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NOMINATIONS OF DR. TEVI TROY, TO BE
DEPUTY SECRETARY OF HEALTH AND
HUMAN SERVICES; HON. DAVID H. McCOR-
MICK, TO BE UNDER SECRETARY FOR IN-
TERNATIONAL AFFAIRS, U.S. DEPARTMENT
OF THE TREASURY; PETER B. McCARTHY,
TO BE ASSISTANT SECRETARY FOR MAN-
AGEMENT AND CHIEF FINANCIAL OFFICER,
U.S. DEPARTMENT OF THE TREASURY;
KERRY N. WEEMS, TO BE ADMINISTRATOR,
CENTERS FOR MEDICARE AND MEDICAID
SERVICES; AND CHARLES E.F. MILLARD, TO
BE DIRECTOR OF THE PENSION BENEFIT
GUARANTY CORPORATION

WEDNESDAY, JULY 25, 2007

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Max Baucus
(chairman of the committee) presiding.

Present: Senators Bingaman, Kerry, Wyden, Stabenow, Salazar,
Grassley, Hatch, Lott, Smith, Crapo, and Roberts.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. The committee will come to order.

In the book of Deuteronomy, Moses instructed the 12 tribes of
Israel on how to choose officials. Moses told them to choose people
who are “wise, understanding, and respected.”

Today we are here to consider the nominations of five people to
become high officials in the Federal Government. We are here in
the hope that the President has chosen people who are wise, under-
standing, and respected.

Before us today are the nominations of Dr. Tevi Troy, to be Dep-
uty Secretary of Health and Human Services; David McCormick, to
be Under Secretary for International Affairs at the Treasury; Kerry
Weems, to be Administrator of the Centers for Medicare and Med-
icaid Services; Peter McCarthy, to be Assistant Secretary for Man-
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agement and Chief Financial Officer at the Treasury; and Charles
Millard, to be Director of the Pension Benefit Guaranty Corpora-
tion.

First, the Department of Health and Human Services is the larg-
est non-defense agency in the Federal Government. Administering
such a large organization with such a wide variety of issues is a
huge responsibility.

Dr. Tevi Troy is the nominee to be the Deputy Secretary, the
number-two man at HHS. Dr. Troy will have his hands full helping
Secretary Leavitt to run the department that is home to CMS,
FDA, the CDC, NIH, ACF, and probably a host of other three-letter
acronyms. [Laughter.]

I expect Dr. Troy to be an impartial Administrator and put poli-
tics aside. He must make the right decisions, not just the politically
popular ones. Americans will be counting on him to help keep them
healthy.

Second, the Under Secretary for International Affairs at the
Treasury is an important position, with responsibilities for many
issues under this committee’s jurisdiction. Mr. McCormick has an
impressive background, and he comes highly recommended.

Two issues are of critical importance. This committee has been
very concerned about China’s under-valued currency. We are con-
cerned that current law may not adequately address the relation-
ship between fundamentally misaligned exchange rates and trade
flows.

That is why I introduced landmark currency legislation with
Senators Grassley, Schumer, and Graham last month. This com-
mittee will act on that legislation soon.

The Under Secretary will also have oversight over sanctions. I
have long been frustrated by the lopsided focus of the Office of For-
eign Assets Controls on Cuba. That office should have been focus-
ing critical resources on sanctions against Iran. It should have been
rooting out funding for terrorists.

I recently introduced legislation on Cuba trade, along with Sen-
ator Crapo and six other Finance Committee members. We need to
get beyond counterproductive ideology. We need to do what is right
for America’s agriculture producers.

Third, Mr. Weems has been nominated to be Administrator of
the Centers for Medicare and Medicaid Services, known as CMS.
CMS is the agency within HHS that administers Medicare, Med-
icaid, and the Children’s Health Insurance Program.

That means that CMS is responsible to more than 85 million
beneficiaries who rely on the agency for their health care. The CMS
Administrator is in charge of some of the most complex programs
in our government. These programs make a huge difference in peo-
ple’s lives every day.

I am counting on Mr. Weems to be fair and even-handed. I do
not believe that CMS has been putting beneficiaries’ needs first re-
cently, and that has to change.

HHS in general, and CMS in particular, have a duty to provide
services to our country in a nonpartisan way. The programs within
HHS are not political tools to be used at the whim of the adminis-
tration.
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Fourth is the Assistant Secretary for Management at Treasury.
Mr. McCarthy is well-qualified to oversee the budget and manage-
ment of all of the Treasury’s offices and bureaus. His whole career
has been devoted to managing the operations of large financial
services organizations and their components.

The Department of the Treasury includes the Internal Revenue
Service, the Office of Tax Policy, and others, and so the Assistant
Secretary for Management has responsibility for developing the
IRS budget and overseeing IRS operations.

Mr. McCarthy will, thus, have a role in taking on the $345 bil-
lion annual tax gap, and it probably is even much larger than that.
I expect Mr. McCarthy to fight to ensure that the budget provides
the IRS with the tools and resources that it needs.

I expect him to work to ensure that the IRS can provide top-
quality taxpayer service and fair enforcement. I expect him to be
a hands-on leader who will support a credible and comprehensive
plan to reach 90-percent voluntary compliance by 2017. I appre-
ciate that Mr. McCarthy has agreed to take on this challenge, and
I am looking forward to hearing his ideas to improve tax adminis-
tration.

Finally, Mr. Millard. Mr. Millard is the first nominee for PBGC
Director to be subject to Senate confirmation. Last year, Congress
upgraded the position to a Presidential appointment, subject to
Senate confirmation. We made it one of the few positions of govern-
ment subject to confirmation by two committees, this committee
and the HELP Committee.

The position’s new status is recognition of how important we con-
sider people’s pensions. Both committees are concerned about the
financial health of the PBGC, and the defined benefit pension sys-
tem generally. I applaud Mr. Millard’s willingness to take on this
quite difficult position.

I look forward to hearing from all of you. I wish all of you good
luck, and hope that, by your actions in your jobs, you all prove to
be wise, understanding, and respected.

Senator Grassley?

Senator GRASSLEY. Mr. Chairman, I am just going to put my
statement in the record. Thank you very much for the opportunity
to be here. I have some questions that I will be asking of the wit-
nesses.

The CHAIRMAN. Thank you, Senator.

[The prepared statement of Senator Grassley appears in the ap-
pendix.]

The CHAIRMAN. I am going to just introduce the panel, and then
I know Senators wish to introduce certain nominees. We will do
that as soon as I generally introduce the panel.

Senator ROBERTS. Mr. Chairman, could I make a unanimous con-
sent request?

The CHAIRMAN. Certainly.

Senator ROBERTS. I would ask unanimous consent that I be rec-
ognized last, which is not unusual on this committee for me, at any
rate, and be granted 20 minutes’ time to answer some pertinent
questions in regards to the bidding program for the durable med-
ical equipment? And that way I would not take up the time of
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other members, which I know is very valuable, and would try to
get through my questions just as fast as possible.

The CHAIRMAN. I think we can work that out, Senator. You will
certainly have 20 minutes. That is not going to be a problem.

Senator ROBERTS. I thank the Chairman.

The CHAIRMAN. The first witness is Dr. Tevi Troy, who has been
nominated to be Deputy Secretary of Health and Human Services
for the Department of Health and Human Services; then Hon.
David McCormick, nominated to be Under Secretary for Inter-
national Affairs for the U.S. Department of Treasury; next, Mr.
Kerry Weems, nominated to be the Administrator of the Centers
for Medicare and Medicaid Services; then Mr. Peter McCarthy, who
has been nominated to be the Assistant Secretary for Management
and Chief Financial Officer of the U.S. Department of Treasury;
and then Mr. Charles Millard, who has been nominated to be the
Director of the Pension Benefit Guaranty Corporation.

As I said, several Senators have asked to introduce nominees,
and I will turn to you, Senator Bingaman, if you wish to.

Senator BINGAMAN. I think Senator Domenici was going to go
first, if that is all right, Mr. Chairman. I will follow him.

The CHAIRMAN. All right. Thank you.

Senator, welcome to the committee.

STATEMENT OF HON. PETE DOMENICI,
A U.S. SENATOR FROM NEW MEXICO

Senator DOMENICI. Thank you very much. I do not come here
very often.

The CHAIRMAN. Well, it is good to see you.

Senator DOMENICI. But when I am here, I recognize the great
austerity of this committee, and I know all the great things that
it does, and will do. I thank you for giving me just 2 or 3 minutes.

We happen to have a New Mexican appointed for a very big job,
and he agreed to take it. At the end of the presidential term, when
you take somebody who has been in public service for 35 years,
with a family, three great children—and he will introduce them, as
you usually give them that chance—and a wonderful wife, whom
he met here in the Senate—that was a match made for heaven, but
made in the Senate. [Laughter.] When I met him, my first question
was, why would you do this to yourself? This is an incredibly dif-
ficult job at this stage of your career.

And, frankly, he is the most honorable and honest person that
the President could have picked for this job. He truly believes he
can do a good job, and pledges to do that and nothing else. He has
no other motives. His background clearly justifies him for the job.

So, rather than go into any detail, I think you know me, most
of you. I would not be here telling you, if I did not mean it, that
this man is more than qualified and truly wants to take the job,
and pledges nothing but good public service and wants nothing out
ofbilt other than to look back and say that he did the best job pos-
sible.

I do not think I can introduce a candidate who makes my job
easier than this one, and I hope that your job of approving him is
as easy as mine is in asking you to do that.

Thank you very much.
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The CHAIRMAN. Thank you, Senator. You did not state his name.
I presume you mean Mr. Weems. [Laughter.]

Senator DOMENICI. Mr. Weems.

The CHAIRMAN. Thank you for taking time out of your very busy
day, Senator. Thank you so much for coming. We deeply appreciate
it.

Senator DOMENICI. You are welcome. Thank you.

The CHAIRMAN. You are welcome.

Senator Bingaman?

OPENING STATEMENT OF HON. JEFF BINGAMAN,
A U.S. SENATOR FROM NEW MEXICO

Senator BINGAMAN. Mr. Chairman, thank you very much for let-
ting me also say a word of endorsement of Kerry Weems for this
important position. This is an important position. I think you
pointed out, 85 million people depend on Medicare and Medicaid,
and CMS is obviously the agency that we have a lot of interaction
with because of that. Kerry Weems is well-qualified to take over
this position.

He worked here in the Senate. When I first came to the Senate,
he had just left. He worked for my predecessor, Senator Schmitt,
here in the Senate and came from New Mexico. He grew up in Los
Cruces much of his life, and then went to the University of New
Mexico for his Master’s in Business Administration after going to
New Mexico State for his undergraduate work.

But he has worked in the Department of Health and Human
Services since 1983 and is very much a career public servant in
that regard. He worked for Republican and Democratic administra-
tions. In 2000, he got the President’s Award from then-President
Clinton, and the Presidential Rank Award.

In 2005, he was appointed as Deputy Chief of Staff to Secretary
Leavitt and has distinguished himself in that position. So, I think
we are fortunate to have him able to take this position. It is late
in this administration.

I think we are all aware that this is a difficult job to step into
at this stage and make a constructive difference, but he is com-
mitted to doing that. So, I am glad to join Senator Domenici in urg-
ing his approval by this committee.

The CHAIRMAN. Thank you, Senator, very much.

I believe Senator Hatch would like to make an introduction.

OPENING STATEMENT OF HON. ORRIN G. HATCH,
A U.S. SENATOR FROM UTAH

Senator HATCH. Well, thank you, Mr. Chairman. I just want to
welcome all five of you here today. I have high respect for each and
every one of you, and we are hoping that your confirmations will
go very smoothly. I am aware of you and appreciate the service
that you have given and the background that you have obtained.

I would like to specifically introduce Dr. Tevi Troy to the com-
mittee this morning. He has been nominated by the President to
be the Deputy Secretary for the Department of Health and Human
Services, and he is currently the Deputy Assistant to President
Bush for Domestic Policy. In that capacity he has been one of the
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White House’s lead domestic policy advisors, and he manages the
domestic policy processes in the White House.

Dr. Troy has also served in the White House as a Special Assist-
ant to the President and Deputy Cabinet Secretary, and as the
White House Liaison to the Jewish Community. In that position,
he was selected as a U.S. delegate to the Organization for Security
and Cooperation in Europe Conference on Anti-Semitism in the
spring of 2004. He was also detailed to the White House from the
Department of Labor as Special Advisor to the White House Do-
mestic Policy Counsel.

He began working in the Bush administration at the Department
of Labor, where he was the Deputy Assistant Secretary for Policy,
and earlier served as Director of the Department of Labor’s Office
of Faith-Based Initiatives.

Prior to joining the administration, Dr. Troy served as the Policy
Director for former Senator John Ashcroft. He has also served as
Senior Domestic Policy Advisor, and later Domestic Policy Director,
for the House Policy Committee, chaired by former Congressman
Christopher Cox.

He has also been the Herman Kahn Fellow at the Hudson Insti-
tute in Indianapolis and a researcher at the American Enterprise
Institute in Washington. Dr. Troy earned a B.S. in Industrial and
Labor Relations from Cornell University, and an M.A. and Ph.D. in
American Civilization from the University of Texas at Austin. He
has studied at the London School of Economics.

He is the author of “Intellectuals in the American Presidency:
Philosophers, Jesters, or Technicians?” I do believe I deserve an
autographed copy of that book. [Laughter.] I want to read that.

His experience and education have prepared him well to take
over as Deputy Secretary of HHS. As Deputy Secretary, Dr. Troy
will serve as the principal Deputy of Secretary Leavitt, a man I
know a great deal about, and a very, very fine Secretary. I think
we all feel that way.

But he will serve there with Secretary Leavitt in all matters af-
fecting the Department, and perform continuing and special duties
as the Secretary may assign, including the exercise of policy direc-
tion and general supervision over operating units not placed under
other secretarial officers or other departmental officials.

Dr. Troy currently resides in Maryland with his wife Kami and
four children, who are here with us today. We welcome them as
well. We welcome the family members of all of you today.

With that, I present the nomination of Dr. Troy to the committee
for consideration, and I appreciate you, Mr. Chairman, for moving
ahead on these nominations. I do not think we could have five bet-
ter people. Thank you so much.

The CHAIRMAN. All right. Thank you very much, Senator.

At this time I would like to ask Dr. Troy to begin. But before he
does, do you want to introduce your family here?

Dr. TrOY. Yes. Thank you, Mr. Chairman. I would be honored to.
They are standing over here. Please rise. I have my wife, Kami, to
whom I owe so much, my son, Ezra, my daughters, Ruth and Rina,
and little baby Noah. I hope he does not cry this morning, sir.
[Laughter.]
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The CHAIRMAN. Well, thank you very, very much. I thank all of
you. Government service is a sacrifice for everyone, not only the
person serving, but also the person’s family. We thank you all very
much for undertaking this endeavor. Thank you.

Dr. Troy, you can begin.

STATEMENT OF DR. TEVI DAVID TROY, NOMINATED TO BE
DEPUTY SECRETARY OF HEALTH AND HUMAN SERVICES,
DEPARTMENT OF HEALTH AND HUMAN SERVICES, WASH-
INGTON, DC

Dr. TrROY. Thank you, Mr. Chairman.

Th?1 CHAIRMAN. And your full statement will be included in the
record.

Dr. TROY. Well then, thank you. I will be brief then, since I know
that that will happen. I appreciate that.

Thank you, Mr. Chairman, for this opportunity. Thank you, Sen-
ator Hatch, for that kind introduction; you will be sure to get an
autographed copy of my book. I will be proud to give you one.

The CHAIRMAN. What about the rest of the committee? [Laugh-
ter.]

Dr. TROY. Any members who so desire who would actually read
it, I would be happy to do so. [Laughter.]

Senator HATCH. I think they would all benefit from it, personally.

Dr. TroY. All right. Copies coming up.

Thank you for this opportunity. I would also like to thank Presi-
dent Bush and Secretary Leavitt for showing this faith in me. I
really appreciate that.

As Senator Hatch noted, I have worked in this body before as a
staffer, and I have also worked on the House side, and so I have
a great appreciation and respect for this body and really look for-
ward to working with you in my new capacity.

I was pleased to have this opportunity to introduce my family,
who are so important to me. I am really excited for this oppor-
tunity to be here. I grew up in New York City in a time that was
a very difficult period in the late 1970s when the city was on the
verge of bankruptcy, there was graffiti, crime, urban unrest. It was
a very difficult period.

At that very early age, it instilled in me a belief that there need-
ed to be a better way. There is a strong desire for me to enter pub-
lic service to help bring about that better way.

That belief in service was bolstered by two things. First of all,
my family—both my parents are teachers in the New York city
teachers union, teachers in the New York city schools—and also my
Jewish upbringing. There is a Jewish principle of tikkun olam,
which means improving the world, or constantly improving the
world. It is a very important Jewish principle, and it has informed
my thinking.

After going to college, I went to get a Ph.D. at the University of
Texas, as Senator Hatch noted. I wrote a book on intellectuals of
the presidency, as noted. That book was about how ideas get trans-
lated into action, how they get brought into politics.

Because of my belief in service, while interested in studying it,
I also wanted to be involved. So I did move to Washington. I
worked in the House and in the Senate. I have worked for the De-
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partment of Labor, for the executive agencies, and for the White
House. I found executive service, and government service in gen-
eral, to be incredibly rewarding.

Now as I approach this new opportunity, my rabbi said to me
that moving over to HHS gives me the opportunity to practice
tikkun olam, or improving the world on a grand scale. That really
is the case at HHS, which is a very large department, as the Chair-
man noted, but a department that really touches the lives and
helps improve the lives of every American.

So I look forward to having this opportunity to work at HHS. I
really look forward to having the opportunity to work with Sec-
retary Leavitt, who is a very thoughtful and smart man. I am
grateful for the faith he has shown in me, and I really hope to re-
ward that faith while I am over at the Department.

So it is this overriding belief in service and in family that brings
me here today, and I come here comforted, knowing that in this
new capacity, should the Senate be willing to confirm me, I will go
home every day to my wife and my four children, telling them that
I have helped work to make this a better world.

Thank you for this opportunity.

The CHAIRMAN. Thank you, Dr. Troy.

[The prepared statement of Dr. Troy appears in the appendix.]

The CHAIRMAN. Mr. McCormick, you have an opportunity here to
introduce your family, if you so choose.

Mr. McCorMICK. Thank you, Senator. I would like to introduce
my wife, Amy Richardson, and three of my four children: Ava. Put
your hand up, Ava. Tess, the 4-year-old, and Elise.

The CHAIRMAN. Could as many as you can please stand so we
can all see you? All right. Wonderful. Thank you. That is great.
Thank you.

Mr. McCorMICK. Thank you very much.

The CHAIRMAN. You bet. Thank you.

We wish you all very well. As Dr. Troy’s family, the McCormick
family as well.

Go ahead.

STATEMENT OF HON. DAVID H. McCORMICK, NOMINATED TO
BE UNDER SECRETARY FOR INTERNATIONAL AFFAIRS, U.S.
DEPARTMENT OF THE TREASURY, WASHINGTON, DC

Mr. McCoRMICK. Mr. Chairman, Ranking Member Grassley,
members of the Committee on Finance, thank you for the oppor-
tunity to be here today. I recognize what an important role this is,
and, if fortunate enough to be confirmed, I will do my utmost to
execute those responsibilities effectively.

I am honored that President Bush has nominated me to serve as
the Under Secretary of Treasury for International Affairs and, if
confirmed, to have the opportunity to work with Secretary Paulson,
the Treasury staff, and others in the administration.

If confirmed, I would also look forward to the opportunity to
work closely with this committee, because I know a number of the
issues in this portfolio are of significant concern and interest to
members of this committee, and I would look forward to working
with your colleagues in the House of Representatives to advance
U.S. economic interests at home and abroad.
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My experiences as a senior member of the President’s economic
team, as a public company CEO, and as a veteran and former mili-
tary officer have prepared me well for the position to which I have
been nominated.

And if fortunate enough to be confirmed, I would work very hard
on some of the most pressing issues of the day and focus on things
such as addressing growing global imbalances, accelerating China’s
stable integration into the global economy, and ensuring that devel-
opment assistance from the multilateral development banks is de-
ployed effectively around the world.

I would also focus on advancing the President’s vision for open-
ing up foreign markets for U.S. goods and services and accelerating
the transition of many developing countries to true market-based
economies.

I would also continue to emphasize the critical importance of eco-
nomic growth, good governance, and the rule of law in ensuring
that all parts of the global economy can become vibrant and pros-
perous, while at the same time maintaining vigilance in trying to
prevent future financial crises.

As I said, I am grateful to have the opportunity to be with you
here today, and I look forward to answering any questions you
might have. Thank you.

The CHAIRMAN. That is it?

Mr. McCoRrMICK. Yes, sir.

The CHAIRMAN. All right.

[The prepared statement of Mr. McCormick appears in the ap-
pendix.]

The CHAIRMAN. All right. Mr. McCarthy, welcome to the com-
mittee.

Mr. McCARTHY. Thank you, Mr. Chairman. My children are all
grown up and living in faraway places, but I would like to intro-
duce to you my wife of 35 years, Mary Calvert McCarthy, who is
with me today.

The CHAIRMAN. Welcome, Mrs. McCarthy, very much. Thank

you.
Why don’t you proceed?

STATEMENT OF PETER B. McCARTHY, NOMINATED TO BE AS-
SISTANT SECRETARY FOR MANAGEMENT AND CHIEF FINAN-
CIAL OFFICER, U.S. DEPARTMENT OF THE TREASURY, WASH-
INGTON, DC

Mr. McCARTHY. Mr. Chairman, Ranking Member Grassley, mem-
bers of the Senate Finance Committee, thank you for the oppor-
tunity to appear before you here today. I am honored that the
President has nominated me to serve as Assistant Secretary for
Management at the Treasury Department, and I am grateful to you
for taking the time to consider that nomination.

Mr. Chairman, the Assistant Secretary for Management and
Chief Financial Officer at Treasury is responsible for internal man-
agement and policy in the areas of budgeting, planning, human re-
sources, information technology, financial management, accounting,
procurement, and administrative services.

It is incumbent upon this individual to maintain and improve the
effectiveness and efficiency of, and cooperation among, the offices
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and bureaus of the Department. I believe that my broad manage-
ment experience in large financial organizations would enable me
to successfully fulfill these responsibilities.

My career in banking and financial services spans more than 30
years and includes extensive practical experience in the financial
management of complex business entities. Eighteen of those years
were spent in expatriate assignments, primarily in the United
Kingdom and Japan.

I have held senior positions across a wide variety of banking ac-
tivities, including customer relationship management, credit and
market risk management, corporate banking, capital markets prod-
uct management, training, trading, Treasury operations, and ad-
ministration.

I have had the opportunity to manage significant change, having
opened, grown, and right-sized banking operations around the
world to better meet customer expectations and improve efficiency
and accountability.

Mr. Chairman, I would be grateful for the opportunity to apply
the experience that I have gained and the skills that I have learned
to the vitally important work of the Treasury. I look forward to the
possibility of joining the dedicated cadre of career and appointed
professionals at the Department in the various Treasury bureaus.

If confirmed, I will work hard to support Secretary Paulson’s
commitment to efficient and effective management practices, to re-
sponsible budgeting, and to strong internal controls. I will support
the Secretary’s commitment to strengthen policy guidance and ap-
prove oversight of information technology investments.

I will be attentive and responsive to the interests of your com-
mittee and of Congress in Treasury’s performance and the adminis-
tration of its programs and activities.

Mr. Chairman and members of the committee, I have never had
the privilege of serving the government of the United States. To do
so now in a management role for which I feel truly well-prepared
would be a great honor. Thank you again for the opportunity to ap-
pear before this committee and for considering my nomination.

The CHAIRMAN. Thank you, Mr. McCarthy.

4 [The prepared statement of Mr. McCarthy appears in the appen-
ix.]

The CHAIRMAN. Mr. Weems?

Mr. WEEMS. Thank you, Mr. Chairman. If I might, I would like
to introduce my family, sir.

The Chairman. Absolutely.

Mr. WEEMS. They are here. First of all, my wife of 23 years,
Jean, who is a former employee of Senator Grassley’s.

Senator GRASSLEY. And a good employee. I would hire her back.
[Laughter.]

Mr. WEEMS. As Senator Domenici noted, we did meet while com-
ing to the Senate when we were employed here.

My son, Peter, who is at James Madison University; my daughter
Claire, who is at George Mason; and finally, my daughter Anna,
who is beginning her senior year in high school.

The CHAIRMAN. Oh. Good. Congratulations, all of you. Welcome
to the committee, and good luck.

Why don’t you proceed?
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STATEMENT OF KERRY N. WEEMS, NOMINATED TO BE ADMIN-
ISTRATOR OF THE CENTERS FOR MEDICARE AND MEDICAID
SERVICES, WASHINGTON, DC

Mr. WEEMS. Thank you, Senator. Thank you very much for hold-
ing this hearing today, and especially thanks to Senator Domenici
and Senator Bingaman for introducing me.

I have worked with many of you. You know me from both Repub-
lican and Democratic administrations. I was first hired into the
civil service in 1983. I became a manager during President George
H.W. Bush’s administration. Former HHS Secretary Donna Shalala
signed my appointment to the Senior Executive Service, and Presi-
dent Clinton awarded me the Presidential Rank Award.

Former Secretary Thompson promoted me to Deputy Assistant
Secretary for Budget, and from January 2003 to July 2005, I served
as Acting Assistant Secretary for Budget, Technology, and Finance
and as HHS Chief Financial Officer. More recently, I was Deputy
Chief of Staff to Secretary Leavitt.

It is a privilege to be here today to apply for the job of CMS Ad-
ministrator. One of the strengths I bring to this job is the ability
to manage enormous budgets effectively.

CMS spends more than $600 billion a year, more than Defense
and more than many countries in the world. CMS determines ac-
cess to health care for more than 90 million beneficiaries. Its pay-
ment decisions determine the quality of health care and when and
how that care is provided. CMS’s regulatory power is enormous,
reaching into practically every aspect of health care.

Small programmatic changes have large consequences to indi-
vidual providers. This is not simply a question of CMS flexing its
regulatory muscle; it is also a question of being aware of those con-
sequences. Indeed, many on this committee have urged me to be
sensitive to CMS’s regulations on a wide range of providers.

Much more is at stake than economics or politics. Beneficiaries’
health and lives depend on these decisions. The person who steps
into the Administrator’s post also needs to have a broad, non-
partisan understanding of health care delivery and where we need
to go. Almost a quarter of a century of working at HHS has given
me a long-term perspective that I believe is critical to leading CMS.

There has been a lot of change in health care in my 24 years of
service. When I began in the Social Security Administration, then
a part of HHS, there was an ashtray on every desk and smoking
in every office. Today, CMS has a nationwide prevention campaign,
including smoking cessation counseling.

When I started at HHS, the ink was barely dry on diagnostic-
related groups. Today CMS is moving beyond DRGs, replacing
volume-based payment systems with systems that recognize a pa-
tient’s condition and the quality of their care. For example, on July
1, CMS began the Physician’s Quality Reporting Initiative to re-
ward initiatives for reporting on quality health care.

I hope soon to be able to send to this committee a CMS plan for
value-based purchasing in the hospital setting, and Secretary
Leavitt is making great progress with standards and certification
on electronic health records.

I am aware that this committee and others have been frustrated
by the lack of resolution and consistent information regarding the
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Medicare Part D premium withhold. Mr. Chairman and Senator
Grassley, if I am confirmed, you will have the same information
that I do, and I will make it a top priority to fix these problems.

Much attention has been devoted to the baby boom generation
and its imminent retirement. However, before they retire, the
boomers have one great task ahead of them: caring for the genera-
tion that preceded them.

My own family offers examples of the issues these generations
face. My father is on the Medicare prescription drug program and
hit the coverage gap this year; I got a phone call. He and I worked
together to get him the coverage he needs and the drugs that are
best for him.

My vision for the prescription drug program is that every bene-
ficiary and their caregivers have the information they need to
choose the plan that is best for them and to get the care they need.

My mother may soon be faced with the need for a particular sur-
gery. My vision for our health care system is that she, and every
patient, has the right information to choose care that is accessible,
coordinated, effective, and in the most appropriate setting.

My wife and her sister are caregivers for their mother who re-
sides in a nursing home. Recently, my mother-in-law was injured
in the nursing home, yet my wife has not received a satisfactory
explanation from this particular facility, despite a request for a de-
tailed incident report.

My vision for Medicare and Medicaid is one in which bene-
ficiaries are protected, whether from unsafe nursing homes, un-
scrupulous insurance salesmen, fraudulent equipment providers, or
bad medicine. If confirmed, I will intensify CMS oversight, and I
expect you to hold me responsible for acting on abuses or inefficien-
cies discovered in the course of program oversight.

Throughout my more than 2 decades of public service at HHS,
I have witnessed tremendous talent at CMS and at HHS. Let me
tell you what I have learned in that time. I have learned to seek
out experts and all those who have equities in an issue and listen
to them. I have learned to follow the law, to weigh the evidence
and the facts, and to render a decision. My pledge to you today is
that I will pursue the facts and the law to guide my decisions and
leadership.

Let me again say that it is an honor to have received the Presi-
dent’s nomination, to thank you for holding this hearing, and I
humbly submit my credentials for your consideration.

Thank you.

The CHAIRMAN. Thank you, Mr. Weems.

[The prepared statement of Mr. Weems appears in the appendix.]

The CHAIRMAN. Mr. Millard?

Mr. MILLARD. Good morning, Mr. Chairman. I have a large fam-
ily. I have eight children, and my wife is expecting number nine.
But they are young, and travel from New York to here was a little
difficult. But I do have my oldest son Egan here, who is spending
a few weeks with me in Washington, whom I would like to intro-
duce.

The CHAIRMAN. Thank you very much. Good luck to you, Egan.
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STATEMENT OF CHARLES E.F. MILLARD, NOMINATED TO BE
DIRECTOR OF THE PENSION BENEFIT GUARANTY CORPORA-
TION, WASHINGTON, DC

Mr. MILLARD. Chairman Baucus, Ranking Member Grassley, and
members of the committee, thank you for giving me the oppor-
tunity to appear before you today.

I am honored and humbled that President Bush has nominated
me to serve as the Director of the Pension Benefit Guaranty Cor-
poration, and I appreciate your consideration of my nomination.
Public service is a privilege which I hold dear, and I am sincerely
grateful for this opportunity to serve, if I am confirmed.

For as long as I can remember, my parents taught my siblings
and me that loving our neighbor meant taking action. My first ex-
perience of that action was marching for civil rights with my par-
ents 40 years ago in Newark, NJ. The desire to serve has stayed
with me since that time. I certainly hope that my children experi-
ence a similar example from my wife and me.

I have had the chance to serve as a VISTA Volunteer in Crown
Heights, Brooklyn, and as a board member of the New York Urban
League. In 1985, I worked in Chile for the Vicariate of Solidarity,
a Santiago-based human rights organization.

I have served as a New York city councilman, and was then ap-
pointed by Mayor Rudolph Giuliani to be the president of the New
York city Economic Development Corporation and chairman of the
New York city IDA. I also worked as a legislative assistant in the
early 1980s here on Capitol Hill for Congresswoman Millicent
Fenwick of New Jersey.

My work in New York as head of EDC is worth noting because,
like PBGC, the Economic Development Corporation was created as
a corporation to manage governmental programs that are prin-
cipally business-like in nature, produce self-sustaining revenue, in-
volve numerous negotiated transactions, and require greater budg-
et and other flexibility than a traditional government agency.

In addition to public service, my career in private life also helps
me bring relevant knowledge and experience to the PBGC. I have
been a practicing Wall Street attorney, representing large financial
institutions. I have been a managing director involved in invest-
ment banking, public finance, and investment management with
such firms as Lehman Brothers and Prudential Securities.

Most recently, I have been a partner in a more entrepreneurial
real estate enterprise dealing with large, individual, and institu-
tional investors regarding their investment allocations to real es-
tate.

This diverse background in public and private life has given me
experience in managing hundreds of people in a public environ-
ment and directing a large organization to higher achievement. I
have also come to understand how individual corporations reach fi-
nancial decisions and how many large institutions and pension
funds make investment decisions.

PBGC and the defined benefit pension systems face considerable
challenges in coming years. At the end of fiscal year 2006, PBGC’s
deficit stood at $18.9 billion. The corporation controls assets worth
approximately $61 billion and faces liabilities of approximately
$80 billion on a present value basis. Also, PBGC estimates that
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total under-funding in ongoing plans stood at $500 billion at the
end of fiscal year 2006.

The Pension Protection Act, passed last year by Congress and
signed by President Bush, has made some significant improve-
ments in the system that will enhance the soundness of the defined
benefit system for millions of American workers. The corporation is
currently implementing the PPA, including the development of a
comprehensive set of regulations and other guidance as mandated
by Congress.

Mr. Chairman, I would like to emphasize my personal commit-
ment to PBGC’s mission and purpose. It is PBGC’s job to promote
and maintain healthy plans, to negotiate in bankruptcy and other
proceedings, to protect workers and their benefits, and, of course,
when a plan must terminate, it is PBGC’s job to pay those benefits.
This requires constant vigilance to various corporate transactions,
securities filings, and bankruptcy court proceedings.

It requires steadfast negotiations by PBGC on behalf of workers
and their families to help avoid plan terminations, or at least to
minimize their impact, and it requires responsible and effective in-
vestment and stewardship of the assets that are used to pay bene-
fits to the insured beneficiaries of trusteed plans.

A corporation carries a tremendous responsibility, because the
insured beneficiaries of trusteed plans that I just mentioned are ac-
tually real, individual human beings, people who have worked their
whole lives to receive the retirement benefits that they have been
promised and have earned, people who support families and who
wait for the check from PBGC so they can sit at the kitchen table
and pay their bills, people who are counting on PBGC to carry out
its mission as given to it by you.

If confirmed in this position, I would welcome the opportunity to
work with members of the Senate and the House, as well as your
staffs, to make sure that we do the best job we can for these work-
ers. I would be happy to answer any questions you may have.

Thank you.

The CHAIRMAN. Thank you, Mr. Millard.

4 [The prepared statement of Mr. Millard appears in the appen-
ix.]

The CHAIRMAN. I am now going to ask three standard questions
of each of the nominees. I will ask the first question of you, Dr.
Troy, and then I am going to ask each of the other nominees if they
also make the same commitment. Then I will go to question two,
in the interest of time, and hopefully clarity.

Dr. Troy, is there anything that you are aware of in your back-
ground that might present a conflict of interest with the duties of
office to which you have been nominated?

Dr. TRoOY. No, sir, Mr. Chairman.

The CHAIRMAN. Mr. McCormick?

Mr. McCoRrMICK. No, sir, Mr. Chairman.

The CHAIRMAN. Thank you very much.

Mr. McCarthy?

Mr. McCARTHY. No, Mr. Chairman.

The CHAIRMAN. Mr. Weems?

Mr. WEEMS. No, Mr. Chairman.

Mr. MILLARD. No.
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The CHAIRMAN. Thank you.

Do you know of any reason, personal or otherwise, that would in
any way prevent you from fully and honorably discharging the re-
sponsibilities of the office to which you have been nominated?

Dr. TROY. Definitely not, sir.

Mr. McCorMICK. No.

Mr. McCARTHY. No, sir.

Mr. WEEMS. No, sir.

Mr. MILLARD. No, sir.

The CHAIRMAN. Thank you.

Do you agree, without reservation, to respond to any reasonable
summons to appear and testify before any duly constituted com-
mittee of Congress, if you are confirmed?

Dr. TROY. Yes, sir.

Mr. McCorMiICK. Yes, Mr. Chairman.

Mr. McCARTHY. Yes, sir.

Mr. WEEMS. Yes, Mr. Chairman.

Mr. MILLARD. Yes, I do.

The CHAIRMAN. All right. Thank you.

I think it is not a secret that there is considerable concern that
this administration tends to put politics above policy in many dif-
ferent areas. It is very concerning to me, personally.

You, Dr. Troy, mentioned public service, the noble service that it
is, and I agree. All of us are really public servants. We are here
to serve the country, the people we represent. I do in my capacity,
Senator Grassley does; you do, we all do. We have a duty, almost
a fiduciary duty, to the people we serve, not a duty to ideology or
to partisan politics.

Rather, it is a duty that each of us holds, I think, especially in
the agencies in which you will be probably serving, to fully remem-
ber your constituents—in HHS’s case, beneficiaries; at Treasury, it
is taxpayers—rather than the White House, rather than political
pressure.

I expect you to be neutral, aggressive servants of the people you
are working for, all of you. You will be, in the long run, able then
to hold your head higher when you leave. You are not there perma-
nently—none of us is. But when we all leave, we want to be very
proud of what we did when we served our people.

So in that respect, Dr. Troy, as you know, former Surgeon Gen-
eral Richard Carmona said that he has been stopped by the White
House from bringing certain science-based information to the pub-
lic, and he said his speeches and reports were edited because they
did not fit the President’s political agenda.

