain patients are adequately treated, this may
result in a savings per year of at least $39.5 billion.

Drug Screening: One of the most important tools for detecting,
preventing and treating drug abuse is the technology to detect drug
use. NIDA researchers were responsible for the development of urine
screening technologies and standards to detect illicit drug usage,
which has made possible the national drug-free workplace initiative
and provided health care providers with a significant diagnostic
instrument. The availability of urine screening technologies has
facilitated the detection of on-the-job drug use and subsequent
interventions to prevent drug use at job sites across the Nation.

Improvements in Quality of Life: Technologies currently under
development, such as hair and sweat testing, will allow for greater
flexibility and less invasive and more readily accepted testing.

Cost Implications: Drug abuse costs businesses at least $60
billion annually in lost revenue. The savings realized by having a
workplace drug program are at least 10 percent, or $6 billion. This
does not include costs due to accidents and fatalities as a result of
using drugs while on the job. Forty percent of fatalities in the
workplace are due to the use of drugs. Therefore, businesses and
industries that have a workplace drug program realize a potential
savings of about 93 percent of the costs per employee associated with
health and liability insurance, lost productivity, and accidents.

NATIONAL INSTITUTE OF CHILD HEALTH
AND HUMAN DEVELOPMENT (NICHD)

Neonatal Health: Antenatal steroids provide a rare example of a new
medical treatment that not only keeps premature infants alive but
yields cost savings. Until the NICHD sponsored a Consensus
Development Conference on the topic, there was no clinical consensus
regarding the efficacy and safety of giving corticosteroids to
pregnant women at high risk of preterm birth. Detailed review.of the
data showed that antenatal steroids can induce the maturation of
fetal lungs and prevent serious complications, including respiratory
distress syndrome, necrotizing enterocolitis, and intracranial
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hemorrhage. Most importantly, these drugs significantly reduce
mortality among these preterm infants.

Improvements in Quality of Life: Antenatal steroids are indicated
for women at risk of premature delivery with few exceptions and will
result in substantial decrease in neonatal mortality and morbidity.

Cost Implications: If the average rate of antenatal steroid use
for premature births was increased from just 15 percent to 60
percent, the Nation could save $157 million in annual hospital and
physician expenditures.

Disabilities: The National Center for Medical Rehabilitation
Research (NCMRR) of the NICHD supports the development of exciting
new advances in biotechnology involving computer technology, the
miniaturization of electronic circuitry and sensors, and innovations
in materials science and bioengineering. These advances have joined
together to make possible a new generation of prostheses (limb
replacements) and orthoses (systems to enhance limb functioning)
being developed by NCMRR-supported scientists. Recently, NICHD-
supported researchers made available to lower limb amputees a
prosthesis that uses embedded pressure and temperature sensors to
provide a sense of touch and temperature sensation that helps the
wearer maintain balance and walk better. Other NCMRR-supported
research is demonstrating how miniaturized computers can control
patterned electrical stimulation of nerves in the legs to allow
people with severe spinal cord injury to walk.

Improvements in Quality of Life: This rapidly developing field of
research is increasing the number of new assistive devices that could
enable as many as 8 million persons to partially or completely
overcome their disabilities and start functioning in a variety of
ways never before possible. The new assistive devices can enable
individuals to more fully engage in a variety of life-enhancing
activities ranging from work to education, recreation and sports,
travel, and community and family life.

Cost Implications: Disabilities, in general, cost the Nation
about $169.4 billion a year, in terms of direct medical expenditures,
direct services expenditures, and transfer payments (e.g., social
security, income support). With nearly one-fourth of the 32 million
Americans with disabilities able to benefit to varying degrees from
the new assistive devices, it is fair to say that these advances
could save the Nation hundreds of millions, if not billions, of
dollars in direct and indirect costs.

Acquired Mental Retardation: The Hemophilus influenzae type b (Hib)
vaccine was developed in NICHD intramural laboratories and brought to
the market with NIAID and NICHD support. Using conjugate vaccine
technology pioneered by NICHD scientists, this vaccine is given
safely to infants as young as two months of age. This breakthrough
vaccine technology circumvent many of the adverse effects of earlier
childhood vaccines and overcomes the problems of weak immune response
in infants and young children. Just as importantly, the new
conjugate vaccine technology developed by NICHD scientists is now
being applied to the development of conjugate vaccines against
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numerous other pathogenic organisms that cause a variety of common
dread diseases. The anticipated successful development of effective
vaccines using this new conjugate vaccine technology will make this
achievement one of NIH's major contributions to public health.

Improvements in Quality of Life: This new vaccine is credited
with virtually eliminating the 10,000 to 15,000 cases of H.
influenzae type b meningitis that have occurred annually in the U.S.
in recent years. This disease has been the leading cause of acquired
mental retardation, a common cause of deafness, and the cause of
nearly 800 deaths in children each year. It is anticipated that
effective use of this new vaccine will eradicate this dread disease
in the American population.

Cost Implications: The initial cost estimates of the savings
associated with the new H. influenzae type b vaccine show that it
could save up to $460 million annually. This savings includes
reduced expenditures for health care services, the reduced cost of
custodial care, and improved productivity.

CLINICAL CENTER (CC)

Safety of Nation's Blood Supply: NIH Clinical Center scientists have
played leadership roles in improving the safety of the Nation's blood
supply by demonstrating the utility of screening tests to prevent
transfusion-associated infection with hepatitis B, hepatitis C, and
the AIDS virus. However, despite the increased safety of the U.S.
blood supply, a substantial number of cases of transfusion-associated
non-A, non-B, non-C' hepatitis cases continue to occur. Clinical
Center scientists have contributed to the identification of a new
agent, the hepatitis G virus (HGV), that appears to be responsible
for another fraction of the cases of non-A, non-B, non-C post-
transfusion hepatitis. The development of a screening assay to
prevent transfusion-associated infections with this newly identified
agent will further enhance the safety of the Nation's blood supply.

Improvements in Quality of Life: The implementation of screening
tests to decrease the risk for transmission of hepatitis B and the
agent(s) of non-A, non-B hepatitis prevented approximately 20 million
cases of post-transfusion hepatitia from the years 1970-1990.
Approximately 30 million Americans have received at least one
transfusion. Prior to 1990, approximately 5 percent of transfusion
recipients would have developed post-transfusion hepatitis. With the
new safety procedures, the rate of post-transfusion hepatitis has
fallen to approximately 0.2 percent. Thus, these new procedures have
prevented approximately 1,440,000 cases of hepatitis. These efforts
to improve the safety of the blood supply have substantially
increased the quality of life for transfusion recipients.

Cost Implications: Based on a Consensus Conference on surrogate
assays to prevent post-transfusion hepatitis, the lifetime costs of a
single case of chronic post-transfusional hepatitis are approximately
$30,000. By preventing 1,440,000 such cases, these interventions
have saved $4.32 billion in health care costs.
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NATIONAL INSTITUTE ON DEAFNESS AND OTHER
COMMUNICATION DISORDERS (NIDCD)

Cochlear Implants: One million individuals who are severely hearing
impaired as well as those who are profoundly deaf can now benefit
from a cochlear implant. Cochlear implants, with recently developed
multichannel technology and superior speech processing techniques,
are able to restore the sense of hearing, including the ability to
use the telephone.

Improvements in Quality of Life: The cochlear implant has
benefitted thousands of Americans and is now recognized as
appropriate for one million more. The cochlear implant can enable
the individual who has sudden deafness maintain his or her
professional life by using the phone and interacting through speech
with colleagues and friends. The cochlear implant also allows a
child who has either limited, or no residual hearing, and who cannot
benefit from hearing aids, to acquire oral/aural language if that is
the choice of the parents.

Cost Implications: The availability of the cochlear implant is
projected to result in potential cost savings of $100 million over
the next five years.

Ototoxicity: Many individuals are unknowingly and unpredictably at
risk for deafness or hearing impairment due to sensitivity to
commonly used aminoglycoside antibiotics. NIDCD-supported scientists
have.recently determined the genetic and biochemical basis for
deafness caused by aminoglycoside ototoxicity. The current progress
has created a sudden opportunity to identify many individuals who are
at risk for drug-induced deafness.

N
Improvements in Quality of Life: By correctly identifying those

at-risk, the deafness caused by ototoxicity can be prevented. This

will ensure a continuing quality of life for those individuals who
-would be susceptible to losing their hearing as well as their
economic security and ease of interpersonal communication.

Cost Implications: Approximately woloola individuals are
affected annually. Expressed in rehabilitation and/or retraining
costs and lost time from work, a reasonable estimate of lifetime cost
savings would be $50 million per year.

Middle Ear Infections (Otitis Media): NIDCD-funded scientists are
developing a candidate vaccine to combat otitis media, the most
common cause of acquired hearing impairment in childhood. The

vaccine will be based on an endotoxin from nontypeable Haemophilus
influenzae, a major pathogen in middle ear infections among young
children. In a breakthrough, scientists have been able to detoxify
the endotoxin, making it a suitable candidate for a vaccine that
would stimulate the production of human antibodies against this type
of influenzae.

Improvements in Quality of Life: Otitis media is the most common
childhood infection requiring antibiotic therapy and results in more
emergency room visits than any other childhood illness. A vaccine to
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fight otitis media would reduce the physical, emotional, and economic
toll on young infants and children and their families, and would
reduce the patient load at clinics and emergency rooms.

Cost Implications: A vaccine against the nontypeable Haemophilus
influenzae would significantly'reduce the estimated $1 to $3.5
billion per year cost of this disease.

NATIONAL INSTITUTE OF ENVIRONMENTAL HEALTH SCIENCES
(NIEHS)

Breast Cancer: NIH-supported researchers isolated the long-sought
breast cancer susceptibility gene, BRCAl. An inherited
susceptibility to breast cancer due to mutations in BRCA1 is thought
to account for about 5 percent of breast cancer cases overall and
about 50 percent of early-onset (women under 30) breast cancer cases.
The discovery of BRCA1 brings us closei to understanding the origin
of breast and overlap cancers.

Improvements in Quality of Life: The most immediate benefit from
this discovery will likely be the development of a screening assay to
identify women who have inherited a defective BRCA1 gene. The
discovery has the potential to lead to the early diagnosis,
treatment, and possible prevention of breast cancer, which will
enable thousands of women to lead healthier, more productive lives.

Cost Implications: Early diagnosis, more effective treatments,
and possible prevention will potentially yield millions of dollars in
health care savings.

Prostate Cancer: Prostate cancer is one of the most common forms of
cancer in men. Of the 244,000 prostate cancer cases diagnosed in the
U.S. yearly, about 60,000 result in death. In addition, physicians
estimate that about 9 million men in the U.S. over age 50 have
prostate tumors that are never detected. NIEHS-supported scientists
recently identified a gene (KAII) involved in the control and
metastasis of prostate cancer. This is only the second human gene
known to block metastasis.

Improvements in Quality of Life: Because df the difficulty in
distinguishing between prostate tumors that are likely to spread and
lead to death and prostate tumors that are likely to remain dormant
or inactive, physicians often surgically remove the prostate gland, a
procedure that,can lead to impotence and incontinence. Understanding
the role of the KAII gene may lead to improvements in diagnosis and
treatment of prostate cancer and may allow many men to avoid surgery
and its risks.

Cost Implications: The most immediate benefit of the prostate
cancer gene discovery is likely to be the development of a test to
predict which cancers are likely to metastasize and thus cause death.
Such knowledge could lead to more effective treatments and
significant health care savings.
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Lead Poisoning: Although leaded gasoline, a major source of lead in
our environment, has been removed from the marketplace, exposure to
lead continues to be a pernicious health risk to children. Lead

poisoning results from the ingestion of contaminated drinking water,
exposure to soils or dusts containing high amounts of lead, and
eating paint chips containing lead. NIEHS-supported research has
been instrumental in discovering the sources of lead in the
environment, the severe effects of lead on behavior and cognitive
development, and methods for preventing these effects. NIERS is now
conducting a clinical trial on the lead chelating agent known as
Succimer to determine if the drug can be effective at lower blood

lead concentrations. To date, no treatment is available for
subclinical health effects at the lead levels targeted in this trial.

Improvements in Quality of Life: More effective treatment may

prevent or ameliorate the tragic sequelae of lead poisoning in
childrendamage to the brain, nerves, red blood cells, and digestive

system.

Cost Implications: Lead poisoning has been estimated to cost the
U.S. approximately $14 billion annually in direct medical costs and
reduction in income potential. Any improvement in treatment has the

potential to reduce this burden. In addition, Succimer is given
orally instead of intravenously, and thus does not require recurring

and costly hospital treatments.

Environmental Risk Assessment: There is considerable debate and
controversy regarding current risk assessment practices for

environmental agents. The debate arises from uncertainties
associated with the use of default assumptions in estimating risks.
NIEHS is at the forefront of biological and computational research
aimed at strengthening the scientific foundation on which risk
assessments are based. Improved risk assessments will reduce the
suffering caused by environmentally induced diseases and lessen the
1ealth care burden associated with them.

Improvements in Quality of Life: Risk assessment is a preventive

strategy. Improved risk assessments are critical because of the
70,000 chemicals in commerce today with little or no toxicological

data. NIEHS research on mechanisms and predictive methods will lead
to rapid and accurate methods for determining which chemicals are

harmful to humans and which ones are safe.

Cost Implications: Improved risk assessments will lessen the

health care burden associated with environmentally induced diseases
and also lessen the economic costs associated with unnecessary

regulation.

NATIONAL EYE INSTITUTE (NEI)

Diabetic Retinovathy: The Diabetic Retinopathy Study and Early
Treatment Diabetic Retinopathy Study demonstrated the effectiveness
of laser treatment for diabetic retinopathy.

Improvements in Quality of Life: Previously, 50 percent of those

with diabetic retinopathy with high risk characteristics were blind
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within 5 years. NEI-supported research has now demonstrated that .

currently recommended treatments are over 95 percent effective in
preventing blindness, thereby maintaining the quality of life for -

thos/ e with this serious complication of diabetes.

Cost Implications: It has been estimated that laser treatment

saves $1.2 1.6 billion per year.

Retinopathy and Prematurity: The Cryotherapy for Retinopathy of
Prematurity Study demonstrated-the effectiveness of cryotherapy in
halting the progression of the abnormal proliferation of blood
vessels in the retinas of very premature infants.

Improvements in Quality of Life: Until recently, approximately
500 premature infants were blinded by retinopathy of prematurity
(ROP) each year. Cryotherapy is currently the only treatment that
shows substantial benefit in eyes with ROP. Long-term follow-up of
patients treated by cryotherapy for ROP is currently in progress to

assess the effect of treatment on the preservation of vision and

improvement in quality of life over the patients' lifetime.

Cost Implications: It is estimated this treatment generates about

$38 - 65 million in savings to society each year.

Optic Neuritis: The Optic Neuritis Treatment Trial established that
oral corticosteroids were not effective in treating optic neuritis,
an acute debilitating inflammation of the optic nerve that affects

primarily women. Researchers also found that the use of intravenous
steroids followed by a short course of oral corticosteroids was
effective in delaying the progression to multiple sclerosis, which
often occurs in these patients. They subsequently found that --
magnetic resonance imaging can be used effectively in these patients

to predict those who will progress to multiple sclerosis.

Improvements in Quality of Life: Over half of the 25,000
Americans with first-time optic neuritis will eventually develop

multiple sclerosis. Treating first-time optic neuritis patients with

a combination of intravenous and oral corticosteroids significantly

reduces the risk of developing multiple sclerosis.

Cost Implications: Annual savings could be approximately $26

million in treatment costs.

Corneal Transplantation: The Collaborative Corneal Transplantation
Study showed that donor-recipient tissue matching was not effective

in reducing rejection of transplanted corneas. However, ABO blood

group matching was effective in this regard.

Improvements in Quality of Life: Nearly 120,000 corneal
transplants are performed each year in the U.S. The knowledge that

donor-recipient tissue matching is not necessary has facilitated
finding suitable matches for patients and has spared them the delays

and increased costs that would have been entailed with tissue

matching.
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Cost Implications: Had the more costly HLA tissue typing become
the standard practice, the cost of corneal transplantation would have
risen by about $1,000 per case, or $120 million in additional costs
annually.

Ischemic Optic Neuropatby: The Ischemic Optic Neuropathy
Decompression Trial demonstrated that decompression surgery for
ischemic optic neuropathy, the most common cause of sudden visual
loss in older Americans, was no better than careful follow up, and
may even be harmful.

Improvements in Quality of Life: Knowledge from this research has
improves the quality of life of patients encountering this form of
sudden visual loss by preventing an unnecessary surgical procedure
and its attendant risks and potential complications and spares them
the economic burden of a surgical procedure.

Cost Implications: It is estimated that $30-$70 million will be
saved annually by not performing this operation.

NATIONAL LIBRARY OF MEDICINE (NLM)

Biomedical Information. Many programs of the NLM are designed to
facilitate or ensure that the results of biomedical research are
transmitted to health professionals. In this way, the nation's
investment in R&D contributes to human health and the quality of
Americans' lives. Disease prevention and health care delivery depend
on accurate and up-to-date tcientific and medical information. To
increase the body of knowledge that will enhance patient outcomes and
reduce health care costs, the NLM is improving the accessibility of
this information. One technical measure of the increased
accessibility is the more than three-fold increase in the number of
user codes in its computerized system of medical literaturefrom
30,000 in 1989 to 100,000 in 1994.

Improvements in Quality of Life: The greater dissemination of
scientific and medical knowledge through NLM's outreach programs will
help enhance the health and quality of life for many more Americans,
including those in remote areas. Telemedicine will also bring the
latest advances in research to rural physicians and enhance their
ability to provide state-of-the-art care to their patients.

Cost Implications: Access to biomedical information provided by
NLM's programs has important health-enhancing and life-saving
consequences for patients as well as important benefits in terms of
reduced health care costs.

Biotechnology Information. NLM's National Center for Biotechnology
Information (NCBI) is a key component of the scientific
infrastructure for carrying out molecular biology and biotechnology
research. By assembling and distributing the NIH GenBank sequence
database and by providing state-of-the-art sequence analysis tools,
NCBI assists both academic and industrial scientists in the
fast-paced field of gene discovery. NCBI maintains the world's
foremost collection of all known DNA sequences, now numbering 230,000
sequences and 237,000,000 base pairs from over 5,000 different
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species. Over 35,000 sites have accessed NCBI data over the past
year and every day some 15,000 queries are processed by NCBI
computers, many involving complicated comparisons of single sequences
against the entire database. NCBI also has played a key role in
analyses of several disease genes, including the neurofibromatosis
(NF1) gene, a tumor suppressor gene implicated in colon cancer, and
most recently, the gene responsible for Kallman syndrome, a human
genetic disease characterized by the unusual association of
infertility and a lack of the sense of smell.

Improvements in Quality of Life: NCBI has pioneered extremely
fast and accurate sequence search techniques and, as part of the High
Performance Computing and Communications initiative, makes this
advanced technology freely available to the biotechnology and
biomedical community. GenBank has been doubling in size every 20
months and in the coming year will grow even faster with the addition
of 300,00 human cDNA clones which will be produced through
collaboration with a university and a pharmaceutical company. The

agreement is unprecedented in establishing a project with the express
purpose of creating an open, non-proprietary resource to benefit the
entire biomedical community in the search for genes responsible for
human disease. NCBI's role will be to ensure that these data, as well
as the rest of the database, are made immediately available to the
public.

Cost Implications: Use of computer 'software and databases in
research demonstrates the essential role of computer algorithms and
databases in identifying and understanding human disease genes.
Identification of disease genes can lead to prevention, early
diagnosis, and improved treatments, all of which will result in
health care cost savings.

NATIONAL INSTITUTE OF NEUROLOGICAL DISORDERS AND STROKE

Stroke: Research has made possible new medical and surgical methods
to prevent stroke in people with specific, known risk factors. In

1990, preliminary results of the Stroke Prevention in Atrial
Fibrillation (SPAF) study indicated that active treatment with
aspirin or warfarin lowers the risk of stroke in patients with atrial
fibrillation by between 50 and 80 percent. In early 1994, results
demonstrated that for most people under 75 with atrial fibrillation,
and for those over 75 with no additional stroke risk factors such as
high blood pressure or heart disease, aspirin provided adequate
protection.

Improvements in Quality of Life: Preventing stroke through these
noninvasive and relatively inexpensive means contributes to quality
of life among elderly Americans by helping to preserve their
functionality and independence.

Cost Implications: Stroke affects 500,000 people each year and is
the third leading cause of death in this country. Stroke kills about
20 percent of those stricken; many of those who survive are disabled,
often requiring nursing home care and extensive rehabilitation in
addition to the initial hospitalization. Total costs associated with
stroke are estimated at $25 billion per year. Each advance in the
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prevention or treatment of stroke decreases the burden of stroke.
For example, the SPAF study yields a potential savings of $200
million based on preventing an estimated 20,000 to 30,000 strokes
each year.

Parkinson's Disease: Parkinson's disease involves degeneration of

the cells that produce dopamine. In most cases the cause of the
degeneration is unknown, and treatment options are limited and often

unsatisfactory. Replacement of dopamine with L-dopa has been the
standard therapy for the past 40 years, but the drug has limited
effectiveness and undesirable side effects. L-dopa also does not
alter the underlying progression of the disease and for many patients
it is only a relatively short-term therapy. NINDS-supported
scientists have demonstrated the benefit of another drug, deprenyl,
for the early treatment of Parkinson's disease. Scientists are also

pursuing other promising approaches: implantation of cells
engineered to produce dopamine; surgery to relieve inhibition of
brain areas that direct movement; and, use of specific growth factors
to protect dopamine cells and to help them recover.

Improvements in Quality of Life: The development of drug
alternatives and longer-range cellular replacement approaches will
help improve motor functioning and reduce other disabling conditions
associated with Parkinson's disease.

Cost Implications: As many as 500,000 Americansone percent of
those over 50suffer from Parkinson's disease. Its economic burden,
currently estimated at $6 billion per year, will increase as the

aging population increases.

Head and Spinal Cord Injury: The first treatment to improve recovery
from spinal cord injury came from the NINDS-supported National Acute
Spinal Cord Injury Study (NASCIS). Study results announced in 1990

showed that patients who received the drug methylprednisolone within
eight hours of injury regained significantly more motor and sensory
function than untreated patients or patients receiving another drug.
This breakthrough came after years of testing different drug regimens
to inhibit the secondary damage that occurs in the hours following
initial trauma to the spinal cord.

Improvements in Quality of Life: Over 2 million head injuries

occur each year. Approximately 100,000 victims die and 500,000

require hospitalization. Traumatic brain injury (TBI) is considered
the principal cause of permanent brain damage in young adults and
results in 5,000 new cases of epilepsy annually. Reducing the extent

of spinal cord injury and improving the chances of recovery increases
functioning, independence, and overall quality of life.

Cost Implications: The economic costs of TBI alone approach $25

billion per year. Each year, 10000-12,000 Americans injure their
spinal cord, often suffering some degree of paralysis, loss of
sensation, or even death. Treatment, rehabilitation, lost income,
Medicare, and other costs for spinal cord injuries approach $10

billion annually. Treatments that preserve some function in as few

as 5 percent of spinal cord-injured patients could result in an
estimated annual cost savings of $20 million.
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Epilepsy and Seizures: In the U.S., an estimated 2.5 million people,
or 1 percent of the population, have epilepsy. For many, medications
are sufficient to control their seizures, but an estimated 200,000
people continue to have seizures more than once a month. Results

announced in 1993 from a NINDS-supported trial demonstrated that
diazepam (administered orally) at times of fever effectively and
safely prevents febrile seizure recurrence. Children who received
treatment had a 44 percent reduction recurrent seizures. Another
NINDS study found that phenobarbital, administered to children
following a febrile seizure, was not effective in reducing the risk
of another seizure. Further, evidence from the study suggested that
use of the medication could adversely affect cognitive development.
In selected cases, surgery to remove brain tissue associated with
seizure activity significantly reduces the need for medication and
improves the quality of life for the patient. NINDS continues to
conduct and support clinical studies to evaluate surgical therapies
for patients and to further address issues such as the development of
criteria for patient selection and evaluation of long-term outcome.

Improvements in Quality of Life: Reducing the risk of recurrent
seizures can improve health, ease anxiety, and enable people with
epilepsy to lead fuller and healthier lives.

Cost Implications: The estimated cost of epilepsy exceeds $3

billion annually.

Brain HemorrhaRe in Very Low Birthweight Babies: An estimated 20-40
percent of very low birthweight infants are at risk for bleeding in
the brain, a condition known as intraventricular hemorrhage (IVH).
In 1994, NINDS grantees announced that very low birthweight babies
treated within 6-12 hours of birth with a drug called indomethacin
are less likely to have IVH. The study also showed that when IVH
does occur in treated patients, it is less severe, and therefore,
less likely to cause extensive brain damage.

Improvements in Quality of Life: Preventing brain damage in low
birthweight babies will improve the chances of normal development and
provide a healthier start on life.

Cost Implications: Preventing or lessening brain damage resulting
from IVH can reduce the costs associated with low birthweight and
developmental problems.

NATIONAL INSTITUTE OF NURSING RESEARCH (NINR)

Alzheimer's Disease: Investigators recently tested a program of
mental stimulation exercises to be administered to Alzheimer's
patients by family caregivers in the home. The exercises were
designed to improve the patient's cognitive functioning. When these
exercises were administered for an hour every day, the Alzheimer's
patients showed improved mental functioning while results from the
control group showed the continued mental decline typical of the
disease.

Improvements in Quality of Life: This relatively simple program
slows the progression of Alzheimer's disease symptoms, allowing the
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patients to live more independently at home and letting caregivers
spend their time more productively on their work or other family
responsibilities. Caregivers themselves reported lower levels of
stress.

Cost Implications: An.estimated 4 million Americans have
Alzheimer's disease, and these numbers are growing as the population
ages. Efforts are underway to help Alzheimer's patients preserve
their independence for as long as possible, thus delaying more costly
types of care, such as institutionalization.

Hip Fractures: It has been shown that external hip pads worn over
the hip joints in side pockets of an undergarment have the potential
to prevent hip fractures by absorbing the energy of falls. A key
issue is whether older people, who are at high risk for falls, will
wear the pads. NINR-supported research shows that older people would
wear the pads if they were redesigned to make them thinner.

Improvements in Quality of Life: The potential to avoid costly,
life-threatening hip fractures is important, and compliance with
basic safety precautions and use of protective devices, such as the
hip pads, is key to lowering costs and avoiding loss of quality of
life.

Cost Implications: A quarter of a million hip fractures occur
annually in the U.S. to people 65 years and older, at an estimated
cost of $7 billion.

Chemotherapy: While chemotherapy is an important treatment for
cancer, it is frequently associated with highly uncomfortable and
possibly dangerous side effects such as severe nausea and vomiting.
Nausea can lead to complications such as anorexia, dehydration, and
depression, and patients may become reluctant to continue this life-
saving treatment. NINR-supported research is addressing ways to
control the side effects of chemotherapy through behavioral
desensitization techniques. Research has shown a connection between
increased pretreatment resting heart rate and post-treatment levels
of reported nausea, knowledge that may help in determining which
patients will benefit most from this behavioral intervention.

Improvements in Quality of Life: Strategic use of behavioral
techniques has the potential to provide patients with an alternative
or a supplementary approach to anti-nausea medication in
counteracting unpleasant effects of life-saving chemotherapy
treatments. This helps assure that patients will obtain the full
benefits of the chemotherapy while enhancing their quality of life
and allowing them to conduct their normal daily activities.

Cost Implications: The ability to predict negative responses to
treatment will allow interventions to be targeted only to patients at
risk for nausea and vomiting, thus avoiding unnecessary remedial
treatment. This intervention will also help patients obtain the full
benefit of the costly therapy. All of these outcomes have
significant implications for savings in health care costs in terms of
faster recovery, continued productivity, and decreased need for
treatment and care.
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Premature Labor: NINR-supported investigators have tested a model
program to prevent premature labor among low-income African American
women, who are at increased risk for delivering low birthweight
babies. Expectant mothers in the model program received health .
monitoring and education regularly by telephone, in addition to
routine prenatal care.

Improvements in Quality of Life: The number of low birthweight
deliveries was reduced by 36 percent. The severe life-long
disability or death that often occurs with low birthweight can also
be reduced.

Cost Implications: The U.S. spends $2 billion to care for low
birthweight infants. Health-care costs for children weighing less
than 5.5 pounds at birth can be as much as $21,000 a year. In
contrast, the same costs for children of normal weight at birth
average $2,842. While low birthweight infants account for 7 percent
of all U.S. births, expenditures for their care can amount to 57
percent of costs for all newborns. Therefore, prevention of low
birthweight can result in significantly reduced neonatal health-care
costs.

Early Hospital Discharge: An NINR-funded clinical trial of a program
designed to allow earlier hospital discharge by substituting a
portion of the hospital care with comprehensive home follow-up care
by nurse specialists was tested on three groups of women undergoing
in-patient surgical procedures. The patients were prepared for
discharge with information briefings, home visits were conducted, and
24-hour telephone assistance from nurses was made available.

Improvements in Quality of Life: The women had fewer
rehospitalizations and expressed greater satisfaction with their
care.

Cost Implications: Compared with the control groups, cost savings
of 29% were achieved for women who had cesarean births; 38% for
diabetic mothers with newborns; and 6% for women undergoing
hysterectomies.

NATIONAL CENTER FOR RESEARCH RESOURCES (NCRR)

Biotinidase Deficiency: In association with several other NIH
Institutes, NCRR supported laboratory and clinical studies of
disorders of human biotin metabolism. The studies found that
children lacking the enzyme biotinidase are unable to recycle the
vitamin biotin. The deficiency can be fatal, and it can cause a wide
variety of other serious health problems, including motor and mental
retardation, seizures, hearing loss, breathing problems, visual
abnormalities, coma, feeding difficulties (vomiting/diarrhea), and
enlarged liver and spleen. The deficiency of biotinidase can now be-
treated with supplementary sources of the vitamin biotin at an
approximate cost of 20 cents per day.

Improvements in Quality of Life: This finding has led to a
protocol for screening all newborns and treating those at risk for
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early death, seizures, comas, and retardation due to biotinidase
deficiency.

Cost Implications: Savings will come from reduction in treatment
costs, care taking, special education costs, and lost earnings.
Depending on the extent of adoption of this screening procedure,
annual savings range from $5.4 to $7.2 million.

NATIONAL INSTITUTE OF GENERAL MEDICAL SCIENCES (NIGMS)

Colon Cancer: Basic research on how yeast and bacteria repair errors
in the copying of their genetic material contributed to the exciting
discovery in late 1993 and early 1994 of two genes that are defective
in a common form of colon cancer.

Improvements in Quality of Life: This research points the way to
tests that will tell people with a family history of such cancer
whether they have inherited the defective gene. Those who have the
gene can be advised to undergo regular diagnostic screening, and
those who have not inherited the gene will be spared the anxiety
associated with being at increased risk for colon cancer.

Cost Implications: The two genes are thought to be responsible
for about 90 percent of all cases of this type of colon cancer.

Amvotrophic Lateral Sclerosis (ALS): Years of NICMS-supported basic
research on molecules that remove a harmful form of oxygen from cells
enabled scientisfs to capitalize on a discovery in an unrelated
fieldamyotrophic lateral sclerosis (ALS), or Lou Gehrig's disease.
When it was reported in early 1993 that ALS is linked to a defect in
superoxide dismutase, the enzyme that removes the harmful oxygen
molecules from cells, scientists drew upon the body of knowledge
about the structure and function of this enzyme that has been amassed
since the 1960's. If researchers had waited until the ALS gene was
discovered before doing fundamental research on the enzyme the gene
encodes, it might have taken another 10-20 years to get where we are
today.

Improvements in Quality of Life: Because of the ready
availability of detailed information on superoxide dismutase,
prospects are good for improved diagnosis, genetic counseling, and
possible preventive treatments or gene therapy for ALS.

Cost Implications: Estimates of the number of people affected by
ALS range from 20,000-30,000. Their medical care costs around $300
million each year.

Vancomycin-Resistant Bacteria: The antibiotic vancomycin has been
used for 25 years to treat infections caused by bacteria that are
resistant to penicillin-type drugs or in patients who are allergic to
these drugs. Recently, however, strains of bacteria have emerged
that are also resistant to vancomycin. This is of particular concern
in long-term care facilities and burn centers,'Where a penicillin-
resistant form of Staphylococcus is often found. Extensive study by
NIGMS grantees of the chemical reaction by which vancomycin binds to,
and weakens, the bacterial cell wall has revealed an explanation for
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resistance to the drug in some strains of bacteria. The scientists
have also identified a bacterial enzyme that may be a good target for
a drug that could reverse the resistance.

Improvements in Quality of Life: This research could save lives
that are lost due to bacterial resistance to the "drug of last
resort," vancomycin. It could also help scientists devise ways to
combat the continuing problem of bacterial resistance to antibiotics.

Cost Implications: In addition to saving lives, this research
could lead to shorter and, therefore, less costly hospital stays.

Hypertension: About 20 percent of adults in the U.S. have essential
hypertension, making it a major health problem in this country. To

facilitate studies of the genetic aspects of this complex disorder,
an NIGMS grantee has produced a "knockout" mouse model for human
hypertension. Knockout mice, which are engineered to contain
modifications in specific genes, enable scientists to study the role
of a gene within a living organism. The scientist used the mouse
model to demonstrate a direct, causal relationship between the
maintenance of blood pressure and the expression of tWo major
regulatory molecules.

Improvements in Quality of Life: The new model should greatly
increase scientists' ability to study and combat hypertension.

Cost Implications: This research could lead to savings in the
cost of treating hypertension, which is estimated to be $18.2 billion
per year. This estimate includes the cost of hospitalization,
medication, and lost wages due to this disease.

Polymerase Chain Reaction: NIGMS support laid both the conceptual
and methodological foundations for the polymerase chain reaction, or
PCR. Using PCR, scientists can amplify a single molecule of DNAof
bacterial, viral, plant, or animal originup to 100 billion times
within a few hours. PCR has become a pivotal technique in basic
research as well as in a large number of industrial applications.

Improvements in Quality of Life: PCR is being used for genetic
and infectious disease testing, forensic testing, plant and animal
breeding and disease testing, and food product safety testing.
Furthermore, PCR is an essential technology in the Human Genome
Project, which holds promise for stimulating rapid growth in the
medical diagnostics industry and, eventually, for the development of
new pharmaceuticals and for gene therapy.

Cost Implications: There are currently more than 1,300
biotechnology companies in the U.S., accounting for $10 billion in
revenues and employment of 100,000 people. Virtually all of these
companies use PCR for some aspect of their research, product
development, or services, and several dozen companies exist solely as
a consequence of PCR. The use of PCR by so many companies has, in
turn, spawned the development and sale of chemicals, instruments, and
other products that support PCR.
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NATIONAL CENTER FOR HUMAN GENOME RESEARCH (NCHGR)

Human Genome Project: During the last year, the first goal of the
Human Genome Project was reachedthe genetic map was completed. This
map dramatically speeds up the search for human disease genes. In

fact, the rate at which such genes have been identified has
accelerated drastically in the last three years, including genes for
early onset breast cancer, Alzheimer's disease, and colon cancer. As
a consequence, genetic tests to detect the estimated 1 million
Americans at high risk of colon cancer are now under development.

Improvements in Quality of Life: The first benefit from the
discovery of a disease gene is the development of a genetic test that
can identify individuals at risk for the disease, long before
symptoms appear. For many diseases, this allows people to take
measures that may delay the appearance of the disease or even prevent
it all together.

Cost Implications: The NCHGR is a young center and the Human
Genome Project was only begun in 1990. Consequently, discoveries
funded by NCHGR have for the most part not yet reached the stage of
development where significant cost savings can be demonstrated.
However, the promise of such savings in the future is great. An
analysis of the economic impact of the discovery of the colon cancer
gene has been conducted using the limited information about cost
available at this time. This analysis compared the cost of treating
colon cancer versus genetic testing and preventive colonoscopy for
individuals at high risk, based upon a strong family history. Years
of productive life lost to cancer were also taken into account. This

analysis showed that genetic testing in this high risk group was
likely to be cost-effective.

NATIONAL HEART, LUNG, AND BLOOD INSTITUTE (NHLBI)

Hydroxvurea and Sickle Cell Disease: Black Americans who suffer the
painful, debilitating effects of sickle cell disease, an inherited
blood disorder that primarily affects blacks, can now look forward to
better health. After years of research, NIH researchers discovered
the first effective treatment since the condition was identified 85
years ago. Hydroxyurea can relieve the pain and reduce the number of
episodes that people with sickle cell disease suffer.

Improvements in Quality of Life: The burden of sickle cell
disease can be lightened for the tens of thousands of people who
suffer its excruciating pain and whose day-to-day lives are
frequently disrupted by its symptoms.

Cost Implications: Treatment with hydroxyurea also reduces the
number of transfusions and hospitalizations and may lead to as much
as $350 million in health care savings.

Heart Disease: Middle-aged women have faced a terrible
dilemmawhether or not they should take hormone replacement therapy
as they go through menopause. There was evidence that hormone
therapy guards women against heart disease, but it also was believed
to increase their chance of getting cancer. Now, NIH research
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provides women and'their doctors new information to help them decide

about hormone therapy. A major clinical trial, called PEPI, showed
that women can safely take this therapy and reduce their risk of

heart disease.

Improvements in Quality of Life: Heart disease is a cause of

pain, anxiety, and disability for its victims. This relatively

simple preventive measure may spare many women this suffering.

Cost Implications: All the costly interventions used to treat
established heart disease will be delayed, and may be completely
avoided, by women taking hormone replacement therapy.

Asthma: Research offers new hope that babies who develop asthma
could be identified in their first year of life. Scientists studying

children since birth identified a unique wheezing pattern that
indicates a predisposition to asthma. This finding will enable

doctors to intervene earlier in the course of the disease to prevent

its damaging effects. As a result, NIH-supported scientists are one
step closer to detecting asthma before it damages a child's lungs for

life.

Improvements in Quality of Life: Earlier diagnosis and treatment
of asthma can prevent many of its manifestations and enable children
to lead full lives, both at school and at play.

Cost Implications: In 1992, asthma was estimated to cost the
Nation $6.2 billion, $3.6 billion of which was direct treatment

costs. Because parents can now take simple steps to prevent their
children's breathing crises, costly visits to emergency rooms can be

virtually eliminated.

Cystic Fibrosis: Life expectancy has soared for Americans with
cystic fibrosis, the most common inherited disease among U.S. whites.
Children and young adults with cystic fibrosis produce a thick,
sticky mucus that clogs their lungs and leads to life-threatening

infections. Basic research on the nature of this mucus led to
development of an enzyme that breaks up the mucus so that it can be

coughed up. It is now available as the new drug Pulmozyme.

Improvements in Quality of Life: Cystic fibrosis patients can

breathe easier and lead fuller lives as a result of this

breakthrough.

Cost Implications: Mucus that can be coughed up is mucus that
cannot harbor the chronic infections that are a primary cause of the

high treatment costs of patients with cystic fibrosis.

Heart Attack: When a heart attack hits, time counts. Delays can

mean damage to heart muscle and death. A new assay for eubforms of
the enzyme creatine kinase MB has been shown to detect a heart attack

within 2 hours.

Improvements in Quality of Life: About 5 million Americans a year

go to a hospital emergency room fearing that they are having a heart

attack. Now almost two-thirds will be able to go home rather than to
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a coronary care unit, while others will be able to get the urgent
treatment they need.

Cost Implications: We can now save a substantial amount of the
approximately $4 billion spent each year to care for patients who
have not, in fact, had a heart attack.

FOGARTY.INTERNATIONAL CENTER (FIC)

Hemophilus influenza tyne B: Epidemiological studies have
demonstrated that Native American children have a high incidence of
meningitis due to bacteria called Hemophilus influenza type B.
Although the infection can be treated with antibiotics, meningitis is
a severe disease and can lead to complications such as mental
retardation and other neurological ill effects in later life. For

this reason, prevention of meningitis with immunization in these
infants and children is a high priority.

Improvements in Quality of Life: Researchers have shown that
vaccination with Hemophilus.influenza type B vaccine prevented
meningitis in Navaho infants and children. Furthermore, vaccination
reduced the number of children who carried the bacteria in the
throat, a potential source of transmission of infection to others.

Cost Implications: Widespread use of this vaccine should be a
major advance in providing better health care and reducing health
care costs.

Tuberculosis and AIDS: Tuberculosis (TB) is the greatest cause of
death in the world from any single infectious disease and is
increasing worldwide. A randomized clinical trial involving symptom-
free HIV-seropositive individuals demonstrated the efficacy of
Isoniazid in decreasing the incidence of tuberculosis and delaying
the onset of AIDS.

Improvements in Quality of Life: These findings suggest that
Isoniazid prophylaxis should be considered for HIV-seropositive
individuals and that this treatment may also be appropriate for
tuberculosis-negative patients in areas where this disease is
endemic.

Cost Implications: In the U.S., 5-10 percent of HIV-infected
individuals may develop active tuberculosis within the first year.
Isoniazid therapy will potentially improve the clinical management of
HIV infections and reduce costs related to TB management and care.

Vitamin A and HIV/AIDS: FIC studies conducted in collaboration with
NICHD suggest that maternal vitamin A deficiency contributes to
mother-to-child transmission of HIV. Scientists studied 567 HIV-
infected pregnant women, analyzed in four groups based on vitamin A
concentrations. As maternal serum vitamin A concentrations fell, the
rate of infection in their infants increased steadily, from 7 percent
in the women with the highest vitamin A concentrations, to 32 percent
in those mothers with the lowest.
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Improvements in Quality of Life: Increasing the vitamin A intake
in HIV-positive pregnant women may help reduce transmission of HIV
and enhance the healthy status and outlook for many children.

Cost Implications: These findings may have significant
implications for the development of cost-effective measures to reduce
the risk of HIV from mother to child through nutritional
intervention.

Down Syndrome and Leukemia: Down Syndrome is one of the most common
genetic diseases and is the most prevalent cause of mental
retardation in the U.S. Down syndrome patients also suffer
disproportionately from a number of other diseases that are found in
the general population, including leukemia and neural degeneration.
The gene for acute myelogenous leukemia no.1 (AML1) now has been
located in a region of a human chromosome known to be involved in
Down syndrome. Research is underway to determine the role of this
gene in the malignant process.

Improvements in Quality of Life: The information gained from this
study should lead to a rational basis for treatment and prevention of
leukemia associated with Down syndrome.

Cost Implications: Improvements in the treatment and prevention
of leukemia associated with Down syndrome will lead to substantial
cost savings.

Heart Failure: Heart failure causes an array of debilitating
symptoms, including shortness of breath, fatigue, weakness, and pain
from swollen limbs. Scientists have found that patients with chronic
heart failure lived longer and avoided many hospitalizations when
treated with the ACE inhibitor enalapril.

Improvements in Quality of Life: Not only did the enalapril
treatment make patients feel better, it also improved their survival
and kept them out of the hospital.

Cost Implications: Cost savings associated with reduced
hospitalizations for heart failure are estimated at $1 billion per
year.

NATIONAL INSTITUTE OF MENTAL HEALTH (NIMH)

Manic-Depressive Illness: Research that led to the use of lithium to
treat manic-depressive illness is one of the remarkable successes of
modern medicine. The earliest American controlled studies of lithium
were conducted by NIMH intramural investigators in 1968 and 1969.
They established the safety, effectiveness and treatment conditions
for lithium for manic depressive illness. The Federal role was
critical, because lithium was an inexpensive, non-patentable
medication, and hence not commercially attractive to the pharmaceuti-
cal industry.

Improvements in Quality of Life: Prior to the introduction of
lithium, persons with this illness spent, on average, one quarter of
their lives institutionalized; when not hospitalized, these persons
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experienced marked losses of productive capacity. In the pre-lithium
era, an estimated 1 in 6 patients with manic-depressive illness died
by suicide. Today, the careful administration of lithium can prevent
most episodes of manic depression, allowing patients to lead
essentially normal lives. Moreover, the suicide rate among lithium-
treated patients, is comparable to that seen in the population at
large (less than 1 percent).

Cost Implications: Lithium therapy saves the U.S. economy $6
billion annually, and has saved more than $145 billion since 1970.
These savings reflect both a reduced need for extensive
hospitalizations and other treatments, as well as the restored
productivity of wage-earners.

Schizophrenia: The introduction of the unique, 'atypical'
antipsychotic drug known as clozapine (Clorazil) has dramatically
helped persons suffering from schizophrenia. Because clozapine helps
many schizophrenics who do not respond to other available
medications, the mechanisms through which it acts in the brain are of
particular scientific interest. NIMH-supported research identified a
new class of receptors for the neurotransmitter dopamine that are
specific targets of clozapine. These particular receptors are
greatly increased in the brains of patients with schizophrenia and
NIMH is currently examining differences in these receptors.

Improvements in Quality of Life: Because of clozapine treatment,
thousands of patients with schizophrenia are able to leave mental
hospitals, and in some cases, to return to school, hold a job, and
live independently.

Cost Implications: A recent study estimated that clozapine
maintenance for schizophrenia saves an average of $23,000 per patient
annually, for a total savings to the Nation of approximately $1.4
billion each year for the estimated 60,000 patients now receiving
clozapine. The savings are realized primarily through the reduction
in need for hospitalization.

Clozapine Treatment: NIMH-sponsored research findings support
proposals to reduce the frequency of blood monitoring in clozapine-
treated patients, particularly after the first 6 months of treatment.

Improvements in Quality of Life: This reduced blood monitoring
would also increase the number of potential patients using the drug,
some of whom currently avoid the treatment due to the weekly drawing
of blood.

Cost Implications: Reducing the blood moriitoring from weekly to
monthly would save 75 percent of the cost of safety monitoring,
approximately $5,000 per year per patient, resulting in cumulative
savings of $225 million per year in the U.S. based upon an estimated
60,000 patients currently receiving clozapine.

Depression: The development of a new class of antidepressants, known
as selective serotonin reuptake inhibitors (SSRIs) has dramatically
benefitted many people suffering from depression. Drugs in this
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class include Prozac, Paxil, Effexor, and Zoloft, and their advantage
is that they lack many of the undesirable side effects of older
antidepressants. NIMH basic research on the molecular biology and
pharmacology of serotonin receptors in the brain established the.
science base for the development of these drugs, provided the impetus
for investment and gave pharmaceutical researchers the knowledge base
and methodological tools to develop the first of these drugs. In
addition, since this class of drugs was introduced, NIMH clinical
research has determined that SSRIs are effective treatments for other
mental disorders in addition to depression, including obsessive
compulsive disorder, bulimia, premenstrual syndrome, and elective
mutism.

Improvements in Quality of Life: SSRIs, which have less potential
for lethal overdose than earlier antidepressants, are estimated to
prevent 300-450 suicides per year. Additional lives are saved
because SSRIs do not impair driving as do the older antidepressants
or benzodiazepines.

Cost Implications: Because this class of antidepressants is so
new, it is not possible to estimate potential cost savings.

Caregivers for Alzheimer's Patients: NIMH research on a multifaceted
mental health treatment program developed for people providing care
for family members with AItheimer's disease showed that this program
enabled caregivers to keep patients at home longer. This
significantly reduced the need for hospitalizations.

Improvements in Quality of Life: Delaying institutionalization of
persons with Alzheimer's disease maintains the quality of life of the
patient and significantly eases the financial burden to the family.

Cost Implications: Nursing home costs for people with Alzheimer's
disease can be reduced by an estimated $17,000 per patient by
providing a range of mental health treatments for the family members
who care for these patients. Programs designed for other groups of
caregivers and their mentally ill relatives will likely produce
similar savings.

Alzheimer's Disease: Alzheimer's disease is the most common and
tragic form of mental impairment in old age and is the fourth leading
cause of death among elderly people. A recent study supported by
NIMH and NIA has found that it may be possible to use brain scans
viewed by positron emission tomography (PET) to see signs of mental
deterioration in people who are developing Alzheimer's disease, even
though their symptoms will not become apparent for years. In this
study, people without signs of Alzheimer's disease, but who had
inherited the Apo-E4 gene, and were therefore at high risk of
developing the disease, had brain changes similar to the more
pronounced changes seen in patients with Alzheimer's disease.

Improvements in Quality of Life: Early detection of Alzheimer's
disease is critical in order to be able to test potential treatments
for slowing or halting the progress of the disease.
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provides women and their doctors new information to help them decide
about hormone therapy. A major clinical trial, called PEPI, showed
that women can safely take this therapy and reduce their risk of
heart disease.

Improvements in Quality of Life: Heart disease is a cause of
pain, anxiety, and disability for its victims. This relatively
simple preventive measure may spare many women this suffering.

Cost Implications: All the costly interventions used to treat
established heart disease will be delayed, and may be completely
avoided, by women taking hormone replacement therapy.

AEIDEA: Research offers new hope that babies who develop asthma
could be identified in their first year of life. Scientists studying
children since birth identified a unique wheezing pattern that
indicates a predisposition to asthma. This finding will enable
doctors to intervene earlier in the course of the disease to prevent
its-damaging effects. As a result, NIH-supported scientists are one
step closer to detecting asthma before it damages a child's lungs for

life.

Improvements in Quality of Life: Earlier diagnosis and treatment
of asthma can prevent many of its manifestations and enable children
to. lead full lives, both at school and at play.

Cost Implications: In 1992, asthma was estimated to cost the
Nation $6.2 billion, $3.6 billion of which was direct treatment
costs. Because parents can now take simple steps to prevent their
children's breathing crises, costly visits to emergency rooms can be
virtually eliminated.

Cystic Fibrosis: Life expectancy has soared for Americans with
cystic fibrosis, the most common inherited disease among U.S. whites.
Children and young adults with cystic fibrosis produce a thick,
sticky mucus that clogs their lungs and leads to life-threatening
infections. Basic research on the nature of this mucus led to
development 9f an enzyme that breaks up the mucus so that it can be
coughed up. It is now available as the new drug Pulmozyme.

Improvements in Quality of Life: Cystic fibrosis patients can
breathe easier and lead fuller lives as a result of this
breakthrough.

Cost Implications: Mucus that can be coughed up is mucus that
cannot harbor the chronic infections that are a primary cause of the
high treatment costs of patients with cystic fibrosis.

Heart Attack: When a heart attack hits, time counts. Delays can
mean damage to heart muscle and death. A new assay for subforms of
the enzyme creatine kinase MB has been shown to detect a heart attack

within 2 hours.

Improvements in Quality of Life: About 5 million Americans a year
go to a hospital emergency room fearing that they are having a heart

attack. Now almost two-thirds will be able to go home rather than to
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Cost Implications: The economic burden of Alzheimer's disease has
been estimated at $58 billion each year ($20 billion in direct costs,
$38 billion in informal costs).

Premature Infants: Approximately 400,000 premature infants are born
in the U.S. each year, many requiring intensive, extended periods of
care. NIMH research discovered that premature infants that receive
tactile stimulation gain weight faster and develop their nervous
systems more rapidly, allowing them to be released from the hospital
much sooner than those in control groups not receiving stimulation.

Improvements in Quality of Life: These advantages persistedan 8-
month follow up study found that those preemies that received the
touch supplementation continued to show better physical and mental
development, as well as a significant decrease in neurological signs.

Cost Implications: On average, $5,000-$6,000 per premature infant
is saved in hospital costs, yielding total cost savings of $2-$2.4
billion per year.

Autism: An intensive treatment program for children with autism was
compared with a control group of children who received a much less
intensive intervention.

Improvements in Quality of Life: After seven years, the children
who received the intensive treatment demonstrated significantly
higher functioning as indicated by higher IQ scores, a higher
proportion of subjects in regular education settings (47 percent vs.
0 percent), and lower behavior problem scores, than did children in
the control group.

Cost Implications: Based on estimates for special education and
mental health treatment costs, this intervention would save $11,500"
per year for each autistic child who completes this intensive
intervention.

ALZHEIMER'S DISEASE

Question. Along the same lines, a recent report to the White
House Conference on Aging found that postponing the onset of
Alzheimer's Disease by 5 years would reduce the incidence of the _

disease by half, and save as much as $50 billion a year in health
care costs. Where do we stand in our efforts to find a cure or
treatment for Alzheimer's Disease?

Answer. Alzheimer's Disease (AD) currently affects an estimated
four million older Americans and their families, causes enormous
personal suffering, and costs the nation billions of dollars each
year; NIH devotes over $300 million annually to Alzheimer's Disease
research. Without the development of new treatments, cures, or
preventive approaches to this dreaded disease, the number of
individuals and families devastated by AD will likely increase up to
fivefold within the next 50 years. Consequently, we face a growing
public health crisis unless we can develop interventions to halt or
slow the progress of this disease.

3S6
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Recently, apolipoprotein E4 (ApoE4), a blood protein whose gene
is located on chromosome 19, has been associated with increased risk
for AD. This extremely important observation has been confirmed in a
number of laboratories and is the first report of a major biological
risk factor of the disease. For the first time epidemiological
studies of AD will now have a biological marker for identifying
populations at high risk for AD and following themswith the hope of
finding other risk factors. At the same time, this research has
opened the door for new thinking about developing treatment based on
the biology of the disease process. The exact role of ApoE4 in AD
pathogenesis is still a matter of hypothesis. However, should it be
directly involved in susceptibility, this protein would then become
an attractive target for interventions. In addition, there are many
laboratories currently involved in the identification of other genes
associated with increased incidence of AD.

Until the late 1980's, the prospect of developing effective
treatments for AD was very remote. However, during the last few
years the prospects of discovering useful compounds have improved
significantly. In a very short period it was discovered that the
clinical symptoms of AD, such as cognitive loss, are associated with
a specific biochemical deficit in the brain. This finding eventually
led to the testing and approval of the first drug treatment for AD.
Now many other second generation compounds are in various stages of
development and testing; these are expected to provide safer and more
effective drugs. Since 1978 remarkable progress has been made in
understanding the molecular details of the hallmark neuropathological
lesions associated with AD such as the protein chemistry of the
amyloid in the senile plaque, the abnormal process of adding
phosphate molecules to the tau protein in the tangles, and the
mechanisms of losing contact points between nerve cells (synapses).
These findings have led many biotech companies to begin formulating
strategies to slow down or reverse the destructive course of these
molecular lesions. Meanwhile, studies of the genetic basis of this
disease have been incredibly productive in identifying three
chromosomes (21, 14, and 19) associated with AD, and the prospect of
discovering yet additional genetic loci on other chromosomes is very
promising.

Preliminary results of pilot epidemiologic studies have
indicated that treatments with some already available agents,such as
estrogen and anti-inflammatory compounds may also have a positive
effect in delaying the symptoms of AD. These findings now are being
tested for proof of concept. More recently, the development of a
mouse model for one of the brain lesions associated with AD will
allow scientists to test new drugs and explore ways to prevent the
development of these lesions. Extrapolating the current rate of
progress in understanding the neurobiology of this disease into the
future, there is sufficient justification for optimism that expansion
of ongoing efforts to discover risk factors, cause(s), and treatments
will be successful in achieving the goal of delaying the onset of
disabling symptoms and maintaining independent functioning. The 1996
President's Budget proposes to increase spending on Alzheimer's
Disease research at MIN by $7.3 million, or a 2.3% increase.
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NATIONAL CENTER FOR RESEARCH RESOURCES

Question. Dr. Vaitukaitis, the Fiscal Year 1995 Labor/HHS
Appropriations Subcommittee Report referred to the need to support
oral health research facilities construction. How are you and your
colleagues at the National Center for Research Resources proceeding
with that request?.

Answer. Applications for the research facilities construction
program for Fiscal Year 1995 were received this spring and will be
reviewed in June by the Scientific and Technical Review Board on
Biomedical and Behavioral Research Facilities. Following review by
the National Advisory Research Resources Council, awards will be
made. At this time, we are unable to anticipate whether any
application for oral health research facilities will be funded.

PEER REVIEW PROCESS

Question. Dr. Varmus, the Clinical Research Study Group
convened as part of your assessment of the NIH peer review system
concluded that patient-oriented research proposals fare less well in
study section review than Iaboratory-oriented research. As
previously raised by the clinical cancer research community, poor
outcomes occur not because the proposals are less meritorious, but
rather of inadequacies in the review process.

Answer. The Clinical Research Study Group review was focused on
clinical research applications reviewed by study sections in the
Division of Research Grants (DRG). These applications constitute
approximately 40% of all the NIH clinical research proposals.

The Clinical Research Study Group found that patient-oriented
research applications reviewed by study sections with a clinical
focus fared far better than those reviewed by other study sections
who didn't review as many patient-oriented applications. This
finding led DRG to plan a pilot experiment involving the clinical
research study sections with the objective of improving the review of
patient-oriented applications. The pilot study will begin in June
1995.

In addition, initial findings by the Clinical Research Study
Group revealed that the success rate for patient-oriented
applications improved significantly upon resubmission. While there.
are a number of explanations for such improvement, the results
suggested that study section expertise is not the sole determinant of
the outcomes of patient-oriented research applications.

Question. Dr. Varmus, how do you intend to improve grant review
for patient-oriented research?

Answer. As you may know, NIH recently issued a Report of the
Working Group on the Division of Research Grants. The report
contained a number of recommendations that should improve peer review
in general. In particular, it recommended that the study section
membership be diversified by including members with varying kinds of
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backgrounds. This may encourage physicians and other medical
professionals to participate as reviewers.

Another recommendation from the Working Group is the
establishment of the Peer Review Oversight Group (PROG) that would be
charged with coordinating, evaluating, and making policy
recommendations for all peer review conducted at the NIH, both within
DRG and in the Institutes/Centers. Finally, results from the DRG
pilot experiment may inform us of ways to optimally use clinical
research study sections.

Patient-oriented research is an important part of our portfolio
and will be prominent as we move to review and strengthen all peer
review at the NIH.

DISPARITY IN EXTRAMURAL GRANT FUNDING

Question. Dr. Varmus, in the January 22, 1993 issue of Science,
you proposed that the NIH's budget should grow by 15 percent per year
to enable the NIH to fund about 30 percent of approved extramural
grants. Currently there exists a large dichotomy at NIH where a few
Institutes hover at the 30 percent level, while others languish well
below. Does NIH have a plan to bring those Institutes currently
suffering from low success rates, such as NIAMS, into parity with the
other Institutes?

Answer. Short of an increase in appropriations, NIH will have
to consider a variety of strategies in order to raise the success
rates of those Institutes/Centers (ICs) that have experienced low
success rates in funding approved extramural grants. These range
from reducing or eliminating Requests for Applications; reducing the
number and/or size of large grants, such as program project grants
and center grants; and re-examining the intramural programs of these
ICs to identify any potential for reallocation of funds.

FOUNDATION FOR BIOMEDICAL RESEARCH

Question. Dr. Varmus, I note that the Centers for Disease
Control has moved forward very aggressively to initiate the National
Foundation for the Centers for Disease Control. What is the status
of the National Foundation for Biomedical Research at NIH?

Answer. The National Foundation for Biomedical Research (NFBR)
was established in Public Law 103-43, dated June 10, 1993.
Appointment of Board members took place on July 9, 1993, with Mr.
Benno Schmidt serving as Chair.

The Board met once on May 27, 1994, and a draft implementation
plan was prepared subsequent to that meeting and was distributed to
members of the Board.

The following issues remain before the NFBR can operate:

Funding: Despite an initial authorization of $200,000, NIH has
not yet asked for, nor has Congress appropriated funds for this
activity. Therefore, NIH has not used other funds to start the NFBR,
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based on advice from legal counsel. The Centers for Disease Control
(CDC) used $500,000 in Federal funding and a comparable amount in
grants to start its foundation.

Staffing: The Board agreed to a national search for an Execu-
tive Director. However, that person cannot be hired without
available funding. Staff assistance from inside and outside the NIH
on a voluntary basis has been explored and is feasible.

We are considering strategies on how to begin this process as
the NFBR awaits incorporation, funding and staffing to move forward.
The NIH remains enthusiastic about the role of the Foundation in the
support of basic and clinical biomedical research.

puestion. Dr. Varmus, if Congress were able to establish a
supplemental funding stream beyond what is available through
discretionary means, we would hope to have a willing partner in the
Foundation to receive and distribute these funds to NIH in some fair
manner. Is this feasible? If not, what changes would be necessary
in the National Foundation for Biomedical Research's statutory
authorization to achieve this objective?

Answer. The National Foundation for Biomedical Research (NFBR
or "Foundation") is authorized to accept funds and distribute them to
NIH in a fair manner. If Congress chooses to authorize funds
specifically for use by the Foundation, no changes are needed to the
NFBR authorizing legislation.

Under section 499(m) of the Public Health Service (PHS) Act,
Congress authorized an aggregate of $200,000 for Fiscal Years 1994
and 1995 for the Foundation, and prohibited use of funds appropriated
under any other provision of law to be expended to establish or
operate the Foundation 142 U.S.C. S290b(-m)]. To date, these funds
have not been appropriated; therefore, NIH currently has no funds to
establish or operate the Foundation.

Further, the NFBR is authorized to solicit and accept gifts,
grants, and other donations, establish accounts, and invest and
expend funds in support of its activities [42 U.S.0 S290b(c) (1)].
This section enables the Foundation to obtain and use funds other
than appropriations for its activities.

WOMEN SCIENTISTS

Question. Some women scientists at NIH have complained that
they have been the subject of discrimination at the NIH resulting in
decreased morale which leads some women scientists to voluntarily
terminate their employment with NIH. A review by the Equal
Employment Opportunity Commission (EEOC) in May 1994 found that the
NIH Office of Equal Opportunity was not a fair and impartial office
where aggrieved persons could go to express their equal employment
concerns due to lack of confidentiality and a fear of retaliation by
management. The EEOC review, also found that women voluntarily left
their employment at a rate above their representation in the
workforce. NIH had not attempted to determine why women in these
groups had chosen to leave. Dr. Varmus, are you aware of this study
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and the concerns of some women scientists at NIH? Have you taken any
steps to address their concerns?

Answer. Early in my tenure as Director of the NIH, I became
aware of allegations of inequities in hiring, allegations of hostile
work environments for women, and general employment practices that
tended not to include women, minorities and people with disabilities.
I immediately began to take steps to eliminate barriers to equal
opportunities for all NIH employees. Many of my action items were
completed before the May 1994 EEOC report was released. For example,
in October 1993, the NIH Office of Equal Opportunity (0E0) entered
into an interagency agreement with the Departmental Appeals Board,
Department of Health and Human Services to institute a mediation
process for resolving complaints. These procedures allow employee
concerns to be addressed by third party neutrals, while we continue
to work on improving the 0E0's reputation and customer service. In
addition, in September 1994, I hired a new senior executive with
substantial EEO experience to run the 0E0. She has been specifically
tasked with making NIH a more fair and open offiCe responsive to both
employees and management.

In an effort to identify the underlying causes for the high rate
of separation identified for women, the NIH began piloting a
"separation questionnaire" in the September 1994. The voluntary
questionnaire elicits information on the departing employee's work
environment, and the reasons why the employee has chosen to leave the
NIH. The 0E0 is in the process of analyzing data received for the
first two quarters of FY 1995. Four hundred twenty-two employees
have left the NIH during this time period for various reasons,
including retirements and buy-outs. Only 90 employees (21 percent)
voluntarily returned their separation questionnaire. Two hundred
fifty-nine of the employees who left are women, while 53 of those who
returned the questionnaire are women, including six in scientific
occupations. At this point, the NIH has insufficient data to provide
meaningful information on why women leave the NIH at a slightly
greater rate than men. Anecdotal information includes both the
theory of better opportunities elsewhere, and the theory of the
unfriendly work environment. The NIH will continue to pilot the
separation questionnaire and explore other options such as exit
interviews to help better determine why women scientists leave.