What assurances can you give this committee that you will resist
political pressures and do what is right based on science? Someone
else can follow the facts and law. I assume you will follow the facts
and law, too. So what assurance can you give this committee?

Dr. TroOY. Thank you for that question, Mr. Chairman, and also
for your comments about public service, which, as I said earlier, I
hold in the highest regard.

I have been a public servant in the White House, but also in the
executive agencies. The White House is part of my background, but
it is not the totality of my background. I have also worked in Con-
gress. I have a strong reputation on both sides of the aisle.
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I have long built friendships on both sides of the aisle. With my
Ph.D. background, I have always had a great interest in looking at
the facts, in studying, in research in making sure we come to the
right decision. I understand what the role of the agencies are in the
process, and I pledge to undertake that role.

The CHAIRMAN. I appreciate that. We do not have a lot of time
up here. Each of you has jurisdiction over an incredibly complex set
of issues, so it is very difficult for us to ask lots of individual, spe-
cific questions. So that is why I am asking generally, just your atti-
tude and the approach that you are going to take with your job.

Mr. Weems, I have had longstanding concerns about CMS using
enormous pressures of the Office of the Administrator to advance
the White House political agenda. I expressed great displeasure
when CMS held a briefing on Medicare Advantage, basically push-
ing and promoting Medicare Advantage. It was an outrage.

To my surprise and dismay, a more egregious political stunt fol-
lowed, even though we had a private meeting and I told you how
concerned I was about that briefing. That stunt that followed was,
the administration tried to make 5 million children disappear with
an HHS study about the number of eligible, but unenrolled, chil-
dren.

CBO says the study is not accurate. It is clearly a political docu-
ment. What assurance can you give this committee that you will
not indulge in such activities? In fact, if you are asked to do some-
thing like that, that you will stop it and you will be straight and
forthright with us, not be political?

Mr. WEEMS. Thank you for the question, Senator. I will be brief.
I sit before you today still as a career civil servant. I have, on
many, many occasions, resisted political pressure when the right
decision lay in front. I have no intention, if confirmed, of using the
Administrator’s office for political purposes.

The CHAIRMAN. And will you not let your office be used at all for
political purposes?

Mr. WEEMS. Not within my——

The CHAIRMAN. Remembering the beneficiaries that you are serv-
ing.

Mr. WEEMS. That is what I would be there for, if confirmed. And
within my power, I would not let my office be used for that pur-
pose, sir.

The CHAIRMAN. Thank you. My time has expired.

Senator Grassley?

Senator GRASSLEY. Yes. My first question is about political pres-
sure, to make sure that there is not political pressure from Con-
gress. So, I am going to direct to Mr. McCarthy more a statement
than a question.

As you know, I have shared the administration’s strong support
for the IRS’s private debt collection program. It is a cost-effective
way, I think, to deal with the tax gap. The Chairman always em-
phasizes the tax gap, and I agree with him 100 percent. This has
been an effective tool in collecting taxes due and owing, and at the
same time protecting taxpayers’ rights.

It is my understanding that the current contracts are scheduled
to end early next year. Given the lead time necessary for new con-
tracts to be let, that process needs to be moving forward very rap-
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idly. The Acting Commissioner of IRS has said that these requests
for quotes would be “out by summer.” Those are his words, not
mine. However, there are only a few more Sundays left in summer
and we have not heard a doggone thing.

I want your assurance that these requests for quotes will be out
before July 31. I have no interest in the details of the request for
quotes. That is the business of the IRS, and it would be inappro-
priate for me or any member of Congress to interfere in that proc-
ess.

I would like your assurance that the IRS and Treasury are not
allowing a member of Congress, or Congress generally, or maybe
some very strong staff of appropriate committees in the Congress,
to get involved at this point in the contracting process. That would
be very irregular.

Before you respond, the law of the land is that there should be
private debt collection programs. We passed that. I expect Treasury
and the IRS to properly administer the current law and in no way
restrict the program based on speeches from politicians.

Let me be more specific. It is my understanding that there is
kind of a general rule that if there is debt collection below $25,000,
that the present staff of IRS just ignores that.

So we have put in place debt collection from the private sector
to go after money that we would not otherwise go after. I do not
know how much of the $350 billion of the tax gap we talk about.
It might be this $25,000 or less. But we ought to go after it, and
we are going after it with this program. We need to have more
than two contracts out there.

So, will it get done?

Mr. McCARTHY. Senator, thank you for that question. I know
this is a very important matter for your committee and for the
American taxpayer. The IRS has been managing, and continues to
manage, this initiative strictly within the rule of law, as laid out
by Congress in 2004.

My understanding is that the first cases were referred only last
September, so it is still a relatively new initiative. But it is being
successfully managed at this time. I believe that taxpayer surveys
have indicated that the taxpayers are satisfied with the service
that they are getting through these collection agencies, and every
taxpayer does have the right to request that his or her return be
returned to an IRS agent rather than being handled by a collection
agent, if they so choose.

Also, I understand that it is a financially successful operation, at
least so far. Sometime during fiscal year 2008, the monies that
have been collected by these agents will match the appropriations
that have been allocated.

Senator GRASSLEY. Yes. Can I ask you, are you going to put out
these requests before summer is out, according to the IRS? I just
kind of need a “yes” or “no” answer.

Mr. McCARTHY. Sir, I am not in a position to say whether they
will be out by July 31. I could only refer that question directly to
IRS management, I think, if you wish me to.

Senator GRASSLEY. Well, if there is anybody here from congres-
sional relations, I hope they know that the law is the law. It is
going after money that would not otherwise be collected. You
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should not be listening to a bunch of union bosses or a bunch of
people on the other side of the Hill about whether this is a good
program or not.

The Constitution establishes a system of checks and balances—
I am leading up to Mr. Weems and Dr. Troy—that is intended to
assure that the American people have fair, honest, and transparent
government. We all know what a checks-and-balances system is.

In furtherance of our oversight responsibilities in Congress, we
often ask the GAO to evaluate CMS’s activities. In addition, we
may ask the Office of Inspector General to get involved in things
like that. This committee, however, has encountered a number of
significant undue delays in response to its requests. A number of
requests to HHS, for example, remain outstanding and the dead-
lines have long passed.

Mr. Weems, in your opening statement you said you will “inten-
sify CMS oversight activities, and I expect this committee to hold
me responsible for acting on abuse or inefficiencies discovered in
the course of program oversight.” Your predecessors will tell you
that I am going to hold you to that. You know me for doing that,
and I appreciate that.

So, Dr. Troy and Mr. Weems, will you commit to working with
Congress, GAO, and OIG in a timely and constructive manner to
address the oversight and other needs of Congress, and will you en-
courage others to do so?

Dr. TRoOY. Yes, Mr. Chairman.

Senator GRASSLEY. Thank you.

Mr. WEEMS. Yes, sir.

Senator GRASSLEY. My time is up.

Mr. Crapo is next. I will have some further questions.

Senator CRAPO. Thank you very much.

I have questions for every member of the panel, but as you can
see, we do not have enough time to get through our questions. So
I am going to focus on you, Mr. Weems.

Mr. WEEMS. Thank you.

Senator CRAPO. I suspect you will get a lot of the questions. Ac-
tually, I have so many questions that I am going to just tell you
the categories and then probably get into what I can in the time
I have, and submit some to you in writing.

I have questions on the hospital inpatient prospective payment
system rule that I wanted to go over with you; also, on the ambula-
tory surgical center payment rule that was just issued; on the least
costly alternative policy that CMS is pursuing, particularly with re-
gard to certain prostate cancer drugs; the erythropoiesis-stimu-
lating agent issue, where CMS has proposed a national coverage
determination that I think may be too restrictive and cause some
difficulties.

Just two more. A question on specialty hospitals and the manner
in which CMS is approaching resolving those issues that we have
been working on for so long. And then finally one that you and I
have already talked about also, as well as some of these others, but
the Xoponex issue and the question of whether CMS’s decision re-
cently to bundle multi-source and single-agent asthma and COPD
drugs in the reimbursement code is being done properly.
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So I am going to send you in writing more detailed questions on
those six areas, but let me just focus in the time I have remaining
on the ambulatory surgical center issue.

CMS released its payment rule recently. And by the way, I
thought that the rule that was issued was a significant improve-
ment over where we are currently, but, as I believe you know, it
did not go as far as I had been asking. I am concerned about basi-
cally two problems.

First, the 65-percent reimbursement rate, I do not believe is
going to be adequate. I would hope we would still have time to re-
vise that proposed rule. A 75-percent reimbursement rate will be
much more effective and will allow ambulatory surgical centers to
better fulfill the medical needs that we want to see them accom-
plishing in our society. So, I encourage you to discuss that with me
in the time that we have here.

Then the other major concern I have is that, although the pro-
posed rule adds a number of new procedures that are authorized,
instead of moving to the exclusionary list, which was to authorize
all procedures except those specifically determined not to be proper
for those types of facilities, instead the agency still seems to be
wanting to go through and outline every procedure that can be au-
thorized rather than approaching it from the exclusionary point of
view.

I do want you to respond in the few minutes that we have left
on those two issues, please.

Mr. WEEMS. Thank you. And for the others, I would be happy to
respond in writing.

Ambulatory surgical centers are an essential part of our health
care system. They offer alternative settings and perform what we
believe is high-quality work. The reimbursement rate that we were
led to in that rule, like many things we do in rules, is based on
the evidence that is available.

Frankly, in cases like this, and also something that I am sure
other members of the committee will want to discuss, the inpatient
rule, we are led by the evidence presented by our Office of the
Independent Actuary who makes these estimates.

We follow that. We attempt to follow the facts, but like most
things we will keep an eye on the transition as we go through it.
We will ensure that as we refine payments, that the reimburse-
ment rate is correct. We certainly want to be responsive to your
concerns.

Senator CRAPO. I think the data show otherwise, and I will visit
with you about that. But in the short time we have remaining,
what about the exclusionary approach rather than listing every au-
thorized procedure?

Mr. WEEMS. On August 23, 2006, CMS proposed in the Federal
Register (71 FR 49635) a revised payment system for ambulatory
surgical centers (ASCs) to be implemented effective January 1,
2008, in accordance with section 626(b) of the Medicare Prescrip-
tion Drug Improvement and Modernization Act of 2003 (MMA).
Among many other things, the rule proposed a new “exclusionary”
approach for revising the ASC list of covered surgical procedures
beginning CY 2008. CMS proposed to evaluate surgical procedures
to identify those that could pose a significant safety risk or that
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would be expected to require an overnight stay when performed in
ASCs, and that would, therefore, be excluded from Medicare pay-
ment under the revised ASC paymeny system. Using that exclu-
sionary method, CMS developed a list of surgical procedures
viewed to be safe for Medicare beneficiaries in ACSs and appro-
priate for Medicare payment.

CMS noted in the August 2006 proposed rule that they had given
careful consideration to recommendations made by the Medicare
Payment Advisory Commission (MedPAC) in its March 2004 Report
to Congress, which suggested that the current “inclusive” list of
procedures be replaced with an “exclusionary list.” CMS also noted
considerable consultation and discussion with members of ASC
trade associations and physicians regarding the criteria that would
be used to identify procedures for payment under the revised ASC
payment system. CMS agreed that adoption of a policy similar to
that recommended by MedPAC would serve both to protect bene-
ficiary safety and increase beneficiary access to procedures in ap-
propriate clinical settings, recognizing the ASC industry’s interest
in obtaining Medicare payment for a much wider spectrum of serv-
ices than is now allowed. Therefore, in the August 2006 proposed
rule, CMS proposed that, under the revised ASC payment system
for services furnished on or after January 1, 2008, Medicare would
allow payment to ASCs for any surgical procedures performed in
an ASC, except those surgical procedures that we determine are
not payable under the ASC benefit.

CMS has not yet issued the final rule implementing these regula-
tions, but has received and reviewed thousands of comments in
prfparation for final policy decisions and publication of the final
rule.

Senator CRAPO. All right. I appreciate that. Thank you very
much. We ended up with a few seconds left over.

The CHAIRMAN. Thank you.

Next is Senator Roberts, but I think Senator Roberts wants to
reserve all of his time for a little later on.

Next on the list is Senator Wyden.

Senator WYDEN. Thank you, Mr. Chairman.

My thanks to all of you. Dr. Troy, I always like to hear somebody
talking about being in the tikkun olam business and perfecting the
world.

My questions as well are primarily for you, Mr. Weems. Let me
start with something you and I talked about in my office. Under
the Healthy Americans Act that Senator Bennett and I have pro-
posed, we would like to start a revolution in health care. That is
to move away from sick care and put a much stronger focus on
health care and prevention.

Towards that end, we are advocating a legislative change that
would allow your Department, for the first time, to reduce pre-
miums for seniors, the outpatient premiums, when they stop smok-
ing, lower their blood pressure, engage in the preventive kind of
practices.

You gave me a good answer to this question in my office, and 1
would like to hear you on the record: would you support a change
like that that we are advocating in our bipartisan bill to reward
prevention?
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Mr. WEEMS. Senator, you have my personal support on that. I
have been an advocate for that inside our own councils in HHS. I
believe that good evidence-based preventive measures should be re-
warded. In fact, there is a friend of mine who is here today whose
own private insurance requires him to go through a physical. He
has to manage his blood pressure and all that to get a lower pre-
mium.

I believe it makes good business sense, but moreover I think it
will improve the health of our beneficiaries by moving the incen-
tives in the right direction for the beneficiaries, but also for the
health care system.

Senator WYDEN. It is going to help transform American health
care, and I appreciate your answer and I appreciate your advocacy.

The second question I want to ask you about deals with private
sector health care. I note Senator Lott, Senator Roberts, a number
of us are talking about the future of American health care, and we
really want to ensure that our citizens have private sector choices.

That is what the Healthy Americans Act is built around. But I
am very concerned about a new area that has come up where it
seems that there are some abusive practices. That is this question
of the private fee-for-service option under Medicare Advantage.

And as you know, there have been some pretty well-documented
marketing abuses. What concerns me is, seniors are getting ripped
off, and also this is giving a bad name to private sector health care.

What steps, if any, would you take to reign in these abuses in
private fee-for-service plans that we have seen come out in the last
6 months?

Mr. WEEMS. Senator, as I said in my opening statement, it is my
intent to intensify oversight. We are going to take a close look at
the CMS organization, at how that happens. Right now, much of
the oversight happens in the regions.

I need to either, if confirmed, be in a position to hold my regional
directors responsible for that or to centralize that and to have that
brought back as a normal part of business in the Administrator’s
life of, what are we doing about oversight today? That is my prom-
ise to you.

Specifically on private fee-for-service, we need to really dig in on
the way that marketing happens. We need to have secret shoppers
out there. I also think that we need to breathe life into the Memo-
randum of Understanding that we have with many States on how
agents and brokers conduct themselves in the marketplace.

Senator WYDEN. We will work closely with you on that, because
seniors clearly have been exploited. Those of us who believe in pri-
vate sector health care and believe there are good private sector op-
tions especially want to have this corrected because it is going to
be a key part of any bipartisan reform effort.

The third area I want to ask you about is, absent legislative ac-
tion, physicians are looking at the prospect of a 10-percent cut in
Medicare reimbursement. This is an enormous issue with respect
to access to health care for seniors, particularly in rural areas—and
in urban areas.

You all will have a lot of discretion and a lot of opportunities to
advocate policies in this area. What changes are you looking at
with respect to dealing with what could be a huge crisis, an ex-
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panded set of problems for seniors getting access if physician reim-
bursement is cut again?

Mr. WEEMS. Senator, thank you for the question. I think that
what many refer to as the “doc fix” or the “SGR fix” really gives
us a remarkable opportunity to work together on some of the
things that need to begin to happen in the reimbursement system.
We need to find a way to pay for quality, not just to pay for more.
That, I believe, is one of the things that we need to work into the
SGR fix.

I also believe it represents an opportunity for us to think clearly
about, what is the role of electronic health records? Should that be
a part of what we do? In the end, I look at it as an opportunity
to work with this committee to in some way summon forth the fu-
ture of health care in the physician’s office.

Senator WYDEN. My time has expired, but I am planning to sup-
port the nominee. I look forward to working with all of you.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator.

Senator Smith?

Senator SMITH. Thank you, Mr. Chairman.

Sorry you are being picked on, Mr. Weems. You and I also met
and we discussed the “all or substantially all” policy related to
Medicare Part D. I asked you what CMS was going to do about en-
suring that plans cover these six protected classes.

I am still not clear what steps CMS is going to take or is taking
to ensure that the plans actually follow the guidance that you pro-
vide. I consistently hear reports that plans do not cover all or sub-
stantially all of these protected classes and that beneficiaries have
to go through lengthy appeals processes.

Can you tell me what is happening and what CMS is going to
do?

Mr. WEEMS. Well, Senator, I share your concern in that area. I
have to say, following our meeting I went back and checked
through CMS on this. At least what I am hearing, Senator, is we
are not hearing the same things. I think we need to reach back and
find these discrete cases and bring them forward, individual cases,
look at them and see what happened. That is in the particular.

In general, as I said to this committee, we are going to intensify
oversight. That means we are going to get counts, we are going to
talk to the plans about the number of appeals, why there are ap-
peals. If there are systematic problems, sir, we are going to find
them, and we are going to root them out.

Senator SMITH. I appreciate that.

CMS recently announced that all beneficiaries who receive extra
help with their drug costs would be able to change their prescrip-
tion drug plans on a monthly basis. Senator Bingaman and I sup-
port that. We have legislation to accomplish that very thing.

However, allowing these beneficiaries to change plans monthly
will require CMS, the Social Security Administration, and prescrip-
tion drug plans to update information in the enrollment system in
a timely manner. You and I talked about the tremendous lack of
communication or difficulty existing between CMS and Social Secu-
rity.
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I am wondering what steps you are doing to ensure that bene-
ficiary enrollment information is updated in the enrollment system
so that it is timely, so that it can accommodate the new policy on
monthly plan switching.

Mr. WEEMS. Thank you for that, Senator. As I told you and I will
just tell the rest of the committee, I used to work at the Social Se-
curity Administration. The way their computers work is a lot dif-
ferent than the way CMS’s work. In Social Security, they like com-
puting an annual benefit, dividing it by 12, and sending out a
check. They do not have to deal with deductibles and co-payments
and many of the things that CMS has to. So, there is just a prob-
lem with the systems talking.

Now, having said that, if confirmed, one of my first acts will be
to work on this premium withhold problem, to work with the Social
Security Administration. If we need a change in the business proc-
ess of premium withhold, then let us make that change.

If we need a change in the business process of moving people
from plan to plan, then we are going to make that change. If people
also fall into the holes of premium withhold, we are going to find
a way to get them out quickly and get back either the money that
we owe them or to find some way that they can make restitution
to the government. It is a problem, I acknowledge, but it is going
to be a very high priority, as I said in my testimony, to fix this.

Senator SMITH. Mr. Chairman and Senator Grassley, this is an
issue that, frankly, has come to my attention repeatedly, that CMS
and the Social Security Administration almost speak different lan-
guages because their computers are so different. Social Security’s
computer systems are antiquated, which is a generous term to de-
scribe them.

This may be an area where we need to make an investment so
they can speak the same language, because, with all that we are
doing now with Medicare Part D and enrollment and plan switch-
ing, they just simply are not able to function together. I think it
would be appropriate for our committee to help lead a change so
that they can have similar systems that coordinate in a way that
is workable for the American people who depend on these pro-
grams.

Thank you.

The CHAIRMAN. I would say, your point is very well taken. Some
of it gets down to just budget requests in the amounts that the Ap-
propriations Committee grants and the Congress grants. For exam-
ple, I know in SSA it is a whole other problem. There are insuffi-
cient resources and administration with respect to disabilities. I
think that part of the problem is just budget requests. They are in-
adequate and insufficient. Congress, I think, frankly, has not been
as aggressive as they could, and should, be.

Senator SMITH. We need to be.

The CHAIRMAN. Thank you.

Senator Lott?

Senator LOTT. Thank you, Mr. Chairman.

And thank you all for being here. Congratulations on your nomi-
nation. I certainly will support your confirmations, and I wish you
the best in the job you have ahead.
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I, too, would like to address a few questions to Mr. Weems. I
think it is obvious here that all of us, and others not here, have
problems with CMS, the way it responds to our concerns and how
it deals with critical health care issues in America.

Now, I am going to be gentle with you because you have your
family here, and it is a lovely family. We appreciate you and your
service over 24 years. I enjoy these meetings when we have a baby
crying in the crowd. It relaxes us all a little bit.

But there are clearly problems at your agency, the one you are
going to head. You know that. Now, part of the problem is us.
Quite often, you have to comply with the law, the damnable law
that we passed, which puts you in straightjackets quite often.

I also suspect that you are always under pressure by us and by
OMB to control the costs, control the costs. But some of the deci-
sions just do not make common sense, and sometimes just getting
a decision is the problem.

I hope you will try to get a proper balance here, reign in your
bureaucracy, make a decision. Or if you need legislative assistance,
tell us. So, like the others, because of limited time—and I am not
going to go through the specific questions here, but I am going to
mention two or three of them because you will be hearing from me.
I, of course, represent Mississippi and I am from the Mississippi
Gulf Coast. We are still wrestling with the recovery from Hurricane
Katrina. A lot of people and a lot of agencies have helped us. The
government has been very good. I am not here to whine or com-
plain.

However, I must say the distribution of the funds through
HHS—and a lot of them involve CMS, obviously—to the Mississippi
Gulf Coast, in my opinion, in the health care area have not been
fair. It is really making it difficult for us to address the financial
problems caused by Katrina with the lost opportunity in the
misallocation of critically wage-indexed relief.

I do not begrudge the other States in the region, but when you
have almost $200 million to distribute and one State gets $161 mil-
lion and my State gets $23 million and the third State gets
$10 million, there is a problem here. So I just want to make sure
that you understand that we are going to expect a better allocation
of those funds or some allocation of funds to help us with this
wage-indexed relief problem we have on the Mississippi Gulf Coast.

Mr. WEEMS. Senator, not to interrupt, but that is something I
would be happy to look into. But let me say that I was in Gulfport
72 hours after the storm.

Senator LOTT. And you know what a good job Gulfport Memorial
did, which was a critical service to people who could not go any-
where else.

Mr. WEEMS. That is right. The way the people pulled together
there, literally in something that looked like the result of a war.
I mean, I remember very vividly the water tower twisted and lying
on the ground. It was just really a remarkable scene. So, I would
love to work with you on this.

Senator LOTT. I think the problem in this case was actually
HHS, your superiors. But you can have input and you can help us
in the future.
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We have problems like, you have rules that actually seem to con-
tradict each other. There is one particular county where Rush
Health Systems out of Meridian wants to build a hospital in an ad-
joining county. One rule says it cannot be within 35 miles of an-
other critical access care facility, and another one says it cannot be
built within 15 miles of a secondary road. So they meet the criteria
of one, but not on the other one, and therefore they are denied.

So here is a case where, clearly, this would be constructive and
helpful for a lot of people to have access to health care, and they
want to do it, they feel like it makes financial sense, and they are
being denied. We have a serious problem with long-term acute care
hospitals. You are about to come down with a ruling that is going
to be devastating.

I am running out of time. I wanted to get to the PBGC too, to
inquire about the recent legislation involving American Airlines,
Continental, and the special pension provision they have. Obvi-
ously it is going to cost PBGC, or they are not going to pay about
$2 billion. I just want to express my concern about that. I plan to
work with the Chairman and the Ranking Member in dealing with
that problem.

Last but not least, Mr. Weems, in the broader sense, here is a
critical example. We are getting deluged in my offices with com-
plaints about delays in reimbursement. CMS is constantly dragging
its feet on refunding money that has been deducted from Social Se-
curity checks for Medicare Part D. I think that is what Senator
Smith was talking about.

Additionally, when a third-party payee is involved in reimburs-
ing folks, it can take years to get a lien released. At a very min-
imum, find a way to address these payments. You cannot have peo-
ple go months or years where you do not have to get reimbursed.
Whatever the problem is, I cannot believe it is just a computer de-
cision. Somebody needs to make a decision. I am getting complaints
regularly from my State offices, from the men and women who
work in this area, that there is a real problem here, a growing
problem, and I hope you will quickly address that.

Mr. WEEMS. I will, sir.

Senator LOTT. Thank you very much.

The CHAIRMAN. Thank you very much, Senator.

Senator Kerry?

Senator KERRY. Thank you very much, Mr. Chairman.

I apologize to the witnesses, but I am chairing another hearing
of the Small Business Committee and I have to go back to that.
But I did want to inquire of Mr. Weems a few questions directly
relating to Massachusetts, and a couple of others, if I may.

Mr. Weems, as you are aware, the financing of the Massachu-
setts health care reform program, which is unique and has been
praised by President Bush and by the Secretary and others, is de-
pendent in large part on the Medicaid waiver.

It is very important to us, critical to the State and the future of
this program, that that waiver be renewed and strengthened before
it expires in less than a year. We have 135,000 previously unin-
sured citizens who now have health coverage, and the cost of a
quality health insurance plan in the Commonwealth has actually
been reduced significantly.
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So I know the Governor has informed us that they have already
submitted the first phase of the 3-year extension application. So
could you share with me, perhaps, (1) your views on the Massachu-
setts initiative; (2) the waiver renewal itself; and (3) can you com-
mit that we are going to receive adequate funding with the prompt
approval and back payment for the Certified Public Expenditures
(CPE) methodology?

Mr. WEEMS. Thank you, Senator. First of all, I believe that
health care reform in Massachusetts was a remarkable thing. It
certainly fits the norms and values of that State, and I think that
is what is particularly remarkable about it. Other States might
choose to do it differently, but I certainly applaud it.

I have heard from CMS that negotiations are going well on the
waiver, that they have received material and do expect a favorable
outcome. That always takes time. It takes negotiation.

Then, lastly, on the CPE issue, we understand that Massachu-
setts has submitted material that has been requested that hap-
pened in the last several days, and it is the staff’s belief that that
material would make the waiver approvable.

Senator KERRY. Would make it?

Mr. WEEMS. It would be.

Senator KERRY. Well, that is good to hear, obviously.

Do you anticipate that, under the new waiver, it is going to rec-
ognize a reasonable increase in the expenditures over the length of
the waiver period?

Mr. WEEMS. Yes, I do. I do.

Senator KERRY. And we can hold you to that, right?

Mr. WEEMS. Yes, sir.

Senator KERRY. With respect to another issue that has arisen,
the State Medicaid agencies have been implementing the citizen-
ship documentation requirement. You may have been asked about
this, I am not sure.

But we are finding out that numerous studies were conducted
where the Medicaid agencies, private researchers, the Congres-
sional Research Service, the GAO report, and others—the GAO re-
port was released just yesterday—found that thousands of individ-
uals, especially children, have had their Medicaid denied, delayed,
or terminated despite being eligible U.S. citizens.

So I would like to ask you, you are aware of this, obviously. Do
you have plans and can you guarantee to us that you are going to
take steps to make certain that these barriers to U.S. citizens get-
ting eligible benefits will be removed?

Mr. WEEMS. Yes. And let me say, Senator, these reports are very
concerning to me. Let me reflect on my own experience. I grew up
in southern New Mexico. In my 1st grade class, all of us were
United States citizens, but actually very few of us spoke English
at home.

I grew up probably with many of the people who might be being
denied benefits today as a citizen. I find that unacceptable. The
agency needs to find a way to be responsive to the Congress, who
laid out the law, but make sure that our rules do not erect these
kinds of barriers.

I think it is going to take working State by State with the State
Medicaid directors to make sure that our guidance is clear, to make
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sure that the documentation and evidentiary requirements are
clear, but it is achievable.

Senator KERRY. Well, that is good to hear, obviously. We really
hope you can focus on that quickly, because it is just a terrible out-
come and does not speak well to any of our efforts to try to follow
through on these things.

Finally—I think, finally. Where am I on my time? Just about
running out.

The CHAIRMAN. We have more people. I am going the other direc-
tion, in fact.

Senator KERRY. I am going in the other direction. Well, can I get
it in quickly?

The CHAIRMAN. Certainly.

Senator KERRY. In the other direction. Could you just share with
me, on the changes for the home health care reimbursements
which go to 3 million Americans, we have all been pushing, trying
to reduce the cost of institutionalized care, and to keep people out
of costlier settings.

Now we are getting people into these home care situations. But
I am very concerned that the payment is going to go down auto-
matically, 2.75 percent for each year over 3 years on the suspicion
of case mix creep.

The evidence seems to suggest that we are saving money, doing
the job we want to do, and I am not sure what that definition is
going to do. So we are very concerned about that, and I hope I am
not missing something here.

But could we count on you to correct the CMS proposal to the
degree that that may, in fact, work against the interests of what
we are trying to achieve?

Mr. WEEMS. Of course. Caring for beneficiaries in the home is,
many times, best. We do not want to erect barriers to that. I would
be happy to work with you, Senator, to make sure we get a rule-
making agreement.

The CHAIRMAN. I thank the Senator.

Senator KERRY. Is the record going to be open, Mr. Chairman?

The CHAIRMAN. Yes, it will be. In fact, I am going to ask that
witnesses answer written or oral—there may be more oral ques-
tions, but witnesses may receive written questions. In order to ex-
pedite the committee’s consideration, I ask that you reply to those
written questions as quickly as possible.

I might note that the committee will not act on the nomination
while the answers to such questions are still outstanding.

Senator KERRY. Thank you very much, Mr. Chairman.

Thank you, Mr. Weems. Appreciate it. Good luck to all of you.

The CHAIRMAN. Senator Grassley?

Senator GRASSLEY. I want to go back to Mr. Weems and Dr. Troy
on a subject dealing with legislation I got passed 20 years ago
called the False Claims Act.

These amendments resurrected the False Claims Act and pro-
vided real penalties against those who defraud the Federal Govern-
ment. As a result, this act has helped the Federal Government re-
cover over $20 billion that would otherwise be lost to fraud and
abuse, including programs in Medicare and Medicaid.
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Just last year I continued this effort by adding a monetary incen-
tive in the Deficit Reduction Act for our 50 States, if they want to,
to pass their own False Claims Act.

The DRA also requires that any provider receiving more than
$5 million annually from Medicaid inform their employees about
the False Claims Act.

To the two of you, will you both, in your positions, commit today
to vigorously support the False Claims Act, the anti-kickback law,
the Stark law, and other Federal laws that are used to investigate,
prosecute, and suppress fraud at CMS and other HHS programs?
Mr. McCarthy? I am sorry. Dr. Troy?

Dr. TroOY. Yes, sir, I do.

Senator GRASSLEY. All right.

Now, Mr. Weems?

Mr. WEEMS. Yes, Senator Grassley,

Senator GRASSLEY. Will you do your best to ensure that your De-
partment does everything in its power to eliminate fraud and abuse
from the programs that it administers?

Dr. TrROY. Yes, sir.

Mr. WEEMS. Yes, sir, I will. It is very important.

Senator GRASSLEY. Thank you.

Will you and your staffs cooperate fully with the Department of
Justice, the HHS Office of Inspector General, and whistleblowers
to investigate, prosecute, and suppress fraud?

Dr. TrOY. Yes, sir, I will.

Mr. WEEMS. Yes, Senator.

Senator GRASSLEY. Thank you.

And in regard to that, can I emphasize feeling that, since you are
new, maybe you have not heard me say that we do have whistle-
blower protection laws. Taking into consideration that even you in
your position, as close as you are to the bureaucracy, you cannot
know every instance of fraud and mismanagement, and that you
ought to pay some attention to whistleblowers.

I emphasize that because whistleblowers tend to be viewed as
skunks at a picnic and they are not very welcome. There is a great
deal of peer pressure to go along, to get along. You folks at the
highest ranks of your agencies can either encourage that or dis-
courage it by not just your words, but how your response might be
when somebody tells you there is something wrong.

There are too many agencies that are worried about their public
relations and they see a whistleblower as interfering with their
public relations. They want to look good, and maybe something the
whistleblower brings to you does not look good. Every time I have
seen an agency try to suppress information, it seems to me they
end up getting egg on their face.

Now, I speak mostly about FDA or mostly about FBI in regards
to that. I do not have anything against your agencies, per se, in re-
gards to that, but it happens. So I hope you will pay some attention
to bad news when you get it.

Further, would you ensure that your Department cooperates with
State governments that prosecute False Claims Act cases for Med-
icaid fraud under the States’ False Claims Act, assuming a State
has passed one?

Dr. TroOY. Yes, sir, I will.
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Senator GRASSLEY. All right.

Will you work to pass clear, uniform regulations outlining the
procedures for paying States an increased share of Medicaid recov-
eries when they bring the False Claims Act under the qualifying
State False Claims Act? And before you probably say yes, I want
to remind you that the encouragement to States to pass it was the
bonus that they are going to get. If you do not know that, that is
what the law says. So, go back to my question.

Mr. Weems?

Mr. WEEMS. Yes, Senator.

Senator GRASSLEY. Dr. Troy?

Dr. TrROY. Yes, sir.

Senator GRASSLEY. All right.

And, finally, will you agree to take no administrative initiatives
that would weaken the effectiveness of the False Claims Act or
other laws and authorities used to investigate, prosecute, and sup-
press fraud in your areas of jurisdiction?

Mr. Weems?

Mr. WEEMS. Yes, sir.

Senator GRASSLEY. Dr. Troy?

Dr. TrROY. Yes, sir.

Senator GRASSLEY. Yes.

And I now turn to Senator Roberts for his 20 minutes. If staff
would remind members that maybe came for the first round, Sen-
ator Roberts has his 20 minutes uninterrupted, so that they under-
stand that he has that time. A first-timer would normally have
their time after Senator Roberts.

Go ahead, Senator Roberts.

Senator ROBERTS. Thank you, Senator Grassley.

Senator GRASSLEY. You are going to have to adjourn the hearing,
because I am going to go.

Senator ROBERTS. I am going to ask unanimous consent to pass
legislation to provide a 90-day moratorium on the home health care
provider regulations. And since I will have the gavel and Mr.
Weems and I will vote “yes” [Laughter.]

Senator GRASSLEY. Do not forget, it takes 11 for a quorum.
[Laughter.]

Senator ROBERTS. I have counted all of the witnesses and their
families. [Laughter.]

Do not start the 20 minutes yet. Who is the timer? Where is the
timer? Right in front of me. Right now. All right, go.

OPENING STATMENT OF HON PAT ROBERTS,
A U.S. SENATOR FROM KANSAS

Senator ROBERTS. I want to thank Chairman Baucus for this
hearing. Thank you all for coming. Twenty-four years at HEW, Mr.
Weems. You come from the age of ashtrays and HCFA. I remember
serving in the House when Mr. Joe Califano, HCFA, and HEW
issued a ruling that said that three doctors had to approve all
Medicare payments every 24 hours or they would not be paid. We
have over 100 hospitals in Kansas, and 83 are critical access hos-
pitals. We were outraged by that.

All of a sudden, I decided I would be for that because I figured
if we could get three doctors out there in rural America, we would
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just chain them to the desk and then we would have family practi-
tioners or some doctors out there, at any rate.

I am the chairman of the Rural Health Care Caucus, co-chaired
with Senator Harkin, ably led formerly by Craig Thomas, whom we
lost just several weeks ago, a great man. I was the first Rural
Health Care Caucus chairman in the House. This was back when
iou were at HHS or HEW, or maybe here on Capitol Hill, I do not

now.

It was basically formed up by rural members who got tired of
bloodying their knuckles on the door of HEW and not being able
to get an answer, and so then we formed together in sort of a
posse, and I think it worked out pretty good.

Great nominees. Thank you all for coming. Thank you for your
time. Impressive backgrounds, very handsome families.

Mr. Weems, you met Jean up here, what, 24 years ago?

Mr. WEEMS. Yes.

Senator ROBERTS. I met my wife, Franki, about 34 years ago
here on Capitol Hill, so we have something in common. I regret the
obligation I have to ask some tough questions, but they are not per-
sonal. I want to emphasize that. If you read my bio in Congres-
sional Quarterly, it says that I am “pleasant but irascible.” [Laugh-
ter.]

Mr. WEEMS. I will try to stay on one side of that.

Senator ROBERTS. We will start on that note.

Mr. Weems, I want to thank you for your courtesy call. We asked
you to come, you did. We met. We discussed several concerns that
many of us have with how CMS is implementing—or more accu-
rately, not implementing—the competitive bidding program for
what is called the durable medical equipment currently being im-
plemented by CMS in 10 different metropolitan areas across the
country which affect hundreds of health care providers and thou-
sands of their employees.

You come highly recommended. You cannot be any better rec-
ommended than by Senator Domenici and Senator Bingaman, both
outstanding Senators. Senator Domenici is revered here.

So it is not really fair. Senator Domenici said, why would you
take this? You know, you are in the briar patch. It is not fair, but
there you are.

So I am going to ask you some questions. As you and my col-
leagues know, I am not a big fan of this program. The Kansas City
area is included in the first round of implementation, so I have
learned first-hand of serious, and in some cases really inconceiv-
able, problems with this program.

First, we need some legislative changes to improve the program.
I was going to ask Senator Grassley and Senator Baucus for their
help in this respect, and I think they will be helping. But I think
there are some areas, sir, where CMS can make improvements
without any Congressional intervention, but you need time to ac-
complish this.

Now, my request to you is to take immediate action on these
changes, as the deadline for providers to submit their bid closes
this Friday, July 27. You have already extended it by 2 weeks. I
think that is a mission impossible. If they cannot get on the Help
Web, I doubt if you can either. I think a 90-day delay is very cru-
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cial and very important, and I am going to ask you that about four
times.

I know you are going to listen to our concerns, because you al-
ready have. I know you are going to commit to making these nec-
essary improvements for your nomination to move forward. I am
extremely troubled about the potential impact that this program
will have on our home health care providers and the Medicare
beneficiaries they serve.

My fears are coming true. Some of my biggest frustrations I have
heard from our providers in Kansas center on their inability just
to submit a bid through the website or get their questions an-
swered by the contractor.

I am going to play Butch and Sundance. Who is this guy? CBIC.
Is that Palmetto?

Mr. WEEMS. CBIC stands for the Competitive Bidding Implemen-
tation Contractor website. CMS has contracted with Palmetto GBA,
the CBIC, to conduct certain functions relating to the administra-
tion of the DMEPOS Competitive Bidding Program.

Senator ROBERTS. I have news for you. With all of these com-
plaints that I have here, and from a 7-State organization that rep-
resents home health care providers—and they are piling up in my
office now, now that they know that they at least have one Senator
and several others on the committee—and they are coming in so
fast and furious. With these stories, I would not have that con-
tractor. I would not have the contractor.

Many have told me they are ready to throw in the towel. Sharks
are in the waters. Basically they call it now the CMS price. The
sharks know that they are not worth what they used to be because
they will not be able to get a bid and they will not have any Medi-
care, and the mom-and-pop exemption does not work. Some of them
are about to give up.

So I think you have at least recognized some of these problems.
You have extended the deadline twice at the last minute. But the
Chairman and the Ranking Member did ask you again for a 90-day
delay in the bidding process as a result of the problem. So I re-
quest, I support, I second this request. I plead to you to do this.

Now, the complaints that I have here from suppliers across the
Nation who have contacted me with their problems in trying to
submit a bid through the website or simply get a question an-
swered, these are unsolicited. I am going to give you a shortened
list. I am not going to give them all; we would be here all after-
noon. You would miss lunch and your families would be upset, and
the kids would be crying, and we do not want that.

But these are personal complaints. They are also some com-
plaints from the Midwest Association for Medical Equipment Serv-
ices led by Mrs. Rose Sheffhauser, who has done an excellent job.
She has submitted a whole series of these situations.

So I am going to submit all of these complaints, literally pleas
for help, to you. I ask that you provide an immediate response to
me in this committee before Friday. I do not think you can do that.
That is why I am asking for the 90 days.

All right. A typical “what on earth is going on” complaint comes
from a supplier in Kansas on July 5. This company completed and
submitted their bid to CMS. Five days later, their bid was rejected
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and returned to them because the system would not accept zeroes
on the application form. So if you type in “zeroes” or “none,” sorry,
the computer will not accept it.

The application requires that suppliers state how many products
they sold in 2006, and then how many of these products were sold
to Medicare beneficiaries in that particular Metropolitan Statistical
Area (MSA), in this particular instance, the Kansas City MSA that
has 128 home health care providers.

This supplier had not billed Medicare for any products in the
power wheelchair category in 2006, so they put down a “zero,”
which was not accepted. That was a red flag. When this supplier
called the help desk to ask what to properly do to submit the bid,
the help desk replied, “Well, I guess you have to put down a 1, or
maybe a 2, or maybe a 3.”

This response was confirmed by CMS on a follow-up. This means
that because of CMS’s website and the application form problems,
of which there are many, CMS is forcing and openly encouraging
suppliers to lie and manipulate their Medicare numbers.

Now, that is incredible. How on earth can you achieve accurate
cost containment with this kind of falsified information simply be-
cause the computer will not take it or it is a contractor problem?

A second sample complaint comes from the same supplier. After
she and her staff devoted countless hours in preparing their bid,
their information was somehow lost by the contractor’s website.
Now, this is not a stand-alone incident. This has happened many,
many, many, many, many times all across the country.

Frantically calling the contractor, trying to figure out what to do
next, this supplier was informed that she would have to re-do the
application that took a whole day with three people, but that she
should also make sure to reboot her computer every 15 minutes in
order for the information to be properly stored and accepted by the
website, i.e., Palmetto. Strong finger; a lot of patience, all right. So
e\IIery 15 minutes, she has to hire somebody to reboot. That is ridic-
ulous.

It was redone. This supplier, or a member of her staff, diligently
rebooted the computer. So, doubtlessly, we have a bunch of home
health care providers trying to employ people to simply press the
“reboot” thing.

This reminds me of the TV show—I do not watch it, my kids do—
“Lost.” It is the TV show, “Lost,” where the inhabitants on the is-
land are forced to press the button in the underground station
every 108 minutes to save the world. Well, they are going to save
their company by rebooting every 15 minutes.

Another story. A Cincinnati provider had been trying to log on
to the bid website with no success. Called the help desk. The help
desk responded, they are so backed up, there is no guarantee her
call would be handled prior to the bidding deadline on July 20. Not
a very good message.

Another story, all too commonplace. This supplier had been try-
ing since July 6 to enter their bid on the website. As of July 12,
1 day before the original deadline, this person was unable to enter
their network or the individual supplier bid, gate closed, no entry.

The applicant had gotten no further than part A of the form,
which the website repeatedly tells them is incomplete. The appli-
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gant has entered the same information approximately 20 times a
ay.

This supplier called the help line several times that week, and
the help desk would ask copious amounts of questions, but then the
caller said that the servers were down. The help desk also prom-
ised this applicant they would return their call, but they never re-
ceived a return call.

When the applicant asked the help desk again, the help desk
suggested for the applicant to log on that evening sometime after
midnight when the server traffic would be lighter. After midnight!
That is like Charlie Brown waiting for the Great Pumpkin.

My next complaint is a transcript from a call between a supplier
and a CMS official. It was not secretly taped. That person knew
this, and it is all on the record so there is nothing wrong with this.

Caller:

“I have a very quick question, but it is very simple: How do
I get a password straightened out for getting a bid ID? And I
know we’re past the window, but I have been on the phone
with the help desk now for the better part of last week.

“Every time we input the information, it was saying our So-
cial Security number was already in use, and we have gone up
and down the line with the help desk. As of today, they seem
to have stopped helping us and say that the window is closed
for getting the bidder IDs issued.”

CMS Official:

“Well, yes, the window is closed. The registration period
ended on the 7th.”

Caller:

“Okay. But we have gone ahead and done what we were sup-
posed to do. There was apparently some trouble tickets written
and we’re waiting on having that resolved. So you’re saying
that because it wasn’t resolved in the time period, that’s the
end of it?”

CMS Official:

“Yeah, well, whatever. The trouble was to have been resolved
by the 7th. You had until the 7th, and that was the deadline
for actual registration.”

Caller:

“Again, so if they weren’t able to resolve it at your end, then
I'm basically out?”

CMS Official:

“Ah, yes. I don’t know what the problems were, but if you
were not successfully registered by the deadline—actually it
was extended by a week—you’re not registered.”

Now, I could keep going with these complaint stories. That is
clearly unacceptable. The MAMES Association has here, system
problems. They have 11 of them. I am not going to read them be-
cause I am not going to take up the time. Bid instructions, lack of
details, cumbersome. They have six examples of that. Then we
have providers being cut out of the bidding process. The number
is rather astounding. Then we have the product category issue.
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Samples being provided came from the following locations: Cin-
cinnati, Cleveland, Dallas, Kansas City, Miami, Riverside, Orlando,
Pittsburgh, Maryland, Kentucky, industry consultant on competi-
tive bidding, a national company submitting bids on all CBAs, re-
gional companies submitting bids on several CBAs. I am tempted
to say, remember Jack Benny, also from Cucamonga, but I am not
going to do that.

Assuming—and I know you want to do this—you cannot change
these before Friday. Assuming you cannot, can you provide an ap-
propriate extension of the application deadline to correct these
technical problems in order to give our providers a fair shot and
honor the request by the Chairman and the Ranking Member for
90 days?

Mr. WEEMS. Senator, thank you for that. I take issue with abso-
lutely nothing that you have said. I have heard of:

Senator ROBERTS. Well, how about a “yes” or “no?” I have 5 min-
utes left and I have some real stuff coming down the road here.

Mr. WEEMS. First of all, at this juncture I am not running CMS.

Senator ROBERTS. I know that. I know that.

Mr. WEEMS. So I cannot make that commitment to you.

Senator ROBERTS. I will send it upstairs.

Mr. WEEMS. All right. I am happy to do that.

Senator ROBERTS. All right. Thank you.

Other concerns CMS must address before the program can move
forward. Patient impact. This is a big issue. A big issue. I am con-
cerned that the program has no mechanism to review or assess pa-
tient impact with the quality of care as a result of the program.
Shouldn’t the program that will impact some of the frailest seniors
track how they fare under it?

Now, the one person that I relied on for advice for over 30 years
as a staffer and a member of the House and the Senate in Hutch-
inson, KS, America, sold out. I do not know the figure, but we call
it the “CMS sell-out.”

You are going to get down to the Big Three and then see how
much money you save. And she was amazing. She would go out
into the countryside and visit virtually every one of the Medicare
beneficiaries that she served. I do not know if the person who
bought her home health care providership will do that or not.

She is now a consultant to help people through all the paper-
work. She just gave up. She said, “I'm just going to give up.” Is
there any patient impact quality of care assessment? So that is one
that I really think we have to think about.

I have strong reservations about how this program will work, es-
pecially for patients in the rural and small MSAs. You have an
MSA in Kansas that stretches all the way past Lawrence, all the
way past other areas that should certainly qualify as a mom-and-
pop and a rural providership.

Hopefully you can guarantee to me that patient access, choice,
and services will be the same for the beneficiaries in the small and
rural MSAs as they currently experience.

Third, accreditation. As I mentioned, the bidding process ends on
Friday. How can the bidding process proceed while a number of po-
tential suppliers’ applications for accreditation, which is needed to
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participate, are still pending? That is a repeat of something I have
emphasized.

Fourth, small supplier participation. It is important for the pro-
gram that small suppliers participate. Now, CMS could allow net-
works, have small suppliers form up a network so that they could
really keep up with all this. They would not have to have somebody
hitting the “reboot” button every 15 minutes.

But the formation of networks is seriously impeded by antitrust
prohibitions. So we need to issue guidance to help suppliers to
overcome these barriers, and I think the networks certainly rep-
resent a good idea.

You need to provide written explanations or remedies for pro-
viders whose applications for participation were rejected due to
technical reasons. Is there any transparency? So, if you do not get
the bid or you cannot get an application, can you at least give them
a reason why as opposed to just saying “no” or “your bid was not
accepted?” We need the transparency.

Here is a big-time issue: savings certification. Can, and will,
CMS provide any detailed data on the administrative costs of cre-
ating this new bureaucracy to implement this program? Can you
provide data showing that this program will, in fact, provide sig-
nificant savings in the Medicare program?

This happened at the 11th hour and 59th minute during these
negotiations. We all know the story. We all know the member of
Congress who did this. Many of us were not aware of the implica-
tions.

Senator Lott indicated that that is our responsibility. It is. But,
if you add on the cost of the contractor and all that is going on
throughout the home health care world, I am not sure that it is
going to achieve the budget savings so much as push that cost onto
Medicaid, or just fee-for-service, in which case I am not sure that
the Medicare beneficiaries will be served.

I talked to you about the extension. You have already responded
to that. There is another issue I want to talk about. In your pro-
posed rule for inpatient prospective payment for 2008, CMS pro-
posed something called—and Senator Kerry has mentioned this—
a behavioral offset that would reduce payments to hospitals by
$24 billion over 5 years.

As I said, we have over 100 hospitals, 83 critical access hospitals.
This will impact my State by over $20 million in 2008. The center-
piece of this rule is something called a “behavioral offset” that is
clearly, I think, an overage.

Now, the troubling piece of this offset is that it is based on expec-
tations or “suspicions” of hospitals’ future coding activity rather
than on real evidence. Suspicions? Are we basing cuts on suspicions
of how a hospital may act or not act? That reminds me of that
song, “Suspicious Minds” sung by Elvis. Maybe he came back to
HHS. Maybe he is over there somewhere singing “Suspicious
Minds” on hospitals.

We did not direct CMS to do this. You were told not to do this.
Senator Salazar and I led an effort in the Senate. We have 61 of
our colleagues telling CMS prospective behavioral “suspicious” off-
sets was the wrong approach. Congress should have been con-
sulted. The Chairman and Ranking Member of this committee also
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sent their own letter. So, I hope you can respond to this, and I hope
you can respond to it in the best way.

My final comment is this, and I am down to four seconds. Under
the banner of deficit reduction, I fear we are making some serious
mistakes for the future of our seniors and Medicare, and I simply
ask that CMS and this committee take a step back and look at the
potential patient impact before moving forward on programs to
save money in Medicare, which, in fact, are not saving money but
are endangering the rural health care delivery system.

I thank you again for your time today. I know we can work on
these issues. I do not know of anybody who is better qualified to
do this, but boy, we are in a briar patch.

I want to read one other thing from MAMES that just came in.
Oh. I have one other little item that popped up here that staff just
gave me. I am 50 seconds over time; that is pretty good for me.

CMS originally thought that you were going to receive thousands
of bids at one time. The expectation was around 9,000. I have spo-
ken to a company in Cincinnati, OH—this comes from one of the
associations—who submitted their bid on July 16, and the number
was 706 for all 10 MSAs.

Now if that is the case and we have extended this for 2 weeks,
and you wanted 9,000 people to submit bids and we are at 706, and
I am going to guess in the next 2 weeks you have a whole bunch
more, but certainly not 9,000, I do not know what is going to hap-
pen to those other folks. We have 128 in Kansas, and I will bet you
that a third of them do not even know they are supposed to do this.
The other two-thirds who have tried to do it, I am not too sure any
of them really made it.

Then when you get to the end result, I asked somebody at CMS
in Kansas City—I cannot remember, staff did, I did not—how many
bids do you think are going to be awarded? Oh, about five. Five in
the whole metropolitan service area? That leaves 123 without any
Medicare.

What on earth do we do with patients? Not only the providers
and their employees, but the patients? That is madness. You are
not going to achieve any savings. Those people are going to go and
get pushed onto Medicaid or they are not going to even receive the
care, and then they will be put in the hospital. You know what
happens then. So, I am terribly concerned about it, as you can indi-
cate.

Here is one last comment:

“I called the CBIC Help Line. I held for 30 minutes. I was
greeted by Nancy Smith, who is probably a good person. What
should have been a simple question was rephrased 10 different
ways to me, with the same answer each time.

“I requested clarification of supplier capacity units on rental
items and gave a hypothetical scenario so that I could deter-
mine if I am calculating my service capacity correctly. The an-
swer each time, without waver, was ‘CMS allows us to say 1
unit, 1 month rental.’

“I completed my bid on two product categories, I printed the
summary to verify the information on the service area section.
The question on the bidding application is completely different
from the way it is asked in the summary.



37

“I managed to get clarification from CMS; however, due to
the ambiguity on the bid application, I will now have to go
back and amend my answers and attempt to re-certify all over
again. The system continues to throw me out without saving
my changes, even though I press the ‘update’ button, so it looks
like another very long night.”

Another Charlie Brown night.

“I am not sure if these are issues that you need to hear
about, but they have caused me, just today, an entire work day
of grief. I have worked diligently for months now trying to pre-
pare, between serving my community’s DME needs. I am a
small company, six people.”

I cannot find the second line. But she says:
“You know, I think I am going to sell out.”

That is not right.

That is the end of my statement or my rant, and I appreciate a
person of your quality and your commitment to try to fix this. Let
us get the 90 days. Let us get the legislation changed. Let us save
money and let us help the Medicare beneficiaries.

Thank you, sir.

Mr. WEEMS. Thank you, sir.

Senator ROBERTS. My time has expired.

The committee now stands adjourned. I thank all the witnesses
and the patience of their families.

[Whereupon, at 11:54 a.m., the hearing was concluded.]
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Thank you, Mr. Chairman.

First I want to welcome Dr. Tevi Troy, who has been nominated to be Deputy Secretary of
the Department of Health and Human Services. Dr. Troy has a diverse background in domestic
policy issues and has held impressive positions in academia, Congress and the Federal
government. These experiences will assist Dr. Troy in meeting the numerous and significant
roles he will play in the Deputy Secretary’s office.

I also want to welcome David McCormick to the Committee. Based on his distinguished
résumé, I can see why the President nominated him to be Under Secretary of the Treasury for
International Affairs. In addition to currently serving as the President’s principal advisor for
international economic policy, he earned a Ph.D. from Princeton in economics and foreign
policy after serving our country as an Army officer. He’s also worked as the CEO of a global
technology organization. If confirmed, I look forward to working with Dr. McCormick on the
pressing international economic issues we face, including with respect to currency exchange
rates.

Our next witness will be Peter McCarthy, nominated to be Assistant Secretary for
Management and Chief Financial Officer of the U.S. Treasury. Originally from Wisconsin, Mr.
McCarthy has accumulated a great deal of management experience that will help him succeed in
this challenging position.

Next we have Mr. Kerry Weems, nominee for the Administrator of the Centers for Medicare
and Medicaid Services. For over 20 years, Mr. Weems has held numerous career positions in
the Federal government. He started out as a budget analyst and worked his way up the ranks to
hold senior level positions. Mr. Weems was serving as HHS Deputy Chief of Staff before his
nomination. With such a distinguished career, there is no doubt that Mr. Weems knows the ins
and outs of running a Federal agency.

Our final witness will be Charles Millard. The nation’s defined benefit plan system is in
distress. The PBGC is currently carrying a deficit. If a significant number of defined benefit
plans are terminated, the PBGC may be unable to insure the pension benefits of hard-working
Americans, resulting in a taxpayer bailout of the pension plan system. Now more than ever the
PBGC needs a Director. Chairman Baucus and I recognized this need and introduced legislation
creating the position.

Now this Committee has the opportunity to confirm this very important position for the first
time. Ilook forward to hearing from Mr. Millard.

Thank you all for spending time with us today.

(39)



40

Senator Joseph L. Licberman
Senate Finance Committee Introduction of Tevi D. Troy
Nominee for Deputy Secretary for the Department of Health and Human Services

Good morning, Chairman Baucus, Ranking Member Grassley. Thank you for giving
me the opportunity to introduce Tevi Troy to your Committee for this confirmation
hearing on his nomination to become the Deputy Secretary for the Department of Health
and Human Services.

I'm proud to support his nomination and would like to welcome his personal
“department of HHS,” his wife and four children, to today’s hearing.

[ have the pleasure of knowing Mr. Troy and his family outside of the professional
world, as we have attended the same synagogue over the years. While I can speak to his
strong personal character, his vast professional experience speaks for itself — and 1
believe it is the combination of the two that brings him before your committee today.

Mr. Troy’s education background includes degrees in Industrial and Labor Relations
as well as American Civilization.

His work in domestic policy includes senior positions with the House Policy
Committee, Senator John Ashcroft, and the Department of Labot’s Office of Faith Based
Initiatives.

Mr. Troy also served as Deputy Assistant Director for Policy in the Department of
Labor, as well as Special Adviser to the White House Domestic Policy Council.

In his current capacity as Deputy Assistant to the President for Domestic Policy, Mr.
Troy has been managing and leading the White House’s domestic policy processes. Over
the course of his long career, his work has spanned from health information technology to
food and drug safety to welfare reform.

Ultimately, HHS deals with family issues — the things we discuss at the kitchen table
— such as health care, social security, and how we deal with the aged.

I believe Mr. Troy’s extensive involvement and leadership in family issues has
prepared him to take on the role of Deputy Secretary for the Department of Health and
Human Services.

The HHS building is named after a great crusader for social programs — and one of
my personal heroes — Hubert Humphrey. Humphrey put in perspective what I see as the
charge of HHS when he said:

“The moral test of Government is how that Government treats those who are in
the dawn of life, the children; those who are in the twilight of life, the elderly; and
those who are in the shadows of life, the sick, the needy and the handicapped.”

Certainly, we hope that this critical division of the administration will be in the hands of
leaders who are both compassionate and wise, leaders who understand that the “moral
test of Government” is far more significant and consequential than any litmus test of
partisanship.

I believe sitting before you is a young man who will be sensitive to the concerns we
raise around our kitchen tables, who will bring the competence and experience needed for
success in the moral test of our government, and who will do so with the best interests of
those Americans in the dawn, twilight, and shadows of life in mind.

Tevi Troy is truly an admirable candidate for this position and I recommend the
Committee vote to send his nomination to the Senate. Thank you.
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U.S. TREASURY DEPARTMENT OFFICE OF PUBLIC AFFAIRS

STATEMENT OF PETER B. MCCARTHY
NOMINEE FOR ASSISTANT SECRETARY FOR MANAGEMENT
U.S. DEPARTMENT OF THE TREASURY
BEFORE THE SENATE FiNANCE COMMITTEE

Chairman Baucus, Ranking Member Grassley, members of the Senate Finance Committee, thank you
for the opportunity to appear before you today. I am honored that the President has nominated me to
serve as Assistant Secretary for Management at the Treasury Department, and [ am grateful to you for
taking the time to consider my nomination.

Before I make a brief statement to the Committee, I would like to introduce to you my wife of 35 years,
Mary Calvert McCarthy, who is with me here today.

Mr. Chairman, the Assistant Secretary for Management and Chief Financial Officer at Treasury is
responsible for internal management and policy in areas of budgeting, planning, human resources,
information technology, financial management, accounting, procurement, and administrative services. It
is incumbent upon this individual to maintain and improve the effectiveness and efficiency of, and
cooperation among, the offices and bureaus of the Department. I believe that my broad management
experience in large financial organizations will enable me to successfully fulfill these responsibilities.

My career in banking and financial services spans more than 30 years and includes extensive practical
experience in the financial management of complex business entities. Eighteen of those years were
spent in overseas assignments, primarily in the United Kingdom and Japan. 1 have held senior positions
across a wide variety of banking activities, including customer relationship management, credit and
market risk management, corporate banking and capital markets product management, trading, training,
treasury, operations and administration. I have had the opportunity to manage significant change,
having opened, grown, and right-sized banking operations around the world to better meet customer
expectations and improve efficiency and accountability.

Mr. Chairman, I would be grateful for the opportunity to apply the experience I have gained and the
skills I have learned to the vitally important work of the Treasury Department. Ilook forward to the
possibility of joining the dedicated cadre of career and appointed professionals at the Department, and in
the various Treasury bureaus. If confirmed, I will work hard to support Secretary Paulson’s
commitment to efficient and effective management practices, to responsible budgeting, and to strong
internal controls. I will support the Secretary’s commitment to strengthen policy guidance and improve
oversight of information technology investments. I will be attentive and responsive to the interests of
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your Committee and of Congress in Treasury’s performance and administration of its programs and
activities,

Mr. Chairman and members of the Committee, I have never had the privilege of serving the government
of the United States. To do so now, in a management role for which I feel truly well prepared, would be
a great honor. Thank you again for the opportunity to appear before this committee and for considering

my nomination. | would be pleased to answer any questions.
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SENATE FINANCE COMMITTEE
STATEMENT OF INFORMATION REQUESTED OF NOMINEE

A BIOGRAPHICAL INFORMATION

Name: (Include any former names used.)
Peter Brian McCarthy
Position to which nominated:

Assistant Secretary (Management and Chief Financial Officer)
The Department of the Treasury

Date of nomination:

April 10, 2007

Address:

Date and place of birth:
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Marital status:

Married

Education: (List secondary and higher education institutions, dates attended,
degree received, and date degree granted.)

Southern Methodist University

Dallas, Texas

08/73 to 0874

Master of Business Administration (08/74)

Cornell University
Ithaca, New York

09/68 to 05/72

Bachelor of Arts (05/72)

Shorewood High School
Shorewood Wisconsin
09/64 to 06/68

High School Diploma (06/68)

Employment record: {List all jobs held since college, including the title or
description of job, name of employer, location of work, and dates of
employment.)

Deputy Managing Director
Institute of International Finance
Washington, DC

12/02 to 12/06

Senior Vice President & Area Head — Europe, Middle East and Africa Area
First Chicago NBD Corporation/Bank One Corporation

London, England

01/97 to 11/01
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Senior Vice President & Area Head — Asia Pacific Area
First Chicago Corporation/First Chicago NBD Corporation
Tokyo, Japan

08/93 to 01/97

Senior Vice President & Senior Credit Officer
First Chicago Corporation

Chicago, lllinois

01/88 to 07/93

Vice President & Country Manager — UK and ireland
First Chicago Corporation '

London, England

08/85 to 12/87

Vice President & Division Head
Chase Manhattan Bank
London, England

07/80 to 08/85

Area Credit Officer — Europe, Middle East & Africa Area
First Chicago Corporation

London, England

01/79 to 07/80

Operations Manager — Dublin Branch
First Chicago Corporation

Dubtin, Ireland

09/77 to 01/79

Head of Foreign Exchange Marketing
First Chicago Corporation

New York, New York

09/76 to 09177

Associate/Assistant to Head of International Department
First Chicago Corporation

Chicago, lllinois

09/74 to 09/76

Management Trainee
Sears, Roebuck & Company
Dallas, Texas

08/72 to 08173
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Government experience: (List any advisory, consultative, honorary, or other part-
time service or positions with Federal, State or local governments, other than
those listed above.)

None

Business relationshipé: (List all positions held as an officer, director, trustee,
partner, proprietor, agent, representative, or consultant of any corporation,
company, firm, partnership, other business enterprise, or educational or other
institution.)

None currently

Memberships: (List all memberships and offices held in professional, fraternal,
scholarly, civic, business, charitable, and other organizations.)

Carmi Country Club
Carmi, Hlinois

National Presbyterian Church
Washington, DC

Phi Gamma Delta Fraternity
Lexington, Kentucky (National Headquarters)

Political affiliations and activities:
a. List all public offices for which you have been a candidate.
None.

b. List all memberships and offices held in and services rendered to all
political parties or election committees during the last 10 years.

None.

c. ltemize all political contributions to any individual, campaign organization,
political party, political action committee, or similar entity of $50 or more
for the past 10 years.

None.
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Honors and Awards: (List all écholarships, fellowships, honorary degrees,
honorary society memberships, military medals, and any other special
recognitions for outstanding service or achievement.)

None since college.

Published writings: (List the titles, publishers, and dates of all books, articles,
reports, or other published materials you have written.)

None.

Speeches: (List all formal speeches you have delivered during the past five
years which are on topics relevant to the position for which you have been
nominated. Provide the Committee with two copies of each formal speech.)

None.

Qualifications: {State what, in your opinion, qualifies you to serve in the position
to which you have been nominated.)

The position of Assistant Secretary (Management and Chief Financial
Officer) is an internal management role principally charged with
maintaining and improving the effectiveness and efficiency of, and
cooperation among, units operating within the U.S. Treasury Department.

My broad management experience in large financial organizations makes
me well qualified to ably fill this position. | am comfortable in line
functions, staff positions, and complex matrix situations. | have a proven
ability to motivate teams and manage significant change, having
successfully opened, grown, consolidated, downsized and closed
business units around the world. Moreover, as a banker, manager and
long-term expatriate (some eighteen years in overseas assignments), {
have developed a thorough understanding of the domestic and
international functions and mission of the United States Treasury
Department.

Since assuming my first managerial responsibilities in 1974, my entire
career has been devoted to managing individuals, teams, products, risks,

systems, budgets, and constituent relationships (including customers,

auditors, regulators, and media) in a professional context of banking and
international finance. It would be an honor for me to apply my resulting
financial knowledge and managerial expertise to the position of Assistant
Secretary.
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B. FUTURE EMPLOYMENT RELATIONSHIPS

Will you sever all connections with your present employers, business firms,
associations, or organizations if you are confirmed by the Senate? if not, provide
details.

None to sever.

Do you have any plans, commitments, or agreements fo pursue outside
employment, with or without compensation, during your service with the
government? [f so, provide details.

No.

Has any person or entity made a commitment or agreement to employ your
services in any capacity after you leave government service? If so, provide
details.

No.

If you are confirmed by the Senate, do you expect to serve out your full term or
until the next Presidential election, whichever is applicable? If not, explain.

Yes.

C. POTENTIAL CONFLICTS OF INTEREST

Indicate any investments, obligations, liabilities, or other relationships which
could involve potential conflicts of interest in the position to which you have been
nominated.

None.

Describe any business relationship, dealing or financial transaction which you
have had during the fast 10 years, whether for yourself, on behalf of a client, or
acting as an agent, that could in any way constitute or result in a possible conflict
of interest in the position to which you have been nominated.

None.
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3. Describe any activity during the past 10 years in which you have engaged for the
purpose of directly or indirectly influencing the passage, defeat, or modification
of any legisiation or affecting the administration and execution of law or public
policy. Activities performed as an employee of the Federal government need not
be listed.

None.

4, Explain how you will resolve any potential conflict of interest, including any that
may be disclosed by your responses to the above items. (Provide the Committee
with two copies of any trust or other agreements.)

Any potential conflicts of interests will be identified and resolved in
accordarice with the terms and conditions of my ethics agreement with the
Department of the Treasury, which is documented by letter to Bernard
Knight, Jr., Assistant General Counsel (General Law & Ethics) and
Designated Agency Ethics Official. Should any potential conflict of interest
arise in the future, 1 will seek guidance from a Treasury ethics official.

5. Two copies of written opinions should be provided directly to the Commiittee by
the designated agency ethics officer of the agency to which you have been
nominated and by the Office of Government Ethics concerning potential conflicts
of interest or any legatl impediments to your serving in this position.

6. The following information is to be provided only by nominees to the positions of
United States Trade Representative and Deputy United States Trade
Representative:

Have you ever represented, advised, or otherwise aided a foreign government or
a foreign political organization with respect to any international trade matter? If
so, provide the name of the foreign entity, a description of the work performed
(including any work you supervised), the time frame of the work (e.g., March to
December 1995), and the number of hours spent on the representation.

Not Applicable.
D. LEGAL AND OTHER MATTERS

1. Have you ever been the subject of a complaint or been investigated, disciplined,
or otherwise cited for a breach of ethics for unprofessional conduct before any court,
administrative agency, professional association, disciplinary committee, or other
professional group? If so, provide details.
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No.

Have you ever been investigated, arrested, charged, or held by any Federal,
State, or other law enforcement authority for a violation of any Federal, State,
county or municipal law, regulation, or ordinance, other than a minor traffic
offense? If so, provide details.

a. Arrested in Pierce County, Washington for hitchhiking
One evening in jail. 06/70.

b. Arrested for building a campfire in Salinas County, California
Suspended sentence. 07/70.

Have you ever been involved as a party in inferest in any administrative agency
proceeding or civil litigation? If so, provide details.

No.

Have you ever been convicted (including pleas of guilty or nolo contendere) of
any criminal violation other than a minor traffic offense? If so, provide details.

See question #2 above.

Please advise the Committee of any additional information, favorable or
unfavorable, which you feel should be considered in connection with your
nomination.

Not applicable.

E. TESTIFYING BEFORE CONGRESS

If you are confirmed by the Senate, are you willing to appear and testify before
any duly constituted committee of the Congress on such occasions as you may
be reasonably requested to do so?

Yes.

If you are confirmed by the Senate, are you willing to provide such information as

is requested by such committees?

Yes.
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Senate Finance Committee
Nomination Hearing
July 25, 2007
Questions for the Record for Mr. McCarthy

Questions from Chairman Bauncus

Question 1;

Mr. McCarthy, the tax gap, the difference between the taxes legally owed and the taxes
timely paid, is estimated by the IRS to be $345 billion each year. You are nominated for
a position that has many IRS oversight responsibilities, including information technology,
financial management, and human capital and workforce management. Each of these
areas of responsibility has a direct effect on voluntary tax compliance and the size of the
tax gap.

a. To what extent do you consider the tax gap to be a cause for concern?

Response:
I believe the tax gap is a serious issue, and I know that the Treasury Department and the
IRS take it very seriously.

b. What do you think is a realistic percentage goal for voluntary compliance
within the next five years and ten years? To what extent do you support
the use of a credible and comprehensive plan, with benchmarks and
measures, to increase compliance?

Response:

1 understand that the Treasury Department released a comprehensive strategy for
reducing the tax gap in September 2006, and that the Secretary has recently informed the
Committee that a report is forthcoming that will cover efforts to implement the strategy
and also will discuss specific near-term and longer-term actions that will be undertaken.

I share the Secretary’s view that a voluntary compliance goal over the next five or ten
years must be based on such actions that can realistically be taken to achieve that goal. In
addition, the IRS needs to improve its ability to measure progress in reaching such a goal.

¢. During the first 90 days of your tenure, what will be your top five
priorities to improve tax administration and increase voluntary
compliance?

Response:

If confirmed, I look forward to working closely with the IRS on: (a) the agency’s FY
2009 budget request, including funding for enforcement, research, taxpayer service, and
information technology, which are integral to reducing the tax gap; (b) improving the
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IRS’ information technology resources, especially through Business Systems
Modernization; and (c) securing adequate human capital to support the IRS’ mission. In
addition, I am committed to helping the IRS keep taxpayer information carefully
safeguarded at all times. Overall, I will work to ensure that the Treasury Department’s
oversight of the IRS continues to result in effective and efficient administration of our tax
laws.

d. What will be your long-term priorities to improve tax administration?

Response:
The priorities listed in the previous question are both immediate and long-term objectives

that I will pursue, if confirmed.

¢. How will you make a difference at the IRS, both in the short-term and the
long-term? What will be your legacy?

Response:

If confirmed, I would expect my most important short-term contributions to be in the area
of IT project management. As a matter of urgency, I intend to reestablish the Treasury
Department’s Executive Investment Review Board, with the Deputy Secretary serving as
Chairman and the Assistant Secretary for Management serving as a Vice Chairman.
also intend to hire at the earliest possible date a new Treasury Department Chief
Information Officer, who will also serve as a Vice Chairman of the Review Board.

While all Treasury offices and bureaus will benefit from these changes, nowhere will the
benefit be greater than at the IRS. Given the enormous challenges faced by the IRS in
terms of new systems initiatives and the Business Systems Modernization program,
immediate and deep involvement by senior Department management, in terms of IT
strategic direction, IT capital planning, and [T project oversight, will represent significant
improvement.

In the longer term, if confirmed, I would expect to spend considerable time on human
capital issues at the IRS. The demographics of the IRS workforce, particularly in the IT
area, suggest that greater emphasis on retention and recruiting will be of utmost
importance. 1look forward to working closely with IRS management and the Treasury’s
Chief Human Capital Officer to bring the Department’s full training, recruiting, and
performance-measurement resources to bear on IRS human resource functions.

[ would hope my legacy would reflect an ever-deepening partnership between the
Department and the IRS, not only in the contexts of IT and HR management, but across
the full range of IRS operational matters.

Question 2:

Former IRS Commissioner Charles Rossotti said in his September 2002 report to the IRS
Oversight Board that a “yearly increase in the IRS operating budget sufficient to support
about a 2 percent per year increase in staffing, together with productivity gains from
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successful technology modemization, could close the gap in both service and
enforcement over about a five-year period.”

a. To what extent do you agree with Mr. Rossotti’s assessment of IRS
funding?

Response:

1 recognize that, in light of budget constraints and competing priorities to protect our
borders, our nation’s leaders are faced with difficult decisions on how to balance
increased funding for federal programs and deficit reduction. However, I understand that
the IRS delivers a 4 to 1 return on investment. We should not disregard that investments
in IRS will help reduce the tax gap and bring in additional revenue needed to fund our
federal programs. The IRS five-year Strategic Plan provides a roadmap for formulating
IRS resource requirements needed to achieve its goals and objectives, including those of
reducing the tax gap. Consistent with this plan, I believe the FY 2008 Budget includes
funding for additional resources and legislative proposals that support IRS efforts to
reduce the tax gap. It also includes important investments in information technology,
primarily through the Business Systems Modernization program, that will yield long-term
productivity increases.

b. The IRS says it gets a 4 to 1 return on investment for every dollar spent on
enforcement.

i. To what extent do you think the IRS budget should be treated
differently than other agency budgets since every dollar spent
brings in even more money?

Response:

The IRS provides 95 percent of the Federal Government’s revenue and in that respect the
IRS is unique in that its programs are responsible for collecting the revenue that funds
almost all federal programs. Accordingly, I do believe the IRS budget should be
considered in the context of its unique ability to generate revenue.

ii. To what extent do you support a five-year IRS budget process that
would give the agency the ability to make long-term plans to
improve tax compliance?