The NIH also established a Woman Scientist Advisor (WSA) to the
Scientific Director in each Institute. Each WSA is responsible for
bringing women scientists' issues, including promotion and pay equity
concerns, to the attention of senior management. The WSAs are a
crucial link to assist the 0E0 and management in eliminating barriers
to the retention of women.

In FY 1995, the NIH established a process to resolve claims
concerning pay levels from scientists in the Intramural Research
Programs. This process is open to women scientists where there are
demonstrated disparities between the pay for men and women scientists
who are similarly situated.

With respect to informal complaints of sexual harassment filed
at the NIH, seven were filed during FY 1994. As of May 25, 1995,
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four were filed during FY 1995. Two of the four FY 1995 complaints
are currently under review; one could not be resolved informally and
the complainant has filed a formal complaint; and for the fourth
complaint, the complainant chose not to pursue the matter.

DIAGNOSTIC RADIOLOGY

Question. Dr. Varmus, the field of diagnostic radiology has
played a significant role in the medical advances made over the past
several decades. Medical imaging procedures, in fact, now contribute
to the final patient diagnosis in more than 75 percent of all
hospital admissions. Given the potential this field holds to more
accurately diagnosis disease through non-invasive procedures, would
you provide the Committee with highlights of promising research now
underway in this field?

Answer. Imaging technologies hold tremendous promise for
translating progress in molecular biology and gene mapping into
practical advances in medicine. It is now possible to define
specific molecular receptors, as well as oxygen and sugar
consumption, in living people carrying out complex tasks. Non-
invasive imaging tools that have recently been developed and are
constantly improving will open new doors leading to major advances in
the understanding, diagnosis, and treatment of human diseases.

Specifically:

Research in the area of full breast digital mammography has the
greatest potential of increasing the ability to detect malignancy at
a lower dose of ionizing radiation. The coupling of digital
techniques with directed core biopsies will reduce the number of
exploratory surgical procedures in women at risk of developing breast
cancer. Clinical research utilizing magnetic resonance imaging (MRI)
of the breast should complement digital mammography and may provide a
method for evaluating women with mammographically dense breast
tissue.

The use of magnetic resonance imaging in the evaluation of
coronary artery disease is being developed in both the extramural and
intramural MIN programs. This rapidly developing, non-invasive,
cost-effective technology is able to detect coronary artery disease
accurately. Recent progress has allowed investigators to evaluate
the state of the major coronary arteries, the effective blood flow to
the heart wall, and the actual regional motion of the heart wall in a
single examination. This technique shows promise, both to improve
the diagnosis of coronary artery disease as well as to reduce the
cost of a cardiac workup by providing most of the necessary
information in a single study, thereby replacing many invasive
diagnostic catheterization procedures.

Clinicians will be able to use MRI, the most sensitive imaging
technique available, to direct biopsies and monitor treatments. For

example, because of its unique sensitivity to changes in the
macroscopic water environment in tissues, interventional MRI can
monitor treatment of tumors with heat and cold. Coupled with
advanced image processing techniques, neurosurgeons have the
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capabilities of performing MRI-directed cerebral surgery with real-
time updates of the effects of treatment.

Standard computed tomography (CT) data can now be reformatted.into
a three-dimensional image. The resulting image will be more
interpretable and informative than traditional studies. Procedures
are now under development whereby three-dimensional pictures of the
bronchus, colon, and stomach can be used for "virtual" bronchoscopy,
colonoscopy, and endoscopy from noninvasive CT data. Similarly,
noninvasive imaging techniques are being developed and evaluated to
assess vascular anatomy and blood flow by CT, MRI and ultrasound.
For example, the three dimensional reconstruction acquired by spiral
CT allows the display of vascular anatomy comparable to more invasive
angiography. These advances will allow physicians to acquire
accurate diagnostic information while reducing painful, time-
consuming, and expensive procedures.

Modern Positron Emission Tomography (PET) imaging methods recently
have been adapted to follow the altered metabolism of breast cancers.
Using a radiolabeled analog of glucose (a form of sugar) as a tracer,
increased sugar use by aggressive breast cancers can be detected;
this technique can be also,be used to detect metastatic disease
outside of the breast. By imaging the metabolic or biochemical
changes of cancers in vivo, the effects of various cancer treatments
can be assessed much earlier than has been possible previously,
thereby permitting more effective treatment monitoring.

PET technology is being used to correlate regional blood in the
brain with thinking and other functions. These studies are mapping
the brain regions involved in normal cerebral' functions and serve as
a baseline for studies of abnormal brain function in a variety of
diseases including schizophrenia, Alzheimer's Disease, stroke,
epilepsy, Parkinson's Disease, and brain cancer.

ResearCh using radiolabeled antibodies for diagnostic and
therapeutic applications is showing promise in the treatment of
certain cancers. Administration of Yttrium-90 radiolabeled anti-Tac
monoclonal antibody has had success in treating patients with adult
T-cell lymphoma and leukemia. In addition, imaging with Indium-111
octreotide (which binds to the somatostatin receptor) is more
sensitive than either CT or MRI for finding metastatic gastrinomas.

Question. Dr. Varmus, please provide the Committee with a
breakdown by Institute of funding for diagnostic radiology for Fiscal
Years 1990 through 1996.
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Question. Dr. Varmus,.three years ago, this Committee called
for the establishment of an intramural program for radiology
research. Would you give us a status report on the program, and
describe what plans you have for the future?

Answer. The Laboratory of Diagnostic Radiology Research (LDRR)
has been established as a training program and laboratory for
promoting basic research in medical imaging. The laboratory provides
qualified individuals with the opportunity to develop basic research
skills and techniques which will ultimately result in talented
scientists returning to the academic community. LDRR's laboratory
agenda will focus primarily on areas of functional/metabolic imaging
particularly using magnetic resonance imaging and spectroscopy,
molecular imaging, and image processing. Essential to all the
laboratory agendas will be the continued technical development of
radiological and nuclear medicine techniques. This laboratory effort
is providing teaching techniques and skills for the fellows not
readily available at other institutions.

Over the past 3 years, LDRR staff and fellows, in collaboration
with other ICD scientists, have published over 40 articles and the
lab has submitted five patent applications. In 1994, a new state-of-
-the-art laboratory was constructed in the Clinical Center for LDRR.
Also in 1994, the LDRR program underwent its first scientific review
by an ad hoc external advisory committee. The results of the
scientific review were excellent, and the committee acknowledged that
the program was unique and comparable to some of the best imaging
research groups in the country.

LDRR was designed by NIH to have 12 fellows in training at any
one time. Because of FTE issues related to the location of LDRR in
the Office of the NIH Director, about half this number are currently
supported by a variety of personnel mechanisms. The future success
of LDRR as a training program will depend on NIH finding a solution
to this FTE problem. An ongoing review of all preclinical and
clinical imaging facilities at the NIH utilizing outside expert
consultants and continuing discussions with the Academy of Academic
Radiology will help address this problem.

Question. Dr. Varmui, what mechanisms, if any, are in place to
coordinate diagnostic radiology programs now spread throughout the
various Institutes?

Answer. In early 1995, the Deputy Director for Intramural
Research convened a meeting with seven prominent extramural imaging
scientists and a working group of intramural imaging experts, to
evaluate and comment on the organization of the intramural Clinical
Center diagnostic imaging departments, the various imaging research
groups located within NIH Institutes, Centers and Divisions, as well
as the Laboratory of Diagnostic Radiology Research. The preliminary
results of this review indicated that there was excellent
collaboration among the various imaging research groups on campus.
However, improved coordination of clinical support and training
activities were recommended. To this end, the Deputy Director for
Intramural Research and the Associate Director for Clinical Research
have organized an Imaging Task Force to oversee joint clinical,
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research, and training activities. Recruitment of a new chair for
the Department of Diagnostic Radiology will also provide an
opportunity to foster collaborations among the various imaging
departments.

TREATMENT AND PREVENTION OF CARDIOVASCULAR DISEASES

Question. Dr. Lenfant, despite progress, heart attack, stroke
and other cardiovascular diseases remain America's No. 1 killer of
men and women in the United States and a leading cause of disability.
What progress can you report in research advances for the treatment
and prevention of cardiovascular diseases?

Answer. Major advances have recently been recorded in our
ability to prevent heart attacks, especially in individuals with a
history of coronary heart disease (CHD). For example, new, potent
cholesterol-lowering drugs known as statins were shown to reduce
cholesterol levels substantially and to lower the number of heart
attacks, both fatal and nonfatal, to 30-40 percent. A 30 percent
reduction in overall mortality was also found. This result is
especially important, in that it allays concerns about the safety of
cholesterol lowering. The treatment also markedly reduced the need
for surgical procedures, such as bypass surgery, and achieved a lower
incidence of stroke as well.

The National Cholesterol Education Program (NCEP) recommends
that the cholesterol status of all patients with-prevalent CHD be
evaluated, and that most of them be treated aggressively with diet
and, if necessary drugs, to lowei their cholesterol levels. Given
that 50 percent of all heart attacks occur in patients with CHD, this
recommendation could make a significant contribution to decreasing
the large public health burden and enormous health care costs imposed
by CHD.

These advances come at a time when the nation is recording
significant success in preventing death from CHD. As a result of
changing lifestyles leading to alterations in their diet, Americans
have reduced their total and saturated fat intakes, and decreased
their average blood cholesterol levels, and heart attack mortality
rates.

Other advances in the treatment and prevention of cardiovascular
diseases continue across a broad front. For example, thrombolytic
therapy modifies the course of acute heart attacks. It preserves
heart muscle and reduces death rates. Such timely intervention, when
coupled with earlier rehabilitation efforts, leads to shorter
hospital stays, improves functional outcomes, and decreases health
care costs for patients recovering from a heart attack or bypass
surgery.

Numerous studies have shown that blood pressure control in
hypertensive patients results in an overall reduction in
cardiovascular disease and death. The benefits are not confined to
the middle-aged; even modest reductions in blood pressure in elderly
hypertensives decreases death rates. The prevalence of high blood
pressure decreased from approximately 29 to 24 percent between 1988
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and 1991. This decline was especially pronounced in blacks. Control
of hypertension through drug therapy and nonpharmacological
interventions, such as exercise and diet appears to be improving.

Progress continues to be made. For example, NHLBI-supported
research found that patients with chronic heart failure live longer
and avoid repeated hospitalizations when treated with the ACE
inhibitor, enalapril. The Institute will continue to seek an
enhanced understanding of the cause of heart failure at the cellular
and molecular levels so that improved treatments and preventive
approaches can be developed.

CARDIOVASCULAR DISEASES

Question. Dr. Lenfant, how much does cardiovascular diseases
cost this nation and how much is being spent on NHLBI-supported
cardiovascular research?

Answer. The cost is substantial. In 1992, the estimated
economic cost of cardiovascular diseases was $204 billion. This
total includes $126 billion in direct costs such as health care
expenditures for hospital and nursing home care, drugs, and physician
and other professional services. Also included is $78 billion in
indirect costs for lost productivity due to morbidity and for loss of
future earnings because of premature death.

In FY 1994, the total non-AIDS budget for the NHLBI was $1.210
billion, of which $710.2 million was provided for research to
prevent, diagnose, treat, and cure cardiovascular diseases. The FY
1995 non-AIDS estimate for the Institute is $1.241 billion with
approximately $732.9 million estimated for cardiovascular research.

Question. How much will the President's Budget allow you to
support in FY 1996?

Answer. The President's request for NHLBI of $1.279 billion
includes $753.8 million for extramural and intramural research
related to cardiovascular diseases.

Question. In your professional judgement, how much is needed to
support cardiovascular research?

Answer. The professional judgement estimate for the NHLBI is
$1.447 billion for non-AIDS research which includes $854.0 million
for cardiovascular research.

PROSTATITIS

Question. Dr. Gorden, I am advised that 50 percent of men will
experience symptoms of prostatitis in their lifetime. Yet, I am
advised that no research is being done by the NIH or Center for
Disease Control (CDC). Why isn't NIH investigating prostatitis?

Answer. Studies under support by NIDDK in FY 1994 will
contribute to the understanding of the causes of prostatitis, and may
suggest treatments to alleviate or cure this highly prevalent
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condition, the source of so much human discomfort, morbidity,
expense, and time lost from productive activities.

Our urology program began as a small component of the NIDDK and
has grown almost 300 percent over the last five or six years, fueled
largely by initiatives that are related to prostate disease. These
initiatives have relavance to both benign prostate disease and to
prostate cancer, an area in which we collaborate with NCI. NIDDK
research funding for prostate disease has grown from $9.4 million in
FY 1994 to a projected $13.8 million for FY 1995.

In Fiscal Year 1994 the NIDDK awarded the University of
Washington $242,373 to study idiopathic lower genitourinary tract
syndromes in men to determine the role of previously suspected
urogenital pathogens and to study the relationship among genito-
urinary infection, inflammation in prostate secretions, and prostate
histopathology. The' NIDDK also currently supports a full-scale
clinical trial to test whether medical therapy can delay or prevent
the progression of benign prostatic hyperplasia. This trial will
also evaluate the relationships between treatment, symptoms, and
physiologic changes in the prostrate.

Most of NIDDK-funded research is investigator-initiated.
Individual scientists choose the subjects they wish to investigate
and submit grant applications requesting funds for a particular
project. Therefore, funding in a particular area is largely
reflective of the quantity and quality of research proposals
submitted by scientists in the community, as judged by the NIH peer
review system. To increase awareness of prostate research, the NIDDK
sponsored a conference on prostate growth in 1992 and plans to
sponsor a similar one in 1996. We also plan to sponsor a workshop in
1996 which will focus on clinical and basic research knowledge in
prostatitis. One goal of the workshop is to develop and generate
research proposals in this area. We will make every effort to fund
additional research related to prostatitis in FY 1996, and in future
years, with the resources made available to us.

LOU CHERIG'S DISEASE/ALS

Question. Dr. Hall, last year you told Congressional
Appropriations Committees that 15 ALS patients had been admitted for
study during 1994. How many were admitted during last year, for what
purpose(s), and what clinical studies of ALS patients do you expect
will take place during the coming year?

Answer. Operating on evidence that ALS may be a disease of the
immune system, NINDS intramural investigators were investigating,
with 15 patients, the effectiveness of high-dose intravenous
immunoglobulin in retarding or halting the course of the disease.
Unfortunately, the results of this study were negative. Based on the
hypothesis that dysfunctions in ALS prevent the normal removal of
oxygen radicals from the nerve cells of patients, this intramural
team is now planning a study involving the administration of a new
drug (Ro 40-7592). This drug, which assists in the removal of oxygen
radicals, is already being investigated for use with patients who
have Parkinson's Disease in a Phase I clinical trail designed to test
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the drug's safety. If this current study proves the drug to be safe,
trials with ALS patients will be proposed. Another area being
investigated by this intramural team is the possibility that viruses
are involved in the etiology of ALS. Antibodies to the retroviral
proteins of the virus HLTV 2 have been found in four percent of ALS
patients. Additionally enteroviruses--the family of viruses that
includes the polio virus--have been detected in the spinal fluid of
some patients with ALS. Yet another NINDS intramural team is
studying the motor control of patients with ALS, using stimulation to
discover the neural pathways involved in the disease.

Question. Dr. Hall, you also said that in addition to the
clinical beds for ALS patients, 3,750 square feet of space was being
used for ALS basic and clinical research. Could you describe how
that space is being utilized?

Answer. In addition to clinical beds, space is utilized for
several investigational studies, both basic and clinical.
Laboratories conducting basic studies are examining the factors
affecting the motor neurons involved in ALS, investigatimg animal
model of the disease, and conducting molecular and cellular studies
of the basic mechanisms of the disease. Space is also utilized to
receive and examine ALS patients and to obtain samples of blood and
spinal fluid for further laboratory tests. Additionally, in these
areas, patients are screened for the purpose of identification and
classification for possible participation in future clinical trials.

Question: How much of the federal funds provided to NINDS are
used exclusively, that is dedicated exclusively, for direct research
on ALS? And how does that level of dedicated funds compare with
previous years?

Answer. For Fiscal Year 1994, the NINDS total funding support
for ALS research was $10,104,000. Of this amount, $8,137,000
supported activities for direct research on ALS. By comparison,
total NINDS funding levels for AIS research in Fiscal Years 1993 and
1992 were $8,251,000 and $4,601,000 respectively. Within those
amounts the direct only funding levels for Fiscal Years 1993 and 1992
were $6,916,000 and $4,088,000 respectively.

Question. Would you please tell this Committee how you divide
the funds between intramural and extramural ALS-related activities?
What is your rationale for such funding decisions? Who has input
into how funds are allocated for intramural ALS-related activities?

Answer. Several factors influence the determination of resource
allocation between the Intramural Program and Extramural Program in
NINDS. Shift in the ratio of resources--currently 1:7--are modulated
in the near term by the commitment base in each program as well as by
specific constraints and directives resulting from Administration
policy or Congressional action. All these factors, plus scientific
needs and opportunities, play a role in the process by which the
Institute Director, with the aid of staff and external advisors,
allociates resources. Each year the Office of the Director, NINDS,
conducts a review of proposed initiatives in the Division of
Intramural Research and each of the extramural program divisions.
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Participants include senior staff of each division and the Office of

the Director. Each division's proposals are reviewed and critiqued
by the entire group. The goal of the review is to assess each
program's accomplishments and plans in the light of scientific
opportunities and to identify priorities for allocation of resources.
Proposed initiatives originate from many sources, including the
following:

e Senior staff assessment of areas of science that warrant
additional funding, or that would benefit from stimulation, such as a
conference or workshop.

e Recommendations of the Institute's Board of Scientific Counselors
and National Advisory Council.

Priorities identified in the Administration's budget or other
policy initiatives.

Directives and guidance in Congressional Language such as.
Appropriations Committee reports.

This annual process provides the Institute Director with the
information necessary to determine which needs and opportunities
should guide the allocation of resources between the extramural and
.intramural programs and within each program. Such considerations
must then be weighed against other factors, such as FTE ceilings and
the grant commitment base, that set the framework for allocations of
discretionary funds. Recent appropriations history suggests a slight
downward trend in intramural research attributable to the overall
downsizing of the Federal government, which includes planned
reductions in FTEs and in financial resources (administrative costs).
Research conducted within the Intramural Division is largely
determined--as it is extramurally--by the individual scientist-
investigator following the promising leads of scientific discovery.

Question. As I'm sure you are aware, there have recently been
some promising developments reported in the literature toward
unlocking the mysteries of ALS. What are NIH and NINDS planning to
do in response to these developments? More specifically, what about
phase-one clinical (therapeutic) trials on such promising new
therapies as GDNF?

Answer. Some investigators suspect that lack of a nerve factor,
such as GDNF, or related chemical in the body produces the motor
neuron death characteristic of ALS. If ALS is caused by the loss of
a growth factor, and if that protein can be found, then physicians
may eventually be able to treat the disease by giving patients a
regular supply of the missing protein, in much the same way they give

insulin to diabetics. The results of privately-sponsored GDNF animal
studies are preliminary. Unfortunately, all prior growth factor
studies related to ALS have been negative so far. French studies of
the drug, riluzole, which assists in the removal of toxic glutamate
from around neurons, showed that it prolonged the survival of
patients by three months. However, there was no change to the
quality of life the patients during this period, and it is not
currently believed to have the potential of significantly positive.
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results. Recent reports provide converging new insights into the
mechanisms of the disease, particularly suggesting that one or more
genetic defects can result in fatal injury to the motor neuron.

The extramural program in ALS is very active, as evidenced by
recent advances such as development of an AIS mouse model and study
of the SOD gene linked to a familial form of ALS. A major research
advance was the mapping to chromosome 21 of a gene that causes some
cases of familial ALS. In a study using sophisticated statistical
analysis of 23 families with familial ALS, the investigators showed
that a gene responsible for the disease lies on chromosome 21 in a
large group of the families. This ALS type is specifically linked to
a defect in a gene which encodes superoxide dismutase, an enzyme
necessary for removal of the toxic superoxide ion, a free radical
toxic to neurons. Elucidations of this putative disease mechanism
should shed important light on other neurodegenerative processes as
well. Another familial ALS gene appears to be located on a different
undetermined chromosome, and a juvenile ALS gene is localized to
chromosome 2. In a recessive form of spastic paraplegia, a disease
primarily of upper motor neurons--in classical ALS both upper and
lower motor neuron are involved--the gene maps to chromosome 8. This
suggests that several familial forms of ALS, and perhaps even
sporadic instance, may result from more than one genetic defect.
Building upon the recent discovery that a significant number of
familial amyotrophic lateral sclerosis (ALS) patients have mutations
in an enzyme (cu, ni superoxide dismutase of SOD), NINDS grantees
have produced transgenic mice that express wild types of mutant forms
of SOD. These mice develop weakness and neuronal degeneration
similar to that seen in ALS patients. Through research to be
supported in FY 1996, this important new model should yield insight
into the pathogenesis of this disease and provide an animal system
for testing therapies for the disease.

Question. As I'm sure you know, ALS research is a very high
priority to this Committee which is reflected in last year's report
language. Please tell us what NINDS is doing to comply with
Congress' will as expressed in this language?

Answer. In this FY 1995 report language the Senate committee
encouraged the Institute to build upon promising developments by
expanding support for extramural amyotrophic lateral sclerosis (ALS)
research as well as to consider establishing an intramural ALS
research program. The extramural program in ALS is very active and
productive, as evidenced by recent advances such as the development
of an ALS mouse model and study of the SOD gene linked to a familial
form of ALS. Decisions regarding the development of any new
intramural programs await the appointment of a new scientific
director and an evaluation of the overall intramural research
program. Funding for NINDS research on ALS has increased from $10.1
million in FY 1994 to an estimated $10.3 million for the current
year. The FY 1996 President's Budget includes $10.8 million for this
research.

Question. Please describe what new research grants were awarded
during FY 1994 and FY 1995 for ALS research? What are your
expectations for FY 1996?

401



399

Answer. The NINDS is providing support for several new research
grants in FY 1994 and Fy 1995, which study basic research concerning
ALS. Included is research on microtubules and myelination, cyclic
AMP and neuronal programmed cell death, protective trophic factors in
motor neuron degeneration, and molecular physiology of glutamate
transport in the brain. Under the President's Budget in FY 1996, we
plan to continue supporting these and other ongoing ALS projects.

PATENTING OF GENES

Question. The Patent and Trademark Office has routinely awarded
patents on genetically engineered life forms since 1980 when the
Supreme Court ruled that Exxon could patent a geneticalljr engineered
microorganism used to dissipate oil-spills. Biotechnology companies
claim that they need these patent rights to secure funds to develop
treatments for many diseases. Virtually all of the 29 biotech drugs
that are on the market have been developed as a result of patents on
genes, like the gene that produces human growth hormone or the genes
that stimulate production of red blood cells. Dr. Varmus was quoted
by the Wall Street Journat as saying that patenting is an important
incentive for industry.

A coalition of religious leaders has announced plans to hold a
press conference on May 18 to request that the Federal Government
stop issuing patents for genes. The coalition members say they are
not opposed to genetic engineering or even patents of many of the
techniques or processes that scientists use in biotechnology, but
they say they draw the line at the idea of patenting basic units of
life which, they believe, is God-given and is demeaned by being
reduced to a marketable commodity. Dr. Varmus, I'm sure you are
familiar with a number of recent newspaper articles which have
reported that a coalition of religious leaders have started a
campaign against the patenting of human genes. What is the position

of the NIH on the issue of gene patenting?

Answer. I am aware of the concerns expressed by a group of
religious leaders regarding the patenting of genes and genetically
altered organisms on moral grounds. I believe that these concerns
could be clarified by considering the underlying rationale for the
patent system. Patenting was designed in order to benefit the
public, by providing an incentive for a company to invest research
and development capital in order to develop a useful product,
without losing the investment as soon as the product is marketed. To

look at patenting in moral rather than legal terms often results in
confusion. Patents do not represent ownership of a gene or organism,
both of which have the same legal and policy criteria. Patents
merely protect the right to use an invention for a limited period of
time. At the same time patents require that information about the
invention be made public. Furthermore, patents on genes are actually
protecting a form of the gene that has never existed in nature, but
has been spliced and cloned using recombinant DNA in the laboratory.

NIH is concerned, however, about the inappropriate use of
patents to cover short sequences of DNA of unknown function, as this
could potentially be inhibiting to future research. NIH has recently
taken a strong stand against the patenting of such DNA sequences

402



400

unless there is clear evidence of novelty, utility, and non-
obviousness. When these criteria apply, however, the patenting of
genes and genetically altered organisms or cells can be critical to
the development of therapies for many diseases as well as for other
economically important processes. Without this system in place, many
of the current crop of "wonder drugs" based on biotechnology would
simply not have been developed. The real ethical issue is can we
afford to deny people with serious diseases the possibility of
treatment when we have the knowledge to do it?

Question. Do you make a distinction between patenting
genetically altered plants or animals and the patenting of specific
genes themselves?

Answer. No, we do not make a distinction. The same legal and
policy criteria is applied to both.

BUDGET OUTYEAR ESTIMATES FOR NIH

On February 22, 1995, Senators Hatfield, Harkin and I wrote you
regarding your concerns about cuts proposed in NIH funding in fiscal
years 1997-2000 by the President's FY '96 budget. Dr. Varmus sent
his response on May 3, 1995. Secretary Shalala also addressed this
issue when she testified before this subcommittee on March 9, 1995.

Both the Secretary and Dr. Varmus have stated that the projected
outyear reductions contained in the President's budget were shown in
the budget document to apply across-the-broad to all HHS programs but
that Secretary Shalala is prepared to try to protect NIH from those
cuts. However, in his letter Dr. Varmus states that NIH must begin
to consider its options given the impetus to reduce the federal
deficit and that he plans to convene a group to address this issue in
the near future.

Question. Dr. Varmus, I wrote to you about my concern about the
President's Budget estimates for NIH which show funding for NIH
declining in FY 1997 through FY 2000. Both you and Secretary Shalala
have since told me that you will try to protect NIH funding, if
possible. But if funding declines in the outyears, what is the
justification for ramping up BIH funding in FY 1996 only to ramp down
in future years?

Answer. The FY 1996 President's Budget outyear projections
shown for the NIH reflect calculations which were applied
formulaically to most DHHS programs to reach overall DHHS targets for
the outyears. As you have noted, Secretary Shalala has indicated on
the public record that the President's Budget overall outyear
estimates for DHHS, which show funding declining in FY 1997 through
FY 2000, may not be spread evenly across the DHHS agencies and that
she is prepared to try to protect the NIH. I believe that the
President's Budget request for FY 1996 would provide a level of
support which would enable NIH to continue to produce important
advances, to develop promising discoveries, and to maintain progress
in uncovering new knowledge to improve health, prevent illness, and
cure disease for all Americans. It is fortunate for NIH that
appropriations are made one year at a time and that we will have an
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opportunity to defend budgets for future years based on the important
work that is conducted under NIH auspices each year.

Question. Dr. Varmus, in your letter to me dated May 3
regarding outyear funding for NIH, you wrote that you soon would be
convening a group of individuals from within NIH as well as outside
of NIH to discuss how to allocate NIH funds given a level stream of
funding. Have you convened such a group?

Answer. Although I have not convened this group yet, I am in
the process of identifying individuals whom I will invite to serve on
this group to discuss the effects of a steady state of support for
biomedical funding and to provide advice on how to allocate NIH funds
across the various mechanisms of support available to us. I expect

that the group will meet in late September. We will update the
Committee on the group's discussions and conclusions.

Question. While nutrition related research has recently been
highlighted by the National Institutes and our Committee as an
important area, funding for nutrition-related research over the
period 1988 to 1994 seems to have been at rates substantially less
than the funding for NIH research generally. Could you supply us
with estimated expenditures on nutrition-related research from FY
1988 through 1995?

Answer. The NIH expenditures for nutrition and nutrition-
related research for the fiscal years from 1988 to 1995 are as

follows:

Fiscal Year NIH Expenditure

1988 $276,195,000
1989 286,975,000
1990 292,359,000
1991 310,810,000
1992 343,251,000
1993 373,251,000
1994 400,701,000
1995 (est.)

Question. Do you intend to continue the trans-NIH initiative
in nutrition research and can its funding be at or above the NIH
growth rate?

Answer. In FY 1995 a number of NIH institutes will be funding
new grants as part of an NIH-wide bionutrition initiative that
focusses on nutrient modulation of cell integrity and repair
mechanisms. We had a very successful response to the RFA for this-
initiative, which was developed through NIDDK leadership; and I
believe that at least 9 NIH institutes will be funding grants as a
result. In addition to the momentum this already has given the field
at a critical time, many'of the applicants who came close to being
funded under the RFA are in the process of revising their
applications. If NIH funding levels are sustained in FY 1996, these
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investigators will have a good chance of being funded through
investigator-initiated grants.

Question. The Committee urged NIH to strike a balance between
basic and clinical research in nutrition. The major bionutrition
initiative in FY 1994 was focused upon basic science. Are there any
plans to establish a clinical bionutrition initiative in FY 95 or FY
96?

Answer. The Bionutrition Initiative was intentionally crafted
to be very broad in scope so that both clinical and basic research
would be included. In fact, of the 149 applications we received in
response to our RFA, some 35 or so included human subjects research.
Final funding decisions have not yet been made, but at least 4 and
perhaps 6 of these clinically-oriented grants will be funded. In
other trans-NIH nutrition activities, the NIDDK will be joined this
year by the NIA, NICHD, NIAID, and NIDCD in issuing a program
announcement on the Pathophyisiology of Anorexia in Disease and
Aging. This is an area with an obvious clinical focus. At this
time, a more general trans-NIH clinical bionutrition initiative is
unlikely, because most clinical questions, by their nature, focus on
particular diseases or conditions, thus limiting their scope to a few
of the NIH Institutes.

Question. One of the most important developments in the
clinical area in nutrition has been the development of improved
technology for supplying nutrition to hospitalized patients using
parenteral or enteral nutrition. These and related nutrition support
services are very significant in critical care medicine and in the
treatment of very premature children and the hospitalized aged. What
plans does NIH have for research in these areas?

Answer. This is an important area of research interest,
especially as it relates to nutritional support with respect to
chemotherapy, surgery, and trauma. Several institutes support
research on investigator-initiated grants that address parenteral and
enteral nutrition. We also facilitate research on these topics by
requiring that the Clinical Nutrition Research Units maintain
nutrition support services that can be utilized by researchers. Our
plans are to continue to support investigator-initiated research in
this field.

Question. The National Institute of Diabetes and Digestive and
Kidney Diseases supports clinical nutrition research units (CNRUs)
and obesity and nutrition centers. The National Cancer Institute did
support CNRUs but has reduced that support recently. No other
Institutes have such research programs despite the 1993 NIH
amendments calling for their creation. What are the plans at NIH for
the establishment of further CNRUs or nutrition research centers?

Answer. I believe that the CNRUs and Obesity/Nutrition
Research Centers serve a valuable function, especially through their
support for pilot and feasibility studies. They also create a
visible focus for nutrition research and training that can attract
outside investigators. The NIDDK is making every effort to sustain
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its support of the existing centers, but new centers are unlikely at
this time unless specific funds are provided for that purpose. With
information provided by the National Cancer Institute, it is my
understanding that they would be interested in further supporting
CNRUs based on applications judged most scientifically meritorious by
peer review and supportable within available funds.

Question. The existing CNRUs and obesity and nutrition
research centers are well established and appropriate places for the
study of important clinical issues in nutrition, such as those
involved with the Women's Health Initiative. Are there plans to
utilize CNRUs or centers for some of the clinical research to be done
as part of the Women's Health Initiative?

0

Answer. By their nature, the Clinical Nutrition Research Units
(CNRUs) and Obesity/Nutrition Research Centers (ONRCs) are encouraged
to make their core laboratories generally available to as many
investigators as possible. In some cases CNRUs exist at institutions
where the Women's Health Initiative Centers also are located.
Undoubtedly their expertise will be useful in these cases. An
opportunity also exists to utilize the individuals enrolled in the
Women's Health Initiative in additional studies, thus reducing the
cost of those studies. This concept was discussed at the most recent
annual meeting of CNRU and ONRC directors.

Question. What plans do you have, including research activity,
for the new Office of Dietary Supplements?

Answer. The Office of Dietary Supplements will be in the
Office of the Director and recruitment for the Director of that
office is being conducted through national advertisements and
solicitations. Selection should be completed in July. Two other
personnel will be added thereafter.

Dr. William Harlan, Associate Director for Disease Prevention
is assisting in developing the office and has had several meetings
with industry representatives and professional organizations
interested in dietary supplements. Dr. Harlan has initiated
development of a database on currently supported NIH research and has
discussed with industry representatives adding non-NIH research to
this database. A series of national workshops are being planned to
bring together the public and private communities with an interest in
dietary supplements to discuss research needs, research approaches,
and research progress. Tentative topics include phytochemicals and
the role of dietary supplements in immunologic function. These
workshops and the databases should provide an assessment of what is
being done currently and what are promising research directions.
This should help to form a research agenda and develop collaborative
research projects. No research activity specific to the office is
currently planned as no funds are available to support this research,

Question. Much of the research, both basic and clinical, in
nutrition has been done through collaborative requests for
applications (RFAs) by two or more Institutes. RFAs are important
methods of focusing upon specific needs in research and of
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implementing collaboration between Institutes. What is the NIH
position regarding the use of RFAs?

Answer. As you have noted, RFAs can be a very useful mechanism
for stimulating research, especially when there is a paucity of
research in a given area, or when a clearly defined coordinated
objective, such as a major multicenter clinical trial, is undertaken.
It is my experience that program announcements also can be highly
successful in encouraging increased activity for areas where a
research base already has begun to develop. Both of these tools will
continue to be used by the NIH. However, the core of the NIH funding
system is the investigator-initiated research grant. As we move to
an era of tighter funding, this will remain our highest priority.

Question. The FY 1995 Senate Report urged that NCRR expand
support for alternative research resources, including those that
provide human tissues and organs to researchers. What progress has
been made in this area?

Answer. A major effort of the NCRR is to expand the variety
and utility of nonmammalian model systems that help in understanding
human physiology and diseases. In FY 1995, the NCRR funded a large
variety of research projects and resources in this area, including
facilities that supply valuable biomaterials such as cloned genes,
DNA probes and human chromosome libraries; resources that provide
lower organisms, such as such as microorganisms, roundworms, fruit
flies, yeast, cephalopods, and nudibranchs; and a center that
coordinates the supply of human tissues and organs for biomedical
research.

QUESTIONS SUBMITTED BY SENATOR MARK HATFIELD

ALZHEIMER'S DISEASE

Question. In the past, the Committee has strongly encouraged
expanded research into Alzheimer's Disease. In fact, I have
personally taken the position that Alzheimer's Disease research ought
to be on a par with cancer, heart, and AIDS research. What is the
current funding status, and what do you propose for FY 1996?

Answer. In FY 1995, the NIA estimates that $216,360,000,
approximately half of our budget, will be dedicated to Alzheimer's
disease research. The FY 1996 NIA budget request contains
$220,700,000 for Alzheimer's disease research, with other Institutes
contributing $91,161,000 for a combined NIH total of $311,861,000.

Question. Dr. Hodes, two years ago the Committee asked for a
long range plan for attacking Alzheimer's Disease. The objectives of
the plan were to find ways to slow the rate of deterioration from
Alzheimer's Disease by five years. I understand that a recent report
to the White House Conference on Aging found that postponing
Alzheimer's Disease by five years is enough to cut the number of
cases by half and save about $50 billion a year. Two years have
passed and we have yet to receive the plan. Can you give us some
idea of when the plan will be ready?
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Answer. It is anticipated that the comprehensive report will
be completed by NIA and ready for review by NIH and the Department
within the next month.

Question. What's been the reason for the delay?

Answer. After receiving the Congressional directive, the NIA
initiated a process to develop a thorough plan for Alzheimer's
disease research. In collaboration with the Fisher Medical
Foundation, the NIA organized a series of three Alzheimer's Disease
Research Planning Meetings in 1994 to engage the active participation
of the scientific community, other NIH institutes and Federal
agencies and private sector organizations in addressing the range of
scientific problems posed by Alzheimer's disease (AD). The meetings
were organized to identify the critical targets for intervention and
the most effective strategies for altering the degenerative course of
the disease, as well as the most important barriers to progress on
discovering treatments. Selected recommendations produced by the
meetings are being published in appropriate scientific journals,
while the comprehensive report to Congress is being prepared.

Held in May 1994, the primary goal of the first workshop was
the development of approaches directed toward accelerating the
discovery of treatments. The collection of position papers has been
published in the journal Neurobiology of Aging, Vol. 15, Supplement
2, 1994. A compendium of the papers from the second workshop, held
in August 1994, which focused on "Behavioral Approaches to the
Treatment of Alzheimer's Disease," is to appear in International
Psychogeriatrics later this year. The third workshop, held in
December 1994, addressed the methodological and regulatory issues
concerning clinical trials for testing the efficacy of preventive
strategies.

These workshops, ongoing consultation and review by non-federal
scientists and the advice of DHHS advisory panels concerning the NIA
Alzheimer's disease program, are being used to prepare the
comprehensive report in response to the Congressional directive. The

report will outline future directions for research and strategies to
reduce the duration of illness, reduce the number of individuals
affected and to reduce the costs of care through delayed onset or,
ultimately, prevention of AD.

Question. Along the same lines, Dr. Hodes, we have always
considered the network of Alzheimer's centers around the country an
important resource for new discoveries. I understand that the
Centers have been cut by 8 percent this year. Given their high
priority role in research, and the fact that the rest of the Aging
Institute's budget increases slightly, why would the Centers be cut?

Answer. At a time when resources are limited, efforts continue
to provide balance within the NIA's research portfolio and to
maintain an optimal funding level for NIA's investigator-initiated
research project grants. The FY 1995 budget for the NIA increased
approximately three percent over FY 1994, with the bulk of this
increase allocated to research project grants. As proposed by the FY

1995 President's Budget presented last year, the Alzheimer's disease
centers, along with other continuing centers, are being funded at
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essentially the FY 1994 level. The eight percent cut you refer to
reflects a reduction from an FY 1995 level for each of these centers
that had been projected several years ago when more favorable budget
conditions had been forecasted.

PARKINSON'S DISEASE

Question. Last year the Senate report directed the NIH to
convene a consensus conference to develop a comprehensive plan for a
coordinated research agenda among the National Institute for
Neurological Disorders and Stroke and the National Institute on Aging
and other appropriate NIN Institutes. What is the status of the
consensus conference?

Answer. Detailed plans for a conference on Parkinson's Disease
research, with international contributions, are being finalized, and
a contract task order has been issued for a conference date in August
1995.

Question. What is your view of the potential for breakthroughs
in the treatment of Parkinson's?

Answer. Investigators report that there are many exciting new
leads that hold promise. The availability of good recently developed
animal models and rational approaches to surgical therapy and drug
development suggest that we may soon be able to treat this disorder
more effectively. The following promising research is continuing:

The possibility of slowing the progression of PD with the drug
deprenyl, or a similar compound, has stimulated the search for ways
to identify patients before they begin to develop symptoms so they

may benefit from protective therapy.

Investigations of causes, such as environmental and endogenous
toxins, genetic predisposition, and altered motor circuitry and
neurochemistry are continuing. New epidemiological studies have been
initiated to identify other possible risk factors for this disorder.

The search for new and improved therapeutic interventions
continues. Animal models are being used to study the pathophysiology
of the disease and develop novel therapies. Clinical studies on
improvements in levodopa therapy, including controlled-release
formulations, offer the most immediate promise for an improved
quality of life for many patients.

NINDS intramural scientists are working to develop a drug--a
dopamine agonist--that will target the specific dopamine receptors
involved in.PD, and bypassing the related but distinct receptors
involved in the negative side effects now experienced by nearly half
of the patients receiving levodopa.

Work is continuing to determine whether deprenyl and
anti-oxidants may reduce or neutralize toxins and actually prevent
brain cell destruction, to determine longer term effects of these
compounds, and to explore the efficacy of other drugs to treat PD.
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NINDS intramural scientists showed this past year that a new
drug--Ro 40-7592--blocks the breakdown of dopamine and levodopa, and
prolongs relief of symptoms by more than 60 percent when added to
standard treatment. This helps patients avoid the "wearing-off
effect" while taking fewer doses and smaller amounts of the standard-
levodopa/carbidopa medication. Findings from this small study are to
be tested in larger populations.

A major clinical trial is studying the efficacy of
transplanting fetal tissue into patients with advanced PD. Research
on other surgical approaches, causing specific focally placed lesions
in the motor circuitry of the brain, will also be supported. A
controlled clinical trial to study the effect of a very promising
surgical approach, called pallidotomy, has begun. This study will
verify the safety and efficacy of this technique, optimize target
location, and provide information on improvement in movement,
cognition, and behavior in patients with PD.

The NINDS supports experimental methods, such as alternative
tissues, growth factors, and genetically engineered cells, that could
someday preclude the need to use human fetal tissue in the
implantation procedure. Genetically engineered connective tissue
cells and dopamine-producing cells encased in polymer beads are
examples of such approaches to treatment. Other avenues include
utilizing human fetal tissue grown in culture.

NINDS intramural scientists are beginning to understand what
causes the specific nerve cell degeneration involved in PD. They are
encouraged that stimulating trophic factors can help in the repair of

the dopamine-producing nerve cells that are not yet destroyed, but
are weakened, by the effects of PD. There is increasing evidence
that several factors play a role in the maintenance of healthy nerve
cells and possible recovery of those that are damaged. Further work
is needed to determine if these factors can help prevent the
degeneration of nerve cells.

NATIONAL HEART LUNG, BLOOD INSTITUTE

Question. Dr. Lenfant, last year Congress encouraged the NHLBI
to fully fund the National Center on Sleep Disorders Research. What
is the estimated budget for the Center for FY 1995?

Answer. The FY 1995 Appropriation includes $15.5 million for
the National Center for Sleep Disorders Research (NCSDR). The FY
1996 President's Budget for the Center is $17.8 million. In addition
to this amount, other components of the NIH will fund approximately
$55.6 million on sleep related research at the FY 1996 President's
Budget level.

Question. Has the National Center been successful in
collaborating other Institutes and government agencies on public
awareness activities?

Answer. Yes, the Center has been successful in collaborating
with other Institutes and government agencies on public awareness
activities. For example, the Center conducted a collaborative
project with National Institute of Child Health and Human Development
(NICHD) and Public Health Service (PHS) called "Back to Sleep", which
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emphasizes placing babies on their backs to reduce the risk of Sudden
Infant Death Syndrome.(SIDS). The NCSDR has also developed and
broadcast several radio scripts on the importance of sleep to health
and the symptoms of sleep apnea. Another series of scripts are being
developed on the dangers of driving sleepy, insomnia, and the
relationship of sleep apnea to hypertension.

Question. How can this collaboration be improved?

Answer. Collaboration is already an important component of
Sleep Center activities, and the mechanisms to develop and carry out
new collaborative activities are in place. The Sleep Disorders
Research Advisory Board and the Trans-NIH Sleep Research Coordinating
Committee will identify areas for public education activities and
oversee their implementation. At the present time, the Center is
exploring potential areas of collaboration and joint education
activities with the Department of Transportation, National Sleep
Foundation, and private sector organizations.

Question. What is the status of the Director of the Center?

Answer. A permanent Director for the Center was appointed in
February 1995. Currently, this person is working at the Center part-
time. As the management needs of this important area grow, the
National Heart, Lung, and Blood Institute will consider increasing
the amount of time this person devotes to the Sleep Center.

CHEMICAL SENSITIVITY ISSUE

Question. Dr. Olden, what is NIEHS doing in the area of
chemical sensitivity?

Answer. Chemical sensitivity research at NIEHS has focused on
sensitivity to a number of topically applied or inhaled agents such
as pesticides, ozone, acid aerosols, and allergens. This research
suggests that chemical sensitivity may develop after disruption of
the complex integration of the immune, endocrine, and nervous
systems. More basic research must be performed so that susceptible
individuals can be identified and proper prevention and intervention
strategies can be designed.

In FY 1994, NIEHS spent $7.7 million of appropriated funds on
research related to chemical sensitivity. In addition, the Institute
supported chemical sensitivity research in the amount of $3.3 million
using funds available under EPA's Superfund Basic Research Program
and other interagency agreements. NIEHS has and will continue to
coordinate our research efforts with the Department of Defense and
the Veterans Administration to provide better scientific
understanding of the problems encountered by veterans of the Desert
Storm campaign.

Question. Dr. Olden, I am advised that an environmentally-
controlled hospital unit or Environmental Medical Unit is needed to
study chemical sensitivity. What is the Institute doing to help
sponsor an Environmental Medical Unit?

Answer. The NIEHS is not at present supporting an
Environmental Medical Unit nor specific research utilizing such a
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facility. NIEHS has received research grant applications in the
past but they have not had sufficiently high scientific evaluations
to justify funding.

Question. Is the Institute contemplating funding human
exposure studies in an environmental unit as opposed to chamber
challenge studies which do not remove sick individuals from
background exposures that may be triggering symptoms?

Answer. An Interagency Workgroup, including representation from
Agency for Toxic Substances and Disease Registry (ATSDR), and Centers
for Disease Control and Prevention, and NIEHS, has been meeting and
drafting a report on the research needs for understanding this
disease. In addition, the ATSDR has also sponsored conferences on
chemical sensitivity during the last two years. There are
differences of opinion in the scientific community at these meetings
as to the most appropriate way to study this disease. One
possibility is to house these patients in an environmental medical
unit to study their symptoms after exposures in a controlled
environment; however, such studies would be very expensive and only
a small number of patients could be thoroughly studied.

Question. Dr. Olden, what is the Institute doing to determine
whether specific exposures, such as pesticides, solvents and sick
buildings, may be responsible for causing or exacerbating chemical
sensitivities?

Answer. NIEHS is funding approximately 40 research projects
related to chemical sensitivity. Most of these projects are basic
research studies using animal models to determine specific chemicals
or classes of chemicals that cause hypersensitivity. These
investigators are also trying to determine which physiological
systems are involved in the syndrome, the changes that occur, and how
these changes can be reversed or treated. The environmental agents
under investigation include pesticides, polychlorinated biphenyls
(PCBs), dioxin, acid aerosols, allergens, and combinations of these
agents.

Question. I am advised that NIEHS handles the Superfund Basic
Research Program. People argue about the exposure levels around
toxic waste dumps. Some say the levels are very low, but a lot of
people around these waste dumps say they're ill. Dr. Olden, has the
Institute looked to see if people around dump sites suffer from
chemical sensitivity?

Answer. NIEHS administers the Superfund Basic Research Program
through an interagency agreement with the Environmental Protection
Agency. The Program supports research on chemical sensitivity. Our
grantee at Rutger's University is studying a group of 40 patients who
have hypersensitivity to chemicals and their odors. Chemical
sensitivity is an extremely difficult problem to investigate because
of the widely varied responses in the people who are affected. The
levels of chemicals that cause these effects are extremely low in
most cases, usually in the parts per million range such as might be
seen in ground water contamination downstream from a Superfund site.
One hypothesis for the illness is that an olfactory response triggers
other brain functions resulting in hypersensitivity. Our
investigations are aimed at finding out who is susceptible and why.
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Once we have determined why some people are sensitive and others are
not, then we can try to develop some treatments or prevention
strategies.

CLINICAL RESEARCH

Question. In September of last year, the Institute of Medicine
(I0M) issued a compelling report on careers in clinical research.
This report sounded an alarm about the loss of physicians from the
ranks of our nation's researchers and highlighted particularly the
difficulties physicians have training for and pursuing careers in
patient-oriented research. This report offered some specific
recommendations as to steps that NIH could take to enhance the
environment for clinical research and clinical research training.
What has NIH done to date in terms of examining and implementing the
IOM recommendations?

Answer. A summary of the NIH activities in implementing the
IOM recommendations are outlined as follows:

Data Analysis: Since 1990, the NIH has implemented a centralized
computer code that identifies grants and projects that involve
human subjects. More recently, we have implemented a system that

identifies clinical trials. The latter code should identify the
subset of human subject research that is distinct from those using
materials from humans.

Study Section Oversight: DRG has developed a pilot experiment
involving the clinical research study sections. The objective is
to optimize the assignment of patient-oriented research
applications to those study sections that review an appreciable
number of such applications. The pilot study will begin in June.
Results from the pilot experiment may inform us of ways to optimize
the use of clinical research study sections.

In addition, the Report of the Working Group on the Division of
Research Grants contained a number of recommendations that should
improve peer review in general. In particular, it recommended that
the study section membership be diversified with attention to
increased breadth of expertise. This may encourage physicians and
other medical professionals to participate as reviewers.

The report also contained a recOmmendation for the
establishment of a new central oversight body, the Peer Review
Oversight Group that will coordinate, evaluate, and make policy
recommendations for all peer review conducted at the NIH, both within
DRG and in the ICs. It will be chaired by the Deputy Director for
Extramural Research and will include scientists from the extramural
research community. We have begun the nominating process for members
of this Group.

Newly Independent Investigators: In addition to the FIRST award
which is open to both basic and clinical investigators, individual'
Institutes/Centers (I/Cs) have also developed similar programs that
fulfill the Institutes' mission. For example, NCI recently issued
an RFA, Investigator Grants for Clinical Therapy Research. The RFA
was developed to address the lack of suitable mechanisms for the
training and funding of clinical oriented investigators involved in
translating basic research into new cancer treatment.
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Debt Relief Packages: The NIN developed the loan repayment program
a few years ago for investigators interested in doing AIDS
research. Recently, the program has been expanded to include
disadvantaged clinical investigators, regardless of the area of
clinical investigation.

Medical or Dental Scientist Training Programs: The National Center
for Research Resources (NCRR), in consultation with its National
Advisory Council, has carefully reviewed options for expanding the
availability of the Clinical Associate Physician and Minority
Associate Physician awards to institutions with General Clinical
Research Centers and has made changes in the guidelines for these
programs to enhance the number of awards. In addition, the NCRR
has established a new award called the Clinical Research Scholars
Program to enable clinical investigators to concentrate for one
year on curriculum based studies such as clinical research design,
bioethics, biostatistics, and epidemiology which, in some
instances, could lead to an advanced degree. All of these
initiatives will encourage and support physicians and dentists to
further their careers in clinical research and enable them to
become independent clinical research scientists and investigators
in the future.

Question. The report also recommends the creation of a
national body to monitor clinical research and training needs and
make recommendations to Congress and the academic community. I am
interested in seeing this recommendation become a reality. How do
you believe such an advisory group should be structured and funded
and where should it be housed?

Answer. NIH has recently established the Director's Panel on
Clinical Research that is composed of distinguished individuals with
expertise and knowledge about clinical research. The panel will
discuss a broad range of issues including training of clinical
researchers, funding for clinical research, and clinical trial
issues. The Director's panel will report to the Director of the NIH
through the Advisory Committee to the Director (ACD). It will be
funded from the ACD budget.

DRG ANALYSIS

Question. I was interested to learn about the Division of
Research Grants (DRG) analysis of how patient-oriented research
applications are reviewed. I found it alarming that the study
concluded that patient-oriented research fares less well in the peer
review process than laboratory research. The DRG report included
some specific recommendations for addressing this problem. What has
NIH done since the report was issued in November to implement these?

Answer. DRG has developed a pilot experiment involving the
clinical research study sections. The objective is to optimize the
assignment of patient-oriented research applications to those study
sections that review an appreciable number of such applications.
The pilot study will begin in June. Results from the pilot
experiment may inform us of ways to optimize the use of clinical
research study sections.
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In addition, the Report of the Working Group on the Division of
Research Grants contained a number of recommendations that should
improve peer review in general. In particular, it recommended that
the study section membership be diversified with attention to
increased breadth of expertise. This may encourage physicians and
other medical professionals to participate as reviewers.

Patient-oriented research is a critically important part of our
portfolio and will be prominent as we move to review and strengthen
all peer review at the NIH.

Question. Similar to the Institute of Medicine (ION) report,
the DRC report focused on the need to improve training and career
development opportunities for young clinical investigators. Is NIH

developing a plan for doing so?

Answer. Training of young clinical investigators is an
important issue for the NIH. The NIH Clinical Center recently
launched a training course on the design and conduct of clinical
trials and related clinical research issues. The course is currently
offered to the NIH clinical associates, but it is adaptable to other
audiences. In addition, clinical research training and the ability
of academic health centers to support training under the managed care
climate will be a topic for discussion by the Director's Panel on
Clinical Research.

NAS STUDY

Question. I know you share my concern about the National
Academy of Sciences Study released last year revealing a 54% decline
between 1985 and 1993 in the number of individuals aged 36 and under
applying to NIH for support. It seems to me from the IOM and DRG
analyses that this problem may be more acute among physicians. Has
the NIH asked the Academy to analyze MDs and PHDs separately in its
follow up study?

Answer. The NIH is concerned about this issue. The NIH has
data to support the perception that the problem may be more acute
among physicians.

ACADEMIC HEALTH CENTERS

Question. The lay and medical press are focussing considerable
attention on the problems academic health centers have in the current
environment where managed care is expanding rapidly. A recent
Federal study concluded that managed care plans are not willing to
accommodate financially the special needs and problems of these
centers. Has the NIH attempted to quantify the impact that
competition is having on the research programs of our nation's
medical centers?

, Answer. The National Center for Research Resources (NCRR) has
preliminary information that investigator recruitment of research
subjects across its network of General Clinical Research Centers
(GCRC) is being negatively impacted by managed care organizations.
In those geographic areas in which managed care has penetrated
significantly, patient referrals for clinical research projects has
been most markedly impacted and that trend continues to evolve. Some
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managed care organizations (MC0s) are refusing to allow their
patients to participate as clinical research subjects. Other MCOs
allow their patients to participate. Much more work needs to be done ,
to define the breadth and depth of the impact of MCOs on clinical -

research. We are in the process of doing that.

Question. With so much of NIH's mission being carried out in
these Centers, shouldn't the NIH play a leadership role in analyzing
this situation and making recommendations as to how we can protect
the research efforts of our Academic Centers?

Answer. On behalf of NIH and in conjunction with the Office of
the Assistant Secretary for Health, the Director of the National
Center for Research Resources is working with a contractor
knowledgeable in managed care and related issues to develop an
approach, in concert with broad representation from the academic
health centers, clinical investigators, MCOs and NIH program staff.
As a result of this interaction, recommendations will be developed to
assure patient access for NIH-supported research.

Both the DRG and IOM reports focus on the General Clinical
Research Centers Program of the NCRR as an important site for high
quality patient-oriented research. Given the cost-containment
pressures we have just discussed, these Centers are becoming far more
important and should be enhanced and expanded. What steps is NIH
taking to strengthen the GCRC Program?

Answer. The NCRR has takeh several steps to strengthen the
GCRC Program. To enhance the availability of clinically applicable
gene vectors for human studies, the NCRR will cosupport National Gene
Vector Laboratories. These Gene Vector Laboratories will allow
investigators with Recombinant DNA Advisory Committee approved
vectors to have clinical grade vectors for human gene therapy
produced, safety tested, and distributed without additional cost.
NCRR also has initiated a program to upgrade existing GCRC core
facilities to accommodate a new field of experimentation in cellular
therapies. The GCRC Program will increase clinical research junior
career development by accommodating more physicians and dentists
through the Clinical Associate Physician and Minority Clinical
Associate Physician programs. The GCRC program is also initiating
the Clinical Research Scholar Program for physicians and dentists
interested in one year of dedicated curriculum-based studies to
prepare them for further clinical research studies and careers in
clinical investigation.

Question. A 1993 panel report recommended that the NIH
Director's office develop mechanisms to insure the expanded
involvement of all NIH institutes in maximum use of GCRCs. Has this
been done?

Answer. The General Clinical Research Centers provide the
infrastructure (hospital inpatient and outpatient facilities, trained
research nursing, bionutritionists, computer systems and systems
managers, biostatisticians and a variety of core laboratory services)
to facilitate the work of NIH funded investigators who receive their
funding from all NIH Institutes and Centers. The GCRC program staff
tracks each Request For Applications from all other NIH Institutes
and Centers to insure that they are aware of NCRR's willingness to
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provide the clinical research infrastructure for their studies. The
NCRR-based director of the GCRC program and its staff participate in
most Task Forces or multi-institute advisory groups pertaining to
clinical research.

Question. That same report recommended the development of a
national clinical research agenda. Have you made progress in this
area?

Answer. NCRR, in concert with the research community, will be
updating its Strategic Plan. Clinical research is a central focus of
that plan as well as the pivotal role GCRCs play in facilitating
clinical research. As a result of recommendations developed in
conjunction with the academic research community, NCRR expanded its
programs for career development for patient oriented research,
modified the role of GCRC core laboratories so that they provide
shared resources for multi-disciplinary research, initiated
development of National Gene Vector Laboratories and have initiated
workshops and curricula for clinical research at GCRC sites.

Question. The report also recommended a number of new
initiatives: a debt forgiveness program for clinical research
trainees in the GCRCs, some changes in the rules governing training
awards for young physician scientists, a new program for the re-
training of mature clinician scientists. What progress has been made
on these initiatives since they were recommended several years ago?

Answer. No debt forgiveness program for clinical research
trainees exists in the academic research community. However, one
does exist for disadvantaged physicians in the NIH intramural
program, and NCRR is reviewing the potential of such a mechanism.
NCRR has also considered a re-entry career development program for
mature clinical scientists but deferred its implementation because of
other higher priorities.

OMBUDSMEN

Question. It is my understanding that soon after coming to
NIH, you stated that you would appoint two ombudsmen to circulate in
the research community and serve as your eyes and ears regarding
challenges and opportunities. The ombudsmen for basic research was
appointed soon after your arrival. It is my understanding that the
counterpart advisor for clinical research was only recently
appointed. Dr. Laurence Shulman, who served with distinction as the
Director of NIAMS, is an excellent choice. How will he function in
this new role and how will he make up for the lost time during which
you had only a basic science advisor?

Answer. I am pleased to report to you that Dr. Shulman has
already accomplished a great deal as my emissary to the clinical
research community. He has made substantive visits to eight
biomedical research universities, as well as to eight other
institutions with vital interests in clinical research. At each
university, he has discussed the many aspects of clinical research
and clinical research training with those involved at different
academic levels. During the sessions, he has focused on the types of
professional engaged in patient-oriented research, the scope of
clinical investigations, training and career development for these
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investigations, and academic and oilier job opportunities in the field

of clinical research.

Other issues that were discussed include the support of
clinical investigations (by institutions, Government and industry),
types of research grants available and peer review of grants
applications for clinical research, and the types of partnerships

that are desirable.

At a May 31 meeting of the Advisory Committee to the Director,

NIH, Dr. Shulman gave a highly informative review of his activities
to date. He outlined the general perceptions of the current state of
clinical research, some obstacles to achievement in this area and
several recommendations for initiatives for us to consider. He was
encouraged by the high level of interest by academic leaders in
patient-oriented research. He also presented an interesting list of
special research opportunities; a new classification of clinical
research; and an impressive list of new formal training programs that
have been developed at the universities for clinical research.

Dr. Shulman will be making another report on his activities as
emissary in early July at the first meeting of the NIH Director's
Panel on Clinical Research which I have recently organized.

QUESTIONS SUBMITTED BY SENATOR THAD COCHRAN

INSTITUTIONAL DEVELOPMENT AWARDS (IDeA) PROGRAM

Question. How does the National Center for Research Resources'
Institutional Development Awards (IDeA) program meet the requirements
of Section 202 of the NIH Revitalization Act of 1993?

Answer. The IDeA Program of the NCRR meets all the requirements
of Section 202 of the NIH Revitalization Act of 1993, providing support
to enhance the competitiveness for NIH research funding of entities that
conduct biomedical and behavioral research and are located in states in
which the aggregate success rate of applications for NIH funding has
been lower than the success rate for other states.

Question. Both the House of Representatives and the Senate
Appropriations Committees have consistently expressed strong support for

NCRR's IDeA Program. Last year this Committee's report urged NIH "to
increase significantly its funding for the IDeA Program over the 1994
level" in order to "allow more flexibility for cross-linked, multi-
disciplinary capacity building initiatives." How has NIH responded to

that directive?

Answer. Funding for the IDeA Program in 1995 is at a level of
$1,100,000, representing an increase of 40 percent over the amount
awarded in 1994.

Question. The report also urged NIH "to continue to coordinate
its efforts with the National Science Foundation and with the multi-
agency EPSCoR activities of the Office of Science and Technology
Policy." How is NIH complying with this directive?
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- Answer. NIH coordinates its efforts with the National Science
Foundation and with the multiagency Experimental Program to Stimulate
Competitive Research (EPSCoR) activities of the Office of Science and
Technology Policy through formal participation as a member of the EPSCoR
interagency Coordinating Committee, and through ongoing informal
contacts and joint activity planning and implementation with the
officials responsible for EPSCoR and EPSCoR-like programs in other
Federal agencies.

At the present time, NIH and the Department of Energy (DOE) are
examining with the National Science Foundation (NSF) the possibility of
including the NIH and DOE programs in the EPSCoR evaluation project
being formulated at NSF.

Question. NCRR has made a total of 15 awards thus far under this
Program. Please describe those awards. Is it possible to discern any
benefits resulting from those awards this early in the Program?

Answer. The 15 awards made under the NCRR IdeA program have gone
to institutions in 11 states. The initial awards in 1993 were for one
year; subsequent awards have been for two years. The maximum annual
direct cost for all awards is $100,000. The scientific activities
proposed under these awards include molecular and cellular studies of
specific diseases or biological functions, technology development for
imaging and monitoring of physiological regulation, and genetic and
behavioral studies related to heart disease and AIDS. Specific benefits
cannot yet be described, since few studies have been completed, but it
is clear that the grants have had an impact well beyond their dollar
value.

Question. What are the plans for this Program in FY 1995?

Answer. In FY 1995, two new awards have been made to institutions
that applied to the program in response to the FY 1994 solicitation of
applications. The remainder of the funds available will be used to fund
the second year of the grants awarded last year.

Question. NCRR's budget justification material indicates that
approximately "ten new competitive awards will be made in FY 1996." Is
funding adequate to support this recommendation? How much funding will
that require? Please describe the funding cycle for this Program.

Answer. The 1996 President's Budget for the NCRR includes
$1,100,000 for the IDeA Program. This funding should be adequate to
make about ten new awards. Generally, the funding cycle is for a two-
year grant period, with competing awards made the first year, and
noncompeting continuations awarded the second year.

Question. How do you foresee the IDeA Program developing in the
near-term and in the long-term?

Answer. The National Center for Research Resources' (NCRR)
Institutional Development Award (IdeA) is a new program, developed in
Fiscal Year-1993 as a result of increasing Senate interest in ensuring
that NIH funds reach a broader geographic base for biomedical and
behavioral research.

It is important for the NIH to evaluate whether IdeA, in its
current form, is indeed fulfilling the Congressional objective of
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improving the competitiveness of its awardees for receiving future NIH

funds. Evaluators need to measure not only changes in success rates for
obtaining funding, but also any contributing changes in the research
environments and personnel.

The NCRR staff are investigating the possibilities of coordinating
their evaluation with the National Science Foundation (NSF) evaluation
of it's Experimental Program to Stimulate Competitive Research (EPSCoR).
NCRR has received funding for a phase I evaluation of the IdeA program

to assess short-term results. Because of the similarities between the
programs, an IdeA evaluation will be greatly facilitated by an initial

examination of current and past EPSCoR evaluation strategies.

For the short term, NCRR will continue to work with the community
to evaluate progress and to explore new ways to strengthen research and

research-focused activities at IdeA instituions.

Question. How will IDeA grant recipient institutions be

integrated into "mainstream" NIH biomedical research programs in the
years following their initial awards?