Response:

Based on what I have learned thus far, T do not believe it is appropriate to do a five-year
budget for the IRS. The IRS operates in a dynamic environment where external factors
such as new legislative changes, taxpayer demands for internet services and other
electronic media, taxpayer use of abusive tax avoidance transactions, an increasingly
diverse population, globalization of the business world, and terrorism have a major
impact on the strategic priorities of the IRS and the resources needed to achieve its goals.
The annual budget process, guided by the IRS 5-year strategic plan, enables the IRS to
react to changes while at the same time maintaining a consistent long-term strategy.
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¢. To what extent are you willing to make a commitment to increase
transparency in the IRS budget process so the IRS Oversight Board and
the IRS have the ability to weigh-in more effectively on IRS budgets?

Response:

The Department recognizes the importance of the IRS’ mission and has supported and
promoted its budget requests to the Administration and Congress. I understand the IRS
works closely with the Oversight Board to ensure transparency of its budget process as
well as ongoing program performance. As part of the annual budget formulation process,
the IRS provides to the Oversight Board the information and data necessary to make
informed budget decisions. The IRS has advised that it also briefs the Oversight Board
on the overall request, enabling further clarification of Board questions prior to receiving
final Board-approval of the IRS’s budget request. In addition, my understanding is that
the IRS keeps the Board regularly informed of IRS program and performance issues via
quarterly briefings and issuance of Business Process Review reports. If confirmed, I look
forward to supporting these principles.

Question 3:

Section 9503 of P.L. 105-206, the Internal Revenue Service Restructuring and Reform
Act of 1998, authorizes the Secretary of the Treasury to establish, fix the compensation
of, and appoint individuals to, designated critical administrative, technical, and
professional positions needed to carry out the functions of the Internal Revenue Service.
The Secretary’s authority is limited to forty positions with terms not to exceed four
years. The authorization exists for a period of ten years after the date of enactment and
expires on July 22, 2008. This provision is commonly referred to as the “IRS critical pay
program.”

a. How effective do you consider the critical pay program to be? Using
specific examples, describe whether and to what extent the individuals
hired under the critical pay program provided value to the IRS
commensurate with their compensation.

Response:

1 understand that there has been considerable variation in the types of positions at the IRS
for which the authority has been used in response to the IRS’ changing leadership needs.
Use of this authority enables the IRS to recruit executives with skills critical to the
agency’s technological, security, research, and business reengineering activities. Iam
told by the IRS that this authority has contributed to the following initiatives and
accomplishments:

¢ The development and successful implementation of the “Son of Boss” settlement
initiative, which was due in large part to the leadership the Commissioner’s Senior
Advisor, a critical-pay appointee. This initiative has resulted in the successful
recovery of more than $3.7 billion from more than 1,200 taxpayers.
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s The provision of critical support by a critical-pay executive in the development and
delivery of a new Integrated Financial System in 2005 in a manner that enabled the
IRS to deliver on a timely basis all FY 2005 financial accounting deliverables to
GAO. Thus, the IRS was able to retain its “clean audit opinion” — a significant
accomplishment for an organization during its first year of implementing a new
financial system.

* During the 2005 filing season, Services and Enforcement experienced a very positive
year due to the leadership of another critical-pay appointee, exceeding most of its
objectives in the IRS Strategic Plan and making significant contributions to deterring
tax abuse, enforcing the tax laws, and providing high quality customer service.

s The successful launch in 2004 of the “Modernized e-File” IT project was due in large
part to another critical-pay appointee. This program allows businesses to submit their
tax returns electronically. More than 250,000 returns have thus far been processed
through this system, resulting in efficiencies that have saved taxpayers approximately
$18 million.

b. To what extent could the IRS have attracted candidates with the requisite
skills, knowledge and abilities without the streamlined critical pay
program?

Response:

I understand that the IRS’ ability to attract top talent without streamlined critical pay
would have been limited. After almost 8 years of experience using the streamlined
critical pay authority, the IRS has found it to be an enormously useful tool in recruiting
highly talented top executives from private industry to complement the skills of its
internal leadership team in meeting the challenges of providing top quality tax
administration. This talent has greatly contributed to many of the IRS’ accomplishments
in addressing the tax gap through improved compliance and enforcement efforts in recent
years.

¢. Do you believe the critical pay authorization should be renewed? What
changes would you recommend to the program?

Response:

Yes, I believe the critical-pay anthority should be extended and I understand that the
Administration’s FY 2008 budget request proposes to extend this authority. 1 support the
extension of this authority as it affords the IRS an avenue to continue making progress
toward achieving its strategic goals. The need is particularly acute in the areas of
information technology, security, research, and support for reengineering of processes.

I am informed that, as the IRS has made use of the authority, it has identified statutory
impediments as well as internal issues. There are several changes that would require a
statutory change to improve the program. The IRS is now unable to extend the contract
of a critical pay appointee, even though the individual may be in the middle of
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completing an important project, and there is a good business case to extend the
appointment to the completion of an assignment. Also, the current statute does not allow
the use of critical pay for an individual previously employed by the IRS. While I agree
with the IRS that the authority should not be used to manipulate the system to permit a
current employee to leave the IRS only to return for more pay, there are instances where
it would be beneficial for the IRS to hire an individual who has previously worked for the
IRS, left for an extended period, acquired critical expertise and/or proficiency, and later
agrees to return under the streamlined critical pay authority. Such flexibility would
provide an added incentive for such an individual to return to the IRS, where he or she is
familiar with the business practices and corporate culture.

d. Ofthe 40 authorized critical pay positions, how many currently are
vacant? How many of the vacancies does the IRS intend to fill?

Response:

I have been informed by the IRS that it currently has 21 Streamlined Critical Pay
Executives on board and 19 vacant positions. Of the 19 vacant positions, the IRS is
actively recruiting for 6 positions.

e. If authorization is not renewed, how will the IRS adapt its staffing to
accommodate the vacancies created by the expiration of critical pay?
What would be the effect on tax administration if authorization is allowed
to expire?

Response:

I am advised that the extension of the authority is extremely important. Without the pay
flexibility that it affords, the IRS’ ability to recruit and retain executives of the same
caliber as those recruited under streamlined critical pay authority would be severely
hampered and potential negative consequences on IRS programs and services could be
severe. This authority is especially critical to the Business Systems Modernization
program — probably the most challenging and important operational program at the IRS.
If confirmed, I look forward to working with Congress to continue this important tool for
the IRS.

Question 4:

All political employees who have worked with Treasury’s career staff have been
impressed with the exemplary abilities and professionalism of the career employees.
Unfortunately, there have been times during this Administration, when morale among
these outstanding civil servants has been low. The Assistant Secretary for Management is
the Treasury Department’s senior personnel office. What creative steps can you take as
Assistant Secretary to keep on top of the morale level of the Department’s career?

Response:

I'have the utmost respect for the Department’s career professionals and support staff. 1
realize that the Department has experienced a great deal of change in the last several
years, especially in Departmental Offices, and that change in any form can sometimes
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have an adverse impact on employee morale. 1am very aware of the effects of change on
employees, having managed large financial organizations which have undergone
dramatic organizational and cultural shifts.

As 1 looked into this issue at Treasury, [ was pleased to learn that the results of the
Federal Human Capital Survey reflect improvement in the Department’s job satisfaction
scores since the survey’s initial administration in 2002. Specifically, the Departmental
Office’s response to the question “Considering everything, how satisfied are you with
your job?” has improved each year of the survey: 61.2% responded positively in 2002
(baseline), 67% responded positively in 2004, and 72.7% responded positively in 2006.
Indeed, many key indicators of job satisfaction reflect that the Department is clearly
headed in the right direction. 1am encouraged by these trends.

If confirmed as the Department’s senior personnel officer, I will endeavor to leave the
Department and the Department’s work force in even better condition than it is as 1
arrive. T have accomplished that in other large organizations, and I look forward to
bringing my experience and skills to the Department. My overriding objectives will be to
enable the Department to increase employee engagement and to make Treasury an
employer of choice able to attract and retain the best and brightest. Supportive initiatives
may include improvements to telework policies and practices, expanded training and
development opportunities, and workforce analysis and succession planning, to include
an emphasis on increasing workforce diversity. Finally, I have found that employees
perform at their best if they know what is expected of them, are allowed to use their
talents and skills to full advantage, and are rewarded for good work. I plan to work
toward those values and objectives if confirmed.

Questions from Ranking Member Grassley

Question 1:

As you know, I’ve shared the administration’s strong support for the IRS private debt
collection program. It is a cost-effective way to deal with the tax gap and has been
effective in collecting tax due and owing while protecting taxpayers rights.

It is my understanding that the current contracts are scheduled to end early next year.
Given the lead time necessary for new contracts to be let, that process needs to be moving
forward very rapidly. The acting Commissioner for the IRS said that these requests for
quotes (rfq) would be out by Summer. However, there are only a few more Sundays in
Summer left and we haven’t heard anything.

Please tell me the specific date on which the rfg’s will be issued.
Response:

Since Congress authorized the use of private collection agencies (PCAs) in 2004, the IRS
has been working to implement the PCA program, taking steps to ensure that it is
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managed appropriately and that taxpayer rights are fully protected. I have been informed
that the IRS is currently placing collection cases with two contractors. In doing so, I
understand that the IRS is working to ensure that those contractors are fully utilized, and
that timely and appropriate steps are taken to maintain this important program. Ihave
consulted with the IRS about a possible schedule for requests for quotes, and no specific
date has yet been set. If confirmed, I will work with the IRS to be sure that this important
tool continues to be used to help collect unpaid taxes.

Question 2:

Mr. McCarthy, the Treasury Inspector General for Tax Administration (TIGTA) has just
released yet another report expressing concern over Internal Revenue Service delays in
implementing one of its computer systems during its modernization efforts. The
Customer Account Data Engine (CADE) is intended to be a cornerstone of the IRS’s plan
to modernize its systems and services. A major benefit of CADE, other than replacing
outdated legacy files and databases, is that it replaces a weekly processing cycle with a
daily processing cycle. This means that instead of tax refunds being processed and
mailed weekly, they will be processed and mailed daily. This is a huge benefit for
taxpayers — especially for those who depend on their refunds to pay overdue bills and
other debts.

But, instead of ensuring that this project received the priority that it was due, TIGTA
found that a pattern of deferring Project requirements to later releases and missing release
deployment dates has continued from the Project’s beginning in 1999. Eight years and
hundreds of millions of dollars later, the CADE project is unacceptably over budget and
behind schedule, in both target dates and functionality. This pattern cannot continue.

So I would like to ask you, Mr. McCarthy, what will you do to help oversee the
modernization efforts at the IRS? I want IRS computer modernization and IT programs
to be a priority — I am tired of hearing reports of poor IRS oversight of its contractors, of
modernization efforts being delayed and over budget, and of fraud detection systems that
were not even functioning during the 2006 processing year. Mr. McCarthy, you have
held some very impressive positions during your career. I would like you, assuming you
are confirmed to this position, to take on the personal responsibility of improving the
IRS’s record on their modernization and IT efforts — especially the CADE project which
is so important to individual taxpayers.

Response:

The continuing progress of the IRS Business Systems Modernization effort, including the
successful development of CADE, is a matter of exceptional importance to the IRS and to
the Treasury Department. If confirmed, I fully expect to assume an active personal
management role in these matters, and to ensure significantly deeper involvement of
other senior Department management through the reestablishment of the Executive
Investment Review Board and the appointment of a new Chief Information Officer for
Treasury.
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With specific regard to CADE, it is my understanding that since the TIGTA audit was
completed in April, important steps have been taken to stabilize the development process
and to deliver some functionality. While more work remains, over 11 million individual
2006 returns have now been processed on the CADE system, as have over $11 billion in
tax refunds. In order to achieve this stabilization, a number of critical decisions have
been implemented. Among other things, IRS project managers have been placed in direct
control of the project, replacing contractors. Moreover, a fixed-price contract has been
negotiated with the contractors for the next two module releases to mitigate risk of cost
overruns, and the timing of those releases has been re-baselined to reflect realistic
expectations. I support these decisions.

With regard to the broader modernization effort, if confirmed, I look forward to
supporting IRS steps to:
o Lift IRS IT skill sets by actively hiring project managers, systems engineers and
operations specialists, and utilizing the Critical Pay Program authority.
¢ Place IRS professionals in charge of key initiatives and gradually reduce the
number of projects managed by contractors.
e Sharpen processes for large scale project management, and place much greater
emphasis on early warnings and improved upward communications.

Questions from Senator Snowe

Qnuestion 1:

Mr. McCarthy, the Assistant Treasury Secretary for Management and Chief Financial
Officer has a wide swath of responsibilities. The Assistant Secretary advises the
Treasury Secretary on the development and execution of the Treasury Department’s
budget. The incumbent also advises the Secretary on the internal management of the
Department and its bureaus. In addition, the Assistant Secretary oversees Department-
wide management programs, including human resources, information and technology
management, financial management and accounting, strategic planning, performance
budgeting, and procurement. Mr. McCarthy, if you are confirmed, you will obviously
have a lot of different priorities all competing for your attention. What do believe are the
most pressing issues facing the Assistant Secretary for Management and Chief Financial
Officer’s portfolio and what do you intend to do to address those issues? Put another
way, I am sure you have identified management issues facing Treasury. What
specifically do you hope to accomplish during your first three months at Treasury?

Response:

T'have worked hard to learn as much as possible about the mission of the Department and
the challenges it faces, and I believe that I am prepared if confirmed to hit the ground
running.

Specifically, T expect my most important short-term accomplishments will be in the area
of IT project management. As a matter of urgency, I intend to reestablish the Treasury
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Department’s Executive Investment Review Board, with the Deputy Secretary serving as
Chairman and the Assistant Secretary for Management serving as a Vice Chairman. Also
in the short-term, I intend to hire a new Treasury Department Chief Information Officer,
who will also serve as a Vice Chairman of the Review Board.

Beyond these immediate priorities, I expect to spend considerable time over the next
three months preparing Treasury’s FY 2009 budget request, with particular attention to
ensuring appropriate funding for key IRS programs that are integral to addressing the tax
gap. Given the challenges and critical missions of the IRS and all of the Treasury
bureaus, I believe that the deep involvement of senior Department management in the
budget formulation process is critical to success. If confirmed, my intention is to move
quickly to strengthen this involvement and oversight.

Finally, if confirmed, I expect to become actively involved in the imminent rollout of
Treasury’s new Strategic Plan for 2007-2012, and in establishing the Performance
Management programs that will link individual objectives and responsibilities to the
Department’s evolving mission.

Question 2:

Mr. McCarthy, the Assistant Treasury Secretary for Management and Chief Financial
Officer is, among many other responsibilities, charged with information and technology
management. Like Senators Grassley and Baucus, I was deeply concerned by a July 13
Treasury Inspector General for Tax Administration (TIGTA) report, Vital Decisions
Must Be Made to Ensure Successful Implementation of Customer Account Data Engine
Capabilities, that found that implementation of the Internal Revenue Service’s Customer
Account Data Engine (CADE) has been plagued by delays and poor planning, and that
the IRS has yet to implement essential processing requirements. CADE, which is
supposed to manage taxpayer accounts and meet taxpayer needs, is intended to be a
cornerstone of the IRS’ plan to modemize its systems and services. By the end of FY
2007, the IRS will have spent nearly $234 million on CADE. Mr. McCarthy, 1
understand that the IRS has agreed with TIGTA’s recommendations to begin to reform
CADE? What do you intend to do to oversee the process to ensure that CADE works and
serves taxpayers as intended? Do you plan to take any steps beyond what TIGTA has
recommended to ensure the success of the CADE project?

Response:

The IRS has agreed with TIGTA’s recommendations on how to improve CADE
development, and has provided a timeline for implementation of corrective actions to
address those recommendations.

If confirmed as Assistant Secretary, among my first actions would be to delve deeper into
the history of CADE and other key IRS IT modernization projects, examine current
progress, identify issues, and develop options for improvement. have been told that the
IRS has taken some significant steps to address issues on CADE, to include moving
program leadership for CADE back to the IRS from the contractor, embedding additional
technical and tax administration subject matter experts on the program, revamping the
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requirements development process, and renegotiating the contract with Computer
Sciences Corporation so that the contractor bears much more of the performance risk.
That being said, [ need to ensure that the proper processes, controls, and oversight are in
place for CADE and other critical IT programs across Treasury. To the degree I find any
additional deficiencies in CADE development, I would work with IRS to ensure these are
immediately addressed. Further, I would be involved in monthly reviews to monitor
progress of the corrective actions to address the TIGTA recommendations, and to assess
the ongoing health of the CADE and the larger IRS IT program.
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U.S. TREASURY DEPARTMENT OFFICE OF PUBLIC AFFAIRS

STATEMENT OF DAvVID H. MCCORMICK
NOMINEE FOR UNDER SECRETARY OF THE TREASURY FOR INTERNATIONAL
AFFAIRS TO THE U.S. SENATE COMMITTEE ON FINANCE

Chairman Baucus, Ranking Member Grassley, and members of the Committee on Finance, thank you
for the opportunity to appear before you today. Iam honored that President Bush has nominated me to
serve as Under Secretary of the Treasury for International Affairs and, if confirmed, to have the
opportunity to work with Secretary Paulson, the Treasury staff and others in the administration. I'd also
like to take a moment to thank my wife Amy and our four children - who are here today - for their
unwavering support for my public service.

If confirmed, 1 also look forward to working closely with this committee, the United States Senate, and
your colleagues in the House of Representatives to advance U.S. economic interests at home and abroad.

My experiences as a senior member of the President’s economic team, as a public company CEO, and as
a former military officer have prepared me well for the position to which I have been nominated.

In my first role in government as Under Secretary of Commerce for Export Administration, I led a 250-
person organization responsible for balancing the promotion of U.S. technology exports with the
imperative of protecting our national security by controlling the transfer of militarily-sensitive
technologies. In this position, I coordinated with other government agencies consulted actively with
members of Congress and their staffs, worked closely with the business community, and engaged senior
foreign officials in reaching agreement on multilateral approaches for satisfying both of these objectives.

This experience has been crucial to my success as the President’s principal White House advisor for
international economic policy with responsibilities closely aligned with those of the Under Secretary of
Treasury for International Affairs. In my current role, I have led the US-Japan sub-cabinet economic
dialogue, directed White House involvement in policies affecting foreign investment in the United
States, and coordinated U.S. policy regarding multilateral debt relief, the President’s U.S. AIDS
Initiative, and the Millennium Challenge Account. Ihave also served as the President’s personal
representative for major economic summits such as those of the US-EU, APEC, and the G8.

My experiences in the private sector too are relevant to the responsibilities of the Under Secretary of
Treasury. As a consultant serving Global 2000 companies, I worked with senior executives to develop
and execute strategies for improving the growth and performance of their businesses. As an
entrepreneur and public company CEO, I helped build and Iead a profitable 1,000+ person technology
organization with 25 offices worldwide. During this time, I collaborated with business leaders around
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the globe, and I witnessed firsthand their challenges in maintaining competitiveness in times of
accelerating change.

Prior to my business career, I was a veteran of the first Gulf War and I served for five years as an active
Army officer. From this experience, I learned the importance of setting a clear direction for an
organization, communicating clearly and often, and leading by example. I followed this service with
formal training in economics and foreign policy, receiving a Ph.D. from Princeton in 1996. Since that
time, 1 have written regularly on economic, national security, and business-related issues.

I"m confident that based on these experiences I have the capacity to take on the responsibilities of Under
Secretary and execute them successfully. If confirmed, I will immediately focus on pressing issues such
as addressing growing global imbalances, accelerating China’s stable integration into the global
economy, and ensuring that development assistance from the multilateral development banks is
deployed effectively around the world. I will also focus on advancing the President’s vision for opening
foreign markets for U.S. goods and services and accelerating the transition of many developing countries
to true market-based economies. I will emphasize the critical importance of economic growth, good
governance, and the rule of law in ensuring that all parts of the global economy can become vibrant and
prosperous, while at the same time maintaining vigilance to try to prevent future financial erises.

Mr. Chairman, Senator Grassley, 1 am grateful for this opportunity to appear before you today. 1 would
be pleased to answer any questions you and other members of the Committee may have.
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SENATE FINANCE COMMITTEE
STATEMENT OF INFORMATION REQUESTED OF NOMINEE

Al BIOGRAPHICAL INFORMATION

Name: (Include any former names used.): David H. McCarmick

Position to which nominated: Under Secrelary of Treasury for International
Affairs

Date of nomination: May 2007

Address:

Date and place of birth:

Marital status:-
Married

Education: {List secondary and higher education institutions, dates attended,
degree received, and date degree granted.)

- Princeton University 8/1992t0 8/1986  M.P.A and Ph.D.

- United States Military Academy 9/1983 to 5/1987 B.S. Mechanical
: Engineering
- Bloomsburg Senior High School 9/1979 10 5/1983  Diploma

971996
5/1987

5/1983
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Employment record: {List all jobs held since college, including the titie or
description of job, name of employer, location of work, and dates of .

employment.)

- Deputy National Security Advisor, National Security Council, 1650
Pennsylvania Avenue, NW, Suite 374, Washington, DC 20504, 8/2006-
Present

-~ Under Secretary for Export Administration, U.S, Department of Comimerce,

1401 Constitution Avenue, NW, Washington, DC 20230, 10/2005-8/2006

- President and Director, Ariba, inc., 210 Sixth Avenue, Pittsburgh, PA 15222,
7/2004-8/2005

- FreeMarkets, Inc., 210 Sixth Avenue, Pittsburgh, PA 15222
CEO 2/2003-6/2004
President ] 10/2002-1/2003
EVP, Warldwide Operations 1/2001-8/2002
SVP, Core Business Markets 11/1999-12/2000

- Consultant, McKinsey & Company, 301 Grant Streel, Pittsburgh, PA 15219,
9/1996-10/1999

- Sludenthreceptor, Princeton University, Preceptor, Roberison Hall, Prospect
Avenue, Princeton, NJ, 8/1992-8/1996

- Research Assistant/Intem, International Peace Academy, 777 United Nations
Plaza, New York, New York, 10017, 6/1993-8/1993

- Captain, United States Army, 5/1987-2/1992

Government experience: (List any advisory, consultative, honorary, or other part-
time ‘service or positions with Federal, State or local govemments, other than
those listed above.)

None,

Business relationships: (List all positions held as an officer, director, trustee,
partner, proprietor, agent, representative, ar consuftant of any corporation,
company, firm, partnership, other business enterprise, or educational or other
institution.)

- Ariba, inc., President and Director, 210 Sixth Avenus, Pittsburgh, PA 15222,
7/2004-8/2005
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- FreeMarkets, Inc., 210 Sixth Avenue, Pittsburgh, PA 15222
CEO 2/2003-6/2004

President 10/2002-1/2003

EVP, Warldwide Operations 1/2001-9/2002
SVP, Core Business Markets 11/1989-12/2000 »

- McKinsey & Company, Consultant, 301 Grant Strest, Pittsburgh, PA 15219,
9/1996-10/1999

Memberships: (List all memberships and offices held in professional, fraternal,
scholarly, civic, business, charitable, and other organizations.)

Organization Office held (if any) Dates

Allegheny Conference on Communify Dev. Board Member 7/2004-9/2005
Board Member 7/2004-9/2005

Pittsburgh Technology Council

The Duquesne Club Member - 212002-4/2007
Pittshurgh Parks Conservancy Board Member 12/2001-9/2005
Manchester Bidwell Corporation Board Member 7/2000-9/2005
Pittsburgh World Affairs Coungcil Board Member 1/2001-9/2005
The New ldea Factory Chairman Spring 2000
Council on Foreign Relations Term Member 1999-2004
French-American Foundation Young Member 1999-2000

Political affiliations and activities:
a. List all public offices for which you have been a candidate.

None,

b. List all memberships and offices held in and services rendered to all political
parties or election committees during the last 10 years.

None.

c. ltet_nize alt polifical contributions to any individual, campaign organization,
political party, political action committee, or similar entity of $50 or more for
the past 10 years.

See Schedule A.
Hoqors and Awards: (List alf scbolarships, fellowships, honorary degrees, honorary
society memberships, miitary medals, and any other special recognitions for

outstanding service or achievement.)

- Henry Crown Fellow, Aspen Institute, 2003
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- Young Leader, French-American Foundation, 1999

Earhart Fellowship for academic excellence, H.B. Earhart Foundation, 1996
Bronze Star Medal for Meritorious Service, Operation Desert Storm, 1991

- Honor Graduate and Meill Leadership Award, US Army Ranger School, 1988
- Eastern Collegiate Athletic Association Award for Academic and Athletic

Excellence, 1987

Published writings: (List the titles, publishers, and dates of all books, articles,
reports, or other published materials you have written.)

*A Fresh Look at innovation and Security”, Science, volume 313, number 5795,
September 29, 2006.

"Expoits to China Must not be Used to Develop the Military”, The Financial Times,
June 9, 2006.

"Export Controls Aren’t to Blame for the Trade Deficit with China®, The Mercury
News, May 8, 2006.

“The UAE: A Guif Region Success Story” (Reprint of a Speech Given to the
American Business Coundil of Dubai), Liberly, issue 15, April 2006.

“Technology Leadership is Key to Security”, The Financial Times, December 12,
2005

“Exports to China Must not be Used to Develop the Military”, The Financial Times,
June 9, 2006

“Let's Raoll Against Saddam Hussein”, Los Angeles Times, February 28, 2002

“Trouble in the Ranks™, with John Hillen, The San Disgo Union-Tribune, July 23,
2000

"Hospital, Heal Thyself” with Paul Mango and Michael FigliUéfo, The McKinsey
Quarterly, vol. 1, 2000 ’

“Hlusions of Aipower”, The Pjitsburgh Post-Gazette, July 14, 1999
“The Draft fsn't the Answer”, The New York Times, February 10, 1999

The Downsized Warrior: America’s Army in Transition, New York University Press,
1988
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“From Peacekeeping to Peacebuilding: Restructuring Military and Police Institutions in
El Salvador” in Keeping the Peace: Multidimensional UN Operations, Michael Doyle,

lan Johnstone, Robert Om, eds., Cambridge University Press, 1997 ’

*Relationships Between the State and the Armed Forces™, a published essay based
on a Ditchley Foundation Conference held at Ditchley Park, Oxfordshire, England

{report No. 96/8), June 1996
A wansized, Down and Out Army®, Christian Science Monitor, March 26, 1996

*A Perilous Precedent: The U.S. Military and the War on Drugs®, Journal of Public
and Infernational Affairs, vol. 5, Spting 1994, pp. 36-63

"A Soldiers Saciifice” (Letter to the Editor), Press Enlerprise, February 23, 1994

Speeches: (List all formal speeches you have delivered during the past five years
which are-on topics relevant to the position for which you have been nominated.

Provide the Commitiee with two copies of each formal speech.)

"Results-Based Development: The Bush Administration's Transformation of Foreign
Assistance”, Princeton University, Princeton, NJ, April 12, 2007

"The Future of Export Controls™, American Association of Exparters & Importers
Annual Conference, New York, NY, June 12, 2006

"Win-Win High Technology Trade With China®, Center for Strategic and International
Studies, Washington, DC, June 9, 2006

"America and Hong Kong in the 21% Century”, American Chamber of Commerce,
Hong Kong Special Administrative Region, May 17, 2006

“Technology Leadership and America’s Competitiveness”, St. Vincent College
Duquesne Club Lecture Series; Pittsburgh, PA, May 8, 2006

“The UAE: A Gulf Region Success Story®, American Business Council, UAE,
March 9, 2006 :

“India and the United States: An Emerging Global Partnership”, World Economic
Forum India Econornic Summit 2005, New Delhi, India, November 28, 2005

"An Agenda for Change in Export Controls™, Update 2005 Conference on Export
Controls and Policy, Washington, D.C., October 24, 2005
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Qualifications: {State what, in your opinion, qualifies you to serve in the
position to which you have been nominated.)

My experiences as a senior government official and a public company CEO along
with service in the military and my educational training have prepared me well for the
position to which | have been nominated, Under Secretary of Treasury for

interational Affairs.

My first role as a government official was as the Undersecretary of Commerce for
Export Administration. In this capacity, | led a 250-person organization responsible
for batancing the interests of the business community in promoting exparts with the
Government's imperative.of protecting our national security by controlling the trade
of sensitive technology. In this position, | coordinated with other agencies across
the government, consuited actively with members of Congress and their staffs,
worked closely with the business community, and engaged senior foreign officials in
reaching agreement on multilateral approaches to technology contrals.

This experience has been crucial to my success as Deputy National Security
Advisor for Intemnational Affairs where | currently serve as the President’s principal
White House advisor for international economic policy. Many of my responsibilities
are very refevant to the Undersecretary of Treasury for Intemational Affairs. In this
role, | lead the US-Japan sub-cabinet dialogue on bilateral economic integration,
direct White House involvement in policies affecting foreign investment in the United
States, and coordinate U.S. policy in the developing world regarding muitilateral

" debt relief, the President's U.S. AIDS Iniliative, and the Millennium Challenge

Account. Additionally, | serve as the President's personal representative for major
leader-economic summits ta include the US-EU Summit, APEC, and the G8.

My experiences in the private sector are also relevant to the responsibifities | would

-assume if confirmed as Undersecretary of Treasury. As a Consultant at McKinsey,
.Inc. serving Global 2000 companies across a range of industries, I leamed lo

develop and execute strategies for growth and improved performance. Later in my
career-as an entrepreneur and public company CEO, | helped build and lead a
profitable 1000+ person technology organization with 25 offices around the world.
During this time, | worked closely with business leaders across industries and
around the world, and | have witnessed firsthand the challenges they face in leading
their companies in difficult and unpredictable capital markets, protecting highly
valued inteliectual property as they expand their businesses abroad, and
maintaining global competitiveness through times of accelerating change.

Prior to my business career, | served for five years as an active duty Army officer.
As a lieutenant in the 82nd Airbome Division, | led combat paratroopers in the wake
of the Cold War at a time when the Army was fundamentally rethinking the threat
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and its mission for the future, My unit was one of the first to deploy to Saudi Arabia
and then Iraq following Saddam Hussein's invasion of Kuwait in 1990. During these
formative years, | learmned the importance of setting a clear direction for an
organization, communicating clearly and often, and leading by example. | followed
my military service with more formal training in economics and foreign policy,
receiving a Ph.D. from Princeton Universily in international affairs in 1996. Since
that time, | have written articles and a book and spoken publicly on a range of .
national security, economic policy, and business-related issues.

Itis an honor fo be nominated by the President for the role of Under Secretary of
Treasury for Intemational Affairs. This position is of critical importance and has
enormous implications for the conduct and effectiveness of intemational economic
policy. While there is undoubtedly much to leam if confirmed for this role, | am
confident that | have the ability and the experience to take on these responsibilities
and execute them successfully. ‘

B. EUTURE EMPLOYMENT RELATIONSHIPS

Will you sever all connections with your present employers, business firms,
associations, or organizations if you are confirmed by the Senate? If not, provide

details.

Yes.

Do you have any plans, commitments, or agreements to pursue outside
employment, with or without compensation, during your service with the
govemment? If so, provide details.

No.

Has any person or entity made a commilment or agreement to employ your services
in any capacity afer you leave government service? If so, provide details.

No.

If you are confirmed by the Senate, do you expect to serve out your full term or until
the next Presidential election, whichever is applicable? If not, explain.

Yes.
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C. POTENTIAL CONFLICTS OF INTEREST

Indicate any investments, obligations, liabilities, or other relationships which
could involve potential conflicts of interest in the position to which you have been

nominated.

None.

Describe any business relationship, dealing or financial transaction which you
‘have had during the last 10 years, whether for yourself, on behalf of a client, or
acting as an agent, that could in any way constitute or result in a possible conflict
of interest in the position to which you-have been nominated.

None.

Describe any activity during the past 10 years in which you have engaged for the
purpose of directly or indireclly influencing the passage, defeat, or modification
of any legislation or affecting the administration and éxecution of law or public
policy. Activities performed as an employee of the Federal government need not
be listed.

Norne.

Exblain how you will resolve any potential conflict of interest, including any that
may be disclosed by your responses to the above items. (Provide the Commiitee
with two copies of any trust or other agreements.)

1-do not believe the above responses suggest any conflict of interest. However,
should any circumstance arise that would involve even an appearance of a
conflict of inferest, I would consult with the Treasury Department’s Legal Counsel
to find an appropriate resolution of the issue.

Two caopies of written opinions should be provided directly to the- Committee by
the designated agency ethics officer of the agency to which you have been
nominated and by the Office of Government Ethics concerning potential conflicts
of interest or any legal impediments to your serving in this position.

The following information is to be provided anly by nominees to the positions of
Unilted States Trade Representative and Deputy Unitéd States Trade
Representative:

Have you ever represented, advised, or otherwise aided a foreign government or
a foreign political organization with respect to any international trade matter? if
so, provide the name of the foreign entity, a description of the work performed
(including any work you supervised), the time frame of the work (e.g., March to
December 1995), and the number of hours spent on the representation,

N/A
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D. LEGAL AND OTHER MATTERS

Have you ever been the subject of a complaint or been investigated, disciplined,
or otherwise cited for a breach of ethics for unprofessional conduct before any
court, administrative agency, professional association, disciplinary committee, or
other professional group? If so, provide details.

No.

Have you ever been investigated, arrested, charged, or held by any Federal,
State, or other law-enforcement authority for a violation of any Federal, State,
_county or municipal law, regulation, or ordinance, other than a minor traffic
offense? If so, provide delails.

No.

Have you ever been involved as a party in interest in any administrative agency
proceeding or civil litigation? if so, provide details.

See Schedule B.

Have you ever been convicted (including pleas of guilty or nolo contendere) of
any criminal violation other than a minor traffic offense? If so, provide details.

No.

Please advise the Committee of any additional information, favorable or
unfavorable, which you feel should be considered in connection with your
nomination.

Nothing to report.

E. TESTIFYING BEFORE CONGRESS

If you are confirmed by the Senate, are you willing to appear and testify before
any duly constituted committee-of the Congress on such occasions as you may
be reasonably requested to do so? .

Yes.

If you are confirned by the Senate, are you willing to provide such information as
is requested by such committees?

Yes.
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Senate Finance Committee
Nomination Hearing
July 25, 2007
Questions for the Record for Mr. McCormick

Questions from Senator Snowe:

Question 1:

Because of a persistent — and rising — current account surplus, China has accumulated
record levels of foreign exchange reserves. At the end of 2006, China’s foreign exchange
reserves exceeded $1 trillion, up more than 30 percent from the end of 2005, and the
People’s Bank of China continues to intervene in the foreign exchange markets to buy up
an additional $20 billion per month.

When the Chinese Government announced it was de-pegging the Renminbi from the U.S.
dollar in July 2005, it said that henceforth it would be using a reference basket of foreign
currencies to manage the currency. However, although China has never announced the
composition of its reference basket, there is no possible combination of currencies that
could describe the movement of the RENMINBI since 2005. Considering China’s steady
accumulation of foreign exchange reserves and the continued intervention of the central
bank in the foreign exchange markets, what evidence can be produced to suggest China is
not manipulating the value of its currency? What do you feel it is most appropriate
administration response to such manipulation?

Response:

China must make many reforms to its economy to ensure stability and future growth, and
we are working with them to accelerate the pace of these reforms. It is in China’s
interests to do so. In particular, a more flexible currency would make China’s domestic
macroeconomic policy more effective and help rebalance the Chinese economy towards
greater household consumption and less reliance on investment and exports for growth.

The Treasury Department and this Administration have been aggressively pressing China
to move faster to allow its currency to appreciate, and to adopt a number of other reforms
that would rebalance its economy. The currency issue is a central part of the Strategic
Economic Dialogue (SED) with China that was established by President Bush and
President Hu last August. In fact, the renminbi (RMB) has appreciated by over nine
percent since the end of the dollar peg in July 2005. Since the SED began, the pace of
appreciation is three times as fast as in the first year of that policy. We are having some
effect, although the pace is still not rapid enough.

In addition, at the urging of the Administration, the IMF recently adopted reforms that
will permit firmer surveillance in areas such as insufficiently flexible exchange rate
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regimes or weak macroeconomic policies that do not adequately support the exchange
rate regime.

The most recent currency report concluded that while the renminbi is undervalued, China
did not meet the technical requirements for designation under the terms of Section 3004
of the Omnibus Trade and Competitiveness Act of 1988 during the period covered by the
report. The Treasury Department was unable to determine that China’s exchange rate
policy was carried out for the purpose of either preventing effective balance of payments
adjustment or gaining an unfair competitive advantage in international trade

China needs to move more rapidly to introduce greater flexibility of its exchange rate.
The intensive dialogue that the Administration has with China under the SED and firmer
IMF surveillance are the best means for bringing this about.

Question 2:

The Chinese Government recently announced that it will be setting up a foreign exchange
reserve investment agency along the lines of Singapore's Temasek Holdings. An
estimated 70 percent of China's foreign exchange reserves are currently invested in U.S.
Treasuries or other low-risk U.S. dollar-denominated bonds, one important factor that has
kept U.S. interest rates low. The State Administration of Foreign Exchange has
previously indicated an interest in diversifying out of U.S. dollars, but in doing so, it
faced the dilemma of such a move leading to U.S. dollar depreciation and an erosion of
the value of China's U.S. dollar-denominated assets. Although it is not clear how large
the fund will be -- market expectations are that it will be around $200 billion -- or how it
will invest its assets, it is clear that it will be investing more in non-U.S. dollar assets.
Even if these investments are initially very small, this new policy approach could lead to
an acceleration of U.S. dollar depreciation and higher interest rates. If China begins to
sell down its U.S. dollar-denominated assets, what are the implications for the U.S.
dollar? For interest rates?

Response:

Foreigners invest in our securities because the United States financial markets are the
deepest, most liquid and most efficient in the world. A decision to hold U.S. assets
represents a vote of confidence in the strength and future of the U. S. economy.

At the end of May 2007, Chinese residents are estimated to have held around $840 billion
of portfolio investment in the United States, of which $407 billion is in Treasury
securities. The holdings of China’s residents represent 4.6% of Treasury obligations.
More than $500 billion worth of Treasuries, an amount greater than the estimated
holdings of Treasuries by Chinese residents, are bought and sold in cash markets every
day. Daily turnover of Treasury repurchase agreements is about $1.3 trillion. Moreover
Treasuries only constitute 15 percent of non-financial credit demand in the US economy.
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uestions from Senator Cantwell

Question 1:

Mr. McCormick, as Under Secretary of Treasury for International Affairs you will be
responsible for international monetary affairs and trade and investment policy. You will
be handling the U.S. economic relationship with key emerging powers like China.

Washington state and China have been good trading partners. Whether it has been
airplanes, software, or coffee, there are been many tremendous opportunities in China for
companies from my state. Last year, China was the top export market for Washington
state. I would like to see the U.S. exporting more goods and services related to clean
energy to China.

What opportunities do you see in China and what can the U.S. government do to keep
U.S. — China relations on a positive track?

Response:

The prosperity of the United States and China is tied together in the global economy. In
today’s interdependent world, U.S. exports and U.S. employment opportunities are
affected by how well our major trading partners are doing. When any major economy,
including China, grows rapidly, its growth benefits the overall global economy. For
example, in 2006, China was America’s 4" largest export market with a growth rate of 32
percent from 2005. If a major economy such as China were to falter, it would put a drag
on global growth and demand for U.S. exports. It is for this reason that China’s
continued economic growth is of vital importance to the United States.

Bigger domestic markets and more success for China mean expanded markets, a higher
standard of living and more jobs in the United States. It also means greater choices for
U.S. consumers and higher returns for U.S. investors.

A positive relationship with China also presents important opportunities to work together
on energy policy and to preserve and protect our environment.

We continue to believe that the most productive way to for us to engage with China is
through a robust dialogue. Accordingly, we have launched the SED with the Chinese
through the Strategic Economic Dialogue.

Through the SED, we have advanced our goals in several ways. We have created a
unique forum in which the U.S. government speaks with a single voice to the highest
levels of China’s government. By bringing together the heads of key ministries and
agencies, this approach breaks down bureaucratic stovepipes and resistance, particularly
on issues that require consensus of various agencies to make progress. Additionally, the
SED, as a communication channel, enables both the United States and China to prioritize
issues and manage tensions in our relationship.
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The SED has helped China and the United States come to a better, shared understanding
about the direction of policy reform that must take place in China, including on currency.
However, we continue to have disagreements over the pace of that reform, and we take
every opportunity to stress to our Chinese counterparts the importance of moving more
quickly to adopt greater currency flexibility, liberalize their markets, and implement a
broad reform agenda that supports rebalanced growth.

Question 2;

Mr. McCormick, as Under Secretary of Treasury for International Affairs you will be
responsible for U.S. participation in international financial institutions like the World
Bank. You will also be coordinating economic policies with the finance ministers of other
G-7 countries. Therefore, you will have an important role in our efforts aimed at reducing
and eliminating global poverty.

Many constituents in my state care are very concerned about reducing global poverty.
The Initiative for Global Development (formerly called the Seattle Initiative) has working
to leverage the strengths of the business community in the fight against global poverty.

What is the Bush administration’s strategy to eliminate extreme global poverty where
individuals live on less than $1 per day?

Response:

The Administration’s approach to this issue builds on the 2002 Monterrey Consensus,
which emphasizes national responsibility, rule of law, governments’ accountability to
their people, and sound economic policies.

The President’s ambitious trade agenda seeks to remove barriers to trade so developing
countries can more readily compete and grow through their own efforts. As an example
of the positive results that can be achieved through free trade, two-way U.S.-African
trade has more than doubled since the first full year of the African Growth and
Opportunity Act, reaching $71.3 billion in 2006. This includes a two-fold increase in
non-oil AGOA imports from Africa — including apparel, manufactured products, and
processed food items — as well as a doubling of U.S. exports to sub-Saharan Africa.

We also provide official development assistance (ODA) through bilateral programs and
multilateral institutions. In fact, the United States is the single largest provider of such
assistance in the world ($22.6 billion in 2006). This means we have more than met
President Bush’s 2002 Monterrey Commitment to increase ODA by 50 percent by 2006.
President Bush also led the international effort to provide 100% debt relief to the world’s
poorest, most heavily indebted countries through the Multilateral Debt Relief Initiative,
so that these countries can devote more resources to the acute development needs of their
people.

Consistent with our results-based approach, the Administration supports increased
assistance to countries that have demonstrated that they can use that aid effectively. This
philosophy serves as the foundation for the President’s Millennium Challenge Account
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initiative and our support for performance-based allocations at the multilateral
development banks. The Administration also believes it is vitally important to provide
assistance to address special threats to growth and prosperity in developing countries,
such as HIV/AIDS and other diseases. In this area, United States leadership through the
President’s Emergency Plan for Aids Relief (PEPFAR) and the President’s Malaria
Initiative have been particularly effective and have spurred multilateral action around the
world.

Finally, it is important to note that foreign aid is only one component of U.S.
contributions to the economic development in poor countries. U.S. private investment,
grants, remittances and trade, all of which contribute to increased growth and improved
living standards in developing countries, significantly exceed our foreign aid
expenditures.
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Salazar Question 1

Offshore Tax Havens

The Finance Committee recently held a hearing with regard to offshore tax abuses.
At that hearing, we examined a finding by the General Accounting Office that
providing the IRS with additional flexibility to pursue offshore tax cheats could help
increase compliance. Specifically, the GAO found that the current 3-year statute of
limitations on investigations into tax returns that include offshore transactions is
insufficient.

» Do you agree that extending the existing statute of limitations could help the
IRS crack down on offshore tax cheats?

Answer

1 understand from my colleagues in the Office of Tax Policy that the Treasury
Department views offshore tax evasion as an important issue. As part of the Treasury
Department’s multi-faceted approach for dealing with this issue, the Office of Tax Policy
is examining some of the proposals to extend the statute of limitations. Proposals to
extend the statute of limitations raise several issues, however. One is the specific scope
of the problem. Internal Revenue Code section 6501(c)(1) provides an unlimited statue
of limitations in the case of false or fraudulent returns. Does the difficulty lie with
distinguishing between fraudulent and non-fraudulent conduct? If one does consider
extension of the statue of limitations, how much of an extension is necessary without
impinging on the need for certainty? What should be the triggers for an extended statute
of limitations? Would the extended statute of limitations apply to the particular offshore
transaction or apply to the entire return? These are issues that Treasury’s Office of Tax
Policy is carefully evaluating.

» Do you agree that preventing people from evading our tax laws by hiding
assets offshore is an important part of the effort to promote fairness?

Answer

While I am not a tax expert, I understand that the Treasury Department and the Internal
Revenue Service aggressively go after offshore tax evasion. One way is by using the
United States’ existing tax information exchange agreements. Another way is through
information reporting and penalty provisions. The Administration’s FY 2008 budget
proposal included several proposals to strengthen and increase existing penalty
provisions, including those applicable to tax return preparers and the failure to file a
return. 1 understand that the Small Business and Work Opportunity Tax Act of 2007
included versions of several of these proposals, including provisions modifying the
collection due process procedures for employment tax liabilities, broadening the scope of
the present-law tax return preparer penalties, and imposing a penalty on any taxpayer
filing an erroneous claim for refund or credit. More specifically for offshore transactions,
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my colleagues in the Office of Tax Policy continue to consider whether additional
reporting and penalties in this area would assist in achieving greater compliance.

Salazar Question 2

1 am a cosponsor of legislation recently introduced by Senators Baucus, Grassley,
Schumer, and Graham to improve the way we respond to fundamentally misaligned
foreign currencies that exacerbate our trade balances and make it harder for American
businesses to compete in the global economy.

= Do you agree that this legislation will provide the Treasury Department with
the tools it needs to respond to currency misalignments?

Answer

As Secretary Paulson has stated, we particularly respect the efforts and intent of the
Senate Finance Committee. However, we do not believe the approaches taken in the

bill would strengthen the hand of the United States in achieving essential economic
reforms in China. The proposed bill distances the U.S. from a multilateral approach, and
raises serious concerns regarding US compliance with international rules governing
antidumping investigations.
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STATEMENT OF
CHARLES E.F. MILLARD
NOMINEE TO BE THE DIRECTOR
PENSION BENEFIT GUARANTY CORPORATION
BEFORE THE
SENATE FINANCE COMMITTEE
July 25,2007

Chairman Baucus, Ranking Member Grassley, and Members of the Committee:

Thank you for giving me the opportunity to appear before you today. I am honored and humbled
that President Bush has nominated me to serve as the Director of the Pension Benefit Guaranty
Corporation, and I appreciate your consideration of my nomination. Public service is a privilege
which I hold dear and | am sincerely grateful for this opportunity to serve.

Before my formal statement, and with your indulgence, I would like to introduce members of my
family who are here with us today. My wife, Gwen, who performs her own public service every
day as the manager of the small population center that is our family. Without her conviction,
support and love, I would be unable to take on this new responsibility. In addition, my sons
Egan, Conor and Daniel, daughters Mary, Christine and Maureen, as well as my sisters Marylou
and Meg.

For as long as 1 can remember, my parents taught my siblings and me that loving our neighbor
meant taking action. My first experience of that action was marching for civil rights with my
parents 40 years ago in Newark, New Jersey. And the desire to serve has stayed with me since
that time. 1 certainly hope that my children experience a similar example from my wife and me.

I have had the chance to serve as a VISTA Volunteer in Crown Heights, Brooklyn, and as a
Board member of the New York Urban League. In 1985, I worked in Chile for the Vicariate of
Solidarity, a Santiago-based human rights organization. Ihave served as a New York City
Councilman and was then appointed by Mayor Rudolph Giuliani to be the President of the New
York City Economic Development Corporation (EDC) and Chairman of the New York City
Industrial Development Agency. I also worked as a Legislative Assistant in the early 1980s for
Congresswoman Millicent Fenwick of New Jersey.

My work in New York as head of EDC is worth noting because, like PBGC, EDC was created as
a corporation to manage governmental programs that are principally business-like in nature,
produce self-sustaining revenue, involve numerous negotiated transactions, and require greater
budget and other flexibility than a traditional government agency.

In addition to public service, my career in private life also helps me bring relevant knowledge
and experience to PBGC. 1 have been a practicing Wall Street attorney representing large
financial institutions, and I have been a Managing Director involved in investment banking,
public finance and investment management with firms such as Lehman Brothers and Prudential
Securities. Most recently, I have been a partner in a more entrepreneurial real estate enterprise,
dealing with large individual and institutional investors regarding their investment allocations to
real estate.
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This diverse background in public and private life has given me experience in managing
hundreds of people in a public environment and directing a large organization to higher

achievement. I have also come to understand how individual corporations reach financial
decisions and how many large institutions and pension funds make investment decisions.

PBGC’s insurance program currently protects the pensions of over 40 million Americans. The
corporation receives no funds from general tax revenues. Rather, it is financed by insurance
premiums paid by plan sponsors as well as by assets from terminated plans, recoveries from
companies that sponsored those plans, and investment income from these assets.

When an underfunded plan terminates, PBGC becomes trustee, taking over the assets and paying
benefits. The corporation is now trustee of approximately 3,700 terminated plans. In Fiscal Year
2006, the corporation paid more than $4 billion to over 612,000 retirees and beneficiaries in
trusteed plans. There are about another 550,000 people who will receive payments in the future
upon retirement. These are workers who depend on the PBGC, and I fully appreciate the
necessity for prudent decisions and management of this agency. Workers who receive benefits
from the PBGC have already been let down by their pension plan; they should not be let down
again by the pension guarantor.

PBGC and the defined benefit pension system face considerable challenges in coming years. At
the end of FY 06, PBGC’s deficit stood at $18.9 billion. The corporation controls assets worth
approximately $61 billion and faces liabilities of approximately $80 billion (on a present value
basis). Also, PBGC estimates that total underfunding in on-going plans stood at $500 billion at
the end of FY 06.

The Pension Protection Act, passed last year by Congress and signed by President Bush, has
made some significant improvements in the system that will enhance the soundness of the
defined benefit system for millions of American workers. The corporation is currently
implementing the PPA, including the development of a comprehensive set of regulations and
other guidance as mandated by Congress.

Mr. Chairman, I would like to emphasize my personal commitment to PBGC’s mission and
purpose. It is PBGC's job to promote and maintain healthy plans, to negotiate in bankruptcy and
other proceedings to protect workers and their benefits and, of course, when a plan must
terminate, it is PBGC’s job to pay those benefits. This requires constant vigilance of various
corporate transactions, securities filings, and bankruptcy court proceedings. It requires steadfast
negotiations by PBGC on behalf of workers and their families to help avoid plan terminations or
minimize their impact. And it requires responsible and effective investment and stewardship of
the assets that are used to pay benefits to the insured beneficiaries of trusteed plans.

The corporation carries a tremendous responsibility because the “insured beneficiaries of
trusteed plans” I just mentioned are actually real, individual human beings — people who have
worked their whole lives to receive the retirement payments that they have been promised and
have earned, people who support families, and who wait for the check from PBGC so they can
sit at the kitchen table and pay their bills, people who are counting on PBGC to carry out its
mission as given to it by you.
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If confirmed in this position, I would welcome the opportunity to work with members of the
Senate and the House, as well as your staffs, to make sure that we do the best job we can for
these workers.

I would be happy to answer any questions you may have.

Thank you.
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SENATE FINANCE COMMITTEE
STATEMENT OF INFORMATION REQUESTED OF NOMINEE

A BIOGRAPHICAL INFORMATION

Name: (Include any former names used.) Charles E. F. Millard
Position to which nominated: Director, Pension Benefit Guaranty Corporation
Date of nomination: May 3, 2007

Address:

Date and place of birth:
Martial status:

Married
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Education: (List secondary and higher education institutions, dates attended, degree
received, and date degree granted.)

Bergen Catholic High School
Oradell, New Jersey

College of the Holy Cross

Worcester MA

Attended 9/75 - 5/79

Degree: B.A. Honors degree, cum laude, Phi Beta Kappa

Columbia Law School
New York, NY

Attended 9/81 — 1/82, 1/83 - 5/85
Degree: 1.D.

Employment record: (List all jobs held since college, including the title or description of
job, name of employer, location of work, and dates of employment.)

VISTA Volunteer, Crown Heights Progress Council, Brooklyn, NY 9/79 - 9/80
Trainee, Coca-Cola Company, Mexico City, Mexico, 2/81 - 6/81

Legislative Assistant, Representative Millicent Fenwick, Washington, DC 2/82 — 1/83
Human Rights Analyst, Vicariate of Solidarity, Santiago, Chile, 9/85 — 12/85
Associate Attorney, Davis Polk & Wardwell, New York, NY, 2/86 — 4/91

New York City Councilmember, 1/92 - 12/95

Managing Director, Cambridge Partners (investment banking), NY, NY 3/95 — 9/95
President, New York City Economic Development Corporation, 12/95 — 6/99
Managing Director, Prudential Securities, New York, NY 6/99 — 5/00

Managing Director, Lehman Brothers, New York, NY 6/01 — 6/04

Managing Director, Broadway Real Estate Partners, New York, NY 7/04 ~ present
President, BP Direct Securities, New York, NY 1/05 — present

Government experience: (List any advisory, consultative, honorary, or other part time
service or positions with Federal, State or local governments, other than those listed
above.)

All listed above
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1. Business relationships: (List all positions held as an officer, director, trustee, partner,
proprietor, agent, representative, or consultant of any corporation, company, firm,
partnership, other business enterprise, or educational or other institution.)

--Consultant to Victory Schools, 2000
--Board of Directors, B ion Dairy, 2006-07 (to be resigned)

12, Memberships: (List all memberships and offices held in professional, fraternal,
scholarly, civic, business, charitable, and other organizations.)

Membership in civie, social, charitable, etc., organizations

Current:

Board of Trustees, Mercy College, Dobbs Ferry, New York. Mercy College provides
secondary education to many welfare recipients and others who lack secondary education
opportunities.

Board of Directors, New York League of Conservation Voters

Advisory Board, St. Aloysius School, Harlem N

Board of Directors, Greenwich Leadership Forum, small organization focusing on
business leadership and faith in the workplace

Parks Commission, Borough of Fenwick, Old Saybrook, Connecticut (summer home)

Finance Committee, Resurrection Parish, Rye, New York

Knight of the Holy Sepulchre, Roman Catholic leadership organization

Member, Winged Foot Golf Club, Mamaroneck, NY

Member, The Honors Course, golf club in Chattanooga, Tennessee

Member, The Century Association, New York, NY

Board of Advisors, Gary Klinsky Children’s Centers, a Brooklyn-based, after-school

program

Former:

Pregnancy Care Center, New Rochelle, NY, a pregnancy counseling and single
mother residential program, 2003-06

Racquet and Tennis Club, New York, NY, 2002-2006

New York Urban League, Board of Directors, late 1980s

13. Political affiliations and activities:
a. List all public offices for which you have been a candidate.
New York City Council, 1991, 1993

U.S. Congress, 1994
Fenwick Board of Burgesses, Old Saybrook, Connecticut (withdrawn)
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b. List all memberships and offices held in and services rendered to all political parties
or election committees during the last 10 years.

Various New York State and New York County Republican Committees
Finance Committee, Rudy Giuliani Presidential Committee, Dec. 2006 —
April 27, 2007

c. Ttemize all political contributions to any individual, campaign organization, political
party, political action committee, or similar entity of $50 or more for the past 10
years.

July 2002, Friends of John Faso, $500

June 2003, Bush-Cheney, $2,000

November 2003, Westchester County Republican Committee, $1,000
February 2004, New York County Republican Committee, $1,000
June 2004, Friends of Jeanine Pirro $1,000

June 2004, Manger for Congress, $250

June 2003, People For Linda Doherty, $200

May 2006, Solutions America PAC, $5,000

June 2006, Swann for Governor, $500

October 2006, Talent for Senate, $500

QOctober 2006, Tennessee Senate Committee, $500

October 2006N'Y-24, Victory Committee, $500

October 2006, Friends of Clay Shaw, $500

October 2006, Bachman for Congress, $500

October 2006, Rob Simmons for Congress, $500

October 2006, Friends of Mike Sodrel, $500

October 2006, Jim Gerlach for Congress, $500

October 2006, Joint Candidates Committee $500

(This represents the immediate prior five years; [ have not been able to locate
check stubs for the previous five years, but am still searching.)

14.  Honors and Awards: (List all scholarships, fellowships, honorary degrees, honorary
society memberships, military medals, and any other special recognitions for outstanding

service or achievement.)

Knight of the Holy Sepulchre
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Published writings: (List the titles, publishers, and dates of all books, articles, reports, or
other published materials you have written.)

I have written dozens of Op-Ed columns and some Book Reviews and have done my best
to list them all here. All are from NY Post unless otherwise noted.

Eliot & NY’s Economy, November 8, 2006

New York GOP’s Road Back, November 14, 2006
Ballot Boxing, November 5, 2006

NJ Gay Games, October 30, 2006

Riverside’s Terror Rally, October 18, 2006

A Real, Honest Woman, September 29, 2006

& A Not So Exciting GOP, Sep. 13, 2006

SOx and the City, Sep 18 2006

Con Edison, Our Creature, July 31, 2006

From Slave to Senator, appprox Aug 2006

GOP Crossroads, NY party’s puzzle, May 30, 2006
Chris Quinn’s Radical Reform, May 11, 2006

Gay Marriage Non-Debate, approx Sep 2006
Budgeting in Wonderland, Apr. 28, 2006

Budgeting By Cookie Jar, Aug. 22, 2006

Mike’s PA Mistake, April 13, 2006

When Bias Kills, Mar. 20, 2006

“Street Fight” Sequel Ahead, March 3, 2006

Fatal Misfocus, Feb. 19, 2006

Flanking Eliot, Feb 9, 2006

Don’t Forgive TWU’s Friends, Dec. 22, 2005

The City Council: Get Set For Worse, Nov. 23, 2005
Helping More Wisely, NYC & The Homeless, Dec. 24, 2005
From The Top, ACS’s policy problem, Jan. 18, 2006
ACS’s Wrong-Headed Reforms, Feb. 1, 2006

Council Frenzy, Dec. 27, 2005

The Wrong Focus, Freddy’s Big Mistake, oct31, 2005
Four-Time Losers, Nov. 9 2005

A Happy Failure, NY GOP Needs Primary, Dec.13, 2005
Let Silverstein Do His Thing, Oct. 27, 2005

Why The Vallones Like Mike, Oct.17, 2005
Independent Voice, Oct. 3, 2005

Weiner’s Wimpout, Sep. 15, 2005

Real Issues, Sep 13, 2005

NYC’s Primary: The New Orleans Test, approx. carly Sep., 2005
After Pataki, Aug. 26, 2005

A Primary Fight NY’s GOP Needs, Aug. 16, 2005
What Mayor Needs: Good Tunnel Vision, Aug 1, 2005
Pataki’s Plan B Puzzle, Jul 15, 2005

Too Many Cooks, May 15, 2005



88

Bay Ridge Boy Could KO Kofi, Jun 24, 2005

Watch Your Right, Mike, Jun 21, 2005

Not Just A Stadium, Jun3, 2005

Columbia’s Bigotry, Hate-filled ban on ROTC, Apr. 14, 2005
Importing Pols, Apr.29, 2005

Whiner Weiner Chases Jobs, Apr.5, 2005

Why P’m Not Marching On Washington, New York Times, May, 16, 1992
As Democrats Seek Blame, Cities Suffer, Los Angeles Times, summer 1992
Stop the Porn Explosion, New York Times, Jan. 29, 1993

Op-Ed Column in New York Times regarding Legal Aid Society, fall 1995
Republicans’ Compassion, Christian Science Monitor, summer 1992

A $30-Billion Pie in the Face, Newsday, June 4, 1992

Pinochet Stays, Can Chile’s New president Hold off the Dictator?, Cleveland Plain
Dealer, December 19, 1989

In Chile, Fraud Doesn’t Wait For Election Day, Newsday, June 28,1988

Baltic Fever: It Can Happen here, Newsday, May 17, 1990

In Chile, Fraud Occurs Long Before the Balloting, Chicago Tribune, June 10,1988

Is Democracy Coming To Chile?, St. Louis Post-Dispatch, approx. summer 1989
Chile’s Democrats Pray for Pope’s Moral Support, Los Angeles Times, Mar. 30, 1987
Pinochet is Gone! Long Live Aylwin!, San Francisco Chronicle, approx. summer 1989
Despite Chile’s Loud No to Pinochet, Change Won’t Come Overnight, Atlanta
Constitation, Oct. 9, 1988

Pinochet Risks Further Chaos, New York Times, Sep. 21, 1986

Reagan: Put the Pressure-on Pinochet, Christian Science Monitor, July 18, 1986

[ wrote three other articles that I recall but have not been able {o locate, Two were for the

New York Sun and one was for National Review Online. One Sun article discussed the Laci
Peterson double murder indictment as relates to fetal homicide. The other discussed one of the
Bush-Kerry presidential debates. The National Review Online article discussed Rosa Parks and
Wellington Mara, who died at about the same time.

16.

17.

Speeches: (List all formal speeches you have delivered during the past five years which
are on topics relevant to the position for which you have been nominated. Provide the
Committee with two copies of each formal speech.) NONE

Qualifications: (State what, in your opinion, qualifies you to serve in the position to
which you have been nominated.)

The PBGC exists at the intersection between government and business. More
specifically, PBGC interacts regularly and sometimes in a transactional capacity, with
private businesses, and at the same time, the PBGC itself operates like a large financial
institution. I have held senior roles in organizations that provide both experiences.

As President of the New York City Economic Development Corporation, I directed
numerous negotiations on behalf of New York City with counter parties in the real estate
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and financial world. These interactions dealt with the negotiation of business terms in the
highly visible arena of New York politics and government. I had to have a complete
understanding of the business terms involved as well as the ability to supervise multiple
teams involved in multiple transactions simultaneously. Obviously, the PBGC is involved
in a similar multiplicity of simultaneous negotiations as well.

The PBGC also requires leadership on issues relating to the implementation of the PPA.
At the EDC I also was required to operate within various legislatively prescribed areas.

On the private sector side of the equation, my work at Lehman Brothers, Broadway
Partners, and Prudential Securities has given me insight into U.S. capital markets. I have
addressed issues of asset allocation and the investment of large pools of assets. I have
been involved in significant investment banking efforts and have interacted directly on
issues of investment policy, risk management and asset allocation with large institutions
of the magnitude of PBGC.

When it comes to matters of policy direction, I have reported to a chief executive (the
Mayor) but been responsive to oversight by the legislature of the city and, having been a
legislator myself, I understand the importance of oversight and legislative policy making.

Finally, as a matter of management, I have successfully run a large organization
composed of hundreds of employees, and can point at specific, measurable enhancements
to the organization’s bottom line, due in significant part to certain of my efforts.

B. FUTURE EMPLOYMENT RELATIONSHIPS

L. Will you sever all connections with your present employers, business firms, associations,
or organizations if you are confirmed by the Senate? If not, provide details.

I intend to sever all connection with my current employer except insofar as I have
deferred compensation due as stated elsewhere in this document.
2. Do you have any plans, commitments, or agreement to employ your services in any

capacity after you leave government service? If so, provide details.

I have no commitment or agreement with any party for future employment, and
have made no specific plans after my service in this position comes to an end.

3. Has any person or entity made a commitment or agreement to employ your services in any
capacity after you leave government service? If so, provide details.

None.

4. If you are confirmed by the Senate, do you expect to serve out your full term or
until the next Presidential election, whichever is applicable? If not, explain.
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If confirmed, 1 expect to serve until the next President is elected.

C. POTENTIAL CONFLICTS OF INTEREST

Indicate any investments, obligations, liabilities, or other relationships which could
involve potential conflicts of interest in the position to which you have been nominated.

My current employer, Broadway Partners could seek investment from the PBGC
(though it has not done so in the past).

Describe any business relationship, dealing or financial transaction which you have bad
during the last 10 years, whether for yourself, on behalf of a client, or acting as an agent,
that could in anyway constitute or result in a possible conflict of interest in the position to
which you have been nominated.

None

Describe any activity during the past 10 years in which you have engaged for the purpose
of directly or indirectly influencing the passage, defeat, or modification of any legislation
or affecting the administration and execution of law or public policy. Activities
performed as an employee of the Federal government need not be listed.

None.

Explain how you will resolve any potential conflict of interest, including any that may be
disclosed by your responses to the above items. (Provide the Committee with two copies
of any trust or other agrecments.)

I will consult with agency counsel with the expectation that I will recuse myself
from participating in such matters.

Two copies of written opinions should be provided directly to the Committee by the
designated agency ethics officer of the agency to which you have been nominated and by
the Office of Government Ethics concerning potential conflicts of interest or any legal
impediments to your serving in this position.

The following information is to be provided only by nominees to the positions of United
States Trade Representative and Deputy United States Trade Representative:

Have you ever represented, advised, or otherwise aided a foreign government or a foreign
political organization with respect to any international trade matter? If so, provide the
name of the foreign entity, a description of the work performed (including any work you
supervised), the time frame of the work (e.g., March to December 1995), and the number
of hours spent on the representation.

N/A



91

D. LEGAL AND OTHER MATTERS

Have you ever been the subject of a complaint or been investigated, disciplined, or
otherwise cited for a breach of ethics for unprofessional conduct before any court,
administrative agency, professional association, disciplinary committee, or other
professional group? If so, provide details.

No.
Have you ever been investigated, arrested, charged, or held by any Federal, State, or
other law enforcement authority for a violation of any Federal, State, County, or
Municipal law, regulation, or ordinance, other than a minor traffic offense? If so, provide

details.

No

Have you ever been involved as a party in interest in any administrative agency
proceeding or civil litigation? If so, provide details.

No.

Have you ever been convicted (including pleas of guilty or nolo contendere) 6f any
criminal violation other than a minor traffic offense? If so, provide details.

No

Please advise the Committee of any additional information, favorable or unfavorable,
which you feel should be considered in connection with your nomination.

E. TESTIFYING BEFORE CONGRESS

If you are confirmed by the Senate, are you willing to appear and testify before any duly
constituted committee of the Congress on such occasions as you may be reasonably
requested to do so?

Yes.

If you are confirmed by the Senate, are you willing to provide such information as is
requested by such committees?

Yes.
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Senate Finance Committee
Nomination Hearing
Questions for the Record for Mr. Millard
Submitted August 31, 2007

Questions from Chairman Baucus

1. What do you see as the mission of PBGC? If every defined benefit pension
plan in America terminated with workers and retirees receiving their
benefits either through insurance annuities or PBGC guarantees and the
PBGC had sufficient assets to satisfy its obligation to pay guaranteed
benefits, would you consider the PBGC a success?

One of PBGC’s missions under section 4002 of ERISA is to “encourage the
continuation and maintenance of voluntary private pension plans for the benefit of
their participants.”

If every defined benefit (“DB”) pension plan in the nation terminated, PBGC
could be viewed as having failed in this mission. However, each company must
determine if the costs and benefits of voluntarily providing a DB plan are
appropriate for, and best suited to, the firm achieving its business model goals.
For many companies, a DB plan is an important compensation tool that allows
them to attract and retain workers with needed skills. For workers, DB plans
provide a predictable and secure retirement income.

Competitive and vibrant markets require that companies have a broad range of
choices on how DB plans are established and operated. DB plans should
continue to be a viable option for employers that determine they want to provide
such plans, and I hope workers will continue to see that a DB plan canbe a
valuable part of their overall compensation packages.

2. A recent article in the Washington Post (Sunday, July 15) about United
Airlines flight attendants contrasted the reductions in current and retirement
income for these rank and file workers with a reported $40 million pay
package for the CEO in 2006.

* In the process of negotiating a distress plan termination, could PBGC
help effect an outcome that gives injured participants a share of post-plan
termination company gains?

When an underfunded pension plan is terminated, PBGC makes a snapshot

valuation of its assets and benefit liabilities on the termination date. The

Corporation can also file claims for the full amount of unfunded benefits as of that

date. Any recovery obtained is shared with plan participants under a statutory

formula.

In many cases, plan assets (or expected recoveries) are sufficient to allow retirees
and others to receive benefits exceeding normal ERISA guarantee levels. ERISA
specifies that PBGC, not participants, must shoulder any post-termination losses
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or gains. Participants receive a fixed level of benefits even if asset values fall.
For the same reasons, post-termination asset gains do not increase benefit levels.
Thus, the amount PBGC pays participants is not directly linked to the success or
failure of the company that sponsored the plan. Also, most plan terminations
involve sponsors that either liquidate or dissolve, so there are no post-
reorganization gains.

In a minority of cases, a plan sponsor successfully reorganizes under chapter 11 of
the Bankruptcy Code. PBGC’s claim in these cases often is paid largely in stock
of the reorganized entity, and that stock is treated like all other PBGC recoveries.
By statute, these gains (or losses) are credited (or suffered) by PBGC.

By negotiating the best deal it can with the debtor and creditors’ committee, and
obtaining approval of the bankruptcy court, PBGC can and does limit losses to
retirees, workers and the pension insurance system.

e In the PPA (Pension Protection Act of 2006) we limited funding of
executive compensation if pension plans for rank and file are not well
funded. Do you have suggestions for other legislative changes to enable
more fair treatment of workers’ benefits?

Executive compensation is generally under the junisdiction of the Internal
Revenue Service (“IRS”). With respect to matters under PBGC’s jurisdiction,
any action that enables the Corporation to obtain a full recovery on its claim for
unfunded benefits in a chapter 11 case would benefit workers whose pension
benefits are cut. I would be pleased to work with all the appropriate
congressional committees to identify impediments to such recoveries.

. GAOQO’s recent report on the governance of PBGC suggests the organization
lacks the clear delineation of responsibility necessary for effective
accountability and oversight. The report also recommends that Congress
consider expanding PBGC’s board of directors to include members with
useful knowledge and experience, and the time to devote attention to PBGC.

e What steps do you intend to take to improve PBGC’s governance
process?

e What do you think are the pros and cons of expanding the board of
directors?

My experience in both the private and public sectors has taught me the
importance of good corporate oversight, especially the need for constant
communication between management and the board of directors. GAO makes a
number of observations on good governance practices that accord with my
experience. [ look forward to working with PBGC’s Board of Directors to
address issues noted in the GAO report.

Some of these issues will include more frequent communication with the Board
members and their representatives, in addition to by-laws changes that can bring
expanded Board oversight.
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4. PPA permitted hedge funds te hold a larger portion of pension assets without
subjecting the fund to ERISA requirements.

s Do you think hedge and private equity funds are suitable investments for
defined benefit pension plans?

o Does the offshore location of private equity and hedge fund investments
create any special problems for PBGC when a plan is trusteed?

Title I of ERISA, which is administered by the Department of Labor, does not
prohibit pension plans from investing in hedge funds, private equity, real estate or
other kinds of investments that may have a different regulatory framework than
the securities laws. Instead, ERISA places the duty on plan fiduciaries to make
prudent investment decisions, to invest diversely, and to act solely in the interests
of the participants and beneficiaries of the plan. This duty requires fiduciaries to
understand the nature of an prospective investment, including its risks, potential
returns, fees and expenses, investment strategy, and similar characteristics, in
order to determine the prudence of the investment and whether it comports with
the law and the plan’s investment goals. It is important to note that fiduciaries are
personally liable for losses to the plan resulting from a breach of this duty.

ERISA generally prohibits a pension plan fiduciary from maintaining ownership
of plan assets outside U.S. district court jurisdiction. When PBGC becomes
trustee of a terminated plan, it takes over the plan's assets, which may include
(and in a few instances, have included) hedge fund investments. To date, PBGC
has been able to liquidate these investments in a timely manner.

As with other DB plan investments, PBGC has insurance exposure to direct or
indirect investments in hedge funds. Plans may invest in hedge funds to pursue
strategies that may increase return. Those investments can be effective in
mitigating some risks. However, they can also increase other risks. PBGC has
an interest in the transparency of investments made by plans it insures.

Questions from Ranking Member Grassley

1. The GAO released a report last week indicating that the PBGC governance
structure needed improvements to ensure policy direction and oversight.
Specifically, the GAO highlighted tension and confusion between the PBGC
and the DOL in directing the PBGC’s operations. Do you believe that the
PBGC should be provided more authority under ERISA to direct and
administer its operations, and if so, what changes would you recommend?

The GAO report identified a number of areas where responsibilities for PBGC
governance could be better documented and clarified. I am working with the
PBGC Board in reviewing and responding to these findings. As the Board noted
in its response to the GAO report, potential revisions to PBGC’s by-laws are
under review. I am also looking at improving the documentation of the
Corporation’s policies and procedures to eliminate uncertainty over roles and
responsibilities.
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2. The GAO also recently asked Congress to consider expanding the PBGC’s
board of directors. In your opinion, do you believe that such a move is
needed? If the board was expanded, what types of people would you
recommend be placed on the board?

My experience in both the private and public sectors has taught me the
importance of good corporate oversight, especially the need for constant
communication between management and the board of directors. GAO makes a
number of observations on good govemance practices that accord with my
experience. I look forward to working with PBGC’s Board of Directors to
address issues noted in the GAO report.

Some of these issues will include more frequent communication with the Board
members and their representatives, in addition to by-laws changes that can bring
expanded Board oversight.

3. Asyou know, the Pension Protection Act of 2006 established a PBGC
director and provided that the position would “administer” the PBGC in
accordance with the policies of the board. As the first director under this
law, how would you define your role and responsibilities? Do you believe
that the director position has adequate authority to administer PBGC, and if
not, what authorities are needed? What are your thoughts on the director’s
relationship with the PBGC’s Inspector General?

My understanding is that the director’s authority to administer PBGC
encompasses responsibility for the Corporation’s management, including its
personnel, organization and budget practices. In addition, it is the director’s
obligation, under PPA, to implement the policies established by PBGC’s Board.
With respect to the Inspector General, under the current board structure, the 1G
has the ability to deal directly with the Board.

4. Currently, the PBGC Inspector General is required to report directly to the
PBGC Board of Directors; specifically to the Secretary of Labor as Board
Chair. However, the GAO recently found that there are no formal protocols
outlining this requirement. Do you believe that this reporting relationship is
appropriate? If not, why?

With a Board composed of three Cabinet Secretaries, PBGC’s Board does not

have an audit committee. In such a situation it is appropriate for the IG to report
to the Board.