Answer. It is anticipated that under the support of the IDeA

,
grants the participants will be able to generate pilot data and to lay

strong foundations for their research that will allow them to compete
for regular NIH grants in the future.

QUESTIONS SUBMIITED BY SENATOR SLADE GORTON

BIOMEDICAL RESEARCH FUNDING

Question. Given our limited budget on biomedical research, the
appropriations process becomes an annual rationing of limited funds
for unlimited needs to fight diseases and illness in society. The
painful task of allocating scarce biomedical research dollars is
accomplished each year with remarkable success by the chairman and
ranking member. In order to make that process less difficult, I

would like Members of Congress to have access to recommended criteria
to assist them in making decisions on biomedical research funding.
Suggested criteria include the following:

(a) The populations affected by, or potentially affected by
diseases and conditions that are targets for research;

(b) The incidence and prevalence rates of disease and conditions;

(c) JMortality rates of the disease and conditions;

(d) Rates of morbidity, impairment disability, and health status
and functional outcomes of the diseases and conditions;

(e) The economic burden of the diseases and conditions including
past and projected expenditures on diagnosis and treatment;

(f) Other economic and social burdens; and

(g) Potential for medical research on specific diseases to assist
basic research efforts.
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Question. Are such criteria necessary or desirable in your
opinion?

Answer. A rational basis for making decisions about the
allocation of scarce biomedical research funds is necessary,
desirable, and in the public interest. The criteria listed above are
important indicators of the dimensions of a particular disease, but
they need to be augmented by several other considerations. In
addition to reflecting the burden of a particular disease, research
support decisions should also be based on the level of scientific
advances and opportunities in an area and the availability of
research tools to pursue certain fields of research. Research
advances often create greater scientific opportunities for research
and development in one disease area than in another. Conversely, a
lack of knowledge regarding underlying pathophysiological processes
can inhibit the development and evaluation of diagnostic and
therapeutic technologies for other conditions, regardless of their
social burden.

Much of the research supported and conducted by NIH is basic in
nature, and tangible results of scientific inquiry cannot always be
defined or planned in advance. The NIH relies heavily on non-
directed, investigator-initiated research to generate the most
creative ideas for advancing scientific knowledge about human health
and disease. In some cases, research is undertaken to learn more
about the normal developmental, physiological, or even population-
related processes. In addition, because of the interdependent nature
of scientific knowledge, there are significant overlaps among
different fields of research--even when they are targeted toward
apparently unrelated areas. For example, progress in such fields as
rational drug design, gene therapy, and bioengineered vaccines have
resulted from fundamental support in fields of genetics, immunology,
cell and molecular biology, biophysics, and biochemistry. These
burgeoning technologies may supplant present interventions that
address symptoms rather than cure or prevent disease, and may have a
profound impact on the economic costs of illness in the United
States.

Another caveat about the use of the criteria is that the data
for the indicators are not available for every disease. Published
data on incidence, prevalence, mortality, and measures of morbidity
are most readily available only for major diseases and broad disease
categories. Compiling data on the hundreds of more narrowly defined
diseases addressed by NIH research and development programs would
require considerably more expense and effort, including the
collection of original primary data for many of the diseases.
Information on disability, health status and functional outcomes of
diseses and conditions are generally incomplete. Such information
is also costly to collect.

A third caveat in using the criteria is that they can be in
conflict with one another. For example, chronic conditions such as
arthritis and Alzheimer's Disease reduce functioning and cause
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considerable pain and emotional distress, but neither condition is a
major contributor to lost years of life due to premature death. As

such, policy makers will need to consider the relative importance or
weight to be placed on each criteria when assessing the overall
societal burden imposed by each disease. Further, there is no
assurance that the criteria will accurately capture how the general
population perceives and ranks the pain, suffering, and premature
death resulting from a given disease or condition. Yet, this
information is also vital in assessing the burden of disease.

With regard to criteria listed in (e) and (f), comprehensive
data on disease-specific costs of illness are not routinely

collected. There is wide variation in the approaches used to
estimate costs of illness for different diseases resulting in
incomparable cost estimates for different diseases. Furthermore, the

multifactorial nature of disease--patients present with multiple
conditions--complicates the attribution of costs and related measures

of burden to specific diseases.

Finally, it is difficult to envision how criteria (g) could
usefully be incorporated in research allocation decisions. Because

any future benefits of disease-specific research for basic research
are highly uncertain, this criteria provides no operational basis for
allocating funds to one disease area over another. A more effective
approach is to pursue new scientific advances and research tools that
offer potential insights and promise for identifying important
aspects of disease prodesses or possible cures.

Question. Could you please comment whether these criteria
would be useful in assisting us in making better decisions?

Answer. The criteria provide a systematic checklist or set of
questions to assure that NTH research activities are linked to the
betterment of human health and that a range of important problem
areas are considered. While they should be interpreted with caution
for the reasons outlined above, the criteria can be helpful to
Congress in anticipating and responding to the public interest.

Two other points are worth noting, however. First, application
of the criteria are probably more useful for allocation of resources
for health care services where technology is relatively known and
stable. For research projects, the link between resource allocation
and successful contribution to the alleviation of disease burden is
much less direct, and much more difficult to measure and predict.-
Research is forward looking, and the timing and the extent of
benefits for improved health are highly uncertain. Assessments of
promising lines of research depend on well-informed judgement
regarding the implications of recent scientific advances and research
experience upon future investments in the research.

Second, research funding decisions will also reflect concerns
about equity among groups of potential beneficiaries of the research
as defined in terms of age, sex, and ethnic origin. Certain criteria
favor one group over another. For example, mortality rates and
measures of the impact on functioning may favor the elderly whereas
measures of economic impact, such as lost productivity, would favor
younger citizens.
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In sum, measures of disease burden cannot alone provide
sufficient basis for decisions about the allocation of funds for
biomedical research. In developing strategies and budgets for
research and development programs, a well-informed judgment is still
required to synthesize information about the broader dimensions of
disease burden with knowledge of scientific opportunities.

Question. Is it possible to publicize and circulate this
information on a regular basis before appropriators make funding
decisions?

Answer. Each year in annual reports and testimony to
Congress, the NIH provides available disease specific data. Two
agencies of the Public Health Service--the Agency for Health Care
Policy and Research and the Center for Disease Control, especially
its National Center for Health Statistics (NCHS)--compile and publish
data on major diseases and broad disease categories. The annual
publication Health United States (NCHS, CDC) conveniently summarizes
much of this information.

Question. What do you think would be the impact on the
biomedical research performed at individual institutes if such
systematic criteria were used?

Answer. If systematic use of the criteria outlined above means
that other criteria would not be considered, the research studies
supported and conducted by individual institutes would begin to

discount areas of science that may have the most promise for
advancing knowledge against a broad range of diseases and conditions.
If, however, the deficiencies associated with data collection would

be corrected, and over time more detailed, high quality data is
developed on all of the criteria, there might conceivably be a change
in the perception of the relative burden of specific diseases. This
could lead to adjustments in the portfolio of applied research and
development.and clinical research studies.
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QUESTIONS SUBMITTED BY SENATOR TOM HARKIN

WOMEN IN SCIENCE

Question. What progress has NIH made in addressing
deficiencies in terms of the advancement of women scientists, as well
as workplace harassment? This is a serious issue that I am concerned

about.

Answer. Early in his tenure as Director of the NIH, Dr. Varmus
became aware of allegations of inequities in hiring, allegations of
hostile work environments for women, and general employment practices
that tended not to include women, minorities and people with
disabilities. He immediately began to take steps to eliminate
barriers to equal opportunity for all NIH employees. For example, in
October 1993, the NIH Office of Equal Opportunity (0E0) entered into
an interagency agreement with the Departmental Appeals Board,
Department of Health and Human Services, to institute a mediation
process for resolving complaints. These procedures allow employee
concerns to be addressed by third party neutrals. In addition, in
September 1994, NIH hired a new senior executive with substantial EEO
experience to run the 0E0. She has been specifically tasked with
making NIH,a more fair and open agency responsive to both employees
and management.

In an.effort to identify the underlying causes for a high rate
of separation identified for women, the NIH began piloting a
"separation questionnaire" in September 1994. The voluntary
questionnaire elicits information on the departing employee's work
environment, and the reasons why the employee has chosen to leave the

NIH. The 0E0 is in the process of analyzing data received for the
first two quarters of FY 1995. Four hundred twenty-two employees
have left the NIH during this time period for various reasons,
including retirements and buyouts. Only 90 employees (21 percent)
voluntarily returned their separation questionnaire. Two hundred
fifty-nine of the employees who left are women, while 53 of those who
returned the questionnaire are women, including six in scientific

occupations. At this point, the NIH has insufficient data to provide
meaningful information on why women leave the NIH at a slightly
greater rate than men. Anecdotal information includes both the
theory of better opportunities elsewhere, and the theory of the
unfriendly work environment. The NIH will continue to pilot the
separation questionnaire and explore other options such as exit
interviews to help better determine why women scientists leave.

The NIH also established a Women Scientist Advisor (WSA) to the
Scientific Director in each Institute. Each WSA is responsible for
bringing women scientists' issues, including promotion and pay equity
concerns, to the attention of senior management. The WSAs are a

crucial link to assist the 0E0 and management in eliminating barriers
to the retention of women.

In FY 1995, the NIH established a process to resolve claims
concerning pay levels from scientists in the Intramural Research
Program. This process is open to women scientists where there are
demonstrated disparities between the pay for men and women scientists

who are similarly situated.
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With respect to informal complaints of sexual harassment filed
at the NIH, seven were filed during FY 1994. As of May 25, 1995,
four were filed during FY 1995. Two of the four FY 1995 complaints
are currently under review; one could not be resolved informally and
the complainant has filed a formal complaint; and the fourth
complaint, the complainant chose not to pursue the matter.

PARKINSON'S DISEASE

Question. What is your view of the potential for breakthroughs
in the treatment of Parkinson's?

Answer. Investigators report that there are many exciting new
leads that hold promise. The availability of good recently developed
animal models and rational approaches to surgical therapy and drug
development suggest that we may soon be able to treat this disorder
more effectively. The following promising research is continuing:

The possibility of slowing the progression of PD with the drug
deprenyl, or a similar compound, has stimulated the search for ways
to identify patients before they begin to develop symptoms so they
may benefit from protective therapy.

Investigations of causes, such as environmental and endogenous
toxins, genetic predisposition, and altered motor circuitry and
neurochemistry are continuing. New epidemiological studies have been
initiated to identify other possible risk factors for this disorder.

The search for new and improved therapeutic interventions
continues. Animal models are being used to study the pathophysiology
of the disease and develop novel therapies. Clinical studies on
improvements in levodopa therapy, including controlled-release
formulations, offer the most immediate promise for an improved
quality of life for many patients.

NINDS intramural scientists are working to develop a drug--a
dopamine agonist--that will target the specific dopamine receptors
involved in Parkinson's Disease (PD), and bypassing the related but
distinct receptors involyed in the negative side effects now
experienced by nearly half of the patients receiving levodopa.

Work is continuing to determine whether deprenyl and
anti-oxidants may reduce or neutralize toxins and actually prevent
brain cell destruction, to determine longer term effects of these
compounds, and to explore the efficacy of other drugs to treat PD.

NINDS intramural scientists showed this past year that a new
drug--(Ro 40-7592)--blocks the breakdown of dopamine and levodopa,
and prolongs relief of symptoms by more than 60 percent when added to
standard treatment. This helps patients avoid the "wearing-off
effect" while taking fewer doses and smaller amounts of the standard
levodopa/carbidopa medication. Findings from this small study will
be tested in larger populations.

A major clinical trial is studying the efficacy of
transplanting fetal tissue into patients with advanced PD. Research
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on other surgical approaches, causing specific focally placed lesions
in the motor circuitry of the brain, will also be supported.

A controlled clinical trial to study the effect of a very
promising surgical approach, called pallidotomy, has begun. This
study will verify the safety and efficacy of this technique, optimize
target location, and provide information on improvement in movement,
cognition, and behavior in patients with PD.

The NINDS supports experimental methods, such as alternative
tissues, growth factors, and genetically-engineered cells, that could
preclude the need to use human fetal tissue in the implantation
procedure. Genetically-engineered connective tissue cells and
dopamine-producing cells encased in polymer beads are examples of
such approaches to treatment. Other avenues include utilizing human
fetal tissue grown in culture.

NINDS intramural scientists are beginning to understand what
causes the specific nerve cell degeneration involved in PD. They are
encouraged that stimulating trophic factors can help in the repair of
the dopamine-producing nerve cells that are not yet destroyed, but
are weakened, by the effects of PD. There is increasing evidence
that several factors play a role in the maintenance of healthy nerve
cells and possible recovery of those that are damaged. Further work
is needed to determine if these factors can help prevent the
degeneration of nerve cells.

Question. How is diabetes research supported by the Office of
Research on Minority Health (ORMH), as well as other Institutes,
coordinated with National Institute of Diabetes and Digestive and
Kidney Diseases (NIDDK)?

Answer. The collaboration between the ORME and the NIDDK was
formally established in FY 1993 through a Memorandum of Agreement
reflecting the interest of both organizations to jointly support
diabetes research. The successful partnership now includes ORMH
support of component studies of the NIDDK Diabetes Prevention
Program, which focuses on preventing non-insulin-dependent diabetes
mellitus (NIDDM). These include: prevention of NIDDM in obese
minority women with a history of gestational diabetes; the
pathogenesis of NIDDM in Mexican American women to identify early
metabolic defects in Mexican American women who are at high risk for
NIDDM because of prior gestational diabetes mellitus (GDM); a

component of the New Mexico Clinical Center focusing on Native
Americans and Mexican Americans to test the effectiveness of behavior
modification including diet and exercise therapy, versus oral
medication, in preventing onset of NIDDM; education and group support
for diabetic Hispanics to determine the efficacy of a culturally-
relevant, community-based intervention aimed at improving the health
of diabetic Mexican-Americans and their families; a community-based
intervention study to increase adolescent physical activity of a type
that can be sustained in adulthood, and decrease in consumption of
sodas, candy, and baked goods through curriculum inputs, development
of a teen wellness center, and a teen wellness task force; primary
prevention of diabetes in urban Native American elementary school age
children in the Minneapolis-St. Paul area to demonstrate the
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reduction or risk factors associated with diabetes, including
physical inactivity, high fat/low-fiber diets, and obesity; and a
family-centered diabetes project for Pueblo Indians to determine
whether a diabetes lifestyle program delivered by a professional
within the setting of family and friends meetings will have an impact
on functional status, family functioning, nutrition and exercise
habits, glycosylated hemoglobin, and medication and health care use
among Native Americans with diabetes.

The ORME also supports a portfolio of 13 research projects to
elucidate the genetic aspects of the basis of diabetes in minority
populations and the underlying mechanisms controlled by gene
expression. Topics under study includes NIDDM and obesity in Pima
Indians, biochemical predictors of NIDDM in women, as well as,
biochemical mechanisms of in vivo insulin resistance.

The NIDDK communicates regularly with other NIH institutes to
ensure that initiatives and activities in diabetes research are
coordinated across the NIH. Collaborations between the NIDDK and
other NIH Institutes and Federal Agencies are established by informal
agreements and sometimes formal Memoranda of Understanding to jointly
support diabetes research.

Question. Specifically, how is information shared? Are there
adequate resources available in this area?

Answer. Information on NIH-supported diabetes research is
shared in a variety of ways. For example, The Diabetes Information
Clearinghouse (NDIC), serves as a broker and catalyst for the
development and dissemination of information in the diabetes field.
The target audience is health professionals, including nurses,
dietitians, and diabetics. However, a large number of users are
patients and their families. The NDIC responds to about 15,000
requests for information per year. The NIDDK is establishing an
outreach program to disseminate information on the control of
diabetes, and prevention of health complications from diabetes to
patients and health care practitioners. The Diabetes Mellitus
Interagency Coordinating Committee provides a forum for communication
and exchange of information necessary to coordinate the activities of
all Federal programs that are related to diabetes and its
complications; The annual NIDDK Program Plan provides an
administrative progress report on accomplishments and opportunities
in diabetes research. Diabetes-related scientific workshops and
conferences are held to provide a forum for disseminating information
on diabetes research. NIDDK program staff confers with other
Institutes and ORME to share information throughout development and
implementation of program initiatives. Diabetes-related issues are
discussed at NIDDK Advisory Council meetings. The ORMH recently
addressed the Council concerning ORMH collaboration with the NIH in
general and with the NIDDK specifically. These are the primary means
used by the NIDDK to share information on diabetes research.

OSTEOPOROSIS

Question. Although 20 million of the 25 million Americans who
suffer from osteoporosis are women, critical research on both
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military men and Women is sorely necessary. Last year, Congress
appropriated $5 million under DOD's Defense Research and Engineering
Office to conduct research in cooperation with NIAMS. What steps has
NIAMS taken to cooperate with the Department of Defense to commence
this new program?

Answer. The Institute has learned that the Department of
Defense (DoD) is currently evaluating its earmarked funds to
determine the most cost-effective investment strategy compatible with
its commitment to battlefield preventive medicine and combat casualty
care. NIAMS continues to be eager to coordinate research efforts
with all organizations having an interest in osteoporosis.

PARKINSON'S DISEASE--COORDINATION OF RESEARCH

Question. What is NINDS doing to coordinate Parkinson's
research among the several Institutes involved in this area?

Answer. Research relevant to Parkinson's Disease (PD) is of
primary interest to NINDS, the lead Institute for research on PD as a
major neurological disorder. Other NIH components supporting
relevant research include: the National Institute on Aging with an
interest in research on PD as a disorder with higher incidence among
the aging population; the National Institute of Mental Health (NIMH)
with special interest in conducting research on the neurobiological
and behavioral aspects of PD; and the National Institute of
Environmental Health Sciences, which supports research investigating
the possible environmental elements influencing PD. Other Institutes
also have a research interest ln the biology of the brain as it is
relevant to PD--nervous system transmitters, receptors, tissue
implants, etc. The basic and related research they contribute is
essential to a full understanding of the many aspects of this
disorder.

Collaborations between NINDS and other Institutes' intramural
branches and laboratories occur when parallel scientific lines of
inquiry develop. For example, NINDS and NIMH intramural scientists
are now collaborating on studies of the nerve cell receptors and
transmitters involved in PD.

Inter-institute committees and task forces bring Institutes'
representatives together to coordinate planning and research on
disorders. For example, the Task Force on Aging, which appropriately
included representatives from those Institutes sponsoring PD
research, developed research plans regarding Parkinsonism among the
aging population.

The standard research funding mechanisms and policies of the
NIH promote coordinated research on PD. For example, referral
guidelines ensure that research grant applications are assigned to
the Institute or Center with the closest match in terms of mission,
and require that other interested components are informed and have
the opportunity to request dual assignment.

Also in accordance with NIH policy, NINDS invites the
participation of other NIH components in solicitations for grant
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applications on research related to Parkinson's Disease. For
example, in 1993, a solicitation for grant applications concerning
methods of collecting, preserving, and storing fetal tissue that may
be used in PD research was cosponsored by the NINDS, the National
Institute of Diabetes and Digestive and Kidney Diseases, and the
National Institute of Child Health and Human Development.

Question. What is the status of the consensus conference
referred to in the 1995 report language?

Answer. Detailed plans for a conference on Parkinson's Disease
research, with international contributions, are being finalized; and
a contract task order has been issued for a conference date in August
1995.

Question. Aside from the conference itself, are any efforts
underway to improve coordination of Parkinson's research among the
several Institutes at the NIH?

Answer. Good coordination exists among the eight NIH
Institutes and Centers (ICs) that sponsor activities related to PD as
exemplified by their participation in producing the Report on
Parkinson's Disease Research sent to Congress in June 1994. However,
with increasing research interest, NINDS staff, at both research and
administrative levels, have made additional contacts with the ICs
that have major roles in PD research. For example: NINDS and
National Institute of Mental Health (NIMH) intramural staff share
resources such as high-technology imaging equipment with each other
for PD patients; the NINDS intramural team working on PD hosts guest
workers from the NIMH; potential PD research subjects who are
elderly, but do not match the NINDS research protocol, are
transferred to research studies being conducted by the National
Institute on Aging, where they may meet study requirements; and a new
collaborative effort has recently been initiated with the NIMH to
pursue novel treatments, including gene therapy.

Additionally, staff from the ICs relating to extramural PD
research communicate regularly, both formally and informally, as they
participate in the many conferences and workshops convened each year
that present a major focus on PD research. As an example, this
spring NINDS served as sponsor and host for two prominent
investigators studying surgical interventions for Parkinson's Disease
to visit NIN and present their work to representatives from all NIH
Institutes. Arrangements were made by members of the NINDS staff for
these investigators to meet together with scientists of several
Institutes to discuss new ideas for research and therapy.

CLINICAL RESEARCH--INSTITUTE OF MEDICINE STUDY

Congressional support for NIH over the years clearly
demonstrates our understanding of the importance of basic research
and serendipitous discovery. However, there are strong indications
that NIH should focus greater attention on issues related to patient-
oriented research and the training and career development of clinical
researchers.
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In September of last year, the Institute of Medicine (I0M)
issued a compelling report on careers in clinical research. The

report sounded an alarm about the loss of physicians from the ranks
of our nation's researchers and highlighted particularly the
difficulties physicians have training for and pursuing careers in

patient-oriented research.

Question. That report offered some specific recommendations as
to steps that NIH could take to enhance the environment for clinical
research and clinical research training. What has NIH done to date

in terms of examining and implementing the IOM recommendations?

Answer. A summary of the NIH activities in implementing the
IOM recommendations ae outlined as follows:

Data Analysis: Since 1990, the NIH has implemented a centralized
computer code that identifies grants and projects that involve
human subjects. More recently, we have implemented a system that

identifies clinical trials. The latter code should identify the
subset of human subject research that is distinct from those using
materials from humans.

Study Section Oversight: DRG has developed a pilot experiment
involving the'clinical research study sections. The objective is

to optimize the assignment of patient-oriented research
applications to those study sections that review an,appreciable
number of such applications. The pilot study will begin in June.
Results from the pilot experiment may inform us of ways to optimize
the use of clinical research study sections.

In addition, the Report of the Working Group on the Division of
Research Grants contained a number of recommendations that should
improve peer review in general. In particular, it recommended that
the study section membership be diversified with attention to
increased breadth of expertise. This may encourage physicians and
other medical professionals to participate as reviewers.
The report also contained a recommendation for the establishment of a
new central oversight body, the Peer Review Oversight Group that will
coordinate, evaluate, and make policy recommendations for all peer
review conducted at the NIH, both within DRG and in the ICs. It will

be chaired by the Deputy Director for Extramural Research and will
include scientists from the extramural research community. We have

begun the nominating process for members of this Group.

Newly Independent Investigators: In addition to the FIRST award

which is open to both basic and clinical investigators, individual
Institutes/Centers (I/Cs) have also developed similar programs that
fulfill the Institutes' mission. For example, NCI recently, issued

an RFA, Investigator Grants for Clinical Therapy Research. The RFA
was developed to address the lack of suitable mechanisms for the
training and funding of clinical oriented investigators involved in
translating basic research into new cancer treatment.

Debt Relief Packages: The NIH developed the loan repayment program
a few years ago for investigators interested in doing AIDS
research. Recently, the program has been expanded to include
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disadvantaged clinical investigators, regardless of the area of
clinical investigation.

Medical or Dental Scientist Training Programs: The National Center
for Research ResoUrces (NCRR), in consultation with its National
Advisory Council, has carefully reviewed options for expanding the
availability of the Clinical Associate Physician and Minority
Associate Physician awards to institutions with General Clinical
Research Centers and has made changes in the guidelines for these
programs to enhance the number of awards. In addition, the NCRR
has established a new award called the Clinical Research Scholars
Program to enable clinical investigators to concentrate for one
year on curriculum based studies such as clinical research design,
bioethics, biostatistics, and epidemiology whia, in some
instances, could lead to an advanced degree. All of these
initiatives will encourage and support physicians and dentists to
further their careers in clinical research and enable them to
become independent clinical research scientists and investigators
in the future.

Question. The report also recommends the creation of a
national body to monitor clinical research and training needs and
make recommendations to Congress and the academic community. I am
interested in seeing this recommendation become a reality. How do
you believe such an advisory group should be structured and funded
and where should it be housed?

Answer. NIH has recently established the Director's Panel on
Clinical Research that is composed of distinguished individuals with
expertise and knowledge about clinical research. The panel will
discuss a broad range of issues including training of clinical
researchers, funding for clinical research, and clinical trial
issues. The Director's panel will report to the Director of the NIH
through the Advisory Committee to the Director (ACD). It will be
funded from the ACD budget.

DRG ANALYSIS

Question. I was interested to learn about the Division of
Research Grants analysis of how patient-oriented research
applications are reviewed. I found it alarming that the study
concluded that patient-oriented research fares less well in the peer
review process than laboratory research. The DRG report included
some specific recommendations for addressing this problem. What has
NIH done since the report was issued in November to implement these?

Answer. DRG has developed a pilot experiment involving the
clinical research study sections. The objective is to optimize the
assignment of patient-oriented research applications to those study
sections that review an appreciable number of such applications.
The pildt study will begin in June. Results from the pilot
experiment may inform us of ways to optimize the use of clinical
research study sections.

In addition, the Report of the Working Group on the Division of
Research Grants contained a number of recommendations that should
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improve peer review in general. In particular, it recommended that
the study section membership be diversified with attention to
increased breadth of expertise. This may encourage physicians and
other medical professionals to participate as reviewers.

Patient-oriented research is a critically important part of our
portfolio and will be prominent as we move to review and strengthen
all peer review at the NIH.

Question. Similar to the IOM report, the DRG report focused on
the need to improve training and career development opportunities for
young clinical investigators. Is NIH developing a plan for doing so?

Answer. Training of young clinical investigators is an
important issue for the NIH. The NIH Clinical Center recently
launched a training course on the design and conduct of clinical
trials and related clinical research issues. The course is currently
offered to the NIH clinical Associates, but it is adaptable to other
audience. In addition, clinical research training and the ability of
academic health centers to support training under the managed care
climate will be a topic for discussion by the Director's Panel on
Clinical Research.

CLINICAL RESEARCH--NAS STUDY

Question. I know you share my concern about the National
Academy of Sciences study released last year revealing a 54 percent
decline between 1985 and 1993 in the number of individuals aged 36
and under applying to NIH for support. It seems to me from the IOM
and DRG analyses that this problem may be more acute among
physicians. Has the NIH asked that Academy to analyze MDs and PhDs
separately in its follow-up study?

Answer. The changes in the age profile of physicians applying
for NIH traditional research grants (ROls) is very similar to the
changes reported for all applicants by the National Research Council
in the report, "The Funding of Young Investigators in the Biological
and Biomedical Sciences". The report indicates that the number of
applicants under age 36 who applied for NIN research grants declined
54 percent from 1985 to 1993. If we disaggregate by degree, we see
that the number of young PhD applicants fell 54 percent from 2,445 in
1985 to 1,126 in 1993. The number of young MD applicants fell 52
percent from 538 in 1985 to 256 in 1993. These changes were also
reflected in the proportion of young investigators in the applicant
pool for each degree group. In 1985, 12 percent of all MD applicants
were under age 36. By 1993, MD applicants under 36 comprised only 5
percent of the physicians applying for 1101 support. For PhD
applicants, the under 36 age group was 20 percent of the applicant
pool in 1985 and 8 percent of the pool in 1993. At least for RO1
grants, the situation is no worse for young MD applicants than it is
for young applicants with the Ph.D. We do not yet have sufficient
information to know whether the age profile of applicants in patient-
oriented-research differs from laboratory based research.

It is our hope that the follow-up study by the Commission on
Life Sciences of the National Research Council will examine the
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forces reducing the application rates of young applicants regardless
of their degree or research field and will give us a better
understanding of the long-term implications of these trends in age
distribution of NIH Principal Investigators.

Question. Both the DAC and IOM reports focus on the General
Clinical Research Centers program of the National Center for Research
Resources as an important site for high quality patient-oriented

research. Given the cost-containment pressures we have just
discussed, these Centers are becoming far more important and should

be enhanced and expanded. What steps is NIH taking to strengthen the

GCRC program?

Answer. The National Center for Research Resources (NCRR) has
taken several steps to strengthen the GCRC Program. NCRR has

initiated a program to upgrade existing GCRC core facilities to
accommodate a new field of experimentation in cellular therapies.
The GCRC Program will increase clinical research training by
accommodating more physicians and dentists who can apply for support
through the Clinical Associate Physician and Minority Clinical
Associate Physician Awards. The CCRC program is also initiating the
Clinical Research Scholar Program for physicians and dentists
interested in one year of dedicated curriculum-based studies to
prepare them for further clinical studies and careers in clinical

investigation.

Question. A 1993 panel report recommended that the NIH
Director's office develop mechanisms to insure the expanded
involvement of all NIH institutes in maximum use of GCRCs. Has this

been done?

Answer. The General ClinicaN Research Centers provide the
infrastructure (hospital inpatient and outpatient facilities, trained

research nursing, bionutritionist , computer systems and systems
managers, biostatisticians and a Variety of core laboratory services)

to facilitate the work of NIH funded investigators who receive their

funding from all NIH Institutes and Centers. In one instance, a GCRC

is cofunded with the National Institute on Aging. The GCRC program
staff tracks each RFA announcement from all Institutes and Centers to
insure that the categorical institutes are aware of NCRR's
willingness to support clinical studies, should such facilities be

required. The GCRC Program Director and staff participate in all of

the Task Forces or multi-institute advisory groups pertaining to

clinical research.

Question. That same report recommended the development of a

national clinical research agenda. Have you made progress in this

area?

Answer. NCRR, in concert with the research community, will be

updating its Strategic Plan. Clinical research is a central focus of

that plan as well as the pivotal role CCRCs play in facilitating

clinical research. As a result of recommendations developed in
conjunction with the academic research community, NCRR expanded its

programs for career development for patient oriented research,

modified the role of CCRC core laboratories so that they provide
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shared resources for multi-disciplinary research, initiated
development of National Gene Vector Laboratories and have initiated
workshops and curricula for clinical research at GCRC sites.

Question. The report also recommended a number of new
initiatives: a debt forgiveness program for clinical research trainees
in the GCRCS, some changes in the rules governing training awards for
young physician scientists, a new program for the retraining of mature
clinician scientists. What progress has been made on these
initiatives since they were recommended several years ago?

Answer. No debt forgiveness program for clinical research
trainees exists in the academic research community. However, one does
exist for disadvantaged physicians for the NIH intramural program, and
NCRR is reviewing the potential of such a mechanism. NCRR has also
considered a re-entry career development program for mature clinical
scientists but deferred its implementation because of other higher
priorities.

Question. How do the 75 General Clinical Research Centers
contribute to NIH's biomedical research programs?

Answer. The General Clinical Research Centers (GCRCS) are a
nationally distributed network of centers that are usually configured
as geographically discrete units within hospitals of academic medical
centers. The primary mission of the GCRC program is to provide a
research infrastructure for clinical investigators who receive their
primary research support from other NIH components as well as other
Federal and state agencies and the private sector.

The GCRCs provide resources, often otherwise unavailable, that
include specialized research nurses, research dietitians,
biostatisticians, computer hardware and software systems for data
management and analyses, and sophisticated laboratories vital for
outstanding inpatient and outpatient research. The GCRCs extend the
range and intensity of clinical research by complementing the funding
provided to investigators who study cancer, AIDS, heart diseases,
diabetes, reproductive biology, nutrition, rehabilitation, aging,
alcoholism, drug addiction, arthritis, infectious diseases, and mental
disorders. They also develop new diagnostic tests and therapies and
investigate scores of other health problems affecting both children
and adults and involving the lungs, blood, kidpeys, and
gastrointestinal tract, mirroring the research missions of all the
other NIH institutes. In fiscal year 1994, over 7,000 investigators
carried out nearly 5,000 clinical research projects involving more
than 95,000 research inpatient days, and over 200,000 outpatient
visits.

Clinical research is often time-consuming and cumbersome. The
specialized personnel 'and other resources available at GCRCs
facilitate clinical research for both investigators and research
subjects.
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OMBUDSMEN

It is my understanding that soon after coming to NIH, you
stated that you would appoint twb.ombudsmen to circulate in the
research community and serve as your eyes and ears regarding
challenges and opportunities. The ombudsman for basic research was

appointed soon after your arrival. It is my understanding that the
counterpart advisor for clinical research was only recently
appointed. Dr. Laurence Shulman, who served with distinction as the
Director of the NIAMS, is an excellent choice.

Question. How will he function in this new role and how will
he make up for the lost time during which you had only a basic
science advisor?

Answer. I am pleased to report to you that Dr. Shulman has
already accomplished a great deal as my emissary to the clinical

research community. He has made substantive visits to eight
biomedical research universities, as well as to eight other
institutions with vital interests in clinical research. At each
university, he has discussed the many aspects of clinical research
and clinical research training with those involved at different
academic levels. During the sessions, he has focused on the types of
professional engaged in patient-oriented research, the scope of
clinical investigations, training and career development for these
investigations, and academic and other job opportunities in the field

of clinical research.

Other issues that were discussed include the support of
clinical investigations (by institutions, Government and industry),
types of research grants available and peer review of grants
applications for clinical research, and the types of partnerships

that are desirable.

At a May 31 meeting of the Advisory Committee to the Director,
NIH, Dr. Shulman gave a highly informative review of his activities

to date. He outlined the general perceptions of the current state of
clinical research, some obstacles to achievement in this area and
several recommendations for initiatives for us to consider. He was

encouraged by the high level of interest by academic leaders in
patient-oriented research. He also presented an interesting list of
special research opportunities; a new classification of clinical
research; and an impressive list of new formal training programs that
have been developed at the universities for clinical research.

Dr. Shulman will be making another report on his activities as
emissary in early July at the first meeting of the NIH Director's
Panel on Clinical Research which I have recently organized.

GENE THERAPY

I read several reports regarding a study that the NIH is
undertaking on the status of gene therapy. I personally have been

impressed with the pace of this promising area of research,
especially as it related to cystic fibrosis.
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Question. Can you highlight for the Committee what outcome you
expect from the review of the basic research and the advisory
committee to evaluate the clinical trials?

Answer. Despite considerable scientific hurdles, we have come
a long way towards exploiting the remarkable potential of gene-based
therapy. We know a great deal about the genetic contribution to the
pathophysiology of inherited and acquired diseases. Many of the
genes that might be useful in the treatment of a wide variety of
inherited and acquired illnesses have been isolated. Several gene
delivery systems have been shown to transfer genes stably into target
cells that survive in a patient. And the public has now largely come
to accept gene transfer into somatic cells as ethically justifiable
and medically promising. Since 1988, more than 100 gene-based
therapies have been approved by the NIH Recombinant DNA Advisory
Committee, including approximately eight for cystic fibrosis.

The NIH has supported these developments with enthusiasm and
has made gene-based therapy part of a long-standing commitment to
understand disease at the genetic and molecular level. Nearly all
the Institutes and Centers have initiatives in the area of gene
therapy, with an aggregated cost of nearly $200 million per year.
NIH is pleased that the industrial sector also sees great promise in
this area.

Despite the growing support for gene therapy, however, this
area remains at a very early stage of development. Although there
have been several reports of gene transfer and expression, there is
still little or no evidence of therapeutic benefit in patients.
Furthermore, it is not clear whether the NIH is investing in the most
appropriate approaches with respect to choice of disease target,
recipient cells, or delivery systems.

Therefore, I have assembled a panel of outstanding scientists
to review the entire gene therapy research enterprise, both the
clinical studies and the more basic research that underlies these
studies. In particular, I have asked the panel to survey the
investment that the individual Institutes and Centers at the NIH have
made, and propose to make, in the various disciplines that influence
gene therapy; to listen to scientists from academic, government, and
industrial laboratories who are leading the development of gene
therapy; and to consider the NIH-supported research programs in the
context of investments being made by others, including the
biotechnology industry.

Once the panel has gathered the necessary information, it will
make recommendations that are expected to guide NIH in its
programmatic and budgetary planning. The NIH will obtain advice, for
example, on how funds should be distributed among the research areas
that affect gene therapy, such as the development of gene delivery
systems, the regulation of gene expression, animal models of
diseases, and others; whether we are placing the appropriate emphasis
on each of the many diseases and organs that have been considered as
potential targets for gene therapy; what mechanisms of funding would
be most effective for NIH-sponsored research efforts; and how we
should respond to a variety of policy issues, such as the impact of
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gene therapy patents and licenses and the need for public education
about the science and ethics of gene therapy.

Question. In addition, can you provide the Committee with the
list of the individuals who are serving on the advisory committee?

Answer. I have selected as members of the panel scientists
with expertise in areas that are critical to the development of gene
therapy, such as virology, gene expression, and clinical genetics. I
have deliberately not selected scientists who are most likely to
benefit immediately from the recommendations the panel might make.
The panel consists of the following members:

Stuart H. Orkin, M.D., Co-chair
Howard Hughes Medical Institute
Harvard Medical School

Arno G. Motulsky, M.D., Co-chair
University of Washington

Richard Axel, M.D.
Howard Hughes Medical Institute
Columbia University

David Botstein, Ph.D.
Stanford University

John M. Coffin, Ph.D.
Tufts University School of Medicine

Pamela B. Davis, M.D., Ph.D.
Case Western Reserve University

School of Medicine

Eric R. Fearon, M.D., Ph.D.
Yale University

Uta Francke, M.D.
Howard Hughes Medical Institute
Stanford University Medical Center

Haig M. Kazazian, Jr., M.D.
University of Pennsylvania

School of Medicine

Thomas J. Kelly, M.D., Ph.D.
Johns Hopkins University

School of Medicine

Robert J. Lefkowitz, M.D.
Howard Hughes Medical Institute
Duke University

Bernard Moss, M.D.
National Institute of Allergy and Infectious Diseases
National Institutes of Health
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Thomas A. Waldmann, M.D.
National Cancer Institute
National Institutes of Health

Huda Y. Zoghbi, M.D.
Baylor College of Medicine
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MENTAL ILLNESS

As you may recall, in Fiscal Year 1991, this subcommittee
requested NIMH to contract with the Institute of Medicine to assess
what needs to be done to prevent mental illness. The Institute of
Medicine (I0M) has now issued its report, "Reducing Risks for Mental
Disorders: Frontiers for Preventative Intervention and Research",
and found two areas to be of prime importance.

Dr. Cowdry, to implement the key recommendations of the IOM
report, this subcommittee recently heard from a coalition of 14
national organizations asking that NIMH seriously consider a small
increase in the B/Start program to train a cadre of mental disorder
prevention researchers and asking NIMH to take a larger role in the
coordination of federal prevention research that now exists across at
least 23 agencies.

SHARED RESOURCES

Question. Explain how NCRR-supported shared research resources
"leverage" other NIH-supported research dollars.

Answer. Through several different programs, the National
Center for Research Resources provides shared research resource
facilities which are staffed with scientific expertise to help more
than 10,000 investigators carry out their clinical, animal-based or
technology-based research. Other shared resource programs provide
sophisticated instrumentation, animal models - with specific
modifications of their genome, as well as an array of other research-
related biomaterials provided through well-established networks. The
scientists using those resources are funded, usually through an
investigator-initiated research project grant (R01), by the other
components of the National Institutes of Health.

An economy-of-scale is attained through this approach; it also
maximizes the utility of a resource, relative to its cost, and
accelerates discovery. I can provide specific examples of how NCRR
"leverages" the several types of resources it provides to
investigators. For example, in FY 1994, NCRR made 45 shared
instrument grant awards, totalling $9.0 million, with an average
award of $200,000; each award was to support an average of 14.3
scientists. Therefore, if one were to provide each of those
investigators that same scientific equipment, the total cost would
have been $128.7 million. The total savings would be about $120
million. Even if the equipment were purchased for only four
investigators, the savings would have been about $21 million.

The network of General Clinical Research Centers supported
about 7,000 investigators in FY 1994 at a cost of $136.6 million.
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Conservatively, the GCRCs save one-third to one-half of the patient-
research based costs for clinical research at those inpatient and
outpatient facilities. In addition to cost leveraging, the
paramedical personnel--research nurses, core laboratory technicians--
facilitate research for both the research participants and
investigators; the cost savings for that aspect of GCRCs are
immeasurable.

Considerable "leveraging" of research costs accrue across our
Biotechnology Resource Centers as well. Several of those centers
would never exist for a single or even a dozen scientists--for
example, the synchrotron resources for high energy X-ray exploration
of protein, viral or DNA structural abnormalities which cause
disease. Other types of these centers would cost three times as much
if they were not shared among a number of investigators. Overall, we
estimate that the biotechnology resource centers would cost over $3
billion if funded as individual rather than shared facilities. In
addition, the expertise provided to aid researchers in the use of the
technologies is invaluable.

Another example of "leveraging" research costs is the National
Cell Culture Center. This center provides large-scale cell culture
and monoclonal antibodies to researchers. The monoclonal antibodies
would cost about 42 times as much if they had to be purchased from
commercial vendors. If researchers had to set up their own culture
laboratories to produce large-scale cell cultures, it would cost even
more.

Question. Describe what NCRR is doing using bioengineering
technologies to explore areas of disease prevention and control.

Answer. NCRR has launched a new effort to stimulate research
and development of novel, cost-effective bioengineering approaches to
the prevention, treatment or rehabilitation of disease or disabling
conditions. Initial investments are in three areas: micro-sensors,
physiological monitoring and drug delivery systems. Emphasis is on
innovation, sound scientific engineering and medical rationale and
must be assessed to generate reductions in health care costs. The
potential benefit of this research will lead to both improved health
and reduction in health care costs, especially among the aged and the
disabled.

Question. How much of the NCRR budget is devoted to shared
research resources?

Answer. Approximately 80 percent of the NCRR budget is devoted
to support of shared research resources, in such areas as clinical
research, biomedical research technology, comparative medicine, and
shared instrumentation.

Question. Why do we make such a large investment in these
resources as opposed to individual research projects?

Answer. The investment in these resources represents only a
small part (2.5 percent) of the entire NIH budget. The resources
primarily serve scientists supported with NIH-funded investigator-
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initiated research project grants. In fact, if "leveraging" through
the several NCRR programs did not exist, the average cost of grants
awards to individual investigators would be substantially higher and
many fewer awards would be made. In some cases, investigators could
not be supported at all since one could not rationalize providing a
single investigator or even a single institution support for an
expensive, sophisticated biomedical technology resource such as a
synchrotron for high energy x-ray studies. The array of resources
provides access to specialized research facilities, instrumentation,
animal models, and biomaterials to thousands of investigators to
enhance and facilitate their research. In fact, the research
resource needs of the biomedical research community must be
continually and systematically addressed to identify those research
tools and resources that will facilitate and advance their research
to solve the riddles of human disease.

SCHOOL HEALTH EDUCATION

Question. Since so many of the lifestyle variables adversely
affecting many types of cancers have their beginnings early in life,
what activities at the National Cancer Institute are being devoted to
comprehensive school health education?

Answer. There are currently eleven school health related
projects funded by the National Cancer Institute. While none of the
projects address all aspects of comprehensive school health
education, all the projects contribute to at least one element of
comptehensive school health. For example, the American Stop Smoking
Intervention Trial (ASSIST) has as one of its major aims the
proliferation of smoke-free schools and the broad adoption of tobacco
use prevention curricula in the schools. Another project that
focuses on smoking prevention in the schools targets elementary
school children in grades 4, 5, and 6 and provides them with smoking
prevention curriculum materials which includes resistance skills
training and an array of general life skills. A third project, which
addresses the relationship of sun overexposure early in life and the
development of skin cancer later in life, is studying changes in
knowledge, attitudes and behaviors as a result of skin cancer
prevention program for infants and young children. All eleven
studies focus on adolescents, with ten of the eleven studies focusing
on intervening among youth in schools to improve a variety of health
behaviors. The behaviors covered include tobacco use, diet and
ultraviolet radiation protection. Age groups include youth in
elementary school, middle/junior high school and high school and
includes populations of African Americans, Hispanics, Native
Americans and whites.

Lastly, the national 5 A Day program, designed to encourage
Americans to eat five or more servings of fruit and vegetables every
day, began in 1992. This program is a joint project of the NCI and
the Produce for Better Health Foundation (PBHF) and is the largest
public/private enterprise ever undertaken by the NCI. The national 5
A Day program encourages a low-fat, high-fiber diet and is being
implemented and evaluated in schools, workplaces, grocery stores and
other community settings.
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TRANSLATIONAL RESEARCH

Question. Can you please summarize for me and the members of
the Committee what steps the National Cancer Institute is undertaking
to ensure that translational research is given the priority that it

should be in the NCI's research portfolio. The recent report of the

National Cancer Advisory Board, "Cancer At A Crossroads", certainly
gave the issue of translational research prominence; and I want to be

sure that we are doing all that we can to ensure the rapaid
translation of research from the bench to patients.

Answer. Translational research is the bi-directional exchange
of information between the laboratory and the clinic. Translating
basic research discoveries into prevention strategies and new cancer
treatments is a high priority for NCI.

A primary example of translational research is seen in
leukemia research which has provided a template for translation of
key breakthroughs in basic research to applications in clinical
cancer research. Fundamental concepts regarding oncogenes arid
chromosomal translocation, growth factors, dose-intensive
chemotherapy, bone marrow transplantation, supportive therapies such
as infection management and blood product support and stem cell

biology have all been pioneered in leukemia. Many leukemia are now

curable as a result of these landmark studies. In turn, the
knowledge generated by basic and clinical leukemia research is
continuously being extrapolated to inform our basic understanding and
clinical approaches to solid malignancies. Thus, support of leukemia
research is, in effect, the support of all disciplines of cancer

research.

I might add that leukemia research has also provided a firm
foundation for AIDS research. Several leukemia found in birds, mice

and cats, are caused by retroviruses that bear similarities to HIV.
Both AIDS and the lymphoproliferative malignancies (myeloma,
lymphoma, lymphoid leukemia) represent aberrations in normal immune

development. Both types of disorders are characterized by maturation
arrest of certain subsets of normal lymphoid precursors. The AIDS

drug screen uses an HIV-infected T cell leukemia cell line to screen
synthetic compounds and natural products for their efficacy in
blocking HIV replication.

A principal mechanism of our translational program is the SPORE
(Specialized Programs of Research Excellence) program.
Multidisciplinary teams at the SPORES work to rapidly develop new
technologies for breast, prostate, lung, gastrointestinal and other

cancers. The SPORE program was initiated to address the need to
apply scientific findings quickly to humans. This initiative
encourages research which is likely to have immediate impact on

reducing the incidence and mortality of cancers related to particular

organ sites. Basic, clinical, and prevention and control scientists
in SPOREs are expected to think and work together in moving their
existing bases of knowledge into applied research settings involving
patients and populations. Currently, there are nine SPOREs for
breast (4), prostate (2), lung (2), and gastrointestinal (colorectal
and pancreatic) cancers (1). Together, these cancer sites represent
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the most common cancers--projected to occur in 731,000 Americans,
representing about 61 percent of cancer incidence in 1994--and the
leading causes of cancer deaths in the United States--319,200 people,
and 59 percent of all cancer deaths. Addition of new SPOREs will
permit networking among multiple SPORE institutions to test
innovative ideas in pilot treatment and prevention trials. As
translational research efforts become widespread, the SPORE program
may become a blueprint for this type of research effort.

Translational research supporteeby the NCI also explores the
ideas of a single investigator within a single institution. In this
setting, the clinician scientist conducts a pilot clinical trial
which forms the basis for the larger scale clinical trials: The new
grant programs for clinician scientists--expanded versions of the
traditional R01, R29, R03 and R21 mechanisms--aim at spanning all
disciplines of clinical investigation from epidemiology and
environmental/occupational carcinogenesis to screening, diagnosis,
treatment and prevention of cancer. The new programs have a special
goal to promote investigator-initiated, exploratory clinical research
with a particular focus on new investigators.

NCI seeks to foster this exploratory and pilot clinical
research to augment its large clinical trials program currently
conducted throughout the nation by the various Clinical Cooperative
Croups and the Community Clinical Oncology Program (CCOP) and the
Minority CCOPs. These latter programs are the mechanisms for support
of larger confirmatory studies that place a treatment modality in the
context of other treatment options and seek to experimentally prove
the presence or absence of benefit from the new treatment. Large
clinical trials allow a comprehensive analysis of new therapies
before their adoption as routine care. Through clinical trials, we
develop the treatment strategies for the general public that are safe
and effective. Notable among these efforts is the CCOP which builds
partnerships and referral networks among community based institutions
in order to support clinical trials of new cancer therapies and
prevention concepts. Significant uses of the CCOP network include
the current studies of Tamoxifen and Proscar. Tamoxifen has been
used an a adjuvant treatment after surgery for breast cancer and now
as a preventive agent in a large clinical trial. Proscar, an agent
used to alleviate benign prostatic hypertrophy, is now in a prostate
cancer prevention trial.

Clearly the ultimate goal of our work is to bring research
results to practice. Two of our most important tools are the Cancer
Information Service (CIS) and the Physician's Data Query (PDQ)
Information System:

The CIS is the focal point for the government to communicate to
the nation about cancer, bringing state of the art information on
cancer prevention and treatment to patients, the public, and health
professionals. The CIS, a nationally available telepLone information
service (1-800-4CANCER), supports community outreach efforts to
underserved audiences. The outreach efforts facilitate state and
regional intermediaries in reaching underserved audiences with NCI's
cancer control and patient education messages and materials. The CIS
focusses on NCI programs of early detection of breast and cervical
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cancer, tobacco control, nutrition, cancer pain, survivorship, and
clinical trial recruitment. Key intermediaries and partners include
cancer centers, leadership initiatives, ASSIST, 5 A Day, the American
Cancer Society, and the Centers for Disease Control and Prevention.

NCI has a direct mandate from Congress to disseminate
information relating to cancer research, diagnosis, prevention, and
treatment to physicians and the general public. One of the major
programs in place to accomplish this is the Physician Data Query or
the PDQ. The PDQ was developed in 1984 and is NCI's most up-to-date

source of cancer information. The types of information available are
summaries on treatment, supportive care, screening and prevention,
and investigational drugs; summaries of active and closed clinical
trials conducted throughout the world; and directories of physicians
and organizations active in cancer treatment and/or screening. PDQ

information is available through a number of sources. These include,

CancerNet, CancerFax, CD-ROM products, various gopher services on
the Internet, BITNIS (Batch Internet - National Library of Medicine
Intercommunication Service) and EuroCode (the EORTC's computer

network). Online usage of PDQ services in 1994 totaled 17,000 hours.
In addition, more than 600 subscriptions to CD-ROM products
containing the PDQ database were sold in 1994.

NUTRITIONAL VARIABLES IN PROSTATE CANCER

Question. With so much concern being given to cancer of the
prostate morbidity and mortality, and the idea that nutrition may
impact on its progress, what efforts are being carried out at the
National Cancer Institute to test the possible influence of
nutritional variables on cancer of the prostate?

Answer. The National Cancer Institute (NCI), as the lead
Institute of the National Institutes of Health (NIH) responsible for
prostate cancer research, supports and coordinates a
multidisciplinary research agenda to address fundamental issues in
cancer etiology, epidemiology, tumor biology, vaccine development,
prevention, early detection and diagnosis, and treatment. To achieve
the goals of eradication of death and suffering from prostate cancer,
the NCI cooperates and collaborates with the National Institute of
Diabetes, Digestive and ,KidneyDiseases, the National Institute of
Aging, the National Center for Human Genome Research, the National
Institute of Child Health and Human Development, the National
Institute of Environmental Health Sciences and other sister agencies

of government.

The prostate cancer research agenda is informed by ongoing
collborations among NCI and the categorical NIH institutes, as well
as close interactions with the American Urological Association, the
American Cancer Society and the Centers for Disease Control and

Prevention. To this end, the NCI is undertaking studies of prostate
cancer risk factors including dietary factors, hormones, and
environmental exposures. In addition, a prospective study of diet
and cancer including prostate cancer is being undertaken in
cooperation with the American Association of Retired Persons (AARP).
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Finasteride (Proscar), the agent used to alleviate benign
prostatic hypertrophy, is now in a prostate cancer prevention
clinical trial. (A similar primary prevention trial is underway
using Tamoxifen as a potential breast cancer preventive agent.)

The role of diet in hormonal carcinogenesis is a subject of
intense interest. Recent studies of large cohorts of men by teams of
NCI-supported scientists have linked dietary fat to prostate cancer
risk. In the Health Professionals Follow-up Study, a cohort of over
51,000 men ages 40-75, the risk for developing advanced prostate
cancer (but not preneoplastic lesions or carcinoma in situ) was
related directly to the consumption of animal fats, in particular
alpha-linolenic acid (a polyunsaturated fatty acid associated with
red meat and butter). This relationship has been substantiated in
the Physicians' Health Study, a cohort of almost 15,000 male
physicians, where high blood levels of alpha-linolenic acid conferred
a 2-3-fold increased risk of developing prostate cancer and the high
consumption of red meat (five times weekly vs. less than once weekly)
independently conferred a 2.5-fold increased risk. This link between
certain types of dietary fats and prostate carcinogenesis may be
mediated through prostaglandins, for which polyunsaturated fatty
acids serve as biochemical precursors. The continuing dissection of
such relationships between dietary components and the promotion or
suppression of prostate carcinogenesis remains an exceedingly
important focus of NCI's research directions.

The jointly developed Workshop on Dietary Phytoestrogens:
Cancer Cause or Prevention (NCI, NIEHS) held in September 1994 to
explore the complex issues surrounding phytoestrogens and their
estrogenic activities has provided another opportunity to examine the
relationship of diet and cancer. The workshop served as a
cornerstone for identifying existing and emerging scientific
opportunities, and will form the basis for the development of
Program Announcements (PA) and Requests for Applications for
innovative research addressing dietary phytoestrogens. One particular
outgrowth of the workshop is the proposed issuance in 1996 of a PA,
"Studies on Phytoestrogen Interaction with Cancer," to stimulate
research into the complex non-hormonal (as well as hormonal)
mechanisms by which certain phytoestrogens might suppress cancer, for
instance through antioxidant activity or tyrosine kinase inhibition
(as in the case of the soy product genistein). The PA would foster
interest in multiple aspects of preclinical development of
phytoestrogens as anti-cancer agents -- synthesis, pharmacology and
toxicology, mechanisms of action, and chemoprevention in animal
models.

Studies of the long progression of carcinogenesis have given
rise to nutritional, pharmacologic, chemopreventive, and
endocrinologic (hormonal) agents to inhibit, delay, or reverse the
process. Micronutrients such as vitamin A and vitamin D as well as
plant phenolics, such as found in green tea, and genistein, found in
soy products, have in many cases a positive effect on vulnerable
cells and present promising avenues for clinical testing. Genistein
(in the form of soy products) is currently in pilot prevention
clinical testing in patients at high risk for breast and prostate
tumors (but without overt cancers), with accompanying molecular
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markers and clinical pharmacologic parameters. Developmental
preclinical and clinical studies are needed to bring these promising
compounds into the realm of prevention clinical trials.

The retinoids, related to vitamin A, have suppressed tumor
growth in many types of cancer including skin, trachea, lung and

mouth. Anti-inflammatory agents such as aspirin are also being

studied. Some agents detoxify, some inhibit cell signaling. Some

stimulate the immune system. It is vitally important to continue to
test these approaches in clinical trials.

The results of a recent Finnish study of alpha tocopherol and
beta carotene have shown no decrease in lung cancer, but an 18%
decrease in prostate cancer. NCI is pursuing studies of vitamin E
(alpha tocopherol) and beta carotene on this basis.

Various studies have revealed disparate prostate cancer
incidence between African American and white populations. One of

these studies is the Triana/Tennessee Valley Authority study which
has involved sampling of fish in the Tennessee River for pesticides
and tumors. Another study is a case-control study of high-prevalence
cancers in African American men which has focused on diet, alcohol
and tobacco use, as well as occupation and medical conditions.

NCI epidemiologists have been collecting data for the past
several years on individuals with four types of tumors - prostate,

esophageal, pancreas and multiple myeloma- that occur at a higher
incidence in African Americans than in whites. An important aspect
of this project is to explore possible dietary explanations, and as a
first step, representative samples of these populations have been
compared. Contrary to popular belief, intake of both total and
saturated fat was slightly lower among African Americans than whites.
In addition, African Americans were more frequent consumers of fruits
and vegetables that are considered to be protective against cancer.
The data, however, suggested several possible alternative dietary
explanations for the racial disparities in cancer risks, including
differences in cooking practices (e.g., high temperature cooking of
meats) and consumption of preserved meats by African Americans.
During the coming year, researchers will attempt to clarify the
reasons for the disparities noted.

As these varied initiatives demonstrate, NCI has been working
toward the prevention of prostate cancer in many ways and has been
exploring its relationship to nutrition and diet. Moreover, the
oncology communities of essentially every NCI Cancer Center are
intensifying their research portfolios to address the important
challenges of prostate cancer and to change the impact that prostate
cancer presently has on the duration, productivity and quality of
life for all men who are affected by this disease.

EYE DISEASE PREVALENCE

Question. Are there any statistics on the prevalence of eye

disease that are major public health problems7
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Answer. It is estimated that over 12 million Americans have
some degree of irreversible vision impairment, and more than a
million of them are blind. In 1990, more than 8.5 million people
aged 55 and older had cataracts, and currently over 1.5 million
cataract surgeries are performed each year. Approximately 2 million
people have glaucoma and we estimate that another 1 million
undiagnosed people have this progressively blinding disease.
Approximately 1.7 million older Americans have decreased vision from
age-related macular degeneration and over 100,000 are blind. And
finally, diabetic retinopathy--the leading cause of blindness for
Americans under the age of 60--will occur in about half of the
nation's 14 million diabetics during their lifetime. Diabetic
retinopathy causes an estimated 24,000 people to lose their vision
each year.

IMPACT OF EYE-RELATED PATENTS

Dr. Kupfer, I understand that the National Eye Institute (NEI)
has conducted a thorough analysis of U.S. eye-related patents to
determine the impact that NEI research has had on the development of
new treatments, cures, and devices.

Question. Could you please explain the findings of this study?

Answer. We have identified over 8,000 patents issued since
1975 that can be considered eye-related. This includes patents
dealing with eyeglasses, contact lenses, intraocular lenses, medical
and surgical treatments, diagnostic aides, and other related items.
The front page of each patent contains summary information and
references to prior art, earlier patents and published research
papers. We reviewed these cited research publications to determine
whether acknowledgment of research support was identified, and if so,
the specific funding source. The NEI was named in 25 percent of the
support acknowledgements, and was named more often than any other
single source of support. Other NIH institutes together comprised an
additional 25 percent of the support acknowledgements.

Question. Could you please cite some examples of how NEI
intramural research findings have made some impact on industry?

Answer. A recent clinical trial was undertaken by private
industry, to follow up on the NEI intramural program's clinical
finding that a new drug-releasing device was effective in treating
cytomegalovirus (CMV) retinitis, a sight threatening disease that
affects one in four people with AIDS. The clinical trial conducted
by private industry compared administering the anti-viral drug
ganciclovir intravenously with the ganciclovir-releasing implant, in
terms of CMV retinitis progression. The implant was shown to
increase the average time to progression in the treated eye from 72
days to 194 days. With these results, it is expected that standard
treatment will (after FDA approval of the device) entail systemic
therapy plus the implant. However, because the eye can now be
protected locally, this opens the door for oral administration of
effective therapies for GI and other systemic complications.
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Also, earlier research conducted by the NEI intramural program
found that the anti-viral drug, foscarnet, was effective in treating
CMV retinitis. The FDA considered this study pivotal in deciding to
approve the drug for use.

"SUDDEN BLINDNESS"

Question. Dr. Kupfer, I understand that one of NEI's recent
clinical trials has proven that the use of surgery for treating
"sudden blindness" in elderly Americans is not effective. What is

the potential cost savings of not performing this operation?

Answer. The NEI recently issued a clinical alert about
results from the Ischemic Optic Neuropathy Decompression Trial
(IONDT). The IONDT is a randomized, controlled clinical trial being
conducted at 25 clinical centers nationwide. The IONDT compared the
safety and efficacy of optic nerve decompression surgery versus no
surgery in patients with non-arteritic ischemic optic neuropathy

(NAION). NAION is the most common cause of sudden visual loss in

older persons. Results from this study indicate that there was no
benefit from the surgery, and that the surgery may be harmful. Based

on these results, the study concludes that optic nerve decompression
surgery is not an appropriate treatment for NAION. Estimates of the
annual potential savings that will be realized by not performing the
operation range between $30 and $60 million.

COST SAVINGS

Question. Are there any other recent examples of cost savings

from NEI research?

Answer. Research supported by the NEI has yielded significant

savings over the last several years. NEI-supported research has
demonstrated that currently recommended treatments for diabetic
retinopathy are over 95 percent effective in preventing blindness.
It has been estimated that these treatments save $1.2 - 1.6 billion

per year. The Cryotherapy for Retinopathy of Prematurity Study
demonstrated the effectiveness of cryotherapy in halting the
progression of the abnormal proliferation of blood vessels in the
backs of the eyes of very premature infants. It is estimated this

treatment generates $20 million in savings each year. The Optic

Neuritis Treatment Trial found that oral corticosteroids were not
effective in treating optic neuritis, an acute debilitating
inflammation of the optic nerve that primarily affects women.
Scientists estimated that the annual savings could be approximately /

$26 million in treatment costs. The Collaborative Corneal
Transplantation Study showed that donor-recipient tissue matching was
not effective in reducing transplant rejection. However, ABO blood

group matching was effective in this regard. Had the more costly
donor recipient tissue typing become the standard practice, the cost
of corneal transplantation would have risen by about $1,000 per case.

STRATEGIC PLANNING PROCESS

Question. Can you describe the NEI strategic planning process

and its impact on vision research?
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Answer. Since the early 1970's, the NEI, in conjunction with 1

its senior advisory body, the National Advisory Eye Council (NAEC),
has engaged in a comprehensive, long-range program planning process
for vision research. This process, which has resulted in a series of
national vision research plans that have been published and widely
disseminated to the vision research community, has been used as a
means of evaluating progress toward achievement of program goals and
identifying and addressing the major needs and opportunities in
vision research. As a part of the process, panels of scientific
experts representing each of NEI's major programs are assembled under
the auspices of the NAEC's Vision Research Program Planning
Subcommittee to: define the scope and impact of important research
areas; update program goals and objectives; review current research
support and recent scientific advances; and determine the key
research questions or priorities to be addressed. Each panel submits-
a report to the Council, which reviews and approves the reports. The
Council issues a consolidated report at roughly five-year intervals%
We believe the impact of such a comprehensive planning process is
that it helps determine the course of scientific inquiry, and hastens
the rate at which it occurs.

TUBERCULOSIS

Dr. Schambra, first I want to commend the Fogarty International
Center's commitment to mobilize international efforts to combat
global health threats. In particular, I note the success that your
AIDS International Training and Research program has had in just a
few short years. As you know, tuberculosis is the leading infectious
killer of adults. Almost 3 million people each year die of
tuberculosis and 30 percent of TB cases here in the United States are
a result of foreign born infections.

Question. What do you foresee as the role of The Fogarty
Center in combating this re-emerging international health threat?

Answer. International research and training is key to both
U.S. and global efforts to reverse this pandemic. Special efforts-
should be made to link U.S. researchers with counterparts in
developing nations. TB leads to one-quarter of all deaths in
developing nations, and the risks are increasing due to the
interaction of HIV infection and tuberculosis. HIV-infected
individuals are at significant risks of developing clinical
tuberculosis and spreading TB.

Three years ago the Fogarty International Center, in
partnership with the National Institute of Allergy and Infectious
Disease and the Centers for Disease Control and Prevention, among
others, organized the First World Congress on Tuberculosis. The
Congress was attended by. over 900 health professionals from about 50
countries and helped to mobilize global efforts to combat
tuberculosis.

The issue of TB related to HIV infection continues to be an-
important part of the FIC's overall AIDS program. For example,
investigators supported through our program have demonstrated the
effectiveness of the drug Isoniazid in preventing tuberculosis and
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clinical AIDS among HIV-infected persons. In the United States 5-10
percent of H/V-infected individuals may develop active tuberculosis
within the first year. The'finding potentially will improve the
clinical management of HIV infections and reduce costs related to TB
management and care.

Institutions and individuals supported under our AIDS programs
are, in fact, among the most competent in the world related to

tuberculosis. The strategy of the Fogarty Center, in combating
tuberculosis and other emerging and re-emerging international health
threats, is to continue to support research through the AIDS
International Training and Research Program (AITRP) and other FIC
programs. These programs provide essential epidemiologic and related
public health skills necessary to identify and to treat TB in HIV-
infected individuals. New research initiatives are needed because the
epidemiology, natural history, and pathogenesis of tuberculosis are
changing, particularly as a consequence of co-infection with HIV; and
the emergence of multiple drug resistance of M-tuberculosis, has
heightened the crisis.

Question. I note that you cite that a major future goal of your
AIDS International Training and Research Program is to include TB and
other opportunistic infections related to the HIV infection in your
programs. Given the fact that there is a global tuberculosis epidemic
and that HIV infected persons are highly susceptible to TB, what would
it take for the Fogarty Center to expand its efforts in the
international TB control and how would you propose to go about it?

Answer. An essential requirement in overcoming the TB epidemic
is to provide a broad based opportunity for health professionals in
countries most impacted by TB to receive the latest research and
public health training to allow them to better respond to this health
emergency in collaboration with U.S. investigators.

The Fogarty Center has already taken steps to expand its efforts
related to tuberculosis within available resources: We have asked the
directors of our AIDS training and research programs to propoSe
supplemental projects to deal with the threats posed by
emerging/reemerging diseases including tuberculosis. If additional
funds become available, the FIC will establish a TB initiative within
each of its AIDS International Training and Research Progr @ which
would provide short and long-term training in the U.S. for foreign
investigators working on TB, and will also support advanced incountry
research related to tuberculosis.

Question. As you are aware, the International Union Against
Tuberculosis and Lung Disease, which is represented in the United
States by the American Lung Association, has developed an extremely
effective program for tuberculosis control which has resulted in a
cure rate of over 80 percent. This is just an example of the fact
that if the resources were available, working with groups like the
International Union and the World Health Organization, we could better
implement one of the most cost effective health interventions
available today. In your judgment, what should the Fogarty
International Center and other elements of the public health service
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be doing to combat this re-emerging global health threat?

Answer. The Fogarty International Center has recently met with
representatives of the International Union Against Tuberculosis and
Lung Disease to discuss specific areas of cooperation. In follow-up
to our meeting, we encouraged the directors of our AIDS Training and
Research Programs to propose supplemental projects to combat the
global TB epidemic in collaboration with the International Union.
The National Institute of Allergy and Infectious Diseases is also
supporting a major international research effort to better combat the
global health threat posed by tuberculosis, an effort which also is
supported through the FIG AIDS International Training and Research
Programs.

The FIC is encouraged by the field research led by WHO and the
International Union Against Tuberculosis and Lung Disease, which have
dramatically increased cure rates. However, the effectiveness of
management and control programs depends on biomedical research
advances in the following areas:

improved diagnostic tests, especially detection techniques
applicable in field conditions;

less-expensive and shorter-acting chemotherapeutic drugs and
research on methods to ensure compliance to extended treatment
regimens;

a more effective, longer-acting vaccine.

With additional funds, the FIC would establish the necessary
training and long-term research relationships with each of the
countries where the International Union Against Tuberculosis and Lung
Disease has chosen to focus its own efforts to combat the global TB
epidemic, thus providing a mutual reinforcement of each others'
efforts.

NATIONAL CENTER FOR BIOTECHNOLOGY INFORMATION

Question. What impact does the National Center for
Biotechnology Information have on the competitiveness of the U.S.
biotechnology industry?

Answer. The U.S. maintains the international lead in
biotechnology and a key factor in its preeminence has been the _

industry's access to molecular sequence data and analytical software.
Molecular sequence data has become a critical resource in the
competitive process of gene discovery. The importance of these
databases can be measured by the hundreds of accesses that are made
to them every day by leading pharmaceutical and biotechnology
companies. NCBI has been committed to ensuring that these companies
as well as academic laboratories receive full return on the U.S.
investment in basic biological research by creating and maintaining
the most complete, accurate, and up-to-date repository of sequence
information in the world. GenBank contains over 280 million base-
pairs of data, is doubling in size every 20 months and has had over
50,000 different users access the data in the past year. Every day
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over 1,500 accesses to the data are made by commercial users.

NCBI has made special efforts to address the needs of the

commercial sector. Leading pharmaceutical and biotechnology
companies have formed an Industrial Users Croup to exchange open
communication regarding the future direction of NCBI databases and

software development. Over the course of the past year NCBI has
worked with industry representatives to facilitate their network
access by accommodating their special needs for network security.
Data encryption is now offered to ensure confidentiality of queries
and responses. U.S. software companies are developing products based
on NCBI's software libraries that are being tailored for the specific
needs of the pharmaceutical and biotech sector. NCBI has also

instituted a training program for postdoctoral level biologists.
After a two or three year period they will qualify them for senior
positions in the biotechnology industry in designing and developing

information systems for genomic analysis.

Because the science behind biotechnology is evolving so
rapidly, NCBI's success depends on coupling inhouse leading edge
research in biology with a dynamic information resource. NCBI not

only has the world's leading group in computational sequence
analysis, but has effectively transferred analytical tools from the

test stage into practical applications. The BLAST sequence searching
algorithm was developed by the intramural research group and is now
the most widely used tool for fast and accurate sequence searching.
Other tools under development such as motif searching and searching
based on three-dimensional protein structures have direct and
immediate application for drug discovery and development.

The NCBI model of basic research and database service has
proved so successful that Europe and Japan are attempting to
establish their own centers. The EC and Japan have acknowledged that
NCBI provides American researchers with a competitive edge and that
they feel compelled to organize their own focal points for
bioinformatics research and service. Last year the EC in conjunction
with the Wellcome Trust and the European Molecular Biology Laboratory
set up the European Bioinformatics Institute in Cambridge, UK. And

recently, Japan has announced plans for a similar center.

ENVIRONMENTAL TOXINS

We are aware of the fact that the Institute is scheduling a
workshop on the link between environmental toxins and Parkinson's.

Question. What implications does the exploration of this
Parkinson's-toxic link have for other neurological disorders?

Answer. Research showing a link between Parkinson's Disease
and exposure to toxic compounds represents an important new
scientific paradigm. Experimental evidence seems to support the
concept that there are certain individuals in the population who are
genetically predisposed to this condition. Exposure to certain
environmental agents seems to trigger the onset of clinical disease

in these susceptible individuals. Alzheimer's is another
neurodegenerative disease that is suspected of having a similar
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relationship. Both have genetic factors associated with them that do
not entirely account for the etiology of the diseases. Both have
exposures that are associated with an increased risk of developing
the disease such as to heavy metal and pesticide.

Question. What plans does the Institute have to pursue this
area further?

Answer. Based on recommendations from the workshop, the NIEHS
plans to solicit research grants exploring the role of the
environment in Parkinson's Disease. In addition, plans are underway
to cofund with the National Institute on Aging a study that will
include exploration of a possible link between environmental exposure
and early onset Alzheimer's Disease.

Question. Is NIEHS adequately funded to continue to pursue it?

Answer. Research on these important problems will be
maintained at their current levels. If additional funds are
available, new studies could be initiated which could hasten our
understanding of the environmental component of these diseases.

PARKINSON'S DISEASE RESEARCH AT NIA

Question. What is the nature of the Parkinson's Disease
Program at the NIA?

Answer. The National Institute of Neurological Disorders and
Stroke is the lead institute at NIH for Parkinson's disease (PD)
research. NIA's focus on PD research relates to the issue of how
studies on PD can illuminate aspects of aging in the brain. PD is
generally considered a neurological disorder of aged individuals.
The main questions addressed in the basic science aspect of NIA's
focus on PD are how does aging affect brain systems involved in PD
and what is the mechanism that leads to increased vulnerability of
neurons in these systems leading to the symptoms of PD. Clinical
studies examine the relationship of PD to Alzheimer's disease (AD)
because these are often comorbid conditions. Studies also look at-
the neural control of posture and movement which are affected in PD.
Both basic and clinical studies also examine the potential role of
various toxins in the etiology of PD as this relates to aging-
associated neuronal vulnerability.

Question. For example, what was the $4.9 million spent on
direct Parkinson's research in 1994 (also $4.7 million "related")
used for?

Answer. Funds obligated within the category of "direct
Parkinson's research" addressed research questions related to the
types and optimal conditions for delivery of naturally occurring
factors made by cells that will ameliorate or reverse the loss of
neurons that is a part of the disease process. Efforts are also
being made to better understand the biochemistry that underlies the
loss of neurons. This includes the study of changes that occur with
age in the areas of the brain that are known to control balance and
gait. Clinical studies address how dementia, seen in both PD and AD,
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may be similar or different in various domains such as cognition,
neuropathology, and neurochemistry. Examples of "related" research
include many NIA-supported clinical studies which address the
heterogeneous nature of the neurodegenerative and dementing diseases
of the elderly, including studies of AD patients with motor symptoms
as -well as PD patients with dementia.

Question. What efforts are underway to coordinate research
efforts on Parkinson's between NIA and other Institutes of the NIH?

Answer. NIA staff work closely with other NIH components to
ensure that our respective research efforts complement each other.
Beyond formal means for exchange of information at NIH, such as
scientific workshops and conferences, many informal networks between
NIH scientists help ensure a unified effort in working toward the
common goals of eradicating disease and promoting health and
independence.

NEUROFIBROMATOSIS GENE RESEARCH

_Question. Dr. Collins, while at the University of Michigan
before you came to the NIH to direct the Genome Center, you were the
co-discoverer of the NF1 gene. Now that you are here at NIH as
Director of the Human Genome Center, what NF-related gene research
and therapy are you or your colleagues doing at NGHGR?

Answer. The Extramural Program of NCHGR is devoted to
supporting the development of maps and sequences of the human genome
and the genomes of several model organisms. This Program does not
fund targeted research on specific genetic diseases, leaving that to
the other Institutes and Centers at the NIH. However, the NCHGR
Division of Intramural Research (DIR) continues to do research on
neurofibromatosis type 1. Dr. Collins' laboratory continues to
supply reagents (especially cloned portions of the Nfl gene) to a
large number of laboratories studying this common condition. A

collaboration with the American Red Cross is underway to research the
regulation of the NF1 gene by the HTLV-1 retrovirus. Additionally, a
collaboration with a private company to look at the possibility of
_improving DNA diagnostics for NF1 with DNA chip hybridization is
being considered. Finally, Dr. Francis Collins continues to serve as
a member of the Research Advisory Committee of the National
Neurofibromatosis Foundation, which organizes scientific meetings on
NF1 and NF2 approximately every six to nine months.

Question. And given the enormous potential in this area, what
future plans do you have to develop and expand NF-related research
funded by the Center for Human Genome Research?

Answer. NINDS has issued a program announcement on
Neurogenetic Disorders of Infancy and Childhood, including
neurofibromatosis. The Institute also expects to provide funding for
a workshop in July of this year--the 13th in a series of successful
workshops held under the auspices of the Natfonal Neurofibromatosis

Foundation. Topics will include clinical aspects, molecular
genetics, animal models, and therapeutic approaches. Such workshops

are an excellent way to stimulate research.
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PROGRESS ON DRUG ADDICTION

Question. Are we making any scientific progress on addiction
to drugs like cocaine and heroin?

Answer. We are making significant scientific progress in the
field of addiction in general, and cocaine and heroin in particular.
We have now cloned the molecular receptor for virtually every drug of
abuse. With this information scientists can move on to the cellular
and genetic bases of addiction and to develop pharmacotherapies based
on this basic science. As an analogy, you could think of these
receptor sites as tumbler locks (as in a door lock or auto ignition
switch), whose structures are now known to us. We must now find the
neurochemical "keys" to fit these locks. We are making important
progress in this search.

The neurobiology of addiction is being elucidated. In the area
of heroin and other opiate addiction, we understand the site of
action (the mu opiate receptor) quite well. This has enabled
scientists to develop compounds which act in different ways at that
site. NIDA has developed and brought to market two medications that
operate at this site: LAAM, an alternative to methadone which is
dosed less often and has less euphorogenic effects; and naltrexone,
which pharmacologically blocks opiates from exerting their effect at
this site. We are in Phase III testing of another product,
buprenorphine, which has a ceiling effect (safer against overdose)
and a milder withdrawal profile and should be useful for patients who
need alternatives to methadone or LAAM.

The tools of molecular and cellular biology are offering
exciting insights into the actions of opioid drugs, opening the
possibility for identifying new therapeutic targets at the cellular
level. We are now at the beginning stages of important research
which is separating the major effects of opiate drugs into distinct
systems in the brain. We are beginning to be able to separate the
pain-killing effects (analgesia) from the effects of tolerance. This

research holds promise that an entire new generation of medicines may
be developed which could treat pain without the development of
tolerance and/or dependence, and could potentially treat opiate
addiction without abuse liability.

An effective strategy for treating addiction should prevent
both craving and relapse. Progress is being made in this direction.
For example it is known that learned associations are critical in the
development of craving/relapse. It is well accepted that stimuli
present in the environment when the drug is taken become conditioned
to the drug experience. Thus an individual who has become drug-free
may go back to the environment where the drug was taken and re-
experience some of the aversive aspects of the drug (or develop a
desire to take the drug). Studies in laboratory animals have shown
that one of the regions of the brain critical to the development of
associations is the amygdala and that lesions of the basolateral
amygdala will prevent certain conditioned opiate withdrawal symptoms.

In the area of cocaine, we have recently cloned the d9pamine
transporter site where it is believed cocaine exerts much of its
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action. Cocaine binds to proteins called transporters, which control
nerve signals by taking certain neurotransmitters, such as dopamine,
norepinephrine and serotonin back into cells after they are released.
Through molecular and cellular biology, we are, for the first time,
beginning to understand differences in how endogenous
neurotransmitters as well as drugs bind to these proteins. This
progress offers the promise of exploring specific potential
pharmacotherapeutic agents which may capitalize on these differences.

Additionally, molecular biology now is providing extremely
powerful tools which enable scientists to study the role in addiction
of various receptors and the brain systems in which they are located.
For example scientists have long tried to identify the mechanisms
associated with the cellular and behavioral consequences resulting
when cocaine inhibits the reuptake of dopamine into cells. Very
recently, scientists have "knocked" out one form of the receptor
which binds dopamine (the D, receptor), showing that this receptor
appears to be involved with some of the movement activities observed
when cocaine is administered to animals. Such experiments offer the
potential to identify how drugs exert their long- and short-term
effects.

As one potential treatment strategy, we have been searching for
compounds which block cocaine at that site but still allow the
essential neurochemical dopamine to perform at that site. We, along
with researchers at Johns Hopkins University, have just recently
identified some compounds which by their chemical structure would
appear to block cocaine without disruption to dopamine release and
re-uptake. There is still a large amount of work to be done,
however. We must know whether any candidate compound for development
is strong enough and durable enough to endure in the brain, whether
it can be administered and absorbed appropriately, whether it has
acceptable toxicity, and whether it will perform as expected in human
beings.

DRUG ABUSE AND AIDS

Question: Since a significant number of AIDS cases are a
result of drug use, can you tell us what approaches NIDA is taking in
AIDS research?

Answer. Drug abuse is now the second leading risk factor for
acquiring HIV infection, through the sharing of contaminated drug
injection equipment, through sex with injection drug users, and
tragically, through perinatal transmission to the children of
infected mothers. One third of the approximately 400,000 adult and
adolescent AIDS cases in the US are drug-related, that is, among
injection drug users (IDUs) or those who have sex with an IDU. In

addition, over half (55%) of the nearly 6000 pediatric AIDS cases
(<13 yrs old) are drug-related, that is, the offspring of a mother
who is HIV infected as a result of her own or her sexual partner's
drug use. Moreover, HIV infection is not limited to drug injectors
and their sex partners. In poor inner city communities young smokers
of crack cocaine, particularly women who have sex in exchange for
money or drugs, are at high risk for HIV infection, exhibiting HIV
prevalence rates as high as 30%. Clearly, the drug abuse links to
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the AIDS epidemic warrant a strong Federal research effort.

NIDA has responded to that challenge by building a multiple
disciplinary program of research which comprehensively addresses the
AIDS and drug abuse problem. The focus of the program has been to
develop improved strategies to reduce drug-abuse related behaviors
that are linked to the transmission of HIV. These strategies include
drug abuse treatment and outreach strategies to drug abusers not in
treatment. NIDA's program also includes epidemiologic studies of
seroincidence, seroprevalence, and progression to disease among drug
users in and out of treatment, their sexual partners, and their
children; and studies of the effects of drugs of abuse on the immune
system.

NIDA has expanded its research on ways to improve drug abuse
treatment, as a means of reducing levels of HIV infection by reducing
overall levels of drug use, particularly drug injecting. NIDA
research has demonstrated that drug abusers in drug treatment are at
lower risk for seroconversion than those not in treatment. One
recent study found a sixfold difference in the rate of seroconversion
between injection drug users in methadone maintenance treatment
(3.5%) and those who stayed out of treatment (22%). NIDA will
continue to support research to improve existing treatment approaches
and to develop new pharmacologic and behavioral therapies to improve
drug abuse treatment as an AIDS prevention strategy.

About 85% of chronic drug abusers, primarily regular users of
cocaine and heroin, are not in drug treatment. Out-of-treatment drug
abusers have higher rates of high risk behaviors, greater
seroprevalence, and higher rates of seroincidence than in-treatment
populations. Accordingly, NIDA has established large scale studies
to reach drug abusers not currently in treatment. Through such
community outreach studies, NIDA has assessed strategies to inform
and counsel drug abusers about AIDS, to encourage them to seek
treatment for their drug abusing behaviors, and to educate them on
methods to reduce their risk for transmitting and contracting HIV.
NIDA also conducts research on other community-based strategies to
reduce HIV infection, such as needle exchange programs.
Significantly, these studies have shown that even relatively small
amounts of education and counseling can help many drug users modify
their HIV risk behaviors, even without achieving total abstinence
from drugs. NIDA will continue to conduct research to improve
educational and behavioral strategies to reduce HIV transmission
among drug abusers, and has initiated new initiatives focussing on
gender and cultural issues, drug-using networks, and pediatric AIDS.

Drug abuse treatment and prevention programs that change high
risk behaviors can most effectively reduce the drug abuse-related.
transmission of HIV. Consequently, NIDA has and plans to continue to
develop and enhance effective methods for treating and pieventing '-

drug abuse-related high risk behaviors. The continuation and
strengthening of this research is central to the Nation's hopes for
developing effective HIV/AIDS prevention strategies.
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,MARIJUANA USE

Question: It appears that marijuana use is on the rise. What

is NIDA doing to address this alarming increase?

Answer. NIDA supports a substantial body of ongoing research

devoted to marijuana. In addition, in its role as a public health
institute, NIDA plays an active role in disseminating the findings of
research so that they can be applied. Since results of the
"Monitoring the Future" survey, published in 1994 indicated that
marijuana use was increasing, NIDA has initiated numerous activities
which are integral parts of the Department's comprehensive response

to this problem. These activities include the following:

National Prevention/Treatment/Research Conference on Marijuana Use.
This is the first conference designed to provide science-based
information on the extent of the problem, effects, consequences,
prevention, and treatment of marijuana use. It is hoped that the
conference, to be held in July of this year, will help dispel myths
by providing facts that will inform the public, educators,
prevention and treatment providers, researchers, and policymakers
about the problem of marijuana use and what can be done about it.

Public Information Materials. Two booklets, one for parents and
one for teenagers, are being developed for release at the National

Conference. They will provide answers to commonly asked questions
about marijuana in a question and answer format.

Public Service Announcements. NIDA is working with the Partnership
for a Drug-Free America to develop public service announcements on
marijuana use and its consequences geared toward an adult audience.

Science Education Materials. Science-based information on
marijuana will be presented in a colorful pamphlet designed to
educate youth about the effects and consequences of use. These

materials are designed to educate students about marijuana use as
well as to interest them in careers in addiction science by
presenting what we know from science in an appealing manner.

Grant Announcements. NIDA will solicit applications for

supplements to current research grants on marijuana. In addition,

NIDA in the next month will issue an ongoing Program Announcement
soliciting applications for research in this area.

NEUROFIBROMATOSIS

In its FY 1995 Committee Report, the Senate supported the
expansion of NINDS' cooperative research activities with the NCI and
other NIH Institutes involved in neurofibromatosis (NF) research.

Question. Please report on the NINDS' efforts to implement the
Committee's recommendations, specifically to expand your Institute's
cooperative research activities with NCI and other Institutes and
Centers at NIH.
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Answer. The neurofibromatoses (NF) are genetic disorders that
primarily affect cell growth of neural tissues. As such, they are
primarily neurological disorders treated by neurologists and belong
within the portfolio of the National Institute of Neurological
Disorders and Stroke (NINDS) which continues to be the key NIH
component providing leadership on neurofibromatosis research. These
disorders can cause tumors to grow on the nerves, and in this regard
are also of interest to scientists in and supported by the National
Cancer Institute (NCI). The NINDS and the NCI have jointly issued a
Program Announcement encouraging grant applications concerning
neurofibromatosis, and staff from the two Institutes work together
cooperatively concerning project review and funding issues. Several
other manifestations of the NF disorders have impact on other systems
of the body that are of interest to other NIH components. For
example, as NF affects vision and hearing, the National Eye Institute
and the National Institute on Deafness and Other Communication
Disorders (NIDCD) also have scientific interest. Studies related to
deafness or the developmental disabilities may be assigned to NIDCD
or the National Institute of Child Health and Human Development. In
most cases there is a dual assignment of the projects to NINDS.

Question. In addition, what is the level of NF research at
NINDS?

Answer. NINDS also plans to support a workshop on
neurofibromatosis in July 1995, and it-is possible that other
Institutes will provide funding as well. The NINDS continues to
vigorously promote research on neurofibromatosis, and provide a
focal point within NIH for the disease. Specific areas of research
funded by NINDS include:

Mutations in the genes for the two major forms of NF (NF1 and NF2).

The role of the proteins encoded by the genes.

The role of the genes as tumor suppressors, and how that activity
is eliminated by mutation.

Creation and study of mice in which the NF1 and NF2 genes have been
"knocked-out".

Development of antisera for the study of the proteins for NF1 and
NF2

Abnormal calcium signalling in cells defective in NF1.

Development of a diagnostic test for NF1 and NF2.

Basic studies on the neurodevelopmental mechanisms involving neural
crest cell migration and differentiation.

Question. What levels and kind of research do you plan to fund
in FY 96?

Answer. Additional research to be added in FY96 includes:
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Studies on clinical variability based on genotype-phenotype

associations.

Studies focused on the therapeutic strategies for the clinical
manifestations of NF1 and NF2.

The NINDS research budgets for NF are: FY 1994, $5,598,000; FY
1995 Estimate, $5,756,000; and the FY 1996 President's Budget

provides $5,986,000.

CHRONIC FATIGUE SYNDROME

Question. It is our understanding that CFIDS (CFS).
Cooperative Research Center applications will be finally reviewed

this June. Has the application review process allowed NIH to
evaluate the effectiveness of present CRCs?

Answer. The first level of review for the applications in
response to the Chronic Fatigue Syndrome Cooperative Research Centers
RFA took place in March 1995; the second level of review will take
place on June 5, 1995 at the meeting of the National Advisory Allergy
and Infectious Diseases Council.

The reviewers and applicants received copies of the review
criteria for this RFA as published in the NIH Guide for Grants and

Contracts. In addition to general criteria related to the scientific
and technical aspects of the proposals, reviewers considered the
qualifications and research experience of investigators, availability
of resources necessary to perform the research, and proposed budget.
Specific review criteria related to patient population issues.

Additionally, the RFA required that previously funded CRCs
submit a comprehensive progress report as part of their renewal

application. As a matter of course, the past performance of all
applicants, whether NIH-supported or not, is routinely judged by
preliminary data, publication record, and quality of the submitted

application.

In addition to the peer review of the competing CRC
applications, the CRC program is carefully monitored by NIAID staff

in several ways. Each ongoing CRC must submit an annual progress
report prior to receiving funding for the next year. Staff members

and CRC Center Directors frequently communicate about research
findings, progress or problems. An annual CRC Center Directors
meeting is held that allows for exchange of ideas among CRC Center
Directors, NIAID staff and scientists invited for their expertise in
CFS-related research areas.

The initial CRCs were awarded in the fall of 1991. Given the
complicated nature of CFS, they have made very good progress.
Collectively, they have discerned a number of differences between CFS
patients, healthy controls and individuals with other chronic

illnesses. These findings studies form the basis of future research
that will lead to an understanding of CFS pathogenesis and strategies
to treat and prevent it.
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Question. Has NIH made any progress in identifying the
appropriate NIH advisory committees for CFIDS (CFS) representation
outside NIAID?

Answer. The desire of constituency groups for representation
on multiple NIH Advisory Councils has been brought to the attention
of the members of the NIH Chronic Fatigue Syndrome Coordinating
Committee. However, each Institute in the NIH has a specific mission
to support research and research manpower development for particular
aspects of human health and uses advisory bodies appropriately
constituted for that mission.

Many NIH Advisory Councils do have members with expertise in
virology, immunology, physiology, internal medicine and
neuroendocrinology, which reflects the range of disciplines found
among CFS investigators and research applications. Thus, if CFS-
related applications were to come to the attention of those Councils,
there would be appropriate scientific expertise to review them.

Individuals wishing to nominate themselves or others to
advisory councils, may submit their names and credentials to the NIH
Committee Management Information System by contacting:

NIH Consultant File Project
7101 Wisconsin Avenue
Suite 1125 Department 07
Bethesda, MD 20814-5228
(FAX 301-718-8439)

The information in this database is available to all NIH
Institutes seeking candidates for advisory groups.

Question. Will NIH revise its recommendations for CFIDS (CFS)
patients with respect to exercise in light of research cited in the
report that has demonstrated that exercise can induce relapse in
CFIDS (CFS) patients?

Answer. NIH has not made specific recommendations related to
exercise for CFS patients. There is not a consensus in the medical
community for a single treatment modality'or approach or a defined
level of exercise that is appropriate for all CFS patients.
Tolerance to exercise varies greatly among individual CFS patients.
However, the adverse effects on general health status from
deconditioning makes it important for patients to participate in
physical activities appropriate for their state of health. This
level can best be determined by the patient and their own physician.

QUESTIONS SUBMIITED BY SENATOR HERB KOHL

NEUROFIBROMATOSIS (NF)

The National Institutes of Health (NIH) and this Subcommittee have
repeatedly acknowledged the importance of Neurofibromatosis research.
As you know, the nature of this genetic disorder has implications for
finding treatments and cures for-other diseases including cancer.
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Question. How has NIH coordinated its activities relative to
Neurofibromatosis (NF) in the past?

Answer. The standard research funding mechanisms and policies of
the NIH promote coordinated research on disorders such as NF that affect
several body systems or cut across scientific disciplines. For example,

referral guidelines ensure that research grant applications are assigned
to the Institute or Center with the closest match in terms of mission,
and require that other interested components be informed and have the
opportunity to request dual assignment.

The National Institute of Neurological Disorders and Stroke
(NINDS) and the National Cancer Institute (NCI) have jointly issued a

Program Announcement encouraging grant applications concerning

neurofibromatosis, and staff from the two Institutes work together
cooperatively concerning project review and funding issues, based on
their common interest in tumors affecting the nervous system. Several

other manifestations of the NF disorders have impact on other systems
of the body that are of interest to other NIH components. For example,

as NF affects vision and hearing, the National Eye Institute and the
National Institute on Deafness and Other Communication Disorders (NIDCD)

also have scientific interest. Studies related to deafness or the
developmental disabilities may be assigned to NIDCD or the National
Institute of Child Health and Human Development. In most cases there

is a dual assignment of the projects to NINDS. NINDS issued another
Program Announcement on Neurogenetic Disorders of Infancy and Childhood
including the neurofibromatoses recently. Program announcements notify

the scientific community of continuing NIH interest in the submission
of research grant applications concerning NF. They are circulated to
other Institutes for possible cosponsorship, in accordance with NIH
policy. As grant applicants respond, NINDS extramural staff confer
regularly with other Institutes to discuss the appropriateness of dual
assignment or cofunding.

NINDS Intramural scientists are using imaging studies to assist
in defining and classifying tumors of the nervous system, such as in NF,
an effort that potentially may offer great assistance to other Institute

scientists in the field, since there are many manifestations and
sub-types of NF that have thus far eluded precise definition. Due to

the enormous progress in NF research through NIH-sponsored studies, the
current situation is one of great opportunity. NF remains an important
area of research for the NINDS and other contributing NIH components.

Question. I understand that the congressionally requested NIH
report on the status of NF research that was issued in 1993 contained
some omissions and errors. Does NIH have any intention of correcting

and updating that report?

Answer. The NINDS is currently coordinating the preparation of
an updated report from all involved NIH components. NF research in the
past few years has been flourishing, and there are several new findings
to report.

It is unfortunate that some advocates for research in this area
considered the report submitted to the Committee two years ago to be
inadequate. Most respondents, including the oldest and largest of the
private voluntary agencies assoctated with NF, were pleased by the
report. Three major items of concern were related to the alleged
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omission of projects sponsored by the National Cancer Institute (NCI),
the National Center for Human Genome Research (NCHGR), and the National
Institute of Child Health and Human Development (NICHD), respectively.
The NCI was, in fact, one of the major contributors to the report and
included a description of its significant, applicable research in the
report. The NCHGR is now supporting a small grant project to sequence
the region near the NF 1 gene. However, this project was not supported
during the period covered by the report. Finally, the NICHD study is,
in fact, not a research project investigating NF; it is a major program
project studying learning disabilities. One arm of the larger program
project has some enrolled subjects who have NF, but the fact they have
NF is not the major focus of the study.

Question. Under the fiscal year 1995 appropriations bill,
increased funding was requested for Neurofibromatosis research. What
efforts has NIH made to stimulate neurofibromatosis research?

Answer. NINDS has issued a program announcement on Neurogenetic
Disorders of Infancy and Childhood, including neurofibromatosis. The
Institute also expects to provide funding for a workshop in July of this
year--the 13th in a series of successful workshops held under the
auspices of the National Neurofibromatosis Foundation. Topics will
include clinical aspects, molecular genetics, animal models, and
therapeutic approaches. Such workshops are an excellent way to

stimulate research.

HUMAN GENOME RESEARCH

I understand that from a scientific and medical standpoint, it
would be desirable to develop a concerted program to sequence the entire
genome of pathogenic bacteria including E. coli 0157:H7, and to compare
them with corresponding strains.

Question. Does NIH see a value to coordinating gene sequencing
of bacterial pathogens? If so, are there plans to coordinate efforts
between the National Institute of Human Genome Research; the National
Institute of Allergy and Infectious Diseases; and the National Institute
of Diabetes, Digestive and Kidney Diseases?

Answer. During the past few years spectacular advances in genomic
DNA sequencing of model organisms such as a laboratory strain of E.
coli, yeast, Drosophila, and C. elegans have clearly demonstrated the
high value of genomic DNA sequences for providing key insights to

biology and molecular medicine, and have greatly increased the desire
to sequence the genomes of many medically important microorganisms. At
the same time, genomic DNA sequencing is still relatively expensive and
technological improvements are needed to increase cost-effectiveness.

At the start of the Human Genome Project in 1990 the cost of
genomic DNA sequencing was estimated to be about $5 per nucleotide, too
high to support sequencing the human genome or even the much simpler
bacterial genomes. Therefore, the National Center for Human Genome
Research (NCHGR) has focused much attention toward improved sequencing
technology. This effort has been very successful, such that in the most
advanced sequencing laboratories the cost of genomic sequencing is now
about $0.50 per nucleotide. However, even with these improvements the
cost of sequencing bacterial genomes requires expenditures of one to
several million dollars.
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The NCHGR believes that sequencing technology advances are
achievable within the next few years that will lead to another ten fold
reduction in sequencing costs and intends to provide increased funding
to these efforts. With these improvements the cost of sequencing
bacterial genomes would be Much more cost-effective. NCHGR staff
communicates regularly with the staffs of other Institutes, such as
NIAID, with respect to advances in DNA sequencing technology and it is
anticipated that those Institutes will take responsibility for the
sequencing of bacterial genomes relevant to their mission. The balance
of technology development provided by the NCHCR and support for

sequencing medically important bacterial genomes by the appropriate
Institutes will be a very effective mechanism for assuring rapid
progress.

CONCLUSION OF HEARINGS

Senator SPECTER. We thank you all very much for your devoted
service, and thank you for your help today. That concludes our
hearings. The subcommittee will stand in recess awaiting the call
of the Chair.

[Whereupon, at 3:50 p.m., Thursday, May 18, the hearings were
concluded, and the subcommittee was recessed, to reconvene sub-
ject to the call of the Chair.]

4 )U



DEPARTMENTS OF LABOR, HEALTH AND
HUMAN SERVICES, AND EDUCATION, AND
RELATED AGENCIES APPROPRIATIONS F R
FISCAL YEAR 1996

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,

Washington, DC.

RELATED AGENCIES
[CLERK'S NOTE.The subcommittee was unable to hold hearings

on related agencies, but the statements of those submitting written
testimony are as follows.]

[The statements follow:]

ARMED FORCES RETIREMENT HOME BOARD

STATEMENT OF DENNIS W. JAHNIGEN, M.D., CHAIRMAN

Introduction

The mission of the Armed Forces Retirement Home (AFRH) is to provide a continuum of
care and service in a retirement community for retired and former members of the Armed Forces
and to provide the highest quality of residential, social and health services to residents. The
continuing accomplishment of this mission is dependent upon several factors - the dedicated
management of the two sites by the Directors and their staff; the operational oversight of the
local Boards of Trustees; the guidance and policy oversight of the Armed Forces Retirement
Home Board (AFRHB); the interaction of the AFRH as an independent agency with the
Department of Defense, the services and Congress; and upon the involvement and active
participation of the residents in the operation of their "homes."

The Armed Forces Retirement Home Board (AFRHB) membership is directed by
Congress to be not less than 16, and is now at 24. Congress only specified that two persons who
are senior noncommissioned officers of the Armed Forces were to be members. In 1994, the
AFRHB increased this to include all four senior noncommissioned officers of the Armed Forces.
Members are listed at attachment one. The Board now includes also, as a non-voting member,
the Chair of the Resident Advisory Committee from each Home. We believe the participation of
resident representatives will enhance the function of the Board and ensure responsiveness to
issues. The Board is composed of individuals who are serious, competent and committcd to any
changes necessary for a unified Home, beneficial to all services.

The membership of the local Boards of Trustees is also directed by Congress, and
represents an assemblage of concerned individuals and representatives who apply their expertise
to the operational issues brought to them by the two Homes. Members in these two Boards are
listed at attachment two.

(461)
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The staff of the two sites, the U. S. Soldiers' and Airmen's Home (USSAH) in
Washington, and the U. S. Naval Home (USNH) in Gulfport, represent all of the pnimary
professions in long term care. The combined resident population is currently 2205, with 1,666 at
the USSAH and 539 at USNH. The residents' home states include 49 of the 50, and
Washington, DC, Puerto Rico and South Africa. To care for the operational and direct care
needs of those residents, 1,023 staff are employed at the two Homes. This is a mix of full-time
permanent, part-time and some resident employees (at USSAH). The annual operating cost per
resident per year at the AFRH is $23,813. This figure is comparable with a state veterans'
domiciliary, considerably under the cost of a Veterans Affairs (VA) domiciliary; over 40 percent
less than a state nursing home, and less than one-third the cost of a VA nursing home. The
population at USNH during the year reached 541 - near facility design capacity of 550.

However the population at USSAH has decreased from last year. This decrease is due in part to
the less than desirable conditions in some of the dormitories (lacking private baths). With
current fiscal problems, any new construction/renovation and all maintenance other than life-
safety features have been curtailed. Certain projects approved and funded in previous years'
budgets, however, have been completed.

With the downsizing of the Total Force, the funding stream for the AFRH trust fund has
likewise been reduced. Fines and forfeitures (which represented almost 52% of the income
source in fiscal year 1993) have continued their steady decline. The slowing of the funding
stream is compounded by the commensurate drop in total trust fund and loss of interest realized
from the investment of that fund. During fiscal year 1994, the AFRHB, in coordination with
senior Department of Defense officials, proposed Congressional language to allow an increase in
the involuntary active duty pay deduction to support the trust fund, in addition to a phased
increase in resident fees based upon level of care at the Homes. Congress acknowledged their
concerns with the fiscal situation by including in Public Law 103-337, the National Defense
Authorization Act for 1995, language authorizing the AFRH to increase thc resident fees
beginning in 1998, and authorizing the Secretary of Defense to increase the pay dcduction in
January 1995. The Secretary of Defense decided to defer implementation of the increased pay
deduction, however, until the results of the ongoing strategic study/economic analysis are
known. A financial report as of December 31, 1994 is at attachment three.

As Congress passed the language in the National Defense Authorization Act of 1995,
they added a requirement that the AFRHB carry out a study to identify and evaluate alternatives
for modernization of the facilities at the USSAH. As mentioned above, all major renovations
and improvements not already approved had been tabled for the future. The AFRHB chose to
expand the congressionally directed study to provide data on which to base long term strategic
planning. The study objectives now encompass direction to provide estimates of optimal size of
each operating location of the AFRH; to identify the most cost effective location (or combi-
nation) for economic performance; and to identify the most cost effective use of AFRH facilities
including renovation, new construction, and partial or complete closure. The alternates to be
analyzed are based on population - status quo, not to exceed annual income and most favorable
use of existing real property; location - a mix of scenarios including two sites, three sites,
consolidation at one existing site, and consolidation at new site; and construction involving
either renovation or new construction. A contract was let in January 1995 with Coopers &
Lybrand, L.L.P, to conduct the study. An interim report on the study was provided to Congress
on April 1, and a final report will be provided in December 1995.

The year in review

Both Homes have made strides in improving the quality of life for residents. The USNH
has completed extensive kitchen and dining room renovations, and the USSAH has instituted
new menus to promote low fat, low cholesterol and low sodium food items. In addition, chapel
renovations have been completed at both Homes, stained glass windows installed, and
rededications conducted. The USNH has added 143 additional parking spaces for residents, and
a new 1800 square foot multi-purpose room in the Long Term Care Unit.
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Numerous projects previously approved and funded have resulted in enhancement of
daily living conditions for the residents of both Homes. The USNH expanded handicap
accessibility in the hobby shop and post office and the USSAH installed automatic entrance
doors in the Sheridan building. A new bowling alley, fitness center and an enlarged exchange
retail store were completed in September at USSAH, and a 400 square foot gazebo was
constructed at the USNH. The Naval Construction Battalion Center, Gulfport, MS, did the
construction as a training project, using Home purchased materials. A new patio containing
shuffleboard courts at the Scott building at USSAH are currently under construction.

Although major capital projects have been put on hold at both Homes, the staff experts at
both Homes have continued to utilize their in-house talents. Engineering design and
specifications have been reviewed for compliance with local and federal safety, fire, health
handicapped accessibility and environmental Control measures. Analyses have been conducted
on personnel injuries and accidents, in conjunction with new Office of Safety and Health
Administration (OSHA) requirements. At USNH, they added heating, ventilation and air
conditioning maintenance and repair as a staff function, realizing a significant dollar savings
over previous contract. The physical structures of USSAH are suffering from delayed
renovations and upgrades. This delay has required that an upgrade of air conditioning be
accomplished to maintain residents' quality of life. This project will be accomplished by the
beginning of this summer so that residents' minimum comfort level will be maintained

The psychological and physiological condition of a population that is aging in place
presents many challenges and demands on the resources of the Homes. The Homes have met
those challenges and demands in a variety of contemporary and innovative ways. At both
Homes, negotiated agreements with independent contractors now provide physical therapy,
occupational therapy and speech therapy for the residents with the majority of those services
billed to Medicare or other patient insurance providers. Substantial savings have been achieved
and services increased. USSAH has also developed an agreement with the Washington Veterans
Affairs Medical Center to provide on-site and referral psychiatric services for the residents, and
has reached an agreement with vendors of durable medical equipment and wound care products
for the billing of Medicare where coverage is available. The USNH has similar agreements with
providers in Mississippi. These agreements assure an improved level of support for residents
who now have expanded *ions for care. There is a certain segment of the population of both
Homes who have need for a Special care or dementia unit. That need can be met at USSAH, in
the new King Health Center; but at the USNH, the establishment of such a unit has been delayed
due to the fiscal situation. Also USNH has an urgent need for a 75 bed health center, separate
from the main tower building. The fiscal situation has also put this design and construction on
"hold." As an additional avenue for care providers, at USNH, they have negotiated agreements
with several military activities to host their physicians for gerontological experience with the
residents. Family practice and internal medicine resident physicians from the Naval Hospital,

Pensacola, FL, the U. S. Air Force Hospital at Eglin Air Force Base, FL, and from the U. S. Air
Force Base Hospital at Keesler, Air Force Base, MS, will assist in the long term care unit and
clinics for 2 to 4 weeks per doctor. They have also expanded formal preceptor programs that
already include social work and therapeutic recreation to include geriatric degree students, and
history students with oral history concentration. A formal gerontology training program for non-
health care employees of USNH has been continued, and through health fairs, participation with
state and national associations, and implementation of Total Quality Management throughout the
facility, the USNH is bridging the distance between federal and private sector models. USNH
has also implemented an aggressive smoking cessation program, and current resident population
who smoke is less than 18%. The USSAH has conducted an in-depth review of the staffing of
the Health Care Services Directorate in order to obtain the most effective and efficient
organization which will best meet the health cam needs of the populace, while minimizing costs.
The USNH has accomplished other improvements in the fiscal area by gaining in-house
contracting capability, awarding a new food service contract which allows greater flexibility in
cost and quality, and by purchasing pharmaceuticals through the DoD prime vendor program.



464

The Armed Forces Retirement Home is continuing to evaluate its work processes and
buSiness practices to ensure compliance with the work force reductions recommended by the
National Performance Review and set in law by the Federal Workplace Restructuring Act of
1994. The guidance to the Armed Forces Retirement Home is to reduce from a level of 1,130
full time equivalents (FFE) in fiscal year 1993 to a level of 1,008 by fiscal year 1999. The fiscal
year 1996 goal was to be at a level of 1,075 FTE. The fiscal year 1996 budget request presented
today funds a level of 1,023 FTE, which is 52 FTE below the guidance level, and, in fact, is 13
FTE less than the guidance level for fiscal year 1998. So the Armed Forces Retirement Home is
well on its way to meeting the goal of downsizing.

The budget submitted for fiscal year 1996 requests $59,120,000 to be paid from funds
available in the Armed Forces Retirement Home Trust Fund. For fiscal year 1996, the total
O&M request for the Soldiers' and Airmen's Home is $45,090,000, a decrease of $276,000 from
the fiscal year 1995 appropriated level. After funding pay raises and inflation, this reduced
funding will result in a reduction of 4 FTE, reduced funding for service contracts, supplies and
equipment. The fiscal year O&M for the Naval Home is $11,979,000. The fiscal year 1996
Capital Outlay request of $1,483,000 for the Soldiers' and Airmen's Home and $568,000 for the
Naval Home is required to accomplish renovation projects required to mect minimum standards
iii support of residents.

The morale of the residents contributes immeasurably to their physical well-being.
A full schedule of activities, both recreational and informational, has been ongoing at both
Homes. Also ongoing and growing is the joint marketing of the Homes, which involves and
impacts the residents. An ad hoc Communications and Marketing Committee was established by
the AFRHB in August of 1994, chaired by the Master Chief Petty Officer of the Navy. Its goal is
to develop "one image" of both Homes for active duty personnel (while still maintaining service
identity), to develop continuity of internal communications to residents with a common forum
for exchange of data, and to design a plan of marketing the homes to both retirees and the general
public/organizations. That ad hoc committee has now become a standing one, with Service
videos featuring the Homes in the works, and an ad campaign on the drawing board.

The resource managers of both Homes are joining forces to structure a more finely-tuned
and integrated financial entity. They are resolving dissimilarities in financial accounts; and with
the implementation of new computer programs at USSAH and duplication of the program at
USNH, will share a common system for management of the now-merging two trust funds. For
the first time this year, a joint budget was submitted for AFRH. The USSAH is further
strengthening its financial management controls by a new inventory management system and an
interface with both the accounting and procurement systems. Agreement is being reached on
levels of care definitions, which directly impact the resident fees which will increase in 1998.
Congressional language now states resident fees will be determined by a percentage of "all"
income (rather than previous federal income only), therefore an aggressive effort is underway to
identify all income through computer matching agreements with the Department of Defense,
Department of Veterans Affairs, Office of Personnel Management and the Social Security
Administration. Both Homes are investigating computer hardware and software that will promote
greater productivity and connectivity. Both homes are now capable of accessing on-line
information on each resident who maintains a Controlled Account, and their resident billing and
accounts receivable accounting systems provide easily assessable on-line information on resident
accounts as well as greatly improved management reports. By a contractual agreement the Navy
Audit Service has recently conducted audits at both Homes, and we continue with Department of
Defense Inspector General routine inspections.

The reason for the Homes...the residents

The community that is the homes provides an environment of safety, security and
camaraderie for shared life experiences. The residents themselves constitute the heart of the
Homes. The average member age for the Homes is 73.9, but the youngest is 36 (at USSAH) and
oldest is 100. With the combination of the two homes into one entity, transfers are becoming
more common between the two sites, with around 15 occurring this year.
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The residents have and exercise a voice in the operation of the Homes. Their Residents
Councils meet regularly, and have a representative on each local Board of Trustees and on the
AFRHB. The Directors of both Homes have frequent "Town Hall" meetings and "Director's
Call" to enable the residents to present questions and issues of concern. A uniform resident's
manual for both Homes is being developed with common avenues of voicing grievances and
appeals. Residents serve as tour guides for visitors to the facilities, introducing other residents
and providing one-to-one interaction into their daily lives. The residents themselves are the best
spokespeople for the Homes and have recently been featured in articles by service and military
organizational publications, in the Washington Post (feature on auxiliary White House Mail
Room), and travel to fraternal and service organization conferences to make presentations. Both
Homes welcome any individuals or groups wishing to visit and gain more information.

The stewardship and the future of the AFRII

The Boards of Trustees of the Homes meet four times yearly. They provide each Home
with specific oversight, and the Chairman of each Board also participates as a voting member on
the Armed Forces Retirement Home Board. They are all busy professionals in their regular
positions, and take on the Board of Trustees duties as collateral ones.

The Armed Forces Retirement Home Board is a select grouping of representatives of the
Services and Department of Defense, combined with civilian experts in gerontology and the
management of Continuing Care Retirement Communities. They bring a vested interest and an
informed and experienced team to develop policy and long range strategy for the AFRH. In spite
of being fragmented by geographical and organizational distances, they work together, not only
at the scheduled meetings, but in the interim to organize, evaluate, analyze and develop plans
for the continued positive development of the entity of the AFRH. The standing committees of
Executive, Finance, Strategic Planning. Human Resources and Marketing and Communications
are assisted from time to timc by additional ad hoc committees. They rely upon the day to day
management of the Homes, but serve as that needed adjunct to complete the necessary structural
element of oversight. The AFRHB clearly recognizes that there is room to improve and build on
management practices and efficiencies at both Homes. The imminent concern is for relief to the
financing problem of the AFRH. but they are also working on a long-range strategy. In
approaching the financing problems, their efforts are based on the principles of efficient
operations, fairness in resident fees, equity in assessments, and single home access.

A number of additional financing options have been considered and analyzed by the Ad
Hoc Alternative Funding committee. None were recommended, but dialogue is ongoing to
develop more options.

The previously mentioned economic analysis/feasibility study will provide dala for long
range planning. The AFRHB is looking for an objective analysis of potential future scenarios
upon which to further craft courses of action.

The AFRHB knows that status quo cannot continue at the homes. As with any dynamic
organization, constant improvements and efficiencies must be sought and achieved. As the two
previously separate organizations move to mirror each other in all ways practicable, management
actions will be possible to become more cost efficient and effective. The AFRHB is committed
to that end. The primary goals for the foreseeable future are - to ensure a quality home for
residents, a single entity serving all eligible, and to become financially stable, with a balanced
budget by FY 2000 with increased funding and cost effectiveness. The AFREIB seeks the help
of all - residents, management. Department of Defense and related agencies, and Congress, to
achieve those goals, as we all work for a better future for the Armed Forces Retirement Home.
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FINANCIAL REPORT
Armed Forces Retirement Home Trust Fund

As of December 31, 1994

Trust Fund Balance, October 1, 1994

Receipts

$161,908,470

Interest 2,427,222
Fines and Forfeitures 6,075,949
Pay Deductions 2,082,248
Residents' Fees 2,256,431
Bequests, Estates, Misc 107,432

Total Receipts $12,949,282

Disbursements
U.S. Naval Home

Capital Outlay 0
Operations and Maintenance 3,067,428

U.S. Soldiers' and Airmen's Home
Capital Outlay 303,743
Operations and Maintenance 11,814,709

Total Disbursements $15,185,880

Trust Fund Balance, December 31, 1994 $159,671 ,872

Armed Forces Retirement Home Trust Fund
Balance as of 31 December 1994

Trust Fund Balance 30 September 1994 161,908,470

Less Undisbursed Appropriations
Capital Outlay 19,010,022
FY 90 O&M 187,741
FY 91 O&M 646,621
FY 92 O&M 64,031
FY 93 O&M 116,547
FY 94 O&M 2,497,662
Total Available Appropriations 30 Sep 1994 22,522,624

Unappropriated Balance 30 Sep 1994 139,385,846

Less Undisbursed FY 95 Appropriation
Capital Outlay 2,906,000
O&M 56,411,000
Total Available Appropriations 1 Oct 1994 59,317,000

Unappropriated Balance 1 October 1994 80,068,846

Income FY 95
Interest on Trust Fund (Cash Received) 2,427,222
Pay Withholding 2,082,248
Firtes & Forfeitures 6,075,949
Resident Fees 2,256,431

- Estates, Misc Receipts 107,432
Total Income FY 95 12,949,282

Total Unappropriated Balance 31 December 1994 93,018,128
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Available Appropriations 31 December 1994
Capital Outlay 21,612,279
FY 90 O&M 187,741
FY 91 O&M 646,621
FY 92 O&M 64,031
FY 93 O&M 115,765
FY 94 O&M 494,769
FY 95 O&M 43,532,538
Total Available Appropriations 66,653,744

Trust Fund Balance 31 December 1994 159,671,872

ARMED FORCES RETIREMENT HOME
OPPORTUNITIES

AND
PLANNED ACCOMPLISHMENTS

The Armed Forces Retirement Home (ARM) has the opportunity to be innovative in
service delivery and to be a resource to other provklers of geriatric long term care service as well
as enhance the quality of services provided to the residents.

The following programs provide examples of some promising opportunities for meeting
the needs of our customer base and the diverse needs of a population which is living longer.

Special Care Unit. The SCU is designed to provide placement for residents with
organic brain syndrome, functional disorders, and maladjusted behaviors. The unit is needed at
the USNH, and would be located in existing spaces in the Long Term Care Unit and employ a
Multidisciplimuy approach to resident care.

Wellness Center. The concept is to incorporate preventive and maintenance health
care in a program designed to meet the physical, mental, emotional, spiritual and recreational
needs of the residents. This program emphasizes retention of autonomy, self care, and
acknowledges the personal responsibility of the residents for their overall health care needs. It
utilizes a Multidisciplinaty approach to addressing these needs. The goal is for residents to live
longer, healthier lives. This would in turn reduce medical care costs.

Educationftraining Progrant. These extremely popular, ongoing programs
provide training at the AFRI1 for students and professionals in training. Currently, both facilities
of the AFRH have memorandums of understanding with local military hospitals to provide
geriatric rotation for their resident doctors and other trainees. Because of the active duty military
status of the doctors, the AFRH incurs no cost but benefits from the additional medical stall; and
the trainees experience a unique high quality environment for long-term care. Programs in
conjunction with local colleges and universities for students in social work, recreational therapy
and nursing provide resident benefit with minimal costs. The AFRH can serve as a major
educational institution as it expands such programs with other federal agencies and institutions of
higher learning.

Community Service. The USNI I is involved in the local community through
Partners in Education and a Scholarship Foundation. The USSAH is involved with the local
community by sponsorship of Kids to Kamp and computer classes for youngsters 8-13 in
cooperation with Community Support Network. Additional programs would facilitate
volunteering by residents. As residents become more involved with community programs, their
life experiences will increase community quality of life in a symbiotic relationship.

Future Geriatric Studies. The AFRH, as a microcosm of geriatric activity and
living, could serve as the focus of future long-term studies to help answer questions of health and
fit ness.

Other opportunities exist for the expansion of the AFRH misSion.
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The first is to consider extending eligibility across the "Total Force" by including
the Reserve Component retiree. The contributions of the Reserve Component retiree, the citizen
soldier, mandates equitable treatment, and the establishment of eligibility criteria for that retiree.
Payroll deductions can be established for the Reserves as well as appropriate disposition of fines
and forfeitures. Inclusion of the retired reservist in the field of eligibility would expand the base of
income for the AFRH and may be warranted in an era of changing roles and missions.

The second is to recognize.a spouse's contribution to the military family and to the
-success of the Armed Forces by considering admission to the spouse. The spouses of those
eligible for residency are currently excluded from admission unless they are eligible in their own
right. Subsequent to the advent of the all volunteer force, the Services initiated action to care for,
emphasize and "recruit" the entire family in order to retain careerists in the Armed Forces. These
retirees are reaching the age a eligibility for the AFRH in increasing numbers. Those still living
with a spouse are dissuaded front becoming a resident of the Home as it requires a decision to live
*apart. Eligibility of the simuse could be accommodated with an appropriate fee structure and
would reduce the per resident cost. Private sector experience is that one spouse assists and cares
for the other in the independent living unit, thus postponing the demand for staff assistance.
Allowing spousal admissions would maintain the family atmosphere. Discussions of this issue are
in the preliminary stages.

QUESTION SUBMITTED BY THE SUBCOMMITTEE

Question: What would be the effect of a 10-percent reduction in your agency's budget?

The AFRH FY 1996 Budget Request of $59,120,000 is comprised of $57,299,000.
for Operations and Maintenance (O&M) ($230,000 will be funded from reimbursables),
and $2,051 for Capital Outlay (CO) expenditures. Of the total O&M budget, current
estimates indicate that over 75 percent will be needed to fund the required fbll time
.equivalent (FTE) positions as specified in the Presidents FY 96 budget. Thus leaving a 10
percent reduction to be realized from non-salary dollars.

The bulk or the non-salary dollars are consumed by non-discretionary and
relatively fixed costs, such as electricity, fuel oil, natural gaS, custodial services, contract
services such as payroll preparation, and food, medical and pharmacy supplies. A 10
percent reduction cannot be achieved without immediate and drastic reduction in the
amount and quality of services currently provided to residents, and in potential closure of
buildings.

As an example of the impact, at the U. S. Naval Home it is estimated that
outpatient pharmacy service would be eliminated, shilling costs to the DoD and Veterans
Association. All maintenance, except those repairs critical to plant operation or patient
care would cease. All capitol projects would be canceled, and no equipment replacement
would take place. 'The dental care program would be severely reduced, preventing its
contribution to the overall health of residents. Services provided through Therapeutic
Recreation and Social Work would be reduced and Religious Programs would be
eliminated.

Attempting to absorb the reduction within salary accounts would require an
immediate reduction of over 110 FTEs betbre the beginning of the fiscal year - clearly an

-option which is not attainable. Since a 60 day notice is required in a Reduction in Force
(RIF) situation, this reduction of FTEs would have to be paid for a minimum of 60 days in
the new fiscal year at a cost of $748,000. In order to absorb this $748,000, another 18
FTE would have to be eliminated as a domiao effect.

Savings front personnel decreases would not be realized until the following years.
Instead, additional costs (not savine,$) in fiscal year 1996 would be incurred for severance
pay and lump sum accrued annual leave payments. This could average as much as
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$15,000 per employee for a total of nearly $2,000,000. Without adequate time to plan
and properly conduct such personnel reductions. snowballing costs (not savings) can
result.

An end result of- such a significant decrease in fiscal year 1096 budget would
dramatically impact all aspects of the AFRH and the accomplishment of its mission. This
could pose a serious threat in providing the services necessary to maintain the health,
safety and well-being of our residents. It could become necessary to place a freeze on
reducing the population providing the larger share of resident fees, and requiring the less
costly care. Should any reduction be unavoidable, we respectfully request that the Capital
Outlay portion he reduced betbre any monies are removed from our O&M accounts. This
action would provide an avenue to minimize the disruption and elimination of services to
our residents.

As you are aware, the appropriations of funds in the support of the AFRH is not an
appropriation from the General Fund of the Treasury, but, is in fact, permission to spend
monies already accumulated in the AFRH Trust Fund. The revenue to the Trust Fund
comes from sources already counted as outlays, i.e., withheld pay, fines and forfeiture
from military pay, and the resident fees which come frOm Federal sources such as retired
military pay, social security and Veterans benefits. Therefore, we urge that they not again
be counted as outlays in determining the deficit, and be subject to the same reductions as
other agencies.

CORPORATION FOR NATIONAL SERVICE

STATEMENT OF ELI J. SEGAL, CHIEF EXECUTIVE OFFICER

INTRODUCTION

Mr. Chairman, Members of the Subcommittee, thank you for this opportunity to present to you
the Administration's FY 1996 budget request for $262.9 million to support over a half million
Americans engaged in service through the programs authorized by the Domestic Volunteer
Service Act. These programs, formerly housed under the ACTION agency, are now part of the
Corporation for National Service.

The Corporation is able to coordinate and offer a full array of resources needed to help
communities get things done. It includes all national service programs under one roof. The
newer programs -- AmeriCorps and Learn and Serve America have brought a renewed vigor
to the national service movement, while the older programs Foster Grandparents, RSVP, and
Senior Companions, (which comprise our "National Senior Service Corps") and
AmeriCorps*VISTA -- bring a history of success and a long tradition of people serving their
country and their communities.

National service is all about supporting communities. Government cannot and should not be
expected to solve all of society's problems, but it can utilize over three decades of experience to
support quality programs with proven community success. In these times of diminishing public
resources there is a greater need than ever before for AmeriCorps*VISTA and the Senior Corps
to strengthen and build the capacity of local non-profit organizations dealing with communities
in need.

In a time of tight federal budgets, cost-effective programs that help communities help themselves
should be maintained and strengthened. The Senior Corps and AmeriCorps*VISTA enable
people of all ages to serve their communities.

The Senior Corps engages over five hundred thousand senior citizens in service to children and
youth, other seniors, and their communities. AmeriCorps*VISTA assigns individuals to assist
communities in finding solutions to their own problems.

472



470

The Administration's request for a $12.3 million increase for AmeriCorps*VISTA, for a total
budget of $60 million, will increase the number of members to 4,075 AmeriCorps*VISTA
members serving on 865 projects. It will also increase the number of members in
AmeriCorpsWISTA's Literacy Corps to 459 working on 95 projects.

The FY 1996 request for $168.4 million for the National Senior Service Corps programs is
driven by the demographic revolution we are experiencing in this country. Our current senior
population exceeds 30 million people and promises to double in the next 30 years. Common
sense tells us.that we need to move more assertively to engage this rapidly growing older
population in helping to solve the pressing needs of our nation's communities.

Under the Administration's budget, the Retired Senior and Volunteer Program would be
increased by $8.8 million to $44.5 million, bringing the number of volunteers to 481,400. The
number of Senior Companions would increase to 10,500 with the requested increase of $11.8
million, for a total budget of $43.1 million. Foster Grandparents would increase to 19,800 under
the requested increase of $10.9 million, for a total budget of $78.8 million. And Senior Corps
demonstration funds would be increased from $1 million to $2 million.

NAMNAL.SENIOR SERVICE CORPS

America is in the midst of a demographic revolution, and the increases proposed by the
Administration for the Senior Corps need to be considered in this context. Consider the
statistics:

Twice as many older adults live in the United States today compared to 30 years ago. In 1993,
persons 65 years or older numbered 32.8 million, and this number will double again over the
next 30 years. At the same time, Americans are living longer. Life expectancy has increased
dramatically since the turn of the century, from 48 to 75 -- an increase greater than the
accumulated increases in all of human history. And Americans are retiring earlier than ever.
This trend frees up a substantial amount of time -- on the average, more than 20 hours a week.
The net result is that n:any Americans are now spending a significant proportion of their lives in
post retirement; for many, a full third of their lives.

The question for most retired Americans is: how will I choose to live those final twenty-to-thirty
years of my life? The question for policy makers is: what avenues can we provide to enable
older Americans to stay involved, to engage them in helping to solve problems and to strengthen
communities?

In recognition of the need for policy makers to acknowledge the resource offered to communities
by older volunteers, and the need to engage the energies of America's rapidly growing older
population, delegates to the 1995 White House Conference on Aging called for expansion of the
Senior Corps Programs and charged the Corporation to take a leadership role in promoting
volunteer service by older persons. Resolution 20.1 -- Acknowledging the Contribution of Older
Volunteers -- was one of the top ten resolutions passed by the delegates.

We at the Corporation welcome the challenge presented by the White House Conference on
Aging delegates and are cognizant of the significance of the overwhelming support received by
Resolution 20.1. For the first time in the history of the White House Conferences on Aging,
delegates placed high priority on a resolution acknowledging the resource to society represented
by America's older population. Delegates underscored the fact that older people want to be
involved and called for a doubling of the Corporation's current Senior Corps programs by the
year 2000. This is a goal worth achieving, given our nation's demographic revolution and the
effectiveness of the Senior Corps programs.

Too often we consider the demographic revolution in terms of the burdens it presents to society:
issues relating to the care of the elderly; strains on entitlements such as Social Security and
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Medicare; potential tensions between the old and young around limited social services. Amid
concerns about the problems that will accompany our aging society, insufficient attention is paid
to the enormous opportunity this demographic revolution presents. We must build on our
existing infrastructure to open challenging and meaningful volunteer opportunities for our
seniors.

Only 5 percent of the current 65 and older population reside in nursing homes. Eighty-one
percent of non-institutionalized older persons report no difficulties with the activities of daily
living. As these numbers suggest, the United States now possesses not only the largest and
fastest-growing population of older persons in its history, but the hearthiest, best-educated, and
most vigorous. Older Americans may well constitute our only increasing natural resource.

Clearly it is in our national interest for the Federal Government to foster the development of
avenues for tapping the energies and experienceof America's rapidly growing senior population.
One of our current most important public policy challenges is how to tap the vast potential of

our retired and semi-retired citizens to enable them to assist in efforts to tackle the serious
problems confronting our nation. We cannot squander the time, talent, experience, and resources
our older population offers at a juncture in our history when so many social, educational,
environmental and other needs remain urgent and unmet.

Fortunately, the foundation exists within the Corporation's National Senior Service Corps
programs for building on the human capital represented by America's senior population. There
are currently nearly one-half million older persons serving in the National Senior Service Corps
programs -- over 450,000 in RSVP, 23,000 in Foster Grandparents, and 12,000 in Senior
Companions. Without any major additional investment in structure, we have in place the
foundation to engage many more older Americans in volunteer service programs.