5. To what extent do you believe the PBGC’s Trust Fund investment portfolio is
adequately distributed between fixed income assets and equities?

I intend to review PBGC’s investment policy, and consult closely with the
Corporation’s financial advisors, Advisory Committee, and the Board (which has
authority over investment policy) in assessing any proposals for change.
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As you know, PBGC has revolving funds containing premiums, and trust funds
containing both assets that the Corporation takes over when it becomes trustee of
a terminated plan and liability recoveries from employers for plan underfunding.
Approximately 25 percent of PBGC’s assets are currently in revolving funds that
must be invested in U.S. government securities and are currently invested in
special-issue Treasury bonds. The trust funds can be invested more broadly.

PBGC'’s current investment policy focuses heavily on limiting risk by investing
the majority of the Corporation’s assets in long-duration fixed income securities.
I believe that the possibility PBGC could narrow its deficit by investing more
significantly (but prudently) in equities should not be overlooked. However, I do
not wish to pre-judge the outcome of our current review.

Do you think that changes to the PBGC’s overall investment portfolio could
better position PBGC to address its accumulated deficit? If so, what
measures are you considering to address the PBGC's continued deficit?

Changes in PBGC’s investment policy have the potential to have a positive effect
on PBGC’s deficit, but I am not suggesting that the corporation invest its way out
of its deficit. As T indicated above, we are currently reviewing the investment
policy, and I do not wish to pre-judge the outcome of that review.

In contrast to potential changes in investment policy, many of the other measures
needed to address PBGC’s existing deficit and improve future financial
experience will require legislation.

One such measure would be to provide the PBGC Board with authority to set the
variable rate premium (“VRP”), which would help both address future claims and
fund the existing deficit over a period of years. The Administration’s FY 2008
budget provision on this topic would also make the VRP rate applicable to a
plan’s total unfunded liabilities.

There are other possible ways to address the situation, and I look forward to
working with all the appropriate congressional committees and the Board to
improve the financial condition of the pension insurance program.

Under the Early Warning Program, the PBGC monitors certain comparies
with underfunded defined benefit pension plans to identify corporate
transactions that could jeopardize pensions and to arrange suitable
protections for those pensions and the pension insurance program. In what
ways, if any, could the PBGC improve its ability to identify potentially
troubled defined benefit plans? In what areas, if any, do you believe the
PBGC could improve oversight of troubled defined benefit plans?

The Early Warning Program looks to identify sponsors who may be unable to
maintain their pension plans. Unfortunately, PBGC’s ability to identify
potentially troubled sponsors was adversely affected by a change in PPA. Section
4010 of ERISA requires certain plan sponsors and their controlled group members
to provide PBGC with information about the plan funding status and financial
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information about the businesses themselves. Before PPA, 4010 filings were
required of all controlled groups sponsoring plans with aggregate unfunded vested
benefits (“UVBs”) exceeding $50 million. This meant that 4010 filings were
required for most sponsors of large underfunded plans, even if the plans were
reasonably well funded on a percentage basis.

PPA replaced the $50 million UVB test with a funding percentage test: starting in
2008, filing under 4010 will be required if any plan of the controlled group is less
than 80 percent funded. Due to this change, many companies will be exempt
from 4010 filings. This includes many companies whose plans pose a significant
risk to the pension insurance system and for which, before PPA, filing was
required. A legislative change reverting to the prior method (even with a $75 or
$100 million threshold) would significantly enhance PBGC’s efforts to monitor
risk or, if needed, take protective action.

. The GAO recently reported on confusion over the legal roles and
responsibilities of attorneys within the PBGC, and explained that the
management structure of the PBGC’s legal support does not ensure that
advice of a chief legal officer is provided to the director on significant issues.
To what extent do you agree with the GAO’s findings and their
recommendation that the PBGC provide for all legal functions to be overseen
by a single chief legal officer with full authority to delineate the duties of each
legal office and a direct reporting relationship to the director?

In addition to reviewing the GAO report on PBGC’s legal services structure, 1
have had the opportunity to work with that structure since my appointment as
Interim Director. The Corporation has instituted processes and procedures for its
legal offices that facilitate greater communication and co-operation. I will
continue to monitor the situation closely and will not hesitate to restructure the
organization if I feel I am not getting appropriate legal advice in an effective and
efficient manner.

. The PBGC has very limited regulatory or enforcement authority over
ongoing plans; the authority the PBGC does have relates to certain employer
reporting requirements and to determining whether a plan should be
terminated to protect the insurance program. Do you believe that the PBGC
should have increased enforcement authority? If so, what authorities do you
think the PBGC needs?

Regulatory and enforcement authority over ongoing plans is primarily the
responsibility of EBSA (DOL) and the Employee Plans office (IRS/Treasury).
PBGC does have certain regulatory and enforcement authority, including the
ability to initiate plan termination to protect the pension insurance system. In
addition, the Corporation has authority to seek protections in certain "downsizing"
cases, and to perfect and enforce liens for missed minimum funding contributions.
The latter two provisions are of limited effect, and termination is a blunt
instrument that may have adverse consequences for plan participants.

Certain items within the Administration's February 2005 pension reform proposal
that were not enacted in PPA would have strengthened PBGC's ability to exercise
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its existing regulatory tools, such as permitting the Corporation to perfect its liens
for missed contributions after a plan sponsor has filed for bankruptcy. Ilook
forward to working with all the appropriate congressional committees and the
PBGC Board on these issues.

Because the PBGC needs staff with expertise in corporate finance and
private sector pensions, what steps would you take to ensure that the PBGC
is positioned to attract and retain the type of expert financial, actuarial, and
legal staff it needs to conduct its mission?

PBGC has lost staff members to other federal agencies that are not constrained by
the GS pay scale, and anticipates that it will continue to do so. In addition,
because the executives of government corporations are not eligible to be in the
Senior Executive Service (“SES”), but are Senior Level (“SL”) employees, our
executives have fallen behind the SES agencies, which received an increase in the
pay cap that was not extended to SLs. Iunderstand the Office of Personnel
Management is working with Congress to remedy this latter discrepancy;
remedial action would aid PBGC in executive recruitment and retention. In
addition, GAO is currently conducting a review of the Corporation’s
compensation system and the challenges PBGC faces in recruiting and retaining
talented professionals. I look forward to reviewing GAQ’s recommendations
when its report is complete.

The PBGC relies heavily on the use of third party contractors in carrying out
its mission. To what extent do you believe it is appropriate for the PBGC to
use outside contractors, and how will you distinguish between those positions
and functions that are inherently governmental and those that can be
contracted out? How will you ensure that such outside contractors are held
accountable? How will you ensure that the PBGC has the ability to
appropriately administer its current and future contracts? What
mechanisms, if any, are needed to ensure that the PBGC’s contractors are
representing the best interests of the PBGC on behalf of insured workers and
retirees? What mechanisms, if any, are needed to ensure that contractors
advising the PBGC on acquisition and financial matters do not have
conflicts-of-interest?

Because PBGC’s workload can fluctuate dramatically with changes in the
economy, it is important to have flexibility in adding to and subtracting from our
workforce. This aspect of our business makes outside contracting an important
management tool for the Corporation.

Government employees set directions and make decisions, while contractors
provide expert and technical advice. OMB has provided guidance on what
constitutes inherently governmental functions that PBGC has since incorporated
into its contracting policies. To successfully oversee contractors, we need to
ensure that succession planning is in place so that institutional knowledge and
required skill sets are not lost over time. There also need to be well-written
statements of work that hold contractors accountable, and well-trained project
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managers to enforce these standards. PBGC has a strong conflicts of interest
policy that applies not only in the selection process but throughout performance to
ensure that all potential conflicts are fully disclosed and dealt with appropriately.
I intend to fully enforce this policy, and to hold myself and all employees and
contractors to the highest ethical standards.

12. Federal agencies have proven vulnerable to loss of personal privacy
information. PBGC collects privacy data from participants and so would be
a natural target for identity thieves. One of PBGC’s internal control
reportable conditions is information security. What is PBGC doing to protect
privacy data and comply with OMB’s requirements?

PBGC has taken numerous steps to help ensure that privacy data and other
Personally Identifiable Information (“PII") are properly protected and handled.
Issues involving PII are identified, referred for action and monitored by the
Privacy and Security Committee, which includes as members senior officials from
our information technology and legal functions.

The Corporation has upgraded and updated intrusion detection systems, antivirus
protections, and firewalls, and uses encryption technology to protect PII on its
networks and laptops. We have also established an incident response team to deal
with any attempts at unauthorized access. Consistent with recent OMB guidance,
PBGC is updating its guidelines on employee access to and use of sensitive
information, and will be issuing a plan by the end of the fiscal year to minimize, if
not eliminate, the unnecessary use of Social Security numbers.

13. The Constitution established a system of checks and balances intended to
ensure the American people of fair, honest and transparent government.
Congressional oversight of executive branch operations is a linchpin of the
checks and balances system. Oversight of government programs and
activities require the review of documents and interviews with agency
officials, and it is critical that we have timely access to the documents and
agency officials to inform our woerk.

1 agree.

14. In furtherance of our oversight responsibilities, we often ask GAO to
evaluate federal government programs and activities. In addition, we may
ask inspector generals to follow up on complaints regarding specific agencies
and/or programs. Will you commit to working with the Congress and the
GAO in a timely and constructive manner to address the oversight and other
needs of the Congress, and will you encourage others to do so?

Yes, I do commit to such and will encourage others to do so.
Questions from Senator Lott

1. Mr. Millard, I wanted to ask you about a pension-related provision that was
enacted earlier this year as part of the Emergency War Supplemental bill. In
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particular, I am referring to section 6615, which I understand is a multi-
billion dollar pension give-away to one or two airlines. As you know, the
Finance Committee has jurisdiction over pension issues. Yet, it is my
understanding that no Member of this Committee has offered public support
or claimed personal responsibility for inserting the provision in the War
Supplemental. In fact, Chairman Baucus and Senator Grassley sent a letter
to the CEOs of American Airlines and Continental Airlines, questioning the
provision. Does section 6615 have the effect of allowing these two airlines to
systematically underfund their workers’ pensions? And can you provide an
estimate of the total amount of skipped pension payments for American and
Continental Airlines under the provision?

Section 6615 provides funding relief to sponsors of plans of commercial airlines
and airline catering companies that have not frozen their pension benefits. 1t does
so by allowing the plans to measure their liabilities using an 8.25 percent discount
rate rather than the significantly lower corporate bond rates that they would have
been required to use under PPA as enacted. Using a higher discount rate lowers
liabilities significantly. Depending on plan demographics, a 200 basis point
increase in the discount rate could reduce liabilities by 20-25 percent. As a result,
a plan that is significantly underfunded using a corporate bond rate could appear
to be at or near a surplus position using a discount rate of 8.25 percent.

Based on information that PBGC received prior to passage of the Supplemental
bill, PBGC estimated that this provision will reduce the minimum required
contributions for American Airlines and Continental Airlines by over $2 billion
over the next ten years relative to what they would have to contribute under the
regular funding rules. The bulk of the reduction will be for the American Airlines
plans.

Other airline/catering firms may also be eligible for this funding relief, but we
believe that the amount of relief would be much smaller in the aggregate than the
relief granted American and Continental.

Questions from Senator Snowe

1. Iam deeply concerned about the deficits in the PBGC program. According
to the PBGC’s 2006 Annual Report, between its single-employer and
multiemployer programs, the PBGC’s combined net position as of September
30, 2006, was -$18.88 billion. Although that was a $4.2 billion net
improvement over the PBGC’s deficit as of September 30, 2005, it is clear
that the PBGC faces a significant shortfall. According to the annual report,
“The Corporation has sufficient liquidity to meet its obligations for a number
of years; however, neither program at present has the resources to fully
satisfy the PBGC’s long-term obligations to plan participants.” Mr. Millard,
as you know, last year, Congress passed the Pension Protection Act of 2006.
Among its numerous provisions, the Act sought to shore-up pension funding
and make permanent termination premiums of $1,250 that companies must
remit to the PBGC for each of three years when those firms terminate their
pension plans. Given the PBGC’s large shortfall, I would like your view as to
whether the Pension Protection Act went far enough toward ensuring that
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plans are funded, and that the PBGC can pay benefits if those plans are
terminated? What else can Congress do to ensure that retirees can count on
their pension benefits? As I mentioned, the PBGC’s annual report indicates
that the Corporation has resources to pay benefits for “a number of years”?
Can you quantify what “a number of years” means and when we will have to
consider additional changes to the PBGC program?

PPA improved the situation, especially with respect to the new benefit limitations.
One major goal of the legislation is to stop companies from continuing to make
promises to their employees that cannot be kept. The PPA also improved the
accuracy of the measurement of plan assets and liabilities, and strengthened the
minimum funding rules. However, most of these new rules have not yet taken
effect under the phase-in provisions of the statute.

I would like to reiterate that giving the PBGC Board authority to adjust the
variable rate premium would be helpful in addressing the existing deficit in the
pension insurance system.

There are too many factors involved to determine a reliable single estimate of
when PBGC might lack sufficient resources to pay benefits when due. These
factors include how well funded future trusteed plans are, how many plans are
trusteed, what percentage of participants in future trusteed plans are already in
pay status, what our investment returns are, what future interest rates are, and
what future premium income is. Unlike Social Security, where revenues and
expenses are reasonably predictable, PBGC is heavily impacted by catastrophic
(very large) claims whose timing and size cannot be reliably predicted. All these
factors cast doubt on the reliability of a single estimated date, but as PBGC noted
in its 2006 Annual Report, the Corporation has sufficient liquidity to meet its
obligations for a number of years.

. The Pension Protection Act of 2006, which Congress passed last August,

made the position of PBGC director confirmable by the Senate. This
Committee, as well as the Health, Education, Labor, and Pensions
Committee, have joint jurisdiction over the director’s nomination.
Previously, the PBGC had an executive director who was selected by the
Chairman of the PBGC’s Board, the Secretary of Labor. Mr. Millard,
understanding that you have only been interim director of the PBGC since
May 23, do you believe that you have all the statutory authority necessary to
carry out all of your responsibilities as PBGC director? Put another way,
did Congress neglect to give you additional powers that you feel would be
helpful when we passed the Pension Protection Act last year?

It would be helpful for PBGC to have additional tools to better manage risk and
minimize loss to plan participants and the pension insurance system. Two areas
of particular concern arise from missed pension contributions during bankruptcy.
The Corporation can perfect liens for missed contributions outside of bankruptcy,
but once in bankruptcy, companies can miss contributions without consequence,
as both United Airlines and US Airways did before terminating their plans.
Allowing PBGC to perfect liens after bankruptcy, and expressly mandating that
required minimum contributions be paid as administrative expenses after
bankruptcy, would address this problem.
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Questions from Senator Kerry

1.

What role do you think defined benefit plans play in our pension system?

As noted previously, DB plans play an important role in the pension system, both
as a source of retirement income for workers and their beneficiaries, as well as a
workforce recruitment tool for businesses.

DB plans typically pay benefits as an annuity for life, and thus, they reduce the
risk that a worker will outlive his retirement income. If an employer determines a
need to reduce its labor force, temporary retirement incentives can be offered in
its DB plan to encourage workers to leave. Morale and productivity of remaining
workers are not as likely to fall when such early retirement “windows” are
provided as when the employer conducts a general workforce reduction.

For a number of reasons, DB plans have been covering a declining share of the
work force over the past 25 years. Still, more than 20 million wage and salaried
workers In private industry are covered today by DB plans. These plans remain a
key source of retirement income for 44 million workers and retirees. Congress
took important steps in PPA -- such as encouraging cash balance and other hybrid
plans -- that can help to strengthen DB plans.

Do you think pension plans that are covered by the PBGC should be
required to diversify their investments? Do you think that there should be
limits on the amounts that private pension plans can invest in hedge funds?

Pension plans covered by PBGC have been required to diversify their investments
under ERISA section 404(a)(1)(C) for over 30 years. Responsibility for enforcing
this provision, and all of ERISA’s fiduciary rules, rests primarily with EBSA
(DOL).

The question of whether there should be limits on private pension investments in
hedge funds also falls under EBSA’s authority. EBSA guidance already requires
ERISA fiduciaries, in exercising their duty of prudence, to consider
diversification, liquidity and risk/reward tradeoffs in making investment
decisions, including hedge fund and private equity investments.

Do you think Congress should amend ERISA to require pension plan
sponsors to report the number of hedge funds they use or the amount of
money invested in them?

Currently, plans with 100 or more participants must list all assets and investments
of the plan on their annual Form 5500. A pending final regulation making
changes to the Form 5500 will require very large plans with 1,000 or more
participants (plans more likely to pose significant risk to the insurance system) to
provide additional information breaking those listed assets into categories, such as
equities, bonds, real estate, etc. Hedge funds would be assigned to a certain
category depending on how these entities invested plan assets.
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4. Ihave heard from a small business that is concerned about its withdrawal
liability. This business participates in a multiemployer plan and it plays by
all the rules, but due to circumstances beyond their control they have seen
their withdrawal liability increase every year. Do you think reforms need to
be made to multiemployer plans beyond what was in included in the Pension
Protection Act of 2006?

Withdrawal liability payments into multiemployer plans can be crucial to the
benefit security of workers and retirees. Withdrawal liability payments help
ensure that retirees receive their full plan benefit and do not suffer reductions.
They also tend to equalize the burden between continuing employers and
withdrawn employers, thus helping to prevent cost shifting among competitors. If
plan assets become depleted, plans have to obtain financial assistance loans from
PBGC to pay benefits at guaranteed levels, which can be well below promised
benefit amounts.

The multiemployer plan funding reforms in PPA should help improve the funded
status of these plans, which has declined in recent years. Improved funding will
reduce withdrawal liability for employers that leave these plans in the future. We
should give the new law time to work and then reassess the need for additional
legislation in light of that experience.
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STATEMENT OF SENATOR GORDON H. SMITH
U.S. Senate Finance Committee
Public Hearing on Confirmations
July 25, 2007

Thank you, Chairman Baucus and Ranking Member Grassley for holding today’s
hearing. It is a great honor to be before this distinguished panel of nominees as they
present their testimony to members of the Finance Committee.

I look forward to hearing from Mr. Kerry N. Weems, nominated to be Administrator of
the Centers for Medicare and Medicaid Services (CMS) in the Department of Health and
Human Services (HHS); Dr. Tevi David Troy, nominated to be Deputy Secretary of
HHS; The Honorable David H. McCormick, nominated to be Under Secretary for
International Affairs in the U.S. Department of the Treasury (Treasury); Mr. Peter B,
McCarthy, nominated to be Assistant Secretary for Management and Chief Financial
Officer, Treasury; and Mr. Charles E, F. Millard, nominated to be Director of the Pension
Benefit Guaranty Corporation (PBGC).

This hearing is an important opportunity to hear directly from the nominees on their
vision for changes and improvements to their respected agencies. Following the
testimonies, I look forward to questioning Mr. Weems, the nominee for CMS
Administrator. Ensuring the strength and sustainability of the Medicare and Medicaid
programs, which will be under Mr. Weems’ prevue, defines much of the job of the CMS
Administrator. I would like to share some issues with Mr. Weems that 1 feel need to be
addressed to improve the programs and see how we can work together to achieve these
goals.

CMS administers the Medicare and Medicaid programs, which provide health care to
about one in every four Americans. Medicare provides health insurance for more than 42
million elderly and disabled Americans. Medicaid provides health coverage for some 44
million low-income persons, including 21 million children, and nursing home coverage
for low-income elderly. Mr. Weems will have a great responsibility running these
programs and I wish him great success.

For the last several years, as a member of the Finance Committee and former Chairman
and now Ranking Member of the Aging Committee, I have been closely monitoring CMS
and how the agency has handled issues of concern to beneficiaries and myself, many of
which remain unresolved. 1would like to take this opportunity to discuss several of these
issues that I hope Mr. Weems will be swift to correct once he takes the helm of the
agency.

In 2005, I had a number of conversations with Dr. Mark McClellan, former CMS
Administrator, about prescription drug plans covering vital drugs used to treat conditions
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like mental illness, HIV/AIDS and cancer. In response, CMS created sub-regulatory
guidance that encourages plans to cover “all or substantially all” drugs in six protected
classes. As we know, sub-regulatory guidance is not binding, and many plans do not
follow it, even though CMS claims that they enforce the guidance through the contracts
they negotiate with each prescription drug plan. Earlier this year, I discussed this issue
with Mr. Weems, but [ was not given a clear indication on what changes CMS will make
with the guidance and how the agency will better enforce it. In response, I have crafted a
bill that would codify this policy.

Second, just recently, CMS announced that it will allow any beneficiary who receives the
low-income subsidy (LIS) to change prescription drug plans on a monthly basis. Prior to
this announcement, only dual eligible beneficiaries had the ability to change plans
monthly. Because I felt this initial policy was inadequate, | filed a bill last Congress and
again this year that would allow all LIS beneficiaries to change their plan options.
However, the bill would limit plan switching to up to two times a year. While, I am
supportive of CMS’s recent decision, monthly plan switching involves a great deal of
communication between CMS, the Social Security Administration (SSA) and prescription
drug plans to be successful. Many beneficiaries have experienced problems accessing
their medications because CMS has had a number of problems communicating changes
with SSA and plans in a timely manner. | am concerned that allowing even more
beneficiaries the option of monthly plan switching will only make the situation worse. 1
would like to hear from Mr. Weems what CMS is doing to ensure that enrollment
information updates occur in the system in a timely manner so that beneficiaries do not
experience problems accessing their medications.

I also am exceedingly frustrated with the multiplicity of problems that persist, some of
which could have been avoided all together, and certainly should have been corrected by
now, but have not, due to technical and administrative inefficiencies. CMS can

and must improve communications among its own divisions, with outside agencies such
as SSA, and with beneficiaries. For example, beneficiaries have been experiencing
inconsistencies in information when they call 1-800-MEDICARE call centers with
questions, as well as major delays as they try to disenroll from Medicare Advantage
(MA) plans.

Currently, I am leading what has been a two and a half year investigation into 1-800-
MEDICARE call centers that include call center visits, and review of call center scripts
for a myriad of MA and prescription drug benefit issues. During the most recent round of
test calls, my staff asked standard questions about the MA disenrollment process and
received inconsistent responses to the questions. CMS informed me that they have acted
to update call center scripts and train staff. However, as with Part D premium withhold
problems, MA disenrollment information update processes at call centers are seriously
lagging. CMS maintains there is no backlog, yet I continue to receive complaints from
plans, State Health Insurance Programs (SHIPs) and advocacy groups regarding
beneficiaries that have been waiting for months for their disenrollment to be processed.
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1 certainly appreciate the hard work of CMS to diligently solve these problems. But at
the end of the day many of the problems are the result of CMS policy and administrative
inefficiencies. On June 29, 2007, I wrote a letter to Leslie Norwalk, acting CMS
Administrator, outlining these issues.

I have high expectations for a CMS Administrator. The CMS Administrator is in charge
of some of the most complex programs in the federal government. These programs make
a huge difference in people’s lives every day and it is the duty of the CMS Administrator
to protect these people. 1 have a number of additional suggestions and concerns that I
look forward to discussing further with Mr. Weems regarding ways to improve
Medicare’s programs and CMS’ systems to better serve beneficiaries. Ilook forward to
Mr. Weems’ answers to my questions today and to working with him closely in the
future.
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STATEMENT BY DR. TEVI TROY
NOMINEE FOR DEPUTY SECRETARY
OF THE DEPARTMENT OF HEALTH AND HUMAN SERVICES
BEFORE THE SENATE FINANCE COMMITTEE
July 25, 2007

Mr. Chairman, Senator Grassley, and members of the Committee,

Thank you for inviting me to appear before you today as the nominee for Deputy Secretary of
Health and Human Services. [ appreciate your scheduling this hearing during this busy time. |
would also like to thank the members of the Committee for meeting with me earlier this month.

1 found our conversations informative and helpful, and appreciate your commitment to the health
and public service mission of this Department.

Before I begin my remarks, 1 would like to take a moment to introduce my family.

Mr. Chairman, I am honored and humbled that the President has chosen to nominate me for this
important position, Iam grateful to the President and to Secretary Leavitt for their trust and
confidence, and for this opportunity to continue to serve our country. If I am confirmed, you
may be assured that I will work to fulfill this trust on behalf of the American people.

Mr. Chairman, I have a written statement that I would ask be included in the record, but would
Just like to share a few things now about my background and my understanding of the HHS
mission and the important role of the Deputy Secretary.

I was born and raised in New York City. My mother and father were teachers with a lifelong
commitment to public service. As teachers, they instilled in me a love for learning and for
sharing knowledge. I have been lucky enough to follow in my parents’ footsteps and spend my
career in public service.

1 began my career as a Ph.D. candidate in American Civilization at the University of Texas.
During that time, I taught students and authored a book on the American Presidency that
analyzed the different ways that Presidents identified and implemented new ideas, and interacted
with those in academia, public policy, politics and the media.

Although I enjoyed teaching and writing, I did not find life in academia to be fully satisfying,
Simply put, I wanted to do more; I wanted to do my part to make things better for all Americans.
I credit my parents and my upbringing with giving me an abiding belief in the importance of
public service: to your country, to your family, to your fellow man,

So I decided to come to Washington, where I learned first-hand how ideas are translated into
action. [ have been fortunate enough to have worked in the House, the Senate, the Department of
Labor, and the White House. These experiences not only helped prepare me for the position for
which I have been nominated, but instilled in me a tremendous respect for our system of
government, including the important role Congress plays.
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When I was nominated to be Deputy Secretary, my Rabbi sent me a letter reminding me of the
importance of the Jewish concept of “Tikkun Olam” or “repairing the world.” He said that this
appointment would give me the opportunity to practice tikkun olam on a grand scale. I've
thought about his comment a lot recently in the context of the Department of Health and Human

Services and its mission.

The Department of Health and Human Services (HHS) touches the lives of every American,
from the elderly and infirm to the young and healthy. HHS has improved the lives of millions of
Americans and it plays a critical role in helping America meet its obligation to help take care of
the poor, the disabled, and the elderly. It reaches out to more than 40 million low-income and
disabled Americans with Medicaid and it serves millions with our nationwide network of
Community Health Centers. HHS also helps provide persons of low income with energy to heat
their homes, give disadvantaged children an early start in education, and prepare for medical
emergencies including possible terrorist acts.

Within this important agency, the Deputy Secretary is responsible for overseeing policy
development for all initiatives and programs. The Deputy also serves as the Regulatory Policy
Officer for HHS, overseeing the development and approval of regulations and significant
guidance.

The next Deputy Secretary will have the privilege of working closely with Secretary Mike
Leavitt and the dedicated professionals at HHS to advance the Department’s mission. I have
enjoyed working with the Secretary over the last few years during my tenure at the White House
- most recently on the HealthierUS Initiative to prevent disease, improve physical fitness, and
promote community health and wellness. Secretary Leavitt is an innovative thinker and former
governor who is driven by a desire to ensure we find the best ways to promote the health of all
Americans.

Each of my public service experiences has reinforced my belief that one voice and one person’s
actions can make a difference. Inherent in the concept of tikkun olam is the simple truth that our
individual responsibilities to repair the world can be combined to change the world for every one
of God’s creatures.

When I return home from work each day and see my wife and our four children, I walk in the
door knowing I have a responsibility to build a better world for the next generation. By working
together, by using the powers of government, and by improving the service of the Department of
Health and Human Services, 1 believe I can do my part to assist HHS in its important mission
and help improve the health and well-being of all Americans and the generations to come.

Thank you again for the opportunity to be here, Mr. Chairman. I ook forward to answering your
questions.
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SENATE FINANCE COMMITTEE
STATEMENT OF INFORMATION REQUESTED OF NOMINEE

A. BIOGRAPHICAL INFORMATION

Name: (Include any former names used.) Tevi David Troy

Position to which-nominated: Deputy Secretary, Department of Health and
Human Services

Date of nomination: Wednesday, May 3, 2007

/}ddress:

Date and place of birth:

Marital status:
Married

Education: (List secondary and higher education institutions, dates attended,
degree received, and date degree granted.)
Ramaz Upper School; 09/1981 — 06/1985; High School Diploma awarded

06/1985
Cornell University; 08/1985 ~ 05/1989; BS awarded 05/1989
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London School of Economics; 09/1987 - 06/1988; General Course Degree

awarded 06/1988
University of Texas, Austin; 09/1992 — 12/1996; Masters awarded 05/1994 and

PhD awarded 12/1996

Employment record: (List all jobs held since college, including the titie or
description of job, name of employer, location of work, and dates of
employment.)

American Enterprise Institute; Researcher; Washington, DC; 12/1989 — 08/1992

University of Texas; Teacher's Assistant; Austin, TX; 09/1993 ~ 09/1994 &
09/1994 — 05/1995

Hudson Institute; Herman Kahn Fellow and then Research Fellow; Washington,
DC; 09/1995 — 08/1996

House Republican Policy Committee; Domestic Policy Director; Washington, DC;
09/1996 — 07/1998

Office of Senator John Ashcroft; Policy Director; Washington, DC; 07/1998 —
01/2001

Joint Economic Committee; Senior Economic Analyst; Washington, DC; 01/2001
-01/2001 :

U.S. Department of Labor; Director of the Office of Faith-Based and Community
Initiatives, Deputy Assistant Secretary for Policy; Washington, DC; 01/2001 —
04/2003

The White House; Special Assistant to the President and Deputy Cabinet
Secretary; 05/2003-05/2004

Bush/Cheney 2004 Re-Election Campaign; Deputy Director of Policy;
Washington, DC; 06/2004 — 11/2004

Self-Employed; 11/2004 ~ 03/2005; served as consultant to Concepts Inc., The
Limited Inc., Navigators Inc., Paramount Capital Inc., and Rabin, Sheves, Lipkin-
Shahak & Birger Inc. (RSLB).

The White House; Deputy Assistant to the President for Domestic Policy;
Washington, DC; 03/14/2005 - Present

Government experience: (List any advisory, consultative, honorary, or other part-
time service or positions with Federal, State or local governments, other than
those listed above.)
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Delegation Membér of The Organization for Security and Co-operation in Europe
Anti-Semitism Conference, April 28-29, 2004- Betlin

Business relationships: (List all positions held as an officer, director, trustee,
partner, proprietor, agent, representative, or consultant of any corporation,
company, firm, partnership, other business enterprise, or educational or other
institution.)
Self-Employed; 11/2004 — 03/2005; served as consultant to Concepts Inc., The
Limited Inc., Navigators Inc., Paramount Capital Inc., and Rabin, Sheves, Lipkin-
Shahak & Birger Inc.(RSLB).
Paid Speeches/Lectures:
“The Bush Administration,” The Limited, November 2004.
“The Bush Administration,” Columbus Bar Association, December 2004.
“The Bush Administration,” WestLB Bank, December 2004.
“The Bush Administration,” Gerber Capital Management, January 2005.
“The Bush Administration,” Krupin-O'Brien, January 2005.

“The Structure of the Executive Office of the President” Washington
Campus, January 2005.

“The Structure of the Executive Office of the President” University of
Pennsylvania in Washington, February 2005.

“Church-State Relations,” (panel discussion), Jewish Council for Public
Affairs, March 2005.

“The Bush Administration,” Stern College students, March 2005.

“The Structure of the Executive Office of the President” Washington
Campus, March 2005.

Memberships: (List all memberships and offices held in professional, fraternal,
scholarly, civic, business, charitable, and other organizations.)

Member of Kesher Israel Synagogue, 1996 — 2001

Member of the Kemp Mill Synagogue, 2002 — current
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Associate Member of the Young Israel Shomrei Emunah, 2003 — current
Former member of the Capitol Jewish Forum.
No offices held at any of the above

Political affiliations and activities:

a.  List ali public offices for which you have been a candidate.
None ‘
b. List all memberships-and offices held in and services rendered to all

political parties or election committees during the last 10 years.

Bush/Cheney 2004 Re-Election Campaign; Deputy Director of Policy;
Washington, DC; 06/2004 — 11/2004

Volunteer for John Ashcroft for Senate, 2000 campaign; took one week's
vacation time to work on Jewish outreach in the campaign office in
Missouri.

c. Itemize all political contributions to any individu‘al, campaign organization,
political party, political action committee, or similar entity of $50 or more
for the past 10 years.

Bush'04 - $1018
Bush *00 - $500

Honors and Awards: (List all scholarships, fellowships, honorary degrees,
honorary society memberships, military medals, and any other special
recognitions for outstanding service or achievement.)

Fellowships: University Fellow, University of Texas; Salvatori Fellow, Heritage
Foundation; Publius Fellow, Claremont Institute; Herman Kahn Fellow, Hudson
Institute; Claude R Lambe Fellow, Institute for Human Studies.

Young Leadership Award, American Friends of Lubavitch

Published writings: (List the titles, publishers, and dates of all books, articles,
reports, or other published materials you have written.)

Books :
Intellectuals and the American Presidency: Philosophers, Jesters, and
Technicians, (Lanham: Rowman & Littlefield, 2002)
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Dissertation: Ideas in Action: The White House Intellectual, 1996, University of
Texas.

Articles
Review of Right Turns, National Review Online, January 28, 2005.

“A Rich Tradition,” National Review Online, June 7, 2004.

Review of The Truth of Power: Intellectual Affairs in the Clinton White House,
The Wall Street Journal, September 13, 2001.

Arthur Schiesinger, Worthy Adversary,” Policy Review, February/March, 2001.
“My Boss the Fanatic,” The New Republic, January 29, 2001.

“Ehud Barak, Arabist,” National Review online, December 11, 2000.

“The Family Man,” National Review online, December 1, 2000.

“The Desert Chamberlain,” National Review online, November 29, 2000.

“Al Gore’'s Game of Life,” Rising Tide, with James Carter, Fall 2000.

“Risky Schemes: Gore’s Proposals Would Sure Make LBJ, FDR Proud,”
Investor's Business Daily, with James Carter, September 28, 2000.

“George W. and the Intellectuals,” Washington Times, September 14, 2000.

Review of The Paradox of American Democracy : Elites, Special Interests, and
the Betrayal of the Public Trust, Perspectives in Political Science, Spring, 2000.

“Does Public Care About Tax Cuts?” Investor's Business Daily, with James
Carter, May 10, 2000.

“Flatten the IRS," Investor's Business Daily, with James Carter, January 7, 2000.

Review of Freedom From Fear, Washington Times, July 4, 1999.

“The Right Moment,” Review of The Conservative Revolution, The Wall Street
Journal, April 27, 1999.

“From Left to Right: The Punditry of Max Lerner,” The Weekly Standard, March
8, 1999.
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Review of Whatever It Takes, Perspectives in Political Science, Winter, 1997.

Review of Reconstructing America, Washington Times, November 1, 1997,

*Downsizing: Myth and Reality," Journal of Commerce, May 14, 1996.

Frequent book reviewer for the Indianapolis Starin 1995 and 1996; titles include
Primary Colors, The Nightingale's Song, Showdown, On the Brink, Neo-
conservatism, Partners in Power, and Storming the Gates.

"What Dole Might Have Told the NAACP," Knight-Ridder News, July 25, 1996.
"Prague-lodytes,” National Review, October 19, 1992.

“An Intern's Eye View of Washington," Washingtonian, August, 1992.

*Faster Hollywood! Kill! Killl" Reason, July/August, 1992.

Review of The Power and the Glitter, Crisis, September 1991.

"The Fanny Hill Phenomenon," The American Enterprise, March/April, 1991.

Speeches: (List all formal speeches you have delivered during the past five
years which are on topics relevant to the position for which you have been
nominated. Provide the Commitiee with two copies of each formal speech.)

| have given over 100 speeches over the last six years as a representative of the
Bush Administration, from both the White House and the Department of Labor.
While working for the Bush campaign from June to November of 2004, | also
gave numerous speeches, largely to Jewish organizations.

Most common topics include:
- American Competitiveness Initiative- general talking points attached
- The President and the Jewish Community- general talking points
attached
- The Bush Administration- general talking points attached

Formal speech given to NYU Law School at the NYU World Financial Policy
Forum; 4/11/07- speech attached

I have also given the following speeches in my own name, and not representing
the administration or the Bush campaign (not done from formal, prepared talking
points):

“Intellectuals and the American Presidency” (book talk)
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- The Heritage Foundation, May 16, 2002

- Helsing/Pinkerton Book Luncheon, May 16, 2002
- American Friends of Lubavitch, May 15, 2002

- American Enterprise Institute, May 18, 2002

“The Bush Administration,”
- The Limited, November 2004
- Columbus Bar Association, December 2004
- West LB Bank, December 2004
- Gerber Capital Management, January 2005
- Krupin-O’'Brien, January 2005
- Stern College students, March 2005

“The Structure of the Executive Office of the President”
- Washington Campus, January 2005
- University of Pennsylvania in Washington, February 2005
- Washington Campus, March 2005

“Church-State Relations,” (pane! discussion), Jewish Council for Public Affairs,
March 2005.

Qualifications: (State what, in your opinion, qualifies you to serve in the position
to which you have been nominated.)

As the Deputy Assistant to the President for Domestic Policy, | have been
responsible for managing strategy and policy processes for all domestic policy
issues. | have worked to build consensus across the Administration in order to
effectively implement the President’s agenda.

While at the Domestic Policy Council, | have worked closely with HHS policy
issues and initiatives — including health information technology; public heaith,
disease prevention; fitness; food and drug regulation; welfare; and family
Services.

Previously, | served as Deputy Cabinet Secretary at the White House. In this
role | was responsible for coordinating policy efforts and logistics with Cabinet
agencies and White House offices.

| also have significant experience in managing regulatory policy at the cabinet
level. While at the Department of Labor, | was responsible for overseeing the
department's regulatory processes, including the review of existing and
proposed regulatory efforts.

I have extensive speaking experience on behalf of the administration and feel
that | am well prepared to represent Secretary Leavitt and the Department of



116

Health and Human Services in official capacity and public fora.

B. FUTURE EMPLOYMENT RELATIONSHIPS

Will you sever all connections with your present employers, business firms,
associations, or organizations if you are confirmed by the Senate? If not, provide
details. .

Will continue relationship with present employer (the Federal government).
Otherwise, yes | will sever all connections, but have none.

Do you have any plans, commitments, or agreements to pursue outside
employment, with or without compensation, during your service with the
government? If so, provide details.

No.

Has any person or entity made a commitment or agreement to employ your
services in any capacity after you leave government service? If so, provide
details.

No.

If you are confirmed by the Senate, do you expect to serve out your full term or
until the next Presidential election, whichever is applicable? If not, explain.

Yes.

C. POTENTIAL CONFLICTS OF INTEREST

Indicate any investments, obligations, fiabilities, or other relationships which
could involve potential conflicts of interest in the position to which you have been
nominated.

To avoid any conflicts or appearance of conflicts, | have agreed to divest various
holdings and take other action as outlined in my ethics agreement (attached).

Describe any business relationship, dealing or financial transaction which you
have had during the last 10 years, whether for yourself, on behalf of a client, or
acting as an agent, that could in any way constitute or result in a possible conflict
of interest in the position to which you have been nominated.

None- but pursuant to my ethics agreement, 1 will consult with department ethics
consultant to make sure no conflicts of interest arise.; however, this is the list of
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clients | had during my brief career as a private consultant: Concepts Inc., The
Limited Inc., Navigators inc., Paramount Capital Inc., and Rabin, Sheves, Lipkin-
Shahak & Birger Inc. (RSLB).

Describe any activity during the past 10 years in which you have engaged for the
purpose of directly or indirectly influencing the passage, defeat, or modification
of any legislation or affecting the administration and execution of faw or public
policy. Activities performed as an employee of the Federal government need not

be listed.
None

Explain how you will resolve any potential conflict of interest, including any that
may be disclosed by your responses to the above items. (Provide the Committee
with two copies of any trust or other agreements.)

1 do not believe there are any such conflicts of interest, but | will follow the advice
of the Department’s ethics officials should such potential conflicts arise.

Two copies of written opinions should be provided directly to the Committee by
the designated agency ethics officer of the agency to which you have been
nominated and by the Office of Government Ethics concerning potential conflicts
of interest or any legal impediments to your serving in this position.

Attached.

The following information is to be provi‘ded only by nominees to the positions of
United States Trade Representative and Deputy United States Trade
Representative:

Have you ever represented, advised, or otherwise aided a foreign government or
a foreign political organization with respect to any international trade matter? If
s0, provide the name of the foreign entity, a description of the work performed
{including any work you supervised), the time frame of the work (e.g., March to
December 1995), and the number of hours spent on the representation.

N/A
D. LEGAL AND OTHER MATTERS

Have you ever been the subject of a complaint or been investigated, disciplined,
or otherwise cited for a breach of ethics for unprofessional conduct before any
court, administrative agency, professional association, disciplinary committee, or
other professional group? If so, provide details.
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No
Have you ever been investigated, arrested, charged, or held by any Federal,
State, or other law enforcement authority for a violation of any Federal, State,

county or municipal law, regulation, or ordmance other than a minor traffic
offense? If so, provide details.

No

Have you ever been involved as a party in interest in any administrative agency
proceeding or civil litigation? If so, provide details.

Yes. Civil suit of Cyril and Rama George in the D.C. Superior Court. They were
tenants who defaulted on payment. Case filed 4/20/2000; court ruled in our
favor on 1/11/01, but we were never paid.

Have you ever been convicted (including pleas of guilty or nolo cOntendere) of
any criminal violation other than a minor traffic offense? I so, provide details.

No

Please advise the Commitiee of any additional information, favorable or
unfavorable, which you feel should be considered in connection with your
nomination.

None

E. TESTIFYING BEFORE CONGRESS

If you are confirmed by the Senate, are you willing to appear and testify before
any duly constituted committee of the Congress on such occasions as you may
be reasonably requested to do so?

Yes

if you are confirmed by the Senate, are you willing to provide such information as
is requested by such committees?

Yes
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Senate Finance Commnittee
Hearing on Nominations, Wednesday, July 25, 2007
Response to Questions for the Record, by Dr. Tevi Troy

The Honorable Chairman Bancus

b
Question:

Dr. Troy, last week, former Surgeon General Richard Carmona said that the current
administration repeatedly stopped him from bringing science based information to the public on
major health care issues such as embryonic stem cell research, alternatives to abstinence only sex
education, and the effects of second hand smoke. He went on to say that his speeches and reports
were edited because they didn’t fit the president’s political agenda. What assurances do I have
that you will ensure that the Department uses only the best science available to make policy
decisions and will put the interests the Department’s beneficiaries first? Will you remain
independent and neutral in the face of political and industry pressure?

Answer:

1 believe it is critical that policy decisions be guided by a full understanding of the best science
available. If confirmed, one of my goals as Deputy Secretary would be to work to ensure that we
use the best science and put beneficiaries first. I will continuve to remain an independent actor.

The Honorable Senator Grassley

1)
Question:

Health information technology can play a major role in reducing medical errors and improving
the quality of health care. You have helped with White House efforts to promote adoption of
health IT. Many people believe that significant federal funding will be required for more
widespread adoption of health IT by physicians and other providers. However, the
Administration’s position and that of the Department of Health and Human Services has been that
providers should adopt health IT as a “normal cost of doing business™ to ensure patients receive
high quality care.

e How do you envision working with the Centers for Medicare and Medicaid Services to
coordinate the Department’s efforts to foster the adoption of health IT with CMS’ efforts
to improve quality in Medicare?

¢ Do you agree that more federal funding should be provided to encourage physicians and
other providers to adopt health IT?

» From your vantage point, are there additional steps that you think Medicare could take to
foster more widespread adoption of health IT, especially by physicians and other
providers with small practices and those in rural areas with limited resources?

Anpswer:
If confirmed, I intend to make sure the President’s executive order on health IT is fully

implemented by CMS. I would work with CMS to develop the right incentives for adoption of
health IT and evaluate the appropriate payment mechanisms for delivering those incentives.
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1 believe that continued federal investment is critical to the development and adoption of
interoperable health IT. CMS is supporting the adoption and effective use of health information
technology by physicians through the Doctor's Office Quality - Information Technology (DOQ-
IT) project and Medicare Care Management Performance (MCMP) demonstrations, these
demonstrations are efforts that I intend to support and develop as necessary. In addition, I plan to
work with stakeholders and the Department to determine if there are additional steps that CMS
could take to encourage more widespread adoption among small and rural providers.

2)
Question:

As Deputy Secretary, you would serve as the Chief Operating Officer for the Department of
Health and Human Services. HHS is responsible for numerous programs intended for the health
and well-being of all Americans. Policy decisions concerning the operation of HHS programs
can result in different impacts for Americans in urban versus rural areas. This Committee has
done much to ensure that Americans in rural areas benefit from HHS programs as much as those
in urban areas.

As Deputy Secretary, how would you ensure that Americans in rural areas will benefit from HHS

programs?
Answer:

This is a critical issue, and I am committed to ensuring that HHS continues to work to improve
the health and well-being of Americans who live in rural areas. Today, a number of programs
help rural areas. The Administration has invested significantly to expand the number of
Community Health Centers and to support the National Health Service Corps, which provide
significant assistance to rural areas. In addition, as you know, Medicare serves a significant
amount of rural Americans, and I am committed to ensuring that Medicare and other HHS policy
decisions constantly take into account the needs of rural patients, to ensure that they have access
to quality and affordable health care. I am supportive of the work these and other programs are
doing and hope to continue work to ensure that Americans in rural areas benefit from HHS

programs.

3)
Question:

As Deputy Secretary, you would serve as the Regulatory Policy Officer for the Department of
Health and Human Services. The work of this Department benefits all Americans and its
regulations can significantly impact individuals and businesses alike. The regulatory process has
not been without criticism. Some have voiced considerable concern about the regulations®
development process and whether stakcholders are truly able to participate. Others are concerned
that regulations may be burdensome and they actually pose barriers for affected parties to carry
out their responsibilities.

As Deputy Secretary, how would you assess and, if necessary, reform the regulatory process at
HHS?



121

Answer:

As you know, HHS conducts a broad range of programs mandated by Congress to protect and
promote the health and well-being of all Americans, focused especially on those least able to help
themselves. The Department’s regulatory efforts include: Medicare, Medicaid, support for public
health preparedness, biomedical research, substance abuse and mental health treatment, assurance
of safe and effective drugs and other medical products, food safety, financial assistance to low
income families, Head Start, services to older Americans, and direct health services delivery. 1
believe that we must ensure that these regulatory processes work efficiently and encourage public
participation. If confirmed, I would work with each of the Department’s operating divisions to
ensure that these regulatory processes are as efficient and transparent as possible.

4)
Qnestion:

As you may or may not know, there are two outstanding subpoenas at the HHS issued by the
Committee, one of which requests documents and a privilege log of any documents that are
withheld from the Committee and the other requests access to a line agent who is presently
employed by the FDA.

We have been told that we may not have access to Agent Robert West because he is a line agent.
HHS has asticulated from time to time that this instruction is being given to HHS from, among
others, the Department of Justice. However, ] am troubled by this excuse because this Committee
has had access to line agents in the past, including line agents at the FDA and at the FBI. In fact,
Attorney General Gonzales himself confirmed last year when he testified before the Judiciary
Committee that the Department of Justice has in the past provided to Congressional committees
and their staff members, access to line attorneys, line FBI agents, assistant US attorneys and
investigators.

e What is your position about this Committee receiving access to line agents at the HHS?
Please be specific.

Answer:

1 recognize that Congress has a strong interest in information that aids its legislative function. If

confirmed, I am committed to finding ways to work with Congress to accommodate its needs,

while protecting appropriate Executive Branch interests.

Question:

o 1 have asked for the names of the attorneys at both the HHS and the Department of

Justice who are providing advice and counsel regarding this Committee’s access to line
agents, and to date we have not received those names. Please provide those names to us.

Answer:

I am not at the Department and am not familiar with the names of Justice Department or HHS
attorneys who have been consulted. As1 have stated, I am committed to finding ways to
accommodate Congressional inquiries, and will look into this if confirmed.
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Question:

¢ During the course of a meeting that I had at the HHS, when I requested access to Agent
West, | was advised that Agent West could only speak to me if he formally declared
himself a whistleblower under the law. Now that does not make sense to me. Why does a
federal employee need to declare himself a whistieblower to talk to me; nonetheless that
is what I was told. When I asked for an explanation, I was told that was what the
Department decided. Accordingly, do you believe that a federal employee, who is a line
agent, needs to declare himself or herself a whistleblower to speak to Congress? Please
provide to me a detailed explanation of your position. In addition please set forth for me
an outline and chronology of where that position came from, including who was involved
in the development of that decision? Please be very specific.

Answer:

1 do not believe that a federal employee who is a line agent needs to declare himself or herself a
whistleblower to speak to Congress. With respect to your question on the Department’s position,
I was not at the Department at that time and am unfamiliar with the background behind the
decision. As I have stated, ¥ am committed to finding ways to accommodate Congressional
inquiries.

Question:

* During your time in the White House, did you ever participate in any discussions
addressing this Committee’s ability to receive information from the HHS, including but
pot limited to the FDA and CMS? If so, please describe those discussions.

Answer:
No.
Qnuestion:

* Are you aware that in response to requests for documents, this Committee has received
hundreds of pages stating that pages have been removed, such as “57 pages removed,” or
“43 pages removed?” Other documents have whole pages, paragraphs or sentences
redacted with no explanation as to why. Sometimes documents are marked redacted;
other times they are not marked, even when it is evident that information is missing. Do
you think document submissions like these are responsive to Committee requests? Please
explain in detail. What is your position on producing a privilege log of documents
withheld and why? Will you commit to providing to the Committee a privilege log by
September 1, 2007?

Answer:

I am not at the Department and am unfamiliar with the specific circumstances you describe. In
general, I believe the Department should strive to find a way to provide the Committee with the
information it needs to conduct oversight activity in aid of its legislative function, while also
preserving the legitimate Executive Branch interests at stake. I commit to working with the
Committee in ensuring that the Department is responsive to its requests, consistent with these
principles. Ibelieve there are ways to accommodate legitimate Congressional interests without
compromising important Executive Branch interests. For example, there may be circumstances in
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which providing a listing of withheld documents would meet the Committee’s legitimate
oversight needs.

5)

Question:

We are aware that a Memorandum of Understanding was executed some time ago between the
Office of Inspector General at the Department of Health and Human Services and the Food and
Drug Administration. Among other things that MOU transferred a number of responsibilities
from the HHS OIG to the FDA. Questions bave arisen as to whether or not FDA is notifying OIG
about investigations to the extent promised in the MOU and whether or not FDA has been
thorough and effective when investigating its own employees. Accordingly we would appreciate
your responses to the following questions:

» Please describe for the Committee your views about the continued need for this MOU

and whether or not it has been appropriately implemented?

* Are you aware of any issues that have come up regarding whether or not all appropriate
cases have been referred to OIG, particularly all matiers involving the potential violation
of criminal conflicts of interest statutes by FDA employees? If so, please describe those
issues in detail. Please determine whether or not all appropriate cases have been referred
to HHS OIG pursuant to the MOU;; particularly all matters involving the potential
violation of criminal conflicts of interest statutes by FDA employees?

e What actions will you take to ensure that HHS OIG will have access to the docket of all
FDA’s cases so that it can be sure that it can provide the proper oversight and monitoring
of FDA’s compliance with the MOU? At this time the HHSOIG does not have access to
the FDA docket.

Anpswer:

I am not familiar with the Memorandum of Understanding that you referenced. If confirmed, T
would hope to review the MOU and any issues surrounding it in consultation with the HHS
Office of Inspector General and the Food and Drug Administration, and seek the input of
Congress, in order to ensure that the Memorandum of Understanding continues to serve its
purpose and that it is being effectively implemented.

6)
Question:

The Senate Committee on Finance has an ongoing inquiry into allegations of mismanagement at
the National Institute of Environmental Health Sciences (NIEHS), one of the institutes within the
National Institutes of Health. This Institute falls directly under the purview of the HHS.
Specifically, the press reported that the NIEHS director, David Schwartz, was allowed to testify
in asbestos cases and made over $150,000 while running the NIEHS. This occurred even after
NIH supposedly strengthened their conflict of interest policies in 2004.
*  Would you please share with the Committee your views regarding waivers being granted
for the purpose of permitting federal employees to engage in outside activities? Do you
believe there should be limitations on the amount of income an employee can receive
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from outside entities while one is employed by the federal government? If so, what is that
sum?

Answer:

First, I hold myself to the highest ethical standards and have similar expectations for those around
me. As you know, under regulations promulgated by the Office of Government Ethics, federal
employees are generally permitied to engage in certain, prescribed types of outside activities,
after receiving permission to engage in such outside activities. There are important reasons that
outside activities should be permitted, consistent with all legal and regulatory standards and
subject to strong oversight. As you know, there are limits on income for certain levels of federal
employees, which I believe is appropriate. fconfirmed, I would consult with the Department’s
legal and ethics experts, as well as other interested parties, to further explore this issue.

Question:

+ Do you believe that information regarding the outside activities and income derived by
federal employees should be readily available to Congress and to the public? Please
explain your position in detail.

Answer:

1 believe that transparency is a critical principle that must inform any consideration of this issue.
As you know, such information is publicly available for many federal employees today. I believe
that we should seek to maintain a balance between the public's right to know and individual
privacy. :

Question:

e The Committee is reviewing, and has reviewed in the past, the outside activities of
senior-leve]l NIH employees, among other HHS officials. The HHS OIG found that
between 2001 and 2003, 40 percent of NIH senior-level employees received approval for
319 outside activities, in which NIH officials were compensated for nearly half of those
events. The OIG also determined that NIH’s ability to review outside activities is
limited. What is your position on HHS senior-level employees being paid for
participating in outside activities such as teaching or consulting?

Answer:

I believe that outside activities, such as teaching, are important and should be permitted,
consistent with all legal, ethical and regulatory standards and subject to strong oversight. If
confirmed, I would consnlt with the Department’s legal and ethics experts, as well as other
interested parties, to further explore this issue.

Question:

* Do you believe that NIH and HHS have adequate mechanisms in place to ensure that
senior-level officials involved in outside activities maintain impartiality in their Federal
capacities? If yes-please explain; if not please identify what improvements you would
like to implement.
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Answer:

1 am aware that NIH created new ethics regulations in August 2005 that sought to improve the
ability to ensure and maintain appropriate ethical safeguards for employees. If confirmed, I
would consult with the Department’s legal and ethics experts, Congress and other interested
parties, to assess the adequacy of these regulations.

The Honorable Senator Snowe

1))

Question:

Every child deserves nurturing parents and a safe and loving home to call their own.
Unfortunately, there are thousands of children throughout the country whose parents are unable to
care for them. Children shuffled around in foster care face emotional, behavioral and academic
challenges. This situation is exacerbated by a shortage of licensed homes, and a child welfare
workforce that experiences a turnover rate of 20 percent in public agencies and 40 percent in
private agencies. Everyone can agree that the way we fund the Title IV-E Child welfare program
is in desperate need of reform. Due to the eligibility restrictions linked to outdated pre-welfare
reform income standards, the level of federal support for children through Title IV-E is
consistently eroding away over time. Today, only 50 percent of all children in foster care are
supported with federal funds based on current eligibility. Clearly we should improve this program
10 better suit the needs of the vulnerable children it serves. Several states have obtained federal
waivers 1o test “assisted guardianship” programs as part of their efforts to help achieve more
permanency in the foster care system. In fact, I have joined Senator Hilary Clinton in introducing
legislation that gives grandparents and other relatives some of the same support and services that
are currently available to foster parents. The Administration has long sought to block grant the
Title IV-E Child welfare program, citing increased flexibility for states. Those opposed to the
President’s proposal argue that turning Title IV-E into a block grant will make it a vulnerable
target for cuts in difficult budget years, citing the Administration’s proposed cuts to the Social
Services Block Grant over the past several years as a prime example. Simply maintaining the
status quo on child welfare is just not good enough for these vulnerable children. As Deputy
Secretary of Health and Homan Services, how will you work to achieve meaningful progress on
child welfare reform in the Administration’s remaining 18 months in office?

Answer:

Title IV-E child welfare programs are an important element of the safety net and protect some of
our most vulnerable citizens, abused and neglected children. If1 am confirmed, I hope to work
with Congress to improve these programs for children by increasing flexibility for States in using
IV-E funds. The President’s proposal for a Child Welfare State Option is one alternative that
would assist states to stabilize the funding base for their child welfare systems while permitting
them to fund preventive services that are not currently allowable within the program. In
addition, I am very excited about the President’s proposed research-based initiative to put nurses
in the homes of first time mothers to provide social services and health counseling. This is the
sort of experimental program that many States are incorporating in their child welfare efforts, but
that Federal IV-E dollars are prohibited from funding. Clearly, financing for foster care, adoption
assistance, and related child welfare programs must remain a federal priority, and { am committed
to working with Congress to ensure that the vulnerable populations these programs serve are
protected.
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2)
Question:

Last August marked the 10 year anniversary of welfare reform. We can all agree that we want to
build on the momentum of falling caseloads by transitioning families off welfare and into
economic self-sufficiency. Yet it is not good enough simply to say we want to reduce the number
of families on welfare. 1 believe that good jobs should be the priority ~ jobs that will lead toward
financial independence and finally break the intergenerational cycle of dependency on public
assistance. In order to accomplish this, we must give families the necessary tools to make them a
success. For some people that means job training, for others, that could mean dealing with
barriers to employment like substance abuse or domestic violence, and for others, that might
mean access to education that will secure them a good job and that will get them off and keep
them off of welfare. The Parents as Scholars program has been a success in Maine and has
helped thousands of low-income parents to obtain a post-secondary degree and thereby
significantly reduce their need for TANF in the future. | have concerns that there isa
misunderstanding about how the program works. Last June, the preamble to the interim final
rules regarding the TANF reauthorization stated that the “TANF program was never intended to
be a college scholarship program for postsecondary education.” The Parents as Scholars program
does not operate as a scholarship program, meaning it does not pay for the tuition of participants.
Instead TANF funds are used to provide parents the supports, like child care and transportation,
which they need to attend and stay in school. These are exactly the same types of supports as
parents engaged in other “work activity” receive. Parents in the program take advantage of other
sources of funding for tuition or take out loans. Assistance with tuition is provided in very rare
occasions. Without the support services that parents receive, it would be impossible for them to
juggle the responsibilities of caring for their children and school. In addition, the Deficit
Reduction Act did not compel HHS to establish a definition of vocational educational training
that excludes all baccalaureate degrees. How can HHS better incorporate education and training
programs to truly help lift welfare families out of poverty?

Answer:

One of the most important goals of welfare reform was to help people become self sufficient.
TANF has been a truly remarkable example of a successful federal-State partnership. Millions of
parents have left welfare for work, reducing the TANF rolls by nearly 60 percent while also
achieving great improvements in a range of outcomes for low-income families and children.. I
appreciate your personal commitment to strengthening the TANF program, and agree that
‘education can be an important component to help people achieve self sufficiency. If confirmed, I
will work with Congress to ensure that States have the resources and flexibility they need to meet
their TANF work participation requirements and build upon the program’s historic success
improving outcomes for participants and their children.
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Senate Finance Committee
Hearing on Nominations, Wednesday, July 25, 2007
Response to Questions for the Record, by Dr. Tevi Troy

The Honorable Senator Stabenow:

D

Question: : .

The CDC-finded WISEWOMAN program currently provides free heart disease and stroke
screening to low-income uninsured women in 14 states, including Michigan.

Since Congress established this program as a demonstration program in 1993, it has been very
helpful in helping women reduce their risk for heart disease and stroke. In fact, 3 out of 4 women
screened by the program have at least one risk factor for cardiovascular disease.

1 believe we need to put more emphasis on prevention of disease by expanding the
WISEWOMAN program to all 50 states, and I have introduced legislation, the HEART for
Women Act, that would do that. What is HHS’ plan for expanding this program?

T am concerned that only 13 states receive funding to actually implement state-tailored programs
and only another 20 states receive planning grants under the CDC’s State Heart Disease and
Stroke Prevention Program, despite the fact that heart disease, stroke and other cardiovascular
diseases remain the No. 1 killer in every state and we know how to prevent these often deadly and
disabling discases.

During the recently completed national competition for funds under this program, 49 states
applied but only 33 states were funded. Michigan was one of the fortunate 4 states to be added to
the program for a planning grant—the first states added to the program since 2002.

Please tell the Committee how HHS plans to make this program available to all 50 states?

Answer:
As you know, current legislation caps the number of WISEWOMAN sites. Next year, states will

have the opportunity to re-compete for WISEWOMAN programs after a new Funding
Opportunity Announcement is released.

Concerning CDC’s State Heart Disease and Stroke Prevention Program, CDC has been able to
provide funding to 33 states plus the District of Columnbia. This is in addition to a new funding
opportunity, called “Optional Funding for Capacity Building.” This new award provides States
the ability to support demonstration interventions and thereby reach more people. CDC has
reported that Michigan is one of the states that has received an Optional Funding for Capacity
Building award.

I share your commitment to addressing the risk of heart disease and stroke, and hope to continue
work to accomplish this.
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The Honorable Senator Cantwell:

D

Question:

Mr. Troy, I have long been committed to supporting the health care workforce and encouraging
education to strengthen the pool of people coming into the workforce. This will be an enormous
challenge to the nation as baby boomers age and the need for care grows exponentially.

When I meet with hospital officials, they often tell me how the lack of allied health professionals
affects the care that patients receive. 1 have introduced legislation to create greater opportunities
in the allied health professions and improve patient care, spur job growth and help boost our
economy. :

I also sponsored the National Health Service Corps (NHSC) Loan Repayment Act to bring more
doctors and nurses to rural and underserved communities.

There is more HHS can be doing both to serve rural and underserved areas and to prepare for the
coming needs of the baby boomers.

What strategy would you pursue at HHS to ensure that patients, especially in rural and
underserved areas, have access to a qualified health care workforce?

Answer:

If confirmed, I would work to continue the Secretary’s focus of targeting HHS resources on those
programs which have the most successful track record in improving and increasing health care
services and personnel in our Nation’s most underserved areas and communities. These efforts
would include secking increased resources to expand our Nation’s system of Community Health
Centers, including the extension of the Health Center Program into rural America through the
high poverty initiative, and support for the National Health Sexvice Corps (NHSC) and nursing
programs that provide direct patient care in rural and underserved areas. Further, I believe it is
vital that we continuously evaluate the current health care needs of our most vulnerable
communities, and that health care plans and services be adjusted according to these needs and any
other changes in their environment.

The Honorable Senator Ensign:

D

Question:

We need to act quickly to complete the long overdue work to improve efficiencies and reduce
medical errors. What is the most significant barrier to making the dramatic changes necessary?

Answer:

1 share your commitment to improving the quality of health care for all Americans, and I believe
there are key steps that we can take to accomplish this goal. One of these steps includes the
passage of medical litigation reform, which the President has supported, consistent with
legislation that you have proposed. We can also make steps through successful implementation
of the Patient Safety and Quality Improvement Act of 2005, which was passed to remove barriers
to a culture of quality improvement. Finally, I hope to continue work that is presently underway
to support the development and adoption of interoperable health information technology that can
improve health care quality.
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2)

Question:

I believe we need to develop and encourage the use of best practices and clinical practice
guidelines so that doctors and patients have the information they need to make appropriate
clinical decisions. How can health information technology facilitate the use of best practices?

Answer:
As you know, the widespread adoption of interoperable health information technology holds

significant potential to improve health care quality for all Americans. One of the many ways that
such technology can improve health care guality is by including and reminders for providers
based on consensus, scientifically-validated best practices and quality measures. I am excited by
the potential of health IT to improve health care quality and look forward to working with
Secretary Leavitt to continue to make progress in this area.

3)

Question:

1 am concerned about the rising cost of health care. Altogether, medical liability adds billions to
the cost of health care each year — which means higher health insurance premiums and higher
medical costs for all Americans. The direct cost of medical liability coverage and the indirect
cost of defensive medicine increase the amount the federal government must pay for Medicare,
Medicaid, the State Children’s Health Insurance Program, Veterans® Administration Health Care,
health care for federal employees, and other government programs. What is the direct and
indirect cost of our current medical liability system? What can be done to reduce the amount of
taxpayer’ money the federal government spends in this area?

Answer:

1 share your concern about the rising costs of health care. The current medical liability climate
imposes significant costs on both public and private health care programs, whether through high
medical liability insurance premiums that increase overhead, or through encouraging defensive
medicine practices. Perhaps even more important than the direct costs imposed by the system are
the perverse incentives that prevent the sharing of information vital to eliminating the medical
errors that cause patient injury. Furthermore, the medical lability system is costly, combative,
time consuming, and fails to compensate patients injured by medical errors in a timely fashion.

The President supports meaningful liability reform that puts patients rather than lawyers first; that
provides quick compensation for injured patients; that encourages the open sharing of information
needed to prevent medical errors and improve quality of care; and that discourages frivolous
lawsuits that drive up costs and hamper caring hands from delivering the right care at the right
time.

9

Question:

1am interested in the President’s proposal to expand Health Savings Accounts (HSA). The
President’s proposal would make these accounts more accessible to individuals with lower
incomes, and more portable so that both the HSA and the high-deductible bealth plan can go with
a person when they change jobs or move. Las Vegas is booming in terms of population growth.
What do you think needs to take place to ensure that Americans moving to Nevada can bring their
HSA and high-deductible heaith plan with them? In addition, it appears to me that the bulk of the
HSA business is with plans and national brokers. How can further encourage the HSA concept in
the small business community?
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Answer:

1 share your interest in ensuring the availability of affordable, quality health care, and agree that
health savings accounts (HISAs) can play a key role in this effort. Health care costs continue to
rise rapidly in the United States. Empowering health care consumers, rather than third party
payers, o play a more direct role in their health care decisions would help to stem this trend. A
health care system that is more market-oriented and consumer driven will help control costs and
result in health care that is more affordable and accessible. This goal can be facilitated by making
HSAs more flexible and increasing the incentive for individuals to change to HSA-eligible
coverage.

In fact, your question focuses on one of the principal advantages of HSAs over non-HSA
coverage — the HSA’s portability. The workforce in the U.S. is much more mobile than in other
industrial countries. Under traditional health coverage, an employee must adapt to a whole new
regime when he or she goes to another job. With an HSA, the individual’s account balance can
be used wherever the individual may work or live.
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Senate Finance Committee
Nomination Hearing
July 25, 2007
Additional Question for the Record for Mr. Troy

Question from Senator Salazar

1) With respect to the Medicare Part D program, there have been concerns about turnaround
for pharmacy reimbursement from the plans participating in the program. This is
extremely important for small community and rural pharmacies that need these funds to
remain financially stable. 1have heard from several Colorado pharmacies who feel
strained by the slow reimbursement. One even closed its doors. I have worked with my
colleagues on several legislative proposals to improve these payment guidelines,
including requiring the plans to reimburse pharmacies within 14 days of the billing being
submitted. Do you believe the Medicare Part D program and the plans participating in it
could improve their pharmacy reimbursement deadlines? Iknow in Colorado our
Medicaid program is able to provide prompt payments, so I would think private plans
could do the same.

Answer: | share your concern about the importance of prompt payment. As you know,
Medicare Part D is a market-based program that relies on private insurance companies to
deliver prescription drug benefits to Medicare beneficiaries. If confirmed, I would look into
this issue to ensure that Plan sponsors are honoring their contracts, although we should not
dictate specific payment terms.
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Statement for
Kerry N. Weems
Nominee for Administrator for the Centers for Medicare & Medicaid Services
Before the Senate Committee on Finance
July 25, 2007

Chairman Baucus, Senator Grassley, thank you for holding this hearing today, and for the
Committee’s consideration of my nomination to be Administrator of the Centers for Medicare &
Medicaid Services. I am Kerry Weems, a 24-year veteran of the Department of Health and

Human Services.

Recently, my wife Jean and I celebrated our 23 wedding anniversary. Over those 23 years, she
has stood by me—even after hearing for the thousandth time: “I'll be leaving in another 15
minutes.” [ would also like to introduce the rest of my family to the Committee, Peteris a
senior at James Madison University. Claire is a sophomore at George Mason University. Anna
will commence her senior year in high school this August.

T have worked with many of you, who know me from both Republican and Democratic
Administrations. I was first hired under President Reagan in 1983. I became a manager during
President George H.W. Bush’s Administration. Former HHS Secretary Donna Shalala signed
my appointment to the Senior Executive Service, and President Clinton awarded me the
Presidential Rank Award. Former Secretary Thompson promoted me to Deputy Assistant
Secretary for Budget, and from January 2003 to July 2005, 1 served as Acting Assistant Secretary
for Budget, Technology and Finance and as HHS Chief Financial Officer. Most recently, I was
Deputy Chief of Staff to HHS Secretary Mike Leavitt.

1t’s a privilege to be here today applying for the job of CMS Administrator. One of the strengths
1 bring to this job is the ability to manage enormous budgets effectively. CMS spends more than
$600 billion a year—more than Defense; more than many countries of the world.

CMS determines access to health care for more than 90 million beneficiaries. Its payment
decisions determine the quality of that health care and where and how that care is provided.

CMS’s regulatory power is enormous, reaching into practically every aspect of health care.
Small programmatic changes can have large consequences to individual providers. This is not
simply a question of CMS flexing its regulatory muscle, it’s also a question of being aware of
these consequences. Indeed, many on this Committee have urged me to be sensitive to CMS
regulations on a wide range of providers. Much more is at stake than economics or politics—
beneficiaries” health and lives depend on them.

The person who steps into the Administrator’s post also needs to have a broad, nonpartisan
understanding of health care delivery in this country, and where we need to go. Almost a
quarter century of working at HHS has given me a long-term perspective that I believe is
critical to leading CMS.
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There has been a lot of change in health care in my 24 years of service. When I began at the
Social Security Administration, there was an ashtray on every desk and smoking in every office.
Today CMS has a nationwide prevention initiative, including smoking cessation counseling.

When I started at HHS, the ink was barely dry on diagnostic-related groups. Today, CMS is
moving beyond DRGs—replacing volume-based payment systems with systems that recognize a
patient’s condition and the quality of their care. For example:

=  On July 1, CMS began the Physicians Quality Reporting Initiative to reward
physicians for reporting on quality care.

= ] hope to be able to send to this Committee a CMS plan for Value-Based Purchasing in
the hospital setting.

s Secretary Leavitt is making great progress with standards and certification for electronic
health records.

I am aware that this Committee and others have been frustrated with lack of resolution and
consistent information regarding the Medicare Part D premium withhold. Mr. Chairman and
Senator Grassley, if I am confirmed, you will have the same information that I do, and I
will make it a top priority to fix these problems.

Much attention has been devoted to the baby-boom generation and its imminent retirement.
However, before they can retire, the boomers have one great task ahead of them-—caring for the
generation which preceded them. My own family offers examples of the issues these generations
face.

My father is on the Medicare prescription drug program and hit the coverage gap this last year.
He and [ worked together to get him the coverage and medications best for him. My vision for
the prescription drug program is that every beneficiary and their caregivers have the
information they need to choose the best plan and get the best care they need.

My mother may soon be faced with the need for a particular surgery. My vision for our health
system is that she—and every patient—has the right information to choose care that is
accessible, coordinated, and effective; and in the most appropriate setting.

My wife and her sister are caregivers for their mother who resides in a nursing home. Recently
my mother-in-law was injured, yet my wife has not received a satisfactory explanation from this
particular facility, despite a request for a detailed incident report.

My vision for Medicare and Medicaid is one in which beneficiaries are protected—whether from
unsafe nursing homes, unscrupulous insurance salespeople, fraudulent equipment providers or
bad medicine. If confirmed, I will intensify CMS oversight, and I expect you to hold me
responsible for acting on abuses or inefficiencies discovered in the course of program
oversight.



134

Throughout my more than two decades of public service at HHS, I have witnessed tremendous
talent and dedication at HHS and CMS. I have learned to seek out experts and all those with
equities in the issue and listen to them, to follow the law, to weigh the evidence and the facts,
and to render a decision. My pledge to you today is that I will pursue the facts and the law to
guide my decisions and leadership.

Again, let me say it is an honor to have received the President’s nomination to this position. I
would be pleased to answer any questions at this time.

it
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SENATE FINANCE COMMITTEE
STATEMENT OF INFORMATION REQUESTED OF NOMINEE

A.  BIOGRAPHICAL INFORMATION
1. Name: (Include any former names used.)
Kerry Neil Weems
2. Position to which nominated:

Administrator, Centers for Medicare and Medicaid Services

3. Date of nomination:

May 3, 2007
4. Address:

5. Date and place of birth:

6. Marital status: -

Married:
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Education: (List secondary and higher education institutions, dates attended,
degree received, and date degree granted.)

Secondary School: San Marcos Baptist Academy, San Marcos, Texas
September 1970 — June 1974, High School Diploma

College: New Mexico State University, Las Cruces, New Mexico
September 1974 — December 1978, BA and BBA

University of Texas, Austin, Texas
September 1979 — December 1979
{work foward MBA)

University of New Mexico, Albuquerque, NM
June 1980 — May 1981, MBA

George Mason University, Fairfax, Virginia

August 1984 — May 1987
{(additional graduate work in economics)

Employment record: (List all jobs held since college, including the title or
description of job, name of employer, location of work, and dates of
employment.)
United States Senate:

Senator Harrison Schmitt, Legislative Assistant, May 1981 — August 1982

Senate Committee on Appropriations, L/HHS/E Subcommittee,
Professional Staff member, August 1982 - February 1983.

United States Department of Health and Human Services:

Social Security Administration, Budget Analyst/Program Analyst, May
1983-August 1988

Office of the Secretary, Office of Budget:
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Program Analyst, August 1988-April 1991
Chief, Budget Planning Branch April 1991 — May 1994

Acting Director, Division of Budget Planning and Management,
May 1994 — March 1996

Director, Division of Budget Planning and Management,
March 1996 — January 2001

Acting Deputy Assistant Secretary for Budget, January 2001 — June
2002

Deputy Assistant Secretary for Budget, June 2002 — January 2003.