These programs have maaaged to thrive under seven administrations, Democratic and
Republican alike, with bipartisan support all along the way. The oldest of these, the Foster
Grandparent Program, is the subject of a book by Nancy Reagan: To Love a Child. Consider the
achievements of these programs:

The Senior Corps contributes 117 million hours of community service each year. The value of
this service estimated for each program calculated at the average hourly rate determined by the
Independent Sector exceeds $1 billion.

The current federal contribution of $135.8 million leverages another $85.2 million in non-federal
contributions for the National Senior Service Corps programs. Every federal dollar invested in
NSSC programs is currently matched by 66 cents in non-federal contributions.

The cost savings of these programs need to be considered as well. For instance, the average
annual cost of one Senior Companion is approximately $3,850 per year as opposed to the average
cost for nursing home care of $38,000 per year. Each Senior Companion, assigned to three
individuals, potentially saves more than $100,000 in costs that otherwise would be spent on
institutionalization through Medicaid.

The National Senior Service Corps programs are a vital part of the national service effort. They
help the Corporation meet its goal of spreading the ethic of service to Americans of all ages and
backgrounds.

The Senior Corps programs constitute a network of individual RSVP, Foster Grandparent, and
Senior Companion projects across the nation that learn from each others' experiences, and build
on them. They are supported by an infrastructure which ensures their success. Senior Corps
program grants are distributed directly from the Corporation to local sponsors, providing an
efficient, non-bureaucratic funding mechanism that eliminates the need for state supported
personnel. Sponsors include a broad range of social service organizations such as United Way,
the American Red Cross, Catholic Charities, Visiting Nurses Associations, and Lutheran Social
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Services. Indeed, seventy-five percent of Senior Corps sponsors are social service agencies;
another twenty-five percent are organizations serving older persons in need.

Senior programs operate through a decentralized system which places resources, authority, and
decision-making responsibility at the community level where the work gets done. Trained and
experienced service professionals at 1,200 non-profit organizations develop placements; recruit,
assign, train, and provide ongoing management support and technical assistance to community
agencies and NSSC volunteers.

--36,000 local leaders, including many Members of Congress, serve on 1,200 NSSC program
advisory boards, which complement the efforts of similarly led Boards of Directors of the
community based organizations that manage the NSSC program grants.

--Older persons serving in the Senior Corps programs extend the staff resources and expand and
enhance the services of the 72,500 public and private non-profit organizations which utilize their
help to meet critical needs and get things done in their communities.

The federal government plays an important enabling role by stimulating, supporting and
sustaining the National Senior Service Corps efforts -- and by providing the structure that ensures
the success of the programs without suffocating civic spirit or compromising local control.

For example, working with other Corporation programs, the RSVP, Foster Grandparents, and
Senior Companion programs all participated in an effort last summer which demonstrated the
incredible capacity of seniors to start more than 850 new block watch programs, 16 new citizen
patrol programs, six new victim assistance programs, and to open four new police mini-stations.
In addition, the Foster Grandparent Program expanded services to Head Start parent-child
centers, helping very young children from disadvantaged backgrounds, as a result of the
availability of Corporation demonstration funds. And the RSVP program developed twelve
inter-generational demonstration projects which have resulted in partnerships with local youth
organizations such as Boys and Girls Clubs and have become an effective model to be replicated
through the RSVP network of 765 projects across the country. A similar partnership pairs RSVP
with Youth Volunteer Corps of America (YVCA) projects through YVCA's AmeriCorps project.

Behind the numbers and data are the people of the Senior Corps:

Betty Abbott, a 70 year old RSVP volunteer in Lebanon, New Hampshire, teaches decision
making and life skills to prisoners. She and her fellow volunteers receive 40 hours of training
before they begin their assignments. Since becoming involved, Betty has personally worked with
64 inmates. With RSVP's help, recidivism has decreased by 40 percent and the county has saved
$375,000. RSVP projects in Keen and Manchester have joined the Lebanon RSVP project in
providing the same service to inmates at other correctional facilities. The warden at the prison in
Keene has been so impressed with the project that he has asked RSVP to teach his staff the same
skills taught to the prisoners.

In Des Moines, Iowa, RSVP volunteer Dave Calister, a retired custodian, contributes his
volunteer service in several arenas. He assists disabled elders at his local Senior Center, and is a
presenter in RSVP's medication awareness program. He also serves with an RSVP initiated
project al the Findley Elementary school called "Speak Up." "Speak Up" was developed to work
with youngsters in inner city schools to help boost their self-esteem by teaching them public
speaking skills in a format similar to that used by Toastmasters. Fifty fifth graders participate in
the program, learning to think and speak on their feet, and learning how to respond respectfully
and offer constructive suggestions to others.

RSVP offers adults like Betty and Dave who are 55 years of age and older opportunities to serve
in a variety of settings throughout their communities, including courts, schools, libraries, day-
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care centers, hospitals, nursing homes, and economic development agencies. Volunteer services
include adult basic education, mentoring, community policing, home repair, environmental
education, telephone reassurance, and many other services.

Seniors 60 years and older also have the opportunity to serve through the Foster Grandparent
program, providing one-to-one assistance to children and youth with special and exceptional
needs. These include infants abandoned at birth, addicted to drugs or HIV-positive, children and
adolescents with learning disabilities, those who have been abused, neglected, or who reside in
homeless shelters or are in the juvenile justice system. Foster Grandparents serve 20 hours per
week, year round, in volunteer positions with Head Start projects, hospitals, public schools, day
care centers, and juvenile detention centers. Activities include academic tutoring, teaching self-
care, socialization and pre-vocational skills, and teaching parenting skills to teen mothers.

Ann Creevy, 69, with the Union-Snyder FGP of Laurelton, Pennsylvania since 1988, serves
troubled children and teenagers. She teaches them to express their feelings in non-violent ways
and tutors them in remedial math and reading. Creevy also serves as a surrogate parent to one
boy with no family. One of "Grandma Ann's" clients, five year-old Ryan, who she met in a class
for developmentally disabled children, had a short attention span and couldn't communicate.
Grandma Ann discovered that these deficiencies were caused, not by a handicap, as was
previously thought, but by a hearing loss. In addition, her discovery of cigarette bums on Ryan's
arm revealed that he also was abused.

Creevy became a foster parent to Ryan, and under her care, the boy blossomed. Within a month
his lethargy subsided and in less than six months, his behavior and academic progress improved
so much that he was removed from his special education class and placed into a class with his
typical peers. Today, Ryan has neW adoptive parents and is a happy, active, well adjusted ten-
year-old who gets good grades, plays soccer and still telephones his Grandma Ann.

A third option available to seniors 60 years and older is the Senior Companion Program, which
provides ohe-on-one assistance to other adults, primarily the frail elderly. The services of Senior
Companions help the homebound achieve and maintain the highest possible level of independent
living. Senior Companions serve 20 hours per week, year round, working as part of a
comprehensive care team and providing short-term acute care assistance, non-medical personal
care, home management assistance, and social interaction for the isolated. Senior Companions.
are usually assigned to two-to-three clients each, in many cases enabling them to live at home
and avoid institutionalization.

Donald Olson, who lives in Orlando, Florida, was depressed after the death of his wife. Then,
four years ago, he joined the Senior Companion Program, serving through the Community Care
for the Elderly Visiting Nurses Association. He says: "I did some grieving, but soon discovered
that by being an active volunteer, I was able to think of others and my; own problems didn't seem
as important." One of Don's clients is a stroke victim. Don takes him to doctor appointments and
grocery shopping. He also assists a heart attack victim. Visiting Nurses call Donald their "eyes
and ears" because he monitors his clients' conditions, and reports back on any problems.

Both Senior Companions and Foster Grandparent who meet income guidelines receive a modest
stipend that helps them pay for transportation, health insurance for those not eligible for
Medicare, and any other costs they incur while serving. The stipend, currently $2.45 per hour,
would increase to $2.50 per hour to fulfill the mandate in our authorizing legislation.

FY 1995 was the first year of funding for the Senior Corps demonstration authority. Working
with Public/Private Ventures and the Johns Hopkins School of Medicine, the Corporation is
putting together a demonstration initiative that promises to match the federal contribution with
private dollars to demonstrate expanded models of senior service. We plan to fund four
demonstration efforts this year that focus on senior service to childreq, operating the
demonstrations through existing Senior Corps projects rather than establishing new
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administrative structures. We'll build on the best of our current National Senior Service Corps
projects while positioning these proven programs to meet changing needs and demographics.

Currently, the National Senior Service Corps programs provide opportunities for less than two
percent of eligible seniors to participate. NSSC programs all have waiting lists, both of people
who want to serve and of organizations and individuals seeking the services of our program
participants. To close this gap, we should build on the experience and infrastructure of the
National Senior Service Corps. The present challenge is to begin evolving these efforts into a
national service movement truly capable of harnessing the vast potential offered by the senior
population -- and to do so in time to ride the demographic wave, rather than allowing it to
overcome us.

Recent studies have indicated that 14 million Americans over the age of 65 (37.4 percent of the
senior population) would like to become involved in volunteer service, while four million current
volunteers indicated they would like to contribute more time. Forty percent of those surveyed
say the government should be doing more to promote service opportunities. Other studies show
similar preferences.

For many older persons, retirement means a jarring transition from productivity to idleness.
Fifty-five percent of elder respondents to a Louis Harris Poll lament the loss of usefulness after
retirement. Isolation and loss of purpose have been shown to cause premature dependency and
increased risk of deterioration, illness, and untimely death. Conversely, productive engagement
and strong social networks contributes to prolonged mental and physical health.

Many of you visit the Senior Corps projects when you are in your home states, and many of you
participate at recognition events. You have seen first hand the extraordinary things that are being
done in communities across America by our Senior Corps volunteers. Some of you have
members of your families who participate in these programs, or who are served by them. You
know how these programs lift the spirits of all who are involved in them. You see their cost-
effectiveness. You are aware of the dollars saved by our current investment in the National
Senior Service Corps.

Enhanced investment in senior service now will pay off in the short aftd long term -- savings
realized by the value of service rendered to communities across America by our Senior Corps
volunteers; savings realized as we provide additional avenues for our older population to be
involved in meaningful service opportunities; and savings realized as that very involvement
keeps older people healthy and independent, delaying, shortening, or even preventing time spent
depending on others and on society.

AMERICORMYISTA

Volunteers in Service to America (now AmeriCorps*VISTA) celebrated its 30th Anniversary
this year with a track record of real and direct impact in communities throughout the country.
Since the program's inception in January 1965, more than 100,000 Americans have served with
AmeriCorps*VISTA on 13,000 projects mobilizing human, financial, and material resources, and
strengthening the capacity of organizations to address problems affecting communities in need.

Our program's goal is to strengthen community based institutions. A recent report by the
Neighborhood Leadership Task Force on Grassroots Alternatives for Public Policy (a group
created at the request of House Speaker Newt Gingrich), states "...through empowerment of
successful grassroots programs; through asset-building anti-poverty strategies; and through
programs emphasizing opportunity and personal responsibility, expenditures on poverty can be
responsibly reduced, while the numbers of people who achieve self-sufficiency can be greatly'
increased." AmeriCorps*VISTA has been doing this for 30 years.
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ArneriCorps*VISTA members increase housing opportunities, develop literacy programs,
establish community development credit unions, make health care more accessible, and generate
resources for neighborhood projects. In these efforts and others, AmeriCorps*VISTA addresses
locally identified needs and produces cost-effective results in some of the most underserved areas

!of our nation.

AmeriCorps*VISTA members are recruited for their skills, experience, and commitment. They
come from all walks of life, economic levels, and age groups. AmeriCorpsVISTA members
serve full time for one year, while living at the same subsistence level, about $660 a month, as
the residents of the communities in which they serve. Ranging in age from 18 to 80,
AmeriCorpsVISTA members are recruited both locally and nationally.

AmetiCorpsVISTA members are assigned to a variety of public and private nonprofit
organizations throughout the nation. Throughout its history, the cornerstone of this program has
been that local communities define, develop, and implement the initiatives, thereby assuring that
local needs are addressed. Well established groups like the American Red Cross, the Boys and
Girls Club and the YMCA, with large field networks, are among the organizations that serve as
AmeriCorpsVISTA project sponsors.

More than two-thirds of all AmeriCorpsVISTA members am placed in small community-based
non-profit organizations like Hannibal Central Business Development in Missouri. Sponsoring
organizations direct the members' activities and include the local community in the planning and
operation of the project. Applications for ArneriCorps*VISTA projects are generated by the
communities, and all program development and monitoring takes place at the local level.
Community self-sufficiency is the goal of every AmeriCorps*VISTA project. Each sponsoring
organization plans from the beginning to eventually phase out AtneriCorpsVISTA and replace
members with local residents. Because most AmeriCorpsVISTA projects operate for only three
years, members "work themselves out of a job" by turning over to local organizations activities
they began.

A recent evaluation of the AmeriCorpsVISTA program demonstrates its continued success.
(Preliminary results are attached as an addendum to this testimony.) Of 674 projects operating
for at least 11 months since January 1994, findings show that:

AmeriCorps*VISTA members raised $3.13 for every dollar of federal funding in 1994 ($1.63
in actual funds and $1.50 in-kind resources), a three to one ratio of resources generated for each
dollar invested.

--AmeriCorpsVISTA members also recruited part-time volunteers from the community who
provided 8.4 million hours of service, enabling activities that members initiated to become self-
sustaining after they leave.

Many AmeriCorpsVISTA projects directly affect the material and human needs of communities
such as the lack of housing, jobs, education, heath care and public safety. In the area of housing,
for example, 16 AmeriCorps*VISTA projects alone generated $2,260,000 worth of donated
materials for new housing construction and 23 projects assisted 745 individuals or families to
obtain housing loans.

In Philadelphia, four Habitat for Humanity affiliates are utilizing five AmeriCorpsVISTA
members to conduct two of the most important activities for any Habitat project fund raising
and building a volunteer base. AmeriCorpsVISTA members have raised more than $120,000
from foundations, companies and churches in the Philadelphia area. As a result of their work,
hundreds of community volunteers have already completed 14 new houses. Another 11 homes
are currently under construction.
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In West Virginia, six ArneriCorps*VISTAs assist the Cabin Creek Quilt Cooperative in running a
statewide prog am to produce and market quilts. Cabin Creek trains and employs judividuals to
prepare fabric, design patterns, and produce quilts. Materials are supplied to local craftspeople

through Cabin Creek, allowing many to work out of their homes if they have familjr responsibilities

or live in remote rural areas.

In 1994, Cabin Creek's AmeriCorps*VISTAs solicited $850,000 in cash and in-kind donations,
established partnerships with other organizations, recruited businesses to participate in financial
cooperatives, published and distributed two newsletters, provided training and technical
assistance to other organizations, recruited and trained volunteers, and organized business

development groups.

AmeriCorpsVISTA has a special Literacy Corps working to develop and expand the efforts of
organizations tackling the problems of illiteracy. These projects are primarily in the areas of
workplace literacy and intergenerational literacy. Workplace literacy provides the marginally
employed with skills that can be translated into a more highly productive workforce while
intergenerational literacy encourages family members to improve reading skills together.
Evaluations show that AmeriCorps*VISTA projects involved in adult education enrolled almost
44,000 adults in adult literacy programs, and another 35,000 adults in English as a Second
Language programs. In the area of literacy alone, over three million hours of service were
provided by community volunteers recruited by AmeriCorpsVISTA members and over 181,000
people benefited from AmeriCorpsVISTAs' service in one year.

At Desoto County Literacy Council in Mississippi, AmeriCorpsVISTA members recruit
volunteer tutors and generate financial and material resources to support literacy services in nine
counties. Members have created a county-wide system of computer literacy training called
"Learning Link," which works through 30 different sites and approximately 50 computers to
reach 150 people. Using this new system, people can go to their local library or community
center, log on the computer, do their reading assignment and academic exercises, and send their
work back to the main computer which checks and evaluates work and provides scores and
tutorial feedback. The system allows hundreds of people to improve themselves by developing
one of the most vital skills for a successful life -- reading.

In addition to managing the Learning Link, AmeriCorps*VISTA members serve as liaisons,
between volunteers and those learning how to read through one-on-one literacy tutoring. They
have reached more than 300 people through this direct approach. The program also is partnered
with Time Warner, Inc., which donates copies of publications, like Time and Sports Illustrated
for Kids to 300 students each month.

At the Northeast Arkansas Council on Family Violence, AmeriCorpsVISTA members have
established a comprehensive community volunteer program in a domestic violence shelter. In
1994 the program took in, sheltered, clothed, fed, and gave medical treatment and counseling to
more than 3,500 victims of domestic violence and their children. This work would not have been
possible without the work of AmeriCorpsVISTA. In the first year that AmeriCorps*VISTA
members workcd on the project, the number of families served more then doubled, from 481 to
1,115. AmeriCorps*VISTA members coordinate training for medical and health professionals
throughout Arkansas on how to recognize and treat domestic violence victims. They have also
designed a domestic violence training handbook to be distributed to physicians.
AmeriCorpsVISTAs have increased funding for the organization from the United Way as well
as through other community resources.

AmeriCorps*VISTA develops broad-based partnerships. The program's activities have been
significantly expanded by the contributions of other public and private sector funds to support
AmertCorpsVISTA members at existing and new projects. In FY 1995, nearly $6 million of
non-federal funding already has been committed to expand the numbers of AmeriCorpsVISTA
members assigned to more than 30 projects throughout the country. We will continue to build
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community partnerships that depend upon active involvement of the private sector in our
projects.

In these times of diminishing public resources, there is a greater need than ever before for
AmeriCorpsWISTA to build the capacity of local non-profit organizations that serve those in
need. Our presence enhances traditional volunteer efforts by leveraging financial resources and
by recruiting, training and coordinating volunteers who will sustain the activities begun by
AmeriCorpsVISTA members. We are accordingly requesting an increase in the FY 1996
budget of $12 million, including an additional SI million for the Literacy Corps. The proposed
FY 1996 budget would support:

-- An increase of 575 people for a total of 4,075 AmeriCorps$VISTA members serving on
approximately 865 projects. The increase will focus on projects designed to generate income and
investment in low-income communities such as rnicroenterprise development, community design
centers, community development credit unions, and creation of opportunities for job
development and job placement.

-- An increase of 59 people in the Literacy Corps for a total of 459 on nearly 95 projects.
Increased emphasis will be placed on intergenerational literacy efforts and on workplace literacy
projects targeting the marginally employed.

--Legislatively mandated increases in Member support items, including subsistence allowance
(set at 105 percent of the poverty index for a single individual) and health coverage costs.

Urban and rural communities across the country need the assistance that AmeriCorps*VISTA
members provide. AmeriCorps*VISTA is a model for community capacity building and
mobilization of local resources. AmeriCorps*VISTA will continue to forge effective partnerships
and make a real contribution to strengthening our nation's communities.

PRaCillatADMIIISDIATION

The program administration budget of $34.5 million includes funding for staff at headquarters, in
five cluster offices and in 47 state offices. The field staff is responsible for developing successful
projects and for monitoring them. The field staff also provides technical assistance and serve as
liaisons between the Corporation and the state commissions on national and community service,
and with other state officials and local organizations. They are an integral part of a decentralized
organization that can respond to specific needs of particular communities, states or regions of the
country. This past year, the Corporation reorganized its field structure of nine regional offices
into five clusters. The change represents not only a change in numbers of offices, but a change in
philosophy that now involves increased cooperation and resource sharing among states within a
cluster.

The program administration budget also includes funding for evaluation ($1.1 million) and for
external affairs ($3.2 million), including public affairs, public liaison and
congressional/intergovernmental affairs.

CDNCLUSIQN

While the programs of the Domestic Volunteer Service Act share a proud history of
accomplishments, they also have evolved to meet changing needs of society. They build
partnerships, strengthen communities and provide a cost-effective way of getting things done.

Over the next decade AmeriCorps*VISTA and the Senior Corps will continue to meet the needs
of communities by counseling at-risk children, helping senior citizens remain in their own
homes, establishing community development credit unions and creating jobs. They will continue
to listen to the needs and requests of communities, then pursue innovative programming to meet
those needs in the areas of education, social needs, public safety and the environment.
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AmeriCorps*VISTA and the National Senior Service Corps each play a vital role in the national
service movement. Each program meets unique needs of people wanting to serve and of
communities needing service. AmeriCorps*VISTA distinguishes itself by providing
communities with the tools to improve themselves. The Senior Corps offers opportunities that
utilize seniors' unique skills to involve them in community service.

Without any major additional investment in structure, we have in place the foundation to engage
many more. Our nation cannot afford to squander the time, talent, experience, and resources of
Americans willing to serve at this juncture in our history when so many social, educational,
environmental and othcr needs remain urgent and unmet. In these times of tight budgets,
supporting national service is a wise investment in addressing community needs.

AmeriCorps*VISTA
Accomplishments in 1994

AmeriCorps*VISTA (Volunteers In Service To America) members work through local
sponsoring organizations that serve low-income communities. They work as capacity builders so
that local organizations are better able to meet the challenges :hc:r communities face.
AmeriCorps*VISTAs mobilize resources, recruit and organize local volunteers, coordinate
activities and develop local services.

This report presents estimates of the accomplishments of AmeriCorps*VISTAs at 674
projects across the country that were in operation throughout 1994. Westat administered a
questionnaire to a stratified random sample of 136 projects that gathered information from local
project directors on the accomplishments of the AmeriCorps*VISTAs and the AmeriCorps*VISTA
projects during 1994. The numbers reported in this report represent annualized national estimates
of AmeriCorps*VISTA projects in operation for at least one year based upon the results from the
sample. The final report, which will describe the results from the entire universe of projects, will
be available by fall 1995.

Education

In the area of education, an estimated 181,717 people benefitted from the work of
AmeriCorps*VISTAs, and 3,528,485 hours of service were provided by AmeriCorps*VISTA
recruited community volunteers. In 1994, AmeriCorps*VISTAs are estimated to have:

Helped 1,555 adults earn General Equivalency Degrees (GEDs).

Helped enroll 1,617 adults in adult basic education training or postsecondary
education.

Enrolled 43,671 people in adult literacy programs and 34,977 people in English as a
Second Language (ESL) programs at worksites, corrections institutions, or other
locations.

Established or expanded 417 family literacy programs and enrolled 7,852 families in
them.

Trained 14,965 adult literacy tutors and 3,346 adult ESL tutors.

Enabled 3,829 individuals to receive vocational education or training and 1,147
private .sector partners to participate in vocational education programs.

Enrolled 3,588 youth in dropout recovery programs, 1,535 youth in GED or
alternative high school programs, and 5,821 youth in supplemental weekend or after-
school literacy programs.
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Helped 11,062 children receive child care or day care services and established or
expanded 150 child care/day care programs.

Public Safety

In the area of public safety, an estimated 330,797 people benefitted from the work of
AmeriCorps*V1STAs, and 226,430 hours of service were provided by AmeriCorps*VISTA
recruited community volunteers. In 1994, AmeriCorps*VISTAs are estimated to have:

Established 25 citizens patrols and expanded or revitalized 5 other citizen patrols,
freeing 18,482 hours of police officers' time.

. . Generated 36,955 hours of citizen patrol coverage.

Established or expanded 718 neighborhood watch programs.

Generated 49,923 hours of volunteer community policing activities.

Enabled 3,450 households to receive security audits.

Counseled 536 gang members.

Trained 10,921 individuals in delinquency and crime prevention.

Trained 2,309 individuals in conflict mediation techniques.

Served 982 individuals through victim assistance programs and counseled 866 rape
victims.

Helped 37,340 individuals participate in alcohol/drug abuse prevention programs and
enabled 1,727 individuals to participate in alcohol/drug abuse treatment programs.

Human Needs

In the area of human needs, an estimated 2,309,944 people benefitted from the work of
AmeriCorps*VISTAs, and 4,658,092 hours of service were provided by AmeriCorps*VISTA
recruited community volunteers. In 1994, AmeriCorps*VISTAs are estimated to have:

Immunized 13,570 children and 3,250 adults.

Recruited 1,082 volunteer health professionals.

Helped log 84,105 health clinic visits and provided medical care transportation
45,586 times.

Provided health or nutrition education to 4,349 prenatal or nursing mothers.

Provided 13,681 individuals with HIV/AIDS awareness materials and HIV/AIDS
counseling to 1,907 people.

Provided 11,523 individuals with mental health counseling.

Provided teenage pregnancy prevention materials or presentations to 16,161 teens,
and recruited and trained 587 teenage pregnancy prevention volunteers.

Identified and placed 1,299 individuals with disabilities in independent living
programs.

Helped 212 individuals with disabilities obtain jobs.

Assisted 1,556 families of individuals with disabilities through respite services.
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Human Needs (Continued)

Established or expanded 485 programs for senior citizens an' supported 36,774
individuals in senior citizens programs.

Matched 4,119 senior citizens with peer companions.

Enabled 1,029 senior citizens to be served by adult day care programs, and helped
166,355 senior citizens in meal programs.

Helped rehabilitate 1,474 low-income housing units and helped build 460 new
houses.

Generated $2,259,725 worth of donated materials for new housing construction.

o Enabled 1,450 low-income individuals or families to own homes.

Assisted 745 low-income individuals or families to obtain housing loans.

Placed 3,583 homeless individuals or families in permanent housing and 3,425
homeless individuals or families in transitional housing.

Helpedestablish or expand 93 food banks, organized 691 food drives., and solicited
and utilized 593 additional sources of food.

Collected and distributed 3,283,159 tons of food to needy individuals and helped an
estimated 235,529 individuals to receive food.

Helped place 9,347 formerly jobless individuals in jobs at an estimated average
hourly wage of $5.65 and referred 18,162 jobless persons to job opportunities.

Convinced 2,793 businesses to hire unemployed individuals.

Helped low-income people establish 81 new small businesses and expand 36 existing
small businesses.

O Supported 102 businesses in incubator programs and helped 76 businesses participate
in financial cooperatives.

Environment

In the area of the environment, an estimated 178,878 people benefitted from the work of
AmeriCotps*VISTAs, and 22,106 hours of service were provided by AmeriCorps*VISTA
recruited community volunteers. In 1994, AmeriCorps*VISTAs are estimated to have:

Winterized or weatherized 746 housing units.

Tested 1,597 sites for water quality and enabled 8,000 households to be served by
new, expanded, or revitalized water systems.

Made it possible for approximately 1,000 households to be served by new or
expanded waste treatment systems.

Resource Mobilization

A key focus for AmeriCorps*VISTAs is the mobilization of resources for the sponsoring
organization and the AmeriCorps*VISTA project. In 1994, AmeriCorps*VISTAs are
estimated to have:

Raised a total of $97,333,559 for their projects and sponsoring agencies --
$50,701,807 actual funds and $46,631,752 in-kind resources. In other words, they
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raised $3.13 in funds and in-kind resources ($1.63 in actual funds and $1.50 in-kind
resources) for every dollar of AmeriCorps*VISTA funding in 1994, a three-to-one
ratio of resources generated to dollars invested.

Recruited community volunteers who volunteered a total of 8,435,113 hours of
service.

QUESTION SUBMITTED BY THE SUBCOMMMTEE

Question: What would be the effect of a 10-percent reduction in your agency's inidget7

A ten percent cut in the 1996 budget request for ArneriCorps*VISTA and the VISTA
Literacy Corps would reduce the funding by $6,000,000 for a total budget of
$54,000,000. It would also mean 454 fewer new VISTAs and 97 fewer VISTA projects:

The reduction in the number of VISTAs requested would alio severely impact the
communities and individuals currently being served by AmeriCorps*VISTA. Based on
the results of an accomplishments survey of AmeriCorps*VISTA that was recently
conducted by WESTAT, an independent contractor with the Corporation for National
Service, a 10 percent cut in the 1996 budget request would mean:

VISTAs would generate 1.5 million fewer hours of community volunteer service;
$8.9 million in non-federal funding would not be generated because fewer VISTAs
would be involved in raising funds for non-profits;
2,600 fewer tutors would be trained, resulting in fewer people-learning how to read;
6,450 fewer hours of citizen patrol coverage would be generated through VISTA's
public safety projects; and
2,360 fewer children would be immunized.

A 10 percent cut in AmeriCorps*VISTA's 1996 budget request would impact real people
served by real projects like the following three examples:

AmeriCorps*VISTAs working with the Butte Local Development Corporation in
Montana, would not have been able to research data and prepare a marketing report that
helped convince a multi-million dollar frozen food company to open a plant in Butte. -
Without VISTA's assistance, the residents of Butte would not have access to the 600 jobs
that will be created when the plant opens, or to the 400 spin-off jobs that are expected to
be added to the local economy.

Lynda Lee, a 30-year-old mother of four, would not have been able to own her own home
without the work of AmeriCorps*VISTAs assigned to the Habitat for Humanity in
Miami, Florida. Lee, now working as a receptionist for Habitat, said, "Never in my
wildest dreams did I think that I would be able to get out of the (housing) projects."

Peter Waite, Executive Director of Laubach Literacy, conservatively estimates that at
least 50,000 of the 120,000 literacy students served by Laubach Literacy each year are
served as a direct result of our recruitment of both literacy tutors and students. He also
estimates that over the course of the time that AmeriCorps*VISTA has worked with
Laubach Literacy, at least 1/2 million literacy students would not have had meaningful
literacy service (raising their reading level by 2-3 grades within the course of 12-18
months) had it not been for AmeriCorps*VISTA.

A: Impact of a 10 percent cut to the National Senior Service Corps' 1996 budget
request

In the Retired and Senior Volunteer Program, a 10 percent reduction ($4,450,000)
from the 1996 request would leave a total budget of $40,050,000. This level would
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support a total of 454,825 funded participants in 744 Corporation funded projects. It
would mean 26,575 fewer participants and 43 fewer projects than the 1996 request. The
reduction would mean:

Approximately 385 fewer Programs of National Significance (PNS) grants support
10,775 fewer participants serving in an estimated 1,335 fewer new organizations.
Existing projects would receive a 0.6% lower average increase in administrative cost
adjustments to partially offset the effects of inflation over a number of years. Sec. 226
of the DVSA stipulates that the Corporation consider the impact of inflation on
administrative costs and make necessary adjustments.
Elimination of 43 planned new grants with 15,000 new participants.

The 43 projects that would potentially be eliminated include those like a recent project in
Bismarck and Mandan, North Dakota. Had it not been for the Senior Corps' Summer of
Safety program operated by the RSVP sponsor in Bismarck, 605 new neighborhood
watch projects would not have been started nor 700 block captains trained. The Bismarck
police department reported that as a result of this program, crime was reduced by as much
as 85 percent. A major drug dealer was arrested, due to a tip-off from a newly formed
watch area participant. The RSVP participants did in one summer what police estimate
would have taken eight years. Bismarck is now declared a crime watch city. None of
this would have happened without RSVP.

In the Foster Grandparent Program, a 10 percent reduction ($7,881,000) from the 1996
request would leave a total budget of $70,929,000. This level would support a total of
18,600 funded Foster Grandparent service years in 262 Corporation funded projects. It
would mean 1,200 fewer service years and seven fewer projects than the 1996 request.
The reduction would mean:

Approximately 1,996 fewer new service years in PNS grants. (Note that the
legislative requirement for 1/3 of new funds for PNS will not be met -- approximately
1/4 of new funds will be devoted to PNS.)
No projects will receive administrative cost increases.
Elimination of seven planned new grants with 400 new service years.
An estimated 4,680 infants children and youth with special and exceptional needs will
not be served.

One of those Foster Grandparents might have been another Ann Creevy. Without Ann
Creevy, young Ryan might still be a statistic in a class for special needs children. It was
Ms. Creevy who first saw the cigarette bums on Ryan's arms and immediately took action
when she recognized these signs of abuse.. During the course of working with Ryan, she
identified Ryan's hearing loss as the reason for his inability to learn. Several years later
Ryan is a thriving 10-year-old living in his new adoptive home, earning excellent grades
in a regular classroom. Grandma Creevy serves with the Union/Snyder Pennsylvania
Foster Grandparent Program. AARP awarded her a 1995 Legacy Award in recognition of
her efforts on behalf of Ryan and the other children she serves.

In the Senior Companion Program, a 10 percent reduction ($4,309,000) from the 1996
request would leave $38,781,000. This level would support a total of 9,350 funded
Senior Companion service years in 159 Corporation funded projects. This level would

-mean 1,162 fewer service years and 13 fewer projects than the 1996 request. The
reduction would mean:

Approximately 1,996 fewer new service years in PNS grants.
Existing projects will receive an estimated average increase of 5.0% in administrative
cost adjustments to partially offset the effects of inflation over a number of years.
Elimination of seven new planned grants with 400 new service years.
Approximately 3,950 adulis will not be served.
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People like Bobby might not receive the services of his Senior Companion. Virginia
Ryder is a Senior Companion with Catholic Social Services in Columbus, Ohio, whose
clients included Bobby, who might not be working for a living without her services.
Bobby was a withdrawn, quiet man with developmental disabilities who had never had a
job. Ms Ryder worked hard with him to gain his trust, teach him basic vocabulary, and
then, as he progressed, taught him basic job skills. Bobby came out of his shell, started to
talk, and now works four days a week packaging Ensure for Ross Labs. He was in his
sixties when he received his first paycheck. Staff at the Senior Companion Project say
that Virginia Ryder performed a miracle when she helped transform Bobby into the man
he is today.

In the Senior Demonstration Programs, $1.8 million will support a total of eight
grants. Training and technical assistance level will be approximately $280,000 rather
than the $480,000 level originally requested.

CORPORATION FOR PUBLIC BROADCASTING

STATEMENT OF RICHARD W. CARLSON

I. Request for funds for Fiscal Year 1998

Thank you for the opportunity to submit testimony to support an appropriation for the
Corporation for Public Broadcasting (CPB) for Fiscal Year 1998. CPB requestsan
appropriation for FY 1998 of $285.64 million, a $29 million reduction from the FY 1997
appropriated level of $3.15 million. Under this request, our funding for FY98 would equal
the level of funding available in FY95.

This request follows, by less than a month, a presidential veto of legislation that would have
reduced CPB's FY96 appropriation from $312 million to $275 million and reduced CPB's
FY97 appropriation from $315 million to $260 million. We submit this testimony at a time
in which the level of appropriation that CPB will receive in FY96 and FY97 is still very
uncertain.

This request also comes at a time in which many in the Congress advocate reducing or
eliminating direct federal funding for public broadcasting.

The prospect of declining federal funding, coupled with the necessity to reauthorize CPB in
the near future, provides us with an historic opportunity to rethink and reform how we
provide quality, non-commercial public broadcasting for the nation. We want to work with
the Congress to restructure and improve the way we do business.

CPB's primary objective is to ensure that every American has the opportunityto choose
public broadcasting. What matters to us is that public broadcasting continues long into the
future. Why? Because.communities across the country count on public broadcasting to
provide quality service and programming that is local, educational, non-commercial, and
available to everyone.

We are working to encourage efficiencies in station operations and streamline the system
overall. We are also working to develop every available alternative funding source in order
to increase public broadcasting's revenues and, to the greatest extent possible, offset
decreasing federal appropriations. As good as our plans are for increasing efficiencies and
generating more revenue internally, though, we have not found a way to absorb the loss of
$285 million to the system.
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Therefore, our appropriation request has two purposes. First, we seek a base appropriation to
support public broadcasting and cover the costs we cannot make up internally. Second, we
seek funding to be used to cover the costs of moving from the current system to one that
emphasizes automation, downsizing and the development of new revenue streams.

II. Brief summary of how federal funds are allocated

It is CPB's responsibility, as directed by Congress, to use federally appropriated funds to
support the production and distribution of programming, and the development of local
education and community services._Traditionally, federal funds are used for four broad
purposes:

(1) CPB provides Station Support in the form of Community Service Grants (CSGs)
and similar grants to local public radio and television stations. Stations use CSGs to provide
high-quality programming and educational services to virtually every American, regardless of
location or income.

(2) CPB uses Programming funds to service diverse populations. CPB, consistent
with its requirements under the law, will allocate a significant percentage of its programming
funds to support the Independent Television Service (ITVS) and the five Minority Consortia
to enhance programming by and for minorities and other traditionally under served
populations.

(3) System Support funds contribute to the overall health and development of public
telecommunications. These funds underwrite innovations in technology, such as closed
captioning and desCriptive video for the hearing and the visually impaired. The development
of new audience research tools, with an emphasis on how to reach minority audiences; an
annual competitive grant program to develop cost-effective, nonproduction projects focused
on training and development, and other support for stations. System Support funds pay in
full, on behalf of public television and radio stations, copyright royalties for the use of
copyrighted music or other related work, and underwrites 50 percent of the net operating
costs of the public television satellite interconnection system. System support funds will be a
major tool in encouraging structural reform within public broadcasting. These funds will
increase automation, reduce backroom overhead within station groups, and increase
efficiency.

(4) CPB operations, as required by law, account for less than five percent of the total
appropriation. CPB already reduced its administrative budget by nearly $1 million in the
current fiscal year taking us far below the five percent ceiling on use of funds for
administration. We spend one-third less on administration than other non-profits of similar
size or larger. Although we have reduced the CPB staff by 20 percent, from 115 to 93
employees, we will continue to administer and audit several thousand grants and contracts,

develop and nurture new programming and educational services, conduct research and
evaluation, and provide executive and management leadership to a $1.8 billion industry. We
believe that by doing more with less, we lead by example.

Stations and producers use the federal appropriation, which represents only 14 percent of our
industry's total income, as the venture capital that generates more than $1.5 billion in non-
federal funding. In recent years, every CPB dollar invested has reproduced itself more than
five times. This high rate of return makes public broadcasting one of the most successful
partnerships between the public and private sectors. It is little wonder that people rate public
radio and TV broadcasting behind only military defense and law enforcement in providing
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the best value per dollar invested (Roper poll, March 1994). Tax dollars generate more than
revenue. Tax dollars generate programming that is non-commercial and available to every
citizen.

III. Major accomplishments in programming, outreach and system development

During the past year, CPB met significant challenges in education, technology, diversity, and
access. With the funds available through station programming, system development, and
education grants, CPB assisted public broadcasting in reaching new audiences, developing
new ways to provide information to communities, working with teachers to enhance their
skills, and bringing new, diverse faces and voices into the public broadcasting workforce.

A Accomplishments in Education

National Campaign to Reduce Youth Violence -- CPB financed early development
of a nationwide media offensive designed to combat youth violence. The campaign
seeks to discourage violence among young people through education, creative use of
broadcast programming, and community outreach.

PTV: The Ready To Learn Service on PBS --The Ready To Learn Service,
launched in July of 1994, combines local public television stations, community
organizations, and national producers to help parents use television to teach their
children and prepare them for success in school. Featuring such programs as Sesame
Street, Storytime (a new program), Mr. Rogers' Neighborhood, Lamb Chop's Play-
along, and Where in the World is Carmen Sandiego?, 44 public television stations
broadcast an average of 9 hours per day of entertaining, non-violent, educational PBS
children's programming. Activity books, program guides, a magazine and other
outreach materials help parents and other caregivers use television as a starting point
for a broader teaching experience. In addition, CPB joins with First Book to give
disadvantaged children the opportunity to read and own new books.

Sesame Street Preschool Educational Program (PEP) -- Using materials and
resources developed by Children's Television Workshop (CTW), stations instruct
parents and childcare providers on how to use Sesame Street most effectively. The
project encourages caregivers to read to preschoolers and to improve story-reading
and story-telling techniques.

National Teacher Training Institute -- Conceived in 1990, the Texaco/CPB/WNET
National Teacher Training Institute (NTTI) trains teachers (95,000 to date) to
integrate public television's instructional programming and technological resources
with math and science instruction by developing video lesson plans coupled with
hands-on science experiments.

Square One TV Math Talk -- This Children's Television Workshop project
motivates mathematics teachers to consider new ways to teach math with an emphasis
on parental involvement and teaching to girls, minorities and economically
disadvantaged children.

PBS Mathline --PBS's Mathline Middle School Project combines computing and
telecommunications technologies as a means of offering middle school mathematics
teachers (grades 5-8) professional development training in the teaching of
mathematics.
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Postsecondary Education -- Schools of education playan important role in the
nation's educational reform movement. CPB supported initiatives such as the
American Indian Higher Education Consortium (AIHEC) project. The AIHEC plan
identifies how the twenty-seven tribally-controlled stations and Bureau of Indian
Affairs colleges can effectively achieve their educational mission through more
effective use of telecommunications technologies.

B. Accomplishments in Technolozy and System Development

Community Wide Education & Information System (CWEIS) Under this
program, a station(s) and its community partner(s) agree to build a local
telecommunications infrastructure that provides free access to essential educational
services (such as electronic math tutoring for elementary and secondary school
children) on the information superhighway.

Development Task Force -- This program assists stations in crisis and contributes to
improved planning, management, and fund raising for all stations. The principle
beneficiaries of this initiative will continue to be the small-to medium-sized stations
licensed to local school boards, municipal and state governments, and universities and
colleges.

C Accomplishments in Encouraging Diversity

Minority Consortia CPB supports five Minority Consortia representing American
minority groups: the Native American Public Broadcasting Consortium, the National
Latino Communication Center, the National Black Programming Consortium, the
National Asian American Telecommunications Association, and the Pacific Islanders
in Communications. The consortia ensure that public broadcasting's programming
contain multicultural perspectives.

Diversity 2000 -- Works to ensure workforce diversity within public broadcasting

NPR's Wade In The Water: African American Sacred Music Traditions -- Middle
and senior high schools used this multimedia presentation, which consists of a twenty-
six part series of broadcast-quality tapes, and a curriculum and teacher's guide.
Focusing on the creation, practice, evolution, and influence of African American
sacred music traditions, the series provided a framework for understanding the
development of Black America during the 19th and 20th centuries.

Latino USA Latino USA is a unique, high quality, weekly English-language radio
journal of news and culture that airs on 200 stations including the top 10 U.S. Latino
markets.

American Indian Radio on Satellite (AIROS) This project represents the
first time that the nation's two dozen Native American public radio stations and the
different reservations on which tliey reside will be'bound together electronically.
AIROS offers an unprecedented opportunity for sharing and, thus, preserving the
distinct cultures and religions of Native Americans.
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IV. A realistic plan for the future

We are proud of these accomplishments and our effectiveness in carrying out Congress'
mandate. At the same time, we are well aware of the desire of Congress to sharply reduce
CPB's appropriation. At Congress' request, we developed a detailed plan to generate savings
and revenue within the public broadcasting system -- designed in part to offset probable
future reductions or elimination of tax dollars.

We started with a set of principles that would guide our efforts. First, that public
broadcasting should remain fundamentally a local institution. Second, that public
broadcasting should be available to all Americans regardless of age or ability to pay. Third,
that a basic goal of public broadcasting is to provide lifelong education. And fourth, to
provide non-commercial programming that is responsible and independent. "Common
Sense for the Future," the plan we submitted to Congress in May (see Appendix), builds on
these principles, by initiating ways to increase efficiency in our operations and raise revenues
to offset reduced appropriations.

Public broadcasting strives to reduce its costs and its dependency on tax dollars, and increase
its efficiency, by making the system more efficient. Our analysis, provided by the financial
services firm of Lehman Brothers, shows that significant.savings can be achieved by
encouraging stations to merge in some cases, or, in other cases, consolidate backroom
operations and other functions, and increase the use of.automation technologies where
appropriate. In close consultation with the public broadcastingeommunity, CPB structured
its grant programs to provide incentives to public television and radio to initiate these
efficiencies.

CPB also explored new sources of non-federal revenue. We asked Lehman Brothers to
project the revenue that could be generated from enhanced underwriting, ancillary income
and excess transponder leasing. When Lehman Brothers combined these sources of income,
the amounts raised did not completely offset the current federal appropriation. Even when
savings from increased efficiencies are added to new revenue sources, Lehman Brothers
projects that there are still not sufficient funds to replace the federal appropriation in full. In
fact, Lehman Brothers projects that by the year 2000, public broadcasting could, at best, raise
and save a total of $172.2 million from the methods examined. These are projections which
are still to be tested in real experience.

Increased efficiency will likely translate into fewer jobs and local operations.
On the television side, we propose having only one CPB grantee television station per
market. We will require radio stations to meetcertain audience standards in order to qualify
for a grant. At the same time, CPB maintains its commitment to rural and minority service,
which will ensure that small stations and unserved and under served areas receive support.
CPB believes that arranging new ways to distribute grants may be part of the answer.

There has been a great deal of discussion about the possibility of raising revenues for public
broadcasting from ATV spectrum (the so-called "second channel") sales or leases. ATV
provides some exciting possibilities. However, the technological, political and legislative
unknowns are too great at this time to make any reliable estimates of the potential value of
excess ATV spectrum sales or leases. lf, as technology moves forward, public broadcasters
are in a position to take advantage of new markets and financial opportunities related to
ATV, the reliance on a continued appropriation could correspondingly be reduced.

Making our "Common Sense for the Future" plan work will be a challenge for both CPB and
the system we serve. CPB is committed to working with the stations and the other national
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organizations and Congress to fashion a future that will maximize efficiencies and put our
resources to the best use possible.

Thank you once again for the.opportunity to submit testimony in support of the Corporation
for Public Broadcasting. I believe that we at CPB have made a good faith effort to begin a
change in public broadcasting. Congress has invested billions of taxpayer dollars over the
past twenty-five years to help build the public broadcasting system. Public broadcasters, the
members of this Committee and Congress as a whole are reexamining ways to more
efficiently and creatively do what public broadcasting does well. This process is underway at
CPB and continues.

QUESTION SUBMI ITED BY THE SUBCOMMITTEE

Question: What would be the effect of a 10-percent reduction in your agency's budget?

APPENDIX A

TotafAprupriaUon S23tt,640;00 $f5'U007,05b 7429,140,000 -1-10;

Television CSG Allocation 143,597,502 128,412,496 -15,185,006 -11%
TV Programming 51,615,834 46,554,164 -5,061,670 -10%

Radio CSG Allocation 44,674,778 39,950,554 -4,724,224 -11%
Radio NPPAG Allocation 15,616,356 14,064,110 -1,552,246 -10%
Radio Programming 4,779,978 4,307,555 -472,423 -10%

General System Support 17,138,400 15,390,000 -1,748,400 -10%
CPB Operations 13,217,152 12,821,127 -396,025 -3%

Effect on Individual Station Grants

Television (CSC)
Small (89 grantees) ' 395,409 355,012 -40,397 -10%
Medium (54 grantees) 648,426 581,936 -66,491 -10%
Large (57 grantees) 1,361,628 1,221,585 -140,043 -10%

Radio (CSG Re NPPAG)
Small (104 grantees) 78,508 69,863 -8,646 -11%
Medium (105 grantees) 141,944 125,820 -16,124 -11%
Large (134 grantees) 238,768 211,229 -27,540 -12%

1. A grantee may operate more than a single station. Collectively, television grantees operate
a total of 351 stations, and radio grantees operate 629 stations.

The table above illustrates the effect of an across-the-board ten percent reduction
in the CPB appropriation from the 1995 level of $285 million. The analysis
assumes no change in current rules for eligibility or distribution of funds to
stations, and-therefore, no increase in the number of eligible stations.

The allocation of funds appropriated for CPB is determined by statute, 6 percent
is set aside for general system support for radio and television, and CPB
operations are capped at 5 percent. Of the remainder 25 percent is allocated to
public radio and 75 percent to public television.

70 percent of the public radio allocation is for station grants to support general
operations without restriction and for signal extension to unserved markets

491



489

(CSGs). Another 23 percent is for grants to sum:6k acquisition of national
programming (NPPAGs), and the remainder goes to the radio program fund.

Of the public television allocation 75 percent is distributed directly to station
grantees to support general operations (CSGs), and the balance goes to support
programming available to all public television stations. 4

APPENDIX B

COMMON SENSE FOR THE FUTURE

In March, the chairmen of the House Telecommunications Subcommittee and the
House Appropriations Subcommittee on Labor/HES directed the Corporation for
Public Broadcasting to develop proposals to achieve independence from the annual
appropriation. To understand the magnitude of this challenge, it is important to keep
in mind the fragile financial status of the public broadcasting system.
The vast majority of support for public broadcasting over 86 percent of total
revenues -- comes from non-federal- sources, including individual subacribers,
businesses, foundations, state and focal governments, colleges and universities.
The CPB funding which represents about 14 percent of total revenues for the
industry is seed money for the successful public-private partnership that historically
generates five to six dollars in non-federal support for every dollar of federal money.

CPB's challenge, then, was to devise a plan that would: preserve the mission of public
broadcasting; realize significant efficiencies; generate new revenue to replace to the
greatest extent possible the current appropriation; arid recommend to the Congress
realistic funding options for ensuring the continued viability of important programs
and services. The approach was service-based rather than institutional; that is, a
primary emphasis was placed on preserving and strengthening the products and
programs, and not necessarily the service providers.

The pirocess was as inclusive and as thorough as could be done in such a limited time.
CPB engaged the respected investment banking firm of Lehman Brothers to analyze a
variety of potential new sources of revenue for public broadcasting based on
assumptions developed with CPB and other public broadcasting entities.
The major national organizations of public broadcasting the Public Broadcasting
Service, National Public Radio, Public. Radio International, the Association of
America's Public Television Stations, and the National Federation of Community
Broadcasters were also consulted in an effort to create an industry-wide consensus.
In addition, CPB convened working groups of public radio and television managers to
help develop incentives to eliminate administrative duplication at stations and
service duplication.

This is not meant to be a definitive blueprint. Rather, we see this as the starting point
for a productive dialogue with the Congress from which the public will benefit. Many
of these ideas would require statutory changes; others, amendments to FCC policies or
administrative codes. Many other organizations and individuals in the public and
private sectors will want to have input as well. These proposals are intended as a
starting point fur the dialogue a common sense for the future.

CORE PRINCIPLES OF PUBLIC BROADCASTING

From the beginning of the planning process, CPB was guided by the principles of the
Public Broadcasting Act of 1967 that reflect the essential public service nature of this
system and include the following elements:

Public broadcasting is fundamentally a local institution, rooted in the social,
educational and cultural fabric of hundreds of communities across the country;

492



490

The programs and services of public broadcasting must be available to all
Americans, regardless of their location or ability to pay;

Lifelong education isthe founding goal of public broadcasting and must be
preserved; and

The noncommercial character of public broadcasting, as well as its editorial
integrity and independence, are critical to its public service mission.

These principles have been reaffirmed by bipartisan majorities in Congress, by
overwhelming public suppori, and by the activities of the public broadcasting system.
The proposals in this report seek to ensure that the public telecommunications system
of the future remains faithful to its essential
mission.

SUMMARY OF THE PROPOSAL

This proposal details ways to reduce costs in the public broadcasting system, including
reforms specific to public television and radio. It describes and analyzes new non-
federal sources of revenues. Finally, it addresses the remaining federal role. One
result will be a series of difficult choices.

L REDUCING COSTS

Public broadcasting is not exempt from the need of all modern institutions to conduct
regular and rigorous self-examination. CPB is prepared to make difficult choices in the
face of limited resources. The economics are inescapable. The desire of both Congress
and the Administration to reduce or reinvent government reflects a legitimate interest
in ensuring that publicly funded organizations operate more efficiently and effectively.

CPB is committed to concrete measures that will address overlapping signals and
duplication of service, insulate smaller budget stations from the full burden of
reduction in federal funds, and assure continuing support for minority and rural
services. CPB is now engaged in a consultation with the public television and public
radio licensees to craft specific mechanisms that will achieve these objectives.

If fully implemented, the following proposals would lead to some of the most far
reaching changes in public broadcasting's operations and financing since the creation
of the current system 27 years ago. They would involve restructuring of programs,
people, and assets. Jobs would be eliminated. Stations would be consolidated. Some
might go off the air, and fewer communities would enjoy the distinctive local services
that have come to characterize public broadcasting. We are presenting, however, a
course of action that adjusts to new fiscal realities and works to preserve, to the greatest
extent possible, the essential integrity and mission of public broadcasting, including
high-quality national programming.

This plan builds on CPB efforts already underway to encourage system consolidation,
joint operating efforts, and adoption of new technologies. It also responds to
congressional concerns about duplication and overlap.

The specific proposals can be divided into three categories:

A. SYSTEM-WIDE COST REDUCTIONS

1. A portion of federal funding will be directed toward encouraging and
supporting cost-reduction efforts on the local level. These could include mergers and
consolidations of existing licensees; joint operating agreements; greateruse of
automation and new technologies; and general operating efficiencies. While
financially attractive, there are legal, regulatory and political consequences:
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Neither CPB nor any other public broadcasting organization has the
authority to require cooperative efforts. Leverage comes from the ability
to provide incentives or disincentives to stations through the grant
process;

Mergers and consolidations of licensees would require FCC approval;

The Communications Act prohibits license transfers that would
substantially decrease competition or otherwise would not be in the
public interest; and

Licensees representing a multiplicity of institutions (such as community
groups, universities, school districts, municipalities, and state
governments) would be subject to the various laws and policies that
govern their operations. No uniform agreement or code can be assured.

2. CPB grant funds will be redistributed to ensure that smaller stations are
insulated from the immediate impact of funding cuts. While larger licensees will bear
a greater burden of the reductions, they will not be graduated from CPB grants simply
because of their larger size or the fact that they rely on the federal funds for a smaller
percentage of their income. CPB's goal will be to reward, not discourage, efforts
toward self-sufficiency and to encourage economies of scale that often result in larger
organizations.

3. CPB and the other organizations representing public broadcasting (PBS, NPR,
APTS, PRI, and NFCB) will streamline their operations and become more
entrepreneurial as CPB funds are increasingly directed toward achieving efficiencies at
the stations and strengthening market mechanisms in the industry.

B. PUBLIC TELEVISION COST REDUCTIONS

I. In each market, CPU will provide funding sufficient for mit station.

2. To ensure universal service, stations that are not financially viable without
federal support will receive transition funding to affiliate with a larger, more secure
sta tion.

3. In communities that are not able to support a full-service station, CPB will
provide funding to ensure that a public television signal can be imported from a
neighboring region.

4. CPB-supported stations will be required to spend an amount greater than their
grant on shared programs and services.

C PUBLIC RADIO COST REDUCTIONS

I. CPB grants will be limited to stations that provide the greatest level of listener
service in a market. An overlapping station will receive funding only where it meets
strict requirements for audience size, service, and diversity of programming.

2. New stations will receive CPB grants only if they serve new areas or audiences
not currently served by public radio.

3. Funding will continue to be directed to public radio stations that provide the
sole broadcast service in their communities, or specific service to rural and minority
communities.
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Net cost reductions from television mergers and consolidations
Year 2000 (S millions)

High estimate Low estimate

Cumulative percentage of
stations merged

50% 25%

Cost Reductions (1) $11,321 $5,661

Cumulative cost reductions $37,738 $18,869

Less severance : ($3,128) ($1,564)

Cumulative net cost reductions
from mergers (1)

$34,610 $17,305

1. Eliminated mpenses less anticipated lost revenue for stations merged.
2. Cumulative net cost reductions less severance paid.

3. Source, Lehman Brothers analysis.

IL NEW SOURCES OF REVENUE

The results of analysis performed by Lehman Brothers and others who have studied
potential new streams of revenue lead public broadcasters to one inescapable
conclusion: today there is no combination of new income sources that can fully replace
the annual appropriation.

The Lehman Brothers analysis looked at possible income streams over a five year
period. The projections rely on numerous assumptions developed by CPB and other
public broadcasting entities. They have not been empirically tested or independently
verified. Like all projections, they are by their nature estimates that rimy or may not
prove to be accurate. The revenue-producing proposals are also consistent with the'
essential character of public broadcasting. It was assumed, for the purpose of analysis,
that programs would continue to be aired without interruption, and national coverage
would be preserved.

A. ANCILLARY REVENUE

Ancillary revenue from programs the so-called "Barney" solution has been
portrayed in the press as an easy font of immediate cash for public broadcasting. In fact,
absent significant new capital for investment in programming, such arrangements can
only be expected to bring in an additional $5 million a year.

This is because few public television programs make money for their producers or
funders. Even though public broadcasting has generally been able to claim as much as
35 percent of the ancillary rights for as little as a ten percent investment, that translates
into one percent of the retail cost of products. As the charts below illustrate, characters
or products that generate $800 million in sales will only bring back $20 million to the
program producer, and of that only $6.7 million will flow to public broadcasting. The
way to increase the return is to significantly increase the ownership of programs. That
would require additional hundreds of millions of dollars that are not now available to
CPB or public broadcasting.
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Income Potential from Ancillary Revenues
Hypothetical Illustration (a)

($ in Millions)

Retailer

Wholesaler

Licensee -
Manufacturer

$800.0''

Program Producer

Public
Broadcasting

$400.0

$80.0

$20.0

$6.7

$800 million

Public Broadcasting
56.7

Progam Producer I%
513-3
2%

Licensee-Manubeturer
560.0
8%

Wholesaler
$320.0
40%

(a) Based on NERA study.
(b) Estimated gross revenues born the sale of Children's Television Workshop character-related merchandise.

B. SPECTRUM SALES OR SWAPS

Retailer
$400.0
50%

A careful analysis determined that the sale of existing non-commercial broadcast
spectrum, or the swap of VHF for UHF frequencies are not viable options. Neither CPB
nor any other national organization holds broadcast licenses, nor can they compel the
sale, lease, or swap of spectrum or channel allocations that are now held by local public
broadcasting authorities throughout the country. Both would require significant
changes to current legislation and FCC regulations. Finally, even if Congress were to
authorize the sale, lease, or swap of any frequency, there is no mechanism to aggregate
and rationally distribute the proceeds, although some individual stations might benefit.

C. ADVERTISING

In order to minimize the negative impact advertising would have on public
broadcasting services, the Lehman Brothers analysis uses assumptions that limit
the location, frequency, and length of advertising spots. Based on this model,
advertising, at least in the traditional sense, was found to be a net money-loser because
of the offsetting effects of taxes, increased production costs, commissions, and lost
contributors. It also violates one of the core principles outlined above (i.e. the non-
commercial character of public broadcasting). However, CPB does support conducting a
carefully controlled experiment that would test these assumptions.

D. ENHANCED UNDERWRITING

Enhanced underwriting can be projected to provide incremental gains in revenue. The
Lehman Brothers analysis showed a potential increase of $8.2 million for television,
and between $0.5 million and $2.4 million for radio in the first year. By 2000, enhanced
underwriting for television and radio could bring in as much as $64 million. This
would require some modification to the current FCC guidelines, but would not alter the
noncommercial nature of public broadcasting. Changes in underwriting practices will
have negative impacts on both program underwrihng and membership support. CPB
research has consistently shown a high degree of public resistance to the inclusion of
overtly commercial messages on public radio or public television.
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Comparison of enhanced underwriting vs. advertising
Year=

($ millions)

Enhanced
Underwriting
High Estimate

Enhanced
Underwriting
Low Estimate

Advertising

Television

Revenues less direct cosb $134.4 $91.8 $163.5

Taxes SO $O .. ($65.4)

Increased production costs SO $0 ($41.2)

Loss of current underwriting ($93.1) ($60.9) ($83.6)

Loss of membership revenue ($5.7) ($5.7) ($14.4)

incremental income $35.6 $25.1 ($41.1)

Radio

Revenues less direct costs $57.0 $25.8 $73.2

Taxes SO SO ($29.3)
'messed production costs $0 SO ($93)
Loss of current underwriting ($27.8) ($16.1) ($25.0)
Loss of membership revmue

1

SO SO ($635)
Incremental inecnne $29.1 $9.7 ($541)

1. Source: Lehman Brothers analysis.

E. TRANSPONDER LEASING

Through digital compression, satellite capacity is expected to increase at some future
date. This would create a.potential opportunity to lease additional transponder space.
The Lehman Brothers analysis projects a possible income stream for public television
of about $2 million in 1996 growing to about $7 million by 2000. The leasing of any
excess capacity, however, will diminish the ability of public television to serve its
fundamental educational mission, and would potentially displace other members of
the educational community that utilize the transponder capacity of public broadcasting
for distance learning, instructional television, and educational outreach.

III. SUMMARY OF COST REDUCTIONS AND NEW REVENUE SOURCES

Based on Lehman Brothers analyses, new on-going sources of revenue from enhanced
underwriting, ancillary income, and transponder leasing might generate $11.1 million
in income starting in 1996, and by 2000 this might grow to $76.7 million. In the most
aggressive scenario analyzed by Lehman Brothers, public broadcasting could expect to
reduce its annual costs by $96 million over five years. While substantial, these
revenues alone are insufficient to replace the current federal appropriation. Continued
public support is essential.

Summary
Potential sources of cost reduction and revenue

High estimate ($ millions)

1996 1997 1998 1999 2010

Cost Reductions

1. Mergers and consolidations $0 $5.5 $13.0 $23.3 $34.6

2. Automation _ $3.7 $15.8 $32.1 $48.3 $60.9

Subtotal $3.7 $21.2 $45.1 $71.6 $95.6

$7
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Summary
Potential sources of cost reduction and revenue

High estimate ($ millions)

1996 1997 1998 1999 2(8)0

New Revenue Sources

1. Radio enhanced underwriting $0.5 $6.2 $11.8 $20.4 $29.1

2.TV enhanced underwriting $8.2 $17.1 $25.3 $31.9 $35.6

3. Satellite transPonder leasing $1.9 $4.6 $5.2 $6.8 $6.8

4. Ancillary income $0.5 $2.7 $4.9 $5.1 $5.2

Subtotal $11.1 $30.6 $47.2 $64.2 $76.7

Total $14.8 $51.8 $92.2 $135.8 $172.2

1. Source: Lehman Bmthers analysis.

Summary
Potential sources of cost reduction and revenue

Low estimate ($ millions)

-1996 1997 1998 1999 2000

Cost Reductions

1. Mergers and consolidations $0 $2.7 $6.5 $11.6 $17.3

2. Automation $2.8 $11.8 $24.0 $36.3 $45.7

Subtotal $2.8 $14.6 $30.5 $47.9 $63.0

New Revenue Sources

1. Radio enhanced underwriting $2.4 $6.2 $7.5 $9.4 $9.7

2.TV enhanced underwriting $5.4 $12.6 $18.5 $22.6 $25.1

3. Satellite transponder leasing $1.9 $4.6 $5.2 $6.8 $6.8

4. Ancillary income $0.5 $2.7 $4.9 $5.1 $5.2

Subtotal $10.2 $26.1 $36.1 $43.9 $46.8

Total $13.0 $40.7 $66.6 $91.8 $109.8

I . urce: Lehman Bmthers ana ysis.

IV. MAKING THE TRANSITION

A. ANNUAL APPROPRIATION

The combination of cost reductions and revenue increases described here could not
compensate for a complete loss of the federal appropriation.

In the absence of a reliable alternative, a continued federal appropriation is necessary.
That appropriation would have two components:

_-
1. A base appropriation to provide long term support for those programs and services
stations provide which at this time have no realistic prospect of attracting sufficient
external funding to become self-supporting (e.g., educational, children's, and outreach
programs and services).

2. A transitional fund which would enable public broadcasters to implement
efficiencies and launch new revenue streams. This amount would be phased out over
time. It would be used for costs related to mergers, consolidations or automation, such
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as purchases of new equipment, severance pay for employees, and training in
underwriting sales. As the charts above illustrate, assuming an appropriation frozen at
the FY 95 level of $285.6 million, public broadcasting would have available between
$13.0 and $14.8 million in fiscal year 1996 to carry through the restructuring outlined in
this plan. In fiscal year 1997, when restructuring is fully underway between $40.7 to
$51,8 million would be available.

B. ALTERNATIVE SOURCES OF PUBLIC SUPPORT: ATV SPECTRUM AND TRUST
FUND

The leaders of the 104th Congress have reaffirmed their support for the value of public
telecommunications. They have said, too, that it must be self-financing and that they
are prepared to work with the public broadcasting industry to achieve that goal. This

_presents us with the opportunity to consider innovative alternatives.

1. ATV Spectrum

Congress has long recognized that spectrum is a public resource, and a portion of the
spectrum is explicitly reserved for noncommercial and educational purposes. In
keeping with this public service goal, we considered the opportunities presented by the
future availability of ATV spectrum, including the possibility of realizing fees on its
use, transfer, or licensing.

Should Congress or the FCC so direct, the sale or lease of an additional 6 MHz of
spectrum allocated for ATV could represent a substantial revenue opportunity for
public broadcasters. But any value that might be obtained will depend on widespread
public adoption of digital television and other advanced technologies. The most
reliable estimates by Congress and the FCC indicate this may be ten years or more in the
future.

Sale or lease of this spectrum would come with a high price for public broadcasters if
adoption of high definition television (HDTV) is widespread. It is unlikely there exists
sufficient spectrum for bOth HDTV transmission and other uses. The sale or lease of
ATV spectrum may leave public television without the spectrum to offer HDTV
broadcasts to the public when digital ATV becomes fully established.

2. Trust Fund

Although commercial use of excess ATV spectrum does not appear to have any clear
potential for revenue generation in the immediate term, public broadcasting welcomes
the opportunity to work with the Congress to identify and establish a reliable long-term
financing mechanism.

The creation of a fully private trust fund was seriously debated when Congress first
authorized public broadcasting nearly thirty years ago. It was rejected at the time, but
the rationale remains compelling: establish a trust, the income from which will assure
that high quality educational and informational programs and services are available
free of charge for all Americans.

We recommend that Congress authorize such a trust.

We have examined a number of options to capitalize a trust fund from non-
appropriated sources. Several may merit further consideration. We look forward to
exploring these and any other alternatimes Congress may suggest to make such a trust
fund viable.
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C. ADDITIONAL MEASURES

In conducting this review, public broadcasters identified a number of additional
measures Congress could consider which would further significantly public
broadcasting's efforts to achieve self-sufficiency. These include such actions as:

Giving public broadcasting relief from the Unrelated Business Income Tax (UBIT) and
preserving its tax-exempt status when revenues are reinvested in public
telecommunications services.

Dissolving restrictions embodied in federal government liens on Public
Telecommunications Facilities Program (PTFP) funded equipment and facilities.

Requesting favorable treatment in non-profit postal regulations pertaining catalog
mailings and sales.

Extending favorable copyright provisions to include the use of copyrighted works in
new media and provide for additional educational uses of public broadcasting
programs.

Encouraging government agencies, schools, libraries and other educational institutions
to form partnerships with public broadcasters for the purpose of serving community,
informational, cultural and educational needs.
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FEDERAL MEDIATION AND CONCILIATION SERVICE

STATEMENT OF JOHN CALHOUN WELLS, DIRECTOR

Mr. Chairman and Members of the Subcommittee:

It is my pleasure to present to you the Fiscal Year 1996 appropriations request for

the -Federal Mediation and Conciliation Service. I would like to describe briefly the FMCS

fiscal year 1996 budget request, identify our recent major achievements, and predict what

we hope to accomplish in the near future.

The Federal Mediation and Conciliation Service (FMCS) was created by Congress as

an independent agency in 1947 by enactment of the Taft-Hartley Act which directed FMCS

to provide mediation, conciliation and arbitration services to labor and management. Since

then, FMCS's charter has been expanded by a variety of subsequent statutory enactments,

making it our nation's premier body for resolution of labor-management disputes and the

key governmental body providing alternative dispute resolution assistance to federal and

other governmental agencies. Today, FMCS provides mediation services including dispute

and preventive mediationarbitration services, labor-management cooperation grants, and

alternative dispute resolution assistance to our customers labor organizations, businesses,

and government agencies. Critical to an understanding of our agency's work is that FMCS

provides direct assistance to these organizations on a strictly voluntary basis. As an

independent,'neutral agency, it performs no regulatory functions.

I am also pleased to advise you that FMCS reinvention or reengineering initiatives

are substantially underway, having begun within 30 days after my appointment as Director.

As 'a first step, the Agency engaged in a strategic planning process to consider how to

. prepare 'itself to deliver high quality customer-driven services into the 21st century.

Dramatic changes are taking place in the workplaces of this nation. There is

increasing use of collaborative processes and interest in innovative, high performance

strategies. In the society at large, there is a growing interest in learning and using conflict

resolution techniques. FMCS has an important contribution to make to both the labor

relations and conflict resolution systems. But, to do that FMCS must be an organization

which strives for continuous improvement. We are committed to implementing a strategic
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action plan to assure that we will be able to provide mediators with the requisite

knowledge, skills and abilities to respond to our customers' needs, both today and in the

days ahead.

FMCS MISSION

FMCS was first established in 1947 to assist management and labor in settling their

disputes through conciliation, mediation and voluntary arbitration. While work stoppages

have declined in recent years, mediators have continued to be involved in increasingly

complex, contentious disputes. Pattern bargaining, once the norm in most major

industries, has continued to diminish and in many cases insistence on, or resistance to, the

pattern has actually caused and prolonged strikes, creating the need for negotiations on a

company-by-company basis. The leading causes for today's disputes are job security,

health care costs, economic issues, and working conditions. Other issues that arise in

negotiations today include productivity, product quality, joint problem-solving procedures,

retirement benefits, occupational safety and health, and criality of work life.

Also since 1947 FMCS's charter has been expanded by several subsequent statutory

enactments. In 1978 Congress passed the Labor-Management Cooperation Act Which

expanded the mediation activities engaged in by the Agency by authorizing FMCS to

"encourage and support" joint labor-management committees designed "to improve labor

management relationships, job security and organizational effectiveness" [section 203(e)],

for the purpose of "enhancing economic development or involving workers in decisions'

affecting their jobs including improving communication with respect to subjects of mutual

interest and concern." [section 205A(a)(1)J Through this activity mediators work with

management and labor to address such issues as customer service, economic

competitiveneSs, productivity, employment security.

Additionally, drawing on its conflict resolution skills, FMCS has helped in

resolution M disputes outside of the labor-management arena ever since the Director was

asked by Congress to mediate a land dispute between the Navajo mid Hopi Tribes in the

1970s. In 1990, the enactment of two laws expanded FMCS work in alterative disptite

resolution (ADR). The Administrative Dispute Resolution Act requires thit each federal
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agency develop a policy for institutionalizing mediation and other forms of conflict

resolution as an alternative to costly litigation and provide ADR training to appropriate

staff. The Negotiated Rulemaking Act of 1990 encourages all agencies to use the

regulatory negotiations process in developing agency rules.

Both Acts authorize FMCS to provide consultation, training, systems design and

third party neutral services to all federal agencies. Through this work, FMCS helps to

reduce government-wide litigation costs and improve government operations, by

facilitating regulatory procedures and relationships with the public. FMCS work gives

America's citizens a voice in the regulatory process, making them partners with

government in finding solutions to the problems, which affect their lives.

Specific FMCS program activities and objectives include:

Dispute Mediation

Federal mediators have been, and will continue to be, active in labor-management

negotiations throughout the United States. Our 195 mediators, employed in 79 field

offices, have almost immediate access to the collective bargaining community. Our work

encompasses small, medium, and large employers in all industries except the railroad and

airline industries.

FMCS was directly involved in 381 of the 476 work stoppages (80 percent) which

ended during the last year. A notable success was FMCS assistance in resolving a several

week strike by the Teamsters Union against the trucking industry, involving more than

70,000 workers nationwide. A result of those negotiations was the parties' agreement to

launch a joint labor-industry council to address the economic competitiveness problems of

the industry. Another notable success, was FMCS assistance in resolving a four month

strike at the Kennedy Space Center, the second longest strike in NASA's history.

Not as successful, but certainly visible, were FMCS efforts last summer in the

baseball strike, bringing together twelve representatives of major league baseball owners and

twenty-five representatives of the players association to the bargaining table. When

negotiations went nowhere, and the season was cancelled, I recommended the appointment
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of an independent mediator to conserve public resources. And, in the continuing dispute

between the United Auto Workers and Caterpillar, Inc., where a strike involving about

14,000 workers has been ongoing for a year at eight plants in Illinois, Pennsylvania, and

Colorado, formal negotiations have taken place under FMCS auspices.

Under the provisions of the 1979 Postal Reorganization Act, FMCS actively

mediated issues in the contract dispute between the Postal Service and its largest employee

union, the American Postal Workers Union. We have appointed a private.arbitrator to

resolve outstanding issues. We also referred a private fact finder to make recommendations

for resolving the current dispute between the Postal Service and the National Association of

Letter Carriers, the second largest postal union. Subsequently, w'e'named an arbitrator to

resolve the dispute. These are the largest collective bargaining negotiations underway in the

nation today, involving about 600,000 postal employees.

The livelihoods of thousands of American working people are at stake in many of

these negotiations. _Besides the obvious illustrations, like Caterpillar, where thousands of

workers are on strike, there are others. To cite just one, Donnelley Printing Company,

one of the largest printing companies in the U.S., announced its October 1994 that it would

close its Des Moines, Iowa plant employing over 1000 employees. An FMCS mediator met

with the company and union leaders 17 times, over hundreds of hours, and in December

they approved an agreement under which the plant will stay Open. The mediator also

served, at the request of die Governor, on a Task Force set up to review the situation.

Over the last seven years, 85 per cent of the negotiations which FMCS has actively

mediated have resulted in agreements. By contrast, agreements are reached in 75.6 percent

of those contract negotiations without FMCS mediation. The positive contribution of our

mediators is evident, especially since mediation is rarely sought unless the negotiations are

difficult.

Just this week, after more than four and a half months of bargaining, with the

assistance of an FMCS mediator, Teamsters Joint Council 25 in Chicago and the Mid-

America Regional Bargaining Association reached a new 62 month agreement covering

about 1500 construction truck drivers on commercial and heavy/highway projects. As
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reported by the Daily Labor Report (6/26/95); the secretary of the employer bargaining

group, stated that had the mediator not been present "things may have gotten out of hand."

He reported that employers became so frustrated at one point during the negotiations that

"serious consideration was given to disbanding the bargaining unit."

FMCS also assists states and localities where there is no viable mediation service and

actively mediates public sector disputes or assists in training state mediators. We are active

in more than 35 states, assisting in training, mediating and dispute resolution.

In Fiscal Year 1996, there will be contracts expiring and negotiations occurring in

the aerospace, agricultural implement, retail sales, apparel, oil and petrochemicals, defense

contracting, shipping, shipbuilding, utilities, construction, health care, newspaper,

telecommunications and information, electronic manufacturing, schools, and insurance

industries. FMCS expects to be actively involved in about 6,000 of these mediation cases.

Preventive Mediation

Preventive mediation is an essential method of assisting management and labor in

minimizing ormanaging conflict and transforming adversarial environments into more

c"ollaborative ones, helping to create profitable and economically secure enterprises. FMCS

provides a variety of specific preventive mediation programs which introduce the parties to

more effective techniques and skills in bargaining, communications, joint problem solving

and innovative conflict resolution. Mediators provide facilitation and training in

collaborative labor-management processes designed to improve labor-Management

relationships, economic competitiveness, workplace performance, profitability and

employment security. Federal mediators will conduct approximately 2,200 preventive

mediation cases in Fiscal Year 1996.

To give you a few examples of this work, FMCS mediators are assisting Nabisco,

Inc. and the Bakery, Confectionery, and Tobacco Workers Union with developing their

participative work agreement and pXrtnership which is conimitted to maximizing company

and employee competitiveness. Last November, following settlement of a four month

strike in Wyoming, an FMCS mediation team took representatives from General Chemical

Corporation and the United Steelworkers through a three day Relationship by Objectives

r
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program geared toward alleviating hostility, distrust and attendant problems. The team

has been asked back to conduct a follow up.

Another recent major achievement was in the'Twin Cities in Minnesota. Federal

mediators provided training and facilitation to twelve hospitals and the union representing

7000 registered nurses who were exploring ways to collaboratively manage the effects of

changes in the health care industry and to improve-their labor-management relationship.

After a long history, of adversarial bargaining, these parties decided to utilize interest based

bargaining and successfully reached agreement.

Currently, in Chicago, FMCS is developing an extensive training program with the

Illinois State Department of Children and Family Services and the American Federation of

State, County and Municipal Employees. These parties approached FMCS about guidance

on forming a partnership and training for supervisors and union stewards on grievance

handling, problem solving, and other skills to improve their relationship. This state

agenCY, whose caseload has iisen from 50,000 to 115,000 children under its protection, has

been under intense public pressure lately because of an increasing incidence of injury and

abuse of these children. The situation is complicated by an adversarial relationship

between the parties who are now interested in receiving assistance in improving their

relationship so that they Can then jointly address the public outcry.

We believe that through our dispute and preventive mediation services, FMCS is an

effective partner with our management and labor customers in resolving their collective

bargaining differences and searching for constructive solutions. In February we conducted

five focus groups around the country to ask our customers how critical they think FMCS

services are, how satisfied they are with our services, and what we could do better. The

feedback was overwhelmingly positive. Both management and labor participants judged

FMCS mediation services as critical functions for the federal government to perform.

Our dispute mediation services were said to be "cost effective" means of avoiding

strikes and settling disputes. Participants offered anecdotal experiences in which FMCS

mediation had prevented work stoppages, plant closures, wage and benefit loss or

workforce replacements. Our preventive mediation programs were said to encourage more
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stable work forces and greater productivity. Several labor participants cited FMCS labor

management cooperation programs as being responsible for increasing efficiency at their

represented locations. One cited FMCS interest based bargaining training and facilitation as

being responsible for saving a facility with over 500 unit jobs.

Management participants at one focus group agreed that, even though a rather small

percentage of the workforce is organized nationally, the impact of that sector is enormous.

A strike against one company potentially costs millions, and the economic snowball effect

is significant throughout the community and the economy as a whole. They concurred

that mediation is "essential in this time of change for everyone." "Mediation has really

calmed everything down." One labor participant predicted that "any effort to diminish

FMCS and change its current status or mission would result in a work stoppage incidence

of over

Arbitration

Almost universally, management and labor provide for arbitration to resolve disputes

which arise under their collective bargaining agreements. FMCS maintains a roster of 1,700

private, professional arbitrators and, upon request, furnishes a list of individuals to the

parties for their selection of an arbitrator to hear their case and make a final and binding

decision. FMCS fosters improved contract administration and continued faith in the

collective b:argaining system each year by providing thousands of panels of arbitrators.

Arbitration offers the additional advantage of saving money. The average cost to the parties

of a case settled through the use of FMCS arbitrators was $2,352 clearly far less than

litigation or strikes over grievances. In Fiscal Year 1996, FMCS expects to issue 31,600

panels.

Labor-Management Cooperation Program

As previously stated, the Labor Management Cooperation ACt of 1978 significantly

expanded our charter by authorizing FMCS to encourage and support ;oint labor-

management cooperative activities designed "to improve labor-management relationships,

job security and organizational effectiveness." Congress also authorized FMCS to carry

0 .7
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out a program of grants to establish new or expand existing labor-management committees.

The Services goal for this program is to encourage joint, innovative approaches to

collaborative management-labor relatiohs and problem-solving.

To illustrate, an FMCS $100,000 grant was awarded this year to promote

cooperation between a San Francisco multiemployer group comprising 12 hotels and several

unions. Those parties have entered into a ground breaking partnership agreement for the

industry. An FMCS mediator has been working with the groups providing training and

facilitation for their efforts. One union has already announced that it has cut the cost of

grievances in the six months since conclusion of the agreement.

Another grant .was awarded this year to six Ohio rubber companies and the United

Rubber Workers Union. An FMCS mediator is providing consultation and facilitation

services to their labor management committee which is meeting to share ideas and human

relations and industrial relations skills and to discuss ways t'ci make the workplace more

productive.

Since 1981, FMCS has awarded more than $10.9 million to 187 labor management

committee grant applicants. It received 726 applications requesting more than $53 million

over the same period. In Fiscal Year 1996 FMCS is requesting a level of $1,750,000 for its

labor-matiagement cooperation program.

Alternative Dispute Resolution

Through the FMCS alternative dispute resolution program, mediators assist federal

agencies in institutionalizing mediation and other forms of conflict resolution as an

alternative to costly litigation. After consultation with client agencies, we provide such

services as conflict resolution systems design and evaluation, education, training and

mentoring. Through our "train the trainer" programs, we educate agency personnel in

conflict resolution skills so they, in turn, can train others. We mediate disputes both

within agencies (e.g., age discrimination and other fair employment complaints,

whistleblower complaints) and between agencies and their regulated public (e.g.,

environmental disputes). We are under contract with about 50 agencies to provide various

5-fas
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ADR services.

To date there has been no comprehensive study of cost savings and benefits

associated with ADR use in the federal sector, but a number of agencies using ADR

techniques to resolve conflicts report significant savings as a result. Toward Improved

Agency Dispute Resolution: Implementing the ADR Act, Report of the Administrative

Conference of the United States on Agency Implementation of the Administrative Dispute

Resolution Act, February 1995.

On March 4, 1995, President Clinton signed a memorandum to agency heads on the

Administration's Regulatory Reinvention Initiative which included a directive to expand

efforts to promote consensual rulemaking. As a result, FMCS has seen an increase in

requests for its assistance in facilitating regulatory negotiations.

We have recently completed facilitation of negotiated rulemaking for 1) the

Department of Transportation (railway safety issues); 2) Department of Housing and Urban

Development (vacant housing appropriations); and 3) Federal Energy Regulatory

Commission (involving environmental issues surrounding the New Don Pedro Dam

Project).

We are currently conducting regulatory or public policy negotiations for: 1) the

Departments of the Interior and Health and Human Services under the provisions of the

Indian Self-Determination Contract Reform Act; and 2) the Bureau of Indian Affairs of the

Department of the Interior over sacred land issues. At least three more are under review.

I am pleased to report that at a focus group recently conducted with our ADR

customers, one,participant stated, with concurrence by all, that "if there wasn't a Federal

Mediation and Conciliation Service, the government would have to'create one." There

was consensus that, if the government wants to avoid litigation and resolve disputes more

amicably, in less time, and most importantly, at less cost, then the ADR process "is the

only way to go and FMCS is the perfect provider." One participant said that "If.we have

to go outside of FMCS for mediators or mediator/facilitator training, it would kill us; we

cannot and will not be able to afford private companies and our organizaion would have

no ADR."
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With respect to our regulatory negotiations services,.one participant said that by

utilizing two mediators from FMCS to conduct four meetings over a two month period,

Isis organization was "able to resolve complex, contentious issues, and put the proposed

rules into effect." Without this procedure, "because of challenges and litigation, putting a

rule into affect can take one to two years." The participant could not "understand why

other agencies, authorities, or,departments do not take advantage of this process."

With the public growing more intolerant of litigation as a means of resolving

conflict and of regulation, the demand for this ADR work grows steadily. No funds have

ever been appropriated for FMCS activities in alternative dispute resolution. As a result,

FMCS performs this work through interagency reimbursement agreements. In Fiscal year

1996, FMCS expects to be involved in more than 60 alternative dispute resolution

programs.

National Partnership Activities

As part of the- reinventing government" process initiated by Vice President Gore's

National Performance Review, Executive Order 12871 was issued by President Clinton on

October 1, 1993. It created the National Partnership Council with eleven members. As

Director of the FMCS, I serve as a member of the Council. The Executive Order directed

the creation of labor-management partnerships throughout the executive branch of federal

government.

During the last year, FMCS mediators have provided training in management-labor

cooperation and partnership to approximately 500 federal labor-management "pairs"

throughout the country. Mediators are continuing this training, as well as providing

facilitation and mediation services to these parties. No funds have been appropriated for

this activity. We anticipate a level of training and follow-up activity in Fiscal Year 1996

that is approximately the same as Fiscal Year 1994.

FMCS Reinvention Efforts

In December 1992, I initiated a strategic planning process by assembling "The

Mediator Task Force on the Future of FMCS" and empowering it to make
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recommendations to me on the agency mission, goals and policies for the future leading to

the development of a strategic action plan by which to achieve these.

The Task Force first examined some of the major forces of change affecting FMCS

work. Principal among these were global competition, technology, changing workforce

demographics, evolving management and labor relations, rising conflict in society, and the

rising use of alternative dispute resolution. The Task Force heard from a variety of

customers, including representatives of labor, business, and government, as well as several

academic experts and private practitioners who compete with various aspects of FMCS

work.

Based on this input and their own deliberations, the Task Force identified areas for

improvement. In its Report issued in July 1994, the Task Force concluded that FMCS

"should transform itself into a model high performance workplace, which is customer-

driven and strives for continuous improvement. It will have to vigorously examine every

aspect of the way its organization is structured, work is performed and services are

delivered." (Report at page 3.) The recommendations encompassed agency work design,

organizational structure, leadership, delivery and support systems, staffing, selection,

training and professional development, evaluation and rewards, internal communications

and external relationships, and FMCS union-management relations.

After receipt of the Task Force Is report, I assembled a group to develop a strategic

action plan to implement the vision for the future described by the Task Force. That

planning group assigned a number of subjects (technology, rewards and evaluations,

customer service/survey, resource clearinghouse, and training and professional development)

to five task committees composed of mediators and other professional staff for further

study. Those task committees have made their recommendations, and implementation is

already underway. The written strategic action plan, which will soon be completed, will

outline goals, a strategy for achieving these goals, resource allocation, responsibilities, and

time lines.

We have made significant progress in streamlining our operations. Our

streamlining plan entails a significant, overall reduction of management level positions, a
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consolidation of departments, and a flattening of the hierarchy. To date, three GS-15

positions will be eliminated by retirements, one by resignation, and four more will be

eliminated by buyouts beginning in March 1995. Six positions below GS-15 level have

been eliminated by buyouts. These positions were both in our National Office and in the

field. We will be reviewing our field office structure for efficiency and effectiveness. We

have already reduced our National Office management structure by consolidations of

departments. With only one level of supervision between the field mediators and our

customers and the office of the Director, our flattened structure enables swift coordination

and responsive mediation activity.

Critical to our restructuring initiatives will be our technology modernization plan, a

functional assessment of every administrative function, appropriate work redesign, and

strategic use of information technology to leverage our resources and streamhne operations.

We have also established an "Efficiency and Effectiveness Committee" to review Agency

operations.

Our Objectives

To meet.the challeriges of the upcoming Months and years, to adjust to the

dramatically changing economic environment, and to adequately respond to our customers'

needs, FMCS must hire, train, and retain the most qualified workforce possible. We

must provide our staff with the resources needed to accomplish our missionto improve the

practice of collective bargaining and to promote labor-management cooperation and conflict

resolution throughout the United States.

To do this, we are requesting funding for our regular programs, as well as funding

for three principal initiatives. The first is for the continuing education, training and

professional development of our mediators to enable them to upgrade their skills in

preparation for the 21st century and keep current with the latest workplace developments.

The second is for technological improvements to enhance our efficiency, productivity and

internal communications. Our agency has not yet been able to supply all of our 179

mediators with computers, laptops, or even fax machines. We do not yet have E-mail.

Scattered as they are around the nation, many in one person stations, these mediators are at

512
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a tremendous disadvantage in this technological era. Third, is to perform a nation-Wide

customer survey.

We at FMCS are attempting a comprehensive, systemic approach to reinventing our

agency and transforming it into a model high performance workplace. A recent study

examined whether high performance work practices are generally associated with better

firm performance. (High Performance Work Systems and Firm Performance," Bureau of Labor

Statistics, Monthly Labor Review, May 1995.) It concluded that it is the use of

comprehensive systems of work practices, as opposed to a piecemeal approach, "that is

most closely associated with stronger firm performance."

The Mediator Task Force on the Future of FMCS looked at our agency as a whole.

Its recommendations cover many subjects which together form a coherent whole leading to

greater opportunities for organizational learning and continuous performance improvement.

Critical to these recommendations is a focus on professional development and careful and

strategic use of modern information technology. Both of these components, when applied

as part of an overall strategic plan, play an important role in promoting high performance

workplaces. Without either one of them, we wOuld be at a disadvantage in meeting our

vision for the future. We are persuaded by the examples set by many leading edge

businesses who are finding that investments up front in human assets through education

and training and in information technology ultimately pay off.

We are therefore requesting that FMCS be provided with an appropriation level of

$33,290,000 and 296 full-time equivalents in Fiscal Year 1996.

Mr. Chairman, I will be pleased to respond to any questions you or other members

of the Subcommittee may have.

QUESTION. SUBMITIED BY THE SUBCOMMITTEE

Question: What would be the effect of a 10-percent reduction in your agency's budget?

Answer: A 10 percent reduction in funding below the Fiscal Year 1995 appropriation
level would amount to a cut of $3,134,000 for the Federal Mediation and
Conciliation Service.

Method of Reduction. If the Service received such a reduction in funding,
all programs, including hiring and spending plans associated with the
programs, would be examined for possible reduction, delay, or elimination.

5 I 3
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We do not know exactly what we would do to meet such a reduced level,
but it is safe to assume that there would be a hiring freeze, a reduction-in-
force, furloughs, and spending cuts for vital necessities such as travel, rents,
and communications, In addition, grant funds under the Labor Management
Cooperation Program could be reduced or eliminated.

In Fiscal Year 1996, FMCS planned to hire approximately seven new
mediators and four other positions. With a hiring freeze, there would be no
replacements for positions vacated through retirement and other attrition.
Critical vacancies would remain unfilled. We could expect to save less than
$300,000 from such a hiring freeze.

If the Service.had a reduction-in-force and eliminated the last 25 mediators
hired, we could save approximately $1,000,000 of the $3,134,000 needed. This
would translate into a cut of 12.5% of our entire national staff of mediators.
However, such a RIF would result in at least five field stations without
mediators and several field stations with drastically reduced staff.

The Labor Management Cooperation Program currently has a funding level
of $1,500,000 for grants. Some or all of these grant funds could be used to
cover other spending items but the vital work of this program would be
curtailed or eliminated.

If the entire reduction in funding were handled through furloughs, there
would be 45 days of furlough of the entire FMCS workforce needed to meet
the reduction. If FMCS implemented the hiring freeze and RIF'd 25
mediators, there would be a need for approximately 26 days of furlough. If
FMCS implemented the hiring freeze, RIF'd 25 mediators, and eliminated the
Labor Management Cooperation Grants Program, there would still be a need
for five days of furlough.

Effects of Reduction. A 10 percent reduction would have a disastrous effect
on FMCS and our ability to deliver vital services to our clients. In some
parts of the country, our work would cease or be reduced to an intolerable
level.

Our assistance in dispute mediation and preventive mediation would be
curtailed and we believe this would result in a higher incidence of work
stoppages and longer duration of labor-management conflicts. We also
believe that the impact of such a cut in funding would last for years and
would result in increased labor-management conflict.

Our ability to respond to the increasing demand from federal government
agencies for our alternative dispute resolution services would be greatly
curtailed by our reduced workforce.

Of course, a ten percent reduction from 1995 appropriation level would also
entail our inability to fund three important initiatives for which we had
sought an increase in our appropriation over FY 1995 level. These initiatives
are as follows:

Strategic Information Plan; $613,000 for basic even elementary technology
improvements such as fax machines, computers and additional integrated
software to allow better communication with our 79 Field Offices and
development of a local area network, including E-mail;

Training and Education; $430,000 for mediator professional development
training to assure that our mediators have the knowledge, skills and
competencies in the most modern, up-to-date, high performance workplace
processes;

Customer Service Survey; $30,000 to collect opinions, attitudes and
comments about FMCS from customers and potential customers, to assure
our responsiveness to these customer needs and interests.

5 1 4
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FEDERAL MINE SAFETY AND HEALTH REVIEW
COMMISSION

STATEMENT OF MARY LU JORDAN, CHAIRMAN

Mr. Chairman:

It is a pleasure to submit this summary statement explaining the Federal Mine Safety and

Health Review Commission's FY 1996 budget request, its accomplishments, and its plans for the

near future.

The Federal Mine Safety and Ilealth Review Commission is an independent, adjudicative

agency that provides administrative trial and 'appellate review of legal disputes arising under the

Federal Mine Safety and Health Act of 1977. Most cases deal with civil penalties assessed by the

Department of Labor's Mine Safety and Health Administration (MSHA) against mine operators

.and address whether the alleged violations occurred as well as the appropriateness of proposed

penalties. Other types of cases address mine closure orders, miners' complaints of safety-related

discrimination and miners' requests for compensation after having been idled by a mine closure

order.

The Commission's administrative law judges (ALJs) decide cases at the trial level. The five-

member Commission provides administrative appellate review of ALJ decisions. The cases come

before the Commission by parties' petitions for discretionary review. The Commission may also

direct review on its own in cases that may be contrary to law or that present novel questions of

policy. An ALJ's decision that is not directed for review becomes a final, non-precedential order

of the Commission. The Commission's decision are precedential and many involi.re issues of first

impression under the Mine Act. Appeals from the Comrnission's decisions are to the U.S. Courts

of Appeals.

Currently, the Commission has four members and one vacancy. The term of two

commissioners will expire near the end of FY 1996.

The budget request for FY 1996 totals $6,467,000 to support 60 FTE. The additional

funding request of $267,000 is essential to maintain this stalling level. Included in this amount are

$145,000 required for added payroll costs attributable to the 1995 pay adjustment and to the

itnticipated January 1996 pay increase. $106,000 is requested for mandatory payroll costs at the

authorized 60 FTE employment level. The remaining $16,000 is requested for other increased

support costs.

During the three years covered by this budget submission, the Commission expects a

constant level of new cases at the trial level. A total of 5,080 new cases were received in FY

1994 and 5,100 are anticipated for FY 1995 and FY 1996. In FY 1994 the ALJs disposed of
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4,306 cases. The Commission's future plans call for increasing dispositions at the AU level. The

Commission hopes to dispose of 4,580 cases in FY 1995 and 4,650 in FY 1996.

A substantial portion of the Commission's FY 1995 resources are being devoted to review an

All's decisions in a large number of similar cases commonly referred to as the "Dust Cases."

One of the Commission's major accomplishments this fiscal year is the expeditious handling of

these complex cases. On May 20, 1994, the Commission received a petition for review from the

Secretary of Labor raising 14 points of error in the judge's decisions. The Dust Cas6 involve the

largest record ever before the Commission: 14,000 pages of transcript, 586 exhibits, 31 expert

reports and 36 pleading files. The Commission determined to resolve the Dust Cases as

expeditiously as possible; it set a briefing schedule requiring the completion of briefing by parties

and intervenors by the end of December 1994, a fast track given the complexity of the issues and

the extraordinary size of the record. The briefs submitted to the Commission were lengthy,

totaling 377 pages. Oral argument was held on March 29, 1995. The Commission plans to is-sue

its decision by the end of the fiscal year.

Depending on the resolution of the Dust Cases, a stay currently in effect that applies to

related dust cases at the AU level could be lined by FY 1996. This could activate 3,722

additional cases on the Commission's trial and appellate dockets.

in FY 1994, the Commission received 105 cases for appellate review and disposed of 95

proceedings, ending the year with an inventory of 57 cases. The average age of the matters

pending before the Commission at the end of FY 1994 was 5.2 months, and the average age of

decision issued during that fiscal year was 4.7 months. Because the Commission has had to

devote significant resources to the Dust Cases, total dispositions are expected to drop to about 80

in FY 1995, with a consequent rise in end-of-year inventory to 70 cases. In FY 1996, the

Commission anticipates increasing appellate dispositions to about 91 in an effort toward reducing

the end-of-year appellate inventory to a more manageable level.

QUESTION SUBMITTED BY THE SUBCOMMITTEE

Question: What would be the effect of a 10-percent reduction in your agency's budget?

Answer: The proposed budget levels and impact are described below:

FTE Funds $000

FY 1996 President's Budget Request 60 6,467
Increase over FY 1995 -- 267
FY 1995 Appropriation 60 6,200
10% Reduction -6 -620
FY 1996 Reduced Level 54 5,580

Reduction Below President Budget -6 887
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Since undergoing a reduction in force in the early 1980's, the Commission has been sensitive
to fiscal constraints and has conducted its programs at minimum personnel andfunding levels. All

but five of the Commission's FTEs are directly involved in the adjudicatory function. Even when
its workload increased fourfold in 1991 and end of year case inventories increased from 1,200 to
more than 7,000 cases, the Commission added only four Administrative Law Judges. Since that

time, the intake of new cases has remained at a sustained high level and, while dispositions
average more that 330 cases per judge, the inventory of cases pending decision currently exceeds

7,300.

At the ALJ level, a 10% reduction will likely mean the loss of two administrative law judges and
support staff. Case dispositions currently estimated at 4,650 for FY 1996 will drop below 4,000

at this reduced funding level, with a corresponding increase in end-of-year inventories and in the

age of pending cases and issued decisions.

At the Commission level, the President's FY 1996 budget anticipated the conversion of a clerical
position to an attorney position necessitated by the increase in cases being appealed. A 10%
reduction will not only eliminate the proposed conversion but will cause further reductions in the
Commission's attorney support. The Commission had production levels in FY 1994 that resulted
in average decision and inventory ages of less than six months. The necessity of devoting
substantial resources to review of the Dust Cases has already affected the Commission's work on
other cases and has increased the average age of the Commission's pending FY.I995 docket to
over eight months. We estimate that funding at the level specified in the President's budget

would at least keep the average age of the Commission's year-end inventory from rising further in
FY 1996. However, a 10% reduction in FY 1996 will cause the age of pending and issued
appellate cases and the end-of-year inventory to continue to rise, while production levels will

deteriorate.

U.S. NATIONAL COMMISSION ON LIBRARIES AND
INFORMATION SERVICE

STATEMENT OF JEANNE HURLEY SIMON, CHAIRPERSON

I am pleased to present this statement in behalf of the National Commission
on Libraries and Information Science. This written statement, along with our
appropriation justification, contains details of the Commission's proposals for FY
1996.

As you know, the President's FY 1996 budget requests $962,000 for our
agency. You also know that, as part of the President's initiatives on reinventing
government, all federal agencies are re-examining their missions. This re-
examination includes addressing the mission based on customer input, asking
whether the mission can be accomplished as well or better without federal
involvement, looking for ways to cut costs or improve performance through
competition, and looking for additional ways to put customers first, cut red tape
and empower employees. The National Commission on Libraries and Information
Science is actively participating in this effort and will keep you apprised of our
review.

In reviewing the Commission's mission, we have summarized and itemized
our essential functions from those included in our statute, Public Law 91-345.
Those three essential functions are:

1. determining the needs of the people of the U.S. for library and information
services,
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2. translating those needs into policy recommendations, and
3. advising the Congress and the President on the implementation of national

policy.

To accomplish these essential functions and to make better use of our small
independent agency's resources, we are planning collaborative partnerships with
governmental agencies at all levels and with non-profit, independent and private
organizations to assure that the needs of the people are identified and addressed at
the appropriate level. Let me give you three examples of what I mean:

1.) The first example is a conference the Commission co-sponsored in early
February in Philadelphia. This one-day national pre-White House Conferenceon
Aging. Toward the White House Conference on Aging: Priorities and Policies for
Libraries and Information Services for Older Adults, developed recommendations
for meeting the needs of libraries and information services in serving older adults.
The meeting involved over 200 participants, with seniors over 65 in the majority.
The Commission worked with representatives from the American Library
Association and the National Library Service for the Blind and Physically
Handicapped of the Library of Congress to plan and conduct this conference.
NCLIS will publish and distribute the proceedings of our February pre-conference.

The prioritized recommendations developed at the pre-conference were
transmitted to the 1995 White House Conference on Aging for consideration by
delegates at the national conference scheduled for early May. Further, the
Commission is coordinating plans for an information resource center at the May
conference to support the inforniation needs of delegates as they develop policy
recommendations. By establishing partnerships to sponsor the pre-conference and
to support the information resource center, the Commission is leveraging resources
to accomplish our program ftmctions.

2.) The second example of the Commission's collaborative work is a
current project studying the costs of libraries' using the Internet to improve and
enhance information services for citizens. This study builds on a 1994
Commission-sponsored national survey of U.S. public libraries connected to the
Internet. This spring 1994 survey showed that 20.9% of our 9,050 public libraries
were connected to the Internet. (We expect that percentage has grown rapidly in
the past year.) NCLIS* study findings have been widely reported and requests for
the Commission's published report Public Libraries and the Internet: Study
Results, Policy Issues, and Recommendations are received daily from around the
world.

In the 1994 NCLIS survey, public libraries reported annual Internet
expenditures of from $275 to $14,700. This wide cost variation is problematic for
libraries planning Internet connections. In order to take advantage of the potential
of Internet for libraries to offer services that respond to citizens' information
needs, decision-makers at every level need more accurate cost estimates. The
Commission's cost model study will provide valuable information about the role
of libraries in offering Internet services to local communities.

The Com4mission is beginning this new investigation by exploring the
experience of public libraries and state-wide networking initiatives. Public
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libraries obviously are critical to the public's access to electronic information
services of all kinds. State libraries are key to building and expanding networks
for Internet connections and many other electronic information services offered
through libraries to people in their states.

The states represented by the members of this subcommittee have strong
library and information networks of various kinds. I know that you know how
important the computer networks are for delivering information. Some statewide
library and information networks, for example, broadcast the states' job vacancies,
state contracts that are open for bid, pending legislation, and similar information
that helps job-seekers, business-people, students and other residents in every
corner of your states.

The Commission is sponsoring the first phase of this research to identify
cost elements, categories, and models for public library and state network Internet
involvement. We are exploring partnerships to expand this research to include
other communities, such as those served by college, university, community
college, research, and school libraries. We hope the additional phases of research
will start later this year and extend into 1996.

3.) The third example of partnership activity involves an ongoing
Commission program for library statistics. This program has been carried out
since 1988 with the National Center for Education Statistics, in conjunction with
state libtary agencies. The program's initial objective was the annual collection of
public library statistics. Today each state has a data coordinator who collects
information from all the state's public libraries. These national data are published
by NCES providing comparative information by state totals representing 40
different services and activities. The coordinators are developing additional data
elements and definitions to measure online information services using compact
discs (CD-ROMs), the Internet and other online electronic information services.

The Commission also works with NCES to coordinate the collection of
descriptive statistics relating to other types of libraries, including school library
media centers, academic and research libraries, federal libraries, and, this year for
the first time, a survey of the state library agencies. The Library Statistics Program
is a cooperative venture involving all levels of government. Cities, counties,
campuses, states and the U.S. government all share responsibility for collecting
and reporting timely, reliable and uniformly defined data, used for planning and
analysis. These library statistics are useful for identifying changes over time and,
in the future, will also tell us how libraries can best exploit the potential of
information and communications network services to meet the information needs
of the people of the U.S.

At last year's hearing before this subcommittee I quoted the Commission's
executive director about what assumptions should guide the Commission in
considering issues and topics of concern. Those guidelines arc still very pertinent
as we seek to fulfill our federal role and to use our resources for maximum
productivity and return. Mr. Young's guidelines include the following:



517

1. The Commission should concentrate attention on those few emerging issues
that will generate fundamental change.

2. The Commission should concentrate on problem areas that are consistent with
NCLIS' statutory functions. Future investment of NCLIS' program resources
should extend those existing statistical, analytical and research efforts that are
required to provide a basis for national library and information services policies
in the coming decade.

3. The Commission should identify opportunities for niche program areas that
require NCLIS' leadership and that are not adequately addressed by agencies,
associations and other library and information services groups.

4. Major events or trends that should guide the Commission's focus include
global changes in information services and technological changes in the
creation, distribution and consumption of information.

What these guidelines say to me is that the Commission must stay focused
on the most important issues that will mean the biggest changes for the people of
the U.S. in their needs for libraries and information services. These guidelines say
to me that the Commission must choose its work carefully for maximum impact
and th6t we must leverage our resources through cooperative activities with
partners in the public, private and independent sectors. Finally, these guidelines
say to me that the Commission plays a unique and critical role in support of
national policy for libraries and information services.

Thank you for the opportunity to present this statement.

QUESTION SUBMITTED BY ME SUBCOMMITTEE

Question: What would be the effect of a 10-percent reduction in your agency's budget?

A 10 percent reduction in the Commission's current agency budget,
would have very serious negative consequences on our 'small agency. The
National, Commission's effectiveness would be compromised by such a
reduction and plans for the Commission's 1996 work would require significant
downsizing. Such a reduction would force the Commission to curtail current
program plans and would leave us unable to meet staff payroll commitments.
In an effort to maintain costs, the Commission has met only three times in fiscal
year 1995 instead of conducting the customary quarterly meetings. A budget
reduction of 10 percent would prevent the Commission from functioning
effectively.

The members of the National Commission reviewed the agency's
mission this past winter. We concluded that NCLIS fulfills a key role in
determining the need for policies to assure that all the people of the U.S. have
the opportunity to participate in the global information age. NCLIS provides a
citizen voice for shaping policy to meet the individual library and information
needs of all the people. Further, we concluded that the Commission could not
continue to perform mandated statutory functions with reduced appropriations.
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In these times of rapid and revolutionary changes in the information
field, we cannot afford as a Nation to become less well-informed. Our Nation's
libraries and our Nation's people need a strong National Commission, now and

in the future.

Recent advances in computer networking and communication
technologies have resulted in the development of the Internet. These systems
offer tremendous potential for expanding and extending public library services
to the American public. The Commission's work in this arca builds on a
cooperative program between NCLIS and the Department of Education's
National Center for Education Statistics to collect and report library statistics at
the National level for public, academic, school, and special libraries.

In the near future the Commission plans to continue studying the role of
libraries in the emerging information infrastructure. These plans were formed
in response to U.S. library and information services community requests for
planning assistance related to libraries and electronic information:

NATIONAL COUNCIL ON DISABILITY

STATEMENT OF MARCA BRISTO, CHAIRPERSON

Introduction. The purpose of this document is to present the budget proposal of (NCD) for

Fiscal Year (FY) 1996. It will present a brief overview of the Council and its work during

FY 1994 and FY 199$ and present the Council's proposed budget for FY 1996, with

explanations of differences with FY 1995.

Overview of the National Council on Disability. The National Council on Disability (NCD)

is an independent federal agency led by 15 members appointed by the President and

confirmed by the Senate. Established in 1978, the National Council was designated as an

independent agency in 1984, so that it might be in a unique position to offer objective and

independent expert advice to the Congress and the Administration. Our authorizing

legislation, the Rehabilitation Act, provides a very broad mandate, covering all aspects of

disability policy. The Council is committed to the firtherance of policies that ensure the

inclusion, empowerment, and economic self-sufficiency of people with disabilities. The

National Council is the only federal agency charged with analyzing and making recommendations

on issues of public policy which affect people with disabilities regardless of age, disability type,

perceived employment potential, economic neer4 specific functional ability, status as a veteran, or

other individual circumstance. The National Council is dedicated to improving employment
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opportunities for people with disabilities, independent living and community integration.

The current goals of NCD are:

Monitoring the implementation of existing Federal laws which impact on the
quality of life experienced by citizens with disabilities, such as:

The Americans with Disabilities Act (ADA)
The Individuals with Disabilities Education Act (IDEA)
The Rehabilitation Act of 1992
The Fair Housing Act Amendments of 1988

Continued development of strategies to iniprove the educational achievements
and employment opportunities for individuals with disabilities.

Re-examination of existing disability policy to identify inefficiencies,
duplication, conflicts, and gaps and to make recommendations for
improvements.

Continued identification of and response to emerging Issues that affect people
with disabilities. Examples of emerging issues that affect people with
disabilities include the National Information Infrastructure (NH), and the
disability aspects of the current re-examination of government programs by the
Congress and the Administration.

Improved communication with the disability community. This is needed to
ensure that people with disabilities know about available programs and
services and have a voice in making these programs and services more
revonsive to their needs.

To ensure that programs, services, and benefits for people with disabilities are
accessible to minorities and people living in poor and rural areas of the
country. It is also the NCD's goal to ensure that its own activities include and

, respond to the needs of these populations.

The Council meets quarterly in Washington and at other sites around the country.

Major Accomplishments During FY 1994. During FY 1994 NCD was engaged in a wide

variety of activities, including conducting "town meetings" and hearings throughout the

country, and representing people with disabilities on Federal advisory boards, task forces, in

international forums, in the media, and with business leaders.

During FY 1994, NCD conducted five "town meetings" across the United States in order to

provide persons with disabilities with an opportunity to express their views on the various

proposals for health care reform which were being considered by the 103rd Congress. The

Council issued its report, Making Health Care Rearm Work for Americans with Disabilities, on

July 27, 1994. NCD also sponsored an ADA Watch Roundtable which brought together

disability leaders to discuss ADA implementation efforts around the country. Federal, State

and local officials also participated in these discussions. A report entitled, The Americans
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with Disabilities Act: Ensuring Equal Access to the American Dream was released on January

26, 1995.

FY 1994 also saw the Council continuing in its role as a broker between citizens with

disabilities in their local communities and large government agencies. An example of this

were found in our communication with the Health Care Financing Ad stration (IICFA)

regarding a Notice of Proposed Rulemaking governing the reimbursement for medical

rehabilitation services required by people with disabilities. NCD informed HCFA of

significant concern at the local level that this Proposed Rule would serve as a barrier to

cost-effective home and community-based living for people with disabilities. HCFA

subsequently withdrew the Proposed Rule.

In Ihe area of research, NCD continued its study of inclusionary education, working with the

Education Development Center and the Pathways Awareness Foundalion to produce A

System Axle: A Study of the Least Restrictive Environment Provisions of IDEA in Massachusetts

and Illinois. This report was reinforced by the publication of a companion study on

educational incluslon, entitled, Indusionary Education for Students with Disabilities: Keeping the

Promise, in May, 1995. NCD also began planning a series of field hearings on the

implementation of the Individuals with Disabilities Education Act (IDEA), and through its

contract with the Beach Center on Fimilies and Disability, commissioned the production of

27 papers written by nationally prominent researchers and teacher trainers on the

reauthorization of IDEA.

We also supported research on the application of the ADA for persons with cognitive

impairments. Finally, NCI) contracted with the National Institute on Disability and

Rehabilitation Research (NIDRR) to initiate work in three new priority areas: ensuring

access to the information superhighway for Americans with disabilities; the status of

Federally assisted/sponsared policies and practices targeted to increase the participation of

people with disabilities from diverse backgrounds in community service and educational

programs; and the impact of United States foreign policy on the status of people with

disabilities abroad.
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During FY 1994, NCD provided formal testimony to the Congress on the reauthorization of

IDEA, the FY 1995 Budget Request of the National Council on Disability, and the need to

forward human rights of people with disabilities on an international basis.

Finally, during FY 1994 NCD also responded to thousands of telephone and written

inquiries on disability policies and services.

Current and Planned Activities. Thus far during FY 1995, the Members and staff of the

National Council on Disability have been involved in a wide variety of policy research,

interagency liaison, and outreach activities. Policy research activities completed or underway

in FY '95 include the following areas: development of consumer-based recommendations for

the improvement of the Individuals with Disabilities Education Act; determination of

appropriate methods by which individuals with disabilities might effectively access the

"infonnation superhighway", and cataloging enmples of the impact of theAmericans with

Disabilities Act on people with disabiliites, businesses and governments. All of these

activities involve the bill participation of people with disabilities from all across the country.

We are also planning an intensive examination of current disability policy across all areas of

the Federal government, to determine the effectiveness of these policies, and to set priorities

for the improvement of these policies. Current Federal policies of ten conflict and are not

supportive of the documented desire of persons with disabilities to enter the nation's

workforce as productive employees.

Budget Request for FY 1995. The President's FY 1996 Budget requested $1,830,000 for the

National Council on Disability. Our F1' 1996 request for funding represents only modest

increase in a few line items. This, in spite of the fact that in FY 1996 we are proposing to

undertake major and important initiatives designed to markedly improve disability policy in

this country. NCD has historically operated in a cost-effective manner, with a small core

staff to identify issues and coordinate research projects. Much of our actual policy research

is privatized through external contracts. The Council then considers the findings of this

research and develops recommendations to the President and Congress based on this

independent research.
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Below are several modifications to our original request as a result of our FY 1995 final

appropriation being $50,000 higher than the estimate shown in our FY 1996 OMB

submission. That increase allows us to reduce requested increases for some accounts in FY

1996. I will highlight the line item changes we are proposing are highlighted. Our FY 1996

request represents an increase of only $37,000 over FY 1995.

Personnel. We are requesting an increase in our Total Personnel Compensation line of

$12,000, a reduction from our original request of $34,581. This is to accommodate regular

step increases for Council staff and also reflects the one FTE we reassigned under the

Rehabilitation Act Technical Amendments of 1993 (P.L. 103-73).

Civilian Personnel Benefits. We are requesting an increase of $5,000, reduced from $19,000,

to cover anticipated increases in benefits. These are proportionally determined based on

anticipated salary outlays.

Rental Payments. We are requesting a total increase of $3,000, instead of 5,000, in order to

meet our lease obligations in this area.

Other Services. We are proposing an increase of $13,000, down from $22,000, in this

category in order to improve our outreach to the customers of our services (people with

disabilities and their families) and to support follow-up activities from our planned national

disability policy review. This line item supports our external research and contractual

services, our support services contract with the General Services Administration, and

reasonable accommodation expenses associated with the provision of readers, interpreters,

and attendants who support our staff me ere with disabilities and the participation of

people with disabilities at our meetings and earings, as well as training for staff in order to

improve their technical skills, particularly as t y relate to office automation. The NCD

believes that it should operate as a model agency in providing reasonable accommodation to

its members and employees, and in the manner in which it conducts its public meetings and

publishes its reports.
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Supplies and Materials/Equipment. During FY 1996, we are proposing an increase of $4,000

instead of $6,000 in this area, in order to allow for the purchase of necessary office supplies

and materials as well as necessary software and minor maintenance of our computer system.

This slight increase is occasioned by the fact that last year we requested a reduction in this

line item in order to allow us to use up previously purchased materials. This slight increase

represents a "balancing off' of our needs in this area.

During FY 1996, the National Council on Disability will continue its interagency policy

liaison activities with the National Institute on Disability and Rehabilitation Research, the

Rehabilitation Services Administration, the.Office for Special Education and Rehabilitative

Services, the President's Committee on the Employment of People with Disabilities, and

other governmental entities as mandated by Congress. We will also continue to increase our

outreach to cons rs, national organizations concerned with disability policy as well as the

private sector. In this way, we will be able to ensure that the policy guidance we provide to

the President and Members of Congress is truly representative of the needs and aspirations

of people with disabilities.

Conclusion. These modest increases described above represent the costs of doing business

as a very small agency. We are proposing these investments in order to ensure that our

work continues to support the inclusion, empowerment, and economic self-sufficiency of

citizens with disabilities. In thois critical time of government re-examination, the quality

information contained in the research and recommendations of NCD directly impact the

ability or direct service agencies to provide low cost, effective programs to persons with

disabilities.

The National Council recently commissioned a national customer satisfaction questionnaire

to provide us with feedback on our activities from the ultimate consumers of all of our

efforts: people with disabilities themselves. Questions included whether the mission could

be accomplished as well or better without Federal involvement; how to cut costs or improve

performance through competition; and ways to put customers first, cut red tape, and

empower employees. The respondents were nearly unanimous in supporting NCD's role in

policy development. In particular, they endorsed NCD's unique role in the federal
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government as an independent voice. In addition, respondents also approved NCD's role in

monitoring and providing information on pending legislation when it relates to disability

policy. Strong support was also voiced for NCD's role in keeping the Congress and Federal

officials informed on matters of interest to individuals with disabilities. Other functions of

NCD such as meeting with consumers to gather input on disability policy issues and

representing the interests of people with disabilities on various Federal advisory boards and

task forces were also rated very highly. In short, the survey validated NCD's role within the

Federal government and the processes by which it accomplishes this work and strongly

supported the strengthening of our efforts in all of these areas. It is our hope that you will

provide us with the resources to respond to this caU and to work together to improve the

quality of life experienced by people with disabilities.

We are truly excited about our planned-activities for FY 1996. We will, of course, continue

to provide the President and the Congress with timely information and advice on the most

pressing issues facing Americans with disabilities. We want the Congress and the public to

know that we continue to be here to serve them, and we pledge to do everything humanly

possible to make sure that we serve them well in a timely manner. Members of Congress

are invited to contact the Council at any time for information regarding issues affecting

people with disabilities, or even for assistance in using appropriate terminology in a speech,

providing background information for responses to constituent letters, and the like.

The Council's overall mission is to propose policy that will allow persons with disabilities to

be independent, productive, tax-paying citizens, who are valued and equal members of their

families and communities, as they wish to be. We ask that you provide us the basic

resources we need in order to achieve this important mission. Thank you for your serious

consideration of our FY 1996 budget request.

Q

QUESTION SUBMITTED BY THE SUBCOMMITTEE

What would be the effect of a 10 percent reduction in your
current agency's budget?

A: Under the direction of Chairperson Mares Bristo and Acting
Executive Director Speed Davis, the National Council on
Disability has been working in FY 1995 to reduce
administrative costs and redirect savings into research
activities. As a result, a 10 percent reduction would
reduce our ability to do research and make recommendations
that have the potential of improving federal programs for
people with disabilities while reducing the costs of those
programs by approximately 30 percent.

527



525

NATIONAL LABOR RELATIONS BOARD

STATEMENT OF WILLIAM B. GOULD, IV, CHAIRMAN

Dear Mr. Chairman:

We welcome this opportunity to summarize the National Labor Relations
Board's (NLRB) budget request for Fiscal Year (FY) 1996. In accordance with
normal procedure, the Agency submitted a detailed FY 1996 Justification in
February. The FY 1996 budget now before you requests an appropriation of
$181,134,000, an increase of less than three percent over the FY 1995
appropriation of $176,047,000.

The NLRB's sole mission is to resolve representation disputes and to
remedy unfair labor practices. It has no control over its case intake; all charges
must be investigated. This request is the product of an analysis of the NLRB's
best current estimate of the number of cases that the Agency will receive in
1996; how these cases will be resolved; the number of staff-years of employment
(FTE) needed based on targeted rates of productivity; and, finally, the direct and
support costs required to handle the anticipated caseload.

It is estimated that in FY 1996 the Agency will receive 37,508 unfair labor
practice cases and 7,245 representation petitions, a total increase of 4.8 percent
over 1995. The smaller (less than three percent) increase in funding over
FY 1995 will provide for 62 additional full-time equivalents (FTEs) for field case
handling to enable us to resolve labor disputes in a more timely manner. At the
end of May 1995, there were 4,733 situations pending a preliminary
investigation, a 14 percent increase in backlog from May 1994 and a 36 percent
rise from May 1993. In addition, the funding increase will enable us to absorb
the costs of within grades, promotions, annualization of the 1995 locality pay
increase, Federal pay increases planned for 1996, and escalated space rental
costs nationwide. This request will also sustain our multi-year effort to automate
our case tracking and management.

RECENT MAJOR ACHIEVEMENTS

The General Counsel has statutory responsibility for the investigation and
prosecution of cases. By virtue of the Board's delegation to him, 33 Regional
Directors and their staffs process representation as well as unfair labor practice
cases. Directly under the responsibility of the Chairman and the Board are the
Division of Administrative Law Judges and the staffs of the Board Members. We
will briefly address recent achievements in these areas.

FIELD INVESTIGATIONS

Our overall case intake rose by 1.3 percent in 1994 to a total of 40,861
charges and petitions. Of the unfair labor practice charges filed in FY 1994, 33.4
percent were found to have merit. In addition, 29.9 percent of all charges were
withdrawn and another 34.8 percent were dismissed prior to issuance of
complaint during FY 1994. Furthermore, it is noteworthy that 92.3 percent of
cases found to be meritorious were settled. It has long been this Agency's belief
that parties are better served if we are able to settle their disputes without the
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need for time-consuming and costly litigation. Notwithstanding the high
settlement rate, when we were required to litigate a matter, we were successful
in 86 percent of cases in trials before the Board and the Administrative Law
Judges during FY 1994. During FY 1994, our Regional Offices distributed over
$61 million in backpay. During that time, 2,984 employees were reinstated and
1,466 additional employees were offered reinstatement, but declined.

Finally, we have been busy with a number of reinvention initiatives that
have been implemented or are well into the planning process. For example, we
have delegated routine case handling and administrative decisions to the lowest
practicable level. We have begun: streamlining supervisory functions through
reduction of vertical staff layering; allowing supervisors maximum flexibility to
perform direct case handling; increasing the ratio of unit employees to
supervisors; permanently locating Board agents in cities distant from Regional
Offices where they work out of their homes and report via telecommunications;
authorizing telephone affidavits of witnesses in many situations to save time and
travel expense; and deferring the processing of "collection cases" (involving
allegations that an employer has failed to provide contractually-required benefits)
pending the result of a concurrent action to collect arrearages, such as a civil
suit. We are refining existing case time targets and performance measures in
both unfair labor practice cases and representation cases so they will encourage
outcomes that will further the mission of this Agency as set forth in the National
Labor Relations Act.

In Fiscal Year 1994, our Administrative Law Judges closed 531 hearings,
issued 523 decisions, obtained 98 settlements in person and another 338 by
means of telephone conferences. The total number of settlements, 436, reflects
the emphasis we continue to place on settling cases whenever possible, not only
because they save both the Agency and taxpayers a great deal in litigation
costs, but in that they ensure that the parties themselves avoid the delays and
cost inherent in the formal trial process and subsequent consideration by the
Board and/or the Courts of Appeals.

On February 1, we commenced with a one-year experimental program
which would promote still more settlements through the use of settlement judges
who have the authority to mediate and not adjudicate. Another trial modification
gives Administrative Law Judges the authority to render bench decisions in
certain cases within 72 hours after conclusion of oral argument. This could
reduce the time it takes to process unfair labor practice charges by as much as 6
months.

MEMBERS' STAFFS

In 1994, the Board decided 521 unfair labor practice cases and 196
contested representation cases. At the close of FY 1994, the Board had 354
unfair labor practice cases pending. With respect to overage cases, at the end of
FY 1994, the Board had 35 pending cases that were more than two years old. It
should be noted that during first five months of the fiscal year, the Board was
either operating with three members or was without a quorum until three new
Board members and the General Counsel were confirmed. In an effort to
expedite the processing of cases, the Board recently instituted a "speed-team"
subpanel procedure whereby the Board Member identifies among the cases he
has been assigned those cases involving straightforward issues, the written

529



527

decision in which, with the agreement and early involvement of the other two
panel members, can be drafted and circulated promptly without the need for
detailed, time-consuming covering memoranda.

OUTLOOK FOR FISCAL YEAR 1995

While the FY 1995 appropriation of $176,047,000 represents a
$4,773,000 increase over 1994, the increase will be absorbed by mandatory pay
raises and increases in space rent. The total staff funded for the Agency has
been reduced from an actual level of 2,063 in FY 1994 to a ceiling of 2,054 in
FY 1995. A 4.5 percent increase in total case intake is projected for FY 1995. As
mentioned earlier, 4,733 situations were pending investigation at the end of May.
Assuming that we are able to maintain last year's settlement rate of 92.3 percent
and increase productivity by two percent, we project that 6,750 situations will be
awaiting investigation at the end of FY 1995.

We are also in the midst of a multi-year ADP program designed to
improve our information and communications systems to increase both the
efficiency and effectiveness of case handling. By the end of this year, we will
have installed local area 4.ietworks and electronic mail in all of our Regional
Offices. Employees will be able to electronically access Board Decisions, case
digest indexes and other Agency research materials. Most significantly, the initial
development of the Case Activity Tracking System (CATS) is well underway.
This system will ultimately automate and integrate case processing,
management and legal research functions Agency-wide.

FISCAL YEAR 1996 BUDGET REQUEST

A 4.8 percent increase in case intake is projected for FY 1996. The
$5,087,000 increase represented in the FY 1996 request will allow for an
additional 62 FTE in our Regional Offices. The Agency's FTE will increase from
2,054 to 2,116. Through maintaining high rates for settlements and election
agreements and further automation of our case handling, we hope to keep pace
with the increase in unfair labor practice cases projected while reducing
representation case backlogs. The additional funds will also absorb the costs of
compensation adjustments and increases in space rent.

We are requesting $1,830,000 for the Case Activity Tracking System, the
development of which we anticipate will be substantially completed by the end of
FY 1996. Integration of this system into the front-line work environment will not
only reduce the burden of duplicative data entry, but will enhance our ability to
manage the caseload at the local and national levels.

QUESTION SUBMITTED BY THE SUBCOMMITTEE

Question: What would be the effect of a 10-percent reduction in your agency's budget?

Implicit in the NLRB's mission is a labor-intensive operation which must
function in a reactive mode. None of the NLRB's cases are of its own volition.
Unfair labor practice (ULP) charges and petitions for representation are filed in
our Regional Offices by employers, labor unions, and individual citizens. Our
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work is accomplished almost in its entirety through our agents who travel from
our field offices to the site of a labor dispute or an election and 'through the
headquarters employees who handle these cases in the latter stages of their
processing.

Consequently, most of this Agency's budget is dedicated to personnel
costs (78%) and rental payments to the GSA (12%). Much of the remaining 10%,
while classified as "administrative costs", in actuality is integral to our

-casehandling mission. Over 80% of our travel costs, for example, are directly
related to case processing, e.g., placing agents on the site of a labor dispute;
transporting Administrative Law Judges (ALJ)'to the city where an unfair labor
practice case is to be heard; sending an attorney in our Appellate Court branch
to a Circuit Court to argue an appeal. Since this mission is encompassed by a
single program and appropriation, our flexibility is further limited in terms of
programmatic trade-offs to accommodate budget reductions. In summary,
reductions in the budget result in reductions in personnel and support costs,
which, in turn, adversely impact service to the public.

REDUCTION IN FIELD STAFF

c),
A reduction of ten percent below the NLRB's current budget would

constitute a cut of $17,605,000 down to a total of $158,442,000. Inasmuch as
nearly 80% of the Agency's budget is devoted to personnel costs, and much of
the remainder is in fixed costs, a 10% reduction would primarily have to be
absorbed in staffing. As the Agency is "field-intensive" to allow -for the most
efficient delivery of services, the most significant impact would be on field
staffing, where 90% of the Agency's cases are resolved.

Specifically, a 10% reduction translates into 200 FTE. Proportionately,
133 FTE field staff would be lost, an equivalent of 35 furlough days Agency-wide.

Reduction of that many FTE through temporary furloughs would not be a
responsible managerial move to address a long-term situation in that furloughs
cannot exceed 30 days without triggering Federal Reduction In Force (RIF)
regulations as well as the related provisions in the Agency's collective bargaining
agreement. Hence, the FTE reduction would have to be achieved through RIFs
from the outset of FY 1996, less than three months away. Further, due to the
negative effect that grade and pay retention, bumping rights, retreating rights,.

. etc. have on cost savings, the only economically feasible way to sustain the
reduction would be through closure of entire offices.

CLOSURE OF FIELD OFFICES

Eight years ago the Agency undertook an examination and reorganization
of its entire field office operation. The geographic boundary of each office was
examined to determine the most cost effective means of handling the case work
in every part of the country - county-by-county. All of the relevant demographics,
including case filing densities, travel distances and travel accessibility were
considered, as was the need to balance and fully utilize the managerial and

i.ipervisory structure of the field operation. That study resulted in the significant
alteration of the geographie boundaries of approximately two-thirds of the
Agency's Regions.
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The closure of every satellite office (Albany, Washington, DC, Grand
Rapids, Birmingham, Jacksonville, Miami, .Houston, San Antonio, Tulsa, Des
Moines, Anchorage, Portland OR, Honolulu, San Diego, Little Rock, Nashville,
Albuquerque, El Paso, and Las Vegas) would result in the elimination of 133
employees - short of the target needed to absorb the 10 percent cut. Thus, it
might also be necessary to close at least some Regional Offices. The additional
closure of the 2 smallest Regional Offices (Puerto Rico and New Orleans) would
result in a total of 45 positions. However, further analysis of current caseload
demands could indicate that some larger satellite offices might remain open
while additional Regional Offices might close, as the size of our offices is directly
related to the number of cases processed. For the purpose of this analysis, we
assume that all satellite and the 2 smallest Regional Offices would close.