Office of the Assistant Secretary for Budget, Technology and Finance
Acting Assistant Secretary/Principal Deputy Assistant Secretary,
January 2003 ~ July 2005.

Immediate Office of the Secretary
Deputy Chief of Staff, March 2005 - present.

All employment was in Washington, DC with -exception of the period May 1983 -
March 1985 which was in Baltimore, MD.

Government experience: (List any advisory, consultative, honorary, or other part-
time service or positions with Federal, State or local govemments, other than
those listed above.)

Same as above

Business relationships: (List all positions held as an officer, director, trustee,
partner, proprietor, agent, representative, or consultant of any corporation,
company, firm, partnership, other business enterprise, or educational or other
institution.)

Montessori School of Northem Virginia. My children aftended pre-school, and |
served on the board in the mid-80's. | no longer have a relationship with the
school.
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Memberships: (List all memberships and offices held in professional, fratemal,
scholarly, civic, business, charitable, and other organizations.)

Sideburn Run Recreation Association (neighborhood pool and recreation
association. Open membership.) I've been a member since 1989 and served on
the board of directors 1996 - 2000.

American Association of Program and Budget Analysts. 1 was a member and
served on the board from March 2001 to March 2002.

Political affiliations and activities:
a. List all public offices for which you have been a candidate.

None

b. List all memberships and offices held in and services rendered to all
political parties or election committees during the last 10 years.

None

c. ltemize all political contributions to any individual, campaign organization,
political party, political action committee, or similar entity of $50 or more
for the past 10 years.

None

Honors and Awards: (List all scholarships, fellowships, honorary degrees,
honorary society memberships, military medals, and any other special
recognitions for outstanding service or achievement.)

Presidential Rank Award, awarded by the President of the United States for
“sustained superior accomplishments” — 2000

Senior Management Citation, awarded by the Secretary of HHS “in recognition of
outstanding leadership” - 1993

Published writings: (List the titles, publishers, and dates of all books, articles,
reports, or other published materials you have written.)

“Disabled Worker Beneficiaries and Disabled SSI Recipients: A Profile of
Demographic and Program Characteristics” (with John McCoy) Social Security
Bulletin, May 1989
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Speeches: (List all formal speeches you have delivered during the past five
years which are on topics relevant to the position for which you have been
nominated. Provide the Committee with two copies of each formal speech.)

| have not given what { would call formal speeches. Over the course of my
career, | have given a large number of informal talks. Most of these have been
to HHS employees, other Federal employees, including Congressional staff,
Native American groups, and educational groups. Typically the talks have been
on budget issues or on budget and performance linkage. None involved
prepared remarks beyond an outfine or talking points.

Qualifications: (State what, in your opinion, qualifies you to serve in the position
to which you have been nominated.)

1 have been employed by the Department of Health and Human Services for 24
years. During that time it has been my privilege to lead the management of the
HHS budget, to act as the Department’s chief financial officer, and to assist in
managing the day-to-day operations of HHS. 1 possess the experience of
effectively managing large budgets and large organizations as well as extensive
experience helping shape health and public health policy.

B. FUTURE EMPLOYMENT RELATIONSHIPS

Will you sever all connections with your present employers, business firms,
associations, or organizations if you are confirmed by the Senate? If not, provide
details.

My present employer is the US Department of Health and Human Services, so |
will not severe that relationship.

Do you have any plans, commitments, or agreements to pursue outside
employment, with or without compensation, during your service with the
government? If so, provide details.

No
Has any person or entity made a commitment or agreement to employ your
services in any capacity after you leave government service? If so, provide

details.

No
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if you are confirmed by the Senate, do you expect to serve out your full term or
until the next Presidential election, whichever is applicable? If not, explain.

Yes

C. POTENTIAL CONFLICTS OF INTEREST

Indicate any investments, obligations, liabilities, or other relationships which
could involve potential conflicts of interest in the position to which you have been
nominated.

See attached ethics agreement.

Describe any business relationship, dealing or financial transaction which you
have had during the last 10 years, whether for yourself, on behalf of a client, or
acting as an agent, that could in any way constitute or result in a possible conflict
of interest in the position to which you have been nominated.

None

Describe any activity during the past 10 years in which you have engaged for the
purpose of directly orindirectly influencing the passage, defeat, or modification
of any legislation or affecting the administration and execution of law or public
policy. Activities performed as an employee of the Federal govemment need not
be listed.

None

Explain how you will resolve any potential conflict of interest, including any that
may be disclosed by your responses to the above items. (Provide the Committee
with two copies of any trust or other agreements.)

See attached ethics agreement.

Two copies of written opinions should be provided directly to the Committee by
the designated agency ethics officer of the agency to which you have been
nominated and by the Office of Government Ethics conceming potential conflicts
of interest or any legal impediments to your serving in this position.

See attached ethics agreement.
The following information is to be provided only by nominees to the positions of

United States Trade Representative and Deputy United States Trade
Representative:
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Have you ever represented, advised, or otherwise aided a foreign government or
a foreign political organization with respect to any international trade matter? f
so, provide the name of the foreign entity, a description of the work performed
(including any work you supervised), the time frame of the work (e.g., March to
December 1995), and the number of hours spent on the representation.

N/A
D.  LEGAL AND OTHER MATTERS

Have you ever been the subject of a complaint or been investigated, disciplined,
or otherwise cited for a breach of ethics for unprofessional conduct before any
court, administrative agency, professional association, disciplinary committee, or
other professional group? If so, provide details.

No.

Have you ever been investigated, arrested, charged, or held by any Federal,
State, or other law enforcement authority for a violation of any Federal, State,
county or municipal law, regulation, or ordinance, other than a minor traffic
offense? If so, provide detalls.

No.

Have you ever been involved as a party in interest in any administrative agency
proceeding or civil litigation? If so, provide details.

No.

Have you-ever been convicted (including pleas of guilty or nolo contendere) of
any criminal violation other than a minor traffic offense? If so, provide details.

No.

Please advise the Committee of any additional information, favorable or
unfavorable, which you feel should be considered in connection with your
nomination.

None
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E. TESTIFYING BEFORE CONGRESS

If you are confirmed by the Senate, are you willing to appear and testify before
any duly constituted committee of the Congress on such occasions as you may
be reasonably requested to do so?

Yes.

If you are confirmed by the Senate, are you willing to provide such information as
is requested by such committees?

Yes.
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Senate Finance Committee
Hearing on Nominations, Wednesday, July 25, 2007
Response to Questions for the Record, by Kerry Weems

The Honorable Chairman Baucus

1)

Question:

Are you familiar with the CMS Care Management for High Cost Beneficiaries Demonstration?
How are the awardees performing under this initiative?

Answer:

This demonstration consists of six different projects and care management models, one of which
has notified CMS of its desire to terminate participation in the demonstration. So far, overall
savings in claims costs are substantially lower than the fees paid to date.

2)

Question:

What trends has CMS seen to date under the Demo regarding (a) utilization of hospital
admissions and ER visits, and (b) savings in hospital and ER claims costs?

Answer:
To date, CMS has limited data on performance with respect to reductions in hospital admissions,
emergency department visits, and savings in hospital and ER claims costs.

3

Question:

It is my understanding that because the patients in the target population of the demonstration are
some of the sickest and frailest Medicare beneficiaries, there has been a greater attrition rate than
other demonstration projections. In order for the demonstration to produce viable results, isn’t it
important for the enrollment to remain at the original level of approximately 15,000
beneficiaries? Would you require any additional authority to approve the enrollment of
additional patients in the Demonstration?

Answer:

The number of beneficiaries participating in this demonstration varies widely from site to site. Of
the five sites that are continuing in the demonstration, three are provider-based organizations with
between 2,000 and 5,000 beneficiaries each. Their performance is being measured by comparing
Medicare claims costs of beneficiaries in the treatment group with Medicare claims costs of
beneficiaries in similar practices to the demonstration providers. The remaining two sites use
randomization to establish treatment and control groups whose Medicare claims costs will be
compared. One of these projects has a treatment group population of about 4,000 beneficiaries;
the other has a treatment group population upwards of 20,000 beneficiaries.

I understand that CMS does not have any readily available evidence that the attrition rate for
beneficiaries in this demonstration is higher than that of beneficiaries in other care management,
care coordination or disease management demonstrations or pilots currently being conducted by
CMS. 1have been told that the sample sizes for all of these projects are sufficient to allow fora
meaningful evaluation of the effectiveness of the demonstration interventions. CMS has
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authority to increase the number of beneficiaries participating in these projects if it were
necessary to ensure the validity and reliability of our evaluation of the demonstration.

4

Question:

In light of CMS’ proposed NCD for ESAs, what plans does CMS have to ensure that enough
blood is available to allow for the management of chemotherapy- induced anemia through blood
transfusions for Medicare beneficiaries with cancer in the absence of ESA therapies? Does CMS
plan to create a special reserve of blood for Medicare beneficiaries and if so, how many units
does it plan to dedicate to Medicare beneficiaries with cancer? Please detail those plans and
address variations in blood usage in different geographic areas and, in some instances, during
certain times of the year.

Answer:

The safety of Medicare beneficiaries is paramount to this Administration. That is why CMS
promptly opened this NCD, in response to the FDA Black Box warning, to assess whether there is
sufficient evidence to conclude that ESA treatment is not reasonable and necessary for
beneficiaries with certain clinical conditions, either because of a deleterious effect of the ESA on
their underlying disease or because the underlying disease increases their risk of adverse effects
related to ESA use.

As you know, the public comment period for the proposed NCD closed on June 13, 2007. Input
on the proposed NCD was received from interested public parties on all sides of this issue,
including the physician community, patient groups, and manufacturers. Currently, CMS is
carefully reviewing all of the comments and will take them into account in developing the final
NCD, which has a statutory due date of August 12, 2007. Although CMS has not yet released the
final NCD, I understand that the Agency does not anticipate the need for an increase of blood
transfusion because of the NCD.

5)

Question:

What impact on the hospital in-patient system does CMS project resulting from requiring tens of
thousands of Medicare beneficiaries with cancer currently treated in the ambulatory treatment
setting to treat their anemia with blood transfusions, requiring a 6-8 hour hospital visit every 2-3
weeks? Has CMS considered the impact on Federal spending by cost-shifting cancer patients
from the ambulatory to the in-patient setting?

Answer:

Please be assured that CMS is carefully reviewing all of the comments submitted on the proposed
NCD and will take them into account in developing a final NCD. Although CMS has not yet
released the final NCD, Tunderstand that the Agency does not anticipate the need for an increase
of blood transfusion because of the NCD, nor does the Agency expect a shift from the ambulatory
to inpatient setting for treating cancer patients.

6)

Question:

Does CMS intend to shift cancer care out of the community, ambulatory setting and back to the
hospital? Does CMS believe that an acute care hospital is a better setting for the treatment of
cancer patients than the community setting? What are CMS’ projected increases to Medicare Part
A and the Part B HOPPS resulting from this forced shift of service? What are CMS’ projected
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increases to Medicare payments for blood transfusions and iron toxicity treatments as a result of
this change?

Answer:

Please be assured that CMS is carefully reviewing all of the comments submitted on the proposed
NCD and will take them into account in developing a final NCD. Although CMS has not yet
released the final NCD, [ understand that the Agency does not anticipate a shift in cancer care
from the community and ambulatory settings to the hospital as a result of the NCD. Thus there
would be no changes to projected spending in inpatient or outpatient spending or transfusions and
iron toxicity treatments.

7)

Question:

What accommodation will CMS make to ensure that cancer patients receive the ESAs CMS
believes are safe for their use during the period CMS administrative personnel deem necessary to
put in place a CED program?

Answer:

The public comment period for the proposed NCD closed on June 13, 2007. Input on the
proposed NCD was received from interested public parties on all sides of this issue, including the
physician community, patient groups, and manufacturers. Input was received on the issue you
raised. Currently, CMS is carefully reviewing all of the comments and will take them into
account in developing the final NCD.

8)

Question:

Is CMS aware that the length of chemotherapy regimens often exceeds 12 weeks? Is there
evidence to show that chemotherapy-induced anemia is no longer likely after 12 weeks of
chemotherapy?

Answer:

CMS has not yet released the final NCD for use of ESAs in cancer and related neoplastic
conditions. Iunderstand that input on these points was received during the public comment
period. CMS is carefully reviewing the comments received and will take them into account in
developing a final NCD, which has a statutory due date of August 12, 2007.

Is CMS aware that many cancer patients who receive chemotherapy require more than one course
of chemotherapy? Is there evidence to show that chemotherapy-induced anemia is not likely in a
second or subsequent course of chemotherapy?

Answer:

CMS has not yet released the final NCD for use of ESAs in cancer and related neoplastic
conditions. Tunderstand that input on these specific points was received during the public
comment period. CMS is carefully reviewing the comments received and will take them into
account in developing a final NCD, which has a statutory due date of August 12, 2007.

9)

Question:

What accommodation will CMS make in its NCD to allow cancer patients living at high altitades
to utilize ESA therapy at the initiation point their physicians believe is best for them?
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Answer:

Input on the proposed NCD was received from interested parties during the public comment
period. This input will be taken into account as CMS develops a final NCD, which has a
statutory due date of August 12, 2007.

10)

Question:

Yesterday, the GAO General Counsel sent a letter to Secretary Leavitt questioning the legality of
the Section 1115 waivers that Secretary Leavitt has granted to Florida and Vermont for their
Medicaid programs. GAO found that the waivers inappropriately waived Medicaid requirements
for medically necessary care and requirements for cost-sharing and allowed questionable
financing arrangements. I have long had concerns about HHS’ Medicaid waiver policy and
GAO’s letter is alarming. What will you do as CMS Administrator to correct the problems GAO
has identified with the Florida and Vermont Medicaid waivers? Will you commit to me that these
problems will be addressed?

Answer:

I have not seen the letter from the GAO General Counsel to Secretary Leavitt. I will carefully
review the letter and look into the concemns it raises. I will address any problems that I determine
need to be addressed.

1

Question:

The CMS Administrator is above all responsible for protecting beneficiaries. So it concerns me
when CMS officials promote political ideas, with little regard for protecting beneficiaries.
Recently I’ve seen CMS express bias for private plans, provide lax oversight, and act more like a
partner rather than a regulator. What assurances do I have that as CMS Administrator you will
lead the agency in putting beneficiaries first? Will you remain independent and neutral as
Congress considers alternative policies affecting Medicare and private plans?

Answer:
If confirmed as Administrator, my role will be to put beneficiaries first. I can pledge to you that
their interests will guide me in any decisions that I make.

12)

Question:

Mr. Weems, can you tell me how you will ensure that all contractors will meet the mission of the
agency? How many contractors does the agency have? How will you personally ensure that the
agency will solve outstanding problems with premium withholding and disenrollment associated
with prescription drug and Medicare Advantage plans? What will you do to reign in the abusive
marketing tactics of private fee-for-service plans?

Answer:

Although health care delivery in the United States has evolved with four decades of advances in
medicine and technology, the contracting portion of Medicare’s FFS administrative structure has
not. The reforms mandated by Congress in the Medicare Modernization Act of 2003 grew out of
the gradual realization that Medicare’s ability to deliver more efficient and effective services to
beneficiaries and health care providers and meet future programmatic challenges is hampered by
a number of restrictions and weaknesses in the current administrative system. Section 911 of the
MMA contains several important changes to Medicare’s administrative structure that will make
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contracting dynamic, competitive, and performance-based and ensure the program is more
responsive to the needs of its beneficiaries and health care providers.

In the current environment, CMS continues to focus on oversight of Medicare contractor
operations and activities. CMS is continuously develops, refines, and improves the methodologies
for populating review teams, refines and updates the Contractor Performance Evaluation (CPE)
reviews protocols, and identifies improved methodologies for drawing CPE review samples.
Contractor oversight will be further improved by the centralization of evaluation resuits to an
“Evaluation Results Data Repository” maintained by CMS. Contracting reform is expected to
increase competition among Medicare contractors and result in service improvements for
Medicare providers and beneficiaries and the Medicare program.

Number of contractors: At present, CMS contractors include 23 fiscal intermediaries (FIs) and 17
carriers that process FFS claims. FIs process claims for Medicare Parts A and B for facilities and
carriers process claims for Medicare Part B, in particular for physician, laboratory and other
services. In addition, four fiscal intermediaries serve as regional home health intermediaries
(RHHIs) and four carriers serve as durable medical equipment regional carriers (DMERCs). To
date, four DME MAC contracts have been awarded. Three have successfully completed their
implementation/transition activities and are fully operational; the fourth is currently in the
implementation/transition phase. The first A/B MAC began claims processing operations on
September 30, 2006.

As we work to fully implement our contracting reform initiative, CMS will reduce its number of
contracts from 40 to 15. Contracting reform represents a fundamentally new approach to working
with the Medicare contractors that provide Medicare claims processing services. Instead of
managing 40 cost-based contracts, CMS will manage 15 truly competitive, performance based
contracts for new entities known as Medicare administrative contractors or MACs.

These 15 MAC contracts will integrate Part A and Part B claims processing workloads (that is,
these contractors will handle both hospital and physician payments). In addition, CMS plans to
have four contractors administer payments to home health and hospice providers, and four
contractors administer payments to durable medical equipment suppliers. Successful
implementation will result in substantial Medicare trust fund savings from more accurate and
effective payments.

In addition, CMS has a national network of 53 Quality Improvement Organizations (QIOs),
responsible for each U.S. state, territory, and the District of Columbia. QIOs work with
consumers and physicians, hospitals, and other caregivers to refine care delivery systermns to make
sure patients get the right care at the right time, particularly patients from underserved
populations. The Program also safeguards the integrity of the Medicare trust funds by ensuring
that payment is made only for medically necessary services, and investigates beneficiary
complaints about quality of care.

Finally, CMS contracts private health plans to offer benefits under the Medicare Advantage and
Part D prescription drug benefit.

Premium withhold: T am personally committed to improving business processes within CMS
such as premium withhold by taking a top-down review. CMS takes the premium withhold issues
very seriously, and has been working to resolve all outstanding 2006 issues, as well as to
implement changes to the premium withhold process to ensure that such problems do not occur
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again. Our primary concern on both premium withhold is ensuring that beneficiaries swiftly
receive benefits to which they are entitled.

Marketing oversight: Effective oversight of marketing activities requires collaboration between
CMS and the States. To that end, we have partnered with the National Association of Insurance
Commissioners to develop a memorandum of understanding (MOU) that facilitates information
exchanges and enforcement collaboration between CMS and State departments of insurance.

13)

Question:

Mr. Weems, I would like to discuss CMS’ proposed changes for hospital payment rates in 2008.
CMS proposed to improve the hospital payment system in 2008 by providing higher payments to
hospitals that treat sicker patients. While I commend this, I am concerned that CMS also
proposes to cut hospitals by 4.8% over the next two years. This cut is based on CMS’ speculation
of how hospitals will behave under the new payment rules and could be detrimental to hospitals,
particularly in rural areas. Senator Grassley and I wrote to CMS urging the agency not to make
these cuts, as did 63 other Senators, Given this level of concern, we would appreciate your
comments on this topic.

Answer:

The proposed rule, which was released on April 13, builds on the framework established over the
last few years to implement the most significant revision of Medicare’s inpatient hospital rates
since 1983. The rule proposes to improve payment accuracy under Medicare’s hospital inpatient
prospective payment system (IPPS) by adopting Medicare Severity Diagnosis-Related Groups, or
the MS-DRGs, which would increase the total number of DRGs from 538 to 745. Tunderstand
that the CMS Office of the Actuary determined that such a significant expansion in the number of
DRGs could lead hospitals to improve coding and documentation in order to have a case group
assigned to a DRG with a higher payment. As discussed in the proposed rule, without an
adjustment to the IPPS rates to account for this expected case mix growth, the change to these
severity-based DRGs would not be budget neutral. Because the Social Security Act requires that
CMS not increase or decrease payments when making modifications to the DRG system, the rule
included a proposed budget neutrality adjustment.

I am aware that many in Congress have expressed concerns regarding this adjustment. As you
know, the public comment period on the proposed rule closed on June 12, 2007. CMS is
currently in the process of reviewing all the comments submitted, taking them into account in
drafting the final rule, which will be published August 1. I expect the final rule will strive to
achieve a balance between the comments received and the Agency’s obligation to comply with
the statute and safeguard the Medicare Trust Funds.

The Honorable Senator Grassley
1)

Question:

The Tax Relief and Health Care Act which passed in December eliminated the five percent cut in
physician fees scheduled to take effect in January and froze physician fees at the 2006 level.
CMS has estimated that the Medicare physician fee update for 2008 will be -9.9 percent. The
current physician payment sustainable growth rate formula, known as the SGR, is fundamentally
flawed. We know that fixing the SGR formula permanently will cost hundreds of billions of
dollars. How would you envision reforming Medicare physician payment in a fiscally
responsible way?
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More specifically, please give us your views on whether you would favor retaining the SGR
formula as is, revise the SGR formula, or adopt a different method to update physician fees in the
Medicare program. If you believe Congress should revise the SGR formula or adopt a different
method for updating physician fees in the Medicare program, please provide specifics.

Answer:

Over the last five years, Congress has intervened to prevent the implementation of the negative
updates resulting from this formula. CMS will continue working with Congress as well as
physician groups to identify payment methods that help improve the quality and efficiency of care
in a way that does not increase costs for taxpayers or Medicare and its beneficiaries. The
Medicare program needs to compensate physicians appropriately for the services they provide to
Medicare beneficiaries, while balancing how the program pays. CMS believes that the early
work on the Physician Quality Reporting Initiative program is one of those reforms that could
help lead us to a point where we can promote improved quality and efficiency in patient care.

2)

Question:

Health information technology can play a major role in reducing medical errors and improving
the quality of health care. However, the position of the Administration and the Department of
Health and Human Services has been that providers should adopt health IT as a “normal cost of
doing business” to ensure patients receive high quality care.

Recently, HHS announced that only ten percent of physician offices have adopted electronic
health record systems that meet Institute of Medicine criteria.

®  As CMS Administrator, how would you coordinate CMS’ efforts to improve quality in
Medicare with H-H-S” efforts to foster the adoption of health IT?
Answer:
First of all, if confirmed, I intend to make sure the President’s executive order on health
IT is fully implemented by CMS. Second, 1 would make full use of CMS demonstration
authority to develop the right incentives for adoption of health IT, and evaluate the
appropriate payment mechanisms for delivering those incentives.

e What steps would you plan to take with the Physicians Quality Reporting Initiative, or
PQRI, to foster more widespread use of health IT? Do you support providing incentives
for structural measures, such as use of electronic health records and e-prescribing, by
physicians and other health professionals?

Answer:

The PQRI establishes a financial incentive for eligible professionals to participate in a
voluntary quality reporting program. CMS is currently working with physician specialty
groups to develop the expanded set of PQRI measures for 2008, and to meet the statutory
requirement of including structural measures, such as the use of electronic health records
or electronic prescribing technology. CMS recently proposed the addition of structural
measures in the proposed Medicare Physician Fee Schedule for Calendar Year 2008, and
is also exploring the possibility of opening registry-based and EHR -based reporting for
2008. Ilook forward to working with you on exploring the feasibility of including these
measures in PQRL
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e What additional steps do you think Medicare could take to encourage more physicians to
adopt health IT, especially physicians in small or solo practices and those in rural areas
with limited resources?

Answer:

CMS is supporting the adoption and effective use of health information technology by
physicians through the Doctor's Office Quality - Information Technology (DOQ-IT)
project. The goal of DOQ-IT, which is managed by Medicare Quality Improvement
Organizations (QIOs), is to improve the quality of care and safety for Medicare
beneficiaries by promoting greater availability of high quality affordable health
information technology (HIT) and by providing assistance to physician offices in
adopting and using such technology. Under the 8" SOW, QIOs are required to
implement DOQ-IT within each state. As part of the DOQ-IT requirements, QIOs are
expected to recruit five percent of all primary care practice sites in the state and to
provide assistance with HIT adoption and use to generate electronic clinical information,
care management implementation and reporting of electronic clinical information.

The Medicare Care Management Performance (MCMP) demonstration, authorized by
Section 649 of the MMA, is a 3-year pay-for-performance demonstration with physicians
in small- and medium-sized physician practices. The goal of the demonstration is to
promote the adoption and use of HIT to improve the quality of patient care for
chronically ill Medicare patients. Doctors who meet or exceed performance standards
established by CMS in clinical delivery systems and patient outcomes will receive bonus
payments for managing the care of eligible Medicare beneficiaries. Because the
implementation of an electronic health record (EHR) and the ability to use it to facilitate
the redesign of clinical practices can be critical to improving the quality of care,
physicians in this demonstration will be eligible to receive additional incentive payments
for implementing a CCHIT-certified EHR and reporting the clinical performance data
electronically.

3)
Question:
The Medicare Prescription Drug, Improvement, and Modernization Act of 2003 (MMA) required
the Secretary to establish a competitive bidding program for durable medical equipment.
Suppliers have had significant problems in accessing the CMS website to register and submit bids
for the first phase of the program. The deadline for registering was July 7, 2007, and the deadline
for submitting bids is now Friday, July 27". Chairman Baucus and I have asked CMS to extend
these deadlines an additional 90 days.
* What steps would you direct CMS to take to ensure that suppliers are able to register on
the new Competitive Bid Submission System website, get timely responses to their
questions, and submit their bids on the website?

Answer:

CMS is committed to the effective implementation of this important new Medicare
Durable Medical Equipment, Prosthetics, Orthotics, and Supplies (DMEPOS)
competitive bidding program, which will result in improved quality and greater value for
Medicare and its beneficiaries. CMS has been working diligently to ensure that suppliers
have the information necessary to submit their bids.

However, I acknowledge that there have been technical issues with the bid submission
software. Therefore, CMS has been carefully monitoring the system and has moved
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promptly to correct issues as they have been identified. The toll-free help desk has
worked closely with individual suppliers to resolve specific problems they have had using
the system. In response to supplier requests, CMS has provided a 2-week extension of
the bidding window. With this extension, we believe that suppliers will have sufficient
time to submit their bids. Currently, there are no outstanding calls to the toll-free help
desk from suppliers requiring assistance with the on-line bidding system. As with all
technical issues, I am committed to a top to bottom review of business practices.

+  Small suppliers have asked CMS for guidance in forming bidding networks to avoid
potential antitrust concerns. Such networks will be essential for many small suppliers
who are unable to service an entire bidding area, as required. Given the fast-approaching
deadline, when would you plan to have CMS provide guidance on this issue and how
would you envision that guidance would be provided to the many suppliers who might
need to form networks in order to bid?

Answer:

The Medicare Modernization Act of 2003 requires that, in developing procedures relating
to bids and the awarding of contracts, CMS "take appropriate steps to ensure that small
suppliers of items and services have an opportunity to be considered for participation in
the program.” In the development and implementation of this program, CMS has created
numerous provisions to protect small suppliers and ensure they have an opportunity to
participate. For example, many commenters on the competitive bidding proposed rule
expressed concemn about potential antitrust violations that could occur under the proposed
network policies. In fact, one commenter submitted a specific example of a supplier
attempting to form a network for the purpose of manipulating Medicare’s price. We
considered these comments carefully and, while not practical to re-state the body of anti-
trust law in a Medicare regulation, designed the final network provisions in a way that
limits exposure to potential conflict with antitrust laws.

e How would you plan to address the numerous problems that have arisen in CMS’s
implementation of the competitive bidding program? Do you believe that suppliers have
had enough time to develop and submit bids or would you direct CMS to extend the
current deadlines?

Answer:

CMS is committed to the effective implementation of this important new Medicare
Durable Medical Equipment, Prosthetics, Orthotics, and Supplies (DMEPOS)
competitive bidding program, which will result in improved quality and greater value for
Medicare and its beneficiaries. CMS has been working diligently to ensure that suppliers
have the information necessary to submit their bids.

4)

Question:

Almost a year ago, CMS developed a Strategic and Implementing Plan on Physician Investment
in Specialty Hospitals. We know that some of the actions in this document are being
implemented or considered, but we do not know if or when CMS intends to implement the rest of
the proposed actions detailed in the plan. As CMS Administrator, what would be your plans and
your timeline for achieving each of the proposed actions in the strategic and implementing plan?
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Answer:

I would be glad to give an update on some of the many things CMS is doing in this area. CMS
recently published a final rule revising the payment system for Ambulatory Surgical Centers
(ASCs) and plans to publish the fiscal year 2008 inpatient hospital prospective payment system
final rule, requiring disclosure of physician ownership and making refinements to selected
diagnosis related groups (DRGs), in August. These DRG refinements should reduce the incentive
for allegations that they had heard that some specialty hospitals are “cream skimming” to treat
less sick patients. CMS is working to better align physician and hospital incentives, and will
publish the hospital value-based purchasing plan required by the Deficit Reduction Act of 2005
(DRA) shortly. CMS is collecting data on hospital ownership and compensation arrangements
with physicians, which will significantly enhance our ability to detect and prevent fraud and
abuse, to take appropriate enforcement actions, and to promote voluntary compliance with the
Federal fraud and abuse statutes.

5)

Question:

The Quality Improvement Organization program is of great to concern to me. These entities
receive over $400 million a year to perform a wide range of important responsibilities such as
investigating poor quality care and providing technical assistance for quality improvement. The
Institute of Medicine, The Government Accountability Office, and Department of Health and
Human Services Office of Inspector General have all examined various aspects of this program
and have raised serious issues such as the overall effectiveness of this program as well as the
apparent lack of accountability in these organizations.

Do you agree that the QIO program needs to be reformed? If so, as the CMS Administrator, what
steps would you take to bring both accountability and effectiveness to the QIO program?

Answer:

T agree that the CMS should continue to take a hard look at the QIO program. Iunderstand the
Agency undertook an intensive internal review of the QIO Program beginning the fall of 2005.
As a result of the IOM study and the internal Agency review, CMS has determined that there is a
need for improvement of the program to enable it to effectively promote high quality, efficient,
and person-centered care for Medicare beneficiaries.

CMS is currently undertaking the following activities to strengthen the QIO program:

e Strengthening evaluation design to better assess the impact of the program,

e Strengthening financial oversight and establishing requirements for QIO board
governance to assure appropriate use of contractor funds and the representation of key
constituencies,

e Increasing competition for QIO contracts,

» Enabling QIOs to release information to beneficiaries about QIO findings related to their
complaints,

o Directing QIOs to focus on the local achievement of national quality and efficiency goals,
to improve care for beneficiaries with significant medical needs,

» Directing QIOs to support local initiatives to develop and use information on quality and
cost to help beneficiaries, their caregivers, and their health professionals make better
choices about their treatment options, and self-care.



153

6)

Question:

When you were the HHS acting deputy assistant secretary for the budget, you worked creatively
within the HHS hiring system ~ by rewriting job descriptions and posting them on private sector
websites - to attract job candidates who never before would have considered becoming
government budget analysts. That suggests that you are willing to think a little outside the box,
even while working inside the box, to get things done.

There are a whole host of actions that CMS could take to improve administration of the Medicare
and Medicaid programs. What creative processes or ideas might you have in mind if you become
CMS administrator that would improve how the agency functions?

Answer:

I have some creative new ideas, but I also want to go back to some of the old ideas of oversight
and accountability. If confirmed, I will intensify CMS oversight across programs, and I expect
you to hold me responsible for acting on abuses or inefficiencies discovered in the course of
program oversight.

7

Question:

There have been numerous reports of enrollees in Medicare Advantage Private Fee for Service
being denied service upon presentation of their insurance card at their health care providers. It
seems likely that the providers may be confused and assume the enrollee is in a PPO or HMO
plan with which the provider does not contract.

Do you have ideas for what CMS could do to make it more clearly to providers that under Private
Fee for Services’ deeming authority, providers will be paid the standard Medicare fee-for-service
rate and will not be at a financial disadvantage in treating these enrollees?

Answer:

Outreach to providers is critical to the success of private fee-for-service. CMS already has in
place a website to facilitate provider access to plan terms and conditions. They also have
developed a brochure designed for providers, which explains the PFFS rules. They are requiring
all organizations offering PFFS plans, beginning October 1, 2007 when marketing begins for the
2008 benefit year, to have a provider outreach program in place. I plan to continue actions of
this nature to promote better provider understanding.

8)

Question:

One goal of the dual-eligible Special Needs Plans was to integrate Medicare and Medicaid
covered services to provide more coordinated health care for beneficiaries. However, it does not
appear that states have encouraged integration, and, indeed, it appears that in many instances,
beneficiaries are not benefiting from better coordination of care. In some states, it appears that
the states may not fully understand the program and the value it could bring to beneficiaries.

¢« How would you plan to have CMS encourage state collaboration with Medicare Special
Needs Plans?

Answer:

Special Needs Plans (SNPs) are new products in the Medicare program. CMS has a
strong network of partners across the country, established channels for communicating
with the States, and a state-of-the-art website that we have use to educate interested
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parties about new features of Medicare. I would envision using this established
infrastructure, and enhancing it as needed, to promote better understanding of SNPs by
the States, our partners, and beneficiaries.

e What process will you use to assess CMS’s current efforts to educate states about the
Special Needs Plan program and its goals?

Answer:

The success of all of programs CMS administers depends on accurate, timely, and
adequate information for beneficiaries and their caregivers, our partners, and the States. 1
would assess our current efforts in consultation with internal CMS experts ~ including
our workgroup on Medicare/Medicaid and the Office of External Affairs — as well as the
States and other interested parties.

o If you were confirmed, would you expect to expand and intensify outreach to the states to
encourage them to contract with Special Needs Plans?

Answer:

In general, yes, but how we would undertake this would depend on the outcome of our
assessment of current outreach efforts, as well as States’ readiness and ability to contract
with special needs plans.

¢ Finally, what tools do you think CMS could consider to promote integration of services?
For example, should CMS consider requiring Special Needs Plans to have contracts with
the states before approving their applications?

Answer:

That would certainly be one option for dual eligible and institutional Special Needs Plans,
but I would need to assess beneficiary impact and States’ readiness and ability to contract
with special needs plans before instituting such a requirement. Effective education and
outreach to States, our partners, providers, and beneficiaries about this very new plan
option in Medicare would be a good first step towards promoting integration with special
needs plans, as well as the issue of whether we have current authority to impose such a
requirement, before undertaking to impose it.

9)

Question:

In the Deficit Reduction Act, we changed the federal upper limit for reimbursement for
prescription drugs to 250% of the lowest Average Manufacturer Price or AMP, and we also
required the Secretary to share these data with States on a monthly basis. It is my understanding
that CMS is sharing these data with the states, but will not make the data public until some 18
months after the statutory deadline. Do you believe CMS has the authority to delay release of
AMP data for 18 months?

Answer:

1 would like to reiterate that my priority as Administrator would be to uphold all aspects of the
laws affecting the Medicare, Medicaid and SCHIP programs. As you know, the Deficit
Reduction Act of 2005 (DRA) contained important provisions to increase transparency in
Medicaid drug pricing and provide states with the tools they need to improve the accuracy of their
drug reimbursements. The DRA revised the definition of the average manufacturer price (AMP)
and required CMS to provide AMP data to States on a monthly basis beginning July 1, 2006 and
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post AMP data on a website at least quarterly. While CMS had access to AMP data on July 1,
2006, this data did not reflect the revised definition of AMP. As a result, CMS shared the
concern expressed by many in the retail pharmacy industry and some members of Congress, that
the AMPs should not be released until they can reflect the revisions made by the DRA, including
the changes in regulation required by the DRA. If you have specific concerns about the release of
this data, I would be happy to work with you on them. CMS is committed to providing AMP data
to the public once the final rule becomes effective and manufacturers have submitted data that is
reflective of the new AMP definition.

10)

Question:

We have seen a number of press reports of rogue insurance agents using abusive sales practices to
sell Medicare plans — Part D and Medicare Advantage — in which they misrepresented the plans’
benefits to seniors, forged seniors’ signatures, cross-sold products, and so on. The states would
like greater authority to regulate MA and PDP plans, as they have with Medigap. But thisisa
federal program, and CMS should be sanctioning plans and helping the states find and discipline
the rogue agents.

¢ Do you plan to assess whether CMS has adequate capacity to monitor and penalize
abusive sales practices?

Answer:

I am committed to strong oversight of all CMS programs. As part of that commitment, I
would, if confirmed, assess CMS resources available for oversight efforts, including
monitoring and penalizing abustve sales practices.

*  Would consideration of CMS capacity for overseeing plan marketing include an
assessment of whether CMS needs a more explicit set of marketing guidelines for plans
and agents? How would you decide who might create such guidelines if they are
determined to be necessary?

Answer:

CMS continually reassesses its program guidelines, and marketing guidelines for plans
and agents would be no exception. Any revisions would be made in consultation with
interested parties, such as State insurance commissioners and the NAIC.

¢ Do you have opinion on what role states should have in protecting Medicare beneficiaries
from abusive sales techniques?

Answer:

Effective oversight of marketing activities requires collaboration between CMS and the
States. To that end, CMS has partnered with the National Association of Insurance
Commissioners to develop a memorandum of understanding (MOU) that facil