Closure of these offices would result in immediate savings in space rent
($1.7 million), copier costs ($150,000), and base phone fees ($140,000). The
personnel compensation and benefits for these offices is over $11,000,000.

However, assuming that the Agency is not willing to seriously reduce the
quality of its service to the public by abandoning on-site investigations, then
significant additional travel costs would be associated with the processing of
cases in the locales of the current satellite offices. An estimate of those
increased costs is difficult without an in-depth study of the precise geographic
distribution of case filings now handled by those offices. That is, some of those
cases already require travel away from the satellite office and the increase in
cost may be limited to transportation rather than transportation and per diem. On
the other hand, our satellite offices are placed in the cities and counties where
the case intake density is greatest, and all of those cases would require travel
and per diem not presently incurred.

Nonetheless, assuming that approximately 2,000 cases fall into this latter
category, and assuming $300 airfare and 5 days per diem ($66/day min.) for
every 2 cases clustered for investigation, the minimum total increased travel
costs would be approximately $630,000 ($630 x 1000 trips). When considering
the extra transportation costs for the cases now remote from satellite offices, an
estimate of $750,000 increased travel costs is reasonable. Further, as travel,
consumes limited staff resources, productivity will fall.

GROWTH IN CASE BACKLOGS, DELAYS IN SERVICE

At nearly eyery stage of the casehandling pipeline, significant backlogs
would develop. While the NLRB has experienced large backlogs in the past, they
occurred at phases where cases had already been filtered out or entered formal
litigation stages. A 10% reduction in funding would result in significant backlogs
at the outset of the casehandling process - in cases pending investigation - as
well as in all Headquarters operations which aid in determining the merit of
charges filed in NLRB Regional Offices - the Office of Appeals and Division of
Advice.

The estimated number of situations pending preliminary investigation
would rise from 6,750 at the end of FY 1995 to 9,112 by the end of FY 1996, an
increase of over 135%. The workload in the Office of Appeals, which handles
appeals from regional offices' refusal to issue complaint, would rise from 702 at
the end of FY 1995 to 1,333, an increase of 89%.
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While the NLRB will strive to increase streamlining activities in order to
accomdate a 10% budget cut, backlogs of this magnitude would result in
significant delays in service to the public. Currently, the Agencys performance
standard for reasonable service dictates completion of investigation at the
Regional Office within 30 days. A 10% reduction in funding would increase
median time to complete that task to 90 days or more.

Finally, no staff training would be possible.

CONCLUSION

We hope that the foregoing provides some insight into the adverse impact
on service to the public that a significant reduction in the Agency's resources
would cause. As our Justification bears out, we are considering a variety of
reforms which are designed to meet the needs of labor, management and, most
important, the public interest. These are vital first steps toward providing our
services more expeditiously. The process afforded by the NLRB to resolve
conflict is an essential contribution to an efficient national economy. It is my
judgment that the President's Budget for FY 1996 will support our efforts to
redeem the promises contained in our statutory mission.

NATIONAL MEDIATION BOARD

STATEMENT OF MAGDALENA JACOBSEN, CHAIRPERSON

MR. CHAIRMAN, MEMBERS OF THE SUBCOMMITTEE. Thank you for

the opportunity to submit this statement to the Subcommittee

regarding the National Mediation Board's Fiscal Year 1996 budget

request. The Board was created in 1934 by amendments to the

Railway Labor Act (RLA), which governs labor-management relations

in the railroad and airline industries.

The general purposes of the RLA are the avoidance in these

industries of interruptions to interstate commerce, the prompt

and orderly settlement of disputes'arising out of the negotiation

of new contracts, the protection of employee rights of self-

organization and association, and the prompt and orderly

resolution of disputes in connection with the interpretation or

application of existing agreements.

Under the RLA, NMB programs provide an integrated dispute

resolution process that effectively has minimized disruptions in
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,these two key transportation modes for more than 60 years.

Indeed, the NMB is unique in that it is the only Federal agency

with labor-management responsibilities for, and proven experience

in, the three key elements of an integrated labor-management

dispute resolution process. These are: mandatory mediation of

collective bargaining disputes; determination of the choice of

employee bargaining representatives through elections; and the

administration of arbitration of employee grievances.

The NMB's statutory authority as national mediator for the

railroad and airline industries is critical to protecting

interstate commerce. Strikes or other interruptions to commerce

and transportation services in these industries lawfully may

occur, but only after the Board has determined that its mediation

efforts have been exhausted. Only rarely do railroad and airline

collective bargaining disputes escalate into interruptions of

commerce. About 98 percent of the cases presented for NMB

mediation have been resolved without any such interruptions.

Achievements of the Past Year

During the past year, this success rate continued with

agreements reached in a number of important cases. These include

the recent tentative agreement, on June 28, 1995, between

Continental Airlines and the Independent Association of

Continental Pilots (IACP), which represents the carrier's

approximately 4,800 pilots. Iltification of the tentative

agreement is pending at this time. It will be the first

'collective bargaining agreement reached between Continental and

its pilots since 1983, when Frank Lorenzo, a former chief

executive officer, placed Continental into Chapter 11 bankruptcy
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protection and a bankruptcy judge allowed the carrier to use the

filing to eliminate its labor contracts.

The Board recently also averted a threatened strike against

Conrail by the Brotherhood of Maintenance of Way gmployees

(BMWE) . In late March, expressing dissatisfaction with progress

in attempts to negotiate a replacement contract with Conrail for

one that was amendable on January 1, 1995, the BMWE threatened to

strike on April 1, a date subsequently changed to April 8.

Leaders of the BMWE's 3,000-member unit at Conrail were seeking

to negotiate directly with Conrail, rather than with the National

Carriers Conference Committee (NCCC),'a multi-employer railroad

management entity whose members include Conrail. Complicating

problems were ongoing lawsuits in which some_rail unions sought a

court order to force carrier-by-carrier negotiating, a move

opposed by the NCCC and its member railroads.

On March 30, the Board received an application from the NCCC

requesting mediation between all the railroads it represents and

the BMWg. The BMWE, whose pending lawsuit sought separate or

"local" negotiations with individual railroads opposed the move.

Using its authority under the Railway Labor Act, the Board

preserved its neutral status in labor-management disputes by

invoking its mediation services on its own volition for the

collective bargaining process between the BMWE and Conrail, as

well as for any others between the BMWE and the carriers

represented by the NCCC.

In'taking this action, the NMB said, "This invocation of

mediation by the NMB does not constitute a determination of

.whether the issues properly are to be negotiated on a 'national'

(multi-employer) or 'local' basis."
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The Board averted yet another threatened railroad strike in

June, this one by the Brotherhood of Locomotive Engineers (BLE)

unit at the New Jersey Transit Rail System. Local leaders of the

I281 BLE-represented locomotive engineers at New Jersey Transit
\

Iannounced they would order a walkout on June 30 unless thleir

contract dispute tha't was in NMB mediation was either setled, or

i

declared to be at an impasse, which would lead to an NMB,ordered

30-day cooling-off period after which the parties wouldibe

I

legally free to engage in self-help. I

The Board convened a special mediation session between the

parties. In a day long session at the Board's offices in

Washington, DC, the NMB heard the respective positions of the BLE

and New Jersey Transit regarding the bargaining history between

the parties and the'outstanding issues remaining in dispute

between them. Although no resolution of the dispute was reached .

during the special mediation session, the parties agreed to

resume mediation. The General Chairman of the BLE unit at New

Jersey Transit also agreed to an NMB directive to communicate

with all of the union's members at New Jersey Transit for the

purpose of instructing them to refrain from engaging in the

threatened job action.

A recently resolved dispute between Delta Connection carrier

Comair and the International Association of Machinists (IAM)

reflects difficulties in reaching agreements between regional

airlines and their unions. A new four-year agreement was

approved by the IAM's rank-and-file Comair members in late May

1995, but only after two previous tentative agreements had failed

ratification. Comair employees represented by the IAM include
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not only mechanics, but also stock clerks, mechanic helpers, and

aircraft ground handlers.

The first rejected tentative agreement occurred during

direct negotiations between the parties. Subsequently, in July

1994, the Board's mediatory services were requested. Over the

next four months, negotiators for the two sides essentially

resolved their differences on rates of pay and most work rules,

but they could not come to terms on a full union security clause

sought by the IAM. In early November 1994, the IAM's negotiating

team first agreed, then reversed its stance, on submitting the

company's then-latest proposal to a membership vote.

On December 1, 1994, after seven consecutive days of

mediation at the Board's headquarters, the union agreed to submit

the company's proposal to a ratification vote without

recommending that it be either accepted or rejected. The union

subsequently reported the proposal was overwhelmingly rejected by

its members.

In April 1995, the Board Chairman took direct control of the

mediation process. A tentative agreement once again was reached

and submitted to a ratification vote by IAM's Comair members. On

May 22, 1995, the IAM notified the Board that IAM's members at

the Delta Connection carrier had ratified the agreement.

Among other successful mediating efforts in settings of

substantial difficulty were American Eagle carrier Simmons

Airlines and the Association of Flight Attendants (AFA) , USAir

Express carrier Pennsylvania Commuter Airlines and its AFA and

Air Line Pilots Association (ALPA) units, Alaska Airlines and the

IAM, and a variety of regional/short line railroads and their

unions.
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Budget Request

Before briefly discussing some of the major cases that

confront the NMB in the year ahead, let me first address our

budget request. -As you know, the President's Fiscal Year 1996

budget requested $8,933,000 for our agency.

For mediatory and representation services, as well as for

the administration of the agency, we are requesting $5,700,000

for Fiscal 1996, compared to the $5,381,000 appropriated for the

current fiscal year. The majority of this increase, $259,000 of

the $319,000 total, is attributable to built-in and pay-related

increases for 58 FTEs, the same FTE level as in FY 1995. Being a

smalf agency, it is difficult to absorb built-in costs such as

general and locality pay increases. The remaining $60,000 of the

increase for these activities is due to operating cost increases.

For arbitration services, which include the three tribunals

used by the railroads and unions to resolve employee grievances,

we are requesting $2,833,000, which is $95,000 more than the

$2,738,000 that was appropriated for Fiscal 1995. The additional

funds for this activity are to cover an increase in the daily

rate for arbitrators from $220 to $250 in FY 1995. This is the

first increase in the daily rate for arbitrators in almost 14

years. Also significant is that our daily rate for neutrals will

remain decidedly lower and, in striking contrast, to the $450

average daily rate received by neutrals for grievance cases in

all other private sector industries. Most important, however,' is

that this increase is intended to reflect the Board's recognition

that railroad arbitrators should be full partners in the effot

to improve the efficiency and, ultimately, the cost-effectiveness
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of the railroad industry's grievance handling. Some improvements

already made in this area are discussed below.

The remaining $400,000 of our total request of $8,933,000 is

for the support of emergency boards that may be created by the

President to help resolve disputes that could cause major strikes

and disruptions to rail and air transportation service. This is

the same amount that was appropriated for this purpose for Fiscal

1995. As in the past, any unused funds for emergency boards will

lapse.

While our overall budget request reflects a four percent

increase over that of last year, it follows last year's request

which was six percent lower than the previous fiscal year. We

respectfully suggest that this request should be placed in that

context.

The Year Ahead

In addition, it is noteworthy that 1995 and 1996 will be a

significantly busy time involving critical negotiations in both

the railroad and airline industries. Within the airline

industry, the Board will be challenged by collective bargaining

cases among some of the more recognizable names in the industry,

including American, Federal Express, Northwest, Delta and USAir.

These cases are in addition to the growing number of cases that

the Board will be responsible for handling from regional

airlines.

The reason that the Board faces a particularly busy year is

that we recently entered the period for negotiations between all

of our major (Class 1) railroads and the various labor

organizations that represent employees. Unfortunately, this

round of negotiations has begun in a contentious manner. We have
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already received requests for our mediatory services from certain

labor organizations and the rail carriers. Moreover, two major

labor organizations and the rail carriers are in dispute as to

whether they should bargain on a "national" or "local" basis.

That issue is in court. Depending on how all of these situations

evolve, it is possible that the Board's small staff and limited

resources will be faced with dozens of major cases in the

railroad industry alone. The seriousness of this responsibility

is reinforced by observation of the recent disruptions in labor-

management relations in the railroad industry of our neighbor to

the north, Canada.

Customer Support and Improving Our Services

At the same time that we continue to handle our statutory

responsibilities, the Board, like all Federal'agencies, is

reexamining its mission as part of the President's Reinventing

Government Initiative. This includes addressing our mission

based on "customer" input; asking whether the mission could be

accomplished as well or better without Federal involvement;

looking for ways to cut costs or improve performance through

competition; and ways to put customers first, cut red tape, and

empower employees. We are actively participating in this effort

and will keep the Subcommittee fully apprised of our review.

At this juncture, nonetheless, we are pleased to report that

there is, and has been, broad-based customer support for the

Board's mediation, employee representation, and arbitration

services under the RLA. Recent evidence of this continuing

support came from the findings of the Commission on the Future of

Workers-Management Relations, also known as the "Dunlop"

Commission. The Commission was formed by the Secretaries of

540



538

Labor and Commerce with a mandate to investigate and report its

findings on three questions:

1. What (if any) new methods or institutions should be

encouraged, or required, to enhance work-place

productivity through labor-management cooperation and

employee participation?

2. What (if any) changes should be made in the present

legal framework and practices of collective bargaining

to enhance cooperative behavior, improve productivity,

and reduce conflict and delay?

3. What (if anything) should be done to increase the

extent to which work-place problems are directly

resolved by the parties themselves, rather than through

recourse to state and Federal courts and government

regulatory bodies?"

The Dunlop Commission completed its work late last year and

released its final report January 9, 1995, which concluded:

"Despite differences of interest and experience, the

major representatiVe-d-bf labor and management governed

by the Railway Labor Act responded unanimously that

this Commission should not recommend any changes to the

Act."

However, testimony during the hearings indicated interest by

several parties in some improvements in the RLA process and the

Dunlop Commission directed representatives of labor and
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management in each transportation mode to create separate

industry committees to examine and make specific recommendations

on ways "to make collective bargaining operate more effectively."

These committees are to submit their reports and recommendations

to the National Mediation Board by March 31, 1996. We have

sought input from labor and management from both industries to

initiate this process. We will report back on the findings of

these committees to the appropriate Congressional committees.

We welcome and will assist this effort in any way that we

can. And we will give serious consideration to whatever

recommendations they might make. In the interim, we are not

sitting back, waiting for these reports, we are examining the

agency and making changea.

In accordance with the Administration's National Performance

Review mandate, the Board launched its own multi-faceted program

in the 'early months of Fiscal 1994 to review and evaluate the

agency's mission, organizational structure, and policies. The

Board obtained important input, both formal and informal, from a

variety of sources.

Independent focus groups were used to obtain candid comments

and suggestions from our customers on their assessments of the

Board's services, plus their preferences for the agency's

priorities. Each focus group was directed by a neutral

facilitator and participants included a broad spectrum of the

agency's customers, including representatives from labor,

management, and neutrals.

As a result of that program, some important changes already

have been made, including certain key internal restructuring,
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while others are in the implementation stage. Changes to our

internal structure are intended to deal not only with suggestions

made by our customers at the focus group meetings, but also to

improve the efficiency and cost effectiveness of our operations.

Among the changes we have initiated are the bifurcation of the

human resource/administrative functions from the labor-management

liaison functions. Previously one office directed all of those

functions, resulting in certain inherent customer service

inefficiencies.

By using professionals with specialized expertise to

primarily focus on labor relations (external customers) or human

resources/administrative (internal customers) we believe that our

resources, both fiscal and human, can be better utilized and

result in improved public service. These changes have been

implemented without additional cost to the government.

We have also created and published a "Customer Service Plan"

that will track our performance against our stated objectives. A

chief objective of our plan is to'simplify and expedite the

handling and resolution of alr disputes.

For example, the Board has implemented a policy that every

request for mediation or employee representation services will be

responded to within no more than three business days after

receipt of the request, and that a specific NMB investigator will

be assigned to each case within no more than five business days

of docketing.

The Board futher has established, and made it known to

labor and management parties through the Customer Service Plan,

an agency goal of completing within 90 calendar days at least 90
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percent of all representation cases that do not involve a request

for Board-level action. The NMB's staff has been directed to

Eiubmit its recommendation to the Board on at least 90 percent of

.Board-le'vel cases within no more than 180 calendar days from

docketing. Board Members, in turn, have committed to issuing

their response within an additional 30 calendar days. The

Customer Service Plan also provides that arbitrators compensated

by the NMB will be sent their payments within 14 days following:

the NMB's receipt of an appropriate voucher. Attached as Exhibit

A are graphs that reflect our success in meeting our objectives

of expediting the handling of our mission-related

responsibilities.

Over the past year, the agency, in our view, also has made

significant progress in addressing both actual and perceived

shortcomings in the adjustment of railroad grievances. There are

three types of tribunals used by the railroads and unions to

resolve employee grievances. These are the National Railroad.

Adjustment Board (NRAB), special boards of adjustment, and public

law boards.

The NMB does not have direct control over the number of

cases submitted to these tribunals for grievance arbitration.

Rather, the NMB has administrative responsibility for certain

aspects of the creation and fiscal management of the various

tribunals that hear and decide grievances in the railroad

industry. Nonetheless, the approaches taken by rail labor and

management, in Conjunction with the NMB, can have a bearing on

the efficiency, and thereby cost effectiveness, of the railroad

industry's grievance handling.
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With this in mind, the NMB began regular discussions with

rail labor and management last year to develop a plan that would

include a review of current policies and practices regarding

dispute resolution by the three tribunals. Consequently, much

has been done in the past year to address the critical need to

expedite the handling of grievances in the rail industry in a

prudent and cost effective way.

With the NMB's encouragement, rail labor and management

agreed to revive the "Section 3" Committee, consisting of

_designated presidents of rail unions and principals from rail

management. This Committee originally was formed in 1986 and it

reached agreement on a number of recommended changes in a report

dated February 18, 1988. Unfortunately, for a variety of

reasons, this Committee stopped meeting shortly after that report

was issued and many of its constructive recommendations were

never implemented.

One of the first developments that occurred with revival of

the Section 3 Committee was an agreement by the parties to

dramatic changes in the NRAB's rules that will improve the

efficiency and cost-effectiveness of grievances submitted to this

tribunal. The Section 3 Committee also reaffirmed the imPortance

-of involving the railroad arbitrators in the effort to reduce the

combined number of pending railroad grievances at the three

tribunals and to improve the efficiency of grievance handling.

Toward this end, a series of focus groups were held with the

arbitrators during 1994 that provided information which already

has helped to increase the number of awards issued by all three

tribunals.
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Also significant in this area of activity are two

developments spawned within the agency itself last fiscal year.

First, consistent with the National Performance Review mandate,

the NMB formed a task force to investigate the nature of pending

grievances and their sources.

Since April 1994, the task force has met with 10 of the

largest railroads and various labor representatives on those

properties to facilitate alternative dispute resolution (ADR)

approaches to grievance handling. This task force looked at the

options for expedited handling, such as grievance mediation at

early stages of the grievance process, precedent-setting

arbitration boards, reducing the claims to issues, requiring

arbitrators to issue bench decisions, agreeing to waive oral

hearings, reducing the size of submissions and using the NMB's

roster for selection of additional arbitrators to resolve

grievances.

As a result of the task force's efforts, precedent-setting

boards are in the process of being established by the parties.

Furthermore, NMB staff mediators underwent specialized

training on grievance mediation. To ensure success in this area,

the cooperation and participation by the parties is imperative.

Therefore, the NMB conducted a joint grievance mediation training

conference on August 30, 1994, which was presided over by an

expert in the field of grievance mediation. The potential value

of this approach to "minor" disputes is great as resolution of

ongoing problems allows mediators to become peacemakers during_

the term of an agreement.

In an effort to improve record-keeping of Section 3

activities, the NMB also has integrated a new case tracking and
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core financial system. The new system provides data that enables

the parties to consolidate similar issues and to reexamine their

pending caseload. As a result of the parties cooperation, there

are-indications that this system has reduced the number of cases

filed.

Additionally, the new case-tracking system enables the NMB

to identify arbitrators who have cases outstanding for an

excessive period of time. On December 15, 1994, the NMB, on

behalf of the Section 3 Committee, issued a notice to all

railroad arbitrators that a new policy regarding the arbitration

lag time would become effective on April 1, 1995. That policy

proVides a maximum of six months between the date of a grievance

hearing and issuance of a proposed award. Those arbitrators who

are unable to satielfy the six-month requirement after April 2

will not be authorized to hear any new cases until all proposed

awards on cases older than six months are released to the

parties.

This completes the NMB's statement. If you have any

quebtions, the Board will be happy to answer them.

QUESTION SUBMITTED BY THE SUBCOMMITTEE

Finally, you asked what effect a 10 percent reduction would
have on our budget. If confronted with a severe budget
reduction, we would initially freeze hiring for vacant positions
while we reexamined our staffing needs and the prospects for
consolidating responsibilities. We would also have to consider
reducing the number of days that we currently allot to neutral
arbitrators for the handling and resolution of railroad
grievances. Cuts of the 10 percent magnitude would pose serious
difficulties, and our final balancing of funding for mediatory
services versus arbitration of railroad grievances would be based
on our statutory mission and the complexity of the current round
of negotiations that is ongoing in the railroad industry.

We would welcome and appreciate the opportunity to discuss
our contingency plans with you and/or your staff in more detail.
Thank you again for the opportunity to present the statement.
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OCCUPATIONAL SAFETY AND HEALTH REVIEW
COMMISSION

STATEMENT OF STUART E. WEISBERG, CHAIRMAN

Mr. Chairman, and members of the subcommittee:

lt is a pleasure to provide information for the record on the budget request of the
Occupational Safety and Health Review Commission. The Commission's request is for
$8,127,000 and would support 74 FTE's, a decrease of one from the expected Fiscal Year
1995 average level of 75.

This budget is critical to restoring the effectiveness of the Commission and the increase will
go to replacing retired Administrative Law Judges, upgrading technology and providing
needed training. These actions are essential if the Commission is to improve the timeliness
of its case dispositions, which declined significantly in Fiscal Ycar 1994 due to attrition
among its judges and inadequate funding to hire and train replacements.

The Commission is an independent, adjudicatory agency created by the Occupational Safety
and Health Act of 1970. Its sole statutory mandate is to serve as a court providing just and
expeditious resolution of disputcs between the Occupational Safety and Health
Administration (OSHA) and employers charged with violations of federal safety and health
standards. The Commission was designed by Congress as an agency completely independent
of the Department of Labor to provide a check on OSHA's enforcement power and to assure
that employers could appeal and receive relief from any arbitrariness in the exercise of that
power. In fact it was the provision that established the Commission (the "Javits
Compromise-) that ended the stalemate in Congress and led to the Act's passage.

Although completely independent of OSHA, our workload is strongly influenced by the
nature of OSHA's enforcement activity. Thus, OSHA's emphasis on more serious workplace
hazards and the consequent increase in fines will almost assuredly translate into a greater
workload for the Review Commission in terms of more complicated cases, longer trials and,
from the employer's perspective, harder fought cases with higher economic stakes. This
change is part of a trend that began in the 1980's, but which continues today. For example,
OSHA reported a first quarter increase in willful citations it issued from 173 last year to_ 385
in fiscal year 1995 -- a 123 percent increase. These willful cases are routinely contested and
are very likely to go to trial. It appears that the Commission is likely just beginning to feel
the impact of this on its workload.

On the other hand, timely case resolution for employers, and the abatement of occupational
hazards do not occur until the Commission issues its final decisions and orders. For-this
reason the number of agency judges and our ability to provide speedy adjudication is of the
utmost importance to providing prompt justice and assuring worker safety.

Fiscal Year 1996 Budget Request

The request contained in the President's budget, $8,127,000, would support 74 employees
and would include I§ judges, a net increase of two judges above the number we can afford
in fiscal year 1995. Sixteen judges, however, would be fewer than the 19 authorized in 1991
when the agency's trial workload was less than that anticipated for fiscal years 1996. To
reduce our overall personnel ceiling, we will eliminate two support positions at the end cif
fiscal year 1995. and one in fiscal year 1996. This will also allow us to continue reducing
overall staffing in fiscal year 1997.
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As I noted at the outset, additional judges are essential if the Commission is to restore its
effectiveness, which as we will show later, declined significantly in fiscal year 1994. This
situation is in marked contrast to the improvement in the rate of case resolution we reported
for fiscal year 1993, before we lost three judges. Additional judges would also allow us to
revitalize the "settlement judge" program, a concept which the Commission pioneered and
which has proven very successful in resolving disputes without the need for a trial.

When combined with internally generated savings, the requested funding level would also
allow us to make modest investments in our people and our technology, without which our
planned streamlining, and service improvement efforts cannot proceed.

Commission Strategy

Modest investment is critical to our ability to implement the Commission's strategic plan
(See Attachment 1). which includes the following major goals.

Improve Public Service -- We will emphasize the timeliness of administrative law judge
and Commission decisions and the user friendliness of our processes. Three major efforts
illustrate what we are trying to do. First, we hope to cut by 30 percent the average time that
it takes our judges to try a conventional case and reach a decision. Second. we are
developing an alternative E-Z trial process for less complex cases, which should reduce the
time and money employers must invest to contest OSHA cases -- particularly for those
emPloyers who wish to present their own cases rather than hiring attorneys. Our draft
proposal as published in the Federal Register is included as Attachment II. Third, we are
working to make all our processes more easily understood. To this end, we have completed
a new Guide to Review Commission Procedures which reduces the rather complex language
of our rules to plain English. A copy of this Guide is included as Attachment III. The next
step will be to undertake a complete reVision and simplification of those rules.

Modernize Information Management -- We are modernizing our computer hardware and
software and are developing a new case management /case tracking system which will
automate routine processing functions and allow cases to move electronically from
docketing clerks to our judges and other Commission offices and ultimately into our
permanent case records. This will help us move cases more quickly, improve our

. performance measurement systems. facilitate reengineering. and reduce our costs.

.Enbance Human Resource Management -- We are revising our training, performance
management and reward systems to emphasize customer service, staff development,
continuous improvement, and cost savings.

Financial Perspective

To put our fiscal ycar 1996 request in perspective, it is necessary to describe our plans for
the coming year and recount some recent history. In fiscal year 1994, the Commission faced
a very di fficult financial situation. Thc root cause of this financial squeeze was a major
increase in rental costs in Fiscal Year 1994 caused by a forced relocation of our Washington
Headquarter's Office. Our rental costs increased by nearly $350,000. This and other
operating cost increases were never reflected in our budget, with the consequence that we are
-experiencing a deterioration in effectiveness, resulting from the necessity to reallocate funds
for this purpose. This is a major concern to us and one which cost-cutting alone is unlikely
to alleviate.
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Thus, a successful effort to find savings and control our operating costs (see Attachment 1 V),
has enabled us to replace only one of the three judges lost during fiscal year 1994. This will
mean that with a growing backlog of large time-consuming cases, we will continue to
experience a degradation in our ability to promptly adjudicate and decide cases.

Our cost controls did allow us to finish fiscal year 1994 in the black without an anticipated
furlough, but to do so required us to freeze hiring, and delay bringing on our new executive
director, who is spearheading our planning and cost savings efforts. We were also forced
to eliminate all training for the second year in a row, cut back severely on travel, delay
supervisory visits to our regions, and virtually eliminate performance awards. Even these
measures would have been ineffective if my position, and those of my chief counsel and
secretary, had not been vacant for most of the first two quarters and had we not delayed
replacement of antiquated computer and reproduction equipment. Consequently, it was only
late in the third quarter of fiscal year 1994, after delaying somc long and costly hearings and
suspending all but emergency expenditures for six weeks, that we were able to conclude that
a staff furlough would be unnecessary.

Mission Impact of Cutbacks

Together. these cutbacks had a variety of negative impacts. Most importantly, case
dispositions were off for fiscal year 1994, while the length of time required to handle cases
skyrocketed.

For example. despite efforts to improve productivity to compensate for a reduced numbcr of
judges. we held only 154 hearings in fiscal year 1994 as compared to 190 in fiscal year 1993
and well over 200 in previous years. For disposition of cases prior to trial, the judges
disposed of 200 fewer cases in fiscal year 1994. Meanwhile, for fully adjudicatcd cases
(those that go to trial) the average time from receipt until our judges reach their decisions
ballooned from 415 days in fiscal year 1993 to nearly 530 days thus far in fiscal year 1995.
All in all. 75 percent of recent trial cases took more than onc year to reach disposition, as
compared to 57 percent in fiscal year 1993 and 61 percent in fiscal year 1994.

Thus, we believe the adjudicatory process is taking entirely too long -- not more than a year
should elapse from the time of receipt of the vast majority of cases until their disposition by
a judge. Much of the increase in trial cycle time occurs after a trial is held. In fiscal year
1993. a decision was written and issued by a judge within 189 days on average after the
hearing was conducted. In fiscal year 1994, this time increased to 250 days and thus far in
1995 it is averaging 236 days despite efforts to expedite the process. The reason is that a
large number of bigger more complex cases are taking longer to write and exceeding the
productive capacity of our judicial workforce.

Considering these facts, we have set as a major objective in our strategic plan, the reduction
of disposition time for tried cases to an average of one year. Our chief judge and our
executive director have formed a team to work on this objective, but we believe we must
also add additional judges to achieve this and other customer service objectives.

As I noted earlier, the shortage of judges has also caused us to limit our settlement judge
program. This process which was studied by the Administrative Conference of the United
States (ACUS) was shown to be a valuable alternative to a formal trial. Under this program
a settlement judge is appointed to meet with the parties to mediate the dispute. As ACUS
pointed out, this process requires the investment of time, and the specialized knowledge of
safety and health law and legal precedent, that our judges possess. To encourage settlement,
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the judge must study the facts and explain to each party the weaknesses in their respective
argutilents so that each can reach a rational decision. Since this process involves a much
more assertive role by the judge, the settlement judge cannot subsequently render a decision,
should the case fail to settle. At this point, another judge must be assigned, with the obvious
additional demands on our resources.

Thus, even though this process can, in a select group of large cases, resolve disputes more
amicably and without a costly trial, our ability to use it is constrained by our judges' already
heavy workload. In 1994, we appointed settlement judges in only five cases, but all five
cascs were successfully settled. With adequate funding, we would use this mechanism much
more often in fiscal year 1996.

Case Complexity

As noted earlier, our case management problem is aggravated by the fact that our cases
continue to grow each year in length and complexity. Our new cases involve a greater
number of more serious citations which carry much higher proposed penalties, with the
consequent heightening of resolve on the part of employers to resist both higher payments,
and judgments that could affect their civil liability. The Labor Department's strategy of
concentrating on more serious workplace hazards is adding to this trend. This means that our
judges must spend more time handling pre-trial motions, more time in the courtroom, and
more time researching and writing decisions. Attachment V providesa sampling of cases
that illustrate this increase in complexity. The first example (Beverly Enterprises) involves
a contentious issue regarding whether or not the employer provided safe methods for lifting
nursing home residents. Unlike the typical one day trial of years past, this group of cases
involved six weeks of trial in five geographical locations and resulted in 5,200 pages of
transcript. Travel and transcript costs were in excess of $13,000, which is approaching 10
percent of our yearly funding for these purposes. This case also required the full time
attention of the assigned judge for more than 18 weeks, through the completion of the trial.

Some statistics that help to more generally illustrate the trend toward greater case complexity
are that ( I) the proportion of our cases with serious citations grew from 69 percent in 1991
to 75 percent in 1993 to 78 percent in fiscal year 1994, whilethe proportion of new cases
with willful violations has grown from about 7percent of new cases in fiscal 1993 to more
than II percent in the first half of this fiscal year, (2) the number of items (safety violations)
per citation increased from 7.9 in 1991 to 9.1 last year and 9.8 in fiscal year 1994, and (3)
the number with large fines (those over $75,000) has increased from a total of 78 such cases
in fiscal year 1993 to an annualized rate of 220 such cases during the first half of fiscal year
1995.

Finally, case complexity is reflected in the number of hearings going beyond a single day,
which is illustrated by a one year increase of 37 percent in the length of trial transcripts from
226 pages on average per hearing in 1993, to 309 pages last year.

Thus, a shortage of judges and an increase in case complexity have severely impacted our
effectiveness.

Other Negative Impacts

In addition to limiting judicial hiring, our ability to adequately accomplish our mission has
been affected by other austerity induced cutbacks.

Trial, evidence, and case management training -- the minimum training needed for new
judges -- have not been provided to three judges hired in fiscal year 1993, and one hired
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in January. Meanwhile productivity enhancing computer hardware and software were
unavailable to most of our judges.

Training on new technical standards, and on the underlying technology relevant to these
standards, has not been provided to our judges, our commissioners or the attorneys that
support them. Some progress was made on training relevant to certain older standards at
the end of 1994, but the training deficit is still large and troubling.

Computers and related equipment which could efficiently run current versions of the most
common and useful software could not be purchased and therefore will finally become
available to all those in need of this technology only at thc beginning of the fiscal year.

Implementation of our computer network which holds promise of significant cost savings
through the use of E-mail and the reengineering of our most time-consuming mission-
related work processes has been delayed.

Specific Funding Requirements for Fiscal Year 1996

Thus to operate efficiently in 1996 and beyond while continuing to reduce our approved
staffing level, we need to

increase the number ofjudges to 16 while bringing our FTE ceiling down to 74. This will
incrcase our costs by approximately $260,000 for salaries, benefits, transcript and travel
costs for two judges,

provide annual cost-of-living pay increases at a cost of approximately $100,000,

complete our computer network, replace our remaining antiquated computers, incorporate
CD-ROM technology for use in legal research and purchase case management software at
a cost of $85,000,

implement a modest incentive awards program at an annual cost of $25,000, which would
be less than half a percent of salaries, and far below what most agencies spend; this would
be targeted to employees that help us realize either cost savings or improved service to the
public,

reinstitute a limited program of technical. managerial, and job proficiency training which
has been almost totally eliminated for several years. This would enhance performance and
cross-train personnel at a cost of $30,000 -- less than one-half percent of payroll -- which
is far less than well run private firms spend on training. and

continue reengineering efforts we have begun in fiscal year 1995, which will require some
contract computer programming at an estimated cost of $25.000.

Conclusion

Without adequate funding a variety of negative consequences will occur. For example

production and timeliness of case processing will continue to deteriorate,

efforts to redesign and reengineer our processes will proceed more slowly,
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judicial training, cross-training of administrative staff. executive development to fill key
expected retirements, and needed computer training will be unavailable, which will
continue to reduce staff effectiveness and delay our efforts to eliminate positions.

The Commission is making every effort to automate and streamline operations, reduce costs
and reengineer major processes, but both our current mission effectiveness and any dividends
in the future depend upon adequate investment today. Without the requested increase we can
neither function effectively today, nor can we improve in the future.

[Clerk's note.--Due to their volume, the above mentioned
attachments have been retained in subcommittee files.]

QUESTION SUBMITTED BY THE SUBCOMMITTEE

Senator Specter: What would be the effect of a 10 percent reduction in your current
agency's budget?

Mr. Weisberg: Unlike most larger government agencies which have either grant
programs, contractual support or other discretionary activities that can
be scaled back to reduce spending, cutting the budget of a small agency
like the Commission by 10 percent, would have immediate and very
predictable negative impacts on both the agency's ability to perform its
mission, and its highly skilled workforce. It would also arrest our
efforts to modernize our technology and systems, to streamline our
operations and to reengineer our key business processes all with the
aim of improving our service to the public.

The Commission's budget is completely dominated by three
expenditures -- personnel salary and benefits, office space rental and
the trial related costs of judicial travel and hearing transcripts. These
items account for roughly 95 percent of our fiscal year 1995 budget and
none of these items are easily controlled without impacting our
mission. Thus significant cuts in these categories, which would be
unavoidable, would translate directly into reduced effectiveness, and
as noted in our statement for the record, effectiveness is already
suffering due to inadequate funding.

Put another way, because the CoMmission was already operating
without adequate numbers of judges, without essential technology
investment, and without adequately maintaining the technical expertise
of its staff, any reduction translates immediately into a further
degradation in our ability to perform our mission and delays in our
efforts to improve.

To be specific, to absorb a 10 percent cut from our fiscal year 1995
funding, we would first have to drop our plan to fill two vacant judge's
pbsitions, and in addition reduce our workforce by more than 15
percent early in the fiscal year. We would, consequently, be able to
provide only minimal notice to those employees who would be let go.

Among the many positions eliminated would be at least four judges
(and their support staff), bringing our total number of judges to a level



551

well below that needed to handle even our most conservative estimate
of our fiscal year 1996 caseload. It should be remembered that we
have almost no control over our trial workload, which is completely
driven by our statutory mandates and external factors.

Thus the reduction'in staffing would mean that our already degraded
case processing times (see page 4 of our statement) would continue to
grow, as would our backlog of cases. This would be particularly
troublesome given the fact that, as noted in our statement and
justification, we are receiving an increasing number of large cases
requiring significant blocks of our judges' time to hear and resolve. At
a minimum then, our ability to hear trials would be reduced by 30
percent (or approximately 50 to 55 trials), while the necessity to
reassign existing cases from those judges being separated, to those
remaining, would further delay another 30 percent of our existing case
inventory.

Such delays have a variety of negative impacts. First, focus groups
with litigants and their representatives indicate that employers
generally want their cases heard and resolved as rapidly as possible.
But, our efforts to expedite cases would founder, while cycle times
would accelerate under this scenario. And more importantly and unlike
other worker protection disputes; under the OSH Act, delays in
Commission cases mean that hazardous conditions can go unabated
and additional employees con be injured or killed before a final
decision is issued.

A forced staff reduction would also involve the closure of two of our
four regional offices and would for certain locations mean spending
more (not less) on travel to hold trials in reasonable proximity to
employer's places of business. In other locations it would mean
litigants would travel much further to attend trials.

We would also have to make many other cuts which would effect
current perfonnance and future improvements including (1) delaying
our E-Z trial pilot aimed at easing the burden of contesting citations for
small employers, (2) eliminating all technical and judicial training, (3)
putting on hold the purchase of needed information processing
equipment, and (4) delaying development of a new case tracking/case
management system needed to improve judicial and support staff
productivity.

The elimination of training funds would mean that computer related
training, needed technical training for judges and attorneys, and cross
training for support staff would continue to be put off, with the effect
that improvements in productivity necessary to sensibly reduce staffing
and improve performance would not be achieved.
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PHYSICIAN PAYMENT REVIEW COMMISSION

STATEMENT OF GAIL R. WILENSKY, CHAIR

Mr. Chairman. I am pleased to submit this testimony reporting on the activities and work plan

of the Physician Payment Review Commission. Established in 1986 to advise the Congress on

Medicare physician payment reform, the Commission's 13 members bring together the

perspectives of physicians, nurses, consumers, purchasers, health plans, and economists. With

the expertise of its Commissioners and a strong analytical staff, the Commission has established

a track record of providing useful and timely advice to the Congress. Its work has been

strengthened by a tradition of working toward consensus in shaping recommendations on difficult

and sensitive issues.

When the Commission first set to work, it consulted with the Congress to define die goals for

Medicare reform and to frame the issues of concern. The recommendations it later presented

to the Congress formed the basis for the payment reforms enacted in the Omnibus Budget

Reconciliation Act of 1989 (OBRA89). OBRA89 also directed the Commission to monitor the

impact of reform on beneficiaries and advise the Congress on setting standards for expenditure

growth and updating fees under the Medicare Fee Schedule. In OBRA90 the Congress again

expanded the Commission's mandate to consider policies related to controlling health costs faced

by employers, financing graduate medical education, reforming the medical liability system,

ensuring quality of care, and improving access in underserved areas and for Medicaid

benefic iaries.

In its work plan for fiscal year 1996, the Commission combincs its responsibilities with respect

to the current Medicare program with plans to analyze new issues now receiving serious

consideration by the Congress. Its challenge will be to develop policies that reflect the dual

priorities of reducing federal spending and reorienting Medicare to take advantage of innovations

in the private sector. Meeting that challenge will require analytic support to design effective

policies and to assess their implications so that changes reflect congressional intent.

Commission Reports to the Congress. The Commission is required to submit five reports each

year, the most extensive being its annual report. This year's report, submitted last March,

contains two major sections: one devoted to the Medicare and Medicaid programs and one

focused on the changing market for health services. Chapters on the Medicare risk-contracting

program, coverage decisions, telemedicine, and payment rates of Medicare and private payers

consider Medicare issues in the context of the evolving marketplace. Other chapters reflect the

Commission's ongoing work to monitor implementation of physician payment reform, assess the

impact of the fee schedule, and recommend improvements. The final chapter in this section

reviews the implementation of a growing number of statewide Medicaid demonstrations.

The report then goes on to provide systematic information on the dynamics of the health care

market with chapters on provider-driven integration, relationships between health plans and
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providers, network development in rural areas, monitoring quality and plan performance, and

the changing physician labor market. Policy issues arising from delivery system changes are

outlined in chapters on antitrust policy, insurance market reform, medical liability reform, and

development and use of practice guidelines.

In addition to the annual report. the Commission prepares more focused reports, requiring

substantial analytic work. Three of these reports are related to Medicare, providing updates on

access to care, assessing beneficiary financial protection, and presenting recommendations on

setting Volume Performance Standards (VPS) and updating fee schedule conversion factors. In

addition. the Commission comments on the President's budget. This past year, the Commission

also responded to a congressional request by issuing a special report examining issues related

to Medicare payment for critical care and trauma services. In addition, the Commission has

testified eight times in this fiscal year on a range of issues related to Medicare and the broader

health care market.

Commission Work Plan. In the year ahead, the Commission plans to take up new issues

affecting Medicare and Medicaid and to study changes in the delivery system. Its appropriation

request submitted to this Committee in February presented a detailed work plan. Since then,

the Commission has been adapting its plans and priorities to congressional concems through

meetings with committee staff and briefings for Members. We believe that the Congress is well

served by this process of consultation, because it allows the Commission to provide useful and

timely advice as congressional deliberations proceed. I would like to highlight some key aspects

of the Commission's work plan that focus on the interface between Medicare, Medicaid, and

developments in the private sector.

Just as when the Commission was established, we are at a juncture where there is a need to

reshape Medicare. The impetus for change comes from pressure to reduce the budget deficit,

the disparity in spending growth rates between Medicare and the private sector, and the potential

to increase the options available to Medicare beneficiaries. Accordingly, the Commission has

planned work on each of these issues. As in the past, we will follow a strategy of developing

short-term options that move the program in the direction of long-term goals. We will focus on

making the fee-for-service sector function more effectively and broadening the role of managed

care.

With respect to the fee-for-service sector, the Commission recently recommended changes in the

VPS system that determines updates in payments under the Medicate Fee Schedule. These

changes would make the VPS system more effective in slowing growth in Medicare expenditures

to a sustainable level. In addition to advising the Congress on how to restructure this policy,

the Commission will assess the effects of any policy changes introduced as part of its ongoing

responsibility to advise the Congress on setting performance standards and updating payments.

Dynamic changes in the private sector are creating pressures to shift Medicare's focus from its

roots in indemnity insurance to more innovative methods of service delivery and payment. The
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Commission will explore a number of issues related to restructuring the Medicare program.

These include policies to encourage participation by managed-care plans in Medicare, provide

new opportunities for beneficiaries to enroll in these plans, and generate cost savings for the

Medicare program. The Commission will consider how to structure a program offering multiple

choices to beneficiaries, including such issues as enrollment policy, information needed to

facilitate choice, and risk adjustment. It will extend its work on performance standards for plans

and will examine standards for plan participation that may serve as barriers to entry. This work

will build on the Commission's recommendations to change payment policies for Medicare risk

contracts. The Commission may also, consider how to structure competition between fee-for-

service and managed-care options. Competitive bidding options explored in the 1995 annual

report could provide the foundation for a more competitive system that provides choices to

beneficiaries while encouraging efficiency in service delivery.

As part of its effort to integrate information on the private sectoi into its assessments of

Medicare, the Commission will continue to examine trends and document the gap between

Medicare payment rates and those in the private sector. Doing so will require continued

development of its unique private-payer claims database. The Commission will also analyze

changes in the volume and intensity of services, and identify changes in patterns of care. These

analyses will shed light on the potential substitutions taking place across settings and types of

services, the trends in service use that underlie expenditure trends, and how the dynamics of the

changing market affect medical practice across managed-care and fee-for-service settings.

The Commission also plans to monitor the five-year review of the relative values used in the

Medicare Fee Schedule that will be conducted by the Health Care Financing Administration as

required by OBRA89. The first review will be completed next year. As part of its mandate to

monitor fee schedule implementation, the Commission has set out principles to guide this five-

year review. It will evaluate the results of the review and assess the impact of the revised

relative values on physician payments.

Because modifications to the fee schedule are important to other payers as well, the Commission

will continue to monitor the adoption of Medicare policies by others, particularly managed-care

plans. Commission surveys have found increasing use of Medicare's payment policies by state

Medicaid programs and private payers. Most recently, its survey of managed-care plans showed

a substantial number drawing on Medicare's relative values in setting compensation

arrangements.

For the past three years, the Commission has made recommendations on how Medicare could

leverage its support for graduate medical education (GME) to help achieve broadly-supported

goals for change in the supply and specialty mix of physicians. The Commission has been

consulting with congressional staff to identify options for restructuring Medicare's direct medical

education payments, and will assess the effects of these options on the number and specialty

distribution of residents, as well as their impact on different types of hospitals. It will also
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continue to monitor the impact of the changing delivery system on the labor market for
physicians.

Each year, the Commission has considered issues related to access, quality, or payment under

Medicaid, selecting those that mirror congressional interests and priorities. This past year, it

took a close look at state demonstrations to expand coverage and enroll Medicaid beneficiaries

in managed care under Section 1115 waivers. As the Congress considers broader reform of

Medicaid, the Commission is working on such topics as performance standards for a restructured

Medicaid program, state variation in Medicaid expenditure growth, and the impact of Medicaid

reform on Medicare beneficiaries who are dual eligibles.

The Commission's work on Medicare and Medicaid is complemented by efforts to monitor the

changing market. Given the increased interest in positioning the Medicare and Medicaid

programs to take advantage of market changes, a systematic effort to learn about market

developments has become even more important. The Commission will continue to update its

information on the dynamics in the market focusing this year on the relationship between market

changes and the Medicare program. Among other activities, it plans to hold a series of meetings

that draw on the expertise of managers and health care professionals in different types of health

plans and in different areas of the country to delineate issues and options related to expanding

choices for Medicare beneficiaries. These will inform the Commission's work on such issues

as how to manage care for an elderly population effectively, criteria for plan participation, plan

performance standards, enrollment policies, managed care involvement in medical training, and

implications of broadening beneficiary choice in markets with both high and low managed care

penetrat ion.

Appropriation Request for Fiscal Year 1996. The Commission requests $4,100,000 for fiscal

year 1996. $76,000 below the current budget. A concerted effort to increase operational

efficiency and to fine tune its budget in recent years allowed it to request a 5.5 percent reduction

for FY 1994 and a steady state budget for the current fiscal year. In total, these actions will

have reauced the Commission's FY 1996 budget by nearly 9 percent relative to its FY 1993

budget.

Funds for staffing and computer services comprise the largest portion of the proposed budget.

Although Congress has expanded our workload several times, recruitment of highly trained and

productive staff has enabled us to respond to our mandate in a timely manner. This experience

has shown that the Commission's effectiveness requires that much of its work be conducted or

managed by senior professionals. To absorb the proposed funding decrease, however, the

Commission will slow recruitment, entering FY 1996 with one less filled staff position than

antic ipated .

The Commission's greatest success in increasing operational efficiency has been in its mainframe

computer and programming services. Although the increased sophistication of the Commission's
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quantitative work implies that these activities will continue to require substantial resources, the
Commission has made a concerted effort in this budget category to develop more cost-effective

approaches. By using more efficient programming methods, streamlining data sets, and closer

monitoring of contracted programmers and staff, it has reduced its computer budget by over 40
percent in the past three years. This has been accomplished even though the number of
databases used and the amount of quantitative analyses undertaken have increased substantially.

The third major category in our budget is policy analysis and data development, funds used

primarily for outside contractors that can develop new data sources and make specialized
expertise available. This past year, the Commission funded surveys of both physicians and

managed-care organizations to learn how system change is affecting the way medicine is
organized and prarked. In the coming year. we will build on these projects, through targeted

surveys and site visits, io provide a systematic assessment of the implications of market reforms

for the private sector and for the Medicare and Medicaid programs.

The Commission is considering a number of additional projects related to managed care. These
include surveying Medicare beneficiaries enrolled in managed care plans about their access and

satisfaction; developing clinical indicators of access that can be applied to encounter data

collected by managed care plans; surveying private payers on innovative methods for managing

fee-for-service care; gathering data on the use of telemedicine in managed care; and learning

more about the processes used by these organizations to make decisions to cover new or

experimental services. Surveys of Medicaid programs about methods for setting capitation rates

and policies related to Medicare beneficiaries who are dual eligibles are also planned.

The Commission has also benefitted from drawing on the judgment of experts who can help
solve difficult policy questions or guide the Commission's analyses. As I mentioned earlier, -it

plans to convene expert panels to focus its work on the implications of the changing market for

Medicare and to broaden its understanding of the relationships between managed-care plans and
'physicians. It will also consult a panel of physicians concerning clinical indicators ofaccess that

can be used with Medicare claims or encounter data to detect access changes for beneficiaries

with specific medical problems.

The Commission's proposed budget for FY 1996 reflects its effort to restrain costs while

ensuring adequate funding to carry out an ambitious work plan. Given the importance the
Congress has placed on reforms in Medicare and Medicaid, and the Analytic support required

to design the changes needed, the Commission looks forward to a productive year assisting the

Congress.

QUESTION SUBMITTED BY THE SUBCOMMITTEE

MR. CHAIRMAN: What would be the effect of a 10 percent reduction in your current agency's budget?

DR. WILENSKY: The Commission recognizes the importance of restraining growth in discretionary spending

to meet federal budget goals. For this reason, as well as responsible management, it has strived over the years

to review each item in its budget closely and to seek out more efficient ways of meeting its responsibilities to
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the Congress. This effort has reduced the Commission's FY 1996 budget by nearly 9 percent relative to its FY

1993 budget. Given this self-imposed restraint during a period when the Commission's mandate has been

expanded, a 10 percent reduction in the Commission's FY 1996 appropriation level would lower the

Commission's ability to obtain information that has informed its work in the past.

Under these circumstances, the Commission would set its priorities as follows. It would carry out the work

required to submit the annual reports mandated by the Congress each year. These include specific reports on

Medicare Volume Performance Standards, monitoring Medicare beneficiary access to care, monitoring Medicare

beneficiary financial protection, and commenting on the President's budget. The Commission would also set

priorities for the issues to be addressed in its annual report to Congress. Of the topics on the Commission's

work plan, it would pick those issues of greatest concern to the Congress including: the range of questions

involved in broadening choices for Medicare beneficiaries, performance standards and expenditure growth under

a restructured Medicaid program, revising the method for setting Medicare capitation payments, improving

payment policies under the Medicare Fee Schedule, and assessing options for financing graduate medical

education. Reductions in the Commission's budget would prevent it from carrying out some types of projects

that it currently has planned to support decisionmaking on the above issues, but these issues would still remain

priorities.

The Commission would make every effort to retain its staff, if faced with budget reductions, by attempting to

absorb any decrease through reduced funding for outside contracts. Obviously, given the workload implied by

the Commission's congressional mandate and the already small size of the Commission staff, it would be

preferable not to have to impose staff reductions. The Commission has learned from experience that both the

quality and efficiency of its analytical work are generally higher if conducted by Commission staff or closely

managed by staff. Given this, the Commission would be better able to meet its responsibilities to the Congress

if it maintained its staffing level and applied any reduction to other budget categories. Since funding for outside

contracts would likely absorb the largest portion of the reductions, the Commission's ability to gather

information needed to monitor the impact of changes in Medicare and Medicaid would be diminished, as would

its ability to better understand the effects of the evolving health care system on Medicare and Medicaid and to

integrate that information into its policy advice to the Congress.

PROSPECTIVE PAYMENT ASSESSMENT COMMISSION

STATEMENT OF STUART H. ALTMAN, CHAIRMAN

I am pleased to submit this summary testimony for the record describing the recent

work of the Prospective Payment Assessment Commission (ProPAC), presenting our

appropriation request for fiscal year 1996, and describing the effect of a 10 percent

reduction in our budget.

COMMISSION RESPONSIBILITIES

The Commission was created in 1983 to serve the analytic and information needs

of the Congress and to Provide objective judgment from a knowledgeable group of

citizens. Initially, our responsibilities were limited to the Medicare hospital prospective

payment system (PPS). Over the years, however, the Congress has expanded our

mandate to include all Medicare inpatient and outpatient hospital services, skilled
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nursing facility, home health, ESRD dialysis facility care, and Medicaid hospital

payment. We also have been actively involved in identifying ways to improve

Medicare's managed care programs.

At the time ProPAC was created, Medicare spending was growing very rapidly, the

trust funds were approaching bankruptcy, and the Congress was enacting a new way

to.pay hospitals to slow the rise in expenditures. Congress was especially interested

in creating an alternative source of accurate and timely data and advice to help it

enact and update the changes in Medicare policies it desired.

I believe the circumstances that led Congress to create ProPAC in 1983 are similar

to the situation today. Medicare program spending is again growing rapidly, with

outlays of $176 billion expected in 1995. About two thirds of this spending is for

facility services within ProPAC's mandate. The Congress is again considering large

cuts in spending growth in the short-term, as well as fundamental changes in the

Medicare program over the long-term. The policies that determine Medicare spending

growth, as well as the distribution of the funds across providers and geographic areas,

are very complex and generate substantial interest among the public and the specific

sectors affected. To accomplish its goals, the Congress needs to have good

information to modify this politically sensitive program. I am confident that when you

speak to the relevant committees, they would agree that ProPAC has provided the

timely information requested by the Congress.

The need for relevant information and objective analysis and advice has increased

in recent years, as the various interest groups have become very sophisticated in

presenting data to bolster their positio- ns before Congress. This technique was

especially prominent during the debate on health care reform. On many occasions,

committee staff turned to ProPAC to help evaluate the alternative proposals and

supporting information.

As the Committee is aware, the Commission is an unusual organization. Although

we are an independent agency of the Congress, we obtain our annual appropriation

through the Executive branch appropriations process since our funding comes from

the Medicare trust funds. We also differ from other agencies in that the Commission's

authority resides with its public members, rather than full-time government employees.

The members are appointed for three year terms by the Congressional Office of

Technology Assessment (OTA), following extensive consultation with the appropriate

committees of Congress.

Our responsibilities, including the reports we submit to Congress, are determined

by statute and by requests from committees, especially the House Ways and Means

Committee and the Senate Finance Committee. In addition to our reports, we

frequently testify before Congress concerning Medicare's payment policies. We also
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meet regularly with the staff of these and other committees to provide information on

proposals they are considering. These activities have been particularly intense in the-

past six months as various committees have used the Commission's extensive data

resources and analytic capabilities to develop briefing materials for members and to

analyze alternatives to slow the growth in Medicare spending.

CURRENT WORK

We submitted our annual Report and Recommendations To The Congress, on

March 1, 1995 and our annual report on Medicare and the American Health Care

System on June 1, 1995. We will be submitting our report to Congress on the

proposal by the Secretary of the Department of Health and Human Services for a

Medicare hospital outpatient prospective payment system by the end of July. Since_

the beginning of the year, we have testified three times before the Health

Subcommittee of the Ways and Means Committee, before the Health and Environment

Subcommittee of the Commerce Committee, and we will be testifying before the

Senate Finance Committee on July 19, 1995.

In addition to the reports we have submitted to Congress and the testimony we

have provided in the past six months, we have prepared numerous briefing papers

and background documents for Committee members and staff. We also have had

numerous meetings with Senate Finance Committee and House Ways and Means

Committee staff as they consider major changes in Medicare's payment policies for

hospital and other facility services. In the past three months, a substantial portion of

our analytic resources has been devoted providing the staff of these Committees with

the information they need to evaluate policy options to slow the growth in Medicare

spending called for in the budget resolution.

FISCAL YEAR 1996 APPROPRIATION REQUEST

For fiscal year 1996, ProPAC is requesting an appropriation of $4,656,000, a

reduction of $11;000 from our 1995 amount. Since 1988, ProPAC's spending has

increased at an annual rate of only 3.0 percent, less than economy-wide inflation.

During this time, Congress greatly expanded our responsibilities. Our budget request

for fiscal year 1996, however, reflects only inflation-related increases in salaries and

benefits. These increases are more than offset, however, by spending reductions,in

other categories.

The major item in our budget is staff salaries and benefits. By statute, the

Commission can employ an Executive Director and up to 25 full-time equivalent staff.

The law also requires that ProPAC follow the personnel policies of the U.S. Senate.

The Commission's staff is responsible for completing the complex analytic studies that
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produce the information that forms the basis for the Commission's recommendations,

reports, and testimony. The staff also prepares background and briefing materials for

Congressional committees and regularly consults with committee staff.

The other large budget item is for computer programming and the use of the

mainframe computer. We use the computer resources of the U.S. House of

Representatives (HIS). We are requesting $1,175,000 for these activities. Our

spending in this area has increased in recent years as the Congress expanded our

responsibilities. The analyses we undertake to provide timely and relevant information

to Congress are complex and require very large data bases. As our use of the

mainframe computer grew, however, we were able to improve our efficiency and to

negotiate a better price with HIS. We also changed our software development

contractor. Consequently, we believe we will be able to maintain our level of

mainframe computer use in FY 1996 while reducing our budget by about $60,000.

The remaining portions of our budget include the funding necessary for payment of

Commissioners for travel and time spent on Commission business; for facilities,

supplies, equipment, and travel; for communications with the public, including

maintenance of mailing lists, publication of reports, expenses required by open

meetings of the Commission, and for other administrative expenses associated with

facilitating the work of the Commission. The General Services Administration (GSA),

-under contract to ProPAC, provides personnel, payroll, and accounting services. GSA

also arranges on our behalf for office space, telecommunications services, and travel

services at government contract rates.

We also contract with outside organizations and individuals to provide a detailed

quantitative information base for Commissioners to use in formulation of

recommendations and reports. For example, the Commission's work describing cost

shifting requires a contract since the information is proprietary. Our findings from this

project, as well as the timely information on the recent decline in hospital costs, have

been invaluable to the Congress' consideration of the hospital update factor. Another

project we have recently completed examines strategies states are using in their

Medicaid managed care programs to assure access. This topic is of critical

importance as the Medicare and Medicaid programs encourage enrollment in

managed care programs. We also are developing a project to examine payments to

hospitals for the care furnished to enrollees under the Medicare risk contracting

program. A listing of our recent extramural data development and research projects is

included in our budget justification.
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QUESTION SUBMI1TED BY THE SUBCOMMITTEE

Question: What would be the effect of a 10-percent reduction in your agency's budget?
_

I have attached to my testimony ProPAC's analytic agenda for 1995-1996,

indicating possible areas we would have to defer if our budget is reduced. Our

appropriation request for FY 1996 is less than our FY 1995 amount. As you can see

from our analytic agenda, a 10 percent reduction in this request would require us to

defer analysis of a number of important topics. As we did in developing these analytic

priorities, we would seek the guidance of the staff of the Senate Finance and House

Ways and Means Committees regarding any additional modifications that may be

required. Major changes in Medicare policies are necessary to achieve the savings

contained in the budget resolution, and it is likely that refinements of these policies will

be necessary in the next year or two to respond to constituent concerns regarding

access to care. My greatest concern with a reduction in our budget and staffing,

however, is that short-term political and other pressures may require most of our staff

resources and limit our ability to assist you develop the more fundamental changes in

the Medicare program that are necessary for long-term reform.

I am aware that Congress and this Subcommittee are committed to reducing this 4

nation's deficit and improving the operation of the Federal government. To do so, you

must examine all the programs within your jurisdiction and make difficult trade-offs. In
-

considering ProPAC's appropriation request, I hope you will consider our contributions

to the Congress as it moves to rein in Medicare expenditure growth and implement

fundamental changes for the future. These activities will attract a lot of attention and

will require data and information to balance many competing claims. The Department

of Health and Human Services, and other components within the Administration, have

strong research and analytic capabilities to bolster their positions. Many interest

groups have, or can purchase from consulting firms, such expertise to develop

information to support their views.

For 11 years, ProPAC has served the needs of the Congress for' timely and

relevant data and recommendations to develop its policies and td evaluate

Administration policies and information furnished by special interests. I believe the

Congress needs its own source of information it can trust today, as much as at any

time since ProPAC was created. ProPAC's appropriation request of about $4.7 million

is a small investment to help you balance the needs of Medicare beneficiaries for .

quality health care with the constraints needed to reduce the deficit. I am also sure

we can be helpful to the Congress as it decides how to restructure a program that will

spend almost $200 billion in fiscal year 1996. In making your difficult decisions among

budget requests frorn competing programs, I hope you will consider the value of the

contributions we can make to assist the Congress slow Medicare spending growth,

while maintaining access to care and developing more fundamental reforms of the

program.
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PROPACS's ANALYTIC AGENDA
1995-1996 PRIORITIES

I. PPS HOSPITAL PAYMENT POLICIES
A. Annual Update Factor

The minimum approach would rely on available data without additional staff
analyses. The maximum would maintain the current level of effort regarding the
analysis of the hospital market basket and productivity change and would use
past trends to adjust for science and technology and case-complexity change.
Decisions on level of effort will be made after Congress completes its work this
fall.

B. LME and GME Payment
The Congress may make substantial changes in these policies, and the
Commission will assess options and their possible impact and recommend
refinements, if necessary. The Commission also will collaberate with PPRC on
GME issues.

C. Disproportionate Share Adjustment
The Congress may make substantial changes in these policies, and the
Commission will assess options and their possible impact and recommend
refinements, if necessary. This may involve evaluating alternative proxies to
better target the available funds to those hospitals with the greatest need. This
work could interact with the work on the IME.

D. Patient-level and Geographic Adjustments: DRGs. Outlier Policy, Wage Index

Monitor prior recommendations, assess the impact of current policies, and
respond to. HCFA's proposed regulations. Defer further analyses of these topics.

E. Hospitals Receiving Special Treatment
Defer follow-up analysis of rural. Medicare dependent. and other hospitals
performing poorly under Medicare.

F. Capital Payment Policy
Monitor and assess capital payment policy and the transition to a fully
prospective capital payment system. Defer additional analyses.

II. PAYMENT POLICIES FOR OTHER-FACILITIES

A. Excluded Hospitals and Units
Develop the annual update factor recommendation. Defer examination of the
current financial condition of these hospitals and distinct-part units.

B. Hospital Outpatient Services
Complete the report to Congress containing the Commission's views on the
Secretary's report. Defer further analysis of spending growth in ambulatory
settings. methods to control volume, and differences in policies and payment
levels across settings.

C. End-Stage Renal Disease

Develop the annual update factor recommendation, including the study of the
costs of scientific and technologic advancement, productivity changes. and the

appropriateness of the current basc payment amount. Continue to examine the
effects of EPO payment policies. Defer analyses of services furnished by
dialysis facilities that are not included in the composite rate. Defer other
analyses of spending growth for ESRD beneficiaries.
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D. Home Health Services
Monitor spending for home health services and the Secretary's progress in
developing her report. Analyze types of visits and costs of care for high users.

E. Skilled Nursing Facility Services
Monitor spending for SNF services and the Secretary's progress in developing
her report. Contine examination of growth in ancillary therapy services furnished

. during a SNF admission and the increase in exceptions payments.

F. Analysis of Variations in Post-Acute Care Services
Defer analysis of varitions in cost and utilization across facility types and policy
options for slowing spending growth.

III. MEDICARE MANAGED CARE

A. Develop a Joint Report with PPRC Regarding Medicare Managed Care

B. Continue Analysis of the Risk Contracting Program 2nd Proposed Alternatives
Monitor Congressional proposals to modify the managed care program. Continue
analysis of HMO enrollment issues, the ACR and AAPCC. regional variations in
payment. and other policies. Analyze service use and hospital cost per case.
controlling for age. sex, and geographic location of Medicare beneficiaries in
HMOs and fee for service plans. if data is available. Examine.risk adjustment
methods in private and public managed care plans and proposals for
improvements.

C. Monitor Medicare's Managed Care Programs
Monitor Medicare's policies and enrollment and disenrollment in the various
managed care options other than risk contracting.

IV. MEDICAID .AiND PRIVATE SECTOR MANAGED CARE

A. Medicaid Managed Care

Monitor the Medicaid 1115 and 1915 waivers and HMO enrollment issues.
Defer analysis of regional variations in payment and service use.

B. Private Sector Managed Care
Monitor private sector HMO enrollment. Defer analysis of reeional variations
in spending and payments to providers.

V. MEDICARE AND THE AMERICAN HEALTH CARE SYSTEM

A. Annual June Report
Prepare the Report. Additional time to complete analyses for inclusion in the
report is included in other components of the analytic agenda.

B. Other Analyses to include in the June Report
Defer decisions until fall. Candidates include analysis of national health care
spending by sector and by payer and changes in service capacity and use. The
growth and characterisdcs of the uninsured population. Changes in insurance
premiums and cost sharing. Medicare beneficiaries' utilization of services.
program spending, and out of pocket spending.

C. Medicare State-Level Per Capita Spending
Proceed with multivariate analysis of state-level per capita spending



D. Medicare Vouchers and Medical Savings Plans
Monitor proposals and research related to the development of vouchers and
medical savings plans for the Medicare program. The priority for additional
analyses of these proposals using the Medicare state-level per capita spending
data base and other sources wilt be determined in the fall.

E. Hospital Performance
Develop scenarios describing the possible imp.act of options for slowing
Medicare Spending growth. Continue the annual descriptive analysis of hos'pital
financial performance. the payers analysis. and cost shifting.

F..Quality of Care,and Access
Monitor Medicare. Medicaid: and private sector quality of care activities. Defer

additional analysis of these activities as well as further analysis of the current
beneficiary survey.

G. Medicaid Policies
Monitor Medicaid DSH policies and spending. Defer additional analysis of
Medicaid payments to hospitals.

H. State-Level Activities
Continue to monitor state-level activities related to health care financing and
delivery.

I. Other Aspects of the Health Care System

Continue to examine the changing structure of the health care system, including
hospital consolidation and network affiliation, regionalization, service capacity.
staffing.

Continue to monitor the effects of these changes on essential community
providers.

Continue to monitor activities related to competition and antitrust.

Complete the multivariate analysis of the hospital and physician relations project,
if additional resources are available.

UNITED STATES RAILROAD RETIREMENT BOARD

SIATEIVIEDIT OF GI,E24 I. BOWER, CRAITUVLOI

The Railroad Retirement Board's (RRB) fiscal year 1996 budget
request for administrative expenses as reflected in the
President's budget is for $93.359.000 and 1.393 full-time
equivalent (FTE) employees, excluding the Office of Inspector
General (OIG). Our fiscal year 1996 total administrative expense
budget request is approximately $800.000 more than the $92.552.000
appropriated for fiscal year 1995. and includes $200.000 for a
-statutory reserve-available only to the extent necessary to
process workloads not anticipated in the budget estimates.

A breakdown of our fiscal year 1996 budget request by account
follows.
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Estimate
Account EIELa Amount

Limitation on Administration 1.379 $92,700.000
Special Management Improvement
Fund _14 659.000

Total 1.3.23 $93.359.000

In fiscal year 1996. we also expect to be reimbursed an
additional $3.7 million by the Health Care Financing
Administration (HCFA) for Medicare activities which will fund an
additional 44 FTE's. Total FTE's funded would therefore be 1.437.
This is 7 FTE's less than the President's ceiling for fiscal year
1996.

The 1.437 FTE's proposed for fiscal year 1996 represent a
reduction of 53 from the level we currently expect to fund in
fiscal year 1995. Buyouts have served a key role in reducing
employment levels. As of May 31, 1995. 72 employees have accepted
buyouts (31 in fiscal year 1994 and 41 in fiscal year 1995 so
far). An additional 37 employees have signed agreements to take
advantage of this program in fiscal years 1995, 1996. or 1997. In

addition to the above. 5 employees in the OIG have accepted or
signed agreements for buyouts.

As planned, resources for the highly successful Special
Management Improvement Program (SMIP) continue to decline in
fiscal year 1996 the agreement's final year. Under the
proposed budget, we intend to complete work as planned on the high
priority 5-year program of special projects to implement
management improvements in six functional areas: benefit claims
processing. debt collection, benefit fraud control, information
systems, benefit taxation accounting. and trust fund integrity.

The President's budget proposes that a single administrative
account. the Limitation on Administration, be established to
provide funding for the administration of both the railroad

retirement/survivor and unemployment/sickness insurance benefit
programs. The single account would replace the former Limitation
on Administration Account which funds the administration of the
retirement/survivor benefit program, and the Limitation on
Railroad Unemployment Insurance Administration Fund which funds
the administration of the unemployment/sickness insurance benefit
program. On April 3. 1995, the RRB released a legislative package
to the Congress. entitled "Railroad Retirement and Railroad
Unemployment Insurance Amendments Act of 1995." which included
this proposal.

In addition to the administrative expenses, our budget
request included $240.000,000 (plus a 2-percent contingency of
$4.800.000) for vested dual benefits payments to certain people
who qualified for both social security and railroad retirement
benefits before 1975. The contingency would become available in
the event payments exceed our estimate. The amount requested for
vested dual benefits payments in fiscal year 1996 was $21.000.000
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less than the 1995 enacted level due to the continued decline in
the number of persons eligible for these benefits. We recently
revised our fiscal year 1996 funding requirement for vested dual
benefits to $239.000.000 (plus a 2-percent contingency of
$4.780.000).

Finally, our request includes $300,000 to cover interest
related to uncashed railroad retirement checks. These funds are
being requested for 2 years and will be available through
September 30. 1997.

The OIG has submitted a separate justification and request
for $6.7 million and 85 FTE's for audit and investigative
activities.

RECENT MAJOR ACHIEVEMENTS

Question. Please identify your recent major achievements.

Answer. We have initiated a number of management improvements
which are focused on major areas of agency operations. The
achievements discussed below are a beginning in that we recognize
that deficit reduction initiatives will continue to limit budgets
in the future and streamlining agency operations to increase
efficiency and productivity will be necessary in order to do more
with less. Following are major recent efforts at improving
program. financial, and support activities of the agency.

AGENCY REORGANIZATION

We have taken steps in restructuring the agency by adopting a
plan to enhance the headquarters organization and to streamline
the field office structure. The restructuring. effective
January 3. 1995. established an Office of Programs to oversee
direct service to our beneficiaries and claims processing
operations, created an Office of Administration to coordinate
administrative support activities, and combined the agency's
automation and information system functions under a new Chief
Information Officer position. These changes will focus more
attention on the activities that directly relate to providing
benefits and place more responsibility in the hands of senior and
middle management.

Our reorganization also calls for a reduction of regional
offices from five offices to three. In addition, we have closed
three field offices in the last 2 years. and are in the process of
closing five more.

REENGINEERING

In January 1994. we formed a team to reengineer work
processes to ensure we deliver customer service at the highest
possible level. The early efforts of the team have been directed
to certain support functions within the agency. The team is
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completing its reviews of personnel. budget. procurement, and
financial functions resulting in recommendations and options for
streamlining these areas. Also, a primary purpose in starting its
efforts in these areas was for the team members to gain experience
in applying reengineering concepts before tackling our major
claims processing activities. The team is now shifting its
attention to claims processing areas and has developed an approach
to begin the reengineering of the claims processing methods.

SCHEDULING OF MEDICAL EXAMINATIONS

In May 1994. we centralized the scheduling of medical exams
for disability determinations. Under this approach, agency staff
electronically transmit exam requests to an outside contractor
which secures a medical provider, schedules the exam. and contacts
the claimant. Acceptance and payment-related documents are also
sent electronically between the RRB and the contractor.
Previously, each of our field offices handled these tasks. This
has greatly streamlined this area of our operations and has
resulted in improved services to our beneficiaries. The,contract
also sets prices for various procedures. thereby providing cost
containment.

SPECIAL MANAGEMENT IMPROVEMENT PROGRAM

We are continuing to meet or exceed all of the objectives
under the Special Management Improvement Program (SMIP). In April
1990. the RRB had an intense, comprehensive management review by a
team of government management experts organized by OMB. The
review stemmed from many OMB and Inspector General concerns with
overall agency administration and resulted in an agreement to make
needed improvements in six key areas: claims processing. debt
management, fraud control, tax accounting. trust fund integrity
and information systems. A written contract embodied the
agreement, including specific performance goals and a proposal for
$13.9 million in supplemental funding. In the past 4 years. the
Administration and Congress have supported this added funding.
The fiscal year 1996 request will bring this program to a
successful.conclusion. We expect to complete this effort by the
end of fiscal year 1996 (on schedule) at a total cost of about
$12.4 million, or $1.5 million less than originally planned.
Following is a brief overview of achievements resulting from our
work in each area.

Claims processing. When we began the SMIP in fiscal year
1992. we had a total workload of over 79.000 cases in targeted
categories of backlogged retirement and survivor claims. By the
end of April 1995, we had reduced the backlog to 4.392 in the
three remaining targeted categories. We are currently ahead of
schedule in this area, and we expect to eliminate the backlog
completely by the end of September 1995.

Debt management. We have made major improvements in our debt
collection operations, including expansion of the Internal Revenue
Service's (IRS) tax refund offset program and our use of debt
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collection agencies. We collected more than $1.1 million through
these efforts in fiscal year 1994 -- more than twice our goal. In

addition. the tax refund offset program is one of the most cost-
effective collection methods, and debts can be referred annually
for up to 10 years.

Fraud control. We have made major advances in the area of
fraud control. By the end of fiscal year 1994. we had established
wage matching agreements with all 50 States. the District of
Columbia and the Commonwealth of Puerto Rico, covering virtually
100 percent of railroad workers. Our original goal for 1994 was
to have conducted matches with 38 States. By conducting matches
with all States. we achieved our ultimate goal about 3 years ahead
of schedule. In fiscal year 1994. we identified over $1.2 million
in potential recoverables through these programs and referred over
1.000 cases to our Inspector General with potential recoverables
of an additional $1.8 million.

Tax accounting. We have made major improvements to our tax
processing systems and have eliminated a backlog of 49.000
unprocessed record corrections and cases requiring review of
incorrect tax statements.

irusL fund integrity. We are ahead of schedule in
reconciling employers' reports of compensation more than a year
before the statute of limitations expires. We have also made an
electronic tax payment system available to all employers.

Information systems. We implemented a new work measurement
system for our field service based on an approach used by the
Social Security Administration, and we are continuing to expand
its use. In addition, with approval by the Office of Management
and Budget (OMB). we acquired software to make our procedural
manuals and administrative documents available to our staff on-
line through personal computers and computer terminals.

AUDIT OF FINANCIAL STATEMENTS

Although the RRB is not covered by the Chief Financial
Officers Act of 1990. we strive to comply with its provisions. In

our opinion, audits of the RRB's financial statements are very
important because they provide independent assurance that RRB
management has .fairly presented its financial position and results
of operations. that it is in compliance with applicable laws and
regulations. and that its internal control structure is adequate
to ensure the integrity of the system.

The audit for fiscal year 1994 resulted in a disclaimer of
opinion because (1) the auditors were unable to obtain sufficient
audit evidence to determine what adjustments. if any, are required
to properly account for and report benefit payments. (2) the
auditors were able to obtain a confirmation from the Internal
Revenue Service regarding potential liabilities related to
asserted cases filed in the Federal courts but there was no
mention of the status of unasserted claims. and (3) information
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was not yet available for the auditors to apply sufficient
procedures to the Financial Interchange receivables. payables and
revenue amounts related to fiscal year 1994. The auditors also
noted the same internal control weaknesses which the RRB reported
in its most recent Federal Managers Financial Integrity Act
report.

We are working to resolve the issues that led Arthur Andersen
to disclaim an opinion on our financial statements.

DEBT MANAGEMENT

The RRB continues to increase its debt management
capabilities. Since.establishing an executive position reporting
directly to the RRB Chief Financial Officer to coordinate all
railroad retirement program debt collection activities, the agency
has been taking a systematic approach to addressing its receivable
problems. The RRB's initial effort was to improve current
processing in troublesome areas to stop the loss of revenues and
to prevent backlogs from growing larger. The first actions were
taken in the area of debt prevention to reduce the numbers and

amounts of overpayments being issued. One such effort resulted in
reducing the number of erroneous payments issued after the death
of beneficiaries. Next, our actions were directed at improving
the processes used in debt recovery. This resulted in the
development of automated processes to replace inefficient and
ineffective manual systems. The most noteworthy of these involved
the use of personal computers and local area networks to generate
combination rate correction/overpayment notices and to automate
reclamations and returned check processing. Once debt prevention
was enhanced and our current processing was improved, we directed
our attention to the large workloads.

Our methodology is working. In fiscal year 1994. we referred
debts totaling $8.13 million to the IRS. collecting slightly more
than $1 million. Collections showed a 4.7 percent increase in
fiscal year 1994. even though debt preventative measures were
implemented which reduced the receivable base. (Note: Debts
established decreased by 21.8 percent.) The agency's retirement
and survivor receivable balance has decreased from $92.3 million
at the end of fiscal year 1993 to $76.9 million currently.

Staff have recently been added to eliminate a backlog of
requests from debtors to waive the debts, a backlog which we
expect to eliminate in fiscal year 1996. Also. we are continuing
with a long range plan to improve our debt collection operations.
Finally, we have proposed legislation to enhance the RRB's
authority to collect debts by means of administrative offset
against other Federal payments. This proposal was included in a
legislative package released to the Congress on April 3. 1995.
entitled "Railroad Retirement and Railroad Unemployment Insurance
Amendments Act of 1995."

5 7 4



570

USE OF ELECTRONIC PAYMENT

The RRB has implemented Electronic Funds Transfer (EFT) as
the presumed method of payment for all new railroad retirement
beneficiaries and will implement EFT as the presumed method of
payment for all new unemployment and sickness insurance
beneficiaries on July 1. 1995. We began offering electronic
direct deposit for the unemployment and sickness insurance
benefits in March 1994.

Currently. about 91 percent of salaries. 57 percent of
retirement benefits. and 7 to 8 percent of unemployment and
sickness insurance benefits are paid by direct deposit.

The use of EFT is very cost effective. According to the
Department of the Treasury (Treasury), it currently costs 40 cents
to issue a check payment and 2.4 cents to issue an EFT payment.
Because of these savings, we have been strongly encouraging our
beneficiaries to enroll in EFT. We estimate an annual savings of
$1.7 million for the retirement program and $116.000 for the
unemployment and sickness insurance program if all beneficiaries-
had bank accounts and were required to receive their benefits by
EFT.

RAILROAD EMPLOYER AUDITS

Under guidance from OMB and the Congress. the RRB formed an
audit and compliance division within the agency's Bureau of Fiscal
Operations in April 1993. This division was formed to conduct
.audits of railroad employers and to help ensure compliance with
reporting and financial regulations. Since that time, the
division has completed 36 compliance and 13 coverage audits.
These audits have resulted in nearly $1.6 million in potential
added unemployment insurance contributions and other receivables
due from employers.

EARNINGS AND INVESTMENTS

The RRB has striven to become more proactive in managing its
investments even though the law limits us to Federally issued or
guaranteed obligations. We have looked for ways to expand our
investment options and have recently concluded negotiations with
Treasury to allow the purchase of zero-coupon bonds. We are
holding continuing discussions with Treasury officials on the
possible purchase of securities issued by other Federal agencies.

In fiscal year 1994. the holdings of our retirement funds
earned an average yield of 6.71 percent. Earnings on the RRB
accounts totaled $812 million. This does not include capital
gains of $.186.9 million on security sales authorized by the RRB's
Investment Committee. Over the past 4 years. we have realized
$543.9 million in book profits from such sales as compared to just
$1.1 foillion for the previous 3-year period.

To further enhance our investment capabilities, a proposed
legislative package submitted to the Congress on April 3. 1995,
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includes a provision to increase interest earnings consistent.with
the formula used for the social security trust funds..

AUTOMATION IMPROVEMENTS

Over the past 5 years. the RRB has developed and implemented
several major new automated tlaims processing and support systems.
These provide on-line, interactive calculation and payment
functions for employee and spouse retirement claims, survivor
claims and social security claims which are certified to the RRB
for payment. In addition, we have automated debt recovery
processing for current entitlement cases. And, most recently. we
have developed a payment, rate and entitlement history system that
forms the foundation for a single repository for all future
railroad retirement adjudicative actions, thus enabling the RRB to
reduce its reliance on paper folders, pursue the replacement of
systems which are 25 years old and very maintenance intensive, and
process inquiries and adjudicative actions more rapidly.

We believe that our automation effortS are resulting in more
accurate and timely payment of retirement and survivor benefits.
We have automated many of the previously time-consuming and error-
prone steps involved in making post-entitlement adjustments to
these cases, although we still have an unacceptable number of
errors. Other benefits include_a reduction in the amount of paper
used to produce a payment. the ability to detect and correct

errors or discrepancies at the source, and greater efficiency
overall.

The RRB installed an image processing system in March 1993.
to process sickness insurance applications and medical statements.
The purpose was to improve document control, eliminate the
maintenance of manual files, and improve processing controls.
Results-have been positive, indicating that "lost" document
complaints and related delays have been eliminated, and that
processing efficiencies and controls have improved.

In September 1994, a second, smaller free-standing image
processing system was installed in the retirement methods and
procedures section. This system is used to store and retrieve
technical files.

We estimate that about 65 percent of our retirement systems.
84 percent of our unemployment and sickness insurance systems. and
85 percent of our administrative functions are automated.

CONSOLIDATION OF CHICAGO-AREA FACILITIES

In fiscal year 1994. the RRB completed the consolidation of
three Chicago-area facilities into the headquarters building.
These facilities consisted of a large warehouse, a satellite
claims processing center, and the Chicago field office. We
estimate that the resulting annual savings from these moves will
amount to about $834.000 in rent and other cost savings.
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'PLANNED IMPROVEMENTS

Ouestion. Please predict what you hope to accomplish in the near
future.

Answer. In the next few years we expect to complete a number of
projects to streamline operations and to improve the quality of
our service to the public. Major initiatives now underway include
the Special Management Improvement Program (SMIP). modernization
of automated processing systems. improvements in debt management
operations. reorganization of staffing and service delivery
systems. and several special projects to improve the effectiveness
of agency management.

SPECIAL MANAGEMENT IMPROVEMENT PROGRAM

In fiscal year 1996. we expect to complete all of our
objectives under the SMIP.

MODERNIZATION OF AUTOMATED SYSTEMS

In recent years. we have been working toward modernizing our
claims processing systems using an incremental approach which
utilizes existing systems as the beginning point for further
development. During this time, we have developed and implemented
several'major automated claims processing and support systems to
provide on-line, interactive calculation and payment processing
services for retirement and survivor claims and social security
claims which are certified to the RRB for payment. In addition.

we have developed an integrated database for current entitlement
cases and automated debt recovery processing for current
entitlement cases. Most recently. we implemented a new rate and
entitlement history.system which will provide a basis for further
automation of post-entitlement processing functions.

We are also exploring the use of relatively new technologies
to streamline operations and improve service. We are also
increasing our use of electronic communications with railroads.
financial institutions and others. We are currently revising our
5-year Strategic Information Resources Management Plan to reflect
agency priorities for future automation projects.

DEBT MANAGEMENT

Changes to debt management processing are being developed
and/or implemented. These include the following:

-- Implementation of a comprehensive system for referring
and handling reclamation and restitution cases under a
recent agreement with the OIG.

Timely release of notice of debts accrued by
beneficiaries before death to executors/administrators of
estates and personal representatives of decedents.
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Accrual of interest and penalty on delinquent debt.

Tracking of new.delinquent debt and placement into
appropriate collection programs.. and

Utilization of a lockbox to receive all payments and
responses to debt correspondence.

AGENCY REORGANIZATION

A task force made up of headquarters and field office
employees has just completed a 2-month review Of the agency's,
structure and has made its recoMmendations to the Board Members
to. among other things..abolish bureaus in headquarters and
offices in the field service, reduce the layers of ManageMent:
promote greater accountability, enhance customer service through
the use of technology: forge third-party partnerships. and allOw.
for possible outsourcing of various projects,and tasks.

MANAGEMENT IMPROVEMENTS

. The RRB has Several- special_project actiyities underway tO
help improve the productivity and effectiveness of our operations..
TheSe include the following:

Customet service/benchmarking. As required under EXecutive
Order 12862.. we surveyed our customers,last year to determine
their level.of satisfaction with RRB service and to learn
what kinds of services they prefer. We then developed a' set
of customer service standards, which we have posted in each .

of our field loCations and made available to the publit in
pamphlet form. We also worked with a contraCtor to benchmark

the RRB's-performance against outstanding administrators of
pension plans. We-will use this information tO guide future
reengineering efforts.

Pilot droject. The RRB's Bureau.of Survivor Benefits has
been designated a pilot project under the Government
Performance and Results Act (GPRA). Through this project and
others, we are preparing to comply with GPRA'requirements-for
.planning, budgeting and pefformance measurement.

QUESTION SUBMITTED BY THE SUBCOMMITTEE

Ouestion. What would be 1.he effect on the agency if there was
1) a freeze at the fiscal year 1995 appropriation level or 2) a
reduction of 10 percent from the requested fiscal year 1996 level?

Answer. Limiting funding for the RRB in fiscal year 1996 to the
fiscal year 1995 appropriation level would provide a total of
$92.552.000 for administrative expenses (excluding $3.700.000
reimbursed by HCFA). Without realizing any other cost savings, we
would need to reduce our FTE level to 1.422 (including 44
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reimbursable HCFA FTE's). This is 15 less than the number of
FTE's we had expected to fund with the $93.359.000 provided in the
President's fiscal year 1996 budget. and 68 FTE's less than the
number we currently expect to utilize during fiscal year 1995.
Reducing the President's fiscal year 1996 budget recommendation by
10 percent would provide the RRB with $84.023.100 (excluding
$3.700.000 reimbursed by HCFA) for administrative expenses.
Without realizing any other cost savings. the RRB would need to
reduce its FTE level in fiscal year 1996 to 1.285 at that funding
level. This is 152 FTE's less than we had expected to fund with
the $93.359.000 provided in the President's fiscal year 1996
budget. and 205 less than the number of FTE's we expect to utilize
during fiscal year 1995. Both scenarios would result in
additional reductions-in-force (RIF's). This would result in
additional costs to the agency and would further lower the number
of FTE's.we could fund.

FTE reductions could be offset, to some extent, by realizing
cost savings or reducing expenditures in other areas. Funding for
training, overtime, travel, supplies, and equipment could be
curtailed or eliminated. Unfortunately, reductions in
expenditures for training and equipment would hamper our efforts
to modernize and to acquire and utilize new technologies.
Reductions in travel would likely result in a decline in service

-levels to our beneficiaries.

There can be no question that reducing our FTE level for
fiscal year 1996 as compared with fiscal year 1995 by 68 FTE's to
-1.422 FTE's (at the fiscal year 1995 appropriation level) or by
205 FTE's to 1.285 FTE's (at a level equivalent to 10 percent less
than the proposed fiscal year 1996 level) in 1 year would
represent a significant personnel reduction for the RRB. These
reductions would be in addition to the reduction of approximately
208 FTE's (a 12 percent reduction) over the past 2 fiscal years.

Despite the large number of employees who were eligible for
either early retirement or regular retirement, and due to the buy-

out program. the RRB was required to reduce its staff level over
the past two fiscal years with RIF's of 19 staff. Future
personnel reductions will almost certainly require a significant
increase in the use of RIF's.

STATEMENT OF MARTIN J. DICKMAN, INSPECTOR GENERAL

Mr. Chairman and Members of the Subcommittee:

My name is Martin J. Dickman, Inspector General of the Railroad
Retirement Board (RRB). I am here today to present our budget
request for Fiscal Year (FY) 1996.

I would like to thank you, Mr. Chairman, and the members of the
committee for your continued support of the Office of Inspector
General (01G).
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We are requesting funding to permit us to continue our independent
oversight of the RRB. The RRB is responsible for managing benefit
programs which pay out approximately $7.9 billion in retirement .
survivor and disability benefits annually to approximately 800,000
beneficiaries, and an additional $69 million in railroad unemployment
and sickness insurance benefits. The RRB Trust Funds currently
have a balance of $13.1 billion. The RRB also administers Medicare
Part B, the physician services aspect of the Medicare program, for
qualified railroad retirement beneficiaries. About 750,000
beneficiaries receive such benefits through the agency totaling more
than $700 million each year.

In FY 1996, the Office of Inspector General will continue its
commitment to provide RRB management with recommendations for
streamlining the agency, improving day to day operations and
enhancing service to the railroad community. At the same time, we
will review our internal organization and operating procedures tO
improve our operations to better serve our customers.

I will now summarize our audit and investigative priorities for FY
1996.

OFFICE OF AUDIT

In FY 1996, the Office of Audit (OA) will focus its resources in the
following priority areas:

Office of Management and Budget (OMB)/RRB
Management Improvement Agreement. We will
continue to monitor and assess the RRB's progress, in
the fifth and final year of the management improvement
agreement, in making operational improvements in the -
railroad retirement system. We will ensure that the RRB
correctly applies the resources provided to make
necessary improvements.

Financial statement audits. OA will continue to work
with Arthur Andersen and Company, a Certified Public
Accounting firm, in conducting audits of the RRB's
financial statements. It is expected that these reviews will
identify weaknesses and recommendations will be made
to ensure the agency is in compliance with the Chief
Financial Officers Act of 1990.

Audits of the RRB's 1993 and 1994 financial statements,
which have recently been completed, identified the
following material weaknesses: (1) backlogged cases and
the allowance for debts that the agency does not-
anticipate it can collect; (2) inaccurate benefit payments;
(3) an overall control environment that fosters a stand-
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alone attitude for each bureau; and (4) lack of an annual
reconciliation between retirement tax deposits paid by
railroad employers and the amounts deposited in the
RRB Trust Fund Accounts. We will continue to work
with RRB managers to ensure that these weaknesses are
adequately addressed and corrective actions are
completed. To date, final disposition has been given to
approximately one-half the management points included
in the audits.
In FY 1996, OA and Arthur Andersen will perform an
audit of the RRB's 1995 financial statements. The OIG
plans to fully fund the contract within its $6.7 million
budget proposed by the Administration.

Integrity of the trust funds. OA will review the RRB's
oversight procedures for ensuring the accurate collection
and processing of railroad payroll taxes by the
Department ofTreasury and the Internal Revenue Service
(IRS). The recently completed financial statement audits
identified the lack of access to critical IRS information as
a material weakness.

The OIG has recently written to the IRS Commissioner
concerning two major issues: (1) the RRB's lack of
access to sufficient information from the IRS and the
Treasury to verify the accuracy of railroad retirement tax
deposits and refunds to the railroad retirement trust
funds; and (2) the noncompliance with the supplemental
tax by railroad employers. We will continue to pursue
the cooperation and assistance of IRS officials in
addressing this major area of concern.

OA will continue to review the RRB's compliance group
which conducts external reviews involving employer and
employee coverage determinations, and employer
compliance with the provisions of the Railroad
Retirement and Railroad Unemployment Insurance Acts.

Benefit payment accuracy. We will continue to conduct
audits of benefit calculations in the RRB's retirement,
survivor, unemployment and sickness insurance
programs. We will seek to improve operating procedures
and recommend automation initiatives to eliminate
processing errors and improve the accuracy of benefit
payments. We will work with program managers to find
better and more efficient ways to deliver prompt
payments.

Debt collection activities. The financial statement
audits also cited this area because of the RRB's inability
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to properly analyze the aging and collectibility of
receivable amounts. OA will review RRB corrective
actions in this important operational area. Agency
accounts receivable currently exceed $94 million.

OA will monitor this area to ensure the RRB properly
identifies, establishes, and collects receivables. We will
also recommend ways that the agency can make
improvements in collecting outstanding debts.

Medicare Part B Program. The Office of Audit will
conduct reviews to determine the accuracy of the $700
million in Medicare Part B claims processed by the RRB's
Medicare carrier. OA will also increase its participation
in Medicare investigations and improve coordination in
program reviews with the OIG's Office of Investigations
special agents to identify fraud, waste and abuse. Such
cooperative efforts have proven to be very effective. OA
will also continue to work with the RRB's Bureau of
Disability and Medicare Operations to address program
weaknesses.

Internal and management controls. We will continue
to assess the adequacy of agency controls for program
operations and financial management.

The RRB's organizational structure has been cited as a
material weakness. We recently provided the Board
Members will proposals to streamline operations and
create a more flexible structure. In FY 1996, we will
continue to offer recommendations to improve the overall
control environment and the way the agency conducts
business.

Agency information systems. OA will continue to
review existing and new on-line database applications to
determine if the agency's systems effectively manage the
agency's data and contain necessary internal controls.
OA will evaluate new software applications being
developed for personal computers to ensure sufficient
controls for data integrity are in place.

OFFICE OF INVESTIGATIONS

The other component of the OIG, the Office of Investigations (011, will
continue to assign a high priority to health care matters involving
fraud in the RRB's Medicare and disability programs. Our joint
efforts with the RRB's Bureau of Disability and Medicare Operations,
MetraHealth (formerly The Travelers Insurance Company), and health
care task forces established across the country at various U.S.
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Attorneys' Offices have proven extremely successful. Investigations
will target medical providers who engage in illegal activities to
fraudulently bill Medicare for services not rendered.

In order to maximize use of its available resources in Medicare cases
as well as other program fraud investigations, OI will also increase
joint investigative activities with other Inspectors General, particularly
at the Department of Health and Human Services, the Federal Bureau
of Investigation, the U.S. Secret Service, and the Postal Inspection
Service. OI will expand its participation in joint activities with OIG
audit personnel to ensure the maximum use of resources.

Many of 01's cases in this area, as well as in unemployment and
sickness matters, result from computer wage matching programs with
state governments. 01 has recently initiated a comprehensive review
of Its current caseload to ensure only cases warranting a full
investigation are opened. In FY 1996, OI will develop new methods
to ensure its resources are directed to cases with the highest dollar
impact.

01 will also continue its investigations of fraud in RRB benefit
programs which typically involve the theft and fraudulent cashing of
U.S. Treasury checks, or the theft of benefits that are directly
deposited into bank accounts. 01 will expand its use of the Treasury
Recipient Integrity Program (TRIP) for annuitant verification to ensure
payments are being made to the proper persons.

We will actively pursue enforcement actions under the Program Fraud
Civil Remedies Act. In FY 1995, the Department of Justice has
authorized seven prosecutions, five cases have been referred to the
RRB's Bureau of Law for issuance of demands for repayment, and one
case is under review by DOJ to determine if prosecution is warranted.
Since its inception, this Act has resulted in 32 cases which have been
settled by payment in full or by installment. With the strong support
provided by the RRB and U.S. Department ofJustice, 01 will continue
to use this statute as an effective weapon against fraud.

We have recently initiated a special review of reporting by certain
railroad employers. This project, conducted jointly by OIG audit and
investigative staff, is focusing on railroad employers who appear to be
submitting fraudulent compensation reports indicating they have no
employees. We will pursue these cases in FY 1996.

SUMMARY

The Office of Inspector General win promote greater cooperation and
marshalling of resources between its Offices of Audit and
Investigations. We will continue to review our operations to identify
ways to increase productivity and manage resources more effectively.
We will reduce supervisory oversight and permit employees to assume
more responsibility and accountability.
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In FY 1996, we will also continue to encourage input from agency
managers concerning OIG audit projects, studies and management
reviews. We will solicit suggestions as projects are completed that will
help us to improve our service.

The Office of Inspector General will continue to work with RRB
management to streamline the agency to allow the delivery of the best
service at the lowest cost. Through the elimination of the current
bureaucracy, the RRB can become more efficient and more effective.
The OIG will offer recommendations to assist the agency in meeting
this goal.

With the continued support of Congress and the Administration, the
OIG will fulfill its mandate and continue its independent oversight of
the RRB.

QUESTIONS SUBMITTED BY THE SUBCOMMITTEE

Mr. Specter: Please identify your recent major achievements.

Mr. Dickman: Our recent major accomplishments include the
following:

(1) Financial Statement Audits To meet the
requirements of the Chief Financial Officers Act, the Office of
Inspector General (01G), working with Arthur Andersen and
Company, initiated audits, of the agency's financial statements.
Recently completed audits of the agency's 1993 and 1994 financial
statements have had a significant impact on agency operations. The
reports identified over 80 internal control issues for which
recommendations were made to correct process or control
weaknesses. The audits also cited the following material weaknesses:
(1) backlogged cases and the allowance for debts that the agency does
not anticipate it can collect; (2) inaccurate benefit payments; (3) an
overall control environment that fosters a stand-alone attitude for
each bureau; and (4) lack of an annual reconciliation between
retirement tax deposits paid by railroad employers and the amounts
deposited in the RRB Trust Fund Accounts.

(2) Office of Management and Budget(OMB)/RRB
Management Improvement Agreement - The Office of Inspector
General (01G) has continued to monitor the agency's progress in ,
achieving performance improvements detailed in a January 1991
Agreement between the RRB and the OMB. The OIG issued
semiannual reports to OMB on agency activities in six areas that
include claims processing, debt collection, fraud control, information
systems, tax accounting and trust fund integrity.

(3) Reinvention Proposals In January 1995, the Office
of Inspector General issued two major reinvention proposals to the
Board Members that related directly to the Administration's goals
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contained in the NPR Report. The proposals recommended that the
agency implement a revised organizational structure that decreases
the number of bureaus from 22 to 5, and radically reduces the
nuinber of field offices from 86 to 10. Implementing these proposals
would reduce total staffing by 422 full-time equivalent (FTE) positions
and realize an annual savings of $21.6 million.

Mr. Specter: Please predict what you hope to accomplish in the
near future.

Mr. Dickman: This office will continue to focus its resources in
major areas in which improvements can be made in the management
of the agency. In addition to our management studies to improve the
agency, we will participate on streamlining, re-engineering and
benchmarking projects, provide assistance regarding internal
controls, and work with agency management to fully implement
performance measures as required by the Government Performance
and Results Act.

The OIG will continue to monitor the RRB's performance during
the final year of the OMB/RRB Agreement, perform the audit of the
agency's 1995 financial statements, and increase our efforts in the
investigation of health care related matters. We are currently involved
in several significant Medicare investigations which are being
performed through joint health care task forces established across the
country at various U.S. Attorneys' offices. We plan to expand the
investigation of Medicare fraud, and continue to identify and
investigate fraud and waste throughout RRB benefit programs.

Mr. Specter: What would be the effect of a reduction in your
-agency's budget with a freeze at the FY 1995 level or a 10% reduction
at the FY 1996 level?

Mr. Dickman: If the approved funding level for FY 1996 is
unchanged from the FY 1995 level, the Office of Inspector General
could maintain its current level of operations. The office has been
able to reduce its staffing level below the targeted level for FY 1996.
In addition, the requested budget for FY 1996 is only $18,000 over
current year funding.

A reduction of 10% in the FY 1996 budget request would produce a
funding decrease of $670,000. Salary costs in FY 1996 will
significantly increase as the result ofan additional 25% in premium
pay for all law enforcement personnel. This office would be unable to
absorb these increases and would be required to eliminate five staff
positions. This reduction would, of course, have a negative impact on
OIG operations; audit resources would be directed to those areas with
the highest impact and investigative efforts would be focused on the
most significant fraud schemes. Planned inspection reviews and a
reduction in the backlog of investigative cases would be curtailed.
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UNITED STATES INSTITUTE OF PEACE

STATEMENT OF RICHARD H. SOLOMON, PRESIDENT

Mr. Chairman, members of the committee:

On behalf of the Board of Directors of the U.S. Institute of Peace, let me
express appreciation for this opportunity to present the Institute's fiscal year
1996 budget request of $11.5 million, and to answer your questions about our
work.

This year marks the start of the Institute's second decade, as well as the
first term for many members of the new Congress. This is an appropriate
occasion, for those unfamiliar with the Institute, to review our work in
support of the nation's foreign affairs efforts, as well as to take stock and
outline new directions.

By way of introduction, let me comment on the current status'of the
Institute's appropriation. My statement to you is especially important at this
time because the House of Representatives voted on August 3 10 reduce our
appropriations for fiscal year 1996 by nearly 45%--from $11.5 million to $6.5
million. A cut of this magnitude would fundamentally alter the Institute's
capacity to carry out its Congressionally mandated education, training, policy
analysis and international conflict resolution work. It would severely
diminish our ability to support U.S. policy makers in addressing new
situations of international conflict and our capacity to offer training for
foreign affairs practitioners in conflict resolution skills. We therefore urge
the Committee to restore the level of funding to the $11.5 million requested.

In my testimony, I want to stress two points':

Our wOrld today is burdened with regional conflicts, ethno-religious
violence and the threat of proliferation of weapons of mass destruction,
creating an air of chaos and uncertainty. Policies and institutions of the
Cold War era are proving unsuited to dealing with these challenges.
While this may appear to be a less threatening time than the years of U.S.-
Soviet confrontation, we cannot ignore today's international challenges.
Our economv is ever more deeply integrated into the global economic
system, and modern forms of transportation and communication bring
developments on distant shores daily into our living rooms.

The American people, indeed people in most other parts of the world,
still look to Washington for international leadership. U.S. leadership in
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world affairs is necessary if we are to pursue our own interests. It is in this
context that the work of the U.S. Institute of Peace has enhanced
relevance. We are helping the country to think through the international
challenges of our time through the Institute's research and education
efforts, clarifying policy alternatives for Congress and the Administration,
and constructing approaches to dealing with international conflict without
going to war.

We are keenly aware that this is a time of budgetary stringency, a
time of efforts to "reinvent government." I believe that the Institute, over
its first decade, has become a small gem of creative and efficient use of
public funds in support of its Congressionally mandated charter. With a
modest annual appropriation we are strengthening our national
capabilities to find solutions to international conflicts that threaten our
interests. Our work is done through innovative training and educational.
programs and creative approaches to policy analysis that are
communicated directly to Congress, the Administration and diverse
audiences in the private sector. Today the Institute is recognized
internationally as a center of researCh and training on conflict
management; and upon occasion we are called upon to help facilitate the
resolution of international conflicts important to U.S. interests.

In short, the Institute of Peace is the only national institution solely
dedicated to research, policy development, public education and professional
training about the peaceful resolution of international conflicts.

The Organization and Work of the Institute of Peace

A decade ago, Congress -- with strong bipartisan support -7 created the
Institute to strengthen our national capabilities for resolving international
conflicts without resort to violence. At that time the United States and the
Soviet Union were locked in the seemingly unrelenting Cold War
confrontation. The nation's military strength was imperative to our security,
yet Congress wanted to complement our military capabilities with a national,
non-partisan institution committed to research and training on political
approaches to international conflict management and resolution.

Accordingly, Congress designed the Institute as an independent,
federally funded research, education and training entity dedicated to
peacemaking through diplomatic and political means. The Institute's federal
standing and its independent character were to be protected by a bipartisan
Board of Directors nominated by the President and confirmed by the Senate,

555



583

and with funding provided, not by private or foreign sources, but by an
annual Congressional appropriation. The effectiveness of this structure, I
believe, has been demonstrated during the Institute's first decade of work.

Our world today is chaotic and confusing. The end of the Cold War has
not been followed by an era of peace and reconciliation. Rather, we have seen
the outbreak of regional conflicts, dozens of smaller armed confrontations
fueled by ethnic and religious hatreds, and episodes of human tragedy -- from
Kuwait to Korea, from Bosnia to Burundi. These conflicts endanger our
security and our national interests in varied ways, and they challenge our
values and our sense of shared humanity.

As a nation we are searching,for new approaches to deal with the post-
Cold War world. Our senior officials, diplomats and scholars are
reevaluating the old international currency of military alliances, multilateral
organizations, regional balances-of-power, economic aid and disaster
assistance. Creating new policies and institutions appropriate to coping with
these international challenges will be a protracted process, yet we must
prepare the next generation with concepts and tools to manage the world of

the 21st.Centurv.

It is in this context that the U.S. Institute of Peace gains its relevance
and makes its contributions as a national institution. By virtue of our federal,
non-partisan status we are able to bring together the best minds and talent
from government, the "think tank" world, universities, and the private
sector to explore policy alternatives. The Institute supports policy makers by
enlarging the range of options between doing nothing, relying on poorly
funded and improperly organized international institutions, undertaking
large aid programs, or pulling the trigger of risky U.S. military interventions.
In this way, the Institute helps to save the lives of our military and taxpayers'
dollars.

The Institute's effectiveness reflects the fact that we are small and
unencumbered by either a constraining bureaucratic structure or rigid
programmatic responsibilities. We can act quickly to anticipate or confront
emerging crises -- as we are currently doing with a working group on the
North Korean nuclear challenge. Yet we are also able to convene large public
forums on broad strategic issues. An example was our tenth anniversary
conference, held last December, on the topic of "Managing Chaos: Coping
with International Conflict in the 21st Century." The convocation, which
attracted over 1,200 participants, explored the changing character of
international conflict and assessed_ ways of enhancing the role of private-
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sector organizations in providing humanitarian assistance abroad -- an
important new aspect of U.S. foreign policy as our AID resources shrink.

The Institute's current work concentrates on two major issue areas:

Ongoing and potential international conflicts -- analysis of conflicts and
assessment of new approaches to their management, (e.g., our work on
questions of international intervention, preventive diplomacy, and
human rights as a core element of U.S. foreign policy), and facilitating
dialogue and mediation among groups in conflict where appropriate; and

Education and training programs -- for high school and college teachers
via summer training institutes, specialized training seminars for
professionals in conflict resolution and negotiating skills, and programs to
inform and educate the public more broadly in matters of international
conflict resolution.

In its first decade, the Institute has thus become a center of education,
training, research and facilitation concentrated on policies and practical
solutions to international conflicts. Some 50% of our annual budget now
supports research grants and fellowships on projects related to international
conflict resolution, training programs for professionals in conflict
management and negotiating skills, and scholarships for students from high
school through graduate school. With the contraction of foundation and
federal funding in these areas, the Institute's contributions acquire even
greater significance.

The Institute's Impact on International Conflict Resolution

The impact of the Institute's diverse programs in strengthening our
national capacity to manage and resolve specific conflicts is becoming more
evident as we enter our second decade.

Assessment of Conflicts: One dramatic example of our research
activities leading to practical results is Ambassador Robert Oakley's leap from
leading the Institute's assessment efforts on Somalia on one day to serving as
the government's special envoy to mediate a violent conflict in Somalia the
next. In summer 1992, Ambassador Oakley pulled together an Institute study
group to investigate the sources of conflict in Somalia with the intention of
addressing possible approaches to a peaceful resolution among the parties.
Through the fall, the study group initiative became a facilitation process
encouraging inter-factional dialogue among leading non-official Somali
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figures. In December 1992, Ambassador Oakley was named the President's
Special Envoy to Somalia. When appointed by former President Bush to lead
Operation Restore Hope in December 1992, Oakley's earlier work laid the
political groundwork for the successful, cooperative UNITAF phase of U.S.
intervention. The Institute has subsequently sponsored several assessments
of the Somali intervention as a case study in humanitarian, political and
military intervention, drawing lessons from the accomplishments and
failings of the U.S.-UN effort.

Facilitation of Policy Formation: The Institute's bipartisan working

group on the North Korean nuclear challenge issued two well-received
special reports outlining a strategy and policy options for dealing with this
critical nuclear problem. The results of this working group were widely
circulated on Capitol Hill and in the Administration. Several members of the
North Korea working group were invited to a White House strategy session
with the President and, other key cabinet members last June as the crisis
mounted, and the group today maintains a dialogue with senior
administration officials as the situation continues to unfold.

Facilitation -of Dialogue: In October 1993, the Institute, in
cosponsorship with the House Subcommittee on Africa, under the leadership
of Congressman Harry Johnston, facilitated dialogue between leaderS of the
two conflicting factions in southern Sudan, as well as a group of Sudanese
intellectuals, activists and policy analysts. Discussions between leaders of the
two factions resulted in a cease fire agreement between the parties.
Subsequent work on developing negotiating points for regional mediators
directly involved in trying to settle the conflict contributed to the ongoing
international mediation of the Sudan civil war. These conflicting groups
would only have come together under the auspices of an independent entity
with some official status.

One aspect of the changing character of international relations around
the world is that semi-official individuals or groups are playing an ever-more
active role in preparing the ground for official negotiating efforts -- what is
sometimes called "track two" (unofficial, but informed) dialoguing. The
Norwegian Academy of Social Sciences played such a role in facilitating
Israeli-Palestinian negotiators; and in our own case, a former U.S. president
and former secretaries of state, as well as serving members of Congress, have

played such roles in recent crises involving South Africa, North Korea,
Bosnia, and Haiti. The Institute has been approached about facilitating such
dialogues in the,cases of Angola, South Africa, Korea, the Sudan, Somalia,
and Syria/Israel. In its unique position as an independent, federal institution,
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the Institute offers an appropriate context and provides the proper skills to act
as a disciplined "track two" facilitator of international conflict resolution.

In 1993-94, the Institute organized two "track two" dialogues with
Kashmiri civic leaders as well as Indian and Pakistani former officials and
military leaders with the purpose of averting a potential nuclear
confrontation between India and Pakistan. We continue to examine ways to

facilitate resolution of this conflict, in close coordination with the State
Department.

Fostering New Diplomatic Measuresz Our contributions in fostering
new measures of "preventive diplomacy" and training foreign affairs
professionals to implement such an approach is also having a tangible
impact. This past year, our pioneering work in developing systems of early
warning of looming international crises and mobilizing resources for
preventive diplomacy has helped shaped new State Department crisis-
management procedures.

Our project on "The Professionalization of Peacekeeping," which
assessed the manifold problems of UN peacekeeping, is now required reading
in many U.S. military staff colleges. And a grant to the Institute for Defense
Policy in South Africa produced policy recommendations which were
adopted by the Mandela government for institutionalizing new civil-military
relations.

Impact on Education and Training

The Institute today has education programs at each of the major
teaching levels in the U.S., starting with secondary education and including
undergraduate, community college, graduate, post graduate, and professional
education and training. These programs include summer teacher training
institutes and a high school peace essay contest that each year attracts upwards
of ten thousand students from all parts of the union.

Our program in international conflict resolution skills training
(ICREST) has generated growing interest among foreign affairs professionals
in many countries. Although there have been significant conceptual
developments in the field of conflict resolution, there are few credible
training programs available to governments and multilateral institutions in
mediation, conflict resolution and negotiating skills. The Institute's training
programs in this area are filling an international need at a time when more
problems are being addressed through negotiations. For instance, the Inter-
American Defense College requested last September that the Institute design
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and deliver a two-day training program for senior officers from fourteen

countries. Institute personnel have been asked to serve as trainers or
lecturers in courses on peacekeeping operations or mediation techniques at

the Foreign Service Institute. Through fiscal year 1996, the Institute plans to

offer training opportunities to practitioners in the United States and to
officials in other areas of the world that are critical to U.S. interests such as the

Balkans, Eastern Europe, and the former Soviet Union.

These training efforts are being reinforced by the Institute's project on
cross-cultural negotiating behavior -- designed to build a comparative
database and training materials on various countries' negotiating styles. This

important project is using the Institute's research capability to develop

profiles of the negotiating styles of different nations and then translate the

results of such studies into training programs that will make U.S. negotiators

more effective in their dealings with foreign counterparts.

Conclusion

Mr. Chairman, the Institute in its first decade has become a national,
and international resource for the Administration and Congress. It bridges
the gaps between the government, analytical institutions and other foreign
affairs practitioners through its network of officials, scholars, teachers and
media representatives. Its education programs are enlarging the public's
focus on issues of international conflict resolution. Our mix of
complementary activities -- research grants, fellowships, education and
training programs, policy workshops and conferences, library resources and
special programs -- place us at the forefront of both analysis and action on
matters of international conflict resolution.

Our focused efforts and status as an independent, non-partisan
national organization insulated from political pressures or private agendas
allows the Institute to play a unique bridging and networking role in the
service of a more effective foreign policy We are accumulating an invaluable
body of experience in utilizing our critical convening power to assess
international problems, explore new paths to conflict resolution, build
consensus on constructive policy approaches, and train a new generation of
professional practitioners.

In today's uncertain period of transition from the Cold War to a more
pluralistic world, new rules for international relations are being written. The
Institute is promoting this process by helping our nation think through the
requirements, possibilities and opportunities for an effective foreign policy
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suited to a world in which military approaches to international problems are
seen as less desirable, and more costly, than negotiated solutions.

Mr. Chairman, we are keenly aware of the fiscal constraints facing
Congress as it begins this year's cycle of the budget process. I hope that as you
scrutinize the Institute's activities you will agree that the Institute of Peace is
one federal program that not only uses the taxpayer's money in an effective,
efficient manner, but that its work is an example of a creative contribution to
enhancing America's security, its international standing, and its pursuit of
humanitarian values. If the Institute's work helps prevent U.S. involvement
in just one military conflict it will have saved billions of dollars -- not to
mention countless lives.

I believe Congress has good cause to look with satisfaction on its
decision a decade ago to establish the United States Institute of Peace. I trust
the new Congress will, with siniilar foresight, continue to support our efforts
to enhance processes of international conflict resolution and peacemaking in
an unsettled and still-violent world. We urge you to approve the full
amount we have requested for our fiscal Year 1996 appropriation.

Thank you, and I welcome your questions.

QUESTIONS SUBMITTED BY THE SUBCOMMITTEE

RECENT ACHIEVEMENTS AND FUTURE
ACCOMPLISHMENTS

Senator Specter: Please identify your recent major achievements and
please predict what you hope to accomplish in the near future.

Dr. Solomon: To understand the Institute's achievements, let me first
summarize the Institute's key functions:

Mobilizing top national and international talent from research
organizations. academia. and government to support policy
makers in the Administration and Congress by providing
independent and non-partisan assessments of how to deal with
intemational conflicts by means other than military intervention and
use of force.

Training foreign affairs professionals from the U.S. and
abroad in mediation, negotiation and other conflict management and
resolution skills.

Facilitating resolution of international disputes by
organizing "track two" (informed but unofficial) dialogues among
proximate parties to international conflicts to lay the groundwork for
official ("track one") negotiations between principal parties to the
conflict.

Teacher training (from high school through graduate education)
to strengthen curricula and instruction about the chan2ing character
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of international conflict and non-violent approaches to managing
international disputes.

-Student enrichment and public information about
international conflicts and peacemaking efforts through
research grants. scholarships, publications, electronic outreach, and
conferences.

The Institute's five integrated programsgrant-making. fellowships, policy
research and study activities, education and training programs. and library
and public information activitiesmutually reinforce a comprehensive
competence in the focused area of international conflict resolution. These
activities are designed to serve the Institute's primary customers, its end
users: ( 1) U.S. policy makers. (2) international affairs professionals and
practitioners. (3) educators and students, and (4) other U.S. citizens.

Achievements and Accomplishments in Key Functional Areas:

'Supporting policy makers in the Administration and Congress:

Congressional funding establishes the Institute's independence from
privately or foreign directed and funded agendas and enables the
Institute to maintain a credibility and authority On issues that non-
governmental "think tanks" and advocacy organizations do not always
have.

Because of its federal status. the Institute attracts and mobilizes top
academic and.think tank talent in support of government policy makers.
Its convening power "bridges the gap" between government and- the
private sector, resulting in comprehensive policy assessments.

The Institute's principal customer in this regard is the U.S. policy-
making community, whose structured responsibilities for foreign policy
implementation leave little time to look beyond today's crises to address
tomorrow's trouble spots before they develop into crises that may need
military intervention or other types of action.

Because the Institute is not charged with day-to-day operational
responsibilities in foreign policy or with specific policy agendas. it
maintains the flexibility to consider a wide range of policy instruments
and programs and to innovate new ones with a minimum of
bureaucracy.

Examples: Requests from the Administration, such as from the
National Security Council for off-site discussions about "political
Islam" and from the State Department for collaboration on issues of
"preventive diplomacy" and "self-determination." demonstrate the
Institute's critical value to operational federal agencies.

Institute work on the Middle East peace process. the Korean nuclear
challenge. and conflicts in Burma, Sudan. and Somalia
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demonstrates its ability to contribute to preventive diplomacy and
early warning on pre-crisis foreign policy challenges.

In addition to continuing work on these topics. the Institute is
planning similar projects addressing the renewed role of ultra-
nationalism in many European states and prospects for conflict
among the many claimants to territory in the South China Sea.

Training international affairs professionals in mediation.
negotiation and other conflict management and resolution skills:

The need for non-military approaches to conflict management and
resolution is growing as "low level" international conflicts proliferate in
the post-Cold War world, and as U.S. military and foreign affairs
budgets contract. There is an increasing national and international
demand for conflict resolution Skills training for foreign affairs
professionals. The U.S. military is taking on new roles in "peace
operations" that require new types of trainine. The Foreign Service
Institute offers little.of such training: nor can FSI train foreign nationals.

In addition. FSI does not have the network and access to the academic
community to design and deliver analytical seminars focused on
complex problem-solving and conflict resolution techniques, which is
the Institute's core capability.

Private sector for-profit training programs exist, but they often lack
independence from their funding sources and the ability to incorporate
the policy component required by foreign policy practitioners, as well as
the federal status to marshal effective training teams.

Examples: The Institute is taking a leading role in defining and
advancing the field of conflict resolution skills training. Recent
actiVities of the Institute's International Conflict Resolution Skills
Training (ICREST) program have included training of government
personnel from State. AID, USIA and the military, as well as
international personnel from the UN. OAS. OAU. Thailand.
Cambodia. and the Balkans. The Institute is collaborating with the
Peacekeeping Institute of the Army War College to help the U.S.
Army evaluate its changing role in conflicts that require a
combination of humanitarian and other non-combat functions.

The Institute will continue to provide high quality, policy-relevant
training programs of four to seven days duration for foreign affairs
professionals in the public and non-governmental organization
(NGO) sectors from the United States and abroad. These will focus
on a combination of (1) regional issues such as conflicts in the
Balkans and southeastern Europe. east and north Africa. and
southeast Asia: and (2) over-arching topics like peace operations.
complex humanitarian emergencies. and preventive diplomacy. In
addition. the Institute will further refine its overall training design
and continue to develop a variety of curricular materials to be made
available as part of its broader educational mandate.
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An important component of ICREST is a project on comparative
cross-cultural negotiating behavior. The project will (a) create
descriptive models of cross-cultural negotiating practice. (b) build a
comparative database of national negotiating behaviors. and (c)
develop a computer-based program for negotiation training and other
purposes. The database is intended to be accessible for use by
diplomats and other government officials. NG0s. members of the
business community, and scholars.

The Institute has awarded more than 40 grants to individuals and
organizations involved in conflict resolution training work to
develop programs and new techniques. Their results. in turn.
contribute to the Institute's training programs for foreign affairs
professionals. The Institute expects to make similar grants in each
fiscal year in the future.

'Facilitating resolution of international disputes through "track
two" dialogues among parties to conflicts:

The character of the international system is changing. Semi-official or
unofficial individuals and groups are playing more active roles in
preparing the ground for official negotiating efforts (e.g.. the Carter
Center). Although the State Department is responsible for official
negotiations. parties to conflicts may resist exploratory talks under its
formal auspices. In some cases, non-governmental organizations can
better perform the role of facilitator (e.g., the Norwegian Academy of
Social Sciences in the case of the Israeli-Palestinian taLks).

"Track two" facilitation needs to be non-partisan and independent. It
is in the interest of the U.S. government to have at its disposal a
disciplined facilitator of conflict-resolution talks for disputes that affect
U.S. national interests.

Fxamples: In close consultation with the State Departmentoften
with its direct encouragementthe Institute has facilitated "track
two" conflict-resolution dialogues in such cases as Kashmir and
Stidan and carried out related work concerning North Korea.
Nagorno-Karabakh. Mozambique. and South Africa. The Institute
plans to continue these efforts, with State Department concurrenCe.
on a caSe-by-case basis, in these and other problem areas that may
emerge from time to time.

'Student and teacher enrichment programs:

High school and college instructors frequently express their need for
assistance in developing new curricula for teaching about the post-Cold
War era. Few alternatives exist to augment the teaching of international
conflict resolution and management. and no group can bring together
the rich blend of expert knowledge, policy maker experience and
informal analysis that the Institute, as a national and federal institution.
is able to provide. State or local programs are not likely to promote
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teacher training on a subject so clearly national and international in
scope.

Examples: Institute teacher-training programs help educators
convey understanding of the complex causes of international conflict
and the variety of means available to prevent or resolve them.

The Institute is responding to a growing demand for such
educational services. In four years. 120 high school social studies
teachers from nearly all of the 50 states participated in Institute
training seminars, meaning that approximately 50.000 students have
benefited from the Institute's program. The Institute expects to
reach more than 200.000 students in the next five years. Its
undergraduate faculty seminar has included about 50 faculty
members from about half of the states. benefiting 5.000
undergraduate students. Over the next five years. participants in
Institute college-level training programs will teach more than 50.000
college students. Evaluations of these programs document their
high impact on the quality of and satisfaction in teaching.

Each year the Natibnal Peace Essay Contest engages as many as
10.000 students from over 500 high schools nationwide in a
program which stimulates serious reflection on a current
international conflict and approaches to its resolution. Each state
winner comes to Washington for a week of further enrichment,
including an opportunity to hear first-hand from Congressional
representatives and policy makers who struggle day-to-day with the
challenges of the post-Cold War world.

The Institute has developed a much needed curriculum unit for
secondary schools. and will complete during the coming year an
anthology on international conflict management and resolution for
graduate and undergraduate courses in colleges and universities.
These materials will help fill serious gaps in the teaching literature
and support the rapid expansion in the number of courses
addressing these questions.

To further promote effective public outreach for its programs. the
Institute has developed an Internet site and is developing its own
World Wide Web page. These measures will expedite and extend
the dissemination of the Institute's publications.

EFFECT OF 10 PERCENT BUDGET REDUCTION

Senator Specter: What would be the effect of a 10 percent reduction in
your current agency's budget?

Dr. Solomon: The Institute is keenly aware of the budget constraints
which your subcommittee must work with. Taking them into consideration.
the Institute requested for its FY 1996 appropriation the same level of
funding as received in FY 1995 rather than the larger amount that it judged it
could use responsibly and effectively in fulfilling its mandate in today's
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troubled world. In real terms. the amount we have requested for FY 1996
represents more than a two percent reduction in our operating budget. In
order to operate at this level. the Institute has already restrained its plans.

General Impact of 10 Percent Reduction: As described below, a reduction
of HI percent (or 51.150.000) in the Institute's appropriation for FY 1996
would substantially reduce the Institute's effectiveness in carrying out its
key functions (as described in the answer to the preceding question). but
would not fundamentally change the character of its programming.

If it becomes necessary to reduce the level of Institute
appropriations below our FY 1996 request, any decisions on
reprogramming would be subject to further review by Institute
staff and final approval by the Institute's board of directors.
At present. however. the Institute's management would expect to continue
to give top priority to policy assessments and the training of foreign policy
practitioners (and related facilitation of conflict resolution dialogues).

General Guidelines About Priorities: In giving priority to policy
assessments and practitioner training, the Institute would apply the
following guidelines:

Education and Training: In the education and training program we
would give first priority to current needs of professional
practitioners. second priority to postgraduates and undergraduates
who may become practitioners within a few years. third priority to
secondary school students. and -fourth priority to educating and
informing the general public.

At both the undergraduate and secondary levels we would give
relatively greater priority to training teachers and preparing teaching
materials over direct student enrichment since assisting a teacher is
likely to have greater multiplier effects than assisting individual
students.

Research and Analysis: In our research and analysis efforts, we
would give higher priority to in-house analytical and local study-
group activities, would select residential fellows who would
complement and participate in our in-house work and would give
lower priority to grants to researchers outside the Institute. We
would seek to preserve as much of this analytical work as possible
since it serves as the substantive foundation for the rest of the
Institute's activities.

Facilitation: Facilitation of international conflict resolution dialogues
depends substantially on the facts of each case. Such cases as
Kashmir or Sudan are very dependent on situations which cannot be
programmed in advance and would be viewed for budget purposes
as activities to be funded from existing research and analysis and
education and training funds.
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Management and Administration: We would seek to keep expenses
for Institute management-and administration to approximately the
same proportion of the total budget as they are currently.

Effects of 10 Percent Reduction: Using these guidelines, a reduction from
$11.500.000 to $10.350.000 would result in the following program
changes. These changes would affect all categories of Institute
expenditures. but in particular would include cuts in expenses for
personnel, invitational travel. printing, rent, and other services.

Education and Training:

Elimination of some student enrichment activities (i.e. reduced
expenses for high school peace essay contest. elimination of
summer interns, and indefinite deferral of the Matsunaga Scholars
Program).

Some increase in support for practitioner training (which, even
though the overall budget may be smaller, the Institute would seek
to continue to develop).

Preservation of funding for preparation of teaching materials for
college undergraduates. funding of some fellows to work on cross-
cultural negotiation. and selection of conflict resolution training as
one of the topics selected for next year's solicited grant cycle.

Research and Studies/Special Programs: Principal reductions would
be in grants and fellowships. Reductions in grants would be in the
unsolicited category.

These changes would also include a consolidation of in-house
analytical work. The Institute would consolidate special initiatives
and research and studies/special programs and merge the respective
budgets into a single amount for programming purposes.

Outreach and Public Information: Awards of Matsunaga Medal of
Peace would be eliminated. Work on a national library network and
on general educational outreach would be reduced.

ganagement and Administration: Expenses for operating supplies.
computer purchases. computer upgrades. and similar items would
be reduced.

The principal effects of a budget reduction of 10 percent would be to focus
the Institute much more on immediate questions and on people who are
currently engaged in dealing with world conflicts. Outreach to younger
generation leaders-in-training would be significantly cut back. Other effects
would include:

(1) In the area of research and analysis. reductions in grant and
fellowship funding would restrict the Institute's ability to maintain
and develop the broad network of analytical talent it has constructed
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within the policy and academic communities since its creation. It is
this network that enables the Institute to respond quickly and
flexibly in mobilizing qualified specialists to address the changing
challenges of the current world disorder.

(2) In education and training the reductions would require cutting
back much of what the Institute has been able to accomplish at the
high school level and plans to carry out at the undergraduate level.
thereby reducing its ability to operate at all educational levels from
high school through undergraduate and graduate school. The
Institute considers its work at the high school level to be important
for its long term benefits to the country in terms of a better informed
and engaged citizenry and the next generation of foreign affairs
practitioners.
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